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Executive Summary

Regulation Proposed

ThisRIS relates to the proposa to introduce model regulations in each State and Territory
covering mandatory energy labelling and minimum energy performance sandards (MEPS)
for household eectrical appliances. 1t also assesses the consequences for the regulations of
the provisons of the Trans Tasman Mutua Recognition Act 1997 (TTMRA).

There are dready labelling regulationsin NSW, Victoria, Queendand, SA, WA and the NT.
The proposed model regulations, if adopted by dl jurisdictions, would have the effect of
confirming the existing mandatory labdling regime in those States, extending it to Tasmania
and ACT, and dightly expanding the scope of Iabdlling in NSW.

The modd regulations would also be used to introduce MEPS for refrigerators, freezers and
electric water heaters, as agreed by ANZMEC in 1995, and the introduction of new label
designs which are intended to further increase the effectiveness of the labdlling program.

Background

The introduction of energy labelling was endorsed by the then Audrdian Minerds and
Energy Council (AMEC - now ANZMEC) prior to itsimplementation by NSW and
Victoriain 1985. The introduction of MEPS was one of the measures adopted by the
Council of Augrdian Governments (COAG) as part of the 1992 National Greenhouse
Response Strategy. After congdering the recommendations of a cost-bendfit andyss
carried out in 1993, ANZMEC Minigters agreed in 1995 that MEPS would be introduced
for household refrigerators, freezers and electric storage water heaters. The ANZMEC
decison was followed by extengve discussons between Commonwedth and State officids
and the gppliance industry, during which the MEPS levels were finalised and an
implementation date of October 1999 was agreed.

The 1998 Nationa Greenhouse Strategy (NGS) States that:
Governments are committed to introducing minimum energy performance standards
for domestic eectrica appliances. Standards have been devel oped in consultation
with industry and will take full effect from October 1999.

It further Satesthat “energy performance codes for domestic appliances...will be expanded
and strengthened.”

Energy labelling has been effective in reducing the dectricity consumption of gppliancesin

Augtrdiabeow what it would otherwise be. Compliance with the requirement to labdl isthe
highest of any mandatory energy labelling program in theworld. Thereisno energy labelling
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of water heaters, for which MEPS is the mogt likely driver for improvementsin energy
efficiency. Thereis evidence that the industry is on track to meet the MEPS levels
scheduled to take effect in October 1999.

These developments have occurred in a context where dl parties assume that [abdling and
MEPS are mandatory and will continue to be so. The fact that incons stencies between
some State and Territory labelling regimes might dready dlow Audrdia-wide sale of non
labelled gppliances originating in certain Audraian jurisdictions has not been an issue.
However, energy labelling and MEPS would change from *mandatory” to “voluntary”
programsif one or more of the following occurred:

one or more Audrdian States or Territories reped their existing energy labelling
regulations, fall to renew them after sunset provisions take effect, or fail to enact MEPS
regulations” Mutual recognition arrangements provide that products which are
manufactured in or imported via those jurisdictions can be lawfully sold evenin
jurisdictions which require labdlling and/or MEPS;

iIf the exigting temporary exemption under TTMRA for energy labelling should lgpse, asis
currently due on 1 May 1999. In that event unlabelled products manufactured in or
imported through New Zedand could be sold lawfully in dl Augtrdian jurisdictions,
whether or not they have mandatory labelling regulations;

iIf aTTMRA exemption for MEPS cannot be obtained by 1 October 1999, the date
when MEPS is scheduled to take effect in Austraia. Non-compliant products
manufactured in or imported through New Zedland could then be sold lawfully in dl
Audrdian jurisdictions, whether or not they have MEPS regulations.

If the gtatus of the program should change, it islikely that supplier behaviour would dso
eventualy change in response. If non-compliance with MEPS or |abelling becomes possible
and acquires sufficient commercid vaue on the Audtrdian market (eg by giving aprice
advantage over |abdled and MEPS-complying products) then manufacture in non
complying Audrdian jurisdictions or in New Zealand, or import viathose jurisdictions,
would become more éttractive.

Labdling islikely to continue a some leve for some time even after suppliers adjust to the
fact that it is no longer mandatory, but the proportion of products labelled and hence the
effectiveness of the program is likely to decline over time.

Voluntary compliance with the proposed MEPS leve (or any given MEPS levd) is unlikely
to be commercialy advantageous for suppliers, as there would dways be arisk that
competitors would not comply. Some vaue could be given to voluntary compliance by
subgtantia expenditure on public promotion of a compliance mark, but thisis not likely to be

! Enactment of the model regulations currently being prepared would both confirm continuation of a
uniform mandatory labelling regime and provide for the commencement of MEPS in October 1999.
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worthwhile for any supplier individualy. Thereforeit is assumed that MEPS will only be
effectiveif it is mandatory.

Alternatives Considered

The obvious dternative to the proposed modd regulations is not to proceed with
regulations. In the short term, this would have the following consegquences.

no means of coordinated revison of the label design or the mathematica agorithms
determining star ratings, hence avoidance of the associated costs and benefits,

no means of enforcing MEPS, hence avoidance of the associated costs and benefits
(adthough given the timing some of these may dready have been incurred);

continuation of the inefficiencies associated with differing regulations in the jurisdictions
which have labelling schemes.

The longer term effects are uncertain. They would depend on whether jurisdictions renew
mandatory labelling as their regulations come up for review, and if not, when and in what
order they dlow labdling regulationsto lgpse.

MEPS would aso be impacted by a decison not to introduce new mode regulations. The
extent of the impact woud depend on whether the progress toward compliance aready
made by suppliers (in good faith and in response to government urging, it should be added)
were irreversble, in which case they would be at a competitive disadvantage againgt future
entrants who have not incurred those costs. If progress towards compliance is not yet
irreversible, then a decision not to implement the proposed regulations would in effect be a
decison not to introduce MEPS.

Various mandatory and voluntary combinations for labelling and MEPS are considered in
thisRIS. The“minimum” option considered is not to adopt the proposed modd regulations
a dl and to alow the present State- based |abd ling framework to continue.

The “maximum” option congdered isfor dl Audtrdian jurisdictions to adopt the model
regulations, and for action to be taken to ensure the effectiveness of the regulations
throughout Ausraia through permanent exemption from the provisons of TTMRA
(edoption by New Zedand of amilar regulations would also have this effect). Thisistermed
the “maximum” option, athough it would represent the least departure from the present
Stuation, and would effectively confirm and maintain the status quo.

In addition, a mandatory levy on less efficient gppliances was considered as an dternative to
labelling and/or MEPS.
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A scenario in which the labelling of laundry products becomes voluntary, but coordinated
within a generd mandatory labelling framework was aso examined, in order to assess the
costs and benefits of adding these products to the schedule of labelled appliancesin NSW.

Energy and Greenhouse I mpacts

The energy and greenhouse gas emissions projected under the dternative scenarios are
illustrated in the following diagrams.

Projected Trends in Electricity Consumption of Appliances Covered by
Labelling and MEPS, Australia
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Projected Trends in CO2-e Emission from Electricity Supplied to Appliances
Covered by Labelling and MEPS, Australia
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Benefits and Costs

Theintroduction of the proposed regulations would impose (or rather, continue to impose)
direct adminigtrative cogts to governments and testing and labelling costs to industry, which
are passed on to consumers. Substantially greater indirect costs would aso be incurred by
consumers, through the purchase of more efficient gppliances. Againg this there would be
ggnificant reductions in energy purchase cods.

The following table summarises the outcomes of the cost-benefit modelling a the national
level. It indicates that the value of energy saved from implementation of a mandatory
labelling and MEPS regime is twice to three times as greet as the vaue of the reduction in
direct and indirect costs. The benefit/cost ratio of the proposed regulations is estimated at
between 2.8 (undiscounted) and 1.9 (discount rate of 8%).

Egimated cogsand bendfitsof implementing prapossd modd regulationsfor mandatory labdling
and MEPS (compar ed with “ no new regulations’ scenario)

$M NPV at discount rates of:
0% 1% 8%
Appliance (indirect) cost impact +1488 +94 +639
Program (direct) cost impact +60 +42 +31
Total cost 1548 996 670
Energy cost impact -4382 -2287 -1286
Total benefit 4382 2287 1286
Benefit/cost ratio 2.8 2.3 1.9
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The following teble indicates the incrementa (or “margind”) costs and benefits of adding
MEPS to the three energy labelling regimes modelled: “no new regulations’ (Scenario A)
which assumes argpid decay in labelling effectiveness, adow decay in labdling effectiveness
(Scenario 3) and mandatory labelling (Scenario 1) which assumes some enhancement of
effectiveness through introduction of new label desgns.

Edimated margina impactsaf adding M EPSto energy labdlingregmes

Voluntary labelling -
rapid decay

Voluntary labelling -
sower decay

Mandatory labelling -
enhanced effectiveness

$ M NPV at discount rates
of:

$ M NPV at discount rates
of:

$ M NPV at discount rates
of:

0% 2% 8% 0% 1% 8% 0% 2% 8%
Appliance cost impact +310 +217  +159( +229  +158 +114f 4391  +266  +189
Program cost impact +5 +4 +3 +5 +4 +3 +4 +3 +2
Total cost 315 221 162 234 161 117 395 268 192
Energy cost impact -1078 -619 -383 -8 -529 -320| -1437 -787 -467
Total benefit 1078 619 383 948 529 320 1437 787 467
Benefit/cost ratio 34 2.8 24 4.0 33 2.7 3.6 29 24

MEPS imposes very little additiond direct cost because the infrastructure is dready in place
for labdling, so nearly dl the cost isindirect. MEPS appears to be a cost-effective addition
to each of the labdling scenarios. In fact, the margind benefit/codt ratio is higher than the
total ratio for the proposed new regulations, indicating that MEPS is somewhat more cost-
effective than labdling.

These caculations do not include the vaue of greenhouse gas emissions avoided through
mandatory labdling and MEPS. It is difficult to place a value on these until amarket for
tradeable emissons permitsis established. Current estimates range from US$ 5 to 30 per
tonne CO,-e for permits to emit during the Kyoto Protocol commitment period. Mandatory
labdling and MEPS is projected to lower Audtrdia s emissions by about 2.0 Mt per annum
during that period (compared with the “no new regulations’ aternative), so the vaue of
emission avoided could run to $A 17 M to $100 M per annum during that period
(undiscounted, present exchange rates).

Projected benefits exceed projected costsin al States and Territories. The benefit/cost
ratios of labelling regimes with “high” effectiveness are very amilar to those of aregime of
“moderate’ effectiveness, so low-cost measures to enhance the impact of labelling - such as
dterationsto the label design and the star rating dgorithms - are dmost certain to be cost-

effective
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For clothes washers and clothes dryers only, there is little difference between mandatory
labelling and voluntary Iabelling aongsde mandatory labdling for other products. There no
disadvantage for NSW or any other jurisdiction from including these productsin the
schedule of appliances to be labelled under the proposed mode regulations, and there
would be some adminidrative cost savings from uniform trestment of dl labeled products
throughout Audtrdia

TheLevy

Asan dternative to labdling and MEPS, the brief for the RIS required the andyss of “a
levy imposed upon inefficient gppliances to fund programs to redress the greenhouse impact
of household appliances.” Two variations of this option were considered:

a) the proceeds from the levy are diverted to greenhouse-reduction strategies unrelated to
gopliance effidency (iethe levy is*revenue-postive’); or

b) the proceeds are used to subsidise the costs of the more efficient appliances, so that any
codt differentid between more and less efficient gppliancesis narrowed (iethe levy is
“revenue-neutrd”).

The proposed levy, even if legdly feasble, appears to offer no direct cost savingsto
government, no greater greenhouse gas reductions (in fact, probably less greenhouse gas
reductions) and probably higher lifetime gppliance cogs to purchasers, compared with the
mandatory labelling and MEPS proposas.

Some form of levy in association with mandatory labelling and MEPS may enhance their
effectiveness, but more information about the form and design of the levy would be
necessary in order to form ajudgement.

Effects on competition

Energy labelling is not a competition-restricting measure. Mandatory labelling enhances
competition between al products bearing sandard |abels, and so serves overdl to increase
rather than restrict competition. The introduction of the existing mandatory labelling program
has had no ggnificant impact on the number of suppliers or gppliance models on the
Audrdian market. Asthe proposed regulation would not extend the scope of mandatory
labdling it is expected to have no sgnificant impact on the number of suppliers or modes.

MEPS would prevent the sdle of refrigerators, freezers and water heaters which meet the
prescribed levels of energy efficiency, so may restrict competition. MEPS-complying
refrigerators and freezers are dready offered by al but one supplier, and dl suppliersare
able to manufacture, or have access to import sources of MEPS-complying product. While
MEPS islikely to have someimpact on supplier and price competition in the refrigerator and
freezer markets, the effect on supplier competition or priceislikdy to beminimd. Actions
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aready taken by suppliersin Australia toward compliance with anticipated MEPS have had
no upward impact on prices beyond the background trend.

The market for mains pressure electric storage water heaters has been dominated since the
early 1980s by two suppliers. The introduction of MEPS is unlikely to affect this Stuation,
S0 the impacts on competition will be neutrd. The cogts of complying with MEPS would
dightly reduce the price advantage that eectric storage water heeters currently have against
gas, dectric heat pump and solar types. All of those types have lower greenhouse gas
emissons per unit of hot water ddivered, so if some purchases were diverted there would
be a further reduction in emissions beyond those estimated for MEPS.

There would be significant effects on competition if some jurisdictions dlowed their existing
labelling regulations to Igpse as they sunset, and if some but not al proceeded with MEPS.
Manufacturersin particular would face a cost pendity if they found themsdvesin a
jurisdiction that imposed greeter obligations than the jurisdiction in which their competitors
were located. All manufacturers would be at a disadvantage against importers, who would
generdly face lower codts in shifting operations.

All jurisdictions and industry participants therefore have an interest in maintaining auniform
national program, to ensure that common policy objectives are met, and that costs are not
imposed on industry participants in random and market distorting ways.

Effectson Trade

The introduction of mandatory labelling after 1985 had no effect on the rate of import (or
export) of gppliances, or on trans-Tasman trade. The temporary exemption from the
provisons of the TTMRA has diminated the risk that non-labelled appliances might be
imported via New Zedand, but has not otherwise impacted on trade. If the exemption
lapses, NZ will offer apoint of entry to Austraia for whitegoods which are not labelled and
which do not have to meet the performance standards required of labelled appliances. This
would increase the incentive to switch the point of import to the ANZ market from Augtrdia,
as presently tends to be the case, to New Zealand.

Exemption for the proposed Austraian regulations from the provisons of the TTMRA will
become more sgnificant if MEPS are introduced for refrigerators and freezers, snce the
incentives for non-compliance will increase.

The introduction of refrigerator and freezer MEPS may require some Audtrdian importers
to switch suppliers for some of their models, if their present suppliers are unable to provide
MEPS-complying products. Changes in supply sourcing aready occur from time to time for
other reasons.

Import and export of large eectric Sorage water heatersis currently negligible, so the
immediate impact on trade of MEPS for water heaters would be small. In the long term, the
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proposed harmonisation of water heater standards (including MEPS levels) between
Austraiaand NZ could increase trans- Tasman trade.

Distributional Effects

The cogts of energy labelling are distributed across al gppliance purchasers, and the benefits
(of sHecting amore efficient product) are availableto dl. There isaweak rdationship
between price and energy efficiency, so labelling may dlow low-income buyersto identify
models that are both chegper to buy and consume less dectricity.

MEPS would increase the cost of water heatersto al buyers, irrespective of income.
However, the potentia benefits in terms of reduced dectricity expenditure are just as widdy
distributed, and are projected to consderably exceed the costs.  There isahigh probability
that the energy savings for water heaters will be realised more or less equaly be dl
householders, snce MEPS act to reduce standing hesat loss and the energy savings are
relatively independent of volume of hot water used. MEPS would also extend benefits to
resdentsin project-built and rentd housing, where the eectric water heater is selected by
others.

MEPS for refrigerators and freezers will restrict consumer choice to some extent, since low-
efficiency products that would otherwise remain on the market will need to be replaced or
modified as aresult of MEPS. On the whole thisimpact islikely to be smdl againg the
normal background of product changes, and any regtrictionsin consumer choice need to be
weighed againgt greenhouse reduction objectives.

Consistency with other greenhouse measures

Thereis nothing in the proposed regulation which isinconsstent with other measuresin the
Nationd Greenhouse Strategy: efficiency targets for power generation, targets for the use of
renewable energy in power generation or the introduction of emissonstrading. Indeed, if
these measures lead to an increase in eectricity prices, asislikdy, the vaue of the projected
electricity saved by labelling and MEPS would be greater than estimated in thisRIS. The
effectiveness of labdling would dso rise, Since operating costs would increase asa
percentage of tota appliance ownership costs and purchasers would be more inclined to
take energy efficiency into account.

