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Welcome to the Lloyd’s Register Copenhagen podcast series. This is episode 5 of a six-part series. In this episode, we talked to Madlen King, the Global Climate Change Manager for Lloyd’s Register Quality Assurance (LRQA). Madlen talked about the global mechanisms agreed in the Kyoto Protocol and the role they will play in the upcoming COP 15 Copenhagen climate change negotiations.  Madlen also focussed on the new EU ETS amendments that have brought the aviation sector into the European Union cap and trade scheme. 

Mike Chambers:
Madlen, in your discussions with clients, what is the single biggest issue they see in relation to the Copenhagen negotiations?



Madlen King:

If I were to give one thing that global organisations are most concerned about with regard to the Copenhagen negotiations, it would probably be the potential extension to our present situation which is one of uncertainty. The Copenhagen negotiations have the potential to make dramatic changes to global commitments on climate change but also to the global carbon markets. The problem at the moment is that nobody knows for sure what the post 2012 global situation will be. They don’t know what mechanisms will be in place, what requirements will be placed on organisations, what the costs of any requirements may be and to whom and therefore the value of carbon. Without any certainty, accurate projections of costs and benefits for global organisations making investments to achieve carbon emission reductions are much more difficult and therefore they are less likely to occur. So, failure to agree a treaty with binding targets, or at the very least a strong framework agreement to provide the basis for a treaty, will in all likelihood see an extension of this uncertainty through 2010. Such an extension would reduce trade in carbon, ultimately slow global emission reductions and climate change improvements.
Mike Chambers:
Madlen, can you give us a bit of background on the mechanisms that were created by the Kyoto protocol which will be discussed in Copenhagen?

Madlen King:
Okay well the CDM stands for the clean development mechanism and essentially what it enables is developed countries investing in emission reduction projects in developing countries. Joint implementation is fairly similar to the clean development mechanism. The major difference being that it is projects being invested in developed countries also by developed countries. 
Mike Chambers:
What is the role of certification bodies in these mechanisms?

Madlen King:
LRQA under the CDM is what is known as a designated operational entity and we provide validation and verification of the projects implemented under both CDM and JI. Under the CDM and the JI any project has to go through both validation and verification by an independent, accredited validation and verification body. Validation is essentially an assessment of whether the project is additional and whether it will achieve the emission reductions which are projected. Verification on the other hand is looking back at the project that has already been implemented and confirming how many emission reductions have actually been achieved. 
Mike Chambers:
How do you see Copenhagen affecting the Kyoto Protocol mechanisms?
Madlen King:
The negotiations could greatly impact on the clean development mechanism (CDM) and joint implementation (JI). Many organisations that are involved in the CDM, including the verifying designated operational entities (DOE’s) and the project developers, want to see detailed discussions regarding the CDM and they want resolution of many issues around its efficiency and its effectiveness. There are, however, some fears that CDM reform may be overshadowed by other issues in Copenhagen and we may therefore not see the improvements that are needed. Many parties are in agreement, wishing to see an enlargement and a reform of the carbon market, including the CDM and JI to improve their effectiveness and to broaden participation. A lot of discussions have already occurred about the introduction of sectoral crediting and trading mechanisms for highly competitive sectors in developing countries and the phase out of the CDM for those sectors. The number of parties involved in the decision making process is so many that no one can predict what will come out of Copenhagen but the general consensus is that there will be project mechanisms post 2012. Whether they are a reformed CDM and JI or whether they are amended and renamed it’s just yet to be ascertained.
Mike Chambers:
Can you tell us about your involvement in the recent EU ETS amendments involving the aviation sector?
Madlen King:
Well yes the aviation sector was brought into the EU ETS by a recent directive amendment in 2008. Their inclusion, is not a small expansion to scheme, rather it increases those obligated under the scheme by approximately 30%. I represented LRQA, as part of a consortium contracted to the European Commission to draft the monitoring and reporting guidelines. These guidelines state how an operator needs to monitor, report and have verified their emissions under the EU ETS. 
Our input was to advise on what monitoring and reporting systems would be verifiable under the scheme, to ensure that the proposed processes could be implemented and that verification would provide accuracy, whilst not being unnecessarily burdensome. As with all work of this type it’s always a very interesting process and we were privileged to have played such an important part in the future development of the world’s largest global carbon market.

