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Equities fund managers quick to seek a piece of the carbon pie

Robin Bromby

INANCIAL markets are not waiting for

the climate change argument to be

settled. Whether or not there is global

warming, and whether or not this is
caused in whole or part by human activity, the
markets are already looking for ways to make
money out of the issue.

And this trend is about to hit Australia.
Macquarie Bank will launch a Carbon Inte-
grated Listed Equities Fund — the fund
investing in companies best able to make
themselves more profitable by addressing
climate change, mainly through being able to
be on the winning side of carbon trading.

The global carbon trading market is set to
double by 2012; it is now worth more than
$US30 billion a year.

The New York Stock Exchange is joining
with French bank Caisse des Depots to launch
a carbon trading market next year. Chicago
Mercantile Exchange, which operates the

world’s largest derivatives market, has taken a
stake in the Brazilian derivatives exchange and
the two are looking at launching a joint
venture offering carbon trading products.

The Wall Street Journal has reported that,
at a meeting held in Lisbon, senior officials
from the European Union, Canada, Norway
and New Zealand, along with the US states of
California, New Jersey and New York agreed
to launch a global emissions trading market.

Their planned International Carbon Action
Partnership intends to push for a worldwide
marketplace that will allow cross-border
trading in permits that are bought and sold
like commodities.

According to the United Nations Environ-
ment Program, using tradable rights as a
means of pollution control was first suggested
as early as 1968, but it was the Kyoto Protocol
of 1997 that cemented the idea of international
emissions trading for greenhouse gases.

How does it work? The UNEP gives one
example.

Take two companies, A and B, both of which
have significant emissions. Company A can
reduce its emissions by the required amount at
a relatively low cost. For company B, the cost
of reductions is far greater. So company A
agrees to make those additional reductions
instead of company B, provided company B is
prepared to pay for them at a price that is
above the cost to A but below what it would
cost company B.

Virgin Atlantic has come up with its own
novel idea. It sells ‘‘carbon offsets” from its
duty-free trolley. If you are travelling from
London to Sydney in business class, you are
encouraged to hand over about $60 which
then is given to a Swiss charity that promotes
sustainable energy products in developing
countries.

Locally, Melbourne-based RepuTex Ratings
and Research Services has been busy working
out how to quantify the financial impact of
carbon issues on company bottom lines. Back
in May, RepuTex launched what it claims to

be the world’s first climate change growth
index, aimed at identifying which Australian
companies can best manage the risks and
opportunities posed by climate change.

Macquarie Bank has now done a deal to
have the exclusive licence to the index and
make it the basis of stock selection for the
bank’s proposed Carbon Integrated Listed
Equities Fund.

Because of the licensing deal, RepuTex is
bound by confidentiality on the identities of
the 47 companies now on its index.

But what is surprising is that three of the
names, which RepuTex provided by way of
example, are BHP Billiton, Rio Tinto and
BlueScope Steel. All are involved in activities
that would, on the face of it, seem to suggest
high carbon footprints.

Well, yes, but these companies also have the
capability of reducing or offsetting that
footprint. BHP, for example, is already in-
volved in a carbon trading scheme with its
European operations.

RepuTex’s head of research Hugh Gross-
man says most analysts are ignoring potential
carbon offsets in their valuations of companies
they followed. ‘“There’s a lot of hidden value
out there,”” he says.

One sector that has a high carbon footprint
— but flies under the emissions radar — is the
property sector. But think about all the energy
that goes into producing that building — the
steel, the bricks, the wood processing — and
then providing power and heat.

In fact, the more energy intensive a
company is, the greater potential for reducing
the energy intensity. Grossman says these
companies could invest in newer technology
to reduce their energy inputs; they could build
renewable energy plants to supply at least
some of their needs; they could recycle, such as
re-using gas that has already powered a
smelter.

Or they could offset their carbon deficit
elsewhere — in China for example. Instead of
investing in new technology for their Austral-

ian operations, they could invest in more
modern plants in China for far less money —
but the same carbon credit gain.

China is starting to place priority on such
projects. In early November, the president of
the Asian Development Bank, Haruhiko
Kuroda, was in Beijing to launch the country’s
first state-run fund to support trading of
carbon emissions under the Kyoto Protocol.

