Dowse CSP

The Grill - August 2011

Welcome back. With all the doom around, I hope you'll find this Grill a small distraction and some
reinforcement of the many good things that are happening. Use these links to sample as much or as
little as you’d like, or just graze from the Grill. We start with ‘brand’ this week, to get imagery on
the front page:

Brand: Fracking, New Zealand

Innovation: efficiency finance, Google, geothermal-coal hybrids, the loo

Networks: Sydney trigeneration, industrial parks

People: women, News, factories, social capital

Sustainable Investment (ESG): ratings, ACSI ESG guide, MSCI, Shanghai

Land, Water, Food, Energy (aka Climate Change): CEF, China, Tasmania, water

The Grill reflects our view that sustainability ties works on a company’s brand, people, networks and
innovation to materially impact its financial bottom line. Sustainable investment or ESG is where the

market decides just how much, and climate change is today’s major issue.

See past Grills and additional blogs at www.dowse-csp.com.au.

Brand

How not to do it. Fracking is not a pleasant word in

sound or meaning. Original exploration rights never Hello, my name is

. X . Talisman Terry, your
contemplated the risks put before us in the movie friendly Fracosaurus,
Gaslands. No amount of stakeholder engagement L0 e 10 acich you »;Z_//g

about a clean energy source
would remove those risks, but the Canadian gas called Natural Gas, found
I 3 . A right here in the Twin Tiers! s
drilling company Talisman has tried hard. Cited for e _esEeERyE. AN
— ‘ |

145 environmental violations, why not issue a
colouring book for the kids? The Colbert Report drilled it brilliantly. Go on, you need a
laugh.

New Zealand is taking action to defend its reputation as a sound fisheries manager, at the
risk of its free trade agreement with South Korea. A ministerial inquiry into fishing practices
in NZ territorial waters was announced on 14 July. Allegations have rained down on one
firm, for abusive working conditions, poor safety, and breaches of catch quotas and anti-
dumping rules. With foreign labour in use, the issue has been pushed by both the media and
NZ’s Maritime Union. I'll volunteer to take a study tour and report back, around the time of
RWC 2011. Top
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http://www.dowse-csp.com.au/
http://www.gaslandthemovie.com/
http://t.co/P0VT8fb
http://tvnz.co.nz/national-news/indonesian-crew-members-suffered-months-abuse-4306294
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Innovation

We all know the barriers to investing in energy efficiency (EE): upfront costs, uncertain
savings, uncertain payback periods, EE not a budget priority, no managerial capacity,
limitations on external financing, split incentives, operational interruptions, lack of multi-

plasma offsets etc. The EDF in the US has provided a handy guide to Efficiency Services

Agreements and other means to overcome these barriers. An investment fund finances the
energy efficiency kit, then draws its payments from the energy supplier under an agreed

savings plan. Neat. Top

Having been moderately successful in its first round of ventures, Google has embarked on
its next — clean energy innovation — helpfully setting out its thinking here. Using McKinsey
data and analytics, Google looks at clean energy’s potential for the US economy and sees lots
to like, which must be welcome news for anyone else looking at the US economy. Given a
free hand, new technologies would add 1.1 million jobs and $155 billion to GDP each year to
2030, while reducing household energy costs by $942 and oil consumption by 1.1 billion
barrels. Emissions would also fall. If matched by sensible policies (that old big “if” again),
the GDP and job benefits would both increase by a further 55-75%. Top

Hybrid power plants offer heavy emission reductions, and will be more likely with the
carbon price in place. The latest possibility is for coal-fired plants to tap into the geothermal
energy that typically lies at relatively shallow levels beneath coal. Energy is generated by
burning coal to turn water to steam, which then drives the turbines. Pre-heating the water
with geothermal energy could add 12% to the plant’s efficiency — a real step-change in
performance. The Liddell power station in the Hunter Valley already does the same thing

with solar. Geothermal would be cheaper and more stable. Top

It’s hard to imagine the amount of energy innovation and policy going on if you're listening
to the Australian polimedia. Every day it comes in waves. Take at random Friday 5 August,
the first day of the latest market meltdown. News comes of Nissan’s electric car that feeds
energy back into the home, of Obama’s package to double US car MPG standards by 2025
(saving its economy $1.6 trillion when it’s most needed), of Indonesia’s $16 billion
geothermals plan, of the UK’s expectation to reach 21TWh of tidal power by 2025, of the use
of salt-based energy storage for solar thermal plants that can store power for 24 hours and
deliver it to grid. Top