Conclusions and Recommendations
The andydsin this report supports the following conclusons:

1. the projected monetary benefits of auniform nationa system of energy labelling and
MEPS for Audrdia sgnificantly exceed the projected monetary cods,
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energy labeling enhances competition between suppliers and products, since it reveals an
important aspect of product performance that would otherwise be concedled from
purchasers,

MEPS has some impacts on competition and trade, but these are relaively minor in the
light of the monetary benefits to purchasers of increased energy efficiency, and the
contribution to meeting nationa greenhouse gas reduction objectives,

al stakeholders (governments, suppliers, purchasers) benefit from uniformity and
congstency in labelling and MEPS, especialy as progress towards compliance with initia
MEPS levelsis wdll advanced,

amandatory system is more effective and cost-effective than a voluntary system for
energy labdlling, and in the case of MEPS isthe only redigtic mode of introduction;

the proposed modd regulations, if adopted by dl jurisdictions, would establish the
framework for a conggtent energy labelling and MEPS framework in Austrdia; and

the framework would be at risk to non-compliant imports from New Zedand, so long as
the latter did not impose smilar energy labdling and MEPS requirements.

The andysisin this report supports the recommendations that:

1.

2.

the proposed modd regulations be adopted by al Audrdian jurisdictions;

refrigerators, freezers, dishwashers, air conditioners, clothes washers and clothes dryers
be scheduled for mandatory energy labelling in dl jurisdictions;

the regulations should dlow for jurisdictions to jointly update the labd, the scope of
gppliances covered and other agpects of the labelling program from time to time, should
that prove judtified in order to maintain the effectiveness of energy labdling in mesting
energy efficiency and greenhouse gas reduction objectives,

refrigerators, freezers and eectric storage water heaters be scheduled for mandatory
MEPSin dl jurisdictions,

theinitia levels of MEPS should be those agreed by ANZMEC in 1995;

theinitid MEPS levels should take effect at the time agreed by ANZMEC, ie in October
1999;

the regulations should alow for jurisdictions to jointly update the MEPS levels, the scope
of appliances covered and other aspects of the MEPS program from time to time, should
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that prove judtified in order to maintain the effectiveness of MEPS in meeting energy
efficiency and greenhouse gas reduction objectives,

8. reviews of the effectiveness of the energy labdling regime and of the current MEPS levels
should be undertaken at intervas of not more than three years, and

9. inthe absence of an undertaking by New Zedand to implement energy labelling and
MEPS regimes smilar to Audrdia s, permanent exemption of the proposed regulations
from the provisons of the TTMRA should be sought.

Consultations
The public consultation process planned for thisRISis as follows:

release of the RIS by the Augtrdian Greenhouse Office in the first week of March 1999;
mailing of the RIS to about 250 individuas and organisations known to be interested;
publication of the RIS on the AGO internet Ste and on the internet Sites of some of the
State energy agencies,

two public forums, one each in Sydney and Mebourne, to be held in the third week of
March;

public advertisement of the avallability of the RIS, with offer of copies on request, and of
the dates and venues of the forums.

The AGO will accept comments on the RIS up to the end of March 1999.

*kkk*%
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Abbreviations

AEEMA Audrdian Electrica and Electronics Manufacturers Association

ACA Austrdian Consumers Association

AGA Audrdian Gas Association

AGO Augrdian Greenhouse Office

AMEC Australian Minerds and Energy Council (predecessor of ANZMEC

minigeria coundil)
ANZMEC Audrdian and New Zedand Minerds and Energy Council
CD Clothes dryer

CESA Consumer Electronics Suppliers Association

CcO Coaling only (type of RAC)

COAG Coundcil of Audrdian Governments

Cont Continuous tariff (type of WH)

CO.-e Carbon-dioxide equivaent

CwW Clothes washer

DW Dishwasher

EMTF Energy Management Task Force (of ANZMEC)

EU European Union

Frz Freezer

MEPS Minimum Energy Performance Standards

NAEEEC Nationd Appliance and Equipment Energy Efficiency Committee (of
EMTF)

NGGI Nationd greenhouse gas inventory

NGRS Nationa Greenhouse Response Strategy (1992)

NGS Nationa Greenhouse Strategy (1998)

NPV Net present value

OoP Off pesk tariff (type of WH)

PER Price efficiency rdio

RAC Refrigerdtive air conditioner

RC Reverse cycle (type of RAC which heets aswell as cools)

RD Rapid decay (in effectiveness of energy labdling)

Ref Refrigerator

RIF Entire class of food storage products comprising refrigerators, freezers
and refrigerator-freezers

RIA Regulatory impact assessment

RIS Regulatory impact assessment

SD Sow decay (in effectiveness of energy labelling)

UNFCCC United Nations Framework Convention on Climate Change
WH Water heater
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1 Background

1.1 Scope of thisRIS

This Regulatory Impact Assessment (RIS) was commissioned by the NSW Department of
Energy on behdf of the Audtradian and New Zedand Minerds and Energy Council
(ANZMEC). Its conduct was managed jointly by the Department and the Audtrdian
Greenhouse Office (AGO). The RIS rdates to the proposa to introduce model regulations
in eech State and Territory, covering mandatory energy labelling and minimum energy
performance standards (MEPS). It aso assesses the consequences of the provisions of the
Trans Tasman Mutua Recognition Act 1997 (TTMRA).

Amendmentsto State regulations

Appliance suppliers have been advised that MEPS for refrigerators, freezers and eectric
storage water heaters are scheduled for introduction on 1 October 1999 (for products
manufactured in Australia or imported from that date) subject to the completion of the
prescribed regulatory impact assessment process and the introduction of the regulations.

Since 1995 the Council of Austrdian Governments has required that any new regulatory
proposd from aMinigteria Council such as ANZMEC must be subject to regulatory impact
assessment. Jurisdictions also require regulatory impact assessment before the introduction
of any new regulation and before existing regulations subject to automatic sunset can be
remade.

Energy labdling was first established under NSW and Victorian legidation in 1986 and
1987 respectively, and there are now labelling regulationsin al Audrdian jurisdictions
except Tasmaniaand the ACT. The proposed trangition to a new, uniform regulatory
regime makes it both necessary and opportune to assess the need for the regulation and to
assess the potential benefits and costs.

The introduction of the modd regulations would have the effect of formaly extending
mandatory energy labelling to Tasmaniaand the ACT for the firgt time, and of adding clothes
dryers and clothes washers to the schedule of labelled appliancesin NSW. ThisRIS
accommodates these particular circumstances.

A regulatory impact assessment study has been carried out to estimate the costs and benefits
nationdly, and to each jurisdiction, of introducing uniform energy labelling regulations to
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maintain the exigting energy labdlling program, and from introducing uniform MEPS? The
present RIS draws on the findings of that study.

The continuing effectiveness of energy labdling requires that the label should accuratdy
convey both the product’ s absolute energy use and its relative energy efficiency in rdaion to
the range on the market. The energy efficiency of al products covered by labdling has
increased sgnificantly snce 1985, when the current 6-star label was first designed, partly in
response to the impact of the program itsef (GWA et a 1991). A far greater proportion of
products are now rated at 5 or 6 stars than when labelling commenced, and fewer a 1 to 4
dars. Thelabd scae gives customers amideading impression of the relative efficiency of 5
and 6 star products, and reduces the commercid incentive for suppliers to market till more
efficient products, since the label would not distinguish these from the existing 6 star
products.

In 1996 the Nationa Appliance and Equipment Energy Efficiency Committee (NAEEEC)
of Commonwedlth and State officias together with appliance industry and consumer group
representatives set up aworking group to redesign the labd o that the initia objectives of
the program continue to be achieved.® It is currently proposed to introduce new label
desgnsin 2000. Jurisdictionswill need some indication that the benefits of such change are
likely to outweigh the codts, and thisis covered in thisRIS.

The RIS does not explicitly address the costs and benefits for the labelling program of
adopting mode regulations rather than maintaining separate State regulations with different
formats. That particular issue was the subject of an earlier RIS (Day 1996).*

It was not in the brief to investigate the impact of adopting MEPS levels different from those
currently proposed, or to consider the extension of MEPS to other appliances.

2 The full study isin a separate document, Assessment of Costs and Benefits: Energy labelling and
minimum ener gy performance standards for household electrical appliancesin Australia. George
Wilkenfeld and Associates, with assistance from Energy efficient Strategies, January 1999.

® A number of alternative approaches and designs were devel oped and tested with consumer focus
groupsin 1997, and it is currently proposed to introduce the new labels during 2000. The labelswould
be based on the same energy tests asthe current labels, but would have a different design: in rough
terms, a product rating 5 or 6 stars on the current label may rate between 2 and 4 on the new label.

* An additional RIS of the proposed regulatory changes, from a Victorian perspective, was carried out
for the Office of the Chief Electrical Inspector, Victoria (Moran 1998). Neither RIS contains original cost
benefit analysis. The quantification of costs and benefitsin each draws almost exclusively on earlier
modelling work by GWA, particularly GWA et d (1993a) and GWA (1996).

® The proposed M EPS levels were established after the completion of a cost-benefit study in 1993,
which recommended MEPS |levels for refrigerators, freezers, water heaters and clothes driers (GWA
1993a). The study did not recommend MEPS levels for dishwashers or air conditioners for thetime
being, pending the resolution of issues relating to the energy tests, and recommended against MEPS for
clotheswashers. The MEPS levels currently proposed for refrigerators and freezers are similar to those
recommended in 1993. The MEPS levelsfor water heaters are somewhat | ess stringent than those
recommended in 1993. There are no plansfor MEPS for clothes driers at present.
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The minimum reasonable lead time for introduction of MEPS for a product or for
compliance with amore stringent MEPS levd is about two years. The adoption of more
gringent MEPS leves a this late stage in the process would be inconsstent with the
commencement of MEPS in October 1999.° However, the scope for future revision of
MEPS s discussed.

Trans-Tasman Mutual Recognition Act

The Trans Tasman Mutua Recognition Act 1997 (TTMRA) cregtes in effect acommon
market in Australiaand New Zedand, where goods capable of being sold lawfully on one
juridiction may be sold lawfully in dl the others, if they are manufactured in or imported
through thefirgt jurisdiction.

At present energy labdling is voluntary in New Zedand. Consequently NSW and some
other Audtrdian jurisdictions have obtained a temporary exemption from TTMRA
provisons with regard to energy labelling until 1 May 1999, to provide an opportunity for al
jurisdictions to agree on the gpplicable level of Iabelling and MEPS.

There are no MEPS in New Zealand at present, but there are proposals to amend the
Building Code which would have the effect of enforcing MEPS for eectric Sorage water
hesters at levels Smilar to those proposed for Audralia

In the absence of an agreement to enact common lawsin al jurisdictions (including New
Zedand), or an exemption for the Augtrdian labdling and MEPS regulations, TTMRA
would alow unlabelled and (from 1 October 1999) non-M EPS-compliant appliances
manufactured in or imported through New Zedand to be lawfully sold in dl Audrdian
jurisdictions, whether or not they have labdling or MEPS regulations.

ThisRISistherefore also required to identify the costs and benefitsto Australia if New
Zedand maintains its current position on regulaion. The costs and benefits to New Zealand
of the existence of mandatory labelling and MEPS in Audtrdia, or how these might be
affected by adopting similar regulations in New Zealand, have not been considered.’

® Neverthelessit islikely that the optimumMEPS levelswill change over time, as market trends,
technology costs and energy prices change. It would be advisableto review the MEPS levels at the
earliest opportunity, so that if more stringent levels are found to cost-effective be the process of
adoption can commence.

" One example of the effects on New Zealand is that many whitegoods carry the Australian energy label,
because they are manufactured in or imported via Australia and the supplier does not (and sometimes
cannot) distinguish according to ultimate product destination. Therefore the level of labellinginNZ isa
by-product of the mandatory status of labelling in Australia, and not atrue example of avoluntary
labelling program.

Regulatory Impact Statement: Energy Labelling and MEPS, February 1999 17



1.2 Energy labelling and minimum ener gy perfor mance
standards

Program operation and status

Energy Labelling

Energy efficiency isakey attribute of energy-consuming appliances, but one whichisnot
readily apparent to the progpective purchaser. Over the operating life of an appliance,
energy costs can account for more than half the net present value (NPV) of total ownership
cogts (over 80% with water heaters). The purchase price indicates only part of these total
ownership costs, so readily accessible information on product energy consumption is
vauable to gppliance purchasers. Thisisthe rationae for “energy labdling” - the
requirement that gppliances be displayed with aremovable labd ating the energy
consumption (in kWh or other energy units) and energy efficiency (service output per unit of
energy consumed)® recorded for that model under standard test conditions.

In Austraia, Steps towards the energy labelling of sdected products were initiated by the
NSW government in the early 1980s and endorsed by the Austrdian Minerds and Energy
Council (AMEC - now ANZMEC). In 1985, after unsuccessful attempts by AMEC to
introduce a voluntary scheme, the NSW and Victorian governments regulated for the
mandatory energy labelling of refrigerators, freezers, dishwashers and air conditioners, to be
phased in from December 1986. 1n 1990 Victoriaintroduced labelling for clothes washers
and dryers. Since then other States and Territories have adopted the program, and it is now
effectively national. No other appliances have been added to the program since 1990,
although cookers and water heaters have been considered. Cookers were not progressed
because sgnificant technica issues need to be resolved and the potentia energy savings
were modest. For water heaters, it was decided that MEPS would be more effective for
reasons set out below.

Thereisdso alabeling program for gas appliances, administered by the Audrdian Gas
Association (AGA). Thetrandfer of dectrica gppliance energy labelling from the present
regulatory framework to an industry-based framework has never been considered practical
by ether government or industry, largely because there is no single eectricity industry-wide
association corresponding to the AGA.*°

® The serviceis defined as volume of interior space maintained at standard temperature conditions (for
refrigerators and freezers), complete operating cycles (dishwashers, clothes washers and clothes dryers)
or heating and cooling task performed (air conditioners).

® Mandatory Australia-wide labelling is distinct from the Galaxy, Energy Smart and Energy Star
endorsement labels, which are voluntary and are restricted in their geographical or product coverage.

1 The AGA covers appliance manufacturers and importers, product standards as well as the energy
suppliers. The corresponding industry associations for electricity are the Australian Electrical and
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Industry compliance with the requirement to label eectrical appliances at the point of sdeis
very high. The latest research, covering dl Audrdian capitd citiesand dl classes of labdled
products, found an overal compliance rate of 92% in 1998 and high compliancein dl States
and Territories (YCHW 1998). This compares with a compliance rate for mandatory
energy labelling of refrigerators in the European Union (EU) of 56% in 1998, ranging from
17% to 94% (Winward et a 1998)."

Consumer awareness of energy labelsisdso highin Audrdia. At the time of the latest
available survey, taken in 1993, 91% of Victorian gppliance buyers and 87% of NSW
buyers were aware of the labdl. 1n 1998, awareness in the EU countries ranged from 9% to
66%. The EU survey found avery close match between level of compliance and leve of
consumer recal in each country. This suggests that if compliance should fdl, consumer
awareness and hence program effectiveness would aso fal.

Minimum Energy Performance Standards

Minimum energy performance sandards (MEPS) differ from labelling in that products failing
to meet the specified MEPS level cannot be sold. MEPS can coexist with labeling or
operate independently of it. Unlike labeling, MEPS can impact on product energy
efficiency even if consumers are unaware that the program exists, and where consumers
have limited involvement in product choice. One justification for adopting MEPS would be
if energy prices were not and could not be readily made cost-reflective, eg in regard to the
cogts of environmenta damage.

The USA has the most comprehensive MEPS program in the world, covering dl
whitegoods, air conditioners, water heaters, cookers, lighting products, electric motors and
packaged industrid boilers. Canada, China, the EU, Mexico and the Philippines have
mandatory MEPS covering at least one class of household appliances. The EU has
committed to a program of MEPS, the first of which (covering refrigerators) are scheduled
to take effect in 1999.

In Augtrdia, the introduction of MEPS was one of the measures adopted by the Council of
Austraian Governments (COAG) as part of the 1992 National Greenhouse Response
Strategy. After consdering the recommendations of a cost- benefit andysis carried out in
1993, ANZMEC Minigters agreed in 1995 that MEPS would be introduced for household
refrigerators, freezers and storage water heaters. The ANZMEC decision was followed by

Electronics Manufacturers Association (AEEMA: covers most appliance manufacturers), the Consumer
Electronics Suppliers Association (CESA: covers most appliance importers), the Electricity Supply
Association of Australia (ESAA: covers utilities nationally - thereis also an Electricity Association of
NSW). Electrical product testing, safety and performance standards are issued by Standards Australia.
" However, the EU survey was taken about 3 years after commencement of the mandatory labelling
requirement, whereas the Australian survey was taken more than 12 yearsinto the program.
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extendve discussions between Commonwedth and State officials and the gppliance industry,
during which the MEPS levels were findlised and an implementation date of October 1999
was agreed.

