XIII WORLD CONGRESS OF AIDA PARIS                 
Session on Climate Change

20 May 2010
 XIII WORLD CONGRESS OF AIDA PARIS                INSURANCE PRODUCTS LINKED WITH CO2
Session on Climate Change                                                                                          

20 May 2010                                                                   

                                    Tim Hardy (UK)                                                              



INSURANCE PRODUCTS LINKED WITH CO2

Tim Hardy
 (UK)

1. CO2 Emissions and Insurance since Kyoto

Kyoto Protocol

The Kyoto Protocol was adopted on 11 December 1997 and entered into force on 16 February 2005. It has since been ratified by an increasing number of countries, fast approaching 200. 

It sets quantitative targets for emissions in developed countries to be met through domestic climate change activities and the use of the so-called Kyoto Flexible Mechanisms
. 

Principal Mechanisms

The principal mechanisms, as part of a “cap and trade” system, are the Clean Development Mechanism (CDM) and Joint Implementation (JI), over and above which there is the International Emissions Trading (IET) in international carbon credit markets.

With CDM one has approved projects to reduce emissions in developing economies which can generate for their sponsors in a developed country “green credits” in the form of certified emission units (CERs).  With JI one has approved projects based in more developed countries (so-called “Annex 1 countries”, the majority in Eastern Europe) where emissions are capped, generating emission reduction units (ERUs). 

It should be noted that pre-registration, the whole process of the validation of projects may be both complicated and protracted and involve high costs and much recalculation of the credits which may be so generated. 

Significance in Insurance Context  

Of significance in an insurance context is the fact that since the mechanisms have been in place a wholly new dimension of risk needs to be insured. CDM and JI projects each involve the generation of two income streams: the energy generated itself and the annual production of credits. 

Insurers have devised products to address a dual set of potential exposures which may trigger liability if a project is delayed, interrupted or otherwise fails in producing expected benefits.

More widely, emissions reductions involve additional potential liabilities. These are often to be taken into account in a large number of traditional classes of cover: directors’ and officers’ liability; professional indemnity, financial lines and institutions covers; and political and credit risk exposures.

2. Insurer response since 2005: Overview
What/whose risks?   

There are three broad elements of risk associated with any individual project. 

First, the traditional construction project risks. These include: the standard property cover perils of fire, explosion, natural catastrophe etc; erection and contractors’ all risks (EAR/CAR) and delayed start-up (DSU) exposures; and counterparty credit default. In addition, there are political and country risks, involving the perils of war and civil unrest, more traditional political and trade credit risks and the risk of a country withdrawing from the Kyoto Protocol or other regulatory risks. Finally, there are risks which are specific to the CDM/JI process where liabilities may be triggered at various stages, such as the validation stage or the verification and monitoring stage, or with the issuing of credit or risks involving long-term Framework issues.  

Project owners, lenders and investors, sellers and purchasers of carbon credits all face potential liabilities and could derive benefit from a carbon delivery insurance policy in some form. Also, potentially from an extension to, or adaptation of, any existing D&O, PI or Financial Lines cover they may already have.

It is important carefully to note, however, that not all of the risks just described may necessarily always be insured or insurable. It very much depends on any individual project. Further, not all policies which cater for some or all of these risks are always packaged or sold in any uniform way. Different stages of any project may require different forms of cover and cover is almost always specifically tailored to the particular requirements of an individual project. Approaches taken by different insurers to these categories of risk are still very much evolving and over a relatively short time have already been subject to some quite significant changes.   

3. Insurer response since 2005: Illustrations
a. Swiss Re/RNK Capital – Carbon Insurance Policy 

In June 2006 there was an announcement of a structured insurance/financial product
 which was one of the first “carbon policies” to be marketed. It was issued by a subsidiary of Swiss Re, European International Reinsurance Ltd., in conjunction with a private equity firm, to manage Kyoto Protocol–related risk in carbon credit transactions.

RNK were the early stage investors (and carbon offtakers and carbon credit purchasers) protected by an indemnity from the outset in respect of risks arising from: CDM project registration; failure/delay in approval and certification; and/or issuance of CERs from the CDM project. 

