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Foreword

The climate change challenge has risen to the top of the agenda in gov-
ernments and company boards across the world. How to fight the impact
of climate change and how to prevent significant climate change in the
coming century, has to be addressed today, because greenhouse gases are
rapidly building up in the atmosphere.

Business is part of the solution to the challenges of reducing greenhouse
gases. Businesses provide new, clean technologies and produce products
and services to meet the needs of society. While paving the way for clean
technology development, it is vital that initiatives and policies are imple-
mented in a sustainable manner, to safe-guard EU competitiveness.

Nordic business organisations are participating in the on-going discus-
sions on how to fight climate change. We wish to further contribute to the
discussion on how to fight climate change. We therefore invite you to read
our business recommendations and join us in the discussion.

Urban Backstrém Finn Bergesen Jr.

Swedish Enterprise Norwegian Enterprise Danish Industries

Vilhjalmur Egilsson Leif Fagernis
CEO, Confederation of CEO, Confederation of
Icelandic Employers Finnish Industries
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Hans Skov Christensen
CEO, Confederation of CEO, Confederation of CEO, Confederation of
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Introduction

Human activities have increased and will continue to increase
the level of greenhouse gases (GHG) in the atmosphere. The
impact of the increased level of GHG will be a gradual in-
crease in the temperature level. The majority of evidence
points to a costly impact of climate change mainly because of
higher sea levels, melting permafrost, and more unpredict-
able weather conditions. Climate changes long after the emis-
sions are reduced. Action is therefore needed today.

Climate change is one of the major global challenges we are
facing. Measures of mitigation as well as adaptation are
needed. If we are to fight climate change succesfully, all large
emitters and all sectors of society need to make significant

contributions.
The climate change However, the measures of mitigation to prevent climate
challenge needs to change must allow welfare expectations to be met and sus-
be addressed tainable economic growth to take place. Thus the climate

change challenge needs to be addressed, in the most cost ef-
fective way. When implementing climate change initiatives it
is imperative to limit the potential negative impact on welfare
and economic growth.

The international discussions on climate change are taking
place at the United Nations, to enhance the UN Framework
Convention on Climate Change from 1992 and to develop a
post-2012 follow-up to the Kyoto Protocol from 1997.

Commitment Business finds it imperative that these discussions result in a
by all commitment by all large emitters no later than 2009 to fight
large emitters climate change. This is necessary for the environment as well

as for business competitiveness.

At the European Council meeting on 8. — 9. March 2007, the
heads of state and government decided on a number of targets
to be reached in the EU by 2020.
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According to these decisions:

The EU would reduce its greenhouse gas emissions by at
least 20 per cent by 2020, increasing to 30 per cent in the
event of a global agreement on climate change involving
major emitters

The EU would increase its share of renewable energy to
20 per cent of energy consumption by 2020, the share of
bio-fuel being increased to at least 10 per cent by 2020

The EU would implement energy efficient technologies to
reduce energy consumption to a level of 20 per cent below
business-as-usual in 2020

On several occasions, the European Council has also
emphasised that the EU ETS will continue to be a corner-
stone in the EU’s climate change policy.

It is now time to decide how to implement these significant
decisions. Nordic business has a number of concerns which
we would like to raise alongside our recommendations as to
how the EU proceeds.







Implementing EU decisions

on greenhouse gases, renewable
energy and energy efficiency

RECOMMENDATION

— All sectors need to contribute in the effort to reduce green-
house gases

— EU business competitiveness needs to be safe-guarded

— A cost-effective implementation of greenhouse gases (GHG),
renewable energy (RE), and energy efficiency (EE) targets is
imperative

— In order to provide flexibility when increasing the share of RE,
cross-border trading should be enabled.

— The European energy market, including the market for RE,
must be significantly improved, removing barriers to transmis-
sion and trade

— The EE potential is huge, but barriers of implementation must
be removed through strengthened public EE-policies

— A change in the EU ETS directive ensuring a harmonised meth-
od of allocating EU Allowances within sectors and an opt-out
of small installations

The EU must focus all efforts on demonstrating to other
regions how climate change can be faced. Setting targets
without demonstrating how to meet these is no way forward.
However, the decisions made at the 8. —9. March 2007 — coun-
cil will only make sense provided the implementation ensures
a cost-effective expansion of renewable energies and the im-
plementation of energy-efficient technologies.

Meeting the targets for 2012 EU business currently faces a
major problem because the EU’s major competitors are choos-
ing a different way to address the climate change challenge.
This makes investment outside the EU more profitable than

The EU must
demonstrate
how to meet
the targets
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investments inside the EU, especially within energy intensive
industries. Part of EU business competitiveness is therefore
damaged, and carbon leakage is gradually taking place.

