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The 4C Electricity Project

The project “Consumer Choice and Carbon Consciousness for Electricity (4C Electricity)” is
being carried out under the framework of the EU Altener programme. The am of this project
is to promote Electricity Disclosure, i.e. consumer information about the source of the dectric-
ity product they are currently buying and the implications of its generation.

By asssting consumers to make an informed choice in the liberalised market place, this project
proposes to develop a label (and the information system behind it) that will provide them with
detalls of the content of their supply mix and its resulting environmenta implications.

By desgning an information system which displays details about the primary energy sources
used to generate a certain product, this labe will provide atool which can aid consumers and
policy makersin greening Europe s dectricity supply.

The Electricity Disclosure scheme will be explored within the context of liberaisation, in order
to ensure that a functiona and practical scheme is proposed. An assessment of the opportuni-
ties and barriers to labelling, and especidly for tracking eectricity, from the changes to the
European liberdised markets will therefore be undertaken.

These will be achieved through the following activities

Phase 1: A study of the ability of suppliers to access and provide the information needed
for an dectricity labd within the context of liberaisation.

Phase 2: A study of what the labe will mean for consumers and what consumers want by
consulting with them directly through focus groups and a telephone survey.

Phase 3: Development of policies to maximise the impact of the labd, aswdll as investigat-
ing the need for associated policies to ensure effectiveness. This fina phase views the label
as part of a policy framework towards a lower carbon future, and suggests a policy tool-
box that can be employed to build on the labdl.

In the course of the project, two workshops will be held, which form key ddiverables of the
AC Electricity project. The project find report will be available in October 2003.

This report is an outcome of Phase 2 of the project. It is based on a number of interviewswith
large indudtria eectricity usersin five European countries.

For more information about the 4C Electricity project, please vigt the project website:
http:/Aww.€ ectricitylabel s.com
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Executive Summary

This report is based on a series of key informant interviews investigating views on dectricity
disclosure among industry and other large dectricity consumers. The objective is to provide
comparative information on eectricity procurement, and acceptance of future disclosure
schemes, in key sectors across five European countries.

The target group included managers and coordinators of electricity procurement, company
executives and company environmenta policy coordinators in energy intensve indudtry, large
public consumers and dectricity procurement advisers.

Key findings

In most cases, a purchase unit of the company manages the whole dectricity procurement
procedure

In many countries and sectors, a niche market for eectricity procurement advisng and
coordination services has devel oped

In Hungary, it is 4ill the highest-ranking company executives who decide on eectricity
procurement. So far, none of the interviewed organisations had selected a supplier based
on the competitive bidding processes available

Largeindustry consumers buy areatively smal amount of dectricity from abroad
Priceis by far the most important criteriain selecting a supplier

Other evdudion criteria include adminigrative (billing and monitoring) streamlining, secu-
rity of supply (meaning a reliable supplier that can fulfil obligations) and information on
primary energy mix and environmenta impact

Most of the nterviewees were postive towards a standardised information system that
would smplify the dectricity procurement process and give the purchaser a standardised
formulafor comparing different eectricity products offered by suppliers




Largeindudry synthesis

1 Introduction

The proposed European Directive on liberdisation of the European eectricity market is due to
be implemented in July 2004, enabling millions of households, public inditutions, as well as
private companies to choose their dectricity supplier, in many ingances for the firg time ever.

Along with liberdisation of the eectricity market, the European Commisson has introduced
the concept of dectricity disclosure throughout Europe with the inclusion of a labdling provi-
gon in the proposed directive. As with liberdisation, eectricity disclosure has aready been
introduced into a smal number of European countries, such as Audria, dthough it is more
widdy egtablished in the US. It is within this context of liberdisation and disclosure in the
European dectricity market that the 4CE project is being carried out.

Large dectricity consumers represent a large market share, and as private and public provid-
ers of goods and services publish ever more detailed information about environmenta impacts,
the usefulness of dectricity disclosure increases.

It is dready now common practise in many countries that larger companies publish information
on environmenta impacts (in annud reports or separate environmenta reports) from their ac-
tivities, sometimes disaggregated down to the level of environmenta impacts per KWh of eec-
tricity used.

