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Critical insights

When we launched the first annual edition of this briefing in 2018, it was in response to
the massive price spikes in the unit cost of both electricity and gas that dominated the
headlines in 2017. We sought to explain what was driving the transformation underway in
Australia’s energy system, the domestic and global factors influencing energy prices, and
the opportunities for business to manage this uncertainty with a proactive strategy that
reduced their exposure to volatile energy markets.

While the energy landscape of 2020 is vastly different, it is no less dynamic. The onset of

the COVID-19 pandemic has seen the wholesale costs of electricity and gas come down,

although long-lived contracts mean many businesses are not benefiting from these

drops. And while these cost reductions are welcome, the underlying fundamentals in

both electricity and gas markets suggest prices at these levels are unlikely to be sustained
as the local and global economy recovers.!

As businesses deal with the first recession in
thirty years and the biggest economic shock
since the Great Depression, their priorities
around energy investments are shifting. Cost
Mmanagement is more crucial than ever. But
for some, planned capital investments have
been scaled back or stopped, with focus
shifting to tuning and system optimisation.

However, businesses that are leading on
energy strategy are running the ruler over

Figure 1: Spot market wholesale electricity prices more than
doubled and then drastically dropped over the 2019-2020
summer and following the onset of the COVID-19 pandemic.

Monthly spot price, weights average $ per megawatt hour,

the Federal Government'’s new, time-limited
immediate expensing provisions. They have
recognised that these provisions represent an
unprecedented opportunity to make strategic

October 2015 to September 2020.

Source: Intelligent Energy Systems (IES) 2020, NEOpoint.

Figure 2: Wholesale gas prices more than doubled, before also

being impacted by the COVID-19 pandemic.

Monthly weighted average wholesale gas spot market price,
$ per gigajoule, May 2014 to April 2019.

investments in assets that drive major energy
productivity improvements.

Regardless of the pandemic, the shift in
Australia’s generation mix continues apace
with more businesses - and households -
investing in renewables. The transition to
renewables is not reducing reliability; in fact, a
lack of generation capacity only caused 0.1%
of all outages over the past decade.? However,
these trends are changing the tools the
Australian Energy Market Operator (AEMO)
needs to balance supply and demand at
different times of the day.

While the past decade has been marked

by energy and carbon policy uncertainty

at the federal level, every state and territory
government has committed to achieving net
zero emissions by 2050, providing business
with some level of certainty about the
emerging political consensus.

Source: Intelligent Energy Systems (IES) 2020, NEOpoint.
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Meanwhile, the fiduciary responsibility of
directors around carbon risk was highlighted
by the Reserve Bank of Australia (RBA) in
2019, comments that echoed interventions
from the Australian Prudential Regulatory
Authority, the Australian Securities and
Investment Commission and the Task Force

Queensland South Australia Victoria

Average Average trendline
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on Climate-related Financial Disclosures. And in 2020 the RBA, alongside over 60 other
25% below the expected level by 2100 if the world does not act to reduce emissions.>

Growing recognition of the risk profile around carbon is driving unprecedented levels of

3 Network for Greening the
) ; Financial System (NGFS)
central banks, warned of the potential for global gross domestic product (GDP) to fall by 2020, NGFS Climate

Scenarios for central banks
and supervisors, p. 8.

disclosure. Increasingly, consumers, investors and supply chains are expecting businesses
to play a proactive role in efforts to decarbonise the global economy. Leading businesses
are getting on the front foot to ensure they capture the opportunities opened up by this

transition.

Whether driven by underlying trends or the impacts of the pandemic, Australia’s energy
landscape is becoming much more dynamic and Australian businesses continue to

respond. Many have already made significant investments to manage the risks and capture
the opportunities. Even more are actively reviewing their strategies or weighing investment

options.

Businesses that are leading in energy strategy and management have recognised this, and

have moved to optimise their energy position in three key areas:

1. Leveraging information to unlock performance improvements, drive strategic
decision-making and investment, and enable reporting and communication of

progress against targets;

2. Calibrating investment across energy efficiency, demand management technologies

and renewable energy; and

3. Optimising procurement by exploring innovative energy contracting strategies to
source the remainder of their energy requirements.

In this briefing you'll find up-to-date information on electricity and gas prices, insights on

the three key drivers for energy market transformation, and practical guidance on how
businesses are taking control of their energy position. It is for business leaders who are

looking to stay on top of their energy strategy, and improve their profits and productivity in

the process.

Leveraging data /\

Edition 3: October 2020

The Energy Efficiency Council regularly revises this briefing. To download the
latest edition and other resources, sign up for updates or provide feedback,

visit ® energybriefing.org.au
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Figure 3: Leaders in energy strategy
are leveraging their energy data

to drive investments behind-the-
meter, and to optimise their energy
procurement. They are actively
monitoring the performance of
these initiatives, which yields fresh
data, informs future actions, and
enables continuous improvement.
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Navigating this briefing

There is an enormous amount of information on energy in the public domain, yet

it can be hard for business leaders to extract what matters for their businesses. This
energy strategy briefing is designed to cut through the noise and provide a roadmap
that will help businesses confidently navigate Australia’s dynamic energy landscape.

Section1 Update and outlook: electricity and gas prices

Pages 5-10

The transformation of the National Electricity Market (NEM) and the rapid growth of
Australia’s gas export market are having flow-on effects for businesses’ energy costs.
While the drivers for increased gas and electricity prices are distinct, the result is largely
the same: experts predict both wholesale electricity prices and gas prices to stabilise
above their historic lows.

Section 2 The three characteristics of energy market transformation

Pages11-20

All over the world, energy markets are transforming. The generation mix is changing, the
grid is decentralising and the demand profile is shifting. These changes make the energy
landscape more dynamic. Yet these same trends and technologies can be leveraged by
businesses to mitigate the risks - and capture the opportunities - opened up by energy
market transformation.

Section 3 How businesses are taking control

Pages 21 - 30

A ‘business as usual’ approach to energy strategy and management risks operational profits,
business productivity and competitiveness. By contrast, businesses with a best in class energy
strategy are mitigating these risks and delivering big benefits from reduced energy spend to
improved competitiveness. Businesses are taking control of their energy position by:

* Leveraging data;
e Calibrating investment; and
¢ Optimising procurement.

Section 4 Next steps: connecting with experts and accessing finance

Pages 31- 32

Businesses successfully navigating Australia’s dynamic energy landscape are relying on
a mix of internal and external expertise, and are accessing energy-specific financing and
funding options.

Glossary Page 33

Acknowledgements Page 34



Energy pulse check

We talked to Australian businesses that are leading the field in energy strategy and
management about the questions directors and executives should pose internally
to ensure they are proactively managing their energy position. Three key questions
came up again and again:

Do we have a granular understanding of how and when we
are using energy across our business, and how our usage
drives our energy costs?

Leaders in energy strategy and management have advanced metering,
submetering and analytics that give them a granular understanding of energy use
across their operations, broken down not just by site but by particular subsystems
and equipment, which internal and external experts can monitor in real-time.

Leaders in energy strategy are leveraging their energy data. They are making
sure the right data is captured, and that it drives decision making, rather than
simply sitting in a spreadsheet (pages 21-22).

Are we actively monitoring efficiency, demand management
and generation opportunities, and investing where it is
cost-effective to do so?

Leaders in energy strategy and management have re-calibrated their approach to
energy investment. They are ensuring that their energy data is actively monitored
and analysed by experts in relation to:

« Key business performance metrics;
Current energy cost profile;
Energy market outlook and risk; and

Opportunities to achieve a more cost-effective outcome through investments in
energy efficiency, demand management and on- or off-site generation.

Leaders in energy strategy are controlling everything possible behind-the-
meter at their sites, and taking a proactive approach to investment in efficiency,
demand management and generation (pages 22-28).

Are we exploring the full range of energy
procurement options?

Having reduced their exposure to energy market volatility through energy
efficiency, demand management and renewables, leaders in energy strategy and
management are exploring alternative contracting strategies to optimise energy
costs and balance market risks when sourcing the remainder of their energy.

Rather than defaulting to the traditional procurement option of a contract with a
fixed price, they are assessing the solutions available in the marketplace against
their individual needs.

