





replacement refrigerants such as R134a is a shared burden — property owners,
and R410A will almost double due to managers, tenants and technical service
their GWP. providers all have a part.

Rising electricity costs, however, will
represent enormous opportunities for an
industry responsible for the majority of
its consumption in buildings.

This is certainly the view of A.G.
Coombs’ strategic development director
Bryon Price, M.AIRAH, who expects an
increase in the demand for services that
result in a measurable energy-efficiency
improvement.

Yet he says such opportunity is a double-
edged sword for an industry that until
recently has been judged almost solely on
its technical ability to deliver reliability,
and indoor environmental conditions at
alow cost.

“How you get to a situation where each
party is responsible for their bit and is
equitably recompensed for taking that
responsibility is something we haven’t
“As an industry we will be called to really addressed before. It can be done

account for the performance of the but it is quite different to how we have
systems we design and importantly, managed all this in the past.”
maintain and modify,” says Price,

who is an AIRAH board director. Similarly, WSP principal and AIRAH
“Responsibility for energy efficiency president Sean Treweek, M.AIRAH,
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expects next year to provide many
opportunities for the industry,
particularly in the building retrofit

and upgrade market, as the impact

of a carbon price works its way through
the building leasing cycle.

But as an industry that contributes more
than its fair share of carbon emissions,
he says it is inevitable that we will also
feel the financial effects of a carbon price.

“We are an industry based on energy-
consuming plant and equipment,
refrigerants and resultant emissions,”
Treweek says. “And with the carbon tax
shifting longer term to a market — driven
pricing scheme, the HVAC&R industry
is not likely to get off lightly.

“Will we get to the point of a consumer
buying refrigerant and getting a chiller
thrown in for free? I hope not, but with
carbon priced on the open market there is
a potential worst-case scenario right there.”

In the short term, Treweek says the
step-increase in energy costs for owner-
occupier buildings will certainly be
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noticeable and should mean an increased
focus on plant and equipment efficiency
and upgrades.

For landlords, he says the impact will
be lessened, as the energy cost is usually
passed on to tenants through outgoings.

“If there is no split incentive to improve
efficiency, then this will create a lag in the
system, whereby landlords do not have
significant incentive to improve building
efficiency until they need to market the
space and deal with competition.”

In the longer term, he expects the effect
to be the same. But for the majority

of leased buildings he believes market
competitiveness rather than the initial
cost imposed by the price on carbon will
be the driver of energy efficiency.

One of the more interesting back-
stories to this is likely to be played

out in Australia’s existing buildings —
particularly those outside the portfolios
of large property owners.

In this market, improvements in energy
efficiency have been slower to materialise;
however, evidence is emerging that the
imminent introduction of a carbon price
is “shaking the tree”.

“Those who have passive assets that have
been sitting on the balance sheet for a
while, with not a lot of capital expended
on them ... are beginning to realise that
they need to do something to these assets
so they remain relevant in the market,”
Treweek says.

Higher energy prices resulting from the
carbon price will only serve to amplify
the difference between low-energy and
high-energy consuming buildings.

Those who have already engaged in a
strategic process of “greening” their
portfolio will be at a distinct advantage,
at least in the short term.
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“Higher energy prices [resulting from a
carbon price] suit our focus on efficient
property management,” says Craig
Roussac, general manager for Investa
Property Group, one of Australia’s largest
property owners and managers.

“We’ve anticipated this market for a long
time.”

Interestingly, while many are concerned
about just how high energy prices will
rise, some such as Investa have been busy
locking in short-term electricity rates.

“We recently conducted an energy
procurement process focused on the
opportunity to embed distributed tri-
generation across our portfolio,” says
Roussac. “As it happens, the prices we pay
for electricity will be lower for the coming
three years than they have been, and our
consumption will be lower too.”

Although at a big-picture level the
industry stands to benefit from increased
electricity prices, at a business-operations
level industry members will be just as
affected as the rest of the nation.

This includes the thousands of small and
medium businesses that make up the vast
majority of the industry.

Higher electricity bills teamed with the
increased capital requirements associated
with dramatic refrigerant price hikes
would be of concern for many small
business owners.

Even the industry’s larger company
members remain acutely aware of the
impact on their bottom line.

“As a company who leases space, our
energy costs will increase like everyone
else,” says Treweek. “But we do practise
what we preach in terms of reducing
consumption, so the overall impact is
certainly manageable.”

Despite the consideration of operational
carbon impacts being already well built
into new building design, accounting
for HVAC systems when the embedded
energy of buildings is more closely
considered in the future remains an area
for improvement.

According to Price, the focus on
operational issues around maintenance
and system management, as well as how
tenants use and modify buildings, have
been areas not well understood, too hard
to do something about, or simply too
marginal in their returns.

“This will change,” he says. “In achieving
optimal energy efficiency and then
keeping it, the devil is in the detail and
persistence and consistency is the key.”

Improving the business case for building
upgrades and retrofits appears to be one
of the benefits already emerging as a
result of a carbon price.