A global climate Therefore it is essential to have a global climate change re-
change regime gime ensuring fair competition across companies post 2012.
after 2012 Harmonisation within the EU is not sufficient to prevent the

competitive distortion that damages companies operating
globally. The urgent need for a global regime is addressed in
section 5 and 6.

GHG-EMISSIONS DEVIDED BY EMITTING SOURCES

Waste; 3,6%
Agriculture; 13,5%

Transportation; 13,5%

Land Use
Change; 18,2

Electricity
and heat; 24,6%

Industrial Processes; 3,4%

Fugitive Emissions; 3,9%
Industry; 10,4% Other Fuel Combustion; 9,0%

Source: World Ressource Institute.
Note: The chart show alle GHG's in 2002 (CO2-eg.)
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Leading the way by setting ambitious targets for 2020 while
safe-guarding EU business competitiveness, is a huge chal-
lenge which must be met.

All sectors must contribute

All sectors must therefore contribute. Focussing on energy
supply and energy demand in general thus makes sense.
When developing policies to promote RE, it is necessary to
consider how subsidies, energy taxation and other regula-
tive measures can be developed in a technology-neutral way.
Policies must not distort investment decisions in RE in rela-
tion to other technologies.

A flexible EU RE market

The expansion of renewable energies is a way forward to
make energy supply less carbon-intensive. However, expan-
sion must take place in a cost-effective way, developing a
market for renewable energy which is flexible, taking the
different possibilities in the countries into account, and not
operating as 27 + closed markets.

Guarantees of origin could be a way forward to create a trad-
ing mechanism for RE across the EU. This kind of mechanism
must not distort competition or damage energy intensive
industry’s competitiveness.

It is also of great importance to ensure that RE enhancement
does not have unintended, damaging impacts, for example
the enhancement of bio-energy must not jeopardise the use of
biomass as industrial raw material.
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All sectors must
contribute

RE cross-border
trading should
be enabled

RE expansion must
not damage energy
intensive industry
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Improve EU
energy markets

Barriers for EE

Well-functioning energy market

It is also imperative, that the decisions made in March are
complemented by decisions, for example, to create a real
internal market for energy, invest in energy transmission ca-
pacity and remove barriers to trade across member states.

The EE potential

Looking at the energy demand side, the EU target of reducing
energy consumption by 20 per cent compared to business-as-
usual in 2020 is ambitious. But the evidence of numerous
cost-effective projects within households, which are not yet
being implemented, demonstrates a huge potential. However,
there is a need to remove barriers to implementing energy
efficient projects.

Setting targets for energy efficiency must be accompanied
by public policies across the EU to make sure that profitable
investments in energy saving equipment actually take place.
One way forward is to develop a financing mechanism — for
example through Energy Saving Companies (ESCOs).




Further use of public procurement and eco-labelling, im-
proved skills within building and construction as well as the
further development of technical product standards are other
ways of moving forward to support energy efficiency.

The EU ETS and burden-sharing post 2012

While the EU ETS remains an important tool in the toolbox
of how to fight climate change in the EU, the first experiences
with the EU ETS has demonstrated distortion within the EU
because installations across the Union are not treated in the
same way.

The Review of the EU ETS must lead to a harmonised way of
allocating EU Allowances in order to avoid competitive distor-
tion. To enable a harmonised allocation, the first step would
be to simplify the system with the possibility of excluding
small installations with yearly emissions below 25.000 tons
COq. Reducing the number of small installations in the ETS
makes it easier to harmonise allocation for the remaining
installations. The next step is to develop consistent, fuel-in-
dependent and efficiency or performance-based benchmarks
or other harmonised criteria for the remaining installations
in the EU ETS.

In defining the installations to be included, opportunities to
opt-in certain sectors or installations like district heating
must be maintained. In general, the cost-effectiveness of
including sectors, gases and installations needs to be further
analysed before inclusion takes place.

The decisions on how to share the burden of reducing green-
house gas emissions and expanding RE are to be developed.
For business competitiveness, it is imperative that a new
burden-sharing agreement does not translate into differences
in the way business is treated. A way to ensure this would be
to apply harmonised principles of allocation within sectors.