MEPS are dso currently being considered for a range of non-household products: ectric
motors, fluorescent lamp ballasts and packaged air conditioners (AGO 1999). For electric
motors and packaged air conditioners, “labelling” is proposed concurrently with MEPS.*?
For ballasts, MEPS aone is proposed.

The 1993 andysis found that cost-effective purchase decisions were being passed up,
especidly in the refrigerator and freezer market. It so found that the dlowable heet losses
for electric Sorage water heaters were high by world's best practice standards, and that
reductions in dlowable heat losses would be cost-effective for purchasers, even though the
price of water heaterswould increase. 1t was argued that |abelling of water heaters would
not be effective, so MEPS represents the best option for redising the cost-effective potentid
for greater energy efficiency in water hegters.

The rationde for proposing MEPS without labdlling for electric storage water heatersis as
folows

eectric water heeting is the largest single contributor to greenhouse gas emissionsin the
household sector, so measures to reduce the electricity required for water hegting are
congstent with nationa greenhouse gas reduction objectives,

electric storage water heaters dl use the same energy conversion technology (ie
Immersed resistance heaters, which are close to 100% efficient ) and tend to be built to
the same heet loss Sandards, so thereislittle difference in the performance of different
modds on the market a any onetime. All models would have the same labd rating, so
the label would have no comparative vaue,

the first water heater for adwelling is often purchased by the builder or landlord, whose
concern isto minimise purchase price rather than overal cost of ownership (which in the
case of water heaters will be dominated by energy costs). Because of this Solit incentive
many water heater purchasers would not use alabel evenif it reveded arange of energy
effidencies,

replacement purchases usualy occur under emergency conditions when the previous
water heater breaks down. Unlike whitegoods, the owner does not havetimeto
consider the purchase in advance, rarely takes the trouble to view dternatives, and
usudly commissions a plumber or other intermediary to obtain a replacement unit as
quickly as possible. Under these purchase conditions labelling would have minima

impact;

2 For these products, “labelling” would be mandatory disclosure of energy information in model
specifications and catal ogues rather than labels on the actual product, which would not be seen until
after installation.
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eectric storage water heaters are technologicaly less complicated than whitegoods and
provide afar smpler and more consstent energy service, so determining the cost-
effectiveness of various MEPS levelsis ardatively straightforward and robust process,
with high probability that no other aspects of product performance are compromised.

The rationde for proposing MEPS with |abelling for refrigerators and freezersis asfollows:

refrigeration is the second largest contributor to greenhouse gas emissionsin the
household sector (well ahead of space heeating and cooling combined), so measures to
reduce the eectricity required for refrigeration are consstent with nationa greenhouse
gas reduction objectives,

while labelling has been effective in helping to increase the sales-weighted energy
efficiency of refrigerators and freezers, there is Sgnificant additiona scope for cost-
effective improvementsin sdes weighted efficiency, redlisable through setting relatively
modest MEPS levels;

refrigerators and freezers are commonly traded products (unlike water hesters) and as
more countries adopt MEPS for them the risk of dumping of low-efficiency product in
countries without MEPS increases. The risk for Austraiawill increase after adoption of
refrigerator and freezer MEPS in the EU in September 1999, since many manufacturers
supply into both markets, and the EU and Austrdian markets have smilar product
preferences (unlike the US market, which ismainly supplied locdly and which prefers
larger Sylesthan the Austraian market);

the adoption of MEPS levels smilar to the EU’ swill advance harmonisation of product
standards between Australia and the countries (other than NZ) that are the source of
mogt if its gppliance imports.

New Zealand

The gppliance and equipment energy efficiency programs of Audtrdiaand New Zedand
have dways been closdly linked technicdly, commercidly and adminidraively. The
gtandards which underpin labdling and MEPS are modtly joint Australian and New Zedand
gandards. For most products, the same manufacturers and importers supply the same
modd range into both markets, and even where different products are made for the two
markets (eg dectric storage water heaters), the same firms tend to dominate in both
countries.

Adminigratively, New Zedand is represented on ANZMEC and in many of its working
groups, including the Nationa Appliance and Equipment Energy Efficiency Committee
(NAEEEC). TTMRA has now established an indirect regulatory link.

Despite this convergence, the New Zedand gppliance and equipment energy efficiency

program has devel oped independently in the most critical areas. Energy labdling is not
mandatory, athough the Austrdian star rating labels often gppear on moddsimported from
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Austraia and on modds manufactured in New Zedand for sde in both markets. New
Zedand hasits own “WaterMark” label for storage water heaters, which are not labelled in
Audrdia MEPS are under consderation for much the same range of productsasin
Augtraia: refrigerators, freezers, storage water heaters, motors, fluorescent lamps and lamp
ballagts.

It isunderstood that thereis a proposal to amend the New Zedand Building Code to
require new electric water heaters to comply with the heat loss limitsin the NZ standard,
which are amilar to the MEPS levels proposed in Audtrdia. The Code would oblige the
dwelling owner (ie the builder in the case of speculative or project housing) to ingtal MEPS-
compliant water hesters at the time of congtruction or refurbishment.™®

The proposed NZ MEPS level would be equivaent to the top WaterMark grade (“A”),
and would eliminate the other grades (“B” and “C”) from the market. Most water heaters
sold are aready Grade A, so there will be relatively littleimpact.’*  This progression -
labdling followed by MEPS - does not seem to be an option in Austrdia. NZ has
higtoricaly had more water heater manufacturers than Audtrdia, largely because the low-
pressure type of unit isgtill popular. Low-pressure electric water heaters are less capital-
intengve to manufacture than the mains pressure types which have come to dominate the
Augrdian market, so smdler firmswith relaively low production continue to operate and
have successfully upgraded their modelsto meet WaterMark Grade A. Theinitid diversity
of modes and types meant there was awide enough range in energy efficiency on the NZ
market to make labdlling effective. Thiskey condition for water heater |abelling is not
present in Audrdia

Appliance industry response

The gppliance industry has been formally involved in the operation of the energy labelling
program since early 1992, when ANZMEC' s Energy Management Task Force established
aNationd Electricd Appliance Energy Labelling Panel comprising representatives of
manufacturers and importers and their associations, some dectricity utilities, the Audtraian
Consumer groups and Standards Austrdia.

3 1t will continueto be lawful to sell non-compliant water heaters, but effectively unlawful to install
them. The Building Code will require replacement water heater installations to be brought up to present
safety standards, including the installation of atempering valve. Thiswill make water heater
replacements subject to the Building Code even if no other construction takes place. The heat |oss limit
in the NZ standard (corresponding to WaterMark grade A) is somewhat more stringent than the
proposed Australian MEPS levels for water heater sizes up to about 270 litres, and similar for larger sizes
(EES 1997). Direct comparisons are complicated by the fact that, unlike whitegoods, NZ has aslightly
different water heater test standard from Australia. It isintended to harmonise the standards.

¥ Many of the Grade B models still sold originate in Australia. These would be discontinued if MEPS
were implemented in Australia, sinceit is uneconomic for Australian manufacturers to make two levels
of energy efficiency.
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The industry was consulted formaly in 1994 on the MEPS proposds published in 1993. In
1995 and 1996 there were extensive discussions between the industry and Commonwesdlth
and State Governments, with the following outcomes:

refrigerator and freezer suppliers agreed to MEPS levels which were smilar in overdl
effect to the levels proposed in 1993, but with dightly different formulae than those
originaly recommended™>;

water heater suppliers agreed to less stringent MEPS levels than those origindly
recommended™;

the suppliers accepted ANZMEC' s 1996 decision to implement MEPS in 1999;

the parties agreed that the MEPS levels would remain constant for periods of at least 3
years for refrigerators and freezers, and 5 years for water heaters, and that any proposed
revisons would be notified far enough ahead to dlow a clear 3 years between adoption
of new levels and their implementation.’

Suppliers of refrigerators and freezers have aready taken steps towards ensuring thet their
entire product range complies with the proposed MEPS levels by September 1999. Thisis
evident by the rgpid decline in non-compliant models between 1996, when ANZMEC made
its decison, and 1997, the latest year of complete sdles data (see Figure 1). Thereisdways
some change in the model range, and it gppears that suppliers have been taking the
opportunity to anticipate and accommodate M EPS requirements when replacing models.

> Refrigerator and freezer MEPS are expressed as formulae which relate maximum electricity
consumption to the internal volume of the fresh food compartment, if any, and the freezer compartment,
if any. There are different formulae for different product categories (eg frost-free vs cyclic defrost,
refrigerator vsfreezer).

* MEPS levelsfor water heaters are expressed as maximum heat loss per 24 hrs. The recommendation
was that heat |oss for water heaters of less than 80 litre delivery volume should be 70% of the level in
the current Australian Standard, and for larger water heaters, 55% of the current level. The compromise
negotiated between the parties was that MEPS should be set at 100% of the current Australian Standard
for the smaller water heaters (which would have some effect, since afew models do not meet the current
Standard) and 70% of the current Australian Standard for larger water heaters.

Y There is some doubt about whether this applies to the smaller water heaters, since these were not to
be subject to any more stringent heat loss levels than in the pre-existing Australian Standards.
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Figure 1. Progress towards compliance with 1999 MEPS Levels, Refrigerators and
Freezers
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The suppliers of mains pressure water hegters are aso understood to be planning to replace

their modd ranges with MEPS-complying models by September 1999. As production lines
need to be retooled to produce models with thicker insulation the changes are likely to occur
over ashort period leading up to the implementation date, so intention to comply will not be

indicated as far in advance asfor refrigerators.

Suppliers have expressed concern that regulations and enforcement mechanisms should be
in place prior to September 1999, so that any companies that have not made efforts to
comply should not enjoy a competitive advantage on that account (NAEEEC 1997).

Program objectives

Increasing Energy Efficiency

In 1983, the palicy objectives for household appliance energy labelling were stated in the
following terms.
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to enable the consumer to make an informed choice between energy consuming
products (a higher initia purchase price may be offset by accumulated energy cost
savings over the gppliance’ s lifetime)™®

to provide an incentive for manufacturersin the medium term to design and market
gppliances with improved energy performance, and consequently better tailored to
consumers’ reguirements

to promote energy conservation on a national scale and to retard growth in energy
demand” (NECP 1983).

Informing consumer choice and providing incentive for manufacturers remain centra
objectives of energy labdling. The third objective has been progressively expanded to
include other gppliance-related measuresincluding MEPS, and to consideration of
greenhouse gas emissions, which was not a public policy issuein 1983. Revised objectives
for an integrated appliance and equipment energy efficiency program, covering both energy
and greenhouse objectives, have recently been drafted by the AGO (1999).

Energy labdling isintended to address an information failure in the market. All consumers,
and the suppliers of more efficient products, benefit from a consstent, credible and universa
means of conveying information about product energy efficiency. Neither suppliers nor
consumers acting on their own could establish such a program without coordination by
government. (How the program would fare a lesser levels of coordination is considered in
thisRIS).

If 1abelling is effective in influencing consumer choice, it will aso influence suppliersto
develop and market more efficient products. Even if product devel opment ceased,
however, there would till be arationde for labelling so long asthere is arange in the energy
efficiency of the products on the market. Anaysis of the models for which energy labes are
currently registered indicates that there is gtill awide range.*®

The rationae for expanson of the program scope from labelling to MEPS was discussed
previoudy in relation to water heaters, refrigerators and freezers, and may be summarised as
follows

1. environmentd externditiesin eectricity pricing: gopliance purchasers, even if they use the
labdl, tend to under-vaue energy efficiency because energy prices are artificidly low,
snce they do not include the environmental costs of globa warming that the use of fossl
fuds may be bringing about;

18 A consumer survey undertaken at the time found very low awareness of appliance costs, or of the
extent of variation in running costs between models and brands. It also found that after these issues
were introduced nearly nine in ten respondents maintained that |abels were necessary.

9 For example, the sales-weighted average energy consumption of refrigerators sold new in 1997 was
1.92 kWh per annum per adjusted litre internal volume, but the range was from 1.26 to 3.50. Therangein
some sub-categories was even wider. “Adjusted volume” adjusts for the proportion of the internal
volume, if any, that is freezer space.
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2. some product groups are a a uniform, low level of energy-efficiency, o labdling is
ineffective in helping consumers choase choice within an energy efficiency range, and
does not provide enough incentive for suppliers to improve their products,

3. labdling a the point of saleis not effective for product types which the purchaser tends
not to ingpect in the showroom, such as water heaters,

4. “qolit incentives’ market failure: information adone is ineffective where the purchaser is not
the ultimate user, and so is less concerned with lifetime operating costs than with initid
purchase price;

5. aslarge markets such asthe EU adopt MEPS, thereislikely to be diversion of
internationally traded products to aternative markets without, or with lower MEPS.

Reducing Greenhouse Gas Emissions

Appliance energy labelling and MEPS are integra parts of Audtrdia s greenhouse gas
reduction strategy, consstent with the fact that the household sector represents nearly 24%
of stationary energy emissions, or nearly 13% of tota net emissonsin the Nationa
Greenhouse Gas Inventory (NGGI). The 1992 Nationa Greenhouse Response Strategy
(NGRYS) stated:

Governments will develop, in consultation with manufacturing industry, and
implement as soon as practicable a nationa scheme for mandatory energy labelling
for mgor domestic gppliances.

Governments will develop, in consultation with manufacturing industry, and
implement nationwide energy performance standards for mgor domestic gppliances,
after consdering the costs and berefitsinvolved. ANZMEC will bethe
coordinating nationd body for thisinitiative.

The 1998 National Greenhouse Strategy (NGS) notes that energy labelling for maor
domestic gppliances has been in place in most Audrdian tates for severd years. It dates
that:

Governments are committed to introducing minimum energy performance standards
for domestic eectrica appliances. Standards have been developed in consultation
with industry and will take full effect from October 1999.

It further states that “energy performance codes for domestic appliances...will be expanded
and strengthened.”

Audrdiais a party to the United Nations Framework Convention on Climate Change

(UNFCCC), and has signed the Kyoto Protocol to that Convention. If ratified, the
Pratocol will commit Audtrdiato alegdly binding limit on its future greenhouse gas
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emissons. Audrdid starget would beto limit average annud greenhouse gas emissons
during the first commitment period, 2008 - 2012, to no more than 8% over the 1990 levd.

The dlowable quantity of emissonsis not entirely clear. Parties are able to take account of
removas of carbon by sinks (subject to the sink activity commencing in 1990 or later) and
changesin land dearing, and the methodol ogies for calculaing these are il evolving.
Audrdia s greenhouse gas emissions (excluding land clearing and sinks) totaled 409.0
million tonnes of CO, equivalent (Mt CO.-€) in 1990, and are projected to increase to
526.8 Mt in 2010 under “business as usud” (Climate Change, 1997). If the 8% limit were
gpplied to these sectors aone, emissions during the commitment period would need to be
held to 441.7 Mt, or 85 Mt below businessasusud. The projected impact of the proposed
labelling and MEPS regulations would be to reduce emissions by about 2.0 Mt, or 2.4% of
the reduction requirement.

Augtrdia s second nationd report to the UNFCCC ligts the projected impacts in 2010 of all
reduction measures and policies likely to reduce emissions implemented up to November
1997. Theimpact of resdentia gppliance labelling and MEPS was estimated at 1.4 Mt
CO,in 2010. The detailed modelling for the present RIS has projected an impact of 2.0
Mt, and this value has been subgtituted in the table.

Thevduesin the table indicate that:

labelling and MEPS are projected to account for about 14% of the total impact of
identified energy efficiency programs, and

labelling and MEPS are projected to account for 4% of dl identified policies and

measures with a greenhouse gas reduction potertial;

labelling and MEPS are projected to lead to greater reductions than al programs
addressing the transport and commercia sectors combined.

