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EXECUTIVE SUMMARY

The 2008 credit crunch caused deep falls in business activity, energy demand and consequently
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greenhouse gases covered by the Kyoto Protocol fell by 8.6% in 2009 compared to 2008

emissions. But what does thisoneOi | wi EOOwPOw" . $ wi OPUUDPOOU WOl EOwi O
for carbon strategy? This report provides the data for UK emissions in 2009 and assesses the
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carbon management plans. Verdantix analysis suggests that far from making life easier for

managers responsible for carbon reduction, the recession makes life more unpredictable

without eliminating the need for absolute reductions for regulatory reasons.
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RECESSION ADDS UNCERTAINTY TO CARBON REDUCTION PLANS
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activity, energy demand and consequently carbon dioxide emissions. But what does this one-
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provides the high -level data for UK emissions in 2009 and assesses the implications for

1 Ol UT aOwl OYPBUOOOI OUOwiIi EEPOPUDPI UWwEOEwWI DOEOGEIT wEDUI
management plans.

UK CO2 Emissions Fell A Dramatic 8.6% In 2009 Compared To 2008

On March 25, 2010 the UK Department for Energy and Climate Change (DECC) announced

Ul EQwOT T wa*zU0w" . s wl gUPYEOI OUwi OPUUDOOUWI UOOwWUT 1 w
Protocol fell by 8.6% in 2009 compared to 2008 emissions (seEigure 1). This compares with a

fall of 2% between 2008 and 2007. Underlying elements causing the fall include:

1 An economy -wide reduction in energy demand. In a year when UK GDP fell by 4.9%
demand for energy from homes, businesses and the public sector fell by 5%. Falls in
direct fossil fuel consumption (representing the source of emissions not where the
I Ol UT AawPEUWEOOUUOI EAWEUOW" . $ wi OPUUDOOUWI UOOwWUT
business sector, 6.5% in the transport sector and 0.1% in the public sector.

1 A switch from coal to nuclear for electricity generation. ! 1 OUb1 1T Qwl YY WWEOE wl YY
emissions from UK power stations fell by 13.1% due to lower energy demand and a
switch in power generation from coal to nuclear and wind power.

Recession -Driven Falls In Emissions Cause Carbon Strategy Problems
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impact on energy demand and business activity. The recessiortinduced fall in GHG emissions

creates carbon strategy problems for energy and CSR directors because of:

1 Uncertain government reactions to a cyclical fall in emissions. According to the UK
T OYI UOOI OUzUw" OPOEUIT w" T réihatesctintd® éhengdpbliciesp | DET wE «
the UK must achieve year-on-al EUwUT EVUEUDPOOUwWPOw" . s wl OPUUDPOOU
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to 7%) worth of reductions compared to prior trends. Anemic economic growth of 1% to
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Firms will have to wait until the result of the 2010 General Election is declared.
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survived the recession will see their emissions bounce up from the 2009 low. This will
El OOOUUUEUT wUOT T wxUOIi OUGEWET EOQOI OT 1 wOOWUOBEOUX OI
Top performers will keep execs using telepresence and maintain energy efficiency
programmes born of the recession. Flat emissions in 2010 and 2011 coupled with

significant business growth will be the hallmark of carbon management leaders.
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Figure 1. UK CO2e Emissions Fell By 9% In 2009 Compared To 2008

Net CO2 Emissions (million tonnes)
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Source: DECC, Verdantix
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the EU Emissions Trading Scheme in 2010 compared to 2009.

Executives shifting into self -E OOT UEUUOEUOUa wOOE IWithBau" . 6 wUIT EUE |

recession slowly receding into the background, execs switch back to growth strategieg

and greening the company image. Recent Verdantix case studies on BHP Billiton, Cisco,

Google, HP and Wal-Matrt all point to the brand risks of over -stating environmental

achievements| 1 Ux1 EPEOCOCa wOOwWUT 1T wi OOUPYI wUUENI EQwOi w"

to keep the genie in the bottle and ensure CEOs do not blast out PR messages claiming

20EUUDPYI wWEEUEOOWEUUU? wbOw!l YYNSGwW3T T awUPUOQWE wUI
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who claimed a third runway at Heathrow Airport would reduce emissions.

