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Foreword

This report surveys responsible business practices addressing climate change and driving the shift to a low-carbon economy. It summarises policies, regulations and other instruments in support of a low-carbon economy in OECD countries and emerging economies, and analyses corporate responses to these drivers.

In 2008, the OECD launched a joint project with its Investment Committee and Environment Policy Committee, to explore how to design and implement effective public policy that would harness private sector investment to mitigate climate change. The project and this resulting report also contribute to the OECD’s Green Growth Strategy launched in 2009 by OECD Ministers.

Research for this work is based on a review of recent literature, qualitative and quantitative information on environmental policies and corporate practices, as well as interviews with government and company representatives and other stakeholders. It also draws on a survey to companies carried out in March-June 2010 with the support of the Business and Industry Advisory Committee (BIAC).

This report provides examples to illustrate how companies are dealing with the challenges and opportunities embedded in today’s business environment with respect to climate change, in a given regulatory context and state of development of standards and methodologies. It does not constitute a generic endorsement of specific practices, and acknowledges that business is far from being an homogeneous pool of enterprises and that widely diverging views can be found depending on the size of companies, the sector in which they operate, and their location. Importantly, being a frontrunner in addressing climate change does not imply that a company leads in all areas of sustainability, nor that it will remain at the forefront of action in the future.

This work was reviewed by working parties of the Investment Committee and the Environment Policy Committee. It has also benefitted from a range of stakeholder consultations, including the OECD Roundtables on Corporate Responsibility (June 2009 and July 2010, Paris); the ESCAP-OECD Regional Conference on Corporate Responsibility (Bangkok, 2-3 November 2009), and the ADBI-OECD Roundtable on Asia’s Policy Framework for Investment (Tokyo, 6-8 April 2010).

The report was written by Céline Kauffmann and Cristina Tébar Less of the Investment Division headed by Pierre Poret (Directorate for Financial and Enterprise Affairs), with inputs and comments from colleagues in the Environment Directorate (Jan Corfee-Morlot, Helen Mountford, Nick Johnstone, Christopher Kaminker, Joy Kim, Xavier Leflaive, and Christa Clapp). The boxes on emerging economies draw on research on South Africa by the South Africa Institute of International Affairs (SAIIA), on China by the Global Environmental Institute (GEI), and on India by the Consumer Unity and Trust Society (CUTS International).
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Preface

The transition to a low-carbon economy has started. At the 2009 Copenhagen Conference on Climate Change, many governments committed to reduce their greenhouse gas emissions. Even though the Copenhagen pledges are not enough to contain temperature increases under the 2°C target, achieving them still requires that governments, companies and civil society work together and implement important changes.




For several decades, the OECD has supported all these actors in their efforts to preserve the environment. At their annual meeting in May 2010, OECD Ministers mandated us to continue to play a key role in this global effort.




This book provides a snapshot of the current corporate contributions to a low-carbon economy – and makes recommendations on how governments can help companies do more and do better. Active business strategies are crucial to achieving a low-carbon future. Businesses are major emitters of carbon, but are also a key vector of innovation and change.




Spurred by rising expectations of society, a number of frontrunning companies have grasped the challenges and opportunities of moving towards a low-carbon economy. They have developed methods to measure their greenhouse gas (GHG) emissions, a critical first step to reducing the carbon footprint of the goods and services they produce. They are also integrating the goal of emission reduction throughout their organisations – involving boards, managers and staff. The most advanced are reaching out to consumers and suppliers in order to induce wider changes. These are inspiring examples. But some of those at the front line are questioning whether further – often very substantial – investment makes sense in the face of the uncertainty about future climate policies. Without clearer policy signals from governments, the world will face a real danger of business rollback.




The OECD, through projects such as the revision of the Guidelines for Multinational Enterprises and the Green Growth Strategy, fosters international dialogue among a wide range of countries on public policies for climate change and encourages corporate practices that support public goals. Governments need now to provide clearer incentives for businesses to reduce GHG emissions as part of their operations. Leading companies have started to build momentum and this should not be squandered by public inaction. Strong policy incentives, including a price on carbon emissions, would ensure that corporate action to reduce emissions is ambitious, measurable, verifiable and comparable across companies. And, of course, good policy must avoid both carbon leakage and barriers to trade and investment.

