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CBI response to Energy Efficiency: The “Most Best” Options 

1 CBI  Northern Ireland welcomes the opportunity to respond to NIAER’s consultation paper on energy efficiency. CBI agrees that energy efficiency has a key role to play in reducing the cost of energy and in reducing carbon emissions in the short, medium and longer terms. CBI also acknowledges that improved energy efficiency will contribute to enhancing security of supply.

2 CBI agrees with the focus of the energy efficiency fund - on the domestic and SME sector. There are already a range of measures in place to encourage large energy users, in particular energy intensive sectors to reduce their energy use/emissions - eg Integrated Pollution Prevention and Control Regulations, Climate Change Levy and Sector Agreements, and the EU Emissions Trading Scheme. In addition, as large users of energy, the intensive manufacturing sector already has a significant motive to improve energy use – this is particular the case in Northern Ireland where energy costs remain significantly higher than in the rest of the UK. The key priority for larger energy users is to reduce overall costs.

3 A key challenge in developing an appropriate framework to promote energy efficiency is to ensure that the different instruments, both in use and proposed, can fit together. In Northern Ireland, there is already: 

· the Energy Efficiency Programme (EEP) – formerly known as the Energy Efficiency Levy (EEL) – is currently supported directly by the DETI via a fund set at a level equivalent to £7 per customer,  is administered by the Energy Saving Trust on behalf of Ofreg, and is designed to deliver energy saving benefits to homes and small businesses across NI  

· the Climate Change Levy (CCL) - a business tax on energy use - some of this is recycled back to the Carbon Trust and used to promote business energy efficiency (through grants, advice, enhanced capital allowances etc)

· there are a number of other pieces of regulation which aim to address energy efficiency including 

· Energy Performance of Buildings Directive will introduce new energy efficiency standards for buildings - both in new residential and commercial buildings, and refurbishments of existing buildings

· Eco-Design requirements for Energy-Using Products Directive will require efficiency improvements in manufacture, use and disposal of products (this may extend to domestic gas boilers)

4 However despite existing support mechanisms we recognise that much more can and should be done to improve energy efficiency, particularly in the domestic and SME sectors. In the paragraphs below we respond to the specific questions raised in the consultation paper.

The case for a major expansion of energy efficiency expenditure

While there is a case for expansion of energy efficiency expenditure, increased investment should take account of developments in GB, ROI and ensure compatibility with emerging relevant EU legislation.

Moving to a target based approach rather than a budget constrained approach

In principle CBI sees value in adopting an approach which sets the desired outcome and then determines what budget is required to achieve the outcome. 

However we require assurances that this approach will take cost-effectiveness into account – a key issue will be the decision on what target should be set. Considering the proposed energy efficiency fund may be financed by a levy on suppliers, there could be a risk of the levy increasing disproportionately to meet the outcome, particularly if this was set at an overly ambitious level.

Some form of incentive mechanism may be required to ensure that cost effective solutions are promoted and that any additional cost burden on consumers is minimised until the legacy of the existing electricity contracts is ended.

Creating a single Climate Change Fighting Fund which would be a single funding source for energy efficiency and renewable energy measures

While the creation of a single fund sounds attractive it is unclear where the added value of this approach lies. 

Will the new Energy Efficiency/Climate Change Fighting Fund, which aims to target 4 areas - building energy efficiency (new and existing), appliance efficiency and behaviour - add value to the existing programmes and partnerships and are there any possible overlaps between them?

Clearly co-ordination is important – and existing evidence suggests this works well around specific themes where various partners are involved. Key concerns are whether the creation of one overall fund will hamper the development and efficiency of these partnerships and innovative approaches or create additional bureaucracy and delay decision making.

