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Environmental Upgrade Agreements (EUAS)
- A Better Way to Pay!
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Presentation Notes
6 councils: Melbourne, Sydney, North Sydney, Parramatta, Newcastle, Lake Macquarie
2 councils expected to launch EUA programs late 2013/early 2014: Wollongong, Penrith
SA to launch program, subject to legislation
Over $40 million of current investments made with a growing pipeline

Matched to government grants 
Direct loans up to $500,000
6 year term
Products:
Owners Corporation
No money down LED finance
On Bill finance
Solar finance
Targeting Innovative products and services
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We can fund the capital component of this program. 

Projects that we can fund LED lighting, high efficiency pumps, chiller units so on


Sustainability Victoria's office buildiﬁbs
program and.SustainablesivielbourneFund
coIIaboratlon

1. Opportunities | 2. Building Installation | 3. Monitoring
Assessment Tunning

Sustainable
Melbourne 50%
Fund

Sustainability 50%
Victoria

This results in $Oditialspend from the bU|Id|ng owner
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Currently, Sustainability Victoria is offering funding to conduct building tunning

Program is structured in three steps

Opportunities assessment (energy audit)
Building tuning (optimising existing equipment)

12 Months of monitoring

SV will provide 50% of costs to conduct all three steps of this program. 

SMF can fund the matched funding requirement.

This table lays out how the funding works collaboratively 

[click]

Invariably energy assessments will identify capital upgrade opportunities. These opportunities are not eligible for funding – SMF can fund 100% of this.

[click]

Our funding arrangement with matched funding from SV means no out-of-pocket expense for building owners.



WHY? - Environmental Upgrade Agreements
(EUAS)

« 3 Main Barriers to energy efficiency

— Access to capital
— Split Incentive
— Not ‘core business’

e EUA's offer answers to the
above by providing

— Access to capital
— Enabling benefits of EE to be shared
— Can add money to the bottom line
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Leveraging government funding to undertake a
complete upgrade

e According to 2013 ‘1200 Buildings’ survey 4% of
building owners are going to “tune” their building

e Building owners and tenants want “deeper”

upgrades — 52% view retro-fitting as an
Investment

e Typical building upgrades are:
— Lighting upgrades
— Building management systems
— Chiller upgrades
— Increase in solar installations
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W hat does an EUA achieve?

» Captures wasted money and allocates it to capital improvement

Ageing and
inefficient asset

Lo tamant retartion
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Improved asset

Future-proofed
against rising
utility costs

Highar tenart ratention
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An EUA is the finance mechanism that enables buildings to go from (CLICK)
the left, sick, grey building on the left  (CLICK)
to become the green, energy efficient and higher value property on the right.

Capture dollars on left and re allocating them to delivering capital improved assets on the right (CLICK)

“It’s a way for property owners to pay for improving their asset.”

It allows for Improvements to be paid for through a special levy on the property RATES notice
And it creates new borrowers in the market – the buildings, 





How does an EUA work?

* Loans are repaid through council rates and the Council acts as collectionagent
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What can an EUA pay for?

 End of life plant equipment
(boilers, chillers)

e Lighting upgrades
 Installation of trigeneration

plants to produce low-
carbon thermal energy

« Natural gas upgrades
 Water upgrades
 And much, much more...
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What is on your maintenance schedule wish list?
What is at end of life? 39% of upgrades happen at end of life
Are there other things on your wish list that could be enabled with an EUA?
An EUA is an attractive way to pay for these works.

For example, using an EUA to fund a full lighting upgrade alone, a large commercial building in the city can reduce its power bills by about 60-70% each year while increasing the value of the asset. 



So why bother with an EUA?

— You have an annual budget to deliver projects

—Its never enough to fix your building!

— With an EUA you can deliver more for less, you
need to know how

— As an FM, you have access to Building owners
and tenants
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An EUA gives you a bigger capex budget



Environmental upgrade agreements - economics
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Mid 2010 Bill intorduced to parliament – Passed August 2010 
Changes made to City of Melbourne Act 2001 to enable the City Place an Environmental Upgrade Charge on the building
After 3 years of engagement and development between the City, a bank and the state government

In September 2010 Victorian Parliament passed Australia’s first legislation to support the large scale environmental retrofit of city buildings

City of Melbourne Act 2001 amended to enable Melbourne City Council to levy a new form of statutory charge, called the environmental upgrade charge

This legislative change provided the basis for environmental upgrade finance

The power afforded local government to levy council rates and charges is the key crux of the opportunity

Headlines
Access to Capital
Cheaper than otherwise available
Longer tenor, fixed interest
Detail
Access new cash flows to improve buildings
Alignment of incentives 
Environmental upgrade finance developed by Melbourne City Council to overcome lack of access to capital
Makes it easier for building owners to obtain finance for environmental retrofits
Common and custom environmental upgrades stipulated by Sustainable Melbourne Fund