Our own well-being and the livelihoods of future generations depend upon our capacity to respond to the immense challenge of addressing climate change. Government policy is needed to mobilise all companies to create a new low-carbon business model.


 Angel Gurría, OECD Secretary-General.
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GLOSSARY AND ACRONYMS

Terms marked with * are taken from the UNFCCC’s glossary (http://unfccc.int/essential_background/glossary/items/3666.php); those marked ** are taken from the GHG Protocol glossary (www.ghgprotocol.org/files/ghg-protocol-revised.pdf).





	Absolute target**
	A target defined by reduction in absolute emissions over time e.g., “reduce CO2 emissions by 25% below 1994 levels by 2010”.


	Adaptation*
	Adjustment in natural or human systems in response to actual or expected climatic stimuli or their effects, which moderates harm or exploits beneficial opportunities.


	Annex I Parties*
	The industrialized countries listed in Annex I to the UNFCCC which committed to return their greenhouse-gas emissions to 1990 levels by the year 2000 as per Article 4.2 (a) and (b). They have also accepted emissions targets for the period 2008-12 as per Article 3 and Annex B of the Kyoto Protocol. They include the 24 original OECD members, the European Union, and 14 countries with economies in transition.


	Annex II Parties*
	The countries listed in Annex II to the UNFCCC which have a special obligation to provide financial resources and facilitate technology transfer to developing countries. Annex II Parties include the 24 original OECD members plus the European Union.


	Boundaries**
	GHG accounting and reporting boundaries can have several dimensions, i.e. organizational, operational, geographic, business unit, and target boundaries. The inventory boundary determines which emissions are accounted and reported by the company.


	Cap and trade system**
	A system that sets an overall emissions limit, allocates emissions allowances to participants, and allows them to trade allowances and emission credits with each other.


	Carbon market*
	A popular but misleading term for a trading system through which countries may buy or sell units of greenhouse-gas emissions in an effort to meet their national limits on emissions, either under the Kyoto Protocol or under other agreements, such as that among member states of the European Union. The term comes from the fact that carbon dioxide is the predominant greenhouse gas and other gases are measured in units called “carbon-dioxide equivalents”.


	Carbon Footprint
	According to The Carbon Trust, a “carbon footprint” measures the total GHG emissions caused directly and indirectly by a person, organisation, event or product. The main types of carbon footprint are “organisational” (emissions from all the activities across the organisation, including buildings’ energy use, industrial processes and company vehicles) and “product” (emissions over the whole life of a product or service, from the extraction of raw materials and manufacturing right through to its use and final reuse, recycling or disposal).


	Carbon sequestration*
	The process of removing carbon from the atmosphere and depositing it in a reservoir.


	CDP
	Carbon Disclosure Project.


	Clean Development Mechanism (CDM)*
	A mechanism under the Kyoto Protocol through which developed countries may finance greenhouse-gas emission reduction or removal projects in developing countries, and receive credits for doing so which they may apply towards meeting mandatory limits on their own emissions.


	CDSB
	Climate Disclosure Standards Board.


	CO2
	Carbon Dioxide.


	CO2-e
	(or CO2 equivalent) ** – The universal unit of measurement to indicate the global warming potential (GWP) of each of the six greenhouse gases, expressed in terms of the GWP of one unit of carbon dioxide. It is used to evaluate releasing (or avoiding releasing) different GHG against a common basis.


	Direct GHG emissions**
	Emissions from sources that are owned or controlled by the reporting company.


	GHG Emissions**
	The release of GHG into the atmosphere.


	Emissions trading*
	One of the three Kyoto mechanisms, by which an Annex I Party may transfer Kyoto Protocol units to or acquire units from another Annex I Party. An Annex I Party must meet specific eligibility requirements to participate in emissions trading.


	EU ETS
	European Union Emissions Allowance Trading Scheme.


	Global warming potential (GWP)*
	An index representing the combined effect of the differing times greenhouse gases remain in the atmosphere and their relative effectiveness in absorbing outgoing infrared radiation.


