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A late-starter to the energy transition, AGL needs to fire up its tenacity if it
wants to deliver and enhance its strategy, ward off the competition nipping at
its heels and ensure it doesn’t return to being viewed as a company existing
primarily to sweat its coal assets.

It's been 12 months since AGLs shareholders made history by electing four new climate competent
directors to the board. Prior to the 2022 AGM, AGL released its Climate Transition Action Plan
(CTAP), which included the significant commitment to bring forward closure of its most polluting
coal fired power station, Loy Yang A, avoiding the release of up to 200 million tCO2-e.

While investors are generally of the view that the ship is finally pointed in the right direction, it is clear
that the work at AGL is not done, and there will be a need for more hands-on stewardship in 2024.
Given the changes to the board, investors should expect a more constructive conversation than in
previous years.

Key points:

AGL remains Australia’s largest direct greenhouse emitter and will do so for many years. This
remains the case even with the closure of the Liddell coal-fired power station in April 2023.

A significant share of AGLs ownership is of the view that the company can present a more
ambitious and compelling transition strategy. While the Chair and Managing Director regularly
state that the company’s Climate Transition Action Plan (CTAP) was endorsed by shareholders
in 2022, more than 30% of shareholders voted against it. AGL sits behind just Woodside Energy
and Santos as having the least supported transition plan globally since the inception of the Say
on Climate mechanism. (see Chart 1 below)

Having arrived late to the party, AGL now faces a challenging energy transition: There is no
question that AGL was too slow to present a plan to transition the company away from
coal-fired generation. Having only recently reached this point, the company is now
encountering a range of barriers to the decarbonisation of the national electricity market
(NEM), relating to social licence for much needed transmission and generation infrastructure,
regulatory issues, supply chain crunches and cost increases. These barriers must be
effectively and sensitively addressed by governments and the energy sector, in partnership
with affected stakeholders. Without the buildout of replacement generation, improved coal
closure timelines are theoretical only. Unfortunately we have seen this play out in real time in
the push to delay the closure of Origin’s Eraring power station, even though numerous
credible alternatives to delayed closure had been tabled.’

' hitps:/nexaadvisory.com.au/eraring-can-be-closed-on-time-to-save-consumers-money/

https://reneweconomy.com.au/how-the-consumer-energy-sharing-economy-can-help-eraring-close-on-time/
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e No time to be passive: Where is the Can Do, Will Do? AGL has recently unveiled a new
corporate purpose and values?, including the value of “can do, will do” which seeks to “make
things happen”. It is not clear how this value is influencing AGLs approach to navigating the
challenges of the energy transition, with Managing Director Damien Nicks stating AGL is “going
as fast as we can” in the rollout of its strategy.® This suggests that AGL, Australia’s largest
electricity generator, is a passive participant in an energy ecosystem that urgently needs vision
and leadership. There is a huge opportunity for AGL to be advocating more publicly and
proactively for the policy settings and other interventions it needs to deliver and indeed
enhance its own transition strategy. Arguably if AGL isn't more public in its push for
collaborative problem solving and targeted policy interventions, it risks appearing content with
the delayed transition and the opportunity to sweat its coal generators for longer.

e AGL is giving up market share with a combined renewable generation and storage target of
12GW. Analyst David Leitch recently highlighted that AGLs 12GW target for 2035, that
aggregates both storage and generation “won’t replace anything more than 60% of its current
coal generation™. This is striking for a market where electricity demand is projected to double
by 2050 as households and industry embrace electrification.® It would be helpful for AGL to
present disaggregated storage and renewable generation targets, to better enable assessment
of their suitability and implications for market share.

e Agile competitors are coming: While a period of high electricity prices and improved plant
availability has made coal fired generation a more profitable enterprise for AGL, as
demonstrated in the company’s FY23 and FY24 earnings guidance,® this situation is far from
permanent. Hungry, agile competitors are a threat to the company’s market share and
competitiveness. While Brookfield’s entry to the NEM through the Origin Energy assets is
currently under question, it is clear that well funded, agile actors view a huge opportunity in the
transition of our largest electricity market.

