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SUSTAIMABILITY, CLIMATE CHAMGE & WATER

The Business of Climate Change
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Presentation outline

e Context for business
- Climate Change — how will it impact the economy
- Governments policy agenda
* Implication for Australian businesses
— Reporting - National Greenhouse and Energy Reporting Act
- Emissions trading - Carbon Pollution Reduction Scheme
- What is it?
— How will it work?
— Choices and opportunities for business

* How KPMG is helping its clients
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Key questions

Regulatory compliance and reporting
® Does my organisation have direct obligations under the new /proposed legislation?

® Are appropriate systems and processes in place?

Financial and commercial
® VWhat are the direct and indirect costs for my organisation associated with the introduction of the CPRS?

e How will consumer behaviours change and what threats and opportunities will result from this for my organisation?

Business readiness
® |s the business ready to accurately report emissions and trade carbon permits?
® What are the accounting and tax implications?

Strategy
® How does climate change affect the strategic positioning and future of the business?

e What impacts will climate change awareness have on brands, investor relations, community affairs and other
stakeholders of the business?

® Are carbon abatement strategies in place
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Context for business
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Climate change - why is it already a business issue?

Potential Business Impacts

calgc

Potential Physical Impacts of Global Warming

* Increasing temperature * Increasing weather events
* Increasing sea levels * Habitat changes

Madium o long term

‘Carbon risks o Garbon opportunities
phiysical assel exposure « révenues al risk * new products and
‘assel impairment = supply chain processes
new costs » reputation * new investiment flows
resource scarcity » price volatiity * new M&A deals
level and rate of adaptation

Key determinants of impact:
= carbon productivity

QT —_

= Economic

s« Social

= Regulatory * Security

Potential Reactionary Impacts of Emission Reduction Activity

» Physical impacts on business
medel e.g. to water and cooling

* Regulatory landscape rapidly
evolving, giving rise 1o business
risks and opportunities e.g.
compliance, accounting and
reporting risks, and developing
green products

¢ Hardening stakeholder
expectaticns, requiring ceordinated
and coherent corporate responses

* [ncreasing litigation risks —
challenges to new regulations by
atfected businesses; damages
suits targeted at heavy polluters
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Australian government strategic response

1. Reduce Australian Emissions

2. Adaptation to changed climatic conditions

3. Influence international policy on climate change
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Reduction Targets

® To reduce Australia’s GHG emissions to by 60% compared to 2000 levels by 2050

® To achieve this at the lowest cost possible

Figure 12.1 Australian emissions reductions trajectories to 2050 (reduction in total
emissions)
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Australian governments policy response

Energy Efficiency Targets
To develop a market to
promote energy etficiency
related GHG abaterment
le.g. EEC, 1"';

Renewable Energy Targets

To develop a market 1o
promote the creation of low

/GHG emissions genefation

¥ CHNMEERVAET

Increasing the
investment and
development
opportunities in
substitute, energy
efficient, low carbon

Intemational VEET, NEET) b technologies in the
ermissons future — thereby

Reduced reducing the

correlation between
Greenhouse Gas high levels of carbon

intensive energy
consumption and
economic growth

COM. Ji | Emissions

g,
!

| Emissions Trading Scheme
To deveaiop a market 1o deliver
reduced GHG emissians, achieve the targeted
UERGW Sty peaiicimia Al reductions in GHG

3 ' | ‘ . -
Abatemant related actvites eg. f emissions

CPRS alone will not

An effective solution requires a combination of inter—elated and market-related policy levers
Other complementary related policy levers will be required {e.g. R&D tax concessinns, government rebates and grants)
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ey Norway and
operation, Switzerland

Canada - ; refining and 50 Korea -

Wide variety . -, ~ expanding — committed

~ Japan - now
beyond
voluntary

China — local
experiments

Australia —
on the way

B EU-ETS B Non-Annex 1 countries. Pote

CDM host countries

US—now a
certainty

Annex 1 counlries with ecunaomies in
transition. Potential J1 host countries B Kyoto Signatories outside of § HEW Z'Hla I"Id

B rrading System outside of = Elplﬂ
Kyoto Pratocol
progress
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Figure 3.2

40

Annual emissions pen parfon (t CO -e)

The 20 largest greenhouse gas emitters: per capita emissions including
and excluding emissions from land-use change and forestry, ¢. 2004
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B 1rclading land-use change and forestry emissiors [l Exclding land-use changs and forestry emiazians

_. Australia
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What is a greenhouse gas?