Called the Clean Development Mechanism,
it will allow companies which have high
emissions to buy credits from less polluting
businesses. The National Development and
Reform Commission says the companies
participating in the fund could generate total
corporate savings of $USI5 billion.

For example, a 30-megawatt power plant
being built in Heilongjiang province and
fuelled by plant stalks will sell carbon credits to
the French national generator, Electricite de
France. Xinhua reported the plant would burn
more than 200,000 tonnes of stalks a year.

Disclosure: the author owns shares in Rio
Tinto

BUSINESS IN ACTION

Fix-it team
quick off
the mark

One big engineering company is already on hand to
help companies meet sustainability challenges with
its expertise, writes James Dunn

LENTY of companies talk a lot about
sustainability, but few are in a
position to follow word with deed to
the extent of Australian-based engi-
neering group WorleyParsons Limited.

Worley is a worldwide service provider to
the minerals, oil and gas, power, infrastructure
and renewable energy sectors. The group is
ranked in the top five global providers of
engineering services, with about 72 per cent of
its revenue coming from the oil and gas
industry.

In August, Worley launched EcoNomics, a
program that pulls together its environmental
and design expertise to create sustainability-
based services for larger customers. According
to the company, EcoNomics “‘brings together
and extends Worley’s range of services and
proprietary technologies in environmental,
social and financial sustainability, to embed
them into all aspects of project delivery, across
the asset lifecycle”’.

With legislation, customer response and
community and stakeholder expectations
pushing sustainability to the forefront of
company decision-making, companies are
looking for ways to adapt or change their
business processes. ‘“We’re committed to
working with our customers to create solu-
tions to meet the ‘green’ challenge while
staying in the ‘black’,”” said John Grill, chief
executive officer of WorleyParsons. ‘“We see
enormous potential for helping clients to
optimise existing assets, solve customer prob-
lems and develop new solutions.””

Andrew Wackett, analyst at Macquarie
Research Equities, says ‘“Worley is saying to
clients, ‘you’ve got these problems, we’ve got
the skills to solve them’. The clients might
want to clean up their plants and processes to
reduce emissions and energy use because they
want to be a good corporate citizen — that’s
the ‘green’ approach — or take a compliance
view, that new laws or tighter regulations are
forcing them to look at these things. That’s
the ‘black’ approach.

““Whichever approach the client takes —
embracing sustainability, or doing it for
compliance reasons — there are plenty of
opportunities for Worley.””

Grill says Worley is ‘‘uniquely positioned”’
to work globally and locally with its customers
to deliver on the value of EcoNomics. “Our
leadership role in resources and energy,
together with our global network of experts,
allow us to tailor solutions for projects and
operations, large and small.

““We have a range of technologies, proc-
esses and systems built for application to even
the most complex of these problems and a
team of experts in all of our regions with
practical in-market experience. We also bring
our culture of results and innovation to help

customers meet the challenge of sustainability
with our resources and energy.”’

Grill says examples of EcoNomics at work
include:

Working with Sydney Water in a renewable
energy generation program, to use biogas and
energy recovery turbines to reduce Sydney
Water’s fossil-fuel use by 15 per cent;

Working with BrightSource Energy in
California on engineering support to a 400-
megawatt solar thermal power station, to help
with California’s goal of generating 20 per
cent of its power from renewable sources by
2010;

Working with dairy producer Fonterra in
New Zealand to integrate the water, heat and
energy systems at its main manufacturing
facilities to reduce the company’s energy use
by 17 per cent; and

Working with Qatar Petroleum and Qatar
Gas to reduce emissions from hydrocarbon
tanker loading berths, and the capture and
destruction of 98 per cent of the volatile
organic compounds given off in the loading
process.

The beauty of EcoNomics for Worley, says
Wackett, is that it is not a costly new business
unit — it is concentrating skills that the
company already has — but it could be quite
a material boost to the company’s earnings.

“When you look at Worley’s customer
base, it’s across all segments of the oil and gas
industry and all segments of the power
industry, around the world. All of those
companies need to study their processes and
plants to see whether their environmental
performance is optimum. At the very least it
should result in a lot of study work for Worley,
and at best, it will lead to quite a few contracts
to upgrade and modify plants.””