Leaders in energy strategy have optimised their energy procurement. They
have ensured their businesses are not passive price-takers, and are effectively
managing energy market exposure by properly assessing all available
procurement options (pages 29-30).
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Operator (AEMO) 2020,
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This analysis focuses on the
NEM; different - although in
some cases analogous - issues
are playing out in electricity
markets in Western Australia
and the Northern Territory;
Western Australia’s electricity
market is considered in more
detail on page 10.

Update and outlook:
electricity and gas prices

1.1 Current drivers of electricity prices

The National Electricity Market (NEM) is a wholesale commodity exchange for
electricity spanning Australia’s eastern and south-eastern coasts. It comprises five
interconnected states that also act as price regions: New South Wales (including the
Australian Capital Territory), Queensland, South Australia, Tasmania and Victoria.

The transformation of the NEM - described in detail in Section 2 - is having flow-

on effects for business electricity costs. However, different issues are playing out in
different cost components; in some cases, these issues are shifting rapidly; in others,
long run trends are playing out slowly.

COVID-19 impacts on energy demand

The economic impact of the COVID-19 pandemic has only moderately
impacted demand in the NEM, with a 2% drop between Q2 2019 and Q2
2020.4 The drop in demand from commercial buildings of around 10% - 20%
was largely offset by the increase in residential demand as people moved

to working from home. Conversely, industrial demand remained largely
unchanged. Despite relatively stable demand, prices dropped in the first half
of 2020 due to both the impacts of COVID-19 on global oil and gas markets,
and because of new, renewable generation continuing to come online.

Below we consider the three key components of business electricity bills and discuss
the drivers and current outlook for each®

‘) Retail and wholesale charges

Retail charges include the wholesale cost of generation, retailer hedging
through futures markets, retailer charges and retailer margin.

,
:.&-o Network charges

Include fees charged for the cost of transporting electricity across long-

distance high-voltage transmission networks, and medium- to low-voltage

distribution networks to businesses and households.

’ Environmental charges

Include costs charged to consumers for the Federal Government'’s
(4
Je+ 35%
Other charges

9 10%

distribution losses, market administration and metering.

Figure 4: Electricity bill components for the average commercial and industrial customer, as calculated by the Australian
Competition and Consumer Commission (2018). While a useful guide, there can be significant variation in this breakdown

from business to business. For example, smaller businesses — and large businesses with many small sites - often have a higher

proportion of their electricity bill made up of network costs.

Source: Australian Competition and Consumer Commission (ACCC) 2018, Restoring electricity affordability and Australia’s
competitive advantage: Retail Electricity Pricing Enquiry — Final Report, p. 30.

Renewable Energy Target (RET) and state-based energy efficiency schemes.

Other charges make up less than 1% and include fees for transmission and
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111 Retail and wholesale charges ‘)

While some energy users buy electricity directly from the wholesale market, most
purchase electricity through a retailer. Retail and wholesale charges make up 55%
of the bill for the average commercial and industrial customer. Wholesale charges
typically account for the vast majority of this expense; retail margins have actually
decreased slightly for commercial and industrial customers in the last ten years.®

Higher wholesale prices were the overwhelming driver of the electricity bill increases
experienced by businesses during 2016 and 2017. Over this period there were cumulative
increases in wholesale electricity prices of between 77% and 176% across the four
major NEM states.”

Recent analysis has found that around 40% of this increase was due to higher fuel costs -
gas and black coal - however, 60% was driven by the closure of two large power stations,
which tightened the supply/demand balance, driving up wholesale prices.?

New renewable generation is entering the wholesale market, increasing supply, and
therefore competition, and even more renewables are being built.

In addition to new renewable generation, international oil prices crashed in Q1 2020,
due to the combined impacts of the Saudi Arabia-Russia oil price war and COVID-19-
related demand reductions.® They continued their decline in Q2 2020, reaching the

lowest price since 1999 of just over A$30/barrel. However, prices quickly bounced back,

doubling by the end of the quarter as Russia and the Organisation of the Petroleum
Exporting Countries (OPEC) agreed to cut production.'® These dramatic shifts impacted
the international gas market, and in turn, the Australian electricity market, resulting in
wholesale gas prices dropping to a level not seen since 2015 - see Figure 1 (page 1).

Even so, few experts expect wholesale prices to return to the lows of 2015. Australia
has entered a period in which many aging, coal-fired generators are reaching the
end of their asset life and are being replaced. This means that there is a need for
investment in new generation. This will continue to have an impact on wholesale
prices, regardless of whether the generation capacity comes from fossil fuels or
renewables.”

How wholesale spot prices are set

Update and outlook:
electricity and gas prices
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All electricity in the NEM is traded through a spot market, where supply and demand are matched in

real time through a centrally coordinated dispatch process.

Every 30 minutes, generators offer to supply the market with specific amounts of electricity at
particular prices. From all offers submitted, the dispatch process decides which generators will
produce electricity, based on the principle of meeting demand in the most cost-effective way.

The spot market price is determined by the bid from the generator supplying the last unit of energy
required to balance supply and demand during a given supply period. All generators that supply

electricity in this period receive that price.

The role of retailers

Retailers manage risk on behalf of their customers. They swap volatile wholesale electricity prices for fixed
retail prices. However, the price actually paid by retailers to generators is determined by their hedging
position. If a retailer does not own generation assets, hedging is managed through futures contracts.

Other costs — notably network charges, and to some extent environmental charges — are simply passed
through to customers.
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1 d
11.2 Network charges :t*

Increased network charges are responsible for 35% of the overall increase in electricity
costs across the economy over the past ten years.’? In 2018, the Grattan Institute
reported that the value of Australia’s electricity network had grown from $50 billion

in 2005 to $90 billion in 2018 - and that around $20 billion of this investment was
unnecessary given the discrepancy between projected and actual demand growth.™

Estimates of the level of overinvestment in network infrastructure vary, and
overinvestments are more prevalent in New South Wales and Queensland than

in other states. Even so, experts agree that overinvestment has led to significant
additional costs flowing through to many businesses and households. Importantly,
avoiding overinvestment in networks is receiving more attention than it has in the
past. While further reform is needed, new network investments are not expected to be
a major driver of additional electricity cost increases for businesses in the near term.

11.3 Environmental charges ﬂ

Environmental charges make up around 10% of energy costs for commercial and
industrial customers, though they receive a lot of attention in Australia’s energy
debate. There are two broad categories:

1. The Federal Government’s Renewable Energy Target (RET), which drives
investment in both large- and small-scale renewables. The RET is designed to
increase the percentage of Australia’s generation capacity delivered by renewables.
Policy uncertainty in recent years led to significant fluctuations in confidence
around the RET. In spite of this uncertainty, the RET will exceed its legislated target
for additional large-scale renewables - 33,000 gigawatt hours (GWh) of renewable
generation capacity - in 2020." Achieving this target has been made easier due to
steep falls in the cost of new renewable generation assets in recent years.

2. State and territory-based energy efficiency schemes, which fund energy
efficiency activities. Schemes exist in the Australian Capital Territory, New South
Wales, South Australia and Victoria, although not all businesses in these jurisdictions
contribute to the cost of these schemes. When looking across all consumers, bill
reductions resulting from energy efficiency measures driven by the schemes
substantially outweigh the costs passed through to consumers on their bills.

The role of gas in electricity prices

In recent years, a confluence of factors - including a tightening supply/demand
balance, and an increase in intermittent renewable energy generation — has
resulted in gas-fired generation being used more frequently to meet electricity
demand. This increased reliance on gas in the NEM commenced at the exact
moment gas prices underwent an unprecedented surge.

As a result, wholesale electricity spot market prices increased, with flow on
effects for futures prices and the prices of new electricity contracts available
to businesses. But with the drop in gas prices in 2020, wholesale electricity
prices have eased.
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Upgrading our electricity network

While overinvestment in the network has been a problem in the past,
well targeted network investments will be needed as our energy system
continues to evolve. In particular, we need to increase interconnections
between states, build transmission lines to parts of the country that can
support large-scale renewables, and maintain the reliability and safe
operation of electrical infrastructure as our energy system decentralises.

Getting the balance right between over- and under-investment in the
network as our energy system transforms is one of the key challenges
facing policymakers and regulators.

Key:
Figure 5: Australia’s energy networks.

i Electricity network
Source: Australian Energy Market Operator (AEMO) 2019.

Gas network

Provided that the transmission investments are timely and kept at
an efficient level, the combined supply and network investments
proposed in the Integrated System Plan are expected to deliver $11
billion in net benefits to the National Electricity Market (NEM).