By June 2009 Swiss Re had already announced the closure of its carbon emissions trading desk. It cited falling carbon prices and a much weaker trading of carbon emission allowances as the principal reasons. 

b. Allianz Climate Solutions GmbH – Products re emissions trading and carbon neutralization projects

Allianz Climate Solutions GmbH was founded in Germany in August 2007 and created covers in various forms and across many territories to protect against the potential loss of carbon credits under emissions trading schemes. 
One example, issued by Allianz Brazil, afforded carbon insurance cover for emission reduction renewable energy projects. The value of carbon credits produced by insured power plants was included in what was insured by a traditional business interruption policy.  

Allianz Australia produced for corporate clients a product in the form of Plantation Forestry Carbon Offset Insurance, so helping them to offset their CO2 emissions.

c. Insurance4renewables: Carbon Re/Munich Re/RSA - Global Renewable Energy Insurance Facility

Three products of particular note have been created by this group involving loss of credits being catered for as an item of potential business interruption or otherwise. 

i. Carbon All Risks Insurance:

This affords protection of projects against traditional EAR, DSU and BI risks. The project owner, lender or investor could all so be protected against physical damage and consequential losses during the whole life cycle of a project.

ii. Carbon Counterparty Credit Insurance – carbon credit sellers: 

This protects project owners on a multi-year basis against the default by a foreign buyer of carbon credits in fulfilling its payment obligations, whether from simple non-payment, insolvency or country risk. Without the benefit of this cover, a project’s financial viability might be called into question.

iii. Kyoto Multi Risk Policy:

Perhaps of the greatest interest is the multi-year, multi-risk policy created which was designed to protect the seller of carbon credits against contingent costs, losses and interruptions to the operation of a project in the form of or arising from:  CDM registration costs; EAR/DSU exposures; property all risks; machinery breakdown; business interruption; specified insolvency and technical performance risks; weather risks; and loss of carbon credits caused by any such risks. Buyers may additionally protect against political risk.

d. Zurich Financial Services Group - Political and credit risk insurance of carbon credit projects 

The Zurich Group has provided coverage since 2008 of a number of carbon credit projects in Eastern Europe and South East Asia. In these instances, political risk insurance cover taken out by the insured investor/owner of the carbon credits may help protect the investment in a project the internal rate of return (IRR) of which had been potentially enhanced by as much as 50% by the income stream to be generated by the sale of the carbon credits.

There may already be many more as it remains a developing area of activity. The National Chapter answers to the AIDA Questionnaire revealed few other examples, however, nor much particular familiarity with such products across a number of jurisdictions.

What helps to prevent either a comprehensive or more detailed analysis being conducted is that many companies still remain rather chary about disclosing too much information to third parties about what precise terms and conditions have been agreed, if any,  in particular cases. 

Any pooling of such information about such products and developments as has been secured will consequently greatly improve any collective knowledge or understanding which may be enjoyed, better to identify any more particular coverage, liability or legal issues arising or any other trends emerging. 

4. Carbon Capture and Storage (or Sequestration) - CCS 
What it is – uncertainties

The scheme of Carbon Capture and Storage (CCS) is the process by which CO2 is separated from the other exhaust gases produced in the industrial combustion of fossil fuels and stored at suitable onshore or offshore underground locations. 

The capturing, transportation and storage of the CO2 is therefore all designed to prevent or reduce carbon actually being released into the atmosphere. It has been claimed that emissions from power plants could reduce by up to 90% with plans in place to require CCS to be a feature of all new plants which are commissioned.

See the boxed text below for the essentials of how it works. 
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CCS captures approximately 90% of the
carbon dioxide (CO,) produced when fossil
fuels are burnt, preventing it from entering
the atmosphere. This can be done in three
different ways: ‘post-combustion’, ‘pre-
combustion’ and ‘oxyfuel combustion’.

In post-combustion capture, CO, is separated
from the exhaust gases of a combustion
process instead of being released directly
into the atmosphere.

In pre-combustion capture, fuel is first
converted to a mixture of hydrogen and

CO,. The CO, can then be captured and
the hydrogen can be burnt to generate
electricity.

In oxyfuel combustion, fuel is burnt in pure
oxygen (rather than air) which results in
flue gases consisting mainly of CO, and
H,0 (water). This enables CO, to again be
captured.

...then transported...

The CO, is then transported by pipeline
or ship for storage at a suitable site.

CO, is already transported for commercial
purposes today by road tanker, by ship
and by pipeline.

