THE CERTAINTY OF SUSTAINABILITY

Mr. Chairman, distinguished guests,
ladies and gentlemen:

The Certainty of Sustainability | know that you are disappointed not
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bring to you his greetings and wishes
for a successful 11™ Montreux Energy Forum. | hope you will be able to cope with a
French accent instead of a German one.

It is clear to al in this audience that our modern economy relies heavily on fossil
fuels. Itisalso clear to al that the use of those fossil fuels, and in particular oil and
coal, which are represented 60% of world energy supply has large environmental
consequences. At the same time, about half the world’s human population suffers
from an energy poverty that retards development and, as Klaus Topfer often says,
poverty is the worst source of environmental degradation. This state of affairs must
change if we are to move on to a sustainable path. For energy companies, as for all
those using energy, the environmental and social dimensions of choices will become
as important as the financial dimension. Environment and social sustainability are
becoming the drivers of change. In turn, they will spur technological innovation.
Those new challenges should not be seen as threats, but as business opportunities that
all can seize.

Environmental and Social Drivers of
Change

Urban Air Pollution

Let us look first at some of the
environmental drivers. The dimension
of the crisisin air pollution can be seen
in the fact that so many of our cities
continue to suffer from poor air
guality. In developed countries the
problems are now mostly related to
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causes are both stationary and mobile sources. Globally, an estimated two million
people die prematurely from exposure to air pollution each year. Some estimates of
the economic burden are as high as 2.5 percent of global GDP, or 750 billion US
dollars each year.

Asia has replaced Central Europe as
Acid Precipitation the region most affected by emission
of acid precursors, largely because of
the increasing use of high sulfur, low
guality coa. Projections show that
with rising demand for electricity and
increased industrial production,
emission of sulfur dioxide in Asia
could triple by 2020 relative to a 1990
« Problems: SO, and NO, baseline. When predicted deposition is
v@; B | mapped onto th_e ecologi caI_ sensi_tivity
OREP DIVISon of Teshnology, [ndusy and Feonomies ] of land and soil, an alarming picture
emerges. Large parts of China, for
example, would experience acid loadings greater than the worst cases we saw in
Central Europe 20 years ago.

Climate Ch At the globa level, climate scientists
| imate | ang_e ) overwhelmingly agree that the buildup

. of carbon dioxide and other heat-
) trapping greenhouse gases from human
. sources — mainly from the combustion

e bl of fossil fuels—will change the Earth’s
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. - predictions about changes at the
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sssssss the magnitude, spatial variability, and
ifg‘.‘;‘% e Problem: CO,and other greenhouse gases (GHG) Consequences Of extreme Weather
ONEP Division of Technology, Industry and Economics ’ a/ents are al reajy bel ng seen. I ndeed’

there has been an increase in average
temperature recently. Increase in the average temperature over the last 30 years has
been 1° compared to the 20" century average. Forecast is that the increase for the
next 50 years will be 2 degrees.

There is no statistical evidence of the correlation between recent storms or floods, the
increase in temperature and CO2 concentration. However, there is one clear indice:
carbon dioxide level istoday the highest since 450.000 years.



Concern over the environmental consequences of fossil fuel use has led to a number
of international responses, most notably the UN Framework Convention on Climate
Change and its Kyoto Protocol. As you know, when it will enter into force, the
Protocol will require developed countries to reduce their net emissions of carbon
dioxide -targets have been agreed upon and there are aready voices to say that those
targets are not ambitious enough. Many details must be worked out but this much we
do know: the pressure on governments to respond to climate change has in turn
changed the operating rules for business. But the Kyoto Protocol offers opportunities
as well, such as Emissions Trading, the Clean Developing Mechanisms and Joint
Implementation. And it is interesting to see the changes in a number of companies
policies and strategies. For example, it is no secret that General Motors has recently
left a coalition of US industries lobbying against the Climate Change Convention.
The insurance industry, working with UNEP has called for a prompt implementation
of the convention, and it is easy to understand why. The amount of losses they have
to cover isdramatically increasing!