Audrey Zibelman
Chief Executive Officer
Australian Energy Market Operator
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1.2 Current drivers of gas prices

Prior to 2015, Australia’s east coast gas market was not closely linked to international
markets. For many years industrial customers enjoyed stable and relatively low gas
prices of between $3 and $4 per gigajoule (GJ), rising to around $6 per GJ by 2015.”°

In late 2015 liquefied natural gas (LNG) exports from Queensland commenced,
transforming the east coast gas market. Exporters committed a large percentage of
available gas supply to the higher priced international gas market. Gas production
failed to expand fast enough to meet this increase in gas demand, creating a
domestic gas shortfall. The price of east coast gas rose dramatically, especially for
industrial and commercial consumers. Gas prices offered to businesses in bilateral
contracts varied substantially, with some offers in 2017 exceeding $20 a GJ.'°

Concern around the gas supply shortfall and high prices prompted the Federal
Government to establish the Australian Domestic Gas Security Mechanism (ADGSM)
in 2017. Under the ADGSM, Queensland gas producers can be compelled to release
gas into the east coast market if supply to the domestic market is assessed to

be insufficient.

Gas prices have fallen since the Federal Government made it clear it was willing to
enact the ADGSM. Gas producers have made more gas available to the domestic
market, and retail price offers for industrial users moderated to around $10 per GJ in
2018, a price point that remained relatively steady into 2019."® Since March 2020 and
the onset of COVID-19 pandemic, gas prices have plummeted to around $5 per GJ,°
although futures prices indicate that they're likely to return to $10 per GJ.2° But given
geopolitical tensions and uncertainty around the trajectory of the global recovery from
recession, the timeframe for this price rise is uncertain.

4

Retail and wholesale charges

Include costs related to the production
of gas resources.

85%

o f

r‘"‘
Network charges

Include fees charges for the cost
of transporting (transmission and
distribution) of gas to businesses.

15%

Figure 6: Gas bill components for the average large industrial user on the south-east coast, as calculated by
Oakley Greenwood (2018). While a useful guide, there can be significant variation in this breakdown from
business to business.

Source: Oakley Greenwood 2018, Gas price trends review 2017, p.99.
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They do things differently in the West

Western Australia has its own electricity and gas markets, and it operates these
markets a little differently to those on the south-east coast.

The western gas region operates in much the same way as the eastern gas region.
However, the Western Australian Government has put in place a gas reservation
policy, which requires producers to reserve 15% of production for the domestic
market. As a result, Western Australia has largely avoided the export driven price
volatility that has been experienced in the east coast in recent years.

The domestic reservation policy has also resulted in more stability in Western
Australia’s Wholesale Electricity Market (WEM), which relies on gas generators for
approximately 40% of its electricity supply. By comparison, the NEM relies on gas
generators for only 20% of supply.

However, the key difference between the WEM and the NEM is that the WEM is a
‘capacity market'. This means that a reserve capacity mechanism (RCM) is in place to
guarantee sufficient capacity in the system. The use of an RCM - which is not used
in the NEM - leads to a capacity charge being passed onto customers. However, the
effect of the capacity market is historically lower price volatility in the WEM than in
the NEM.

Another difference between the east and west is that futures electricity prices in
the WEM are not openly traded on the Australian Securities Exchange (ASX Energy)
as they are in the NEM. This means that there is no visibility of traded prices. In the
absence of a futures market to provide an indication of future prices, it is harder for
businesses to utilise innovative approaches to buying electricity, like progressive
procurement — discussed further in Section 3.3.2 — or long-term power purchase
agreements (PPAs) — discussed further in Section 3.2.3.

Because of these different circumstances, businesses in Western Australia are
paying less for both electricity and gas than businesses on the south-east coast.

1.3 The transformation has only just begun

The drivers for increased gas and electricity prices are distinct, yet the result is largely
the same. In both cases, experts agree that the price peaks of 2017 are behind us.
However, the current low prices driven by the COVID-19 recession are also temporary;
the consensus remains that market prices will ultimately stabilise well above their
historic lows.

Costs are shifting rapidly, but the transformation of Australia’s energy system has only
just begun. Businesses that are leaders in energy strategy have a clear understanding
of how the energy system is evolving; they know that the trends and technology
driving this transformation are the same ones they can leverage to thrive.

Update and outlook:
electricity and gas prices
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The three characteristics of
energy market transformation

The current upheaval in Australia’'s energy markets has distinct characteristics, but
it is not unique; energy markets are transforming in similar ways around the world.
Three key trends are in the process of re-defining the way businesses use, produce,
and contract their energy:

1. The generation mix is changing
The transition away from fossil fuels towards renewable energy, initially driven by
government policy, and increasingly by renewables becoming cost-competitive with
fossil fuels, is resulting in the decarbonisation of the electricity grid. Global climate
commitments and investor pressures to decarbonise are accelerating this trend.

2. The grid is decentralising
Highly centralised, one-way electricity grids are becoming more distributed,
with multiple sources of generation, storage and demand management. Energy
consumers are increasingly producing energy, and a world in which businesses
sell energy to other businesses is becoming more feasible, enabled by new
technologies and trading platforms.

3. The demand profile is shifting
The amount of energy flowing from the grid to consumers - known as the demand
profile - is shifting as more consumer needs are met by on-site renewable generation.
In addition, proactive demand management is starting to play a bigger role in our
energy system. Businesses are increasingly controlling not just where their energy
comes from and how much they use, but when they use it, which will improve system
stability and help balance electricity supply and demand.

2.1 The generation mix is changing

The transition to the National Electricity Market (NEM) 20 years ago set the stage
for the energy transformation we are experiencing today. Since then, government-
owned energy assets and companies have been sold, markets have been
deregulated, and state barriers to energy transmission dismantled.

Aging and now less efficient coal-fired power stations - built by governments prior
to privatisation and deregulation - are being decommissioned as they approach

or exceed their asset life. As discussed in Section 1, when generation capacity is
withdrawn - as seen over the past few years with the closure of the Northern Power
Station in South Australia and Hazelwood in Victoria - the balance of supply and
demand in the NEM becomes tighter.

This capacity needs to be replaced. The private sector is highly unlikely to finance
new coal-fired generators in Australia. Sustained concerns around climate change
are driving deep scepticism that investors will be able to recoup their investment by
running coal-fired generators for their full asset life. Investment in new, less carbon
intensive gas fired generation is more likely, however, this too is being delayed by
instability in energy and climate policy, and concerns over the cost of gas.
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Climate as a driver for change

The Paris Agreement, negotiated in December 2015 and signed by 197 states,
commits signatories to limit global warming to ‘well below 2°C above pre-industrial
levels,’ and to achieve net zero global emissions in the second half of this century.

Under the agreement, Australia committed to reduce its greenhouse gas emissions
by 26% to 28% compared with 2005 levels by 2030. Australian states and territories
have gone further - the Australian Capital Territory, Northern Territory, New South
Wales, Queensland, South Australia, Tasmania and Victoria have all committed to
pursuing net zero emissions by 2050.

Net zero emissions
means achieving

an overall

balance between
greenhouse gas
emissions produced
and greenhouse

Policy is one driver for business decision making, as is ensuring operational
resilience to the physical risks of extreme weather. However, Australian businesses
are also responding to consumer, investor and supply chain sentiment.

gas emissions
removed from the
atmosphere.

Consumer sentiment

Even before Australia’s historic ‘black summer’ of 2019/20, climate change was ranked
the largest concern for 72% of Australians.?’ However, last summer’s devastating
bushfires were a watershed moment, which further heightened public concern and
saw advocacy groups from across the political spectrum calling for action.??

To learn more see
Section 3.

Investor sentiment

Investor sentiment is further tracking towards achieving net zero. Indeed, the Investor
Group on Climate Change reported in August 2020 that nearly 30% of surveyed
Australian superannuation funds, asset managers and sovereign wealth funds
representing $1.5 trillion in assets under management have made portfolio wide
commitments to net zero emissions by 2050, with another 40% actively considering
doing so0.%

Supply chain sentiment

Alongside this heighted consumer and investor sentiment, many Australian businesses
are also feeling pressure in their supply chain —from both up and down stream. As they
work towards achieving net zero, multinationals — and some large Australian corporates
—are tracking the emissions intensity of their supply chains.?