The am of this sudy has been to investigate the views on disclosure among large dectricity
users in Audtria, Germany, Hungary, Sweden and UK. This has been done through a totd of
26 interviews with people responsble for, or with detailed knowledge of, dectricity procure-
ment procedures within the organisation.
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2 Background and objectives

2.1 Background

In order for a disclosure system to be effective, it is important to make sure that a systemiis
designed that is perceived as useful and codt-effective to large indudtrid dectricity consumers.
Nonetheless, it is increasingly common that companies include environmentad informetion in
annua reports or other publications, sometimes with specific reference to impacts from eec-
tricity consumption. Switching dectricity supplier is often one of the smplest methods available
for reducing a company’s environmental impact, and thus it is assumed that a reliable and
standardised disclosure system would smplify this process even further.

Getting large indudtry interested is thus a question both of the effectiveness of disclosure asan
indrument, and the credibility of disclosure as a concept. Therefore a clearer picture of the
decision-making process of large industry dectricity procurements and the perceived vaue of
environmenta informetion is needed.

It is not within the scope of this project to conduct a quantitative and representative survey of
the views in dl the different sectors that congtitute “large industrid consumers’. Rather, alim-
ited number of interviews of a more quditative nature were conducted to get some views on
disclosure in different types of organsations with varying environmental profiles. A total of 26
interviews (see 3.1) were carried out in four EU countries (Austria, Germany, UK and Swve-
den) and one candidate country (Hungary).

2.2 Objectives

The overdl objectives of the investigation isto provide recommendations regarding the design
of an dectricity information system that would be suitable for and acceptable to large eectric-
ity consumersin Europe.

The investigation will am to generate a better understanding regarding under what circum-
gtances and in what way large dectricity users might respond to a standardised dectricity dis-
closure system.

More specificaly, the am of the interviews was to better understand:
The generd process by which companies choose their dectricity supplier.

The types of information that large eectricity consumers teke into congderation when
choosing their dectricity supplier.

The leve of importance large eectricity consumers place on different types of information
when choosing their dectricity supplier.

The motives behind placing a certain leve of importance on different types of informeation.

The relative importance large eectricity consumers place on environmenta qudities of their
eectricity supply and the motives behind this.




Largeindudry synthesis

Information on an eectricity labd that would be potentidly rdevant and useful for large
electricity consumers.

Factors which might trigger large eectricity consumers to place importance on the envi-
ronmental qualities of their dectricity supply
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3 Method

The investigation of large consumer behaviour conssted of face-to-face or telephone inter-
views conducted by each project partner in their respective countries (Austria, Germany,
Hungary, Sweden and United Kingdom). The interviewees were persons from within the
company that could answer questions regarding company policy and procedures regarding
purchase of eectricity

3.1 Selection of interviewees

The target group selected consisted of large organisations (more than 250 employees), both
private and date-owned. As the am was to provide quditative understanding only, the inter-
views were spread over arange of sectors. Five types of large eectricity users were targeted
induding:
Private companies with a pronounced environmenta profile, very concerned about envi-
ronmental quaities of their eectricity supply

Private companies, potentialy concerned about environmenta qudities of their eectricity
supply

Private companies, with little concern about the environmenta qudities of their dectricity
supply

Government agencies or state-owned companies

Business associations or procurement coordinators/facilitators.

This spread of organisations was chosen to provide further understanding of the processes and
priorities of companies that buy green dectricity today, those that may be consdering it, those
that have no interest in environmental qudities and those that adhere to public sector procure-
ment regulations.

Table 1 Interviews by country and company profile
Country |[No of inter- No currently buying | No of private/
views green electricity public/other

Austria 6 0 5/0/1
Hungary 5 0 3/1/1
Germany 4 1 3/1/0
Sweden 5 2 3/1/1
UK 6 3 4/2/0
Total 26 6 18/5/3
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3.2 Questionnairedesign
The questionnaire was intended to give a clearer picture of some of the procedures used for
eectricity purchases, and some of the underlying reasons for the type of product chosen.

The complete ligt of interview questions used can be found in annex A. Not al questions are
relevant to dl interviewees, but the same list of questions was used as a guide for the inter-
views across dl five countries. The interviews conducted did not follow a set pattern, but the
focus of the questions were on the following overdl issues:

Generd eectricity procurement procedures
Rdative importance of criteria used when selecting a supplier
Potential advantages of a standardised disclosure system for the consumer

Preferred format of environmenta information from suppliers
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4 Findings

In this section the main findings from the interviews are outlined. It is important to remember
that these findings in no way clam to be satistically representative for the wide range of large
electricity consumers in Europe. However, a number of the companies interviewed belong to
some of the brgest dectricity consuming sectors in Europe, as well as sectors purchasing a
subgtantive share of the environmentaly certified eectricity avallable to private and public
companies. Thus, while the findings are not Satigticaly representetive, they represent arange
of views of actors who will be insrumenta in anchoring a EU-wide dectricity disclosure sys-
tem in industry.