% Thetotal impact of the packageis estimated at 39 Mt by 2010, but it is possible that thereisalarge
element of double counting with the projected impact of “micro-economic reform”.
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Tablel1 Summary of pdidesand measuresand prg ected emissonsredudions

Sector Activity Mt CO,| ktCH,| ktN,O| ktPFC| MtCO,e
Energy Supply | Micro-economic reform 165 16.5
Renewable energy 10 10
Reduced fugitive emissions 383 80
Total of above 25.5
Energy Use Transport 14 14
Industry 105 105
Residential (appliance 2.0(a) 20
labelling and MEPS)
Commercial 04 04
Total of above 14.3
Industrial Aluminium smelting 0.03 0.2
Waste 264 55
Agriculture 188 1.32 4.4
All of above 31.8 835 1.32 0.03 49.9

Source: Climate Change 1997. Excludes estimates of sink and land clearing impacts, sinceit is not clear
that the measures listed are consistent with Kyoto Protocol emissions accounting. (a) Estimate from
present study; original estimate was 1.4 Mt. Excludes effects of additional package of measures
announced by Prime Minister on 20 November 1997.
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1.3 The proposed regulations

Objectives of theregulations

The objectives of the proposed regulations are to:

edablish an effective and uniform nationd framework for the continuation and
development of the existing energy labelling program; and
extend the framework to support uniform nationa MEPS.,

Although energy labelling operates as anationd program, there is no Commonweslth
legidationin thisarea. Energy labelling legidation currently applies a the State and Territory
level. Tasmaniaand the ACT do not have regulations a present. A 1996 review of the
need for common modd regulaions (Day 1996) identified a number of inconsstencies
between the State regimes with regard to:

L aw: liability for compliance; stage a which labdlling is required (eg manufacture or
retail), pogition of the label, recognition of other jurisdictiond labds, pendtiesfor
incorrect labelling (ranging from $ 500 to $ 1,000); ability to cancel registration.
Declarations: Of the jurisdictions that have labdlling regulations dl cover refrigerators,
freezers, refrigeraive air conditioners and dishwashers; dl but NSW aso cover clothes
washers and clothes dryers.

Regulations: process of gpplication and gpprovad; requirement to maintain aregister of
manufacturers, gpplication of technicd standards; definition of dgorithms; fixing of labels
on products, definitions of offences and pendties

The need to remove these inconsstencies, particularly in advance of extending the State
regimes to cover MEPS, prompted NAEEEC to establish a Regulatory Issues Working
Group, which has now developed modd regulations based on the following principles:

al technicd requirements for product energy testing and minimum performance standards
(both energy and other aspects of product function) will be in the gppropriate Austrdian
and New Zedland Standards;

dl labdling requirements (including labd design and placement, and dgorithms for
cdculating star ratings from the raw energy test data) will bein the appropriate Audtrdian
and New Zedland Standards,

the modd regulations will cal up the rdevant Standards; and

the contents of the Standards will remain under the control of the jurisdictions acting
together.

It isintended that once the model regulations are findised, and each State and Territory has
satisfied itsdlf that both the 1abelling/M EPS program and a more coordinated gpproach to its
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management are cost effective, each State and Territory will then reped itsexidting
regulations and enact the model regulations. No jurisdiction has yet regulated for MEPS,
pending the preparation of thisRIS.

Exemption from the provisons of TTMRA (or adoption by New Zedand of regulaions
samilar to those proposed) is not an element of the proposed regulations per se, but may be
necessary to ensure that the objectives of the regulation are met.

Alternatives consider ed

No New Regulation

If the proposed modd regulations are not adopted, then energy Iabelling will continue under
existing State regimes. The present framework does not provide for MEPS, nor does it
alow the introduction of the new form of labe that NAEEEC considersto be necessary to
maintain the effectiveness of the labdling program. Furthermore, some of the State regimes
(notably NSW and Victoria) are subject to regular sunset and review provisions, so the
framework would not operate indefinitdy in its current form.

The firg dternative congdered is one of no new regulation. In the short term, thiswould
have the following consequences.

no means of coordinated revison of the labd design or the mathematica dgorithms
determining tar ratings, hence avoidance of the associated costs and benefits,

no means of enforcing MEPS, hence avoidance of the associated costs and benefits
(athough given the timing some of these may dready have been incurred);

continuation of the inefficiencies associated with differing regulations in the jurisdictions
which have labdling schemes (Day 1996).

The longer term effects are uncertain. They would depend on whether jurisdictions renew
mandatory labelling as their regulations come up for review, and if not, when and in what
order. For example, Audtrdid s gppliance manufacturing and importing are concentrated in
NSW and Victoria, with significant activity in SA and Queendand. All four States maintain
registration cgpabilities to accommodate local suppliers, athough there is nothing to prevent
product regigration in adifferent jurisdiction. NSW has by far the largest number of
refrigerator, freezer and air conditioner models registered, but cannot register clothes
washers and dryers since their labelling is not required in NSW. I the three other registering
jurisdictions withdrew, there would be no capahility to register those products anywherein
Audrdia, so making their labelling unworkable in WA and the NT, unless those jurisdictions
St up their own registers.

Conversdy if NSW withdrew, suppliers with products registered there would have the
choice of re-registration esawhere, or of taking advantage of manufacturein or import via

Regulatory Impact Statement: Energy Labelling and MEPS, February 1999 30



NSW to lawfully sdl non-labdlled products everywhere. It isnot difficult to envisage
scenarios in which cogts to suppliers of continuing to label would exceed the costs of opting
out, especidly asthe commercid vaue of the label declines.

Whileit isimpossible to project a precise sequence of events, it islikely that energy labelling
would change from a“mandatory” to a“voluntary” program if either or both of the
following should occur:

one or more Audrdian States or Territories reped their existing energy labelling
regulations or fail to renew them after sunset provisons teke effect. Mutud recognition
arrangements provide that products which are manufactured in or imported viathose
States can be lawfully sold even in States which require labelling;

if the existing temporary exemption for energy labdling from the provisons of the
TTMRA lapse, asthey are currently dueto on 1 May 1999. In that event unlabelled
products manufactured in or imported through New Zedland could be sold lawfully in all
Audrdian jurisdictions, whether or not they have mandatory labelling regulations.

These scenarios would provide one or more points of entry for unlabelled products, but the
extent and rate a which suppliers might use these points to avoid compliance in other
jurisdictions would depend on arange of factors. For example, if arefrigerator plant were
located in ajurisdiction that withdrew from labelling, the operator would have alower-cost
non-compliance option than the operator of aplant in ajurisdiction that continued to require
labdlling. The first operator would be able to avoid labelling costsin dl jurisdictions, whereas
the second could either:

continue to supply labelled productsin dl jurisdictions, so incurring a cost pendty in
comparison with the first operator (supplying nontlabelled products outside its own
jurisdiction would probably increase rather than decrease codts, given the difficulty of
ensuring that products go to the right points of sae); or

move production to the non-labdling jurisdiction, which would dmost certainly involve
higher costs than continuing to labd.

There is condderable experience in Audtrdia and € sewhere with the devel opment phases of
labelling programs, and with growth in levels of awareness (often brought about by the
trangtion from voluntary no mandatory), but no corresponding experience with the opposite.
High initid public awareness of the energy labd would dow the rates of declinein
compliance, but there is no reason to believe that either awvareness or compliance would
remain high indefinitely. Some jurisdictions, even those without mandatory Iabelling, might
continue to promote the program so long asit had a criticd mass, and possbly contribute to
the maintenance of a coordination framework for the use of firmsthat choose to continue
labelling. However, it would be expected that if participation fel below acriticd leve the
program would ultimately be abandoned atogether.
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Therefore dl jurisdictions and industry participants have an interest in maintaining a uniform
national program, to ensure that common policy objectives are met, and that cogts are not
imposed on industry participants in random and market distorting ways.

Inclusion or exclusion of MEPS

MEPS would aso be impacted by a decison not to introduce new mode regulations. The
extent of the impact would depend on whether the progress toward compliance aready
made by suppliers (in good faith and in response to government urging, it should be added)
were irreversble, in which case they would be at a competitive disadvantage againgt future
entrants who have not incurred those costs.

If progress towards complianceis not yet irreversble, then adecison not to implement new
regulaions would in effect be a decision not to introduce MEPS. Voluntary compliance
with any MEPS levd that required a change in mode range would only be commercidly
advantageous for suppliersif they had alow cost way to convince buyers that complianceis
an dtribute worth paying for. A proprietary “MEPS compliance mark” would have little
credibility, unlessit were very heavily promoted. Experience with the gar rating label
suggests that government support gives credibility, so it may well be less codtly for
governments to promote a compliance mark.?* The costs of establishing and supporting such
amark would be substantia, and would add sgnificantly to costs without increasing energy
savings.

Energy savings under a voluntary MEPS scenario would be less than in a mandatory one,
since compliance would be less than complete. Costs would dso beless, in that some
consumers could gtill prefer less efficient, and presumably less costly products. However, if
ahigh levd of voluntary compliance were achieved - mogt likely by ahigh leve of
promotional expenditure on a compliance mark - then it is possible that suppliers would
rationdise their product ranges and reduce inventory costs by withdrawing non-compliant
models (as has happened with water heatersin NZ). If so, the objective of maintaining
consumer choice would be frustrated, and substantial costs added to the program for no
lagting advantage.

A decison to implement the new regulations would still be insufficient to ensure universa
MEPS compliancein Audrdia If aTTMRA exemption for MEPS cannot be obtained by
1 October 1999, the date when MEPS is scheduled to take effect in Australia, non-M EPS-
compliant products manufactured in or imported through New Zedand could be sold
lawfully in dl Audrdian jurisdictions, whether or not those jurisdictions have MEPS

2 The US Environment Protection Agency introduced the Energy Star label for office equipment in the
early 1990s. The label has high recognition in the USA and moderate recognition in Australia. Most
product suppliers have products that qualify for the label, but the greatest force for complianceisthe
fact that the US Government has chosen to give tender preference to qualifying products, so
establishing aform of “Government MEPS”. Thisisclearly only workable for some product types.
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regulations. Aswith labelling, the practicd effect of this would depend on how any
suppliers chose not to comply, the products involved and the timing.

Options Considered

Various mandatory and voluntary combinations for labelling and MEPS have been
congdered, as detalled in the following section. The “minimum” option considered is not to
adopt the proposed modd regulations a dl, to alow the present State- based labelling
framework to continue until it lgpses and accept whatever erosion in the effectiveness of the
program might occur.

The“maximum” option considered isfor dl Audraian jurisdictions to adopt the model
regulations, and for action to be taken to ensure the effectiveness of the regulations
throughout Audrdia- ether through permanent exemption from the provisonsof TTMRA
or through a New Zedand decison to adopt smilar regulations. Although thisis termed the
“maximum” option it would represent the least departure from the present Situation, and
would effectively confirm and maintain the status quo.

In addition, a mandatory levy on less efficient appliances was considered asan
dternaiveto labelling and/or MEPS. Thisisdescribed fully in Appendix A.

Constraints

The objective of the regulationsis to reduce greenhouse gas emissonsin away which dso
reduces the costs of energy servicesto householders - what was termed inthe NGRS a
“no-regrets’ measure.

The proposed regulations requiring mandatory energy labelling and MEPS compliance may
not be the only means to achieve these objectives, but the range of Government action is
congrained by:

the existence of a uniform nationd energy labelling program, and a high degree of support
for it among appliance purchasers and the genera public; and

the announcement by ANZMEC in 1996 of the intention to implement MEPS for certain
products in 1999, and subsequent discussions with and undertakings to the suppliers of
those products

The adoption of the proposed regulations would increase the flexibility of the energy labdling

program. Changesin labd design and agorithm which no jurisdiction could make
unilateraly under the present regime could be made collectively. New products could adso
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be added to the scope of the program more reedily, dthough thisis sill possible under State
regimes (as evidenced by Victoria s decision to schedule more products than NSW).

The mode regulations would implement MEPS by prohibiting sde of gppliances not
conforming to the energy limitsin the rlevant Audtrdian Standards, which could not be
dtered without agreement of governments. Thisis Smilar to the existing approach for
energy labdling, which makes some performance aspects of the Standards mandatory so
that products cannot achieve high gpparent energy ratings by reducing function.

The 1993 MEPS study recommended that the MEPS levelsin Audtraia should be reviewed
from time to time as average energy efficiency, technology costs and energy prices (and
externdities) change. 1t dso recommended that additiona appliances be considered for
MEPS once certain technicd issues were resolved. Thereis nothing in the proposed
regulations that would prevent these actions should they prove judtified in future, dthough
there is no mechanism for regular and automatic review, asthereisin the Nationa Appliance
Energy Conservation Act which governs the US MEPS regime.
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2. Costs and Benefits

2.1 Modelling approach

Scenarios modelled

At present suppliers are assuming that labelling will continue to be mandatory and MEPS
will become mandatory as scheduled. If the Situation should change, it is assumed that
supplier behaviour would aso eventudly change in response. If non-compliance with
MEPS or labdling becomes possible and acquires sufficient commercid vaue on the
Austraian market (eg by giving a price advantage over labdled and MEPS-complying
products) then manufacture or assembly in NZ or in non-complying Audtraian jurisdictions,
or import viathose jurisdictions, would become more attractive.

Labdling islikely to continue for some time even after suppliers adjust to the fact thet it isno
longer mandatory, but the proportion of products labelled and hence the effectiveness of the
program islikely to decline.

Thusa*“voluntary” form of labelling is assumed to influence the market toward grester
energy efficiency than if there were no labdling a dl, but the influence would be less than
that of mandatory labelling and would decline over time. The rate of decline could be
dowed by sustained promotiona expenditure, but asthereis no assurance of budget
support this option is not modeled.?

Voluntary compliance with any given MEPS leve isunlikdly to be commercialy
advantageous for suppliers, without high promotiona expenditure by governments (Snce no
individua supplier will have sufficient interest in establishing a public demand for voluntary
MEPS compliance). Thereforeit is assumed that MEPS will only be implemented and
sudtaned if it is mandatory.

Cost-benefit andlysis has been used to model a number of ditinct scenarios describing
dternative paths for labelling and MEPS,

 Experience with voluntary labelling programsin other countries (eg Thailand) indicates that suppliers
will label their more efficient products but, understandably, choose not to label their less efficient ones
unlessforced to (IIEC 1998). This can undermine program impact, since consumers perceive asmaller
efficiency range and are less likely to be prompted by the presence of |abelsto consider energy in their
purchase decisions. Alternatively, high promotion costs are necessary to achieve the same level of
public awareness (and hence pressure for supplier compliance) asin amandatory program. The Thai
electricity utility, EGAT, spent US$8 million per annum on advertising to support thelabelling program
inthe early 1990s (I11EC 1998). Thisismore than 40 times the estimated promotional budget in Australia.
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Scenario A isthe“no new regulations’ or “minimum” case, in which the proposed model
regulations are not introduced, and existing State and Territory regulations alowed to lapse
asthey sunset. Firmswho then to continue to label may use any format so long asit is
congistent with genera Trade Practices legidation.® 1t is projected that under these
circumstances consumer avareness of and confidence in the labd fal rapidly (hence the
term “rapid decay”). MEPS are not introduced.

Scenario B isthe “ proposed new regulations’ or “maximum” case. It includes mandatory
labdlling for dl product classes presently labelled, the redesign and relaunch of the label as
planned, and the implementation of MEPS as planned.

Scenario 1 isacontinuation of mandatory labelling, but no introduction of MEPS.#*

Scenarios 2a and 2b assume that mandatory MEPS is implemented, but the effectiveness
of energy labdling dedines asfollows.

in 2alabdling fdlsto a“moderate’ level of effectiveness, condstent with making it non
mandatory and/or abandoning the labe redesign and relaunch Strategy. However,
labelling remains congtrained in that firms who choose to label must use the present
design and tests (thisis called “dower decay”);

in 2b labdling fdlsto a“low” leve of effectiveness, congstent with fully voluntary
labdlling.

Scenario 3 corresponds to 2a, but without MEPS.

Scenario 4 isaspecia case modelled at the request of the NSW Department of Energy. It
isidenticad to Scenario B except that the labdling of clothes washers and dryers becomes
voluntary. However, labelling for other products continues to be mandatory, so the overdl
infrastructure of labelling is retained and the rate of compliance for clothes washers and
dryers decays dowly.

It isdifficult to assess how supplier reaction might differ according to whether non-compliant
entry were to become possible viaNZ or viaan Audtradian jurisdiction, and whether con-
compliant entry were possible for al product classes or only for some. However, itis

% Even where labelling and MEPS are mandatory, their effectiveness depends largely on the degree of
cooperation between governments and the appliance industry. Failure to introduce long-foreshadowed
arrangements at this | ate stage would seriously undermine industry confidence in the programs, making
the prospect of rapid decline in the program quite plausible. Once it became possible for other |abels to
be used, it would be attractive for importers to apply (or simply retain) labels from countries of origin if
they suggested higher apparent energy efficiency than the rating under the present Australian labelling
system.