Let me now elaborate a bit on the link
between energy, ‘poverty’, and
development. 80% of the world's
population live in  developing
countries, however, they consume
about 20 percent of the world's
commercial energy. More than half
the world’s men, women and children
- some 2.8 hillion people - still have no
access to modern energy Services,
including nine of ten Africans. You
.| aready heard Eskom’'s speaker this
morning.

Per Capita Energy
Consumption Varies Widely
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Lack of energy helps keep the poor
locked in a state of poverty. Without

The Energy - Poverty Link

* 2 billion people need modern ener gy sour ces and
communication options (in Africa, 90% have no
electricity)

¢ Hugetime savings and health benefits for women and
children occur after electricity and better cooking fuels
become available

e Energy isessential for health clinics, schools, other
community services

therich benefit from most government subsidies
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e Thepoor spend 10-12% of income on energy, therich 2%;

energy, enterprises and corresponding
jobs are not created, schools remain
unlit, communication is impossible,
and health care remains primitive at
best. This social disparity — the belief
that modernization and, more lately,
globalization has left so many people
behind — has in part prompted the
demonstrations in  Seaitle last
December and this week in this week
in Washington. Looked at another



way, though, the unmet energy needs of developing countries suggests a business
opportunity in providing affordable energy services. | will return to this thought.

Technological Innovation will Occur

7N

Renewable Energy Technologies
have Come of Age

» Wind energy base of 13,000 MW and increasing
* PV panel prices continue to decline

* Increasing roles for micro-hydro, biomass,
geothermal, and solar thermal applications

» Mainstream energy companies and financial
institutions are increasingly entering the
renewable energy business
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The environmental and social drivers |
have only briefly touched upon will
change the energy industry as we enter
the 21% century. By continuing to spur
technological innovation, they will
have an increasing impact on the way
energy is generated, used, and even
conceived. Photovoltaic, wind, mini-
and micro-hydro, biomass,
geothermal, and other renewable
energy technologies in many ways
have come of age. For the forward
looking company, there is an

unparalleled opportunity for their expansion, particularly in devel oping countries.

Renewable Energy is Maturing

Driven by global & local environmental concerns
Accumulated field experience grows
Technological advances, modular design

Falling costs

New economic opportunities:

Let me provide a striking sign of
these changes - the rapid market
demand for new €lectricity product
called ‘greenpower’, or electricity
derived from renewable energy
sources. To cite the experience of
California, in 1999 the market for

» Off-grid, renewables are the least-cost sour ce for
many dispersed users

glectricity from renewable energy
grew by 15 percent each quarter, with
a 25 percent increase in the fina
e * Privatemarketsareexpanding rapidly qua_rt_er of the year. ,Governmer_]t
I _ policies, such as the UK’s Non-fossil
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challenges and yet left it to the
private sector to determine how best these can be met. Other European countries,
such as Denmark, Netherlands, Germany, have taken steps to give a greater share for
renewable energy in the overall energy mix, and France is now following the same
path.

* Rural clientsarewilling to pay 3-5timesmore
per kWh for off-grid supply than on-grid
consumers

There are no technical, financia or economic reasons why developed countries
cannot enjoy the benefits of both a high level of energy services and a better
environment. Renewable energy is part of this transition. At the beginning of this
year, 13,000 megawatts of wind derived energy were being fed into utility grids in



over 50 countries, and the industry is growing at more than 30 percent per annum.
Thisfar exceeds even optimistic projections made afew years ago.

Another example of technology innovation is the fuel cell. The current billion dollar
research and development program by utilities and auto makers will most likely make
fuel cells acommercial redlity in just afew years. The implications of a cheap, mass
produced fuel cell on an electricity industry aready struggling with competition and

other changes, are potentially large.

The Transition in the Global
Energy I ndustry

Monoalithic provider of

“Public Service” under

social and environmental
constraints

From:

Clean, decentalized,
To: customer-oriented service
businessesin new market
niches
Fan'y
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Similarly, the key to supplying energy
services to developing countries liesin
a shift of thinking away from large,
centralized power grids and towards
smaller, de-centralized systems —again
based partly on renewable energy. In
many cases these provide an adequate
level of energy services at much lower
cost than extending the grid. Itishere
that the greatest markets and the
greatest business opportunities exist.