	GHG (Greenhouse The Gases)*
	atmospheric gases responsible for causing global warming and climate change. The major GHGs are carbon dioxide (CO2), methane (CH4) and nitrous oxide (N20). Less prevalent – but very powerful – greenhouse gases are hydrofluorocarbons (HFCs), perfluorocarbons (PFCs) and sulphur hexafluoride (SF6).


	GRI
	Global Reporting Initiative.


	Indirect GHG emissions** Intensity target**
	Emissions that are a consequence of the operations of the reporting company, but occur at sources owned or controlled by another company. A target defined by reduction in the ratio of emissions and a business metric over time e.g., “reduce CO2 per tonne of cement by 12% between 2000 and 2008”.


	Inventory**
	A quantified list of an organization’s GHG emissions and sources.


	IPCC
	Intergovernmental Panel on Climate Change.


	ISO
	International Standards Organization.


	Joint Implementation (JI)*
	A mechanism under the Kyoto Protocol through which a developed country can receive “emissions reduction units” when it helps to finance projects that reduce net greenhouse-gas emissions in another developed country (in practice, the recipient state is likely to be a country with an “economy in transition”). An Annex I Party must meet specific eligibility requirements to participate in joint implementation.


	Kyoto Protocol*
	An international agreement standing on its own, and requiring separate ratification by governments, but linked to the UNFCCC. The Kyoto Protocol, among other things, sets binding targets for the reduction of greenhouse-gas emissions by industrialized countries.


	Kyoto mechanisms*
	Three procedures established under the Kyoto Protocol to increase the flexibility and reduce the costs of making greenhouse-gas emissions cuts; they are the Clean Development Mechanism, Emissions Trading and Joint Implementation.


	Life Cycle Analysis**
	Assessment of the sum of a product’s effects (e.g. GHG emissions) at each step in its life cycle, including resource extraction, production, use and waste disposal.


	Mitigation*
	In the context of climate change, a human intervention to reduce the sources or enhance the sinks of greenhouse gases. Examples include using fossil fuels more efficiently for industrial processes or electricity generation, switching to solar energy or wind power, improving the insulation of buildings, and expanding forests and other “sinks” to remove greater amounts of carbon dioxide from the atmosphere.


	Offset**
	Offsets are discrete GHG reductions used to compensate for (i.e., offset) GHG emissions elsewhere, for example to meet a voluntary or mandatory GHG target or cap. Offsets are calculated relative to a baseline that represents a hypothetical scenario for what emissions would have been in the absence of the mitigation project that generates the offsets. To avoid double counting, the reduction giving rise to the offset must occur at sources or sinks not included in the target or cap for which it is used.


	Reporting**
	Presenting data to internal management and external users such as regulators, shareholders, the general public or specific stakeholder groups.


	Scope 1 GHG emissions**
	Direct emissions from GHG sources owned or controlled by the company.


	Scope 2 GHG emissions**
	Indirect emissions caused by the consumption of electricity, heat, cooling or steam. This category is often called “purchased electricity” because it represents the most common source of Scope 2 emissions.


	Scope 3 GHG emissions**
	Indirect emissions other than those covered in Scope 2, such as the extraction and production of purchased materials and fuels, transport- related activities in vehicles not owned or controlled by the reporting entity, electricity-related activities not covered in Scope 2, outsourced activities, waste disposal, etc. They are from sources that are not owned or controlled by the company, but which occur as a result of its activities.


	SEC
	US Securities and Exchange Commision.


	Sustainability reporting
	According to the Global Reporting Initiative, sustainability reporting is the practice of measuring, disclosing, and being accountable for organizational performance while working towards the goal of sustainable development. A sustainability report provides a balanced and reasonable representation of the sustainability performance of the reporting organization, including both positive and negative contributions.


	Technology transfer*
	A broad set of processes covering the flows of know-how, experience and equipment for mitigating and adapting to climate change among different stakeholders.


	UNFCCC
	United Nations Framework Convention on Climate Change.


	Value chain emissions**
	Emissions from the upstream and downstream activities associated with the operations of the reporting company.


	Verification
	According to the British Standards Institution, verification is the process for ensuring that reported GHG emission figures are accurate and that emissions reports are credible, faithfully represented, transparent, consistent and reliable.