Revision of
the EU ETS

GHG burden
sharing and
business
competitiveness
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Strengthen research,

development, demonstration,

deployment and transfer
of clean technologies

RECOMMENDATIONS

— Significant increase in research, development and demonstra-
tion (RD&D) of new, clean technology and improved co-opera-
tion across the EU

— Implementation of a wide range of low and zero-carbon tech-
nologies and energy efficient technologies

— Increased effort to ensure technology deployment in developed
countries

— Support and develop drivers of technology circulation

Seen in a historical perspective the economic growth which
has been taking place in developed countries has gradu-
ally implied taking new technologies into use. New methods
have been developed leading to increased energy efficiency.
European industry has made a huge effort to improve on COq
emissions per GDP since the oil crises of the 1970s, imple-
menting new technology and developing environmental and
energy management to bring down emissions.

Likewise, the development of energy markets, including the
significant rise in the level of energy prices is also a factor of
high importance, supporting the deployment of existing, clean
technologies.

Increased R,D&D effort

However, to meet the EU targets in time the level of funds put
into RD&D within the EU need to be significantly increased.
In order to get the most out of the effort put into RD&D it is
imperative that EU RD&D at the Commission and member
state level is coordinated much better than is currently the

Economic
growth and
CO,-emissions

Improved
RD&D in
the EU
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Technologies
and emission
reductions

case. Today the RD&D effort is fragmented and un-coordi-
nated. Therefore the need for low carbon technologies and
energy-efficient technologies requires a significant effort from
politicians, research institutions and the business community
to achieve the targets for 2020 and beyond.

A wide range of technologies
needs to be developed and deployed

By developing and deploying a wide range of technologies
such as low-carbon and energy-efficient technologies, renew-
able energies, nuclear and carbon capture and storage, the
EU can demonstrate to other regions how to reduce emissions
of greenhouse gases.

The decision on RE expansion needs to be put into the context
of promoting all relevant technologies, because a wide range
of technologies are needed as part of the solution to the cli-
mate change challenge — for example nuclear technology and
Carbon Capture and Storage has to be developed alongside
RE technologies.

16




To promote technologies like CCS and other expensive tech-
nologies, it will be necessary to look into state aid rules to
ensure sufficient support of CCS-demonstration plants. There
is a need for a pan-European CCS strategy to deal with the
many unsolved issues.

Compared to the US and Japan, the EU is falling behind and
needs to move up to en entirely different level if the EU and
EU business is to take part in the required research, develop-
ment and demonstration of new technologies.

Technology circulation

In developing countries an improved deployment of new tech-
nologies has taken place. China and India, for example, can
demonstrate a significant improvement in energy intensity.
This development will of course continue and can be improved
through improved trade relations.

WTO agreements and a solution to violations of Intellectual
Property Rights (IPR) are important tools in enhancing
the transfer of technologies. But this will not be enough.
Therefore measures to ensure technology dissemination such
as Joint Implementation (JI) and the Clean Development
Mechanism (CDM), must be significantly improved.

Furthermore, the inflow of JI and CDM credits into the EU
ETS is a pre-condition for a cost-effective climate change
policy within the EU.

Population growth and the need for on-going development
in both developing and developed countries will result in in-
creasing impact from climate change unless the R,D&D, tech-
nology deployment and technology circulation are speeded-up
significantly.

RD&D in EU,
the US and Japan

WTO, IPR, JI,
CDM,and
technology
transfer

Population
growth and
economic
growth
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Global climate
change initiatives

RECOMMENDATIONS

— All'large emitters need to commit

— Alevel playing field is key to avoiding carbon leakage

The EU and member states can demonstrate to other regions
how to face climate change. However, implementing climate
change policies needs to be done in a way that will actually
have an impact on the global emission of greenhouse gases
(GHG) emitted into the atmosphere.

Therefore, all large emitters in the world need to commit to
the reduction of greenhouse gas emissions for the climate
change initiative to be an environmental success.

All large emitters also need to commit in order for the initia-
tive to succeed economically, because fair competition among
emitters plays a significant role. It is necessary to ensure
a level playing field to prevent competitive distortion, with
the impact that this will have in the shape of carbon leakage
(production moves to regions with less strict climate policies)
and economic loss.

Therefore climate change initiatives must be implemented
in such a way that all sectors competing in the same global
market, face the same level of requirements.

Due consideration to the differences in what developing ver-
sus developed countries can afford must be taken. However,
this must happen in a way that does not distort competition
between nations, for example through the application of a
sector approach in which companies in different countries but
within the same sectors are treated in the same way.

Climate change
policies

Commitment by
all large emitters

Competitive
distortion and
carbon leakage
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GHG
emissions
will grow

Population will grow by 50 per cent over the next 50 years,
the economy is growing and the demand for raw materi-
als, products and energy is growing rapidly. This causes
increasing emissions, particularly in developing economies
such as China and India. Projections carried out by the EU
Commission demonstrate that more than 90 per cent of GHG
emissions will take place outside the EU by 2050, as demon-
strated in the table below.