Established by the Australian government
as an independent company with over
$100 million initial funding to develop,
design and deliver energy-efficiency
finance solutions, Low Carbon Australia
has identified the property sector as an
area of investment.

Already it is providing finance to deliver
energy savings and carbon reductions
across the sector, which accounts for
approximately 19 per cent of total energy
consumption in Australia, and 24 per
cent of the nation’s total greenhouse gas
emissions.

It says the commercial buildings sector in
particular, has the potential to contribute
11 per cent or 28Mt of CO,e of the total
2020 lowest-cost emission reduction
opportunities for Australia.



“The introduction of a price on carbon
should improve the business case for
organisations to take action to improve
energy efficiency and reduce their carbon
emissions,” says Meg McDonald, CEO of
Low Carbon Australia.

McDonald cites a report by Port Jackson
Partners and AGL that forecasts energy
prices to double by 2015, and says
substantial reductions in payback periods
for energy-efficiency upgrades would
result from such an increase.

“Investing in building retrofits and
smarter, new energy technologies is
critical for long-term sustainability

and positioning for the low carbon
economy,” she says. “This is where Low
Carbon Australia is already investing
and is developing new finance facilities
designed to make it easier for businesses
to successfully invest in these projects.”

The business case for energy-efficient
technologies previously deemed marginal
in their benefit is also sure to improve.

A simple payback or net present value
analysis of a marginal system may yield a
more positive result as soon as energy costs
rise by 20 per cent. If these costs double as
forecast by many, the business case for such
systems will be significantly greater.

This equation could be as simple as one
chiller compared to another, or as complex
as reconsidering the case for entire HVAC
designs, like low temperature variable air
volume versus under-floor air distribution
versus chilled beams.

The use of co — and tri-trigeneration
systems is another technology that is
almost certainly set to explode in the
marketplace.

According to Treweek, in tenanted
buildings where major efficiency
upgrades are difficult due to occupant
impact, installing co — or tri-generation
for local generation, while expensive, may
be seen as one way of reducing carbon
emissions without having a major impact
on building operations.

“Personally, however, I tend to favour
consumption reduction before fuel
substitution,” he says. “However, I do
recognise the place that a well designed
gas-fired local generation plant has under
the current compliance and market
environment.”

With an increased uptake of such systems
expected over the next five years, many
question whether our existing utilities
infrastructure is ready to cope.

Price says a number of issues present
themselves when local generation is
scaled up.

“The electricity grid isn’t designed to run
backwards, and our gas supply ultimately
isn’t designed for this type of demand
either,” he warns. “Then there are also
emissions issues that few jurisdictions
have yet to properly deal with.”

He says one of the common issues,
particularly with tri-generation systems
in buildings, is their lack of integration
into existing building services to achieve
the full potential of the investment.

“They often end up as add-ons because
the people involved understand co-gen
but not building services,” Price says.

“I don’t know if we really want a

future where a co-gen set is found in
every basement. The future, as has
already been identified, will embrace a
range of energy — generation alternatives
—hopefully as many as possible from
renewables — and local generation will be
one of those for some time to come, and
we will see the technology morph from
relatively unsophisticated reciprocating
generators into things like fuel cells.”

According to Roussac, however, the
national electricity market is currently
a much bigger factor in the viability
of distributed energy generation
investments than the carbon price.

“Coal-generated electricity is being sold
on the wholesale market at prices that
can’t be sustained,” Roussac says. “This
is a problem for generators that have

an inherently higher marginal cost of
production.”

He says the property market would be
forced down a path of consumption
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reduction if the wholesale electricity
market wasn’t working in the other
direction.

“The whole national electricity

market needs a rethink,” Roussac

says. “The Australian energy market,
from our point of view, is inefficient.
Demand-side players like property
companies do not get clear time-of-use
price signals, so we don’t worry about
the issues the generators and networks
worry about.”

One of the sales pitches put forth by
the government is that by introducing
a carbon price Australia will be in

a position to lead what is already a
competitive, carbon-constrained global
business environment.

Yet the question of whether it will
encourage leadership and innovation,
or reward the fast second, remains to be
answered.

According to writers Paul Geroski and
Constantinos Markides, a “fast second
company” lets other companies innovate
and experiment to create new markets.
Then the fast second enters the market
just as the dominant design is about to
emerge, helps create the dominant design,
and uses its size to capture the market.

Although Mitchell believes that

taking the lead and innovating are
vitally important, he concedes that in
some ways building on the shoulders
of others is the natural order of things.

“In my view, a carbon-pricing mechanism
will encourage innovation,” he says.
“There is ample evidence of this in the
NOx and SOx cap (the emissions trading
scheme operating in California since
1994).”

With Australia set to be a global pace-
setter by placing a price on carbon,
Treweek says he would be disappointed if
it does not result in significant leadership
and innovation.

“The technology is out there,” he says. “It
is up to the industry to use its leadership
position to apply the technology well
and put together the pieces of the jigsaw
puzzle.

“As they say, the only constant these
days is change, so if we don’t lead then
rest assured we’ll be overtaken pretty
quickly.”
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