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SUSTAINABLE

Carrots and sticks

A plethora of tools is being
used by governments to
encourage businesses
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Staying on course in a t

Leading companies

say sustainabilityid

just as important in
a financial crisis,

writes Fiona Harvey

oncerns over [climate

change have not been

the forefront of mo

chief executives’ minds
in recent weeks: the financial cri-
sis and economic downturn have
eclipsed all other issu While
managers are worri bo
whether their businesses are sus-
tainable economically, the ques-
tion of whether they are sustain-
able environmentally seems less
pressing.

Before the crisis w o)
other concerns, compa were
increasingly eager to trumpet
their environmental credentials.
Large companies, including
household names such as Wal-
Mart and General Electric, Ford |
and Coca-Cola, HSBC News
Corporation, made pledges to cut
their greenhouse gas emissions
and lessen their environmental

impact.
What will happen to compj- |
nies’ environmental mit-

ments when businesses fight-
ing for their survival? Will the
pledges made in a sunnier eco-
nomic climate be forgotten?

Talk to any of the compani
that have taken a lead on envi-
ronmental issues, and t. swer
is the same: no. Environmental
sustainability is just as impor-
tant in a downturn, they insist.

”Our goal is still to be one
the world’s leading brands in cor-
porate sustainability and we
regard it as central to iness
strategy,” says Francis Sullivan,
deputy head of corporate sustain-
ability at HSBC.

“We continue our commitment
to reducing our environmental
footprint and implementing our
sustainability risk pol . We
also maintain that sustainabiliﬁb
offers diverse business opportu
ties [such as investment in
renewable energyl].”

Bank of America announced
last March it was embar@ on a
$20bn 10-year strategy to tack
climate change, and help its cu
tomers do the same. The com-
pany insists that the crisis
engulfing the sector will not
deflect it from this pur b

“[We] continue t move
forward with our environmental
initiative to address climate
change,” the company says.
“Now, more than ever, there is
a critical need for financing
to develop environmen sus-
tainable products and nolo-
gies, accelerate the deployment
of existing technologies, and
increase energy efficiency.”

Retailers and consumer goods
companies are equally adamant
that they will stay the ¢oufse.

“Sustainability will remain
critical to our business, even dur-
ing an economic downturn,” says
Ian Cheshire, group chief execu-
tive at Kingfisher. “As a major
international retailer, we_have a
responsibility to tack ssues
such as climate change and work
towards a more sustainable
future.”

Mr Cheshire says the com-
pany’s customers are “increas-
ingly aware of envirmental

—r

It’s an ill wind that blows no good: the economy may be a more pressing worry at present, but people are still concerned by climate change

issues” and seeking to buy prod-
ucts accordingly.

Indeed, companies would be
foolish to abandon their green
credentials at the first sign of
difficulty, says Solitaire
Townsend, chief executive of
Futerra Sustainability Communi-
cations, which advises companies
on their green strategies.

“How would it look,” she asks.
“If companies drop [their interest
in green issues], everyone will
understand that they didn’t
mean it after all. What will that
do to their relationship with
their customers — or with their
staff?”

Consumers are still interested
in environmental matters,
despite their economic worries,
argues Jenny Dawkins, research
director at Ipsos Mori, the polling
company. She points to polls
from the UK to prove the point:

the environment was mentioned
as a top concern by 8 per cent of
people surveyed in September.

This is far below the number
concerned about the economy —
55 per cent, the highest recorded
since this series of polls began in
1974 — and below the peak of 19
per cent of people who rated it a
top concern in early 2007, shortly
after the release of Al Gore’s film
An Inconvenient Truth. But it is
much higher than the 2 to 4 per
cent of people who rated the
environment a top concern in the
period 2002 to 2004. The environ-
ment remains relatively high
among people’s priorities.

“The environment has been
overshadowed [by the economy]
but it has not dropped off the
radar,” says Ms Dawkins.

People in the US are also still
interested in climate change,
says Michael Allegretti, head of

government relations in the US
for the Climate Group, a non-
profit organisation that works
with businesses on cutting emis-
sions. Although the economy
may be a more pressing concern,

If the world is to
move to lower-carbon
means of production,
many industries

will have to change

public opinion is in favour of tak-
ing action to tackle global warm-
ing, he says.

Businesses should take note,
advises Ms Dawkins. “Seven out
of 10 people think that in tough
economic times it is more impor-
tant for a company to behave

responsibly,” she says. “The onus
is very much on companies to
continue to behave responsibly
in line with consumer expecta-
tions. That pressure is not going
away.”

What is more, companies have
much to gain from taking steps
to improve their environmental
performance, says Ms Townsend.
“This is not some fluffy issue. It
is a business issue. Companies
should understand that.”

The guiding principles behind
behaving in an environmentally
sound manner are the same as
the principles of thrift and econ-
omy, she points out.

Using fewer resources is at the
core of environmental sustaina-
bility, and leads to cost savings.
“Thrift and being green go hand
in hand,” she says.

Jan Babiak, global climate
change and sustainability serv-

ices leader at Ernst & Young,
says that companies should real-
ise that there are substantial sav-
ings to be made: from cutting
down on the wasteful use of
energy to economising with other
materials.

She says: “Insightful manage-
ments realise that having an
environmental policy in place
will save them a lot of money.
There are some very simple but
impactful changes that can be
made. Double-sided printing and
switching lights to movement
sensitive activation are just two
small examples.”

The current high energy prices
only make the issue more impor-
tant in a downturn, adds Andrew
Caveney, partner for business
advisory services at Ernst &
Young. He explains: “Rocketing
energy and commodity prices
represent a far more powerful
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ougher climate

to be greener.
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(right) looks at
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and regulations

in five countries
Page 4

M__,

driver of green business practices
than the existing level of legisla-
tion or consumer pressure.”

Managers can learn much
about how to improve their busi-
ness processes from looking at
their carbon dioxide emissions,
he says. “Carbon in the supply
chain is not only a liability in
itself but an indicator of an inef-
ficient_operating model and expo-
sure ting energy prices.”

Businesses that ignore climate
change may also expose them-
selves to large risks. For
instance, they may be challenged
by lawsuits from plaintiffs argu-
ing t ompanies have caused
dama, property by failing to
take action to cut their emis-
sions.

Companies also face the risk of
the damaging effects of climate
change, such as rising sea levels,
drou , floods and fiercer
storms. Tightening environmen-
tal regulations — such as the
introduction of a cap-and-trade
system for cutting carbon emis-
sions in the US, which has been
promi by both presidential
candi s — present a further
risk for unwary companies.

Mr Sullivan of HSBC says:
“Managing risk and promoting
business opportunity is critical
and, in the context of sustainabil-
ity issures, is as important today
as it before the current chal-
lenges in the financial markets
surfaced.”

As well as posing a threat, cli-

ate change opens opportunities

r companies beyond efficiency
savings. If the global economy is
to move to lower-carbon means
of production, then many indus-
tries will have to change.

The energy industry is the

ost obvious, as renewable
forms nergy will have to take
prece e over fossil fuels. New
carbon abatement technologies
such as carbon capture and stor-

e are also being developed,

[giening up a new market.

Other sectors will also have to
chang; pening opportunities
for n products and business
techniques. Construction compa-

jes, for instance, will have to

d ways to make greener build-
ings, using more environmen-
tally sound materials and
designs. ¢ar companies are look-
ing to use new technologies such

[?3 electric engines and hydrogen
Tuel cells. Airlines are testing
new designs and fuels made from

plants.
The nturn will have some
effect the number of compa-

es bringing out “green” initia-
ives, predicts Ms Townsend at
Futerra.

“Companies that just wanted
to dip their toe in the water, or
that ed to gush about cli-
[mate nge rather than really
doing anything real about their
environmental impact — they will
go away,” she says.

“There will be a lot fewer
‘have-a-go greenies’ around,
[tHose panies that just talk
about green issues because they
think it’s fashionable.”

But companies with a longer-
term vision, and companies that

erceive the benefits of environ-
ient anagement, will con-
tinue seek to improve their
green performance, she says.
“Consumers will trust those com-
panies more.”

[

Save energy — the less painful way to cut costs

Fiona Harvey on
an alternative to
redundancies and
factory closures

In a downturn, companies
start to look urgently for
ways to trim their costs.

Typically, this will include
redundancies and the clo-
sure of some underperform-
ing units. Managers will be
told to do more with less,
and corporate belt-tighten-
ing may include cutting
down on expenses such as
entertaining or non-essential
travel.

But could companies
achieve some of the same
results through energy effi-
ciency?

Soaring energy prices have
meant that energy is a much
bigger part of any company’s
overheads than it used to be
— the spend on energy has
more than doubled in the
past three oro four years for
many companies. So cutting

out the wasteful use of
energy should bring savings
which - importantly - are
much less painful than cut-
ting staff or closing offices.

Hugh Jones, director of
solutions at the Carbon
Trust, a UK government-
funded body, says most com-
panies can shave about 20
per cent from their energy
bills without trying very
hard.

“A lot of these things are
very simple, like turning off
lights in rooms where people
aren’t working,” he says.

InterfaceFlor, for instance,
a manufacturer of carpet
tiles, has pledged to have a
zero carbon footprint by
2020, and in its effort to do
so has cut its energy con-
sumption by 45 per cent per
unit of output. This, together
with other waste-reduction
measures, has saved the
company more than $372m
since the mid-1990s.