GHG’s Potential sources of emissions GWP*

*Fuel combustion, coal, oil, gas
Carbon dioxide, CO, *Industrial processes, cement clinker, iron and steel 1

sCombustion of biomass*

*Fugitive leaks from gas supply systems, coal mines
Methane, CH, 21

*Biogenic {natural) sources farming and waste disposal

*Fuel combustion, chemical production {huge)

Nitrous oxide, N,O 310

*Biogenic {natural) sources farming and waste disposal

Hydroflurocarbons

(HFC) *Refrigerants, fire retardants, inert atmospheres 140 - 11,700
Perflurocarbons (PFC) sAluminium production 6,500 - 9,200
Sulphur hexafluoride, *Engineering, metal casting and MV electrical switchgear 23,900

SF,

*Global Warming Potential
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Reporting
National Greenhouse and Energy Reporting Act
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NGER Act - What is it?

Under the NGERS Act corporations are required to report all:
e GHG Emissions [Direct emissions from combustion of fuel and imported electricity]
® Energy consumption [Energy in the form of coal, diesel, gas and electricity]

® Energy production [e.g., generation of electricity, production of diesel]

From the operation of facilities under the operational control of the registered corporate
group

Civil and Criminal penalties available under the Act, including CEQ fine of up to $220,000

Will underpin the Emissions Trading Scheme (CPRS)

Tonnes CO2 :> $$9
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NGER Act - thresholds and timeline

Facility
thresholds
Corporate
group
thresholds
125kt - ———
SQ0TJ 15 20T
FIRST REPORTING YEAR SECOND REPORTING YEAR [THIRD REPORTING YEAR FOURTH
2008-09 2009-10 1 2011-12
Corporations
to apply for 31 August 2009 31 August 2010 31 August 2014
registration by
Corporations .
to pravide 31 October 2009 3 Oclcber 2010 31 October 2011 31 Oct
data report by
Government :
to publish 28 February 2010 28 February 2011 28 February 2012 28 Feb
data by

Notes: T = lorapmst {10 joulest) of snespyy oonesmed or produid, i, = lolodonns |1 idograms] OO -8 equraient ol greerinousa paces
amified Convesmion tecion: Easgy—1 lerajouls = 1000 gigmoulss 1 pgatoule = [000 megepouss 1 megajoude = 000 kicyoudes. 1 nliosouin
= 000 e, OO0, ¢ e —{ alosicwrm = 0000 borness, 1 toneey = 1000 ilograoms
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Scope 1

Emission types Direct

Emissions from within the

Scope 2

Indirect

Emissions from

Scope 3
Embodied

Emissions embedded in

organization purchased electricity inputs
Examples . . i )
Electricity genaration Electricity consumption + Waste disposal
Industrial processes Purchased materials
Fuel usage for Business travel
transporting inputs Fuel usage for
Fugitive emissions transporting outputs
On site waste « Outsourced activities
Supply Chain vere
Mandatory Reporting - Voluntary

(NGERS)
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Emissions trading
Carbon Pollution Reduction Scheme (CPRS)
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The CPRS

Introduction in July 2010

Sets a price on carbon by:

® Setting a cap on the amount of emissions which can occur

® That cap goes down gradually

e Certain industries (covered by a threshold) must purchase a permit from an auction
® They can trade those permits

® Market will set the price

e Emissions Intensive Trade Exposed Sector will get some free permits

® Strongly affected industries — (stationary generators) will get compensation and other
forms e.g. free permits

e Forestry is in but voluntary (offsets)

® Agriculture out until 2015
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e Green Paper outlines the Carbon Pollution Reduction Scheme which is Australia’s
emissions trading scheme for Greenhouse Gases

— Excludes the proposed trajectory and hence does not provide estimates of likely initial
price
e T[reasury modelling of the proposal has now been released

e White paper due on the 15 December 2008
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Why a cap and trade system?

Alternatives for the Government are to set:
* Regulation
* Price and see what emissions are discharged (Tax)

e (Carbon emissions objectives and market sets price (cap and trade)
A cap and trade policy approach has been selected
Why?

=== o The cap & trade approach secures the environmental objective (control over the
emission limit) and let the market decide at what cost the emission reduction
should take place.
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Scope of scheme

® Aim is to cover as many sectors as practical given constraints of ability to estimate
emissions and associated compliance costs (e.g. agricultural emissions)

® Includes all six Kyoto gases

e Direct point of obligation as a rule, and some indirect when more relevant (e.g. transport
through upstream fuel suppliers)

AustraligGHG emissions CPRS coverage Free _permits
# :-.__,__-_°__"::r..'-".-"-'—'—" ! # .'..-_.-".-- m
\ . o SRy Free
{ ? ' 4 permits
585 mt CO2e Covering approx Approx 30% of assisted
reported in 2007 70% of national emissions (e.g. free
emissions permits)
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Carbon trading in practise

_ Penalty=7??
R P olIL T Teree e S 100EUR/T
Surrender permits under the
= o EU ETS

Aﬁnu'ﬂ- Hlﬂsﬁoﬂﬁ with shortfalls

Carbon Permit
Allocation 4

carried
over to future

! c"‘bﬂ;: ‘ . years
Perm N

Trading e

| ' : Shamed

Total Emission Cap R
< BAU e
set by

Authorities

Note: Permits grant the right
to emit CO2
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What happens to proceeds of Auction?

e At $20 carbon price $8Billion maybe generated (depending upon the number of free
permits issued) — GST was $408B

® All revenue will be used to help business and households adjust to the scheme

® (Government to establish a Climate Change Action Fund for those companies not
receiving free permits but still need assistance

— Capital investment for new low emissions processes
— Industrial energy efficiency projects with long payback periods

— Dissemination of best practice

® Significant assistance is proposed for households.