Mike Chambers:
 How have potential aviation clients viewed the inclusion of the industry into the EU ETS scheme?
Madlen King:
Well aviation’s inclusion into the EU ETS has not been one that all aircraft operators have embraced with open arms. As with all things, there are operators that are publicly for the inclusion and there are those that are not. There are difficulties of inclusion for all sectors, not just aviation. However, those relating to competitive advantage, when trading in a global economy come to the fore of the main concerns. For the stationary installations within the EU ETS, this has been an issue both when trading between EU Member States because of the differing emission limits that have been placed on them by national governments. But even more so, when trading outside of the EU, because of the increased cost of production in the European carbon constrained economy. For the aviation sector this is possibly a more serious issue and as a result of aviation’s inclusion, we may see changes to this sector. For example, flight routes changing to favour non EU aerodromes, such as those in Switzerland. 

Mike Chambers:
Madlen, will the inclusion of aviation into the EU ETS have an effect on global carbon prices?

Madlen King:
Well, whilst not a professional trader, I have my views on the potential impacts of the inclusion of aviation into the EU ETS and on the global carbon prices. We have already stated that the EU ETS’s assigned allowance units, (the AAUs), are the largest carbon market globally. Credits from CDM and from JI can be used for EU ETS compliance, and therefore whether the EU market is long, which means it is oversupplied, or if it is short which means it is undersupplied, has impacts on the price of both the AAUs, the CERs (which are certified emission reductions from CDM) or on the ERUs (which are emissions reduction units from JI).

So, an increase in those parties needing AAU’s by 30%, through aviation’s inclusion, without an equivalent issue of AAU’s should result in a shorter market with increased prices. This does however depend on whether the European Commission got their base years emissions correct, and therefore whether they got the allocation for the sector correct. It also depends on whether operators will move their routes outside of the EU to profit under the scheme.

Mike Chambers:
Will travellers have to pay the price for the aviation sector’s inclusion in the EU ETS?
Madlen King:
Well, the direct cost of aviation’s inclusion into the EU ETS has been estimated by a number of different organisations. In a study by Merril Lynch it was estimated at between 1.5 and 3.5 Euros per flight and we anticipate that this will be passed down to the consumer. However, we have yet to see if that will come true. The indirect costs are also yet to be seen. Will we have less opportunities to fly into, out of or intra Europe? Will operators move their routes to non EU countries? Will they break long-haul flights so that emissions under the scheme are reduced? We simply don’t know and it’s something that we are just going to have to wait and see.
Mike Chambers: 
Will aviation be on the Copenhagen agenda?
Madlen King:
Well, it certainly is and it’s highly likely that through the discussions in Copenhagen, aircraft emissions will be included in any global agreements. Aviation was not included in the Kyoto Protocol and that’s why it hasn’t been included from the outset. However the European Commission amongst others are pushing strongly for the inclusion of both aviation and maritime transport in the next global deal. Aviation may therefore be subject to global trading in the future as opposed to simply the geographic limits of the EU under the EU ETS at present.

Mike Chambers:
Madlen, there are also a lot of organisations outside of the emissions regulatory framework. How are organisations addressing voluntary reporting of emissions and carbon footprinting?
Madlen King:
Well, for organisations, their products and services that are not currently subject to regulatory pressure to address their carbon emissions, there will always be the need to address the concerns of their stakeholders and for many organisations climate change remains at the top of those concerns. The demand for implementation of systems and verification or certification against the international and national standards for carbon footprints, such as ISO 14064 for organisations or ISO 14067 and PAS 2050 for product carbon footprints, they are on the increase, surprisingly despite the economic downturn. So in answer to the question, yes voluntary reporting of carbon emissions is becoming increasingly important and I believe it will continue to do so.