Eon, the energy utility,
estimates that the average
office wastes £6,000 a year
because employees fail to
take basic energy efficiency

measures, which can be as
easy as turning off comput-
ers when they go home and
unplugging mobile phone
chargers when not in use.

The company found that
some of the barriers to
employees being more ener-
gy-efficient were surprising.

Just over half the people it
surveyed said they were held
back by being afraid to ask
permission, while a similar
number said that the lack of
a financial incentive was to
blame.

A quarter said they did
not take energy-efficiency
measures because of worries
about being ridiculed by col-
leagues if they did so.

However, companies are
becoming much more aware
of energy efficiency, owing
to a combination of high
prices and economic con-
cerns, reports John Murphy,
vice-president and managing
director for systems and
services for Europe and
Africa at Johnson Controls,
which makes building con-
trol products.

“We are seeing much more

interest in energy efficiency
across the board. There will
be much greater sensitivity
[to energy-efficiency issues]
from building owners, as the
credit crunch continues to
bite,” he says.

Some energy-efficiency
measures — such as turning
off computers or opening
windows rather than turning
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sensors to turn off lights
when there is no movement
or winding down the heating
of offices at night, can sub-
stantially cut energy wast-
age. But the costs of buying
and installing such equip-
ment mean the payback
period may be one or two
years, says Mr Murphy. This
is often what makes compa-
nies hesitate.

Harry Verhaar, senior
director for energy and cli-
mate change at Philips
Lighting, says lighting repre-
sents 19 per cent of global
energy use but more than
three-quarters of lights are
of the older, less efficient
type. If they were replaced
by efficient lights, about 40
per cent of this energy use
could be eliminated, result-
ing in savings of more than
€100bn a year worldwide.

The savings would be
equivalent to the output of
about 530 average-sized
power plants, resulting in
huge cuts in carbon dioxide
emissions.

But although energy-effi-
cient lightbulbs save money

over a few years, they are
more expensive to buy t
the older models.

Mark Nutt, managing con-
sultant at Morse, the con-
sulting and IT services com-
pany, says chief executives
can encourage their ma
ers to find efficienciesn@
making each department
responsible for its own
energy use.

“By making departments
pay for their own ene
managers will be incentiv-
ised to monitor usage and
find areas where it can be
reduced,” he explains. “The
greatest initial savings can
be achieved with relati
simple measures rather t
out-and-out reinvention.”

It is not just energy that is
wasted. Cutting down on the
waste of raw materials can
result in substantial saviﬁ
for manufacturers, says Bi
McCausland, production spe-
cialist at Envirowise, a UK
government-funded agency
helping companies reduce
their environmental impact.

“With continued pressure
on manufacturers to manage

the impact of higher raw
material costs, taking a sys-
tematic approach to resource
efficiency can provide manu-
f: ers with a sustainable
st gy of cost reduction in
a competitive market,” he
says.

Kimberly-Clark, for exam-
ple, found it could cut costs
by redesigning its toilet tis-
sye, |Andrex. The company
put 50 per cent more sheets
on each roll and trimmed
30mm of packaging from its
packs, saving about 83,000kg
of plastic a year and cutting
transport costs.

ouraging companies to
realise these cost savings
can still be difficult, how-
ever, as it requires manage-
ment time and effort that is
in short supply, as compa-
ni 0ok to their survival.

Murphy argues that
governments should play
more of a role: “I think
things such as investment
tax credits for building
improvements that increase
eferjgy efficiency would
really help get more compa-
nies looking at this issue.”
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Finding better ways to deliver the goods

Rod Newing on [
how sharply rising
fuel prices are

changing priorities

ncreased tran@t

costs because of oil

price rises can change

the economics on
which supply chains were
built.

Traditional strategies ®
aimed at reducing e
amount of money tied up in
inventory and the number of
warehouses. However, this
was often at the expense of
increased transport frequen-
cies and distances, [and
therefore emissions.

Strategies, such as just-in-
time, lean manufacturing
and even low-cost country
sourcing, must be re-evalu-
ated in light of fuel prieces.
We have entered a ne a
where different supply chain
strategies are needed to
engender high performance,
says Past the Tipping Point,
a recent report from Accen-
ture and Ilog, the Fr-
headquartered business Soft-
ware company.

Jonathan Wright, global
head of the fulfilment prac-
tice at Accenture, explains
that tipping point analysis is
an end-to-end assessment bf
the supply chain to under-
stand at what point inven-
tory should be held further
forward in the supply chain
to reduce transport costs.

Moving inventory clo: 0
demand lowers tranmt
and emissions at the expense
of higher inventory costs.

“That tipping point occurs
at different fuel prices,
depending on the type and
nature of the product, e
says. “The tipping point will
lower with a low-cost bulky
product, such as soft drinks
or paper. There will always
be areas where just-in-time
is the right thing to do_and
others where it is histo

Kimberly-Clark’s “Net-
work of the Future” places
distribution centres closer to
its key customers and mar-
kets, reducing the number of
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oad-bearing: Tesco is among a wide range of supermarkets and food groups taking part in the Sustainable Distribution initiative

Vehicle sharing — an idea that carries weight in the cause of sustainability

A group of 37 of the UK's leading

d and consumer goods
companies recently made a little
noticed move to pool some of their
delivery operations. Instead of
delivering with part-filled trucks or
returning empty, they have started

share vehicles on certain routes,
writes Rod Newing.

“Getting people to share
transport sounds easy on the
surface, but in practice it is not,”
says Tarun Patel, head of supply
[cHain at IGD. “Our role is to help
businesses to understand why and
how they can collaborate.”

Formed in 1909 as the Institute
of Grocery Distribution, IGD is a
not-for-profit organisation whose
is to make the food and
grocery industry more efficient and
effective. Three years ago, it
identified collaborative distribution

projections showed further rises,
and organisations wanted to
become more sustainable.

According to the UK Department
for Transport, in 2007 “empty
running” for all vehicles was 27.4
per cent of the available capacity,
representing part-filled deliveries
and empty return journeys. IGD’s
Sustainable Distribution initiative
has set a voluntary target to
remove 48m miles from 2007/8,
saving of 61,500 tonnes of CO,.

IGD ran workshops, affectionately
known as “speed dating for
truckers”, to explain to members a
seven-step process to achieve
collaboration.

This is to produce a matrix of
routes and volumes; identify
collaborative routes; agree rates;
agree key performance indicators
and a review mechanism; agree

“When we started to run trials,
we found that problems were
partly cultural,” says Mr Patel.
“Organisations have different
attitudes towards customer service,
costs, sharing vehicles and vehicle
branding. We had to break through
that in the past two years by
pointing out the size of the prize
and getting chief executives to
push it down through their
organisations.”

There have also been physical
problems, such as manufacturers
preferring side loading trucks and
retailers rear-loading, and insurance
issues to be addressed.

However, early trials have
delivered tangible results. At a
workshop, Nestlé discovered that
United Biscuits was running empty
trucks from close to its factories in
the north back to the Midlands.

products each day from factories
in York and Halifax and deliver
them to the Midlands.

“With other initiatives, the
Sustainable Distribution programme
has delivered a 6 per cent annual
improvement in our vehicle
utilisation,” says Chris Tyas, supply
chain director at Nestlé.

Returning Tesco vehicles pass
through Unilever's Doncaster
distribution centre to collect health
and beauty products previously
delivered direct to Tesco's Goole
distribution centre, helping to take
500,000 miles off the road.

Sainsbury’s trucks returning to
East Kilbride now collect Walkers
crisps and snacks from Peterlee,
saving more than 100,000 miles a
year.

Chep, the leading UK provider of
pooled pallets, sends vehicles to

redistribute them for use among
other customers. Collaboration on
certain legs of the journey has led
the two companies to save more
than 500,000 miles a year.

Other participating companies
include Booker, Boots, Coca-Cola,
Colgate-Palmolive, Co-operative
Group, Dairy Crest, HJ Heinz,
Iceland Foods, Johnson & Johnson,
Kellogg's, Kimberly-Clark, Kraft
Foods, Marks and Spencer, Mars,
Wm Morrison, Northern Foods,
Premier Foods, Procter & Gambile,
Somerfield, Unilever and Waitrose.

“We are delivering significant
improvements against a voluntary
target, but we are at the tip of the
iceberg,” says Mr Patel. “We need
to get the whole industry, including
smaller companies, on board. The
overwhelming belief of our
members is that in 10 years time

as an opportunity. The price of fuel

had been going up, and all
L]

delivery trips. Its strategy
aims for 70 per cent of prod-
uct to be made and sold in
msame country. In the US

e in 2007, it saved nearly
2.8m miles and 500,000 gal-
lons of fuel.

out a full solution.

There is a carbon trade-off
between more energy effi-
cient centralised warehouses
and transport costs, but,
generally, cost and carbon
reduction are aligned.

Professor Alan McKinnon,

and run a trial; review it;

and roll

director of the Logistics
Research Centre at Scot-
land’s Heriot-Watt Univer-
sity, has identified nine
ways of reducing carbon in
freight transport, most of
which will also reduce costs.
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Returning United Biscuits trucks
now collect a full load of Nestlé

These are: switch from
road and air to rail or water;
reduce the number of links
in supply chains; reduce
average journey length;
increase average vehicle
loading; reduce empty run-
ning; increase vehicle capac-
ity; reschedule deliveries to
off-peak periods; fuel effi-
ciency; and use lower carbon
fuels.

Sharing distribution cen-
tres and deliveries is a pow-
erful way to reduce cost and
carbon footprint.