In the following section, Hungary will be trested somewhat separately from the member Sates
investigated (Audtria, Germany, Sweden and UK), as the Situation regarding market liberdisa-
tion and experience with environmenta criteria in eectricity procurement within Hungary is not
comparable to the other countries.

4.1 General electricity procurement decision making process

In the four EU member states studied, electricity market deregulation has made dectricity sup-
ply procurement anatura part of operations amongst private and public large consumers.

In most cases, a purchase unit of the company manages the whole procurement procedure.
The generd process is as follows. The needs are identified in terms of volumes and delivery
dates, technical specifications (AC frequencies for example), environmental standards, etc and
put together in a tender invitation. The bids are evauated according to a set of weighted crite-
ria (see section 4.2) and one or more bidders are invited to negotiate the terms of a supply
contract. The one with the highest ranking is awarded the supply contract, which typicaly run
for between 1 and 5 years, though the range of 2-3 years seems to be most common. Some
purchasers, mainly very large ones like rallway operators, complement the long-term contract
with purchases on the spot market, or short-term contracts.

In many countries and sectors, a niche for eectricity procurement advising and coordingtion
services has developed. These consst of independent consultancy companies or business as-
sociations' that serve severd large dectricity purchasers.

In Hungary, athough eectricity market liberdisation is not yet fully implemented?, industry has
been planning for the competitive dectricity supply market for severd years. It is dill the high
est-ranking company executives who decide on eectricity procurement and while negotiating
with severd potentid suppliers, none of the interviewed organisations had sdected a supplier
based on these competitive bidding processes. The organisations interviewed were dl in fa
vour of a competitive market. Even though a shift in supplier mentdity was expected (though it

! For example CHEEP (Consortium for Higher Education Energy Purchases) in the UK or Kommentus (a
procurement coordinator owned by the association of municipalities) in Sweden.

% From 1* January 2003, large consumers with annual demand in excess of 6.5 GWh are eligible to enter the
competitive market. The liberalisation is planned to be fully implemented in 2007.

7
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was not clear exactly what was meant by this), the long-term relationship between supplier and
consumer was deemed crucid in the future as well. This may reflect caution about rushing into
new agreements with unknown suppliers when the market is liberaised, or smply reflect an
old code of practise that will change, at least to some extent, when suppliers start bidding for
clients.

Common to dl companies investigated, whether due to business profiles (energy-intensve with
high demands for secure supply), imperfect cross-border market liberdisation, old habits or a
sense of generd good relations with domestic suppliers, rdatively limited amount of dectricity
is bought from abroad. No interviewee, however, had any objections to buying dectricity from
aforeign supplier should the this prove to be the most competitive option.

4.2 Largecelectricity consumer procurement criteria

Even though there were some variations in the bid evauation criteria used by eectricity pur-
chasers, these criteria and their relative ranking were fairly condgstent across company profiles
and countries. The four criteriafor evauation included:

Price

Adminidrative streamlining and optimisation
Security of supply

Primary energy and environmenta information

Not al four were ranked in the above order of importance, even though this was the most
common ranking among purchasers without a pronounced green profile — those with a green
profile had green dectricity as a prerequiste for the other criteria. Severa purchasers didn’t
consder primary energy or environmental aspects at dl. It isimportant to note that “ security of
supply” in this context refers to the supplier being a reliable company with a proven track re-
cord, i.e. not in financid difficulties. It does not refer to security in the physical supply system,
asthisisthe responghility of the grid operator and not the supplier.

Price was by far the sngle most important factor when evauating bids from suppliers. Many
interviewees, however, aso noted the increasng importance attached to smplification and
greamlining of the hilling and metering aspects. This indudes making the billing smpler (one
sngle invoice for a number of points of consumption) and the consumption history satistics
more detailed (to find areas where energy savings would be most effective).