We want to see our suppliers matching our ambitions. We have set a
target to have 200 strategic suppliers report on emissions reduction
activities by 2020 in order to decrease environmental impact in our

supply chain.

Luc Broussaud
Chief Procurement Officer

Signify

Australian businesses are watching these developments closely. Some have
already achieved net zero emissions through a combination of energy efficiency,
renewables and emissions offsets, while others have strategies in place to achieve
net zero by a given year.

Many other businesses are considering what a move to net zero emissions would
mean for their operations. For some, the recalibration of their energy strategy —
while driven primarily by cost concerns - is an opportunity to get ahead of the curve
on carbon.
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Figure 7: 20 years of generation in the National Electricity Market (NEM): by fuel type.

Coal use is declining as renewables take off, now making up a fifth of the generation capacity in the NEM.

Source: Department of Industry, Science, Energy and Resources 2020, Australian Energy Statistics - table O Electricity generation by
fuel type 2018-19 and 2019.

Key:
Hydro Small-scale Large-scale Biomass
solar PV solar PV

Black coal Brown coal
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The three characteristics

Over the past ten years, most new generation capacity added to the NEM has been
underpinned by the Federal Government’'s Renewable Energy Target (RET). State-
and territory-based renewable energy targets are also contributing new renewable
generation capacity, and will continue to do so over time.

Furthermore, the cost of building large-scale renewable energy generation is now 2
lower than the cost of building new conventional fossil fuel generators, with the

rest of the world following Australia’s lead - see Figure 8 (page 15). Generation costs

for onshore wind and solar PV have fallen between 3% and 16% yearly since 2010,

enabling renewables to outpace fossil fuels in new power capacity additions overall

since 2012 around the world.?®

We are now passing through an inflection point where the electricity
supply mix is beginning a rapid transition towards a low carbon,
renewable energy-powered grid.

While generation from renewable sources is variable, much effort is being expended
to rapidly develop and scale up storage technologies - such as grid-scale batteries
and pumped hydro - that would allow electricity generated from renewables to

be used at other times of the day. As storage at the necessary scale is not yet cost-
competitive, gas peaking plants and demand response - discussed further in
Section 3.2.2 - are more immediate options for dealing with this variability.

It is impossible today to separate business from our community
and we are rightly held more accountable than ever for our
actions. What we do and how we act is vital and we recognise our
responsibility to reduce our environmental impact. We've chosen
to take action and make the shift to 100% renewable electricity to
power our Australian operations by the end of 2021.

We’'ve already been able to reduce our carbon intensity by 40%
through the implementation of LED lighting, natural refrigerants,
energy efficient chillers, and our solar panel program.

As an organisation our success will be measured on our ability to
continue to offer high quality products at the best prices. We aim
to be responsible stewards for these products, which means
reducing our impact on the environment. We are proud of the
progress we have made and we will continue to play a positive role
in communities where we operate.

Tom Daunt
Chief Executive Officer
ALDI Australia

of energy market
transformation

International Renewable
Energy Agency (IRENA)
2020, Renewable power
generation costs in 2019, p. 3.
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Figure 8: Average global levelised cost of electricity from utility-scale renewable power generation technologies, 2010 and 2019.

Source: International Renewable Energy Agency (IRENA) 2020, Renewable Power Generation Costs in 2019, p. 13.
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Low carbon vehicles are driving the transport agenda.

Most experts agree that while the electric vehicle (EV) revolution is coming, it isn't
quite here yet. It is true that over a third of Australian small businesses intend to
purchase electric vehicles,?® and that EV sales tripled in Australia between 2018 and
2019 to 6,718 new EVs.?” And despite the COVID-19 pandemic, the trend continues in
2020: 3,226 EVs were sold in the first half of the year, despite a 20% overall decrease in
new vehicle sales.?® While interest is peaking, internal combustion engines still make
up the vast majority of the vehicles on the road.

26 Energy Consumers Australia
2020, Energy Consumers
Sentiment Survey June 2020,

EV uptake is largely muted by the high up-front costs of EVs, and the lack of charging

infrastructure. However, EV costs - including the cost of batteries - are reducing, and p.57.

the maintenance and fuel savings - compared with vehicles that rely on internal 27 Electric Vehicle Council 2020.

combustion engines - are fast improving the case for EVs. State of Electric Vehicles -
August 2020, p.13.

Notably, it is estimated that “the total cost of ownership to be A$5,000 less for EVs 2 Ibid.

relative to [internal combustion engines] by 2021 and A$11,000 less by 2025,” over 25 Electric Vehicle Council et

a ten-year ownership period.?® This means that businesses can save up to $1,700 Z'Cj:;iqypetig’e’fg;%ﬁgz

per annum by 2030 per EV. Depending on the size of a business’ fleet, EVs have the impact of accelerating electric

potential to enable substantial financial savings for businesses. vehicle adoption, p. 30.

Toyota plans to cut emissions at company facilities to
zero - globally. One way we're doing that in Australia is
by embracing green building solutions for new and
upgraded facilities. We can achieve this by cutting CO,
emissions and adopting renewable energy sources such
as solar and wind power and utilising alternative fuel
sources such as hydrogen.

For example, at our new Toyota Parts Centre in Western

Sydney, we plan to reach zero emissions by 2020 by
using energy efficient LED sensor lights and more

than 2,000 solar panels. In the year since they've been
installed, the solar panels have generated 865,394 kWh, or
enough energy to power 195 four-person households.

Matthew Callachor
President and CEO
Toyota Australia
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2.2 The grid is decentralising

In the past, electricity flowed from large, centralised generators, across poles and
through wires, via retailers, and to consumers at the end of the line.

Now, the move to renewables is seeing the grid decentralise. Large-scale renewable
installations are situated in parts of the country favourable to wind or solar. Solar
photovoltaics (PV) have become part of the fabric of our suburbs, and it now appears
likely that increased uptake of electric vehicles will put batteries in many Australian
garages over the next 15 years.

The move to decentralisation is only just getting started.

Technologies that connect distributed energy resources and consumers to form a
decentralised energy network - including ‘embedded networks’ and ‘micro-grids’ -
are emerging. Embedded networks and micro-grids enable resources that are often
under-utilised - such as solar panels, small-scale storage and on-site generators - to
support nearby consumers by supplying power and managing demand at critical times.

In the future, experts expect more and more businesses to take control of their
energy needs by generating and storing energy behind-the-meter. This will enable
them to:

» Reduce their need for relatively expensive grid-supplied electricity;
« Avoid network costs and highly-priced peak demand periods; and

« Sell electricity back into the grid or to other consumers directly.

50 Australian Energy Market If properly managed, decentralisation will also have system benefits, such as
Operator (AEMO) 2020, 2020 enhancing grid stability and facilitating the avoidance of unnecessary capacity
Integrated System Plan .. . . . .
for the National Electricity upgrades to transmission network infrastructure. This will help avoid network
Market, p. 98. charges that would otherwise have been passed through to consumers.

Managing the transformation

In 2016, Australia’s energy ministers established an Independent Review into the
Future Security of the NEM, which was led by Australia’s Chief Scientist Alan Finkel.
After a comprehensive process — with support from across the community — the
Finkel Review made 50 recommendations, 49 of which are being implemented.

Since the Finkel Review, Australia has made progress on dealing with some
longstanding challenges in our electricity sector. For example, in July 2018 the
Australian Energy Market Operator (AEMO) released its first Integrated System Plan
(ISP), a key recommendation of the Finkel Review. The ISP is designed to establish

a strategic approach to infrastructure investment to effectively manage the
transformation underway in our energy system. The 2020 ISP, released in July, offers
five different scenarios through which Australia's Paris Agreement target of a 26%
reduction in 2005-level emissions by 2030 could be achieved.3°

Despite this progress, most experts agree that there is still much to do, and key
issues — such as the ambition of national carbon reduction targets — remain
unresolved.