...for secure underground storage

CO, can be stored in depleted gas and oil
fields, in deep saline aquifer formations, or

injected into declining oil fields to increase
the amount of oil recovered - a process
known as Enhanced Oil Recovery (EOR).
Storage sites are typically several kilo-
metres under the Earth's surface.

€0, is injected into microscopic spaces

in the porous rock that makes up the
storage site and over time it gradually
binds chemically to the rock. Itis the same
process that has kept oil and natural gas
secure under the ground for millions

of years.

Clearly the ability of storage sites to retain
injected CO, is essential to the success

of any CCS project. Storage sites will
therefore be very carefully selected

and monitored to ensure the highest
confidence in permanent storage.

"CCS generation is an essential technology for reducing global emissions, but needs to
be developed rapidly.” - Lord Turner, Chair, Climate Change Committee, December 2008





from the Carbon Capture & Storage Association (CCSA) website

There are many methods of achieving CCS which continue to be explored. These include very long-term storage of CO2 in deep geological formations, such as depleted oil or gas fields.  

CCS has still not yet been established as an accepted process for inclusion within the CDM (the Clean Development Mechanism). The necessary legal and regulatory frameworks
 are still in the course of being developed, as are the connected issues of the true costs involved with the process and its ultimate viability. 

Among a number of still unresolved issues are the financing of the process, the identification of any liabilities arising and who is to bear the burden of these, financial and otherwise.  Such issues will continue to concentrate minds and energies in the build-up to the next scheduled session of UN talks to be held in Mexico in December 2010 and beyond.
Assessment

Demonstration projects are being advanced around the world, supported by funding from national governments or at European Union level. Consultation processes are in progress regarding the development of a satisfactory licensing regime and the provision of financial security for any long-term, post-closure risks associated with projects. 
Insurers are fully engaged in the debate about the difficulties of assessing the risks which they might insure, given that CO2 storage is envisaged over hundreds or even thousands of years, with little, if any, specific experience or data to inform any calculations or projections to be made. 

Insurance Products

In January 2009 there was quite a significant advance for those hoping that specific insurance products could become available for such risks. 
Insurance group, Zurich, launched, with considerable amounts of research data about the potential limits to the insurability of such risks, two products designed specifically to meet the unique needs of CCS projects from their design to their closure and beyond.  

5. Zurich CCS Policies
Why the need for new form of covers? 
CCS has been heralded as a valuable tool for carbon reduction, but any form of geological sequestration (GS) involves an unusually complex life cycle.

[image: image2.emf]
© Zurich
As the above graphic produced by Zurich demonstrates the whole risk management position of any CCS project across all phases needs to be fully considered.

The significant potential long-term liability exposures which may follow the injection of CO2 deep below the ground and/or the sea may well be shaped in part by the requirements of environmental protection agencies holding operators directly responsible for CCS projects for periods in excess of 50 years or more. Any potential financial burden so imposed is very likely to require high levels of insurance cover if neither government-funded indemnities may be relied upon in the long-term, nor immunity from long-term liability actions is afforded to operators.

Existing commercial insurers offering traditional forms of project cover may still satisfy many of the CCS operators’ other insurance needs, but they are unlikely to afford adequate indemnification against financial harm resulting from property damage or bodily injury from a CCS operation failure, such as a pipe rupture, a CO2 escape or CO2 poisoning.  
New Products   
The two new products launched by Zurich in early 2009 were:

· The CCS Liability Insurance Policy; and 

· Geological Sequestration Financial Assurance (GSFA)

These have been designed to cater, between them, for the full range of potential liabilities which may arise from any project’s pre-operational phase to the end of any long-term post-closure phase.
CCS Liability Insurance Policy – Features
Coverage:

The policy is designed to afford cover in respect of a number of exposures:

· Pollution event liability

· Business interruption

· Control of well risks 

· Transmission liability

· Geomechanical liability

It affords provision for the payment of damages in respect of:

· Clean-up costs or replacement if groundwater is polluted by an escaping gas stream 

· (Limited) liability for first party loss (to the maximum of any business interruption sub-limit) from any escape of carbon into the atmosphere

· Credit loss or tax credit loss, but with all third party losses excluded 

· Repairs to the well caused by damage from any gas release

· Replacement/compensation if any gas stream escape damages other mineral stocks or private goods