In Hungary, interviewees stated that security of supply, as well as a good and long standing
relationship with the supplier (expressed both as security of supply of the right amount of the
right qudity at the right time by a reliable supplier and as the supplier understanding and meet-
ing the needs of the purchaser), were in some instances more important than price when nego-
tiaing supply contracts.
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4.3 Relativeimportance of environmental qualities

In dmogt dl of the interviews conducted, environmenta criteria were an important issue only
to purchasers who dready had a green profile and a pronounced policy to aso buy green
dectricity. For most companies, who did not have a specific environmenta policy, little, if any,
importance was attached to the environmenta qualities of eectricity. However, dl companies
regularly received offers for the supply of environmentaly declared or environmentaly labelled
eectricity when purchasing dectricity, and most had a some point considered suppliers of
environmentaly labelled dectricity — even if it was later rgjected as being too expengve. Thus,
the concept of primary energy mix and environmenta disclosure would not necessarily add
something completely new to the electricity procurement process, but rather give the purchaser
a sandardised formula and verified information for comparing different types of dectricity of-
fered by suppliers, e.g. nuclear-free, low-nudear, fossi-free, low-fossl, high-renewable or al-
renewable. Currently, most purchasers are limited to the sandard mix, afew generic products
and environmentaly labdled dectricity, sometimes making it a complicated task to compare
suppliers offering varying shades of “grey” dectricity for customers who intend to calculate the
environmental implications of eectricity consumption.

In the interviews where actud label design proposa's were discussed, it seemed to be awide-
Spread opinion that fue mix together with greenhouse gas emissons and radioactive waste
measures would be a good garting point. Many interviewees stated that this would not be
enough to base ether purchase decisons or environmenta reports on, though.

In Hungary, environmenta criteria were deemed both interesting and important, but some large
consumers felt that they did not (and should not have to develop) the capacity to assess this
information. Rether, this should be handled by a central organisation that issues some sort of
environmentdly friendy “logo” that consumers trust. Environmental information was aso
ranked considerably lower than other criteria.

4.4  Potential benefits of standardised and mandatory disclosure

A mgority of the nterviewees were pogtive towards a sandardised information system that
would ether ease the burden of current evauation procedures for suppliers or make it easer
to start using environmenta criteria in the evauation process if it wasn't dready. Concerns
were expressed that a cumbersome information system would affect the pricing of eectricity
by increasing the cogts at the supplier’s end. Generdly, though, a system for quick and smple
comparison between bidders was deemed interesting — at least by the executives in the elec-
tricity procurement units and the dectricity procurement fadlitators/coordinators.

As for the concrete benefits a disclosure system can bring, it can make it easier for companies
to a) avoid taxes and levies such as the UK Climate Change Levy, and b) market themsdlves
as environmentdly friendly/aware towards customers and investors. Three interviewees spe-
cificaly mentioned that they are focusing more on certain sock market environmenta rark-
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ings® to atract investors, rather than on communicating a “green” profile towards their own
customers. Interesting to note is that these rankings consider a wide range of environmenta
impacts, such as greenhouse gas emissons, renewables, energy efficiency, acidifications and
biodiversty impacts. Thus, the disclosure scheme discussed here would only be one among
severd components used in assessing environmenta impacts from eectricity use.

® Examplesinclude the Dow Jones sustainability indexes and the Swedish Folksam Environmental Index
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Appendix A — Generic questionnaire

Note: Not all questions were relevant for every interview.

1

10

11

Could you please explain what steps take place in your company prior to deciding and
sgning a contract with a particular eectricity supplier?

What sort of information does your company base its decison on?

2.1  What aspects of environmentd qudities of eectricity supply are taken into
congderation

From what sources is the information collected? How do you go about collecting the
informetion?

What leve of detall of the information is relevant to your decision making process?
What are the underlying motives for consdering these criteria?

51  What are the underlying motives for consdering or for not considering envi-
ronmental qualities?

Which relative weight do you place on these criteria?

6.1  What reevance does you company place on environmental qudities of the
electricity supply in deciding which dectricity supply to choose?

What could potentidly make environmental qualities of dectricity supply become a

more important factor in choice of eectricity supply for your company?

If eectricity suppliers were to provide information regarding environmental qualities of
their dectricity supply in a sandardised format, would you find such information rele-
vant in making choices about which dectricity supplier to contract?

What kind of information concerning environmenta qudities would you find sufficient
for adecison to be made?

Through which channels would you prefer to access this information? [if postive ar
swer to question 9]

Would you find it trustworthy if acompany offered you an Irish [or put the right distant
or idand source)] eectricity product?

11




Electricity Disclosure is on the political agendain Europe. It will provide
customers with information about the eectricity they are buying and
therefore can facilitate informed purchasing decisons. It can be an im
portant tool to intensfy market competition and product divergfication.

This paper presents an introduction to the concept of Electricity Disclo-
sure and discusses main issues for implementation. It has been prepared
as part of the Altener project ,,Consumer Choice and Carbon Con+
sciousness for Electricity (4CE)”.

For more information about this project: www.d ectricitylabels.com