“No innovation in the past 200 years has done more to save lives and improve health than
the sanitation revolution triggered by invention of the toilet,” says the Gates Foundation rep

in her speech at AfricaSan, the third African Conference on Sanitation and Hygiene. “But it
did not go far enough. It only reached one-third of the world. What we need are new
approaches. New ideas. In short, we need to reinvent the toilet.” The Foundation is offering
$42 million in grants to come up with a better loo. "Not only is using the world's precious
water resources to transport human waste not a smart solution, it has simply proven to be

too expensive for much of the world". Shovel suppliers need not apply. Top
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http://www.greenbiz.com/sites/default/files/Energy%20Efficiency%20Financing%20Barriers%20and%20Opportunities_July%202011.pdf
http://www.greenbiz.com/sites/default/files/Energy%20Efficiency%20Financing%20Barriers%20and%20Opportunities_July%202011.pdf
http://www.google.org/energyinnovation/growth.html
http://www.climatespectator.com.au/commentary/cleaner-coal-answer-lies-below
http://www.gatesfoundation.org/press-releases/Pages/safe-affordable-sanitation-110719.aspx
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Networks

The Better Buildings Partnership is off and running, aiming to fulfill the City of Sydney 2030

plan to make the city power itself with minimal emissions. It’s the sort of very good news
that no one seems to hear about outside the interested parties, and indicates what’s really
going on outside the polimedia. This impressive piece of leadership covers 60% of the CBD
through its members Frasers Property, AMP, Brookfield, Charter Hall, Colonial First State,
DEXUS, GPT, Investa, Lend Lease, Mirvac, Stockland, the University of Sydney, the UTS.
Australia’s first commercial trigeneration operation opened in April, linking North Sydney
and the CBD. Trigeneration sees a gas-fired power plant in a city basement providing
electricity, heating and cooling for linked buildings. You'll hear more about it from the shock

jocks I'm sure. Top

Strong reports from North America of more industrial parks working together for
environmental gains — using each others” waste streams and collaborating on energy and
water infrastructure. In the Brampton zone near Toronto airport, Coca-Cola, Xerox, Unilever,
FedEx, HP, Walmart, and Kraft are working together, and you’d have to think that if they
can’t collectively get something done, no one can. But they do. Coca-Cola, for example, has
achieved strong material flow savings on the back of that cooperation. Now that’s
underway, they can focus on their real sustainability issue: internalising the cost of diabetes

that they have externalised to the public health system. Top

People

And why not step into the fire? The Economist has again raised the low number of women
on corporate boards. It looks at quotas and mentoring, before settling on the bigger issue: “In
most rich countries sexism and the lack of role models are no longer the main obstacle to
women’s careers. Children are. Most women take career breaks to look after them. ... Such
choices should be respected. But they make it harder for women to gain the experience
necessary to make it to the very top. What is more, big companies ... want a boss who has
worked in more than one country. Such foreign postings disrupt families; many women turn
them down. Many also prefer not to prolong their working day by networking after hours.”
To aspire to leadership in the corporate system is a 70+ hour, 50-week commitment. All or
nothing. Facing such an unreasonable choice, there should be enormous respect for women
who take either option, not to mention those who hang on tight for both. But the choice
simply shouldn’t be so unreasonable. “Wise firms will strive to remove barriers for women,”

the wise paper says. Top

Something never really rang true to me about an annual ‘audit’ of factory working standards
in Vietnam or Bangladesh through an afternoon’s visit by a youthful merchant of hope with
an on-line accounting degree from the Uni of Mid-West Utopia. Oxfam UK has a lot more

experience than this black duck on the issue, having seen tricks such as “the national anthem

being played as a signal for underage workers to go out the back of a factory as the auditor
comes in the front; software that shows how to keep double books ...; unregistered workers
sliding down a chute into an unauthorised factory beneath the one slated for audit”.
Balanced scorecards through the supply chain and mature industrial relations and HR