- KPMG in conjunction with ECOS and the Brotherhood of St Laurence have developed
a business case for the retrofitting of homes for low-income households
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Assistance to Business - EITE

e 'Carbon leakage’ is a significant policy challenge

® Relevant measure is the ‘emissions per unit revenue’ — considerable debate on whether
this is the right measure

Activities above 2000 (tonnes/$M revenue) will get 90% of historical industry baseline
Activities between 1500 and 2000 will get 60%
20-30% of permits will be allocated free

Share of free permits not to increase

Assistance would end if international agreements are made
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Strongly Affected Industries

e SAl characteristics
— Not trade exposed
- Emissions intensive as defined by EITE
- Very large sunk capital

— Ability to pass on costs is constrained by domestic competitors that face no
increases

e Proposed that assistance to generators will be ‘once-and-for-all’
e Investment in Carbon Capture & Storage technologies

e Details of packages to be determined
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Impacts on business

LIABILITIES AND REPUTATION

1 | I' . Reporting and Contracts: cost
g "'I_ exposure, pass on and
. 'r_' = Public data on joint ventures

carbon
productivity
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Costs — Macro picture - detail

Cost flows

— n-_u:._-l :_.-\.E.l'n.'\.\F ﬁ;l:

 Govern

—

Carbon Emitters Carbon Consumers

Stationary Energy
Transport

‘< Fugitive

7

\

Cpt-in Foresiry and LUC

5
2 Agriculture

Objectives
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530/t COZ-5 540/t COZ-e

Very low-income/ high

energy consumption $494.00 $624.00 $764.40
Very low-income/ medium i ; s s
energy consumption $390.00 $564.20 $657.80
Low-income/ high energy

consumption $478.40 $592.80 $715.00

e [n NPV terms {(over the period 2010/11 — 2021/22) the impact of the
e CPRSis approx. $16.7 billion on low-income households

604 COZ-6

$910.00

$780.00

$865.00
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Consumers do respond to higher electricity prices

1,400
= Denmark
1,200
w Japan
1,000 m Norway
.% . Best fit conslant price
: = Austria elasticity of -1.0*
Itaky
200 .
S Germany \® o Luxembourg
g Switzefland »
] Portugal -S"I‘;?r?lggd
A &00 France m =
@ pain = = New Zealand
£ Netherlands Hungary
= .
Greece p " ited States =
400 Australia Korea

[}
Mexico

Unfted c -d
200 Kingdom anada FPoland

Slovaka
[}
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Belgum

0
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Marginal Abatement Cost Curves

The fundamental question is do you buy permits or reduce emissions?

Cost $ / t CO,e abated

kt CO,e abated
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SUSTAMNABILITY, CLIMATE CHANGE & WATER

‘Test drive’ your emissions trading
auction strategies
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Our broader Climate Change services include:

Tox
Holping grganisstions addmas clian
complos; tax ixsuan and
cpporfunitiesn incliding acosssing
pEveraTian 1 grants and
envirprimantal moan tha

IT Advizary Sarvicas
Halping ompanisations optimisa iha
coniributian of ITin the maponeas 1o
thi chalenge of climaip chanpe.
inclyding Sustainabls 1T

KPMG

Helping business create

value and compatitive
advantage in a carbon
constrained world

Accounting adwisory and

[ EENELE BT
Aocouning advica and
assumnos in rslaton o neny and
aodEling Aporting recuirsments.

Transaction due dligonce
Helping organisations ideniify,
sprass and act on chmate changa
imphcations and oppartunitas in

Carbon readiness snalysis

Halping you undaiztand how yeell
your orpanisation is poaibonad to
raspond 0 4 carbon conatrsned
eTrpnmant

Lo carban sirntegy
Husiming organisanons respond
sElegically (o 8 catbon consirained
anwrocnmant 1o dalivaT wakes and
tibdla oompatiinag Sohvarisgn

Comiplianca and reporting
Hulping orpénissions identity and
manags ths new complanca and
oG reqursments
assooated with o cabon
ponstrsinad eminnmend.

Fisk and govemance
Helping orpanisatons identty and
mManagH T sk and ensure scund

Y EMan oo
FRATION I0 OEDOEATE TANSACHNTS,
Irrshmenis dnd Wl stanrs
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Presenter’s contact details

Michael Wood

Senior Advisor

+61 8 9263 7426
michaelwood@kpmg.com
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