17


https://aemo.com.au/en/energy-systems/major-publications/integrated-system-plan-isp/2020-integrated-system-plan-isp
https://aemo.com.au/en/energy-systems/major-publications/integrated-system-plan-isp/2020-integrated-system-plan-isp
https://aemo.com.au/en/energy-systems/major-publications/integrated-system-plan-isp/2020-integrated-system-plan-isp
https://aemo.com.au/en/energy-systems/major-publications/integrated-system-plan-isp/2020-integrated-system-plan-isp

The three characteristics
of energy market
transformation

S Commercial
_lg Hydro

O .
c Industrial
=} Transmission .

network Distribution
O network U
Fossil fuels Residential

il
Hydro
ﬁ

Large-scale wind Commercial
Small-scale
storage o
g
£ 3
7} a
E.. € 4 o
= -
) — c o
(e 4 14 [ . c
£ Electric 2
Q - = T  Industrial vehicles 9
(®) Grid-scale . ] 3
- storage Transmission Distribution g =
7} network network a 2
~ < &
ﬁ Small-scale
o q solar
Residential

Large-scale solar

Fossil fuels

Figure 9: Electricity grids are transitioning from centralised to distributed systems.

18



The three characteristics
of energy market
transformation

19

2.3 The demand profile is shifting

The changing generation mix and the decentralisation of the grid have attracted
significant media attention over the past few years. Yet another related shift

is underway, which will have a profound impact on the supply and demand
characteristics of the electricity grid, creating significant opportunities for businesses.

The Australian Energy Market Operator (AEMO) is responsible for systems that ensure
demand is matched by supply in real-time, which is crucial to maintain grid stability.
However, matching supply and demand on the grid is more complex than it used to be.

Renewables are impacting demand across the system by changing the level of demand
on the grid at different times of the day; this is known as the grid’'s ‘demand profile".

Consumers’ need for energy is increasingly being met by on-site renewables, which
reduces their need for energy from the grid at particular times of the day. When on-
site renewables are not generating, demand for energy from the grid goes up again.
An example of this is the so-called ‘duck-curve’. When the sun is shining brightest
during the middle of the day, generation from distributed solar PV systems peaks,
reducing demand on the grid. However, demand for energy from the grid ramps up
quickly towards the end of the day as families return home, the sun goes down, and
generation from solar PV drops.

This is just one example of how demand on the grid is becoming more ‘peaky’
- rapidly ramping up and down depending on the availability of distributed
energy resources. Peaky demand can be managed, but it requires a range of new

technologies and management systems that enable a more flexible and responsive
energy system, on both the supply and demand sides.
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Figure 10: Average operational demand in
winter in South Australia.

Key: — — —_— — —
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Source: Australian Energy Market Operator
(AEMO) 2019, South Australian Electricity
Report, p. 29.
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Navigating a dynamic
energy landscape

These are major shifts, and much of the policy and technical debate is focused on
how to achieve them while facilitating the reliability, affordability and sustainability of
our energy systems.

However, businesses that are leading in energy strategy are not waiting for these
debates to play out, or for things to go back to normal. They are recognising that a
dynamic energy landscape is the new normal and are taking action. They are moving
to manage risk, and just as importantly, capture the opportunities thrown up by the
energy transformation.

As a large consumer of energy, with an ambitious carbon
emissions reduction goal of net zero by 2040, across
our $11 billion commercial real estate portfolio, Investa’s
ongoing approach to the management of electricity

is critical to our business. We have made progress

by taking advantage of market timing, negotiating
flexible electricity contracts and exploring innovative
solutions such as power purchase agreements, enabling
the reduction of electricity costs for our tenants, whilst
simultaneously moving us towards our emissions
reduction target.

Energy efficiency is also a key priority for Investa’s large
property and facilities management teams, who through
active management, have been able to reduce electricity
usage intensity by 48% since 2004, delivering significant
savings to Investa’s tenants and owners, whilst also
reducing the environmental footprint of our portfolio.

Jonathan Callaghan
Chief Executive Officer
Investa
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How businesses
are taking control

Given the scale of the transformation underway in Australia’s energy
markets, a business as usual approach to energy strategy and
management risks operational profits, business productivity and
competitiveness.

Businesses that are leading in energy strategy have recognised this, and have moved
to optimise their energy position in three key areas:

1. Leveraging data
Granular, real-time data is providing businesses with a deep understanding of
how energy is being used across their operations. This information can unlock
performance improvements, drive strategic decision-making and investment, and
enable reporting and communication of progress against targets.

2. Calibrating investment
Businesses are using this data to understand where they should invest resources
and capital, whether it be in energy efficiency, demand management technologies
or renewable energy. Identifying opportunities to change how and when energy is
used, and investing where cost-effective, is setting these businesses up for future
growth and competitiveness.

3. Optimising procurement
As well as optimising their own operations, businesses are exploring innovative
energy procurement strategies to source the remainder of their energy
requirements. Businesses are ensuring they are not passive price-takers, and are
assessing alternate solutions to meet their energy needs.

3.1 Leveraging data

Leaders in energy strategy have advanced metering, submetering and analytics that
provide them with a granular understanding of energy use across their operations, broken
down not just by site, but by particular subsystems and equipment. Usage is linked to

key business metrics, and active monitoring, analysis and reporting is enabling process
optimisation and supporting decision making around energy investments.

Not all businesses have energy use data with this level of detail. Most businesses
understand the significant areas of energy consumption within their operations, but have
opportunities to improve the granularity of available data, as well as how it is analysed and
utilised in decision-making.
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First we measure and then we act. There’s no question that
operational efficiency supports sustainability. Energy usage affects
everyone at Kathmandu, so we are excited to be integrating solutions
to reduce our impact. These strategies minimise our impact and also

boost our bottom line.

Reuben Casey
Chief Operating & Financial Officer

Kathmandu

. . . . 51 Standards Australia 2014,
For businesses looking to revamp their approach to energy management, working AS/NZS 359812014 Energy

with an experienced professional to undertake an energy audit will help develop a audits, p. .
deeper understanding of energy use, identify opportunities for process, equipment

and management system improvements, and establish a baseline that can be used to

assess ongoing performance. A comprehensive audit every three to five years by a highly

experienced auditor is best practice. *

However, an audit is just a snapshot in time. It is also important to ensure the business
has access to real-time, granular energy performance data, which means having the right
sensors, submeters and systems in place.

The next step is to ensure this data is driving decision-making rather
than sitting in a spreadsheet.

3.2 Calibrating investment @

Access to granular, real-time energy data is necessary but not sufficient for making
informed investment decisions. Leaders in energy strategy ensure that this data

is actively monitored and analysed by experts in relation to key investment
opportunities.

These experts consider usage in relation to:

» Key business performance metrics;

Current energy cost profile;
« Energy market outlook and risk; and

« Opportunities to achieve a more cost-effective outcome through investments in
energy efficiency, demand management and on- or off-site generation.

Businesses that take a considered, proactive approach to investment in efficiency,
demand management and generation solutions are optimising the areas where they
have a high level of control.

As with any business investment, a robust monitoring framework for energy projects
is crucial to ensure investment thresholds are met. Businesses are increasingly
quantifying energy project performance through measurement and verification
(M&V) methodologies, which establish a baseline and variables up-front, thereby
enabling a proper assessment of whether the investment criteria have been met.
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3.2.1 Energy efficiency

The International Energy Agency (IEA) refers to energy efficiency as the first fuel’, as
energy efficiency investments are often more cost-effective than investments in other
energy sources, including fossil fuels and renewable energy technologies. Significantly,
the benefits of energy efficiency extend well beyond just simple energy cost savings.
Lower maintenance costs, process improvements, enhanced product quality

and cheap carbon abatement are often by-products of sound energy efficiency
investments.

Energy efficiency is where smart businesses start before considering other
investments, and not just because it immediately cuts energy bills. Importantly,

as energy efficiency lowers a business’ energy demand, it can reduce the size of
generation and demand management technologies required by businesses, reducing
the risk of over-investment.

Yet, despite the multiple benefits of energy efficiency, there is evidence that suggests
businesses tend to underinvest in energy efficiency, even where the business case is
compelling.® Many internal budget and capital allocation processes tend to prioritise
investment cases focused on revenue growth over cases based on avoided cost.
Businesses focused on capturing the benefits of energy efficiency have reviewed their
internal processes to remove barriers like this, ensuring energy efficiency investments
are properly considered.

Opportunities for improving energy efficiency vary greatly by sector, but generally
range from straightforward - and often low-cost - tuning and optimisation, to targeted
upgrades to plant and equipment, to site or facility wide retrofits.

52 ClimateWorks Australia 2016,

Could boosting energy Energy efficiency is increasingly being driven by powerful cloud-based analytical tools
productivity improve your A . .. . . . A
investment performance: A that identify areas for performance and process optimisation in commercial buildings,
guide for investors, pp. 7-8. manufacturers, mine sites, agricultural holdings and freight systems.