# |t is possible that supplier preparations for MEPS compliance are sufficiently advanced and hard to
reverse (especially with regard to retooling for water heater production) that alarge part of the costs and
benefitswould berealised even if the model regulations did not proceed. As thiswould be an accident
of timing rather than intentional policy, it has not been explicitly modelled.
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reasonable to assume that the greater the scope for non-compliant entry, both
geographically and by product class, the more rapid the decay in compliance.

Table 21 Summary of scenaricsmoddled

Scenario Labdlling MEPS

Status Product Status Product Coverage
Coverage

A. No new Voluntary: R/F, DW, Voluntary”! | None

regulations® rapid decay (RD) |RAC, CW, CD

B. Proposed new | Mandatory Asabove Mandatory | Agreed 1999 levels

regulations’ for RIF, WH

1 Mandatory As above Voluntary” | None

2a Voluntary: Asabove Mandatory | Agreed 1999 levels
dow decay (SD) for R/F, WH

2b Voluntary: Asabove Mandatory | Agreed 1999 levels
rapid decay (RD) for R/F, WH

3 Voluntary: As above Voluntary! | None
dow decay (SD)

4 Mandatory R/F, DW, RAC | Mandatory | Agreed 1999 levels
Voluntary: Cw, CD for R&F, WH
dow decay (SD)

(a) Correspondsto Scenario 3b in some model output tables. (b) Corresponds to Scenario 0 in some
model output tables. (c) Corresponds to Scenario 3ain some model output tables. (d) No impact
assumed.

M odelling undertaken

Two separate computer models are used in the andysis. A cost/benefit model was designed
to project the lifetime ownership costs of gppliances purchased new over agiven time
period, rather than the energy consumption of the total household appliance stock. Thisis
the appropriate approach for ng the impact of changes to the labelling and MEPS
regime, Snce the energy consumption of existing products will be unaffected by future
changesintheregime. The modd isfully documented in the impact assessment
accompanying thisRIS (GWA 1999).

In order to illustrate the impact of proposed dternatives on the total energy consumption of
the appliance stock, not just new appliances stock, a stock model devel oped by Energy
Efficient Srategies was aso used (EES 1998b).

The cost/benefit mode alows adjustment of the following key variables with regard to each
gppliance:
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the rate of change in the most efficient on the market (largely an indicator of supplier
reponse to labdling-driven customer preference);

the rate of change in the least efficient on the market (largely an indicator of MEPS
levels);

the rate of change in the sdes-weighted average, which mugt lie between the two other
points. whether it lies closer to the most or least efficient is an indicator of the
effectiveness of |abdling in influencing consumer preference.

Varigbles were externaly specified, but checked for plaushbility againgt actua hitorica data.
For example, the highest rate of change projected in the sdes-weighted energy consumption
of new refrigerators (- 1.5% per annum over the period 1999 to 2015) was significantly
lower than the actud rate in the period 1987 to 1997 (-2.4% per annum).?

The cost/benefit mode then carries out the following sequence of analysis for each State and
Territory, and then aggregates the results nationdly:

1. Estimate the number of each currently labelled product type, and electric
storage water heaters, which will be sold in each Sate and Territory in the
period 1999 to 2015 (ie 17 years salesin all). 1999 isthe “base year” in that
gppliance energy consumption in that year will be the same under dl the moddled
scenarios. It isassumed that 2000 will be the first year in which policy changes (eg
to make MEPS voluntary rather than mandatory) begin to influence supplier
behaviour;

2. For each appliance sold, estimate the total electricity use over the entire
servicelife. Thelongest service life assumed is 15 years (for refrigerators), so the
mode takesinto account projected energy use as far ahead as 2029 for
refrigerators ingtaled in 2015, the last year of the period anaysed,;

3. For each appliance sold, estimate the total carbon dioxide-equivalent
emissions associated with electricity used. These are caculated using projections
of the CO,-eintengty of eectricity supply in each State and Territory;

4. For each appliance sold, estimate the Net Present Value (NPV) in 1998
dollars of the total electricity use over the entire service life. Household tariffs
are assumed to remain steady (for reason discussed below);

% Labelling has influenced the refrigerator market since the mid 1980s. However, the sales weighted
energy consumption of refrigerators would have declined even without labelling, so to assessthe
impact of labelling it is necessary to estimate what the no-labelling background case would have been.
GWA (1991) estimated that it was considerably less than -2.4% per annum.
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5. For each appliance sold, estimate the NPV of the total retail purchase price,
including the direct and indirect costs imposed by labelling and/or MEPS,

6. Calculate the common administrative and publicity costs imposed by
labelling and/or MEPS Some of these are fixed and some vary with the number
of units sold.

7. Sumthe NPV of energy costs, purchase costs and labelling costs to obtain a
total cost to appliance buyers of obtaining the specified energy services over
the period. Sengtivity istested at discount rates of 0%, 4% and 8%

The sequence above is carried out with input variables adjusted to correspond to the
assumptions in each modeled scenario. The scenarios are then compared with respect to
projected dectricity energy consumption, CO,-e emissions and costs.

2.2 Costs/benefit evaluation

Direct program costs

The energy labelling regulations provide tha products in the designated categories cannot be
displayed for sde unlessthey have aregistered labd affixed in a specified (ie prominent)
location. Four of the States have established a capability to approve and register labels, and
al recognise each others' regidrations.

The product supplier’ s gpplication for registration must be accompanied by afee. Until
recently thiswas $ 150 in Queendand and alesser amount in the other States, but it is now
expected toriseto $ 150 in dl States. At an estimated registration rate of 300 models per
annum, the cost to suppliers would be $ 45,000 per annum. This may increase by 10 to
15% after MEPS takes effect, as water heater models will also need to be registered.

The application for registration must be accompanied by a report on an energy test carried
out in accordance with the appropriate published Standard. Applicants may carry out the
test in their own laboratories, or use acommercid laboratory. Commercia test feesrange
from $ 3,000 to $ 6,400 depending on product type (Day 1996). However, many suppliers
use their own facilities, and carry out energy testing as part of norma product devel opment,
S0 their actua margind cost of preparing atest report for labelling purposesis negligible. 1t
is estimated that the effective average cost to suppliersis about $ 4,100 and the total cost of
testing (water heaters included) will be about $ 1.38 M per year.

Suppliers o bear the costs of printing and fixing the detachable labels. Thisis generaly
done a the factory, even for imported products, since thisis the most cost- effective way to
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ensure that the products which are actudly displayed for sale and so have to comply with
labelling regulations have the correct labd affixed. It is estimated that this costs $ 0.50 per
unit, for atotal cost of $0.96 M per year.

It is estimated that the total cost to suppliers of testing, registering and labelling gppliancesis
about $2.40 M per annum (this includes an estimate for testing and registering hesters for
MEPS, but not labelling them). This averages about $ 1.20 per labelled appliance, and $
0.25 per water heater produced for the Australian market.

Digtribution and retail costs are estimated to add about 100% to ex-factory or ex-import
costs, so appliance buyers face atotal cost of about $4.78 M per annum: about $ 2.40 per
labelled appliance and about $ 0.50 per water heater, or an average of about $ 2.10 per
appliance covered by the program. This equates to just under 0.3% of the average
purchase price of these gppliances.

The program aso imposes costs on governments. Some of these are fixed, and some vary
from year to year. The government costs comprise:

adminigtration of the program by Commonwedlth, State and Territory officids (sdaries
and overheads, attendance at NAEEEC and Standards mestings etc);

cogts to the States of maintaining aregistration and approvad capability;

costs to the States of processing gpplications for regigtration, beyond the income from
thefeg;

codsto the States of verifying compliance with labelling requirements at the point of sde
(these costs are now largely absorbed in generd dectricity safety work);

random check testing to protect the integrity of the program. These costs are borne by
the Commonwedlth and States jointly, and currently run a $ 150,000 per year. They
may rise somewhat after the introduction of MEPS, as the need to verify that test reports
are accurate will increase;”®

cods of producing leaflets and other consumer information from the labelling registers
(these costs are optiond);

cost of advertisng and promoting the program (also optiond);

consultant costs for Standards devel opment, market research, RISs etc.

It isdifficult to identify the actud codts to each jurisdiction, so the following smplified
assumptions have been made:

sdary and overheads for officias administering the program tota $ 250,000 per year,
digtributed by jurisdiction as shown in Table 2.2;

% Testing by competitors is also an important check on compliance. The costs of this have not been
included, because suppliers routinely examine each others' product. Check testing also covers aspects
of performance other than energy, which the labelling regulations specify must be met, and checks that
statements about capacity and performance which bear on the label rating are correct.
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check testing, research and other costs underpinning the program total $ 390,000 per
year, hdf of it borne by the Commonwedth and the other haf by other jurisdictionsin
proportion to their population, in accordance with long-standing cost- sharing
arrangements for NAEEEC activities,

States and Territories produce lesflets and other promotiond materids at a cost of $0.20
per product sold in NSW and Victoria, and $0.10 in other jurisdictions.

The direct program costs summarised in Table 2.2 total about $5.72 M per year (about $
2.50 per product sold). Some 84% of thisis borne by appliance purchasers and 16% by
governments.

The costs to appliance purchasers include the additiona costs of MEPS testing for water
heaters. Refrigerators and freezers are dready tested for |abelling purposes, so there would
be no additiona costsfor MEPS. For governments, the additiona costs of administering
MEPS would be negligible.

Table22 Edimated Direct Program Cods Audralia1997 (a)

$M/iyr % of total

program cost

Product testing (marked up)(b) 275 48.0%
Registration (marked up)(b) 0.10 18%
Product labelling (marked up)(b) 193 33.7%
Total cost to appliance purchaser s(b) 4,78 83.5%
Fixed admin (Centralised functions) 025 4.4%
Fixed admin (Distributed functions) 0.39 6.8%
Promotional coststo govt 031 5.3%
Total cost to gover nments 0.95 16.5%
Total Direct Program Costs 5.72 100.0%

(a) Includes estimate for additional costs of MEPS, although MEPS not operational in that year.
(b) Includes alowance for retail markup on manufacturer and importer costs

Indirect costs

Direct program costs are significantly exceeded by the “indirect” cogts: the additiona
gppliance cogts which consumers incur when they purchase more efficient gppliancesin
response to labelling, and which they incur as aresult of MEPS because the least efficient -
and by inference, the cheapest - models are excluded from the market.

For moddling purpose, it has been assumed that the average price of new appliances

increases if average efficiency increases, and dedlinesif efficiency declines. However, the
relationship between price and energy-efficiency is complex and inconclusve. Studies of the
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Augtrdian appliance market (GWA 1991,1993a) have not been able to determine any
datigtica links between energy efficiency and product price, because:

for some products (eg refrigerators, clothes washers), many early energy efficiency
Improvements were cost-free, provided they could be integrated into the suppliers
normal product redesign and retooling schedules;

for some products (eg dishwashers, ar conditioners), energy-efficiency has been
positioned as another marketing “festure’ at the high-cost end of the model range, so
products which have been more energy-efficient have dso incorporated more features
and functions. This association of variables has frudtrated Setigticd andyss.

Neverthdessit would be expected that after the first, relatively cheep efficiency options are
taken up, subsequent developments will carry some cost because more materids (eg
insulation), higher quality components (eg compressors) or additiona research and
development will be required.

The relationship between price and energy efficiency can be described in terms of “margind
price/efficiency ratios’ (PERS). For example, a PER of 0.2 would mean that, if energy
efficiency increased 1% and dl other attributes of the gppliance remained congtant, then the
price would increase 0.2%. Anayses of the Australian refrigerator market have found CPI-
adjusted PERs ranging from 0.85 to -0.1: ie for some product categories price per volume
has actualy declined over the same period as energy efficiency has increased (GWA 1996).
A PER of 0.2 has been used inthisandyss. Onthisbass, it is estimated that mandatory
labdlling indirectly increases the price of appliances by atota of about $ 30M per annum,
and that MEPS will increese it by afurther $7 M. . Astota expenditure on labelled
appliances and water heatersin 1997 was $ 1,802 M, the indirect costs are about 2.1% of
appliance purchase codts.

The direct costsin Table 2.2 represent less about 0.3% of gppliance purchase costs, so the
total program costs - the maximum that could be avoided by making labelling and MEPS
voluntary - are about 2.4% of appliance purchase costs.

Energy and greenhouse benefits

The benefits of energy labdling and MEPS are that ectricity consumption, and hence
electricity expenditures and greenhouse gas emissons, are lower than they would otherwise
be. Figures 2, 3 and 4 illugtrate the projections for sales-weighted average efficiency of
refrigerators, dishwashers and water heaters respectively, under the range of scenarios
modelled.

The most complex diagram isthat for refrigerators, snce al combinations of MEPS and
labdlling have been moddled. There are no MEPS proposas for dishwashers, so only
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labelling scenarios areillugtrated. Conversaly, there are no labelling proposals for water
hesters, so dl scenarios default to “with- MEPS’ or “without-MEPS”.

Figure 2 Sales Weighted Average Electricity Consumption, New

Refrigerators
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Figure 4 Sales Weighted Average Heat Loss, Electric Storage Water
Heaters
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Therdéivey rgpid fal in average refrigerator energy use in the past few years has been
driven by large shiftsin the product mix from cycle defrogt to frodt-free desgns, in which
there has been greater technica development, and (in 1997) by replacing their less efficient
models in anticipation of MEPS. Nevertheless new models of low efficiency are dill
entering the market, and if both labelling and MEPS become voluntary these provide the
bassfor areversd in the trend to greater efficiency. Thisis not the case with dishwashers,
where permanent design changes ensure that efficiency would continue to improve, dbeit
more dowly, even if labelling became voluntary. The step-change in water heeter efficiency
(asindicated by the reduction in standing heet 10ss) illustrates how the implementation of
MEPS is expected to lead to substantial and immediate efficiency gainsin the year that
MEPS take effect. These gainswould be foregone if MEPS became voluntary (if suppliers
were not aready irreversbly committed to complying with MEPS by October 1999).

Figures 5 and 6 aggregate the projections of eectricity consumption and greenhouse gas
emissons of the entire gppliance stock - not just new gppliances - under the various
scenarios. The effect of the changesin new product efficiency illustrated in Figure 2to 4 are
dampened somewhat by the stock turnover rates. The trend line giving lowest eectricity
consumption is Scenario B, in which the proposed mode regulations are implemented.
Scenario 1 (mandatory labelling but no MEPS) 4iill leads to a decline in the total energy
consumption of the gppliance stock, but the extent of energy savings foregone by making
MEPS voluntary can be clearly seen. Scenario A (“no new regulations’), and the other
scenarios in which both labelling and MEPS become voluntary, lead to an increase rather
than adeclinein energy use.
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Figure 5 Projected Trends in Electricity Consumption of Appliances

Covered by Labelling and MEPS, Australia

58.0
56.0 /‘
Historical Projected M
54.0 3
8
5] _/-/./.— # | ——A. No new regulations
% 52.0 = W ——3Vlab (SD) only
ri l —=—1 M Lab only
£ 500 w] | =+=2b V Lab(RD), MEPS
5 ——2aV Lab (SD), MEPS
[
m 48.0 < |4
2 ——B. Proposed regulations
46.0
44.0
42.0 ———————t—t—t——t—t—t—t—+—t+—t+————t——1—1
o N < © o] o N < © [ee] o N <
(2] (o2 (2] (2] (2] o o o o o - - —
(e} (&} (o] (&} (o] o o o o o o o o
— — — — - N N N N N N N N
Figure 6 Projected Trends in COz-e Emission from Electricity Supplied to
Appliances Covered by Labelling and MEPS, Australia
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The CO,-e projectionsin Figure 6 generdly follow the dectricity trend projectionsin Figure
4, except that CO,-einitidly declines, even under the scenarios where energy rises. Thisis
because it is assumed that the Nationa Greenhouse Strategy programs to incresse the
efficiency of fossil fuel power stations and increase the use of renewable energy in power
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generation by 2010 will be successful, but that the rate of reduction in CO,-intengty will

decline after then.?’

Scenario A (“proposed regulations’) is projected to lower Audtrdia s emissions by about
2.0 Mt per annum during the Kyoto Protocol commitment period, compared with Scenario
B (“no new regulations’).

The intermediate scenarios indicate the sengitivity of the outcomesto dower rates of decay
inlabelling compliance. The other key modd parameters - PER and energy price - were set
at what are considered the midpoint of aplausblerange. For example, there are factors
which could raise as well those which could lower household eectricity tariffs, so no change
is a reasonable modelling assumption. Once vaues are chosen in this way it would not be
particularly informative to run explicit sengtivity tests a extreme vaues, Snce movemertsin
one parameter within the plausible range would be countered by opposite movementsin
ancther, dso within the plausble range.