	WBCSD
	World Business Council for Sustainable Development.


	WFE
	World Federation of Exchanges.


	WRI
	World Resources Institute.






Executive Summary

Aligning public goals and corporate practices to achieve a low-carbon economy


The successful transition to a low-carbon economy is an overarching challenge that concerns society as a whole. As illustrated by the Copenhagen Accord pledges to reduce greenhouse gas (GHG) emissions, many governments recognise the need to act and to put their economies on a low-carbon path. Business, an important user of energy and a large source of emissions, but also a key vector of innovation and solutions, is a central actor in achieving these goals. Pressure on companies to address climate change is growing. Society’s expectations that business conduct contribute to sustainable development – reducing GHG emissions is part of this – are communicated through a multitude of channels, including national policies and regulation, demands from investors, consumers and other companies, as well as through international declarations and instruments, such as the OECD Guidelines for Multinational Enterprises. Companies are expected to comply with both the letter and the spirit of laws and regulations, and not to operate by lower standards in foreign jurisdictions where relevant laws and regulations do not exist or are weakly enforced. Companies have responsibility to exercise due diligence to identify and mitigate the negative impacts that their activities may generate for society and for the environment.

This report surveys responsible business practices in addressing climate change and shifting to a low-carbon economy. It summarises policy frameworks, regulations and other drivers of corporate action to reduce GHG emissions and documents how companies are responding to, and anticipating growing requirements and expectations in this area. The report does not analyse in depth the design and impacts of policy mixes aimed at corporate reduction of GHG emissions. Rather, it reviews corporate practices in the existing, yet evolving, context shaped by public policies and goals on climate change, building on principles of responsible business conduct as identified in the Guidelines for Multinational Enterprises. This review shows that while a number of leading companies have taken action to address climate change, many others are lagging behind. Based on this review, the report identifies the areas where governments can take further measures to put GHG reduction into the mainstream of business operations and help further align corporate practices with public goals.

Addressing climate change is becoming part of business practice


Leading companies have started taking action to address climate change as early as the 1990s. Since 2005, corporate efforts to reduce emissions have become more widespread, triggered in large part by the start of the European Union Emissions Trading Scheme. In addition to complying with current regulation and anticipating future policy developments, companies are managing their GHG emissions as part of plans to cut energy costs, reduce their dependence on fossil fuels, seize new business opportunities and preserve their reputation. Companies are also increasingly attentive to expectations from investors and consumers, and aware of the importance of contributing to shaping the policy debate on climate change at international and national levels.

As a first step in managing emissions, companies measure and disclose GHG emissions. This helps them assess their impacts on climate and the associated risks and costs of mitigation, and design cost-effective emissions reduction plans. Requesting companies to measure and disclose emission-related information is also an important tool for policy makers. Increased transparency can incentivise companies to reduce emissions, and helps policy makers design and fine-tune climate change policies and monitor their progress. For commercial partners, financial institutions, investors in general, and the public at large, information on corporate emissions is necessary to understand the company’s emission performance, evaluate the related risks and the company’s capacity to manage them. As of today, most of the largest companies (4 out of 5 of the Global 500) measure and disclose their GHG emissions.

The second area of corporate action is to reduce emissions. For many companies, it starts with reducing energy consumption, which has both environmental and economic benefits. A 2010 OECD survey shows that 61 out of 63 responding companies have adopted energy conservation measures to reduce GHG emissions. Other emission reduction measures include reducing waste generation, adopting low-carbon technologies, optimising logistics and shifting to renewable energies. Depending on the size, sector and location of the company, these measures may be costlier and have a longer return on investment. Companies are thus taking very different approaches in implementing them. Increasingly, leading companies ensure that climate change considerations are embedded in corporate strategies: in 2009, 3 in 5 of 800 global companies had Board level or senior management level responsibility for their climate change performance.