Judy Blackburn, head of
the UK logistics team at
Kurt Salmon Associates, a
consultancy, says that when

Asda’s distribution sites to pick up
left-over empty pallets and

two competing companies
have merged their logistics
operations and vehicle deliv-
eries, transport costs have
fallen by 15-25 per cent, sav-
ing 300,000-400,000 tonnes of
carbon dioxide.

“Current supply chain
designs are primarily aimed
at improving on-shelf availa-
bility, reducing cost and sup-
porting sound financial fig-
ures,” according to The 2016
Future Supply Chain: Serv-
ing Consumers in a Sustaina-
ble Way, a report by the Glo-
bal Commerce Initiative of
manufacturers and retailers
and Capgemini, the consult-
ant.

most companies will be using
collaborative distribution.”

]

“In future, the industry
must design for additic&@j
parameters, such as
emissions reduction, reduced
energy consumption, better
traceability and reduced traf-
fic congestion.”

The report envisages t
finished products will
shipped to collaborative
warehouses in which multi-
ple manufacturers store
their products. Shared trans-
port will deliver to city h
and regional consolidat
centres. Final distribution to
stores, pick-up points and
homes will use consolidated
deliveries.

This is already happeni@

through the Sustainable Dis-
tribution initiative to share
vehicles (see panel) and
through third-party logistics
providers. For example, Win-
canton runs a “white fleet”
of unbranded vehicles on
behalf of three major clients.

The Meadowhall Shopping
Centre’s consolidation centre
outside Sheffield, operated
by Clipper, receives 17 deliv-
eries a day, which are con-
solidated to six deliveries to
the shopping centre. Last
Christmas, 37 deliveries a
day were consolidated on to
10 trucks.

Mr Wright warns that
although supply chain col-
laboration is a big opportu-
nity, there are challenges.
Planning is hard enough
internally, but even harder
when companies plan in dif-
fe| ways.

Two-thirds of the freight
tonnage moved in the UK
goes by road, with most of
the cost borne by truck oper-
ators and passed on to cus-
t rs. Prof McKinnon
D s out that some of the
wider environmental and
congestion costs are imposed
on the community at large.

“Not many companies will
act unilaterally and volun-
ta@ to become greener if it
is going to increase their
costs and reduce their com-
petitiveness,” he says. A rare
example is Jaguar Land
Rover (see facing page).

igh fuel prices are doing
t ork of carbon taxes and
emissions trading schemes,
which were intended to
“internalise” the environ-
mental costs.

Prof McKinnon points out
t the current cost of a
t of carbon emissions in
a trading scheme is about
€25, whereas the average
fuel duty imposed is about
€290. He also points out that
tightening European emis-
sistandards have caused
a huge reduction in emis-
sions, independently of fuel
prices.

“We haven’t been very
smart in the past, so there is
a we can do to reduce
transport intensity of any-
thing that we move using
current technology,” con-
cludes Martin Christopher,
chairman of the Cranfield
Centre for Logistics and Sup-
p hain Management.

e steep rise in the price
of oil means that for the first
time people are taking this
issue seriously,” says Mr
Christopher. “The long-term
trend is that oil prices will
gd up and up, so we must
revisit our whole supply
chain strategy.”

The long and the short of
measuring carbon footprint

Rod Newing on the
key to sustainability
in the supply chain

Calculating the supply
chain’s carbon footprint and
monitoring the effect of
actions to reduce it is still
evolving. There are a
number of standards and
software approaches.

“Carbon calculations are
still almost at the back of an
envelope stage,” says Martin
Christopher, chairman of the
Cranfield Centre for Logis-
tics and Supply Chain Man-
agement. “There is not yet
even total universal agree-
ment on the carbon impact
of different modes of trans-
port.”

The first step is to assess
the internal operations that
the organisation controls,
such as inbound and out-
bound transport and site
processes, using existing
information. The next stage
is to extend the process up
and down the supply chain.

“There are some relatively
simple no-cost or low-cost
opportunities that can save
20 per cent of the energy
cost base, such as staff
awareness and training,
process changes, better
maintenance, equipment
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upgrades and insulation,”
says Euan Murray, a senior
manager at The Carbon
Trust. “The main gains are
often outside the organisa-
tion’s direct control, which
can have a bigger impact
than doing the next internal
project.”

The necessary calculations
can be made using a spread-
sheet, but Allan Behrens, a
director at Cambashi, a man-
ufacturing management con-
sultancy, advises talking to
existing suppliers of soft-
ware, especially core busi-
ness applications and engi-
neering. “Find out what
capabilities they have within
the application to measure
the carbon footprint through
the supply chain,” he says.

Companies such as Access
Accounting, Infor and SAS
have dedicated carbon mod-
ules. Supply chain simula-
tion and optimisation tools
are also being extended,
such as Ilog LogicNet Plus.

The Carbon Trust uses
PRé Consultants’ SimaPro
and PE International’s GaBi.
Kurt Salmon Associates, a
retail management consult-
ing firm, uses Cast from Bar-
loworld Optimus and Supply
Chain Guru from Llamasoft.

Other packages include
CarbonView from Supply
Chain Consulting and Spec-
tive from Maersk Logistics.
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used to determine what to
make, where and when to
make it and where to locate
inventory are focused on
profit or revenue maximisa-
tion,” says Simon Mingay]
research vice-president at
Gartner, the analyst. “How-
ever, they can be extended
to include carbon emissions,
which means that business
decisions can be made
the knowledge of their possi-
ble environmental impacts.”

Judy Blackburn, head of
the UK logistics team at

By using sof’[vvare,EI

many different
scenarios can
be modelled
relatively quickly

Kurt Salmon Associates,
says the benefit of usj
software is that many dif
ent scenarios can be mod-
elled relatively quickly. This
identifies the trade-offs
between cost, service and
carbon emissions, helpin
define the best solution
the company’s objectives.
Whichever package is
used, it is important that the
information is integrated
into the organisati()[:;ﬁ
reporting systems, particu-
larly performance manage-
ment systems based on busi-
ness intelligence software.
This is able to take in data
from all operational syst
and make any necessary
conversions and calculations
to produce emission-related
key performance indicators.
“You will never get all
processes into a single ap)
cation,” says Ambuj Goyal,
general manager for infor-
mation management soft-
ware at IBM. “The supply
chain needs internal finan-
cial, distribution and logis-
tics data, as well as data
from partners. You need to

populate the performance
management system with
cleansed data from hundreds
of applications to create
trusted information for anal-
ydis.|One tool will not solve
the problem.”

Giles Hutchins, head of
sustainability solutions for
Atos Consulting, advises
that rather than just meas-
u(]i'ﬁ the immediate carbon
cost-sustainability should be
embedded into the DNA of
the organisation. Perform-
ance management systems
help to communicate inter-
nally, to drive behaviour
cljanige, and externally to
shareholders, pressure
groups and consumers.

The problems of measure-
ment should not be underes-
timated, as there are a
number of difficult questions
t he standards are trying
to address. Does the carbon
footprint of a machine
include the cost of the opera-
tor driving to work or wash-
ing their work clothes? How
d u allocate the running
© of a truck or factory
energy over the different
products? What is the differ-
ence between shipping rail
freight pulled by diesel-elec-
tric or pure diesel?

@ight Klappich, research
vice-president at Gartner,
says that although carbon
footprint is the primary
focus today, in the future
users will need to consider
0 factors that affect their
e onment. These might
include direct operational
emissions of other pollut-
ants, energy consumption
and waste generated.

Sound advice comes from
J Lockton, managing
di or at LCP Consulting,
a supply chain management
consultancy. “The most
effective way to approach
carbon management is to
apply business principles to
tHe ¢nvironment,” he says,
“not environmental princi-
ples to business.”
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Virtually as good as being there

£

Sarah Murray oprthe
latest developments in
telepresence systems

t the end of irtual
meeting usinﬁisco’s
TelePresence system, a
ig disadvantage of t
technology becomes apparenk:
you cannot shake hands with the
person on the other side of the
table. This curious eling
emerges because the t ology
so powerfully recreates realiizj
that meeting participants appe
to be in the same room.

With surround sound audio
and high-definition image resolu-
tion, large plasma monljitots dis-
play people at life-size Whiﬁ]
matching tables in each locatio
are blended to create the illusion
of a single piece of furniture.

The existence of this kind of
technology, providing t bility
to see the facial express , ge
tures and reactions and tal
seamlessly, interrupting when
necessary, makes the reasons for
jumping on an aircraft look less
compelling — something that is
becoming increasingly ali
to global companies looKing to
cut their carbon footprint.

The effectiveness of systems
such as Cisco’s puts virtual meet-
ings worlds apart from the early
days of videoconferencing with
its jerky images, delayed delivery
and poor sound quality.

“This won’t replace the need to
meet,” says Marthin De Beer,
senior vice-president of Cisco’s
emerging technologies group.
“But now there’s an acceptable
means of doing business [virtu-
ally] with the ability to have an
interactive experience with all
the human dynamics — and that’s
not been possible before.”

While smaller organisations
may not be able to afford to
invest in telepresence facilities,
there are leasing options for
much of the equipment, and even
the more basic tools such as
instant messaging or the ability
to exchange documents and vis-
ual presentations online are
improving the virtual team work-
ing experience.

Familiarity with the technol-
ogy helps, too. As a new genera-
tion of tech-savvy employees
enters the job market, companies
are recruiting young individuals
for whom virtual communica-
tions are simply part of life.