Table 2.3 summarises the projections of lifetime eectricity consumption for each appliance
under Scenarios A, B and three others. Table 2.4 compares each of the scenarios to the

Base Case.

Table23 Prgected Eledtriaty Consumption over aperating livesof appliancespur chased new,

1999t0 2015
Scenario A Scenario B Scenario 1 Scenario 2b Scenario 4
No new With proposed| M Labonly V Lab (SD), V lab (SD) for

regulations regulations MEPS CD, CW
Refrigerators 113240 98203 104010 109067 98203
Freezers 30285 24738 26219 30493 24738
Dishwashers 14363 11171 11171 14363 11171
Clothes Dryers 7722 6478 6478 7722 7143
Clothes Washers 19578 16740 16740 19578 18858
Air conditioners 35874 31217 31217 35874 31217
Water heaters(a) 52564 39458 52564 39458 39458
All appliances 273626 228003 248398 256555 230787

All values GWh. (a) Heat losses only; energy in heated water is not affected by water heater MEPS.

" The potential impacts of these measures on electricity prices has not been taken into account. |f they
lead to an increase in electricity prices, asislikely, the value of the projected electricity saved by
labelling and MEPS would be greater than estimated in this study. The effectiveness of labelling would
also rise, since operating costs would increase as a percentage of total appliance ownership costs and

purchasers would be more inclined to take energy efficiency into account.

Potential price reductions from market reform have been taken into account either. Given that both
impacts are highly uncertain, it hasbeen assumed that their effects will neutralise one another and
household tariffswill remain constant in real terms.
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Table24 Prgeted differencesin dectridty consumption, compar ed with Soenario A (nonew
regulations), 1999t0 2015

Scenario B Scenario 1 Scenario 2b Scenario 4

With proposed M Lab only V Lab (SD), MEPS V lab (SD)

regulations for CD, CW
GWh % Base GWh % Base GWh % Base GWh % Base
Refrigerators -15037  -13.3% -9230 -8.2% -4173 -37%| -15037 -13.3%
Freezers 5547  -18.3% -4066  -134% -208 -0.7% 5647 -18.3%
Dishwashers -3192  -22.2% -3192  -22.2% 0 0.0% -3192  -222%
Clothes Dryers -1244  -16.1% -1244  -16.1% 0 0.0% -579 -15%
Clothes Washers -2839  -145% -2839  -145% 0 0.0% -720 -3.7%
Air conditioners -4657  -13.0% -4657  -13.0% 0 0.0% -4657  -13.0%
Water heaters (a) -13106 -24.9% 0 0.0%| -13106 -249%| -13106 -24.9%
All appliances -45622  -16.7%| -25228 -92%| -17487 -6.4%| -42839 -157%

Source: Derived from Table 2.3 (a) Heat losses only; energy in heated water is not affected by water
heater MEPS.

Thefollowing conclusions may be drawn:

the proposed regulations would lead to areduction in tota electricity consumption by
appliances purchased over the projection period by about 17% compared with the “no
new regulations’ case;
mandatory labdling with voluntary MEPS would reduce e ectricity consumption by about
9% compared with the “no new regulations’ case;
mandatory MEPS and voluntary labelling would reduce total eectricity consumption by
appliances purchased over the projection period by about 6% compared with the “no
new regulaions’ case;
meaking the labelling of laundry gppliances voluntary but regulating for mandatory labdling
and MEPS for dl other products would reduce totd eectricity savings over the
projection period by about 1%.

Table 2.5 bresks down the projected eectricity energy saving from implementing the

proposed regulations, ie the projected difference in dectricity consumption by new

appliances between Scenarios A and B. It indicates that:

refrigerators and freezers are projected to contribute about 45% of the savings, water

heaters nearly 29%, air conditioners 10% and the other gppliances 16%;

mandatory labelling is projected to contribute about 55% of the savings, and MEPS

45%.

about two thirds of the projected impact of MEPS comes from water hegters,
water heater savings are only redlisable through MEPS;
about 65% of the refrigerator and freezer savings are projected to come from labelling,
and 35% from MEPS,
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refrigerator and freezer MEPS are projected to save as much energy asthe labelling of
dishwashers, clothes washers and clothes dryer combined.

Table25 Prgected dedtriaty saving from implementing the propossd modd regulations by

appliance

Mandatory | MEPSimpact| Tota impact| Share of total
labelling of proposed impact

impact regulations

GWh saved GWh saved GWh saved
Refrigerators 9230 5807 15037 33.0%
Freezers 4066 1481 547 12.2%
Dishwashers 3192 0 3192 7.0%
Clothes Dryers 1244 0 1244 2.7%
Clothes Washers 2839 0 2839 6.2%
Air conditioners 4657 0 4657 10.2%
Water heaters (a) 0 13106 13106 28.7%
All appliances 25228 2034 45622 100.0%

Share of total impact 55% 45%
Source: Derived from Table 2.4 (a) Heat losses only; total energy in heated water is not affected by
water heater MEPS.

Monetary benefits and costs

The introduction of the proposed regulations would incur (or rather, continue to incur) small
direct cogts, and substantialy greeter indirect costs from purchase of more efficient
appliances. Againg this there would be sgnificant reductions in energy purchase costs.
Table 2.6 summarises the outcomes of the cost- benefit moddling a the nationd leve. It
indicates that vaue of energy saved from implementation of a mandatory labelling and
MEPS regime is twice to three times as great as the value of the reduction in direct and
indirect costs. Therefore the estimated benefit/cost ratio of the proposed regulationsis
estimated at between 2.8 ( undiscounted) and 1.9 (at a discount rate of 8%).

Table26 Edimated cogsand benefitsaf implementing propossd modd regulationsfor
mandatary labdling and M EPS (compared with “ no new regulations’ soenario)

$M NPV at discount ratesof:
0% 1% 8%
Appliance cost impact +1488 +94 +639
Program cost impact +60 +42 +31
Total cost 1548 996 670
Energy cost impact -4382 -2287 -1286
Total benefit 4382 2287 1286
Benefit/cost ratio 2.8 2.3 1.9
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Table 2.7 identifies the impacts of the labelling dements of the proposed regulations,
excluding MEPS. Scenario 1 would dlow the introduction of the new labe design
proposed by NAEEEC, and ensure that high rates of labdling compliance are maintained.
In Scenario 3 the new labd design would not be introduced, and suppliers who choose to
labdl would be required to use the present label desgn and no other. Thiswould dow the
rate of decay in compliance and hence effectiveness compared with the “no new
regulations’ scenario.

Table2.7 Edimated cogsand benditsof implementing increasing levdsaf labdling only,
compared with Scenario A (no new regulations) (ieexduding MEPS)

Scenario 3 (Voluntary Scenario 1 (Mandatory
labelling: slow decay) labelling)
$M NPV at discount ratesof: | $M NPV at discount rates of:
0% 1% 8% 0% 4% 8%

Appliance cost impact 258 163 108 1097 688 449
Program cost impact 28 20 14 56 39 29
Total value of cost 286 183 122 1153 727 479
Energy cost impact -670 -352 -195 -2945 -1500 -818
Total benefit (value of saving) 670 352 195 2945 1500 818
Benefit/cost ratio 23 19 16 2.6 21 17

Tables 2.7 indicates that the benefit/cogt ratio of increasing compliance with labdling isin the
range 2.3 10 2.6 (undiscounted) and 1.6 to 1.7 (8% discount). The mgor difference in the
energy projections underlying Scenarios A, 3 and 1 are in the rates of change in sdes
weighted energy consumption. The fact that the benefit/cost ratios of Scenarios 1 and 3 are
relatively close despite significant differencesin rates of change suggests that the outcomes
are reldively insengtive to decay rate assumptions.

Table 2.8 indicates the incrementa (or “margind”) costs and benefits of adding MEPS to
the three energy labelling regimes modelled: “no new regulations’ (Scenario A), which
assumes arapid decay in labelling effectiveness, “dow decay” (Scenario 3) and mandatory
labelling (Scenario 1). MEPS imposes very little additional program cost because the
infragtructure is dready in place for labdling, so nearly dl the cost istheincreasein
appliance cost.

MEPS appears to be a cost- effective addition to each of the labelling scenarios. In fact, and

benefit/cost ratio of MEPS is higher than total ratio for the proposed new regulations,
indicating that MEPS is the more cogt- effective dement..
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These caculations do not include the vaue of greenhouse gas emissons avoided through
maintenance of mandatory labelling an MEPS. It is difficult to place avaue on these until a
market for tradeable emissons permitsis established. However, current estimates range
from $US 5 to 30 per tonne CO,-e for permits to emit during the Kyoto Protocol
commitment period. The retention of mandatory labelling and MEPS is projected to lower
Austrdid s emissons by about 2.0 Mt per annum during that period (compared with the
voluntary aternatives), o the value of emisson avoided could runto $A 17 M to $100 M
per annum during that period (undiscounted, present exchange rates).

Table28 Edimated margnal impacsof adding M EPSto energy labdlingregmes

Voluntary labelling - Voluntary labelling - Mandatory labelling
rapid decay sower decay
$M NPV at discount rates| $M NPV a discount rates| $ M NPV at discount rates|
of: of: of:

0% 1% 8% 0% 4% 8% 0% 1% 8%
Appliance cost impact 310 217 159 229 158 114 391 266 189
Program cost impact 5 4 3 5 4 3 4 3 2
Total cost 315 221 162 234 161 117 395 268 192
Energy cost impact -1078 -619 -383 -948 -529 -320| -1437 -787 -467
Total benefit 1078 619 383 948 529 320 1437 787 467
Benefit/cost ratio 34 2.8 24 40 33 2.7 36 29 24

Benefits by State

The benefits of the proposed regulations are distributed fairly evenly acrossjurisdictions,
according to their share of population (see Table 2.8).

Table28 Proeted dedridty and greenhousegassaving impact of praposad regulations
(Soenario B) compar ed with nonew regulations(Scenario A), by jurisdiction

GWh Share of kt CO,-e Share of

saving national saving national

NSW 14280 3L3% 11710 26.9%
Victoria 10246 25% 13353 30.7%
Queensland 12312 27.0% 10973 25.2%
WA 3447 7.6% 3358 7.7%
SA 3288 7.2% 3088 7.1%
Tasmania 720 16% 1 0.0%
NT 727 16% 503 12%
ACT 602 13% 508 12%
Australia 45622 100.0% 43495 100.0%

Regulatory Impact Statement: Energy Labelling and MEPS, February 1999

50



There are minor variations with repect to the ownership of gppliances, especidly eectric
water heaters. Queendand’ s has asmaler gas system and a higher proportion water
heaters that are electric, and so has ardatively high share of the nationd dectricity and
CO,-esavings. Conversaly, Tasmanid s hydro-based eectricity syslem meansthat it hasa
negligible share of the nationd greenhouse gas savings.

Table 2.9 summarises the projected net cost savings by jurisdiction from proceeding with
the proposed regulation, and having a mandatory labelling and MEPS regime rather than a
voluntary one. Nearly dl benefits and costs are indirect, and accrue to appliance buyers,
except for the Commonwealth jurisdiction, which bears only direct program cods.
Consequently, the Commonwedth is the only jurisdiction gpparently better off by through
meaking the program voluntary.

The benefit/cost ratios of proceeding with the proposed regulations vary according to
eectricity tariffs and factors such as dectricity consumption per gopliance: the moddling
takes into account the fact that refrigerators and air conditionersin the NT, for example, use
more energy per unit than thosein Victoria, o the vaue of a more efficient purchaseis
higher. Thereisno benefit/cog ratio for the Commonweslth jurisdiction, Since there are no
program benefits. dl energy price savings are assigned to the States and Territories.

Table29 Proected cogt savingsand bendfit/ood ratiosby juridiction, of proposed regulations
(Scenario B) compared with no new regulations(Soanario A)

Jurisdiction NPV $ M (1998) saved, at: Benefit/cost ratio, at:

0.0% 4.0% 8.0% 0.0% 4.0% 8.0%
NSW 768 348 164 26 21 18
Victoria s 356 171 31 25 21
Queensland 612 277 131 26 21 18
WA 312 141 67 33 2.7 22
SA 241 112 55 31 25 21
Tasmania 21 8 3 18 15 13
NT 77 33 19 53 43 36
ACT 25 11 4 21 17 14
Commonwealth -12 -8 -6 NA NA NA
Australia 2833 1291 615 28 23 19

Table 2.10 indicates the vaue of gpplying mandatory rather than voluntary labelling to
clothes washers and clothes dryers. While it is currently possible to lawfully sell unlabelled
clothes washers and dryers produced in or imported viaNSW, NT or the ACT thereisno
evidence that thisis occurring. The difference between the mandatory labelling and
coordinated voluntary labelling ismargind. In other words, there is no disadvantage from
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including these products in the schedule of gppliances to be labelled under the proposed
model regulations.

Table210 Prgected oot savingsand bendfit/ocod ratiosby jurisdiction, mandatory compared with
vduntary (dow decay) labeling for dotheswashersand drye's

Jurisdiction NPV $ M (1998) saved, at: Benefit/cost ratio, at:

0.0% 4.0% 8.0% 0.0% 4.0% 8.0%
NSW 25 4 -4 12 11 09
Victoria 58 23 8 17 14 12
Queensland 3 -5 -7 10 09 0.8
WA 19 7 2 15 13 11
SA 14 5 2 15 13 11
Tasmania -2 -2 -1 038 0.7 0.6
NT 1 0 0 14 12 11
ACT 0 -1 -1 10 038 0.7
Commonweslth -1 -1 -1 NA NA NA
Australia 119 A 0 13 11 10

2.3 Comparison with levy option

The brief for the RIS required the analysis of “alevy imposed upon inefficient gppliances to
fund programs to redress the greenhouse impact of household appliances.” Two variations
of this option have been considered:

a) the proceeds from the levy are diverted to greenhouse-reduction strategies unrelated to
gopliance efficiency (iethelevy is " revenue-positive’); or

b) the proceeds are used to subsidise the costs of the more efficient appliances, so that any
cost differentia between more and less efficient gppliances is narrowed (iethelevy is
“revenue-neutra”).

A detalled discusson of these optionsisat Appendix A. The main points are summarised
below.

Raising and disbursing the Levy

Any levy would obvioudy have to be mandatory. A threshold question is whether
the Commonwesdlth or State tax regimes as they stand (or as reformed) could support the
rasing of thelevy.

Under the “revenue-positive’ option, the transfer of the funds raised to the intended
greenhouse reduction activity should be readily achievable within governments normd
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adminidrative arrangements, or existing Commonwedth- State arrangements;, if the levy were
to be raised at the State level but applied to nationa programs. The “revenue-neutra”
option would require amechanism for returning the funds raised in away which meetsthe
desired objective, of narrowing the cost differentia between more and less efficient
appliances. Possible approachesinclude:

energy-efficiency-weighted scaling of sdestax on the more efficient products (this option
depends on the continuation of sales taxes);

energy-efficiency-weighted scaing of tariffs and duties (this would only affect imports);
payments to manufacturers or importers according to a formula based on sdes and
efidency;

rebates direct to the purchasers of the energy-efficient products for example “$70
cashback for purchase of a5 star refrigerator, $30 for purchase of a4 star” (of coursg, if
labelling were abandoned in favour of the levy regime it would be necessary to find
different means of identifying qualifying products).

The only way to ensure that the funds were actudly applied to the purchase price of the
more efficient gppliances would be to offer rebates direct to purchasers. However, this
would cregte the following difficulties

high fixed costs to establish a publicity, verification and payment infrastructure;
high transaction costs as a proportion of each payment;

“freeriders’: alarge number purchasers who would have bought the more efficient
gopliancesin any case will clam payments.

Conclusions

There are no apparent means for raising the proposed levy. While expert lega advise would
need to be obtained, it islikely to be extremdy difficult under existing taxation or energy
labelling legidation. However, it may become feasble if generd provisions were introduced
to enable import duty, sales or other tax rates to be linked to product energy efficiency.

The product registration, check testing and ongoing adminigtrative costs to governments
would be no less than for labdling and MEPS. The only potentid cost savings are from

abandonment of physica labels, which account for about athird of direct program costs.
These savings would flow to suppliers, and hence purchasers.

The abandonment of mandatory labelling in favour of the levy would deprive purchasers of a
ready meansto identify the more efficient products on the market and to avoid the less
efficient ones.

In the “revenue- positive’ case, where the funds raised by the levy were gpplied to
greenhouse gas reduction programs outside the appliances sphere, there is no evidence that
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potentia  greenhouse gas reductions from other possible application of the funds would be
more cost-effective, or even equaly cogt-effective, to energy labelling or MEPS.