Ladies and gentlemen, after lunch and

10 minutes of my presentation, are you still awake? The world is changing, it has
always been changing and experience tells us that the companies which will be on the
scene tomorrow are those who are adapting, not those who are resisting.

Role of the Private Sector

The ‘ Certainty of Sustainability’ isinthe
Hands of the Private Sector

» Technology companies need to develop and
deploy ‘cleaner’ energy technologies

* Investors (private and public) need to
support renewabl e energy investments
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Indeed Governments clearly set the
context in which the Private Sector has
to operate; the removal of perverse
subsidies and adequate pricing are key
to let market forces operate adequately
-- and here agan we see sign of
changes. But it is up to the private
sector to take a proactive role. Over
the last twenty-five years, there has
been a gradual conceptual shift in the

way private sector  approaches
society’s environmental  concerns,
from the reactive, end-of-pipe

compliance approach of the 1970s, to a more public relations approach of the
eighties, to the preventive, cleaner production, eco-efficiency approach of the 1990s.
Business and industry are the sources of most technology innovation and it is from
the energy industry that solutions to our current problems will come.



As | mentioned earlier, it is the role of the private sector to develop ‘cleaner’ energy
technologies. It is also up to the private sector to finance the deployment of new
technologies using innovative business models and innovative approaches to
providing energy services. In doing so, it is important that industry involve wider
communities of stakeholdersin energy decisions. Accountability, earning the right to
operate, will be key words in the 21%. century and companies will be requested to
report about their environmental and social performance. This is why, together with
a number of NGOs and industry associations, UNEP is promoting the Global
Reporting Initiative which has benefited from an important grant of the UN
Foundation.

It is critical that outdated, polluting, and inefficient technologies are not dumped on
developing countries. It is in these countries that the greatest investments in new
infrastructure and technology will occur during the coming years, and given the long
lives of most energy systems today’s poor will choices bear consequences for
decades into the future. We all must ensure that environmentally sound energy
systems are transferred from developed to developing countries, along with the
capabilities to adapt and use them. Done correctly, however, we can all benefit from
this transfer. The Intergovernmental Panel on Climate Change will soon publish a
special report on Technology transfer to which UNEP has importantly distributed.

This brings me to a short commercia
UNEP isHelping about UNEP, the world environment
authority. We are small - 600 staff, a
budget of 60 million US$ - but we

UNEFP s efforts address a range of energy issues:

* RET and energy efficiency financing play a catalytic role. The Energy

« Entrepreneurial capacity building and early stage | Programme has grown considerably,
support for energy start-ups with activities also supported by the

* Policy guidance on sustainable energy Global Environmental Facility, and
approaches

agan the UN Foundation. We

» Promoting best practices and other voluntary welcome new partners for our efforts

initiatives (e.g., company reporting)

A and for those who are interested | can
%%—E%{ Division of Technology, Industry and Economics 1 %nd documentatl on

In closing, | want to emphasize that the pressure to achieve sustainability will not go
away. UN Secretary General Kofi Annan’s Global Compact recognizes this fact.
The Global Compact brings the UN and private sector together to promote adherence
to international norms in the areas of labor, environment, and human rights, and has
been embraced by |leading businesses that agree with the inevitably of sustainability.



Three Key Messages

* ‘Sustainability’ pressures will increase:
— consumer / NGO demand
— government pressure
* Renewable energy technologies are maturing
» Great market opportunities exist for
innovative firms:
— technology development and deployment
— financing and new energy business models
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How soon we achieve the goa of a
sustainable energy future, though,
depends critically on what actions we

take now. If a magority of the
estimated $15 trillion of new
investment in power sector

infrastructure in the next two decades
is directed towards clean energy
technologies, the countries of the
world will enjoy a globa economy
that is more secure, more robust, and
much cleaner than that we had during
the 20" Century.  The challenge is

there for al of you. | urge you to accept it in order to make sustainability a certainty.