Key stewardship considerations for investors

While it is understandable that investors have been keen to give the board and management space to
settle in and focus throughout 2023, in this challenging time for the energy transition, we do anticipate
opportunities for engagement will increase in 2024. Key themes for questioning include:

e How is AGL applying its new corporate value of “Can do, Will do” and the commitment to “make
things happen” to navigating the challenges it is encountering in the energy transition?
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4 https://reneweconomy.com.au/the-decarbonisation-efforts-of-australias-big-gentailers-are-a-disgrace/
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e Tomago Aluminium (AGL customer) joint venture partner Rio Tinto is regularly on the record’
stating that a lack of access to firmed renewable energy is becoming an existential risk for its
alumina and aluminium assets. How is AGL working collaboratively with actors like Rio Tinto to
maximise and expedite opportunities from the energy transition for both parties?

e Why has AGL combined its renewable capacity and storage targets, considering the very
different roles that storage (a consumer of energy) and generation capacity (supply of energy)
play in energy markets? Instead, can you split these targets so that investors have better

visibility of how you are prioritising and incentivising these important investments?

e How is AGL publicly and proactively advocating for the policy settings and other interventions it
needs to deliver and enhance its own transition strategy?

e What advocacy can investors undertake to help AGL and the broader energy transition thrive?

Chart 1: Votes against company climate transition plans under the “Say on Climate” mechanism
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About us

The Australasian Centre for Corporate Responsibility (ACCR) is a not-for-profit, philanthropically-funded
shareholder advocacy and research organisation that engages with listed companies and investors globally,
enabling and facilitating active stewardship. Our research team undertakes company-focused research into the
climate transition plans of listed companies, offering analysis, research and insights to assist global institutional
capital understand investment risks and opportunities during the energy transition. For more information, follow
ACCR on LinkedIn.

Disclaimer

This document has been prepared by the Australasian Centre for Corporate Responsibility Inc. (“ACCR”").

Copyright
Any and all of the content presented in this report is, unless explicitly stated otherwise, subject to a copyright held by the
ACCR. No reproduction is permitted without the prior written permission of ACCR.

No distribution where licence would be required

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use
by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation or would subject ACCR to any
registration or licensing requirement within such jurisdiction.

Nature of information
None of ACCR, its officers, agents, representatives or and employees holds an Australian Financial Services Licence

(AFSL), and none of them purports to give advice or operate in any way in contravention of the relevant financial services
laws. ACCR, its officers, agents, representatives and employees exclude liability whatsoever in negligence or otherwise, for
any loss or damage relating to this document or its publications to the full extent permitted by law.

This document has been prepared as information or education only without consideration of any user's specific investment
objectives, personal financial situation or needs. It is not professional advice or recommendations (including financial,
legal or other professional advice); it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial
instruments or to participate in any particular trading strategy. Because of this, no reader should rely upon the information
and/or recommendations contained in this site. Users should, before acting on any information contained herein, consider
the appropriateness of the information, having regard to their objectives, financial situation and needs. It is your
responsibility to obtain appropriate advice suitable to your particular circumstances from a qualified professional before
acting or omitting to act based on any information obtained on or through the report. By receiving this document, the
recipient acknowledges and agrees with the intended purpose described above and further disclaims any expectation or
belief that the information constitutes investment advice to the recipient or otherwise purports to meet the investment
objectives of the recipient.

Information not complete or accurate

The information contained in this report has been prepared based on material gathered through a detailed industry analysis
and other sources and although the findings in this report are based on a qualitative study no warranty is made as to
completeness, accuracy or reliability of fact in relation to the statements and representations made by or the information
and documentation provided by parties consulted as part of the process.

The sources of the information provided are indicated in the report and ACCR has not sought to independently verify these
sources unless it has stated that it has done so. ACCR is not under any obligation in any circumstance to update this report
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in either oral or written form for events occurring after the report has been issued. The report is intended to provide an
overview of the current state of the relevant industry or practice.

This report focuses on climate related matters and does not purport to consider other or all relevant environmental, social
and governance issues.

Any prices stated in this document are for information purposes only and do not represent valuations for individual
securities or other financial instruments. ACCR does not represent that any transaction can or could have been affected at
those prices, and any prices do not necessarily reflect ACCR’s internal books and records or theoretical model-based
valuations and may be based on certain assumptions. Different assumptions by ACCR or any other source may yield
substantially different results.

Links to Other Websites

This document may contain links to other websites not owned or controlled by the ACCR and ACCR assumes no
responsibility for the content or general practices of any of these third party sites and/or services whose terms and
conditions and privacy policy should be read should you access a site as a result of following a link cited in this report.
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