The rise in acceptance of vir-
tual work comes at a time of
growing awareness of the envi-
ronmental damage caused by

business travel. Even small com-
panies can make a difference.
According to research by BT, if
every small business in the UK
replaced 10 meetings with audio
conferences, small businesses
could collectively save more than
1.7m tonnes of carbon emissions.

And while the travel industry
represents only a small propor-
tion of the world’s carbon emis-
sions, it is the fastest growing
contributor of greenhouse gas
emissions. Airlines account for

‘No other technology
can contribute more in
the short term to
helping alleviate

the CO» issues’

about 3 per cent of Europe’s
emissions, but that figure will
expand rapidly as air travel is
forecast to double across the
European Union by 2020.

“If you include all transport
modes, Americans travel 240bn
miles a year and each mile adds
more emissions,” says Gwen
Ruta, vice-president of corporate
partnerships at the US-based
Environmental Defense Fund.
“Some companies are pursuing

fuel-efficient vehicles but the
most immediate way to cut emis-
sions is simply by decreasing
travel.”

Organisations that take Ms
Ruta’s advice can do more than
help protect the environment.
“Companies are battling with
their resources and trying not to
stretch them too thin while main-
taining a decent quality of life,”
says Mr De Beer. “And to com-
pete, they’re going to have to
think differently about the way
they do business.”

Part of doing business differ-
ently is coping with rising fuel
costs. And there are significant
savings to be made from cutting
back on business travel.

“Carbon footprint is basically
another monetary unit. It
equates to dollars or pounds in
travel costs,” says Aaron McCor-
mack, chief executive of BT Con-
ferencing, whose BT One Source
service combines management
solutions with Cisco’s TelePres-
ence. “In the current climate, the
ability to reduce costs is in
vogue, which makes this even
more relevant than in an upside
market, where carbon reduction
can be seen as a nice-to-have.”

BT reckons that its 100,000
employees save time worth more
than £100m a year by using con-
ferencing technology rather than

travelling to meetings. And Cisco
says that since it deployed Tele-
Presence across its organisation
in 2006, it has avoided more than
27,000 trips for meeting, saving
$237m.

“Every responsible executive
has to have conferencing high on
the business agenda,” says Tim
Duffy, chief executive of Meeting-
Zone, a UK-based audio and web
conferencing service provider.
“No other technology can con-
tribute more in the short term to
helping alleviate the COs issues,
and help companies save money
in these tight economic condi-
tions.”

Of course, there will always be
occasions for which face-to-face
meetings are essential, particu-
larly at the beginning of a work-
ing relationship, when it is
important to build trust and
familiarity with colleagues or
customers.

And some problem-solving
calls for reality rather than vir-
tual reality. “Where it’s a type of
problem you’ve never seen before
and you need to go in unexpected
directions, that’s hard to do in a
virtual setting,” says Maggie van
de Griend, a principal at Katzen-
bach, the New York-based con-
sultants. “So some types of inter-
actions must be face to face — but
they are fewer than you think.”

L]

‘Milk Tun’ is
miles -better

JAGUAR LAND ROVER

Rod Newing on the
carmaker’s supply
chain shake-up

Five years ago, Jaguar Land
Rover did not know theﬁ
carbon footprint of its
supply chain. Now, it has
been measured, reduction
targets have been set,
measures are being taken
and the results are bei
monitored.

“Our total supply chain
carbon dioxide footprint in
January 2008 was 186,076
tonnes a year,” says Kevin
Wall, the company’s
material, planning and
logistics director. “We are
on target to reduce this by
2,621 tonnes this year and
we have a 10-year plan to
eliminate 90m road miles.”

Jaguar Cars is one of
world’s premier makers
luxury cars and Land
Rover’s four-wheel drive
vehicles are world-famous.
Together the two
companies, which were
acquired by Tata Motor
from Ford Motor earlie S
year, manufacture 290,000
vehicles a year in he UK.

About five years ago
Jaguar Land Rover set up
an integrated Europe-wide
supply chain to collect |:]
components from 380
suppliers based in the UK
and Europe. The aim of this
“milk run” is to maximise
the full capacity of a trailer,
by consolidating five or si
suppliers in a similar
geographical area. This has
reduced average road miles
per week from 59,280 to
30,780, a 52 per cent saving.

Although created to
reduce costs, it has als
eliminated COs emissio f
1,772 tonnes a year. The
third-party logistics contract
has just been rebid and
next-generation truck
engines were specified, to
reduce emissions and
improve economy by 10-12
per cent. Other projects
include reduced pallet pool
balancing between Europe
and the UK, which has
saved 1,265 tonnes a year,
and reduced inter-site
movements that have saved
151 tonnes a year.

“Ten years ago our
supplier base was mainly in
the UK, but now it is truly
global,” says Mr Wall. “You
can’t look at the purchase
price any more, you have to
look at the total landed
cost, including freight,
packaging, customs and the
cost of returning any
unique containers. It is
difficult to calculate, but we
have used this basis for
several years and it takes
into account both the

financial and environmental
i@lications of global
sourcing.”

The company has been
trying to switch vehicle
delivery from road to trains.
Finished vehicles for the

Australia and Japan go
to Southampton by rail.
This has eliminated 777,925
road miles a year, equating
to 1,188 tonnes of COs.

“It has been extremely

cult to get through the
bureaucracy,” says Mr Wall.
“The business case requires
a minimum number of
carriages and a minimum
journey of 100 miles to

e it beneficial.”

From Southampton,
vehicles are transported by
Wallenius Wilhelmsen
ships. In partnership, the

organisations have

mised fleet utilisation,
streamlined routes and run
vessels — where possible —
at more economical speeds.

Most significantly, instead
of normal bunker fuel, the
company pays extra for the
ships to use low-sulphur
fuel, which contains 1.3 per
cent of the mineral,
compared with an
International Maritime

The company has
been trying to
switch vehicle
delivery from
road to trains

Organisation target of 4.5
per cent. Between 2001 and
2007, this low-sulphur fuel
saved 98,500 tonnes of
sulphur dioxide emissions, a
reduction of 43 per cent,
and has cut COy emissions
by 17 per cent.

Future projects include
reviewing vessel steaming
speeds. A two-knot
reduction saves 244kg of
COy per transported unit, 21
per cent less than present.

JLR is also exploring
Wallenius Wilhelmsen’s
Orcelle project for a
lightweight environmentally
sound ship that can carry
10,000 cars. Using solar,
wind, and wave power, it
does not release any
emissions into the
atmosphere or the ocean.

“The Jaguar and Land
Rover logistics professionals
have long understood their
role in moving freight from
road to rail and sea, where
practical,” concludes Mr
Wall. “It has now taken on
a whole new emphasis in
educating colleagues in the
engineering and purchasing
areas to ensure that a
common approach is
applied, with environmental
measures underpinning all
the actions that ultimately
will lead to cost benefits.”

Floating an idea: design for the Orcelle zero-emission ship
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A two-day international conference

Developing Innovation Through Collaborative Partnerships
]

10 & 11 November 2008, The Cumberland, London

The most forward-thinking companies are increasingly seeing the merits of working together
— often with their competitors — to solve problems and develop customer-centric @Iuti

FT Innovate 2008 will shine a spotlight on this idea of ‘collaborative’ innovation.

Come along to hear our outstanding speakers talk incisively and candidly about innovation's
failures, hardships — and of course successes!

O O
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* Dr. Boris Maurer, Principal, McKinsey & Company

« Sergio Kapusta, Chief Scientist, Materials, Shell

* Antonio Perez, Chairman and CEO, Eastman Kodak

* Bilal Kaafarani, SVP, Innovation and Global R&D, Coca-Cola

* R. Gopalakrishnan, Executive Director, TATA Sons Ltd O (]
 Tom Schmitt, President & CEQ, FedEx Global Supply Chain Services

» Tom Bernardin, CEO, Leo Burnett Worldwide

New & Interactive Features for 2008!

“Pitch Perfect” — A rapid-fire series of elevator pitches L Q
te

Representatives from ten Dragon-backed companies battle it out to deliver the best 2-m
pitch — performed live, on-stage, and timed. Who did the best job? The audience decides.

Innovation Brainstorm
Generate ideas and ways of solving problems with peers and experts. Two dynamic 1-Hedr sessions
in small, mixed-sector groups. ]

For sponsorship please contact Craig Bethell
Telephone: +44 (0)20 7873 4110 Email: craig.bethell@ft.com

]
For a full agenda and to register, please visit: ]
www.ftinnovate.com
Or call Aliki Varsamides: Telephone: +44 (0)20 7873 4109 [
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Sustainabte Business

Carrots and sticks to make businesses greener

Vanessa Houlder on
how governments in
five countries use a
mix of sweeteners
and regulations

L]

en the economy
falters, environmen-
tal issues tend
take a back seat.
But looking beyond the current
downturn, businesses a raced
for an acceleration of themove to
a carbon-constrained world.

A plethora of tools is bei
used by governments to influ-
ence the behaviour of businesses,
including regulation, voluntary
agreements, advice, tafes] trad-

tives. Increasingly, the emphasis
is on putting a price on carbon
and addressing market and infor-
mation failures.

The drive to put a price on
carbon has spread far beyond
Europe. Australia is currently
developing an emissions trading
system that is expected to start
in 2010. Campaigning in the cur-
rent Canadian election campaign,
the Liberals have put forward
plans for an environmental
”green shift” that would impose
a carbon tax on the use of fossil
fuels in place of some personal
and corporate taxes.