Leveraging tax provisions for energy efficiency upgrades

Leading businesses have been using government incentives,
like the Federal Government'’s instant asset write-off scheme,
to support energy efficiency upgrades for some time. Using the
instant asset-write off for efficient equipment means that tax
savings can be added to the energy cost savings, amplifying the

financial benefits. Hundreds of thousands of

In October 2020, the Federal Government announced an businesses right across the
additional, significantly more generous scheme available to country have used this program
companies with an annual turnover of up to $5 billion; leading and more will into the future.
businesses are exploring opportunities to leverage this new
provision for energy management upgrades.

The Hon Josh Frydenberg MP

To learn more read the Energy opportunities for businesses in the Treasurer .
FY20/21 budget found at % energybriefing.org.au/fy20-21-budget Commonwealth of Australia
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LED lighting upgrade a silver lining amidst the disruptive impacts of COVID-19

In February 2020 Scentre Group announced it would pursue a net zero emissions target by
2030 across its wholly-owned portfolio of Westfield Living Centres. This followed a 29 per
cent reduction in emissions intensity in the decade since 2009, and the implementation of a
portfolio-wide National Environmental Efficiency Framework (NEEF) in 2017, which achieved
an impressive 4.1 per cent reduction in energy usage and a 4.6 per cent reduction in carbon
emissions across the portfolio.

Last year both Westfield Hurstville and Knox achieved annual energy savings in excess of
10 per cent following quick, easy fixes like ensuring escalators and lights were switched off
when not in use, changing set point temperatures for air conditioning by between 0.5 and
1.5 degrees, and replacing all internal legacy lighting with energy-efficient LEDs.

And more recently, amid Victoria's COVID-19 restrictions, Scentre Group carried out a
largescale LED upgrade project of car parks, loading docks and back-of-house areas in
centres across the state. With sensors and automation, current modelling shows that
when all projects are complete, the energy saving will be circa 6 gigawatt hours per year, or
equivalent to the energy required to run circa 900 family households for a year.

Scentre Group has 42 Westfield centres across Australia and New Zealand and has
continued to invest in onsite renewable energy across its portfolio. In 2019, its five solar
installations were approaching 9 gigawatt hours of electricity generation. Other initiatives
that underpin its environmental efficiency approach include data analytics and real-

time 24/7 performance management leveraging its building management systems.
When considering future developments, Scentre Group look to construction standards
incorporating 5-star Green Star design guidelines.

We are committed to ensuring we have an efficient and resilient
long-term business that balances the needs of our stakeholders. As
part of this commitment the Group considers net zero emissions
by 2030 as a natural evolution of the environmental pillar of our
Sustainable Business Framework.

Work will continue in 2020 to align existing and new energy
efficiency and renewable initiatives to this target and ensure our
pathway informs capital investment decisions.

Peter Allen
Chief Executive Officer

Scentre Group*

33 Peter Allen is quoted from
a media statement, Scentre
Group to Target Net Zero
Emissions by 2030, from 18
February 2020.
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3.2.2 Managing when energy is used

As explained in Section 2.3, the electricity system is becoming more peaky due to the
impact of renewables on both energy supply and demand.

Storage plays a significant role in dealing with peaky demand, and the higher costs
that businesses can face during those peaks. Substantial investment and effort

are being expended to increase the availability and use of storage technologies -
including grid-scale batteries and pumped hydro - to smooth out the availability of
electricity generated from renewables at particular times of the day.

Savvy businesses with a granular understanding of when they use electricity have the
opportunity to manage when they use energy, which can reduce their energy costs
and create new revenue streams.

Batteries not included - yet

As battery technology develops, businesses with relatively little flexibility may be
able to use on-site batteries to store energy for later use, sourced either from on-site
renewables, or from the grid during off-peak periods when energy is cheaper.

While battery costs are coming down, in most cases using them for this sort of
energy management is not yet economically viable. However, many businesses
already have the ability to reduce their bills by optimising their energy use over time,
without waiting for battery costs to fall.

Businesses can manage their use of grid-sourced energy in a number of ways. The most
common approach is shifting use away from regular periods of peak demand, such as
afternoons. This reduces exposure to peak demand charges, which can be a component
of both retail and network costs.

Some commercial and industrial equipment, such as appliances used for heating and
cooling, facilitate this type of energy management, as they do not need to draw energy
continuously from the network.

However, businesses can also manage their energy use in more sophisticated ways.

New technologies are enabling businesses to rapidly adjust their energy use to adapt

to changes in the energy system. This is known as demand response, and it can deliver

a variety of benefits. For example, if energy prices peak due to an unplanned generator
outage, businesses can voluntarily reduce their energy use to avoid high costs. Demand
response can also help to stabilise the grid, which is why businesses can already get paid
for some kinds of demand response services.

Demand response is a win-win.

It is clear that demand response has Energy market rules are currently being
untapped potential to manage demand updated in ways that could broaden the

ST ks i lia i types of demand response for which
uring extreme peaks in Australia, just as businesses can be compensated. This

it does in other countries. will bring Australia into line with other
parts of the world where demand

Audrey Zibelman response is common, including in

Chief Executive Officer the United States, Europe and New

Zealand. This increases system resilience
and reduces the need for additional
spending on generators or networks to
deal with peak demand.

Australian Energy Market Operator
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This type of demand response is a win-win: businesses that do not participate in demand
response benefit from increased reliability and affordability of the energy system because
of voluntary demand response undertaken by others. Businesses that do participate

receive these same system-level benefits, plus a direct payment for the demand response.

Different demand management options make sense depending on business type,
demand profile and requirements around security of supply. What is crucial is that
businesses carefully consider not just where their energy comes from and how they use it,
but when they use it.

Australian manufacturer Molycop discovers that demand response rocks

Molycop, a global manufacturing company, established its Australian outpost in Newcastle in 1918.
The company pioneered electric arc steelmaking in Australia, and manufactures its products from
recycled scrap steel feed in Newcastle.

Molycop's grinding media, in the form of hard steel balls, are used by the mining industry to grind
and blend materials in ball mills. It is estimated that ball mills are solely responsible for four per
cent of the world’s electricity consumption.

Manufacturing grinding media from ferrous scrap steel is a very energy intensive process. In
particular, the initial melting of scrap steel consumes an enormous amount of electricity, so much
so that Molycop has had to become quite innovative to keep energy costs — measured in millions
of dollars per month — under control.

To manage costs, the Molycop Newcastle plant has historically purchased electricity from the
volatile spot market. The secret to surviving in this market is to perfect the ability to temporarily
shutter operations when prices rise, and restart when prices fall. This ability to stop and start
energy intensive processes at short notice has been made possible through a combination of
smart engineering and proactive operational procedures.

Molycop's capability in this area was further enhanced when it joined the AEMO-ARENA demand
response program, which reduces load on the network at times of peak demand to prevent
network power outages. By shutting down production activities within minutes of being
requested, Molycop can support the reliability of the network for other consumers.

The Newcastle site also has an active energy management program modelled after the
international energy management standard, ISO50001, and is continuously identifying and
implementing energy and emissions savings opportunities. In 2019 Molycop signed a renewable
power purchase agreement (PPA) for 100,000MWh of electricity per year from a mix of wind and
solar generation, which is over half of the Newcastle site’s electricity needs. The ability to tailor site
demand to match renewables output is another opportunity under review.

Between efficiency improvements, managing demand and renewable electricity purchases,
Molycop is positioning itself well for a lower carbon future.

Molycop’s steel balls are
highly energy intensive.
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34 Department of Industry,
Science, Energy and Resources
2020, Quarterly Update
of Australia’s National
Greenhouse Gas Inventory:
March 2020, p. 9.

3.2.3 Renewable energy

The price differential between renewable and fossil fuel energy sources has closed
as the cost of grid supplied electricity goes up and the costs of renewables fall. This,
combined with current, low interest rates, is seeing leading businesses seize the
opportunity to invest in renewable energy generation, either on- or off-site.

Renewable energy investment helps reduce a business’ reliance on grid-supplied
electricity and gas, managing exposure to high energy prices and market volatility.
For many businesses, on-site renewable energy is now cheaper than grid-supplied
electricity, and when generation is situated behind-the-meter there is an added
benefit of avoided network charges. Other benefits for businesses include enhancing
sustainability performance and the potential to increase budget certainty.