Simple Project opportunity

Debt - Short
term low cost

Loan Amount $817,600

Tenant Receipts = 80% of savings mm—m——77 7>
Project Simple Payback
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HVAC upgrade
9 storey – 11,000 m2 bldg
Chillers, boilers, AHU


Simple Proj

Free Cash | = -

Fixed EUC | - -

ect opportunity ... Continued

-

$180,000

$160,000

$140,000

$120,000

$100,000

=$86;000

$60,000

Tenantbenefit- 2% growth in electricity prices

1

2 3 4 ) 6 7 8 9 10 11 12 13 14 15 16 17

PNet savings to tenant BEUC payments

Tenant NPV: +$358,836
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1.05MW solar project
 - NPV equals shareholder value – project could be financed over 11 years with positive NPV – but negative cash flow
 - Cash is king


Environmental upgrade agreement economics
- Building Owner

Providing Building Owners real benefit— New revenue, better cash-flow.

DEBT EUA
TOTAL INITIAL PROJECT COSTS TOTAL INITIAL PROJECT COSTS
DESCRIPTION cosT DESCRIPTION CosT
BASE BUILDING IMPROVEMENT MEASURES $817,600 BASE BUILDING IMPROVEMENT MEASURES $817,600
TENANT IMPROVEMENT MEASURES 5. TENANT IMPROVEMENT MEASURES | $499.827
PROJECT FEES $60,000 PROJECT FEES $105,000
VEET INCENTIVE L35 VEETINCENTIVE ---------------------------------------------------------- - $59,979
TOTAL ANTICIPATED COST (+/- 15%) $877,600 TOTAL ANTICIPATED COST (+/- 15%) $1,362,448
BUILDING OWNER BENEFIT BUILDING OWNER BENEFIT
ANTICIPATED ANNUAL DEBT PAYMENT (3 YRS, 8% P&I) -$330,010 ANTICIPATED ANNUAL DEBT PAYMENT (10 YRS, 7.5% P&I) - $194,879
ANTICIPATED RECEIPTS FROM TENANT e ANTICIPATEDRECEIPTS FROMTENANT ---------------------------- -5195,222
NET CASH POSITION OF BUILDING OWNER NET CASH POSITION OF BUILDING OWNER $343
SUSTAINABLE
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Environmental upgrade agreement economics - Tenant

Replacing Volatile costs with fixed costs

Fixed cost

$900,000

$800,000

$700,000

TENANT POSITION PRE AND POST RETROFIT

TENANCY ENERGY
(VARIABLE COST)

Variable -

costs
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Base building project 
- EUA section provides a greater hedge to tenants against future energy price rises

- Shown here in a – no net worse of situation in year 1

- Tenancy Lighting upgrade simple payback of 4.5 years (Capex $360,000) 35% $ savings

Base building Upgrade simple payback 10 Years (Capex $413,000) 21% $ savings

Tenant lighting upgrade protects tenant better from future energy price rises – some tenants will be already paying a higher unit cost for energy than base building

CLICK, CLICK

This hedge is good for tenants and building owners
Yellow section represents a payable to the building owner – increased revenue (larger liability)
Comprehensive projects have a larger payable to the building owner than base building projects only
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PROVIDING TENANTS WITH AN ENERGY PRICE HEDGE

YEAR ENDING

EXPENDITURE PRE RETROFIT

EUC PAYMENT TO OWNER

2012

2013

Environmental upgrade agreement economics - Tenant

Providing tenants with an energy price hedge — other prices increase — EUA stays the same!

2014

$480,289

TENANT OUTGOINGS

TOTAL EXPENDITURE

EXPENDITURE POST RETROFIT

EUC PAYMENT TO OWNER

$396,933

$790,041

$195,222

$436,627

$195,222

$195,222

$336,203

TENANT OUTGOINGS

TOTAL EXPENDITURE

NET POSITION

sustainablemelbournefund.com.au
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$782,510

$7,531
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$305,639

$841,239

$27,807

$50,108
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The hedging can be shown over time 
CLICK
Year one the benefit can be seen
CLICK
Year 2 its greater still

So for a tenant in year one, at no net cost
They occupy a better tenancy and base building
Also save on the costs of moving to another building

How do tenants and building owner determine the proportion of costs (and savings) that is shared between them?  
This occurs through mutual agreement - commercial parties determine how to calculate savings and negotiate payment of the upgrade

Assume a successful project








®
A new tool to Fix your Building

e Old way of building project
— Capex. Budget - bidding
— Base building
— Let the tenants know

e The EUA way

— Work with your tenants to
deliver greater outcomes for
all

— Capture cash-flows for
capital improvements

SUSTAINABLE
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A new way to capture 100% of the commercial opportunities from your retrofit project.
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Scott Bocskay, Chief Executive
scott.bocskay@sustainablemelbournefund.com.au
www.sustainablemelbournefund.com.au

+61 3 9658 8666 e
Facebook: sustainablemelbournefund

Twitter: @SMFAus
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