As governments eye up fiscal
deficits, there is an obvious
appeal in raising money from
carbon emitters — either in the
form of green taxes or auctioning
permits. Currently, industrialised
countries raise just over 2 per

ing schemes and financial ince]E cent of GDP from about 375 envi-

Incentives
create -
leading

position O
in market

When Blackstone, the
buy-out group, announced a
€1bn investment in a wind
farm development off the
German coast in the
summer, it highlighted
crucial role in its decisi
that was played by the
German system of
regulations and incentives.

“Projects of this scale
have been made possible by
Germany’s comprehensil
regulatory framework an
incentive schemes for
renewable power, as
amended by German
Parliament at the beginning
of June, 2008,” according _to
Blackstone. h

Incentives for renewable
energies have pushed
Germany into a
market-leading position. Its
onshore wind installations
account for about half t
total installed capacity
Europe. In spite of its
cloudy skies, Germany is
also the largest market in
the world for photovoltaic
systems, which convert
sunlight into electricity
is also the largest user o
biofuels in Europe.

The main tool has been a
predictable policy
framework established by
the Renewable Energies
Act, which requires ene@
companies to purchase
power generated from
renewable sources at an
above-market price. Reforms
this year strengthened the
legal framework for |:|
energy-efficiency
investments, while
stimulating more wind
farms through higher
electricity tariffs and
lowering subsidies for the
solar power industry. |:|

The tax system has also
played a part in Germany’s
environmental reforms.
Following Scandinavia, and
some other European
countries, it embarked
ecological tax reform inl
1999.

It offset the introduction
of a new electricity tax and
a sharp rise in the
country’s existing petroleum
tax with reductions in I:l
work-related tax.

The importance of
manufacturing in the
economy has meant that
taxing carbon emissions has
proved a more contentious
aspect of Germany’s
environmental policies.

Special arrangements for
lower environmental tax
rates were made for
companies in the
manufacturing, agriculture
and forestry sectors.

This year, German
industry has mounted a
rearguard campaign against
European Commission
proposals for an auction of
the carbon emission permits
allocated under the EU-wide
emissions trading scheme.

It argued that replacing
the current free distribution
of carbon-dioxide permits
with a mandatory auction
between 2013 and 2020
would cost billions of
euros and damage
competitiveness.

The German government
last month decided to back
an almost total exemption
for energy-intensive
industry from paying for
permits.

Angela Merkel,
chancellor, said recently
that — although she
supported the need to
tackle climate change — she
“could not support the
destruction of German jobs
through an ill-advised
climate policy”.

Making a meal of it: a consumption tax on disposable chopsticks is one of the most visible signs of China’s “Go green” approach

ronmental taxes and some 250
environmentally related fees and
charges. Nine-tenths of this reve-
nue stem from taxes on vehicles
and vehicle fuels that were
mostly introduced many decades
ago — primarily as a means to
raise revenue.

But concerns about competi-
tiveness and the impact on poor
households will remain sticking
points. The exemptions that rid-
dle existing green taxes mean
that they would need to be raised
by 15 per cent in the European
Union to yield the equivalent of a
2 per cent increase in labour
taxes, according to a 2006 analy-
sis by the European Environ-
ment Agency.

The political difficulties of rais-
ing substantial sums from envi-
ronmental taxes are reflected in
statistics showing that, between
1996 and 2005, the proportion of

GDP accounted for by environ-
mental taxes across 29 of the
world’s largest economies fell by
an average of 0.2 per cent.

There is also political opposi-
tion to raising money from car-
bon trading schemes, as demon-
strated by the arguments over
the next phase of the EU’s
scheme, in which a proportion of
permits are set to be auctioned.

Chris Sanger of Ernst &
Young, the professional services
firm, thinks that governments
would be foolish to dress up tax
increases as ‘“green” measures
unless they are genuinely
designed to change behaviour.
“Where it is clear it is an excuse,
it will be seen through quite
quickly.”

Other tools to speed up the
deployment of green technologies
are typically easier to implement
politically, but less cost-effective.

The risks of poorly
designed policies to
promote renewables
are illustrated by the
controversy over
biofuel incentives

They include support for
research and development,
investment tax credits, and price
supports, such as feed-in tariffs
for renewable electricity.

A recent report by the Inter-
governmental Panel on Climate
Change concluded that these
kind of incentives were “often
critical to overcoming the barri-
ers to the penetration of new
technologies”. But it warned:
“Subsidies do tend to take on a
life of their own, which makes it
difficult to eliminate or reduce
them, should that be desired.”

Germany’s success in building
up its solar and wind energy
industries demonstrates the
potential of this approach. But
the risks of poorly-designed gov-
ernment policies to promote
renewables are illustrated by the
controversy over biofuel incen-
tives, which have been attacked

as overly costly and contributing
to higher food costs.

The cost of reducing emissions
over the next two decades is
likely to be higher than previ-
ously estimated, according to a
new analysis by the Organisation
for Economic Co-operation and
Development. It called on all
players, including businesses, to
mount “a more co-ordinated,
comprehensive and ambitious
response”.

If companies are to gain
enough confidence to invest in
sustainable projects, government
initiatives need to offer clarity,
transparency and longevity. Will
Bush, leader of E&Y’s Tax and
Climate Change initiative, says:
“Every jurisdiction has initia-
tives coming through: What is it
that makes one effective and oth-
ers not? It is the ease of imple-
mentation by a busy business.”

China explores new ways to tackle its environmental challenges

Iiiina’s environmental challenges are
ion. Rapid industrialisation and a

heavy reliance on coal have created
problems that threaten its long-term
growth potential.

But the government has started to
plore new ways to tackle carbon
issions and pollution, including

reforms to the taxation system.

“It has become increasingly
obvious that China is indeed moving
in the ‘Go green’ direction in terms
of its tax policies”, according to Alan
Wu of the professional services
group PwC in China, in a recent
study published by the US-based
Bureau of National Affairs.

He says the new corporate income
tax law passed in March 2007 was a
“remarkable event in China's tax
history”, which reflected its intention

to encourage advanced technologies,
environmental protection and
resource conservation.

A consumption tax on disposable
chopsticks, in a bid to preserve its
forests, is one of the most visible
signs of China’s efforts to introduce
green elements into its indirect tax
regime.

It has also raised taxes on cars
with large engines and reduced
them for smaller vehicles.

Businesses are given a three-year
tax holiday from corporate income
tax if they undertake certain
environmental initiatives, including
energy and water conservation
projects, followed by a 50 per cent
reduction for the next three years.

Tax also plays a role in the
government’'s ambitious goals for

renewable energy. KPMG, the
professional services group, says
China offers “particularly privileged”
treatment to wind generation
projects under its Renewable Energy
Law. In addition to substantial
central government support and the
right to enter long-term power
purchase agreements with their local
power grid, operators receive
concessions on customs taxes and
value added tax.

Hydropower is also being heavily
pushed in China, where the massive
Three Gorges Dam is currently the
largest structure of its kind in the
world. Incentives include the
exemption of all the equipment used
in hydropower projects from
customs duty and value added tax.

So far, the tax aspect of China's

environmental reforms has been
limited to embedding “green”
elements in its existing regime.

However, this year, the
government said that it was
considering launching an
environmental tax to encourage the
efficient use of energy and to stem
the growth of greenhouse gas
emissions.

It plans to research environmental
taxes before making a decision.

John Manning of PwC, who is
reviewing environmental initiatives in
jurisdictions around the world, says
China is taking more action on the
environment than its reputation
would imply. “It gets a bad press
but the environment is being taken
seriously in the tax system in
China.”

ROPI

Tax proposal runs into opposition

Japan has a formidable
record on environmental
issues. The Paris-based Inter-
national Energy Agency this
year praised the govern-
ment’s “tremendous effort”
at increasing the country’s
energy efficiency and said
that companies’ record on
fulfilling their environmen-
tal goals was “excellent”.

But the faltering economy
has created a difficult back-
drop for further progress.

Japan is seeking further
cuts in emissions in an effort
to meet its Kyoto targets
while minimising the need
to buy costly carbon credits
from abroad.

Proposals to introduce an
environmental tax as part of
this effort have run into
opposition from business.
Keidanren, the influential

business association, has
criticised the plan as being
undesirable in current eco-
nomic conditions.

So far, Japan has made lit-
tle use of tools that put a
price on carbon. The IEA
urged it to consider taxes,
emissions-trading schemes
and other market-based poli-
cies, which it said “could
create the right signals and
encourage the more efficient
use of resources throughout
the economy”.

The distinctive approach
adopted by Japan to foster-
ing environmental improve-
ments has used a mix of reg-
ulatory measures, voluntary
actions by industry, and a
combination of subsidies, tax
exemptions and loans for
investment to encourage
energy efficiency improve-
ment in industry.

The tax system plays a

role by offering significant
incentives for investments in
renewables, according to
KPMG, the professional serv-
ices group.

When investing in solar or
wind power, biomaterials
and geothermal energy, com-
panies can claim tax credits
of 7 per cent of acquisition

Cool it: Junichiro Koizumi

costs — limited to 20 per cent
of the tax — or a special ini-
tial depreciation of 30 per
cent of acquisition costs.

Regulation also plays an
important role. Under the
Act on the Rational Use of
Energy, large-scale factories
have been subject to energy
efficiency requirements
since 1979.