EMISSION OF GREENHOUSE GASES DIVIDED BY REGION

(percentage)

Regions 2000 2050
Canada and USA 23 12
Enlarged EU 14 8
Russia and CIS 8 5
Oceania and Latin America 12 10
Japan 4 2
Africa and Middle East 12 23
Asia 27 40
Total 100 100

Source: Commission memo, February 2005: Winning the battle against global climate change

The estimated changes are explained by a significant increase
in total emissions, where the increase of emissions takes
place primarily in developing countries. The International
Energy Agency estimates an increase in global CO2-emissions
from about 26 bn tons of COz in 2004 to about 40 bn tons of
CO3 in 2030.

However, looking further into the regional distribution of
GHGs, there is a major difference between the GHG emis-
sions per GDP (energy intensity) and GHG emissions per
capita between nations. These are differences that cannot
only be explained by structural differences in the economy.

R



GREENHOUSE GAS (CO>-EQU.) EMISSIONS PER CAPITA
AND GDP IN VARIOUS REGIONS, 2000

GHG-emission (kg) per GDP (2000 USD)
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As demonstrated in the graph above, fast-developing coun-
tries such as China and India with growth rates of 8-10
percent per year emit more than eight times as many COs-
equivalents when producing one unit of GDP as compared to
the EU(25) and Japan.

Though growth will require more energy, growth is also the
solution to investments in new, clean technologies. However,
developing countries must commit to implement initiatives to
fight climate change and should be given incentives to use low
carbon and energy-efficient technologies in order for them to
reduce CO; per GDP.

To demand this effort from developing countries is only real-
istic if countries like the USA and Australia also commit to a
significant effort.

Developing
countries
must commit

USA and Australia
must commit
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A framework for a global
agreement after 2012

At the moment the UN discussions on enhancing the
Framework Convention for Climate Change and on finding a
follow-up to the Kyoto Protocol are not showing progress.

Nordic business organisations urge the responsible leaders of Responsible
the large emitting countries to take action. It is imperative leaders must
that all large emitters commit to a significant effort in order take action

to reduce greenhouse gas emissions.

Nordic business encourages European heads of state and
government to develop a future global climate change regime
which will lead to a global agreement involving all large emit-
ters of greenhouse gases in a post 2012 regime.

WE BELIEVE THAT FOR SUCH A GLOBAL, POST 2012
AGREEMENT TO SUCCEED, THE FURTHER
DISCUSSIONS SHOULD BUILD UPON:

— Commitments taken by all OECD countries similar to the EU’s
2020 ambition level, taking country specific reduction poten-
tials into account. At the same time OECD countries should
make sure to pave the way for future commitments to be taken
by developing countries. In doing so, a clear time-table and
extent of commitments to be taken by developing countries
needs to be set. Commitments should most likely be in the
shape of relative targets, allowing for significant growth in
poorer regions of the world

— The economic ability of joining an agreement for the participat-
ing nations, based on respective capabilities and fairness, in
order to allow for continuous growth, avoid carbon leakage
and safeguard the level playing field for all sectors competing
in the global market.
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— Ensuring a level playing-field for companies across the world is
imperative. Climate change initiatives should be implemented
in such a way that it allows for flexibility in the way companies
meet the 2020 target. At the same time initiatives implemented
should ensure that companies in different countries but within
the same sector operate under the same competitive condi-
tions concerning climate change policies. A sector approach, in
which companies across countries but within the same sectors
are treated in the same way, needs to be further explored.

— Assignificant increase in support for research, development and
demonstration.

— Support for the transfer of technologies. Advancement of WTO
agreements and solutions to violations of Intellectual Property
Rights are fundamental to ensuring the transfer of technologies
between regions, for example through joint ventures.

— A significant increase in technology transfer to developing
countries. There is a need to improve and expand the flexible
tools such as the Joint Implementation and Clean Development
Mechanism, making sure that JI and CDM paves the way for a
global carbon market.

— Nations should ensure that ODA (Official Development Aid) is
spent in a way consistent and supportive of technology transfer
to developing countries.

— A significant increase in the deployment of low-carbon and
energy-efficient technologies. There is a need to develop inter-
national technical product standards, benchmarking and other
performance standards.

—  Public procurement based on fairness and transparency is also a
way to implement the deployment of clean technologies within
the public sector. For the consumer eco-labelling based upon
Life-Cycle-Analysis is a way to get better knowledge about the
products.
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