Mike Chambers:
What advice do you have for organisations as they work towards meeting stakeholder demands regarding climate change?
Madlen King:
My advice would always be to first ensure that you identify the correct issues for your organisation. What may be a major issue for another organisation may not be one for yours. Your stakeholders may be well informed and therefore correct, or they may not. The important issue is to engage with your stakeholders, ideally via a two-way communication in order to ensure that you are aware of their concerns and also that they are appropriately informed of the operations of your organisation and therefore the real issues for your organisation. Through this basis of understanding, an organisation can then work with its stakeholders to tackle what’s real for them.  

Mike Chambers:
What are the key drivers for organisations in implementing management systems that address climate change?

Madlen King:
Well, the drivers for management systems of this nature are numerous, but let’s discuss the major ones. In no particular order, first we have efficiency. All organisations are in business to produce a product or service, in the most efficient way possible, to maximise profit. Second, we have regulatory pressures, all organisations are subject to regulations of one form or another, many relate to environmental issues and increasingly all over the globe, we are seeing the evolution of those that relate to climate change. We also have the concerns of the stakeholders, whether they be your consumers, your investors, insurers, your neighbours, the media or any other, and their concerns can greatly impact on your market credibility and that of your products and services.

A management system can help any organisation to identify those key issues and ensure that they are appropriately managed to assure their business continuity.
Mike Chambers:
Madlen what is the value of having those systems independently certified or having climate change reports independently verified?

Madlen King:
Independent certification of management systems such as ISO 14001 or verification of reports and claims, provides assurance that the organisation is doing what it says on the tin. It provides all of the organisation’s stakeholders with assurance that the organisation is implementing its commitments, by doing what it said it would, is continually improving its performance and that it is meeting a predefined nationally or internationally agreed set standard.

There has been a lot of bad press surrounding organisations and the claims that they make about their environmental credentials, in particular ‘carbon neutral’ claims for example. Consequently, consumers around the world are losing faith in organisations and are lacking trust in the communications coming from those organisations. Independent assurance returns that trust to all of the stakeholders. 

Mike Chambers:
What role can ISO 14001 play in helping organisations to address their environmental performance including climate change issues?

Madlen King:
Well, the ISO 14001 Environmental management system standard can play a fundamental role in helping organisations to address their environmental performance and within that, their impacts on climate change. The standard enables organisations to identify their significant environmental aspects and their impacts and for many this will include their impacts on climate change as well as other issues. The standard then provides the processes through which an organisation can manage, measure and then reduce or improve on those impacts. The standard does not differentiate between greenhouse gas emissions or for example incidents resulting in the contamination of water. All should be considered equally and if they are deemed significant, then they should be managed appropriately. I am a strong believer in the ‘Plan, Do, Check, Act’ cycle of management systems and business assurance. It is proven to work and it can work for climate change issues in the same way as any other.

Mike Chambers:
Madlen, what do you think is the best case scenario at the end of the Copenhagen negotiations?
Madlen King:
That’s a very interesting question and I would imagine that the answer would differ depending on who you ask. In my opinion, the best case scenario for global climate change would be an agreed international treaty with binding targets that incorporates some of the main sources of emissions that have been excluded so far. A prime example being from reducing the emissions from deforestation and forest degradation which is commonly referred to as REDD, because these are estimated as responsible for 20% of the global carbon emissions.

From the perspective of a developing country, the best case scenario would probably be a treaty with clear resolution on climate financing, and how the developed countries are going to support those developing countries to adapt to the effects of climate change.

In comparison, the best case scenario for developed countries would probably be a treaty that addresses their concerns regarding trade barriers associated with the increased cost of production in their climate constrained economies, together with clear agreement on binding emission cuts for China and India and the incorporation of the US.
Thank you for listening to episode 5 of the Lloyd’s Register Copenhagen Podcast Series. Episode 6, the final one in the series, will feature an interview with Dr Anne-Marie Warris. Anne-Marie will update us on some of the topics that we have covered in the first five episodes of this series, as well as offer some final thoughts on what the Copenhagen negotiations might bring. To listen to any of the episodes in the series, visit www.businessassurance.com/copenhagen  
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