management skills will be more effective, and a sound investment. Top
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http://www.cityofsydney.nsw.gov.au/Environment/EnergyAndEmissions/BetterBuildingsPartnership.asp
http://www.theage.com.au/environment/energy-smart/the-magnificent-power-of-three-20110428-1dyx5.html
http://www.environmentalleader.com/2011/08/08/coca-cola-a-case-study-in-sustainability
http://www.economist.com/node/18988506
http://www.guardian.co.uk/sustainable-business/blog/social-audits-flawed-companies-developing-world
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“What goes around comes around”, tweeted independent guardians and observers of News
International, with more melody than usual. An amazing story that has far from played out.
It’s another stark reminder that ESG and sustainability issues reach far beyond low-emission
light globes. A business model that relies on the abuse of someone else’s rights is not
sustainable. As ESG analysis matures, those investors and employees who have a choice
start to drift away from the corporate culture and governance practices that allow such

abuse. Top

Is social capital declining or just changing places? Robert Putnam’s pathbreaking book
Bowling Alone argued that in the 25 years to 2000, attendance at club meetings had fallen
58%, family dinners 43% and having friends over 35%. If FaceTwitLinkia provides more
social interactions, does it offer the social capital that researchers have consistently found
delivers resilience and innovation in communities and companies? In the meantime,
employee volunteering is now a permanent fixture in CSR strategies, having now increased
150% in the US over the last decade to reach 1/3 of all US corporations. Well-directed

volunteering or, more beneficially, engagement on non-immediate projects on social or

environmental issues, foster working relationships across the firm: are extremely valuable

when immediate, commercial projects are launched. Top

Sustainable investment

Anyone who has heard of either GFC1 or GFC2 will have heard of S&P. The use of private

ratings for effectively state-guaranteed investments is bizarre. John Quiggin’s article on what

to do with the credit raters is terrific reading. Top

The Australian Council of Super Investors (ACSI) and the Financial Services Council (FSC)
have issued a new guide to ESG reporting, noting that “more than half of the ASX 200 fail to
provide meaningful information on their ESG risks. This Guide aims to assist these

companies”.

The many good parts about the guide include its advice to look at process and not just
numbers, and this handy quote on what sustainability and ESG are all about: “The
importance of the ESG factors extends beyond current liabilities and includes the
‘externalising’ of costs to society at large. Whether direct and deliberate, or incidentally and
unintentional, externalized costs risk being internalised by governments ... and so can
represent a material risk to companies. Externalised costs should therefore be minimized

wherever possible.”

Despite the very sound introductory notes in the Guide, it may still be read by some as a
“shopping list” of reportable issues, and there are some neglected processes that would be of
interest to owners and investors. It remains problematic that, as with ACSI and FSC, most

industry and governance bodies point to the Global Reporting Initiative as the best overall

reporting framework, but don't feel they can leave companies to report from it. Top

More data and automated platforms becoming available to analyse a company’s ESG or
sustainability performance. MSCI have released their on-line platform, just as Bloomberg

surveys companies again for its inclusion of ESG data in its total data package. There is more
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http://bowlingalone.com/
http://realizedworth.blogspot.com/search?updated-min=2011-01-01T00%3A00%3A00-05%3A00&updated-max=2012-01-01T00%3A00%3A00-05%3A00&max-results=28
http://johnquiggin.com/2011/08/07/what-to-do-about-the-ratings-agencies/
http://www.acsi.org.au/images/stories/ACSIDocuments/esg_reporting_guide.pdf
http://www.globalreporting.org/Home
http://www.msci.com/products/esg/manager/
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and more data available, which places more of a premium on understanding which of it is

relevant, and why. Top

On 22 August, the Shanghai Stock Exchange is launching its Sustainable Development
Index. That will further align entrepreneurial capital and government policy on climate

change. Top

Water

The PWC-SAM Sustainability Yearbook is always a good read, and is this time for its focus
on water. It identifies seven issues: aging infrastructure (leaks, sinkholes etc), demographic
change (shifts in needs and locations), climate change (shifts in availability and water-borne
disease), pollution, the energy-water nexus, food production and underpricing (eg, desal
water is often sold for 65¢/per kL). As a result, “41% of CEOs responding to the PwC Global
CEO Survey in 2009 said that freshwater scarcity will have a negative impact on their

company’s long-term success.”