In the “revenue-neutral” case, where the funds raised were to be applied to reducing the
cost differentia between more- and less-efficient appliances, it would be difficult and/or
adminigtratively costly to ensure that payments to gppliance suppliers and/or purchasers
were targeted as intended.

At best, the reference efficiency adopted for the a*“ revenue-neutrd” levy might act asa
form of mandatory MEPS in which the mandatory e ement would enforce the payment of
the levy rather than prescribe characteristics to be met for lawful sde. Suppliers would be
free to sdl products less efficient than the reference level, but would incur afinancid pendlty.
With the MEPS regime currently proposed, suppliers who sl a non MEPS compliant
product are also subject to afinancid penaty. The main differenceisthat the levy provides
an in-built mechanism for scaling the extent of the perdlty to the extent by which MEPS is
exceeded, whereas the current MEPS proposals do not. However, if such afeatureis
conddered desrable it may be more straightforward to incorporate it into the MEPS
regulations than to establish alevy regime.

The proposed levy, eveniif legdly feasible, appears to offer no direct cost savingsto
government, no greater greenhouse gas reductions (in fact, probably less greenhouse gas
reductions) and probably higher lifetime appliance costs to purchasers, compared with the
mandatory labelling and MEPS proposas.

Some form of levy in association with the mandatory labeling and MEPS proposa's may

enhance the effectiveness of labdling and MEPS, but more information about the form and
design of alevy proposa would be necessary in order to form ajudgement.
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3. Other Considerations

3.1 Effectson competition

Supplier and price competition

Energy labdlling is not a competitionrestricting measure. Mandatory |abelling enhances
competition between al products bearing standard labels, and so serves overdl to increasse
rather than restrict competition.

Theintroduction of the existing mandatory labelling program has had no significant impact on
the number of suppliers or gppliance models on the Australian market. The Audraian
whitegoods industry went through a major period of consolidation in the 1980s, from 6
major loca manufacturersin 1981 to four in 1989: Email, Hoover, Vulcan (owned by SA
Brewing) and Fisher & Paykd. The consolidation process was well under way by the time
energy labelling was introduced in 1986.

Significant consolidations among appliance suppliers since 1989 were the acquisition of
Hoover' s whitegoods business by Southcorp (formerly SA Brewing) and, in February
1999, the sale of Southcorp’s whitegoods business by Email.”® Email, which produced
about 70% of al whitegoods sold in 1989, till has a dominant market share.

Of the whitegoods import brands represented in 1989, amost dl are till on the market.?
Some new brands, mainly Korean, have been introduced. For air conditioners, Email
remains the only local manufacturer and there are as many import brands as there were in
1989.

It appears that the existence of mandatory energy labelling since 1986 has had no
discernible impact on the rate of consolidation among whitegoods suppliers or the rate a
which brands enter the market. Nor does it appear to have reduced product choice. The
number of models registered for energy labelling was higher in 1998 than in 1989.

As the proposed regulation would not extend the scope of mandatory labeling it is expected
to have no significant impact on the number of suppliers or models.

% The businesses transferred includes Chef cookers, Dishlex dishwashers and Hoover clothes washers
and dryers, but not Hoover refrigerators, which will be closed (Southcorp press release, 8 February
1999).

# |n afew cases the import brands have disappeared, but the products are still being imported from the
same overseas sources by the major manufacturers; eg Email now markets some Gorenje products
sourced from Solvenia as Frigidaire, rather than Gorenje Pacific asthey were formerly branded.
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Refrigerator and Freezer MEPS

MEPS would prevent the sde of refrigerators and freezers which fal to meet the prescribed
levels of energy efficiency. It may restrict competition in that consumers will not have access
to exigting sub-MEPS model's (which in 1997 comprised about 13% of sdes- see Figure 1)
but new and re-engineered modds are congtantly introduced in the normal course of
busness. MEPS-complying refrigerators and freezers are dready offered by dl but one
supplier, and dl suppliers are able to manufacture, or have access to import sources of
MEPS-complying product. Many models are close enough to their MEPS level so that they
could comply with moderate redesign of components (GWA et d 1993).

Some of the market impacts of supplier compliance with refrigerator and freezer MEPS can
aready be observed. AsFigure 1 shows, thereis evidence that 1997 wasthe first year of
adjusment in anticipation of MEPS taking effect in late 1999, and smilar adjustments would
be expected in 1998 and early 1999.

Table 3.1 indicates the observed movements in sdes weighted average price and efficiency
for refrigerators and freezers from 1993 to 1997, the only years for which reliable tracking
data are now available (EES 1998). Prices are expressed as $ per litre of adjusted volume
to even out changesin the size and configuration of units sold.

Table31 Changesinrerigerator and freezer priceand effidency, 1993t0 1997

Salesweighted average price: | CPI(b) Salesweighted average
$ per litre adjusted volume(a) Energy Efficiency Ratio(c)
Refrigs Freezers All Refrigs Freezers All

1993 2.36 163 2.25 107.3 356 417 3.66
194 244 175 233 107.7 3.62 414 3.70
1995 255 184 245 109.1 371 4.40 381
1996 259 188 249 1117 3.69 438 378
1997 2.57 192 248 1138 3.90 434 3.96
Change 1996-97, -0.8% 2.2% -04% 1.9% 5.7% -0.9% 4.8%
current $
Change 1996-97, CPI -2.1% 0.3% -2.3%
adjusted
Annual rate of change 2.1% 4.3% 2.5% 15% 2.3% 1.0% 20%
199397, current $
Annual rate of change 0.6% 2.8% 10%
1993-97, CPI adjusted

Source: EES (1998) (a) Volume weighted for proportion of freezer space and freezer temperature. (b)
Consumer Price Index for household equipment and operation (1989-90 = 1.00). (c) Measure of energy
efficiency derived from energy labelling algorithm

Regulatory Impact Statement: Energy Labelling and MEPS, February 1999 56



The average volume-adjusted price of refrigerators and freezersfell 0.4% in 1997 in current
$, or 2.3% CPI-adjusted. Sdles weighted average energy efficiency of new models
increased 4.8% over the same period. Thefdl in price ran counter to the longer term trend
of 1% increase per annum (CPI-adjusted), even though the rate of efficiency improvement
was well ahead of the longer term trend (2.0% per annum).

It gppears that market moves toward compliance with anticipated MEPS have had no
upward impact on prices beyond the background trend - in fact, the opposite has happened
sofar. It isreasonable to conclude that while MEPS islikely to have some impact on
supplier and price competition in the refrigerator and freezer markets, the effect on supplier
competition or priceislikdy to be minimal.

Water Heater ME PS

The mains pressure eectric water heater market is dominated by the Rheem and Vulcan
brands (both owned by Southcorp), with the most significant competitor being Dux
(formerly owned by James Hardie, now acquired by GWA International Group). There are
afew manufacturers of low pressure dectric water heaters, which are not proposed to be
subject to MEPS.

Each supplier produces models corresponding to each of the delivery capacities defined by
the Audtralian Standard (eg 50 litres, 250 litres etc). The suppliers usudly make more than
one modd in each capacity, differentiated by quadity of materids (and hence warranty
period) or the number and power of the heating dements, but not by heat loss*

In order to comply with MEPS, suppliers will need to revise dmost thair entire range of
models of 80 litres or more by September 1999. Many of the smaller water heaters aready
meet the MEPS level, so can be retained. Water heater model ranges are designed to share
critical dimensionsin order to rationalise manufacture, so Smultaneous change to large parts
of the model range is not uncommon. However, the introduction of MEPS imposestiming
and design condraints.

It is understood that the suppliers are well advanced with plansto have dl modes MEPS-
compliant by the target date. There should be no reduction in modd range, but dl water
heeters on the market will presumably increase in price somewheat to reflect the additiona
materia costs of thicker insulation. The fact that there is more than one supplier should
restrain price increases somewhat, but competition in the market islimited. The cost- benefit
andysis which recommended MEPS levels assumed that the full production cost increase
would be passed on to consumers (GWA et a 1993).

% The overall task efficiency of an electric water heater varies with its “standing heat loss”, whichisa
function of the tank insulation. The efficiency with which electricity is converted to heat is virtually
100% in every water heater with an immersed element.
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Asthefirg years of MEPS are likely to coincide with a shift from wholesdle sdlestax to
goods and sarvicestax, it is possble that reductionsin the rate of tax will offset most or dl
of any apparent price increases.

Thereis some possibility that MEPS would assst the entry of new suppliers from New
Zedand, since the proposed level is closeto the NZ WaterMark A Grade. Imports of such
water heaters would have been at a competitive disadvantage againgt lessinsulated local
product, but as Austraian manufacturers will now aso be required to bear those codts, this
barrier to entry may actualy be reduced (athough there are few suppliersin NZ not
affiliated with the Austrdian suppliers). Harmonisation of sandards would make it more
economic to produce the same models for both markets, so lowering unit production costs
and hence prices.

It is reasonable to conclude that while MEPS is likely to have some impact on supplier and
price competition in the eectric water heater market, the direction is uncertain, and the
overdl impact on the market islikely to be minimdl.

Competition between energy and technology types

Electric water heating competes with gas water heating in al capitd cities and many regiond
cities on mainland Augrdia® Gas isthe more expensive option. A gas water heater with
equivaent delivery capacity is more complex and costs more than an dectric water hegter.
The dwelling must have gas connected, and this, unlike dectricity connection, is not
universal. Electric water heater MEPS would increase the relative price of eectric water
hesters and so reduce this cost differential.

On mainland Audraia, gas water heating is typicaly one third as greenhouse gas intensve as
electric water heating when relative conversion efficiencies are taken into account.

Therefore any price movementsin favour of gas would be lead to some further reductionsin
greenhouse gas emissions beyond those estimated to come from MEPS,

The same principle would gpply with the other competing electric water heeting technologies
that are not covered by MEPS.  The price premium for electric-boosted solar and hesat
pump water hesters would be reduced, so the balance would shift dightly from conventiond
electric to the other, less greenhouse gas intensive technologies.

Timing of consumer purchase

Hot water is consdered an essential household service. A water heater isingalled at the
time of congtruction, and immediately replaced if it fails. Theintroduction of MEPS should

¥ Tasmania has no natural gas supply for the present.
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have no effect on this pattern. Refrigerators are dso considered household necessities, but
there is some more flexibility in purchase timing, epecidly in replacement purchases where
the exiging unit is unsuitable but has not actudly faled. The price impact of MEPSislikdy
to be far smdler than for water heaters (since the comparative increase in efficiency islower
and the market competition higher) so any purchase delay effects are likely to be negligible.

3.2 Effectson trade

The share of the whitegoods market supplied by products manufactured outside Austrdia
has been gradually increasing since the 1980s. Most imports are sold ether by loca
manufacturers under their own brands, or by importerstied to abrand. Very little product is
imported by independents.

All Augtrdian whitegoods manufacturers export to New Zeadland. Fisher & Payke has
manufacturing facilitiesin both New Zedland and Audtrdia. Appliance exportsto NZ from
other countries tend to be routed via Audrdia. If TTMRA exemption is not obtained,
importing via NZ would avoid complying with labelling and MEPS requirements, so
suppliers would have some greater incentive to change their current arrangements.
However, this congderation islikely to be outweighed by the investment in exising
digtributiona arrangements and by the relative market Sizes.

Importers (other than the Australian manufacturers) tend to get tests done and products
labelled in the country of product origin. There are occasond difficulties with test results,
but these tend to be resolved by changing labels rather than withdrawing products.
However, there are commercid test facilitiesin Australia, S0 importers without accessto
home- country tests can (and some do) have tests done in Audtrdia.

The introduction of MEPS for refrigerators and freezers may require some importers to
switch suppliers for some of their models, but such changes aready routingy occur for other
reasons. Audrdian refrigerator and freezer manufacturers exporting to NZ are unlikely to
be disadvantaged by having to comply with Australian MEPS. The same modelstend to be
supplied to NZ asto Ausdtrdia, so the possibility of having to compete with non-compliant
product in NZ once Australia adopts MEPS is remote. In the absence of MEPS, however,
low-€fficiency product will continue to be imported to Audtrdia

The introduction of mandatory labelling in Audtrdia has had no discernible effect on the rate
of import (or export) of gppliances, or on trans-Tesman trade. All in dl, theimpact of the
proposed regulation on trade gppears to be minimal.

Import and export of large eectric Sorage water heatersis currently negligible, so the
immediate impact on trade of MEPS for water heaters would be smdl. In the long term,
however, the proposed harmonisation of water heater standards (including MEPS levels)
between Audtrdiaand NZ could increase trade.
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3.3 Distributional effects

The cogs of energy labelling are distributed across dl gppliance purchasers, and the benefits
(of selecting amore efficient product) are availableto dl. In fact, even buyer who do not
use the label benefit indirectly from the program, since the range of models on the market is
more energy efficient than it would be otherwise, and even random sdlections from the
modd range will be more energy-€efficient than otherwise.

Thereisaweek relationship between price and energy efficiency, so labdling may alow
low-income buyers to identify models that are both chegper to buy and consume less
electricity.

The digtributiona issue related to MEPS are anad ogous to those of pollution control
standards for motor vehicles. The costs of cataytic converters are borne by all purchasers,
even though some may drive much less distance than the average, or operate the vehicle
outside the urban areas where air pollution isaproblem. In the same way, the costs of
MEPS are borne by al gppliance purchasers, even though some may use the appliance les
than the average. Indeed, the digtributiond effects are less distorted than for motor vehicles,
snce dl appliance purchasers bear the costs of globd air pollution leading to climate change,
whereas only some motor vehicle purchasers bear the costs of locd air pollution.

MEPS would increase the cost of water heatersto al buyers, irrepective of income.
However, the potentia benefits in terms of reduced dectricity expenditure are just as widdy
distributed, and are projected to consderably exceed the costs.  Thereis ahigh probability
that the energy savings will be realised more or less equally be dl householders, snce MEPS
act to reduce standing heat loss and the energy savings are rdlatively independent of volume
of hot water used. MEPS would aso extend benefitsto resdentsin renta housing where
the eectric water heater is selected by others.

3.4 Consistency with other greenhouse measures

The Prime Minister’ s statement of November 1997, Safeguarding the Future: Australia’s
Response to Climate Change contains a commitment to

work with the States and industry to develop and implement by the year 2000,
efficiency standards for fossl fud dectricity generation, including for brown and
black cod and gasfired plants.

The statement also says that:
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the Government will work with the States and Territories to set a mandatory target
for dectricity retailers to source an additiona two per cent of their eectricity from
renewable energy sources by 2010.

The measures are included in the NGS (as is emissons trading, but not a carbon tax). It has
been assumed that the measures included in the NGS will be successfully implemented, and
that they will accelerate the rate of reduction in the greenhouse gas intengty of eectricity
generation (indicated by kg CO.-e per KkWh delivered) up to 2010, after which theintengity
reduction rate fals back to the background consstent with a gradua risein the naturd gas
share of generation fuel. These projections have been taken into account in moddling, with
the effect that the amount of CO,-e saved per kwWh avoided will decrease throughout the

period.

Thereis nothing in the proposed regulation which isinconsstent with other measuresin the
Nationd Greenhouse Strategy. Indeed, if these measures lead to an increase in dectricity
prices, asislikely, the vaue of the projected dectricity saved by labelling and MEPS would
be greater than estimated in thisRIS. The effectiveness of |abelling would aso rise, Snce
operating costs would increase as a percentage of total appliance ownership costs and
purchasers would be more inclined to take energy efficiency into account.
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4. Conclusions and Recommendations

4.1 Conclusions

The analysisin this report supports the following conclusions:

1.

the projected monetary benefits of a uniform national system of energy labdling and
MEPS for Audrdia sgnificantly exceed the projected monetary codts,

. energy labelling enhances competition between suppliers and products, Snceit reveadls an

important aspect of product performance that would otherwise be concealed from
purchasers,

MEPS has some impacts on competition and trade, but these are relatively minor in the
light of the monetary benefits to purchasers of increased energy efficiency, and the
contribution to meeting national greenhouse gas reduction objectives;

al sakeholders (governments, suppliers, purchasers) benefit from uniformity and
congstency in labelling and MEPS, especialy as progress towards compliance with initia
MEPS levelsiswell advanced;

amandatory system is more effective and cost-effective than a voluntary system for
energy labdling, and in the case of MEPS isthe only redigtic mode of introduction;

the proposed modd regulations, if adopted by al jurisdictions, would establish the
framework for a consstent energy labelling and MEPS framework in Austraia; and

. the framework would be at risk to non-compliant imports from New Zedand, so long as

the latter did not impose smilar energy labelling and MEPS requirements.

4.2 Recommendations

The andydsin this report supports the recommendations that:

1.

2.