The capacity for on-site renewable energy is generally limited by factors such as
available space and structural issues. This is prompting some businesses to actively
pursue contracts with large-scale off-site renewable energy generators to meet all or
part of their energy supply needs.

Corporate power purchase agreements (PPAs) are long term contracts - typically
10-15 years - for the direct purchase of electricity between a business and a large-scale
renewable energy generator. PPAs can provide businesses with electricity cost savings,
increased budget certainty, and a long-term hedge against any future energy market
volatility. A number of high-profile PPAs have been announced in recent years,
including ones involving BlueScope Steel, Carlton & United Breweries (CUB), Mars,

Orora, Telstra and Viva Energy. Even so, PPAs do not suit all businesses, and require
extensive feasibility assessments to ensure alignment with operational needs.

Carbon neutral businesses supporting the transition to net zero

The term ‘net zero emissions’ is often taken to mean every part of the economy
will be zero emissions, however that is not the case. Some parts of the economy
will be very challenging to fully decarbonise, which means the actual target is for
each sector to transition to either low, zero or negative emissions (activities that
draw emissions from the atmosphere and store them are described as generating
negative emissions). Net zero emissions is achieved when the sum of these
activities result in no net increase in greenhouse gas emissions being added to the
atmosphere.

Energy accounts for around 70% of greenhouse gas emissions across the Australian
economy.3 For companies that have set a target of net zero within their own
operations, strategic energy management can help them significantly reduce their
emissions, however non-energy related emissions remain.

Any emissions that are difficult or impossible to eliminate can be dealt with by
purchasing offsets. In Australia, the National Carbon Offset Standard (NCOS)
provides consistency and confidence in the voluntary carbon market, setting
minimum requirements for calculating, auditing and offsetting the carbon footprint
of an organisation or product to achieve net zero.

This acknowledges that achieving an economy-wide target of net zero emissions
does not mean that every sector of the economy needs to achieve net zero
emissions, and instead that we can use offsets to leverage the achievements of
negative emissions sectors.
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BlueScope leads the energy transition

BlueScope has been at the forefront of Australia’s steel industry for over a century and is
now leading the charge towards clean energy in hard-to-abate sectors.

Since 2005, BlueScope has reduced its emissions in Australia by approximately 40 per cent
by reducing steelmaking capacity and focussing on energy efficiency and productivity
improvements. In 2018, BlueScope also committed to a further 12 per cent reduction in
emissions intensity by 2030 at its steelmaking facilities, and is actively developing its specific
long-term decarbonisation pathway.

Pursuing renewable energy opportunities is a key workstream under BlueScope’s Climate
Change Strategy. In 2018, BlueScope signed a landmark power purchase agreement (PPA)
with the 133 MW Finley Solar Farm in NSW for the equivalent of 20 per cent of BlueScope's
total Australian electricity purchases. The solar farm was commissioned in 2019 and is
providing emissions reductions equivalent to removing 90,000 cars from the road each year.

More recently, BlueScope became a founding member of the Australian Industry Energy
Transitions Initiative (ETI). ETI, which has been convened by ClimateWorks Australia and
Climate-KIC Australia, is an industry-led initiative to develop pathways to net zero emission
supply chains across critical sectors of the Australian economy. The coalition is made up

of businesses from sectors that are considered hard-to-abate, including iron and steel,
aluminium, LNG, and chemicals, which in combination produce more than a quarter of
Australia’s annual emissions.

Undertaking continuous energy management improvements, investing in renewables
and working collaboratively with like-minded businesses on tough abatement challenges
exemplify BlueScope's leadership on climate and energy issues.

BlueScope’s approach to energy has always been about
balancing the ‘Trilemma’, whereby we have access to
affordable and reliable energy whilst reducing emissions.

John Nowlan
Chief Executive Australian Steel Products
BlueScope

Finley Solar Farm in NSW provides equivalent to
20% of BlueScope’s total Australian electricity
purchases.

Credit: Craig Nealon, BlueScope Steel. 28
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3.3 Optimising procurement

After calibrating their energy investment strategy, almost all businesses still require
grid supplied electricity. Leading businesses are exploring innovative energy
procurement strategies to optimise energy costs and balance market risks when
sourcing this portion of their energy requirements.

3.3.1 Fixed price electricity contracts

Most medium and large businesses purchase electricity through a fixed price forward
contract. This is an agreement with a retailer in which the price is fixed for one, two
or three years. Businesses typically conduct a formal tender process designed to
source the most cost-effective electricity contract; a reverse auction is an alternative
procurement option used by some businesses to achieve the same outcome.

A fixed price contract can work well for businesses that are strategic about when
they enter into the contract, and for how long. Businesses should aim to time
procurement processes to avoid periods of increased market volatility, such as the
summer months. Businesses should look to secure a longer contract in a market
in which prices are increasing, and a shorter contract in a market where prices are
falling.

3.3.2 Progressive purchasing contracts

A progressive purchasing contract allows businesses to buy electricity in parcels over
an agreed contract period. By facilitating the purchase of smaller parcels of electricity
more regularly, progressive contracting can help manage market price volatility. This
approach is well suited to very large energy users that are willing to more actively
manage their energy procurement.

It is crucial that progressive contracting is complemented by an active risk
management strategy that monitors market conditions and measures the risk
exposure of any unpurchased load.

3.3.3 Block purchasing with managed spot exposure

Block purchasing allows the business to hedge part of its load by purchasing a block
of electricity. This contract type, in which either a wholesaler or a retailer can act as
an intermediary, specifies the block price and demand, with any additional demand
supplied at the spot market price.

In block purchasing, the business takes the volume risk of under- or over-consumption
versus the block demand. Depending on the contract structure, under- or over-
consumption may be settled at spot price, which varies every 30 minutes and can be
highly volatile.

To manage the unhedged portion of the load and further mitigate the risk associated
with spot market exposure, businesses can:

« Curtail load - a physical hedge;
« Agree to a price cap or a collar - a financial hedge; or

« Exercise options to buy electricity at a pre-determined strike price.
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While these are some of the more common energy procurement contracts, others
exist, and businesses that are leading in energy strategy have internal or external
experts charged with assessing energy procurement options. Businesses that
thoroughly assess the available energy contract options are ensuring they are not
passive price-takers, and are effectively managing their energy market exposure.

A healthy bottom-line enables a healthy Australia

Fitness & Lifestyle Group, as one of Asia-Pacific's largest health and wellness groups,

includes well-known brands Fitness First, Australia, Goodlife Health Clubs Australia, Barry's
Bootcamp Asia-Pacific, Jetts Fitness and Zap Fitness. The group helps 725,000 members in
Australia, New Zealand and South-East Asia live healthier and more active lives.

With a portfolio of over 400 owned and operated fitness clubs across Australia, Fitness
& Lifestyle Group has a considerable energy load. And with some of the group’s gyms

operating 24/7, the company works with a leading energy services company to optimise its
energy strategy.

One of the ways in which Fitness & Lifestyle Group was able to improve its energy
management was by working with its energy services provider to monitor energy market

behaviour and model future market trends. By doing this the Group has been able to enter
into a two-year fixed term electricity contract that is saving the company $3 million.

In addition to energy procurement, Fitness & Lifestyle group is engaged in an Active
Energy Management journey with its energy consultant where the company not only
procures energy at a competitive price, but also optimises its energy usage through the
uptake of energy efficiency measures.

T

Fitness First Australia (pictured) is one of Fitness &
Lifestyle Group’s biggest energy users. The Group

is saving $3 million over two years by entering into
a fixed term electricity contract with the support of
an energy services provider.
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Next steps: connecting with
experts and accessing finance

A proactive approach to energy strategy will ensure that your business
successfully navigates an increasingly dynamic energy landscape.

Given this, what you do next is critical. We suggest:

1. Seek a briefing from an internal or external energy expert about your energy strategy
and management;

2. Ensure your team is across energy specific financing and funding options; and

3. Explore the sector spotlights and other resources available at % energybriefing.org.au
and share them with your team.

4.1 Connecting with experts

Energy is a complex area, and it is only getting more complex over time. Managing
it effectively can require domain knowledge across areas as diverse as business
strategy, energy markets, engineering and carbon accounting, to name just a

few. Businesses are responding to increasing complexity by ensuring they have
relationships with external experts that complement their internal expertise.

Many businesses have existing relationships with trusted experts in the areas covered
in this briefing. For those that do not, sourcing a referral from professional networks
is a natural first option.