Wackett says it is “‘too hard to quantify’’
what sort of impact EcoNomics will have on
Worley’s revenue and earnings. ‘“To be
honest, they will probably never be able to tell
the success or failure of it internally, because
a lot of it will be extensions to existing
contracts.”

While most engineers would be doing
something along these lines, says Wackett,
only Worley has a formalised program. ¢“One
of the strengths of Worley management over
time has been their ability to think a few years
ahead, and this is a great example.

¢¢Apart from the financial benefits, Worley
will be able to say ‘we are the engineers for
sustainability’. In a market that is desperately
short of engineers, that’s going to be a very
good way to attract younger staff. It benefits
their client companies, and it will also help
Worley to differentiate itself in a very
competitive talent market,”” says Wackett.

Some big companies still
unprepared, says survey

USTRALIA’S biggest companies are

unprepared to manage the signifi-

cant risks to their bottom line posed

by climate change, with firms in the
utilities and energy sectors the worst offen-
ders, research has found.

A research house specialising in emerging
risks like environmental and geopolitical
issues, Reputex, conducted an analysis of
Australia’s top 200 listed companies.

It based its findings on issues related to
climate change — such as the ability to
handle a carbon trading scheme, or higher
energy prices.

Companies that had a good strategy to
generate carbon credits, improve their en-
ergy efficiency and invest in energy efficient
technology got a good score.

On a sale of between -1 and +1, Australia’s
top 200 companies generated an average
score of negative 0.08.

Reputex head of research Hugh Grossman
says the overall negative valuation showed
that Australian companies were unprepared
to mitigate carbon liabilities, or capitalise on
potential revenues that could come from a
carbon trading scheme.

Even now, with a carbon trading scheme in
Australia not yet a reality, companies should
be saving money by using their energy more
efficiently, he adds. ¢It’s not really a carbon

<b-

trading strategy that’s needed, it’s a general
efficiency strategy. The more efficient you
become the more money you save.””

Reputex found that companies that re-
ceived a positive valuation in its research had
outperformed the S&P/ASX300 index by
1137 per cent.

Companies that got the best and worst
scores from Reputex were usually in the most
carbon intensive sectors because they have
the most to gain and the most to lose from
climate change. Not surprisingly then, utility
and energy companies got some of the best
and worst ratings.

Grossman acknowledges that a lack of
clarity from the federal Government on its
carbon trading plans could be causing some
companies to sit back and wait before
employing an emissions strategy. ‘“It’s cer-
tainly the driving rationale — markets thrive
when there’s certainty,”” he says.

Although often perceived as a negative,
Grossman says today’s lack of clarity on
carbon targets and pricing present an
opportunity for business.

““Early moving investment creates a huge
gap in the market,”” he says. *“The potential
to capture new markets in a fairly sluggish
environment is high.”

AAP

Curious: China’s President Hu Jintao visits Rio Tinto’s Hismelt facility at Kwinana, WA

Low-emission goals demand deep
pockets and streams of technology

Derek Parker

USTRALIA might be moving stead-

ily, if slowly, towards a low-

emissions energy system, but the

transition will take a great deal of
investment funding and a continuing steady
stream of technological research. While some
‘““dark green’” activists tend to portray large
companies as the villains in the environmen-
tal picture, the reality is that much of the shift
will necessarily be underwritten by the
corporate sector.

““Some of the criticism of large companies
proceeds from the assumption that they have
an inherent interest in maintaining existing
forms of technology,”” notes Tony Wood of
Origin Energy. ‘“That idea simply misses the
reality, in my view. Most large companies
realise that they have to look to the future,
and continually re-make themselves, if they
are going to survive.

““A lot of ideas about new technology come
from small companies and even individual
entrepreneurs, and that is good to see. But
even when that is the case, bringing a new
technology to the marketplace can take a lot
of time and money. I see this as an area where
big companies have an important role, where
they acquire the basic technology by pur-
chase or by licence or by their own R&D.”

Wood points to Origin’s investment in
sliver technology, an innovative method for
producing photovoltaic cells for solar energy.
The original research, beginning in 1998, was
conducted at the Australian National Univer-
sity, with support from Origin. A pilot plant
for the manufacture of sliver cells has been
built in Adelaide.

“Our investment in this technology is
about $40 million so far, and maybe another
$100 million will be needed in the next phase,
a commercial-level plant,”” Wood says. ¢‘But
we see it as an essential part of Australia’s
energy future, and a key part of the future of
this company.””