Under Japan’s Energy
Conservation Act, the stand-
ards are set by the “top run-
ner” method, which aims to
improve average energy effi-
ciency of future products
above the level of the most
energy-efficient products
currently available.

This programme not only
improves efficiency in
Japan, but also spurs inter-
national gains, given Japan’s
strength as an exporter of
electronics and vehicles.

The IEA said: “Notably, it

is designed to continue to
place pressure to improve
energy efficiency, and thus
has a built-in mechanism to
drive energy improvement
over the long term without
continued policy negotia-
tion.”

Voluntary efforts to cut
energy use have also played
a prominent role. This
approach was illustrated in
the summer of 2005, when
Junichiro Koizumi, then
prime minister, appealed to
business leaders to allow
office workers to remove ties
and jackets and work in
short-sleeve shirts from June
to September.

This “Cool Biz” campaign
— which required offices to
turn air conditioning units
up to 28 deg C - saved the
equivalent of the carbon
emitted from 1m households
for a month.

Worries over
expiry of key

tax cre

UNITED STATES

The US last month seized
the crown as the world
leader in wind energy
generation. Announcing the
breakthrough, the American
Wind Energy Association
declared the industry had
achieved “in two years
what had previously taken
more than two decades”.

The tax system has
played a central role in
stimulating the growth of
the wind industry, which
now provides electricity t@
5.3m homes — just over 1.5
per cent of the nation’s
electricity — and is on track
to provide 20 per cent of US
electricity by 2030.

That was underlined b
the AWEA, which followed
its triumphant
announcement with a
warning that the looming
expiry of the renewable
energy production tax cr@
“threatens this spectacular
progress.“

This point was further
underlined last month by
John Krenicki, president El
GE Energy Infrastructure:
“The renewable energy tax
credit is the foundation of
this growth,” he told a
Senate committee as he
pleaded for an extension
the production tax credit
beyond the end of this year.

The intensity of lobbying
over this tax credit reflects
its generosity. It amounts to
either 1 cent or 2.1 cents
per KWh of electricity
produced, depending on the
type of renewable energy
used.

The government also
offers a 30 per cent
investment tax credit for
investments in solar energy
equipment, as well as
favourable depreciation
rates for the generating
equipment.

Fred Copeman, of Ernst &
Young’s tax credit
investment advisory group,
says these incentives
amounted to between half
and 60 per cent of total
project costs. “The
combined value of all these
tax subsidies is truly
substantial”, he says.

As well as the federal
incentives, there are a ra
of measures offered by
states, cities and counties.
These include income tax
credits, sales tax
exemptions, property tax
abatements, recycling L]
credits, and cash grants to
help offset the cost of
investing in renewable
energy sources or other
emissions reductions.

Some incentives can belzI
specially negotiated in some
jurisdictions, particularly
where “green jobs” are
being created.

t

As well as the heavy
emphasis on incentives, US
states also use regulations
tcd)ﬁc‘ared the introduction of
r able energy. About
half of US states have
renewable portfolio
standards that require
power companies to
generate a share of their
e y from renewable
S es. E&Y says meeting
these standards is expected
to cost about £150bn in new
investment.

States are also tackling
emissions by setting up
trg schemes within
regional coalitions. The
north-eastern states behind
the pioneering Regional
Greenhouse Gas Initiative,
which begins trading next
ym could raise more than
$ by auctioning permits.

At least part of the
proceeds are expected to be
used to stimulate
renewables, energy
efficiency and cut energy
© for low-income
fammities.

Seven western states and
four provinces of Canada
are working on a trading
scheme, known as the
Western Climate Initiative.
S¢ ate midwestern states, in
a project known as the
Midwestern regional
greenhouse gas reduction
accord.

Businesses see both
0 tunities and threats
a . As well as
government pressure and
incentives, they are
focusing on the promise of
new revenues from ‘“green”
technology and services,
eigtTfLining the scope for
© eductions from energy
efficiency and dealing with
the expectations of
shareholders, customers,
employees and the media.

But businesses do not
alfwals have a coherent
response to these pressures.
Steve Starbuck, leader of
E&Y’s US climate change
and sustainability team,
says: “Tax and finance
S d play an important
r n these issues but our
experience has been that
these departments are often
not consulted and may not
even be aware of whatever
“green initiative” is being
puiirstied by the enterprise.”

A big change is under
way in the US, which was,
until recently, 20 years
behind much of Europe.

The battery of incentives
on_offer has helped tackle
tHe drice obstacles to a shift
from fossil fuels. But the
US approach has its critics.

Most seriously, the
short-term nature of the tax
credits — and the annual
Wi ling over how to pay
fo em — militates against
long term investment.

Impact of measures fails to match the rhetoric

UNITED KINGDOM

When the UK government
unveiled its biggest ever
package of environmental
tax reforms in 1999, it
declared it was shifting “the
burden of taxation from
‘goods’ to ‘bads’”.

It cut taxes on employ-
ment, on smaller cars, on
clean fuels and provided
incentives for energy effi-
ciency, while increasing the
burden on emitters of green-
house gases, local air pollu-
tion and waste creation.

The reforms have not been
as sweeping or effective as
the rhetoric implied.

Environmental taxes have
declined, as a share of the
tax base, since 2000. This
trend was almost entirely
driven by the decision to
abandon the annual fuel
duty escalator in 1999 in
response to protests by driv-
ers. (The duty, however,
remains among the highest
in the world.)

Almost half of businesses
believe that current govern-
ment policy and the eco-
nomic instruments used are
not effective in encouraging
business to make significant
changes in its its behaviour,
according to research last
year by PwC.

Nonetheless, the UK gov-
ernment has remained an
energetic proponent of using
economic instruments to
spur businesses into envi-
ronmental action.

It has made the EU Emis-
sions Trading Scheme the
centrepiece of its climate
change strategy.

This year’s Budget intro-
duced further measures,
including reform of Vehicle
Excise Duty, changes to the
tax treatment of company
cars and increases in the
aggregate levy and the cli-
mate change levy, the
energy tax on industry.

From 2010, many large

businesses that are not
intensive energy users will
come under a new emissions
trading scheme, known as
the Carbon Reduction Com-
mitment.

Frank Sangster, head of
environmental tax and
incentives at KPMG, believes
further initiatives are in the
pipeline, although they are
unlikely to be important rev-
enue raisers. “We are going
to see more taxes and the
government has an open
mind on incentives as well.”

Last month, the govern-
ment promised £150m of sup-
port for manufacturing in a
bid to create hundreds of

thousands of “green-collar
jobs” in the renewable sec-
tor. Business groups wel-
comed the initiative, despite
scepticism about how far
policy would translate into
action.

A common gripe of
businesses is that the gov-
ernment’s zeal for taxing
environmentally-damaging
behaviour is not matched by
enthusiasm for incentives.

HY Hacker Young, an
advisory firm, has calculated
that the government gives
back just £607m, or 2 per
cent of its green tax revenue,
in green tax breaks.

One of the main incentives

on offer — Enhanced CapQ
Allowances — are frequently
criticised as too bureau-
cratic. The scheme provides
businesses with 100 per cent
first year tax relief on erpery
gy-saving investments.

It is billed as a straightfor-
ward way for a business to
improve its cash flow
through accelerated tax
relief.

But companies are tg!
quently deterred by the
requirement that qualifying
technologies must be speci-
fied on the Energy Technol-
ogy List, which is managed
by the Carbon Trust on
behalf of the government.

Mr Sangster says: “We
find it falls in between two
parts of the business. Facili-
ti eople don’t understand
t nd tax people don’t
understand the technology.”

Few governments have
been busier at waving sticks
at environmental laggards,
but the UK has been less
effective than many other
ju ictions at offering car-
rots to stimulate improve-
ments, says Mr Sangster.

The PwC research con-
cluded the current environ-
mental incentives on offer
afe_{unclear, complex and
fail to motivate behavioural
change”.
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Who left those lights on? A view of Manhattan at dusk

Get the basics

There is plenty of
scope to save en
without taking on a
big refurbishment,
writes Sarah Murray —

L]

en JPMorgan
Chase finished a
section of the work
on its Manhatta@
headquarters on Park Avenue,
managers overseeing t roject
at the US banking group received
a pleasant surprise.

The reflective properties of the
Venetian plastering used ol
many of the walls, combined
with the light flowing through
the open design, meant that
those spaces required fewer elec-
tric lights than had bee
expected, further reducirgj
energy consumption.

The bank’s retrofitting project

]

— which is designed to meet strict
environmental standards on eve-
rything from energy use to water
consumption - is a major renova-
tion of a 1.3m square foot, 50-
storey building that was con-
structed in the late 1950s.

However, not all companies
wanting to cut the environmen-
tal impact of their existing build-
ings may have to embark on
such an extensive programme of
refitting and reconstruction.

Plenty of opportunities to
reduce the consumption of
resources such as energy and
water exist, even if a building
owner or manager is not going to
take on a large-scale renovation
project.

“Before they even think about
refurbishment, companies need
to work out how to get the opti-
mum out of what they have got,”
says Paul Toyne, head of sustain-
ability at Bovis Lend Lease UK,
the project management and con-
struction company.

He advises companies to start

by educating the people who
manage and use the building so
that they understand fully how
to operate equipment to obtain
the best performance. “There’s
often a lack of understanding of
how to use the kit and whether
it’s set up properly,” he says.