The new frontier of corporate action is extending low-carbon strategies beyond the company’s borders. The bulk of GHG emissions is often produced outside companies’ boundaries, throughout the supply chain and the use and disposal of intermediary or final products. Leading companies have therefore started involving their suppliers and engaging with consumers to lower their overall carbon footprint. Governments are also increasingly seeking to leverage companies’ knowledge of their supply chain to spread good emission management practices. Managing emissions in the supply chain and throughout the life-cycle of products is, however, a recent area of corporate action, where methodologies and practices are just emerging. This is illustrated by the 2010 OECD survey, which shows that only a limited number of companies have taken significant action to address “beyond the border” emissions.

Much more could be done to mainstream GHG reduction into business action


While the increase in business action to address climate change is encouraging, much more needs to be done to fully mobilise business contributions toward a low-carbon economy. In OECD countries, regulation and price incentives to report on and reduce emissions, where they exist, mainly concern large companies in the most polluting sectors. These measures also vary widely in scope and stringency and, in most cases, display levels of ambition that are not commensurate with long-term goals. Many companies remain unregulated and act on a voluntary basis. Outside the OECD area, incentives for companies to act are scarcer and GHG emissions are largely unregulated or regulated indirectly, through measures that target energy savings and investment in clean energy.

The following messages build on this review to help governments in both OECD and non-OECD countries step up companies’ action to transition to a low-carbon economy:

Greater harmonisation of GHG reporting methodologies is needed. At present, there are no internationally-agreed standards for GHG emission reporting at company level. This leads to variations in methodologies, scope and boundaries of reported information, which in turn limits the comparability of corporate information and may generate doubts on the quality and reliability of the information. Ultimately, it also increases the cost of GHG reporting for companies, especially those operating in different jurisdictions, and may deter smaller, resource-constrained companies from undertaking emission inventories. There is therefore a need to ensure that GHG accounting methodologies and standards are consistent with emerging good practices and build upon recognised protocols in this area. So far the most widely used standards are the Greenhouse Gas Protocol, developed by the World Business Council for Sustainable Development and the World Resources Institute, and its translation into ISO 24064-1. National and international harmonisation efforts should draw upon experience in using these standards.

The scope and boundaries of corporate emissions should be defined to reflect the objectives of reporting and incentivise reduction of emissions. Current regulatory schemes focus on direct emissions generated at facility level to incentivise emissions reductions of the most polluting installations in a specific country. A number of governments are seeking ways to go further, notably to limit emissions delocalisation or “leakage” across national boundaries. Important lessons can be drawn from these experiences. The boundaries of emissions accounting should be set at a level that is commensurate to the objectives of the reporting scheme and to the capacity of governments to use and monitor the information. The definition of scope and boundaries also needs to take into account the internal management capacity of companies in order to trigger business action to reduce emissions. In this context, aligning boundaries used for emissions accounting with those used in financial reporting would provide a well-tested consolidation method at company level. It would also have the additional benefits of simplifying reporting procedures and facilitating the assessment of financial risks related to the company’s GHG emissions.

The quality and reliability of corporate information on GHG emissions should be strengthened. To draw the full potential of reporting requirements, GHG emission information has to be timely, reliable and relevant. Just as financial audits conducted by independent auditors provide objective assurance on financial statements, independent verification of corporate GHG emission information can help enhance the quality and reliability of emissions disclosure. Governments have taken different approaches to verification of climate change information: some make it mandatory, others keep it voluntary, and others take a mixed approach. Companies’ approaches to verification also vary widely in terms of level of assurance, scope, criteria and materiality. Strengthening verification requirements and promoting a consistent approach to the level and type of verification needed for corporate GHG information could help make this information more accurate and comparable, to the benefit of companies, investors and governments. An important step towards this would be to facilitate the development of international verification protocols and standards for corporate emissions accounting and promote their use in GHG accounting programmes.

Stronger incentives and price signals are needed to unlock the potential for emissions reductions of companies. Going beyond the “win-win” measures (such as reducing energy consumption) that fulfil both financial and environmental objectives may involve important investments for which companies may not yet be prepared in light of current carbon prices. Frontrunners may see the benefits of acting now to avoid larger costs in the future and to brand themselves as good performers. However, for the vast majority of firms, shifting towards renewable energies, reorganising operations to minimise emissions or using less carbon-intensive inputs are steps which require stronger government incentives and signals — such as global emissions trading...
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