Raising the money for the fund from a mixture of sources but in particular from:

(a) A continuation of the EEL at its current £7 per customer level

(b) A supplier levy of – say – 1% of turnover or energy sales

(c) The proceeds of a sustainability connection charge – see next section

Continuation of the EEL (now known as the EEP) appears sensible – and could be increased further. It delivers good value for money and has a significant impact on the fuel poor. We note that NIAER is concerned that while the programme has delivered excellent results it has not changed the way suppliers view the energy market or develop the Energy Service Company approach. The continued direct funding of the EEP by DETI (on top of the ultimate £30m support package) could further reduce the pressure on final tariffs.

With regards to introducing a levy on energy suppliers it appears that the regulator believes that this will keep energy costs down, but it is unclear how they will prevent suppliers from passing through the costs of the new levy to their customers. Keeping costs down, particularly until 2011 when the legacy electricity contracts come to an end is a key issue for customers, particularly for manufacturers and other energy intensive sectors – thus profiling of a supplier levy, if it is to be introduced will be important. Many of our members do not support an additional supplier levy as it is likely to be passed on to customers (especially as this is likely to be a substantial in relation to a suppliers margin and they are likely to seek to recover it)

Energy costs for commercial companies, and some SMEs, is a relatively small proportion of their cost base and hence a small cost increase may be absorbed with limited impact on their business. However many companies with significant energy demands, competing in global markets, and who are already under considerable competitive pressures will find it much more difficult to absorb any further price increases. It is therefore vital that any supplier levy does not penalise the energy intensive sector (which has already invested the most in energy efficiency) compared to the domestic and SME markets.

Introducing a £6000 per dwelling connection charge with massive rebates for dwellings which reach high standards of sustainability

The Sustainability Connection Charging Policy is a very radical policy change and it is vital that NIAER has extensive consultations with the construction industry about the proposals.

The proposals suggest a mixture of both improved energy efficiency measures combined with specific renewable energy proposals, many of which will have significant capital cost implications. 

A key issue is how such a proposal will fit with the new building regulations and in particular the Energy Performance of Buildings Directive? Indeed with regard the renewable energy element of these proposals it may be that amendments to planning regulations could be undertaken to deliver the outcomes desired. CBI believes greater consideration of this proposal is required.

CBI members support the progressive tightening of energy efficiency standards of buildings in line with cost-effective technical potential, but new regulations should be allowed to be implemented and bed in first before we start changing the rules. 

Expanding the SMART budget by £1m each year on the previous year so that it reaches £5m per annum by 2010

This appears to be a sensible proposal.

Incentivising energy suppliers to become dual or multi-fuel Energy Service Companies

While we see the merits in encouraging energy providers to become ‘Energy Service Companies’ we do not believe it is necessary to provide incentives to these companies to become dual or multi-fuel energy service providers. Surely the market place will determine the response – and if there are benefits in this approach surely companies will seek to establish themselves as dual or multi-fuel providers. If there are barriers to the market operating then it would seem appropriate to seek to reduce these barriers. 

Developing divergent approaches for existing and new-build

Quite clearly these are two distinctive markets. The approaches taken to addressing each market should be specifically designed to meet the needs of each market place to ensure maximum effectiveness and hence are likely to be different.

Exploring the scope for inducing behavioural change and creating market mechanisms which would incentivise companies to seek behavioural change.

The CBI agrees that this issue has merit and should be pursued with energy providers. 

CBI Northern Ireland

31 October 2005
Nigel Smyth – Director[image: image1.emf]
E: nigel.smyth@cbi.org.uk  
CBI   Scottish Amicable Building  11 Donegall Square South  Belfast BT1 5JE
T: +02890 243199  F: +02890 245915  E: ni.mail@cbi.org.uk  W: www.cbi.org.uk/ni

Director-General: Sir Digby Jones    President: John Sunderland



PAGE  
4

[image: image2.png]P e
7

/
A

N

/////" \\

2

/)

INVESTOR IN PEOPLE



_1073462425.doc
[image: image1.png]P e
7

/
A

N

/////" \\

2

/)

INVESTOR IN PEOPLE