There are a host of research sources to help get a handle on those risks, but as yet there is not
a global standard for reporting on them. SAM has now added water to its corporate
sustainability assessments, and found that only 34% of its studied companies know exposure
to stressed areas, 18% know the potential $ impact of that, and fewer still manage the risk
through integrated watershed management (15%) or scenario analysis (8%). Robeco is just

one of the international investors who will be pushing harder on the water lever.

When they try, though, most companies are quite effective in reducing water use. Since 2000,
Nestlé globally has increased its production by 63% since 2000, but dropped its water use by
33%. Inghams in Australia has found that employees ‘get’ the need for water efficiency: you
can see it, and it aligns with our private water restrictions over the past decade. Energy

efficiency, though, is another matter. Top

Climate change

See the Grill’s review of the proposed Australian Clean Energy Futures package. A sounder

package than the CPRS is drawing interest from global commentators. It will be an
interesting two years. A key issue is the extent to which liable but partially compensated
parties attempt to pass through their carbon price to business and consumer customers. That
will depend on the customers” understanding of the real costs, which are far less than those

feared, and their relative bargaining powers. Top

What annual emission reduction is feasible? For Australia, the bipartisan target is 5% below
year 2000 levels by 2020. That means getting from our current ¢.575Mt to c.530Mt in 8 years.
That's c.6Mt a year, or 1.2%. Can we do it? Me thinks so. Compensation to the liable
industries is set to fall at 1.3% a year, which will keep them moving. But emission reductions
by firms who have actually started well exceed this rate, with many on track to meet any

globally agreed target of 20-25%. Top
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Is China doing much? Yes. With a compelling history of meeting its objectives over the past
25 years, China’s next Five Year Plan should be mandatory global reading. Michael Jacobs
has done the trick on its climate policy, here in Inside Story. With an economy growing at 8%,
there’s no doubting China’s emissions will be rising. But its emissions intensity will fall by
16% to 2015, on a path to a 40% reduction by 2020. That is a reduction of 2.5 gigatonnes of
COze per year, or five times more than forecast European reductions, and about five times
more than total Australian emissions. With that start, reductions through the critical period
2020-2040 look a little more achievable.

How will they do it? In (very) brief: 25 new nuclear reactors, doubling wind to 100GW,
quadrupling solar to 50GW, hydro up to 284GW, vehicle standards to cut emissions by 30%,
$750 billion into R&D, $500 billion into high-speed rail, and carbon pricing.

Against this will be 260GW of new coal-fired power (taking it well over 900GW), only a little
of which is offset by the closure of older dirtier plants. For reference, Australia’s total energy
market is about 50GW. So what's the point of our action? The global targets take China and
India’s inevitable growth into account (as they go from 1/4 (China) or 1/15th (India) to
perhaps 1/3rd of our per capita emissions). Those global targets, with all developed and
developing countries playing a part, are driving the technology to deliver the real decline in

China’s emissions from 2025. Top

Another complexity of climate change policy is that it interacts with many other social and
environmental issues. That means that companies need to consider a whole sustainability

solution, rather than just a carbon one. But the same can happen in reverse. A carbon price
might open opportunities for solutions to existing environmental and social issues. So, this

month’s Tasmanian Forest Agreement may have pre-empted a carbon price being secured

for the sequestration value of the at-risk old-growth forests. Top

On 28 July, the Californian Public Utility Commission adopted rules requiring all the State’s
power distributors to provide smart meter data to their customers, or third party experts
that the customers nominate. There will be teething problems — speed of access, privacy
through wireless data monitoring on iPhone etc. But what happens in California eventually

gets here. Top

The Grill is information and opinion from Dowse CSP, advisers on corporate sustainability, responsible investment and
related actions. More tailored information is provided direct to clients.

To subscribe, unsubscribe or comment, contact thegrill@dowse-csp.com.au,
or comment on the blog at www.thedowsegrill. wordpress.com.

For all other queries, contact us on 02 8922 9617.
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