Beyond that, seeking out a member of a well-established, credible industry
association can act as a good starting point.

A The Energy Efficiency Council's membership directory is an
excellent place to start. The Council is Australia’s peak body
for experts in energy efficiency, energy management and

demand response. The Council's membership list can be

energy efﬁaency accessed at % eec.org.au/members
COUNCIL

Many industry and professional associations have members who support businesses
on the topics covered in this briefing. They include:

« Australian Alliance for Energy Productivity;

« Carbon Market Institute;

» Clean Energy Council;

« Energy Savings Industry Association:;

- Energy Users Association of Australia; and

« Smart Energy Council.

There are also many sector, technology and discipline specific industry and

professional associations, a number of which are members of the Australian
Sustainable Built Environment Council.

For a full list of relevant industry associations go to % energybriefing.org.au/industry-
associations
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Next steps: connecting
with experts and
accessing finance

4.2 Energy-specific financing and funding options

Businesses are experts in considering options for investment and capital expenditure.
However, leading businesses are also accessing a range of specific financing and funding
options that are unique to energy investments.

Businesses are exploring alternative financing mechanisms, including energy performance
contracts (EPCs), energy service agreements (ESAs), environmental upgrade agreements
(EUA) and PPAs, discussed in more detail in Section 3.2.3.

To learn more go to % energybriefing.org.au/financing-and-funding-101s and for the latest
grants and incentives, go to xenergybriefing.org.au/business-support

4.2.1 Energy-specific financing and funding options
Two federally-funded bodies assist business with energy investments:
1. The Clean Energy Finance Corporation (CEFC) funds energy efficiency and renewable

projects directly, and partners with major banks to reduce interest margins on loans used
to invest in energy efficient and renewable technologies; and

2. The Australian Renewable Energy Agency (ARENA) provides finance for early stage
innovative energy technology, supporting businesses to participate in pilot projects and
trials.

4.2.2 State-specific support

At the level of states and territories, energy efficiency schemes - notably the NSW Energy
Savings Scheme (ESS) and the Victorian Energy Upgrades (VEU) scheme - are available

to support businesses investing in energy efficiency projects. Importantly, these schemes
deliver discounts on energy savings products. For more information on the energy efficiency
schemes, please go to:

ACT % environment.act.gov.au/energy/smarter-use-of-energy/energy_efficiency_
improvement_scheme_eeis

NSW X ess.nsw.gov.au

SA X escosa.sa.gov.au/industry/rees/overview

VIC % energy.vic.gov.au/energy-efficiency/victorian-energy-upgrades
Many other state government funding programs for energy projects are available.

Some jurisdictions have online business portals focused on energy, which can be
used to access information on funding programs and other resources. These include:

ACT % actsmart.act.gov.au

NSW % energysaver.nsw.gov.au/business

QLD  x business.qld.gov.au/running-business/energy-business

SA % sa.gov.au/topics/energy-and-environment/using-saving-energy/for-businesses

VIC % victorianenergysaver.vic.gov.au/training-and-support-for-business

An energy expert can work with you to determine which financing and funding
opportunities will best suit your business.

4.3 Explore energybriefing.org.au

X energybriefing.org.au hosts a carefully curated set of practical resources that will
help your business develop and implement an effective energy strategy.

32


https://www.energybriefing.org.au/epc-101
https://www.energybriefing.org.au/epc-101
https://www.energybriefing.org.au/esa-101
https://www.energybriefing.org.au/euf-101
https://www.energybriefing.org.au/ppa-101
https://www.energybriefing.org.au/financing-and-funding-101s
http://www.energybriefing.org.au/business-support
https://www.cefc.com.au/
https://arena.gov.au/
https://www.environment.act.gov.au/energy/smarter-use-of-energy/energy_efficiency_improvement_scheme_eeis
https://www.environment.act.gov.au/energy/smarter-use-of-energy/energy_efficiency_improvement_scheme_eeis
https://www.ess.nsw.gov.au/Home
https://www.escosa.sa.gov.au/industry/rees/overview
https://www.energy.vic.gov.au/energy-efficiency/victorian-energy-upgrades
https://www.actsmart.act.gov.au/
https://energysaver.nsw.gov.au/business
https://www.business.qld.gov.au/running-business/energy-business
https://www.sa.gov.au/topics/energy-and-environment/using-saving-energy/for-businesses
https://www.victorianenergysaver.vic.gov.au/energy-advice-for-business
https://www.energybriefing.org.au/
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Glossary

AcCCC
ADGSM
AEMO
ARENA
CEFC
ECA
EEC
EPC
ESA
ESS
ETI
EUA
EV
GDP
GJ
GWh
IEA
IGCC
IRENA
ISP
kWh
LED
LNG
MW
M&V
NCOS
NEEF
NEM
OPEC
PV
PPA
RBA
RCM
RET
VEU
WEM

Australian Competition and Consumer Commission
Australian Domestic Gas Security Mechanism
Australian Energy Market Operator
Australian Renewable Energy Agency

Clean Energy Finance Corporation

Energy Consumers Australia

Energy Efficiency Council

Energy performance contract

Energy service agreement

Energy Savings Scheme (New South Wales)
Energy Transitions Initiative (Australian Industry)
Environmental upgrade agreement
Electronic vehicle

Gross domestic product

Gigajoule

Gigawatt hour

International Energy Agency

Investor Group on Climate Change
International Renewable Energy Agency
Integrated system plan

Kilowatt-hour

Light emitting diode

Liquefied natural gas

Megawatt

Measurement and verification

National Carbon Offset Standard

National Energy Efficiency Framework (Scentre Group)

National Electricity Market

Organisation of the Petroleum Exporting Countries
Photovoltaic

Power purchase agreement

Reserve Bank of Australia

Reserve capacity mechanism

Renewable Energy Target

Victorian Energy Upgrades

Wholesale Electricity Marker (Western Australia)



Acknowledgements

The Energy Efficiency Council (EEC) gratefully acknowledges the many
organisations and individuals that contributed to the development of
this briefing.

In particular, we would like to highlight the support of the New South Wales Department
of Planning, Industry and Environment and the Project Reference Group, which
consisted of:

« Mark Goodsell, National Director - Manufacturing, Ai Group;
« Tim Haddow, Director, Australian Business Consulting and Solutions, Business Australia;

» Mick O’Flynn, Director, Sustainability Programs, NSW Department of Planning, Industry
and Environment; and

« Anna Skarbek, Chief Executive Officer, ClimateWorks Australia.

Further, we would like to acknowledge the significant expert contribution from:

« Heather Campbell, Former Chair, Sustainability Victoria;

e Chloe Munro AO, Independent Director and Professorial Fellow, Monash University
« Alan Pears, Senior Industry Fellow, RMIT University;

» Energy advisory firm Energetics, particularly Dr. Mary Stewart, Dr. Peter Holt and Mark
Asberg; and

» The Victorian Department of Environment, Land, Water and Planning.

We would like to thank the many EEC members and partners who have taken the time to
review and refine the document - their feedback has been invaluable.

© Energy Efficiency Council 2020

This document and its contents are copyright of the Energy Efficiency Council. Apart from any use as
permitted under the Copyright Act 1968, no part may be reproduced without prior written permission
from the Energy Efficiency Council. Questions regarding reproduction and rights should be addressed
to the Energy Efficiency Council, Level 7, 222 Exhibition Street, Melbourne, Victoria 3000.

DISCLAIMER. This report has been prepared and issued for the Energy Efficiency Council for public
dissemination, and is provided solely for information purposes. Reasonable efforts have been made

to ensure the contents of this publication are factually correct, however, the Energy Efficiency Council
does not accept responsibility for the accuracy or completeness of the contents, and shall not be liable
for any loss or damage that may be occasioned directly or indirectly through the use of, or reliance on,
the contents of this publication. This report is not intended to constitute financial, tax, legal, regulatory
or other professional advice or reccommendations of any kind, and should not be used as a substitute
for consultation with financial, tax, legal, regulatory or other professional advisors.

34



?

“

To download additional copies of ;'\‘\
‘Navigating a dynamic energy land@dscape’
Visit keng«r’gybriefing.org.au

For more information, contact the Energy Efficiency Council
¢ (03)9069 6588 = energybriefing@eec.org.au



http://www.energybriefing.org.au
tel:+61390696588
mailto:mailto:energybriefing%40eec.org.au?subject=