Origin Energy is also a major player in the
Solar Cities project, which is currently being
developed in Adelaide, with other cities to
follow. The project, in Adelaide, involves the
installation of solar panels (using sliver
technology) in 1700 homes, 7000 ‘‘smart

meters’ to support a system of new tariffs
aimed at reducing peak demand, and energy
efficiency packs and audits for residential and
commercial customers.

“The project represents a significant
development of solar energy, but it will also
tell us a great deal about consumer behav-
iour, about what works and what doesn’t.
That makes it a sound investment. It will be
a very good basis for future progress.”

Two other large companies that see the
transition to clean energy as an opportunity
are BP and Rio Tinto, which earlier this year
announced a 50/50 joint venture, Hydrogen
Energy. The new company is researching the
possibility of gasifying coal from the Collie
region in Western Australia, converting it
into hydrogen for electricity generation.

If the project proceeds, the gasification
facility and power station would be located in
Kwinana, south of Perth, alongside BP’s
refinery and Rio Tinto’s Hlsmelt facility.
Feasibility studies have commenced, includ-
ing commercial and engineering studies.

Depending on the outcome of these
studies, and providing government policy is
in place to make the project commercially
viable, a final investment decision to develop
the project could be made in 2011, with the
project coming into operation after a three-
year construction period.

The power station would be capable of
producing 500 megawatts of low-carbon
electricity, which would be enough to provide
power for about 500,000 homes.

At the same time, about four million
tonnes of carbon dioxide emissions a year
would be captured, transported and stored in
an offshore geological formation.

The estimated capital cost, including
geosequestration facilities, is $2 billion.

The wind industry is also on a growth path,
and one of the major players, Pacific Hydro,
is steadily developing its future plans — and
some big money is involved. ‘“Our most
recent big commitment was the finalisation
of a significant windmill purchase agreement
for Stage III of our Portland Wind Energy
Project in Victoria,”” says company spokes-
man Andrew Richards.

“Along with this agreement, we have
committed a further $110 million for Stage II1,

bringing total investment in the PWEP to
over $300 million.”’

Pacific Hydro currently has about 100
megawatts of generation capacity in place,
from about 70 turbines. The company is
working towards a target of about 1000
turbines, generating up to 3000 megawatt
hours of electricity.

““Ultimately, I think there will be about
5000 turbines in Australia, with 12000
megawatts of installed capacity, so that would
put Pacific Hydro at about 20-25 per cent of
market share,”” says Richards. ¢‘But there is a
lot of research going on, both in Australia and
overseas, aimed at improving turbine effi-
ciency. The average life of a turbine is about
20 years, and when one is replaced, the new
one will probably be capable of producing
more power. So the current figures are likely
to improve as the technology develops.”

Richards notes that government policies
are crucial to the development of the wind
energy industry. Pacific Hydro would not
have undertaken the new investment in the
Portland project if not for the Renewable
Energy Target of the Victorian Government,
which requires electricity retailers to buy 10
per cent of electricity from renewable sources
by 2016, he says.

He points out that the company’s wind
farms at Codrington and Challicum Hills
were driven by the federal Government’s
Mandatory Renewable Energy Target, a
scheme which has now been wound up as
fully subscribed.

The NSW Government plans to legislate to
require a certain proportion of electricity
used in the state to come from renewable
sources (although not necessarily generated
in NSW). Western Australia is looking at a
target scheme, and South Australia has
announced aspirational targets.

““The industry is still in its very early
phase,”” Richards says. ‘I doubt that govern-
ment targets will be part of the long-term
picture. But targets can be a very good bridge
to an effective emissions trading scheme.
That is really the framework required to
ensure continued investment in clean energy
systems.””

Responding
to change is
a long-term
risk strategy

USTRALIANS should be prepared
to pay more for petrol and elec-
tricity as part of a policy response to
climate change, new research says.

Under policies to fight climate change,
consumers will suffer higher costs for goods
and services that depend on cheap energy,
says Melbourne University professor of
economics John Freebairn in a collection of
research for the Committee for Economic
Development of Australia (CEDA).

The report, Climate Change: Getting It
Right, has contributions from a number of
scientists, academic and industry professio-
nals and explores ways to reduce green-
house gases with a minimum effect on
economic growth.