Firms Need More Sophisticated Carbon Forecasting Capabilities

The climate change policy response to the impact of the recession is uncertain. Carbon

managers should:

|l

Refresh carbon reduction goals in a post -recession world. Firms like Marks & Spencer
EOQEwW5 OEEI OO1 wi EYT wUI OwUT 1T OUI OYI UWEEUOOUUI w" . &
be reviewed in the light of the one -off fall in emissions caused by the recession. If
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Figure 2. CRC Performance Criteria Measure Absolute Reductions In CO2 From 2011

Compliance Year

April 2010- April 2011- April 2012- April 2013
March2011 March2012 March2013 onwards
Early Action Metrics 100% 40% 20% 0%
Absolute Reductions
0, 0, 0, 0,
In CO2 Emissions L e sl Jebe
Relative Reductions 0% 15% 20% 2504

In CO2 Emissions

Percentages represent the weighting of each performance metric in
the calculation of the performance league tables published by the UK
Source: Verdantix government. The first league table will be published in October 2011

required, new goals should target reductions in average emissions achieved over a three
year period, such as 20182020, to avoid tripping up on future business cycle -induced
lurches in energy consumption. No sustainability leader in their right mind will set 2009
as the baseline against which they will measure future reductions in emissions.

9 2pPDPUET wOOwWUOI UPEUI wU O Edodhit inhéekiathy treatesul ODUUDOOUG
uncertainty about levels of customer demand which flows into uncertainty about energy
consumption, emissions from logistics and air travel. Surveys conducted by Verdantix
with end users consistently find that carbon management leaders will use energy and
carbon management software from vendors like CarbonSystems, Hara, IHS and Verisae
| the best choice depending on industry sector. The recession exposes the risks of using
, DPEUOUOI Uw$REI OwUOWEUPOEDOT wUUEDOI OUEUaAOWODPOI |
historical data.

1 Present the continuity of climate change policy to execs. Although the price of carbon
POwUI T w$4wsOPUUDPOOUWIUEEDOT w2ET T Ol wOEOT UDPUT T U
still increase auctioning of carbon allowances to 65% in 2013 compared to 7% in 2010
raising the cost of compliance. The CRC Scheme passed into law in November 2009 and
UT T wxUPET woOl w" 1" wEOOOPEOET UwbUwi PRI EWEUwWh hul w¥
EQEwUI xEaOl OUUwPDOOWET WEEUI E w0 Crigerd&2). @@ yead wE U U U
from April 2010 to March 2011 is the baseline year for the calculation of both absolute
and relative reductions in emissions for the CRC compliance year starting April 2011.
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Sustainability And Climate Change Business Research

Verdantixis an independent analyst research firm. Wadp senior executiveand change leaders with our
unique strategic and commerciahalysis of climate change, sustainability agergy issueOur clients are
managersadvisers anentrepreneurs in bluehip corporates, services firmsew ventures and government
agencies.

Your Business Challenge

We live in an age of inevitability and uncertainty. It is inevitable that your business needs to address climate
change, sustainability and energy issues. But do you know when sustainable business issues will have a
material impact on profitability? And do you know which factearbon regulations, customer perceptions,
weather risk, energy costs and competitive actiengill affect your business? Our research helps climate
change and sustainability leaders in corporates, professional services firms and carbon markets to manage
the tension between inevitability and uncertainty. To succeed in the transition to a sustainable economy.

Our Knowledge Service 0 F SEf"t —8f— aX~ " cot—e—"> +§']
it is extremely important or important that a
Chief Sustainability Officer has business
transformation expertise. Environment domair

Verdantix conducts groundbreaking research to
support the commercial and strategic decisions of all
executives and managers responsible for climate M P LUt e ¥ St &1
o0 ° > e a- <° | — [ 3

change and sustainability initiatives. We offer our clie ] * ]

i ) i - Verdantix: Who Should Be The Chief
a unique Knowledge Services package that combines Sustainability Officer? (Feb 2010)
research, webinars, analyst access, custom projects
advisory services.

How You Benefit

Our knowledge services help you to:

Plan effectively for regulations. O Ste feett ™MSf— T < e L f7) 0 of o
Keep pace with competitive actions. spending we heard that top of the list are:

Make connections with new customers. compliance (84%), competitive pressure (81%)

Inform senior executives with evidence. and cost reduction (72%). Only 28% said

Develop climate change propositions. e Tt —ctee METE fONF | v

Quickly shortlist suppliers.

Spot hidden business opportunities.
Validate your thinking and proposals.
Speed up business case assessments.

Practices Carbon Management (March 2010)

=2 =A =4 =4 A4 A4 4 -4 4

Verdantix Ltd © 20072010. Reproduction Prohibited. 6