3.

the proposed modd regulations be adopted by dl Austrdian jurisdictions,

refrigerators, freezers, dishwashers, air conditioners, clothes washers and clothes dryers
be scheduled for mandatory energy labdling in dl jurisdictions;

the regulations should dlow for jurisdictions to jointly update the label, the scope of
gppliances covered and other aspects of the labeling program from time to time, should
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that prove judtified in order to maintain the effectiveness of energy labdling in megting
energy efficiency and greenhouse gas reduction objectives,

4. refrigerators, freezers and electric storage water heaters be scheduled for mandatory
MEPSin dl jurisdictions,

5. theinitid levels of MEPS should be those agreed by ANZMEC in 1995;

6. theinitid MEPS leves should take effect at the time agreed by ANZMEC, ie in October
1999;

7. theregulaions should dlow for jurisdictionsto jointly update the MEPS leves, the scope
of appliances covered and other aspects of the MEPS program from time to time, should
that prove judtified in order to maintain the effectiveness of MEPS in meeting energy
efficiency and greenhouse gas reduction objectives;

8. reviews of the effectiveness of the energy labelling regime and of the current MEPS levels
should be undertaken at intervas of not more than three years; and

9. inthe absence of an undertaking by New Zedand to implement energy |abelling and
MEPS regimes amilar to Audradia' s, permanent exemption of the proposed regulations
from the provisons of the TTMRA should be sought.

4.3 Consultationswith interested parties

During the preparation of this RIS there were discussons with the Consumer Electronics
Supply Association (CESA) and the Augtrdian Consumers Association (ACA).
Approaches were aso made to the Austraian Electrica and Electronics Manufacturers
Asociation (AEEMA), but a meeting could not be arranged at the time All parties have
been involved in the operation of the labelling program since 1992, the discussion of MEPS
proposals snce 1994 have been consulted previoudy on the modd reguletions.

The public consultation process planned for thisRIS is as follows:

release of the RIS by the Austrdlian Greenhouse Office in the first week of March 1999;
mailing of the RIS to about 250 individuas and organisations known to be interested;
publication of the RIS on the AGO internet Ste and on the internet sites of some of the
State energy agencies

two public forums, one each in Sydney and Mdbourne, to be held in the third week of
March.

public advertisement of the availability of the RIS, with offer of copies on request, and of
the dates and venues of the forums.
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The AGO will accept comments on the RIS up to the end of March 1999.
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Appendix A. A levy on less efficient appliances

The brief for the RIA required the andlysis of “alevy imposed upon inefficient appliancesto
fund programs to redress the greenhouse impact of household gppliances” Two variaions
of this option have been considered:

the proceeds from the levy are diverted to greenhouse-reduction strategies unrelated to
gopliance efficiency (iethe levy is*revenue-postive’); or

the proceeds are used to subsidise the cogts of the more efficient appliances, so that any
cost differentid between more and less efficient gppliancesis narrowed (iethe levy is
“revenue-neutrd”).

Raising and disbursing the Levy

Any levy would obvioudy have to be mandatory. A threshold question is whether
the Commonwedth or State tax regimes as they stand (or as reformed in line with current
proposas, which include a goods and services tax) could support the raising of the levy.

It may be possibleto link it to the energy labelling registration process, so that the fee
charged would be caculated on the basis of the product’s energy efficiency. There are
about 160 distinct refrigerator models on the market, with total annua sales of about
600,000 units, so the mean saes per model is 3,750 per year. (In fact therangeisfrom less
than a hundred to perhaps 15,000, and about haf the models account for 85% of the sales).
Therefore aregidration fee caculated solely on the basis of the energy efficiency of the
product, without reference to its saes, would have a highly variable impact per unit sold. If
the levy were set on an estimate of average modd sdes, its actud effect may range from
perhaps 40 times as gresat as intended for the low-sdlling moddls, to one quarter as grest as
intended for high-sdlling models.

Alternaivedy, any attempt to link State-levied labd regidration feesto actua sdes may wdl
be struck down by the High Court, as were tobacco franchise fees. Therefore any
arangement that has the effect of alevy per unit sold would amost certainly haveto be
supported by Commonwedlth legidation.

It ishighly unlikely that a sound, defensible levy mechanism gpplying solely to household
gppliances could be devised within the existing framework of Commonwedth and State
taxation arrangements. However, if agenera mechanism alowing taxation levelsto be
linked to the energy efficiency of goods were to be adopted when those arrangement are
reformed, the levy option may become feasible.

Under the “revenue-positive’ option, the transfer of the funds raised to the intended
greenhouse reduction activity should be readily achievable within governments normad
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adminidrative arrangements, or existing Commonwedth- State arrangements;, if the levy were
to be raised a the State level but applied to nationd programs.

However, the “revenue-neutrd” option would require a mechanism for returning the funds
raised in away which meets the desired objective, of narrowing the cost differentia between
more and less efficient gppliances. Possible gpproachesinclude:

energy- efficiency-weighted scaling of slestax on the more efficient products (this option
depends on the continuation of saes taxes);

energy- efficiency-weighted scaling of tariffs and duties (this would be effective only to
higher-efficiency imports);

payments to manufacturers or importers according to aformula based on sdles and
efidency;

rebates direct to the purchasers of the energy-efficient products for example “$70
cashback for purchase of a5 star refrigerator, $30 for purchase of a4 star” (of course, if
labeling were abandoned in favour of the levy regimeit would be necessary to find
different means of identifying qualifying products).

Although the revenue would be raised on the basis of sdes of particular low-efficiency
models, it may be difficult to ensure a proportiona cost impact on the sae of those models.
Where a supplier has both more and less efficient moddsit would be free to spread the levy
cogsasit wishes. Only suppliers whose mode range was entirely below the average
efficiency would be fully exposed.

The only way to ensure that the funds were actualy gpplied to the purchase price of the
more efficient gppliances accurately targeted would be to offer rebates direct to purchasers.
However, thiswould raise the following difficulties

high fixed cogs to establish a publicity, verification and payment infrastructure
high transaction costs as a proportion of each payment;

“freeriders’; alarge number purchasers who would have bought the more efficient
gopliancesin any case will clam payments.

Administrative Costs

The energy efficiency of each mode will need to be established with at least as much
precison as for energy labelling and MEPS purposes. Therefore suppliers will continue to
bear the same energy testing costs asin the MEPS/L abelling Base Case, and governments
will continue to bear the same regidration cogs. Since significant payments will be involved,
the incentive for suppliersto mis-sate energy consumption will be greater than it is now, so
government check-testing costs would rise.
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In addition, afar more precise sdes monitoring system than is currently used will need to be
implemented. For refrigerators, the present system tracks sales of about 50% of models,
accounting for about 85% of sdes, and anadyses the distribution by energy efficiency of the
other 50% to check that it matches the energy distribution of the mode group tracked. This
is adequate for monitoring trends in sdes-weighted average energy efficiency, but would not
be adequate for revenue-raising (or revenue disbursement) purposes.

The direct program costs that would be avoidable by alevy-only program are those which
are avoidable by a MEPS-only program: the actud labelling costs (about $ 1.93 M in 1997,
or 34% of direct costs) and promotional costs to government (about $0.31 M in 1997, or
5% of program costs). Doubling the existing check testing and monitoring costs, and adding
arevenue collection and disbursement function could add about $0.35 M to annud program
codts, 0 the maximum operationd savings would be about $ 1.9 M, or about 33% of direct
costs. However, dl of the savings accrue to appliance purchasers, who no longer bear the
costs of physica labds. Government costs would remain unchanged or increase dightly.

Initid setup costs such as obtaining lega advice, drafting legidation and carrying out RIS
processes have not been estimated. Nor have the possible legd costs of ongoing chalenges
and disputes, which may wdll be subgtantid.

Potential impact on sales prices

The mean price of refrigerators sold in 1997 was $980, and the mean annud energy
consumption was 717 kWh. It is not possible to establish a statistica relationship between
price and energy efficiency of refrigerators from the historical data. The applianceswhich
cost more do o for arange of reasons, one of which may be greater energy efficiency. In
many cases, the chegper comparable appliance uses less energy because it has fewer
features. However, it has been assumed for cost-benefit modelling purposes that each 1%
improvement in refrigerator energy efficiency will increase the production cost, and hence
the sdle price, by 0.2%, ie a“Price/Efficiency Ratio” of 0.2. Applying these standardised
assumptionsto refrigerators sold new in 1997 givesthe characterigtics in Table Al.

TableAl Standardissd Char adteridicsof RefrigeratorsSold New, 1997

kWh per year per | Standardised to | KWh per year per| Standardised
adjusted litre(b) SWA =1.0 unit price, $ unit(c)
Most efficient(a) 1.26 0.66 475 1057
SW Average 192 1.00 717 930
Least efficient(a) 3.50 182 1309 917

(a) Taking most and least efficient on labelling register for each Australian Standard product category,
and weighting it for that category’s share of all refrigerators sold. (b) Standard adjusted for volume of

freezer space, if any. (c) Applying Price/Efficiency Ratio of 0.2
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If an efficiency-scded levy were st with the intention of increasing the purchase price of the
least efficient modd to that of the most efficient, and assuming that the price sgnd were not
be distorted (as it amogt certainly would be) then the levy would need to be $140.
However, thiswould be “revenue- postive’” since dl but the most efficient would have to
bear it. Theimpact at the SW average point would be $ 70. In 1997 the average
refrigerator purchase price was $ 980, so the effect of the levy, if not returned to the buyers
of the more efficient refrigerators, would be to increase the average price of refrigerators by
7%.

Alternatively, if the levy were revenue-neutra, it would need to be struck at a point where
the revenue raised from the group of less efficient modes (say $70 on average) was
returned to the more efficient models. Thiswould aso nomindly equaise the price of the
most and least efficient models. The cash transfers under this option would be as follows:

by definition, 50% of sales are of moddswith an efficiency below the sales-weighted
average vaue: thismight be caled the “reference efficiency” for levy cdculation
PUrpOsEs,

say the deviation from the mean is linear, S0 the average impact on the price of each of
the 300,000 sub-reference unitsis $ 35, or 3.7% of the group average price of
$(980+917)/2.

assuming a 100% retail markup factor, the average levy that would be payable by the
suppliers of those units would be $ 17.50;

with refrigerator sales of 600,000 per annum, and haf these salesliable to an average
levy of $17.50, the total revenue raised from supplierswould be $5.1 M. With the retall
markup this would represent an impost of $ 10.2 M on the buyers of less efficient
refrigerators.

The entire rationde for the levy isthat it is supposed to compensate buyers for the extra cost
of buying the more efficient product. However, if life cycle costs are taken into account,
buyers are usualy better off purchasing the more efficient product anyway, dl ese being
equd. Thisisillugrated in Table A2.

TableA2 Indicative cossand bendfitsof preferringmoreenergy dfident refrigerator

Preference shift kwh/yr Extra] Vaueof Smple| Benefit/cost ratio of preference
saved| purchase annual | payback shift at discount rates of:

price(a)| saving (b)| (years)
0% 1% 8%
SWA to most efficient 242 $77 $26.1 30 18 13 10
L east to most efficient 834 $140 $90.1 16 12 9 7
Least efficient to SWA 592 $63 $63.9 10 5 4 3

(a) See Table 4.x (b) At national weighted average tariff of 10.8 c/kWh, no changein real tariff over 15
year operating life
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The smple payback for customers who prefer the most efficient to the SW average is about
3 years, and for those who prefer the SW average to the leest efficient isonly 1 year. Those
who shift from the least to the mogt efficient would incur the highest increase in purchase
price and aso save the most energy, but given that preferences tend so shift only part way
adong the scalg, thisisthe least likely outcome.

The objectives of the energy labelling program are to encourage and enable purchasers to
make the kind of preference shift implicit in Table A2.  The impact of labdling would
certanly be enhanced by the exisence of alevy program which, in effect, amplifies the
sgndson the labd by further tilting the benefit/cost advantage in favour of the more efficient.
Eventudly, however, the levy would default to aform of MEPS, as explained below.

Application of the Revenue

If the intention of the levy were to produce a continuing stream of revenue that could be
gpplied for genera greenhouse reduction purposes, the reference efficiency would need to
be raised each year, or the cogts of faling below it increased. Otherwise, revenues would
decline as appliance suppliers took stepsto reduce their exposure to the levy.

It is not possible to assess how effectively any revenues raised would be used, without
knowing congderable detall of the greenhouse gas reduction programs to which the
revenues would be agpplied. However, thereis no evidence that efficiency reductions could
be achieved more cost- effectively through means other than increasing the efficiency of
electricity consumption, which are the objectives of MEPS and |abelling.

The MEPS levels currently proposed have been adopted after cost- benefit andysiswhich
established that gppliance purchasers as a group would be better off after the application of
MEPS, ie projected reductions in average lifetime operating costs would exceed projected
increasesin gppliance purchase price. In other words, the total costs of obtaining the energy
services supplied by the appliances covered by MEPS is lower with MEPS than without
MEPS, s0 any greenhouse gas reductions are “no regrets’: ie obtained at negative cost.

If MEPS were abandoned in favour of arevenue-postive levy, the cost of energy services
to appliance buyers would rise unless the efforts made by suppliersto avoid the levy resulted
in efficiency gains more or less equd to those projected through MEPS,

In effect, the reference efficiency adopted for the levy would act as aform of MEPS,
Supplierswould be free to sall products less efficient than this level, but would incur a
financid pendty. With the MEPS regime currently proposed, suppliers who sdl anornt
MEPS compliant product are dso subject to afinancia pendty. The main differenceisthat
the levy provides an in-built mechanism for scaing the extent of the pendty to the extent by
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which MEPS is exceeded, whereas the current MEPS proposas do not. However, if such a
feature is conddered desirable it may be more sraightforward to incorporate it into the
MEPS regulations than to establish alevy regime.

Abandoning labelling would deny appliance purchasers a benefit that could not be
compensated by any other greenhouse gas reduction program, however effective. 1t would
deny, or make much less ble, the information necessary for purchasers to make
decisions based on the operating costs of appliances. Differencesin lifetime operating cost
will dmogt certainly remain greater than differencesin purchase price, evenif (asis most
unlikely) the levy can be tightly targeted to impact on the price of gppliances in proportion to
ther efficency.

Conclusions

There are no gpparent means for raising the proposed levy. While expert legd advise would
need to be obtained, it islikely to be extremey difficult under existing taxation or energy
labdling legidation. However, it may become feasble if generd provisions were introduced
to enable import duty, sles or other tax rates to be linked to product energy efficency.

The product regigtration, check testing and ongoing administrative cogts to governments
would be no less than for labdling and MEPS. The only potentia cost savings are from

abandonment of physica labels, which account for about athird of direct program costs.
These savings would flow to suppliers, and hence purchasers.

However, the abandonment of mandatory |abelling in favour of the levy would deprive
purchasers of aready means to identify the more efficient products on the market and to
avoid the less efficient ones.

In the “revenue-pogitive’ case, where the funds raised by the levy were to be gpplied to
greenhouse gas reduction programs outside the gppliances sphere, there is no evidence that
potential  greenhouse gas reductions from other possble gpplication of the funds would be
more cost-effective, or even equaly cogt-effective, to energy labelling or MEPS.

In the “revenue-neutral” case, where the funds raised were to be applied to reducing the
cost differentia between more- and less-efficient gppliances, it would be difficult and/or
adminigtratively costly to ensure that payments to gppliance suppliers and/or purchasers
were targeted as intended.

At beg, the reference efficiency adopted for the a*“revenue-neutra” levy might act asa
form of mandatory MEPS in which the mandatory e ement would enforce the payment of
the levy rather than prescribe characteristics to be met for lawful sde. Suppliers would be
free to sdl products less efficient than the reference level, but would incur afinancid pendlty.
With the MEPS regime currently proposed, suppliers who sell a non MEPS compliant
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product are s0 subject to afinancid pendty. The main differenceis thet the levy provides
an in-built mechanism for scaling the extent of the pendlty to the extent by which MEPS is
exceeded, whereas the current MEPS proposas do not. However, if such afeatureis
considered desirable it may be more straightforward to incorporate it into the MEPS
regulations than to establish alevy regime.

The proposed levy, even if legdly feasible, gppears to offer no direct cost savingsto
government, no greater greenhouse gas reductions (in fact, probably less greenhouse gas
reductions) and probably higher lifetime appliance costs to purchasers, compared with the
mandatory labelling and MEPS proposals.

Some form of levy in association with the mandatory labelling and MEPS proposas may

enhance the effectiveness of labelling and MEPS, but more information about the form and
design of alevy proposa would be necessary in order to form ajudgement.

*kkk*%

Regulatory Impact Statement: Energy Labelling and MEPS, February 1999 73