This includes not only heating
and cooling machinery and water
management systems but also
the equipment used inside the
building. Charles Lockwood, a
US-based green real estate con-
sultant, talks of the “secret
energy addicts” in offices.
“There’s electronic equipment
that you think you’ve turned off
but in fact it’s idling and you’re
consuming enormous amounts of
energy,” he says. “So it’s not just
about the building - it’s what’s in
the building.”

Measurement is another cru-
cial step to take before any refur-
bishment or refitting has taken
place, particularly when it comes
to energy consumption. If a com-
pany has no understanding of the
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current consumption of the
building it will be impossible to
tell what savings have been
made as a result of the improve-
ment work.

Once a baseline for energy use
has been established, it is possi-
ble to see how even simple meas-
ures can make a difference.

Renovation is a
chance to improve
environmental impact,
yet this does not
always happen

“Lighting is something you can
tackle very quickly by changing
to low-energy bulbs and introduc-
ing lighting control systems,”
says David Hitchcock, managing
director of CB Richard Ellis’s
building consultancy. “That’s a
quick win without having to
think about changing the fabric

L]

of the building.” The same
applies to heating and air condi-
tioning which, without being
replaced, will operate more effi-
ciently by introducing high-qual-
ity control systems such as ther-
mostats.

“Most of these things can be
done fairly economically simply
by changing the management
regime,” says Mr Hitchcock.

With buildings of a certain age,
however, renovation will proba-
bly be deemed necessary at some
point, whether to change the use
of a facility or alter the look and
feel of an office as part of a cor-
porate re-branding exercise. This
is also an opportunity to improve
the environmental impact of the
building.

Yet this does not always hap-
pen. “There are significant oppor-
tunities to reduce carbon emis-
sions through a retrofit but they
are being missed,” says Mark
Williams, director of innovations
at the Carbon Trust. “This is
because contractors tend to be

risk-averse and deliver to cost
and time. They won’t necessarily
focus on energy unless they're
asked to do so.”

Mr Williams therefore stresses
the importance of getting senior
management to commit them-
selves to including things such
as water conservation, energy
efficiency and carbon emissions
reduction as part of the overall
specifications for the project.

And while new high-tech
equipment is constantly coming
on to the market, great savings
on resources can be made by
focusing on low-tech measures,
such as installing sufficient insu-
lation and replacing cladding and
window systems.

If the facility or office has
adjoining land, planting trees
along the side of the building will
help block the sun in the sum-
mer while lighter paving reduces
the heat generated by parking
lots.

“Generally speaking, it doesn’t
need to be about deploying high-
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ght before doing a refit

risk, (;Ily-stage technologies,”
says Mr Williams. “Our evidence
suggests those technologies are
great, but they’re more expensive
and the bigger opportunity often
missed is getting the basics
right.’

And, as with existing equip-
ment, new machinery needs to be
properly understood. Employees
responsible for buildings mainte-
nance need to be trained in how
to use new systems installed
and gi' performance targets to
meet. Mechanical and manage-
ment controls should be put in
place and set so as to maximise

ﬁﬁciency.

“If you do the green retrofit of
the bifilding and you don’t insti-
tute company-wide policies and
periodic commissioning to make
sure you’re achieving what you

pect, it’s like buying the Toy-

a Prius [hybrid car], not main-
taining it and wondering why
you’re t getting the perform-
ance and the mileage you were
promised,” says Mr Lockwood.
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Premium on
education for
customers

Andrea Felsted 6nl
the response to the
risks posed by
climate change

From providing cover to
properties endangered by
hurricanes, to protecting
homes at risk of flooding,
insurers are exposed to the
perils of climate change

“Climate change is la
major risk to the insurance
industry, and we have to
manage that risk appropri-
ately,” says James Wallace,
corporate responsibility
manager at RSA Insuragﬁ

The industry S
responded by creating Cli-
mateWise, and 40 of the
world’s biggest insurers,
reinsurers and insurance
brokers have signed up to its
series of principles for man-
aging and reducing the risk
of climate change.

One of the principles is to
encourage individual and
business customers to man-
age and reduce the risks
from climate change. Insur-
ers have developed a range
of initiatives to help custom-
ers cut emissions and oper-
ate more sustainably.

Some of the measures are
aimed at retail customers.
These include offering dis-
counts to drivers of hybrid
cars, or those with low
annual mileage.

“If people care about the
environment, they are more
likely to be safe and con-
cerned citizens in terms of
driving, although the claims
data are still being built,”
says Mr Wallace.

Other measures in the per-
sonal insurance sphere
include offering policyhold-
ers the option of buying car-
bon offsets to neutralise car-
bon emissions from their
vehicles.

Insurers are also huge
buyers of goods and services
to make good claims, and a
number are introducing
green principles into their
procurement practices.
Andrew Torrance, chief

executive of Allianz UK and
chairman of ClimateWise,
says Allianz offers policy-
holders the option to use
recycled parts on vehicle
repairs.

When it comes to house-
hold cover, insurers hold
huge amounts of data on
which homes are at risk of
flooding.

But insurers also have a
role in helping their big cor-
porate and industrial cus-
tomers reduce the risks from
climate change.

In the corporate arena,
insurers have introduced ini-
tiatives to help their custom-
ers be more energy efficient.

A number of insurers pro-
vide services to help their
customers certify or assess
their energy efficiency. They
then make recommendations
as to how they can become
more energy efficient.

Similarly, insurers help
their customers with risk
management, and a number
extend this to sustainability.

Norwich Union, the UK’s
biggest insurer, offers a
six-stage carbon neutral
programme as part of the

Many insurers
offer incentives
to customers
to be more
sustainable

risk management proposi-
tion offered to commercial
customers with annual
premiums of more than
£50,000.

“We believe there is a
growing appetite among
commercial customers to
look at this,” says Tom
Oxley, corporate responsibil-
ity manager for NU across
the UK.

A number of insurers have
more specialist ways to help
their customers operate
more sustainably.

Zurich Financial Services
plans to offer cover to utili-
ties using new technology to
capture and store carbon
emissions and, potentially,
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Floodd out: inurers holdhuge aounts of data

manufacturers of the rele-
vant components.

“Utilities that deploy car-
bon capture and storage
technologies are going to
need insurance otherwise
they are not going to be able
to take all these risks on
their balance sheets,” says
Mike Kerner, global chief
underwriting officer at
Zurich.

RSA covers the infrastruc-
ture used to produce energy
from water, solar power and
biological materials. The
insurer covers onshore and
offshore technologies, and is
involved in all the stages of
the infrastructure’s lifecycle,
from planning and construc-
tion through to operation
and end-of-life disposal.

“We have very close links
with the manufacturers.
Because of the great claims
data we have built up, we
can help inform design,”
says Mr Wallace.

Elsewhere, in the commer-
cial arena, insurers can help
companies physically protect
their businesses from the
risk of flooding.

Many of the initiatives
introduced by insurers offer
incentives to customers to
be more sustainable.

“The whole purpose of Cli-
mateWise is to encourage
improved environmental
behaviour and to provide
customers with the informa-
tion and the incentives to
allow them to deliver [that].

“It is absolutely about
carrots,” says Mr Torrance.

But, as well as carrots, is
there a role for sticks, such
as withdrawing cover, of
making terms of policies
more onerous for businesses
that refrain from reducing
the risks from climate
change?
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“It is not really feasible for
insurers to use a stick,” says
Mr Wallace. “It is more
about incentives and work-
ing out the smart way to
provide an environmentally
sustainable option at the
same cost.”

Mr Kerner says insurers
have a role to play where
customer behaviour impacts
the risks they are covering.

“As an industry, we are
not in a position of being the
police or an alternative tax,”
he says.

“The stick is being the
police, or being the alterna-
tive tax. If there is coverage
that we are providing that is
adversely impacted by
behaviours that are not
green behaviours, these are
things we are going to take
into account in the selection
process.

“But if there is no impact
at all on the risk we are tak-
ing, firstly, it would be bad
business and secondly, many
regulators around the world
would frown on that as
well.”

But Aon, the insurance
broker, suggests the insur-
ance industry is not yet
doing enough to combat cli-
mate change.

According to Peter Breit-
stone, chief executive of Aon
Environmental Services: “If
you look at the size of the
insurance industry and you
look at the magnitude of the
problem, you really don’t see
the industry throwing a lot
of capital at the problem
relative to other industries.

“I think the reason for
that is that other industries
see opportunities to make
money. “The insurance
industry has not yet figured
out how to commercialise
it.”
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Sustainabte Business

Opinion
BJORN STIGSON

]

As financial institutions and
markets crash around us, I am
frequently being asked whether
global business can sustain its ]
actions for a greener, more
inclusive and economicjilgJ
rational world. Surely, e

have asked, the focus of

business is elsewhere right nowii’:l

In my view, the need for
responsible business engagement
in the big issues of our time has
never been more urgen e
limited results of the Hokkaido
G8 Summit, the Doha talks on
liberalising world trade and thelz|
recent US financial bail-out
demonstrates the weakness of
political leadership in many of
the leading economies.

The potent social and
emotional cocktail of high
energy and food prices, the
debate about biofuels,
agricultural subsidies,
deforestation, water str and
environmental degradat is ]
proving too difficult for
governments to manage.

Throw into this mix the greed
and short-sightedness of a
bunch of international bankers,
and our children could &g_ﬁe l
forgiven for wondering t
sort of world they will inherit.

A number of governments
have stated their goal of halving
carbon emissions by 2050. What
will the world look like as it [ ]
does this over the relat
short time frame of 42 years?