“Almost all of the cost increase of
greenhouse gas mitigation policy interven-
tions will be passed forward to consumers as
higher prices,”” Freebairn says in his paper.

““Reducing the flow of greenhouse gas
emissions to stabilise the stock of green-
house gases, especially in the context of a
rapidly expanding global economy, will
require substantial changes in human be-
haviour, both on the demand side and on the
production side,”” he says.

CEDA chief executive David Byers says
responding to climate change risk is a long-
term process.

““We need the lowest-cost approach and
the biggest bang for our greenhouse buck,”
he says. ‘““Responding to the risk of climate
change is a 100-year challenge. This is not
the five-year or a 10-year challenge that our
political process is used to.”

The research contains nine papers, in-
cluding those by Australian Graeme Pear-
man, the former chief of CSIRO Atmosphe-
ric Research and now a consultant, and
Massachusetts Institute of Technology
(MIT) climate modeller professor Ronald
Prinn.

Responding to the risk of
climate changeisa
100-year challenge. This
is not the five-yearora
10-year challenge that
our political process is
used to

David Byers

Byers says although the cost of reducing
emissions is still uncertain, it will mean
higher prices for energy.

“There has been a tendency in the
political debate for all sides to tell people
that policies to respond to climate change
won’t really hurt, that there will be ways we
can reduce greenhouse gas emissions in the
near term without having any effect on
anyone’s lifestyle,”” Byers says.

““But there will be an impact. A pricing
signal aims to provide a direct incentive to
reduce carbon-based energy use and gener-
ate investment incentives for low-emission
technologies.””

Byers says that action on climate change
is needed now.

““We certainly cannot wait for perfect
knowledge before taking action,”” he says in
the introduction to the report. Public policy
has tools for making decisions in conditions
of risk and uncertainty. These general rules
apply equally to climate change issues.”

He says dealing with climate change is
complicated by a number of factors . .. “‘the
broad range of greenhouse gas emission
sources, the strong current linkage between
energy usage and economic growth, and the
long time scales over which climate change
must be considered.”

AAP

Energy from ‘rotting biomass’ part of the solution

IOMASS fuels currently going

waste can be used to reduce the

carbon footprint, according to lead-

ing electrical infrastructure com-
pany, O’Donnell Griffin.

Biomass rotting in timber plantations and
landfill sites and as agricultural waste is
waiting to be converted into a viable form of
renewable energy, says O’Donnell Griffin’s
national manager for power generation, John
Roles.

The company has identified 50 possible
biomass power generation sites across the
country offering the right combination of
factors, which include close proximity to a
site generating biomass (paper mill, forest

plantation, sugar mill, central city waste
depot), he says.

The sites could be developed immediately,
with the majority brought into operation
within five to 10 years, he claims.

Roles says energy resources such as
biomass would provide Australia’s best
chance of achieving 20 per cent of power
needed from renewable sources by 2020, as
advocated by the federal Labor Party in its
election policy launch. ¢‘The largest unused
biomass resource we have is the forestry and
agricultural residue created through the
harvesting of plantation forests, industries
such as sugarcane harvesting and even
municipal green waste,”” Roles says.

In his estimate, a typical biomass power
plant in Australia will cost approximately
$80-$90 million and has the capacity to
generate an average of 40MW hours of
uninterrupted power or enough electricity for
25,000 homes.

“For a total potential investment of $4
billion, 50 new biomass plants could generate
up to 2000MW of power — the equivalent of
a major stand alone coal-fired power sta-
tion,”” Roles says.

Biomass has technological advantages
over other renewable power systems, such as
wind and solar, since power generation
through it is not dependent on weather
conditions.

It is a proven power generation option in
the US, for instance, says O’Donnell Griffin.

‘“When you turn on the switch with
biomass-generated power, the electricity is
there 24/7 making the potential for biomass
in Australia phenomenal,”” says Roles.

Australia’s emissions problem lies with the
primary reliance on non-renewable re-
sources, such as gas and coal-fired power
stations, to fuel the growth in demand. The
federal Government’s clean energy target
(CET) needs a multi-faceted solution involv-
ing a variety of power generation technolo-
gies, Roles says.

““Biomass must form part of this multi-
pronged approach,”” he says.
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