My short answer is
“different”. We will see major
impacts on lifestyles and
consumption patterns. Howeverl,:
progress in the negotiati
under the United Natio
Framework Convention on
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first” mentality. One reason for
this is that the negotiations are
very complicated. On the
surface they are about climate
change. But in reality they deal
with energy security and limits
to economic development.

A key milestone on the road
to negotiating a new climate
change agreement at the UN’s
15th Summit on Climate Change
(COP15, to be held in
Copenhagen in December 2009)
is the US election this
November. There is a real
question mark about whether
the new US Administration will
have sufficient time to be able
to make a substantial
contribution to a new climate
agreement in Copenhagen.

Irrespective of this, it is clear
that the next decades will see a
new industrial revolution that

consequences, water stress and
economic impacts. Lean,
characterised by a low carbon
economy and eco-efficiency,
uncertainty around access to
energy and resources, high
resource prices and government
regulations on resource
efficiency. Mean, because we
will experience transformational
change and destructive
innovations that will create
winners and losers.

We will also see a shift in
political and economic power
from the US and the EU to the
Bric countries (Brazil, Russia,
India and China) and Middle
East countries. The role of
business will be crucial in this
change process. Businesses, in
particular global companies, are
the major tool for innovation,
investments, resource flows and

: the financial crisis should not deter global business fro

Climate Change (UNFCCC) is
slow and with a clear “you

will be Clean, Lean and Mean.
Clean, because of climate

job creation to implement the
actions that are necessary. This

is being recognised by
governments and their
motivation and willingness to
listen to constructive proposals
for the needed policy
frameworks will be high.

In the climate change arena,
it is increasingly understood
that business must be especially
engaged in determining the
solutions for energy efficiency
and demand-side management,
technology development and
deployment, carbon markets and
financing and sectoral
approaches. Positive outcomes
for the negotiations in
Copenhagen next year will not
only impact business, but will
depend for their success on
action by business.

Let me revisit the question I
raised at the beginning. The
current financial crisis should
also be seen as the result of
unsustainable business models

m doing its bit for a greener, more inclu

V.

Industries that have
put sustainability
issues at the heart
of their strategy
offer some valuable
lessons for the
financial sector

—

sive and economically rational world AFP

in the finance sector — not
unlike those that many other
industries have experienced over
past decades. Industries that
have put sustainability issues at
the heart of their strategy offer
some valuable lessons for the
financial sector.

Over the past 20 years, many
industries have come under
pressure to revisit their business
models in reaction to pressure
from consumers to maintain or
restore public trust.

Different industries at
different times have had to
understand how sustainability
issues such as constraints on
carbon, water and ecosystems,
or the social impacts are core to
their business.

Leading businesses within
many sectors are pushing the
envelope still further to examine
their role in tomorrow’s society.
This soul-searching is resulting

-utting your money on thinking for the future

in business models that require
shifts to new products and
services that directly address
global challenges and
simultaneously focus on
delivering value to society.
Leading businesses such as
Toyota, DuPont, Michelin,
General Electric, Nokia, Vestas
and Vodafone see this as a
necessary evolution to achieving
a sustainable world.

Frankly, the finance industry
has always lagged behind in
addressing sustainability issues.

The current financial crisis is
shedding light on the flaws in
current business models in the
finance industry and the
enormous extent to which
public trust has been damaged.

To regain this trust, the
finance industry will need to
revisit its role in society and
deliver updated business models
that consider current societal
expec ns of open,
transparent businesses that
demonstrably deliver value to
society.

One of the defining mantras
of the World Business Council
for Sugtainable Development is
to re our stakeholders that
business cannot succeed in
societies that fail. There is no
future for a successful business
if the societies that surround it
are not working.

The ing global businesses
that are our members
understand this. The companies
that continue to demonstrate
thoughtful responses to society’s
needs, and are planning for a
changing future, will be among
those will still be operating
successfully many years from
now.

Bjorn Stigson is president of the
World Business Council for
Sustaipable Development

(www. sd.org)

Obstacles in path of
the green innovators

Dan Ilett on thel ]
challenges facing
companies seeking
to commercialise
their products

At first glance, clean tech-
nology, which either
improves the efficiency or
reduces the environmental
impact of energy-related
products, appears to a
booming industry. It is esti-
mated to be worth $150bn
now but will reach $600bn by
2020, a United Nations report
says.

Investments are bging
made in a huge varie f
concepts and technologies.
In one high-profile example,
Sapphire Energy, a San
Diego-based company that
aims to make biofuel from
algae, said last month tHat it
had raised more than $100m
from investors. New backers
include Cascade Investment,
owned by Bill Gates, Micro-
soft’s founder.

Eye-catching deals suﬁ{js
this are focusing atte n
on the algae industry, which
is still in its infancy. But
overall, the clean technology
sector faces big challenges if
it is to achieve the UN’s
growth predictions. I—_r:l)

Robert Hertzberg, -
founder of solar company
G24 Innovations and a pri-
vate investor, says small
businesses in most of the
clean technology industries
are unable to access the
funds they need to commer-
cialise their products.

“There are just not enough
market-based incentives to
commercialisation,” he says.
“There should be more
incentives for people to
invest ... The smaller busi-
nesses are spending all their
money on bankers and law-
yers instead of engineers.
That should be the principle
focus.”

For investors, meanwhile,
one of the problems is that
achieving a return on invest-
ment for some clean technol-
ogies requires a leap of faith.
There is money available for
research and development,
says Mr Hertzberg, but with-
out sales there is no return.

Some observers believe
clean technology will follow

Pond life: algae “are the way to go”

a similar pattern to that of
IT and the internet, which
yielded huge returns for
investors over short periods,
@icially in the dotcom
boom at the end of the 1990s.

However venture capital-
ists — mindful, perhaps, of
the dotcom bust that fol-
ﬁed from 2001 — are taking

autious, longer-term
approach because some of
the technologies remain
unproven.

“[For entrepreneurs in this
space] VCs do focus on the
end user and do a lot of due
diligence,” says Peter
Linthwaite, managing part-
ner at Carbon Trust Invest-
ment Partners and former
chief executive of the British
Venture Capital and Private
Equity Association. “You
can see there is a lot of capi-
tal available for large-scale
wind farms. But there is a
lack of capital for small busi-
ness to move to commerciali-

Investors are
cautious because
some of the
technologies
remain unproven

sation of products in Europe.
It still suffers from a lack of
scale to turbocharge these
businesses.

“It’s a huge problem. You
might get £3m but that will
only last a year and you
don’t expect VCs to pay out
£20m immediately.”

Fortunately, some clean
technologies have already
proved themselves, taking
advantage of the terrain,
weather and daylight condi-
tions on which they largely
depend. This is why there
are large solar farms active
in places such as the Nevada
desert in the US and in
Spain, while land developers
build large wind farms in
northern Europe.

But government assistance
in the form of incentives can
make a big difference, too.
Generous government incen-
tive schemes for wind farms
have caused this segment of
the clean technology sector
to thrive — faster, perhaps,
than any of the others.

“Solar is getting valuation
but the investment it
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attracts is not so high,” says
Mr Hertzberg. “Wind is get-
ting a lot because there are
deals and ‘meat and pota-
toes’ incentives.

“I have invested in wind in
France and the UK because
of some of the subsidies.
We’re not at that level for
other industries yet. We
don’t have the policies or
policies.”

The interest in wind
energy was underlined last
October when Eon, the big
German energy supplier,
bought the US wind power
generating assets of Airtric-
ity for $1.4bn, one of the big-
gest deals yet in the sector.
In January, Scottish and
Southern Energy (SSE)
bought the rest of the Irish
wind energy company for
€1.45bn.

Another sector attracting
interest is energy efficiency
and saving. This can take a
variety of forms. In IT, data
centre technologies that help
cut corporate electricity bills
are proving popular — some
40 per cent of the corporate
electricity bill is estimated
to be spent on IT.

At the same time, energy
companies are buying up
products that help consum-
ers to accomplish energy
saving. For example, SSE
has £7m of orders placed for
Onzo’s smart electricity
meter. This shows people
how they use their electric-
ity and energy.

“We're very interested in
energy efficiency in the large
business sector,” says Mr
Linthwaite at Carbon Trust
Investment Partners. “The
second area for us is reduc-
ing the cost-base in the
renewable area. The next
stage of that is to bring the
cost down in the supply
chain of components -
whether they are for solar or
wind power.”

Then there are the algae
enthusiasts. While Sapphire
Energy has piqued Mr Gates’
interest, Origo Industries
has just begun trials with
supermarket group Tesco’s
delivery vans.

Origo’s technology cap-
tures carbon emitted from
vehicles and uses algae to
“eat” it, while making a bi-
product of biofuel.

“Algae are moving at a
rapid pace,” says Ian Hou-
ston, the company’s director.
“A billion years ago there
were algae. When they died,
they formed oil. People are
now realising that algae are
the way to go.

“We’ve been backed by a
number of people. It’s not
only the money you need,
though, it’s the assistance. A
lot of venture capitalists
whom you ask for £10m try
to take a big chunk of your
company. Once you do that,
you sell your soul.”

A Al

FECO4 al

Trains ate trademarks!of Bombardie
(e Ay Elig p

BOMBARDIER + €CO

¥

f (&

= A new formula in energy savings
[

A new world demands a new equation.
With energy being the number one
priority — for our industry and our planet -
Bombardier Transportation, once again,
leads the way with our revolutionary
ECO4 energy-saving technologies.