· Trespass and nuisance claims for the escape of gas generally outside the reservoir itself
· Claims from the escape of the gas into low-lying basements which cause catastrophic plant death or asphyxiation
Geological Sequestration Financial Assurance (GSFA)

In outline this provides:
· Reimbursement for specified project closure and post-closure activities, i.e. in respect of the latter stages of the process, but only so far as actually required and as expressly provided for at the time that the insurance policy itself is being underwritten.
· For no defence (costs) coverage, nor will any automatic changes of any kind be permitted, even where the terms of any project permit come to be changed over time.
· Indemnity for:
i. the cost differential between the GSFA policy liability limit and the underwritten cost estimate to complete all project closure and post-closure tasks (collectively considered as being the “risk transfer layer risk”);
ii. the increased costs due to the acceleration of any reservoir closure (the so-called “accelerated closure risk”); and
iii. the financial risk of the percentage rate that any reclamation costs are discounted by any outpacing expected rate of return (the “financial risk”)
. 
Zurich CCS Policies: Issues/Take-up/Future Developments

The scope of coverage, exclusions and the precise conditions of such new or adapted existing covers plainly merits particular care. The terms of such cover are highly likely to evolve as insurance carriers and those intending to depend upon such cover take stock of how these “new” exposures may be characterised once any liability regime becomes more established.

Any forms of cover which are to be marketed will necessarily rely heavily upon CCS operators providing to insurers at inception highly detailed and accurate technical data, environmental reports, site selection materials and investigatory studies prepared or gathered by the operator or on its behalf.   
Many existing excess liability policies may restrict or exclude pollution coverage altogether. CO2 is highly likely to be regarded as a pollutant by standard excess of loss insurance carriers who did not intend to cover such risks when writing any form of protection cover they have issued.
If excess layer markets may be persuaded to provide any underwriting capacity for such new kinds of exposure of this kind and be able to formulate uniform or more compatible coverage terms then over time it is possible that some degree of market competition might be generated. Were this to be so, some broadening of coverage terms might more realistically be expected, as well as a possible reduction of rates. At present, it remains too early to tell.

By July 2009 (some six months after the initial launch of its new products) Zurich had already been able to announce that it had processed four submissions for interested companies. Further interest, it was said, had already been expressed by a number of further companies from Europe, the United States, Australia and China, with additional potential interest being shown from Japan.

Given the opportunities presented to insurers in this sphere and the initiatives already taken by some of them over the last twelve months or more, all developments in the course of the remainder of 2010 will merit keen interest being shown. 
There is much yet to be settled about the form of any liability and regulatory regime which will evolve. On this will turn considerations of the insurability of CCS initiatives and their very financial viability, all to be measured against the backdrop of a wider economic downturn and concerns about how politically and economically sustainable in the short-term are many of the advances made over recent times.

****************

POSTSCRIPT (October 2010)
It is beyond the scope of this Postcript to attempt to identify more recent developments worldwide. From a UK perspective, a few developments are, however, of significance and are noted here.
1. UK CCS Regulatory and Licensing Regime update: 
Background

At the time of the XIII AIDA World Congress, the regulatory and licensing position in the UK in respect of CCS activities was that the UK had already passed the:

· Energy Act 2008 

which provided a regulatory framework for the licensing of offshore carbon dioxide storage, with further detail promised to be provided “in the near future” by way of Regulation.
In fairly immediate prospect in May 2010 was the implementation of such regulations for the licensing of the storage of CO2, following the UK’s Department of Energy & Climate Change (DECC) consultation process, described in footnote 5 on page 6 above. The consultation period ran from 25 September 2009 to 31 December 2009. 
The European Union Directive (2009/31/EC) (the “EU CCS Directive”) on geological storage had been agreed in February 2009 and came into force on 25 June 2009 and had to be transposed into national law by 25 June 2011.
The EU CCS Directive laid down an important framework particularly for the regulation of the complex “storage” aspect of the CCS process, including what corrective action was required in the event of irregularities being observed. Also, the conditions which would need to be satisfied, in cases where more than twenty years had passed after closure a storage site which had been trouble-free, for  responsibility for the site to be transferred from the operator to a member state competent authority. 
Further Regulations Introduced
On 27 August 2010 the DECC announced the regulations which were to apply with effect from 1 October 2010 in all offshore areas within UK jurisdiction, except Scottish territorial waters. (The Scottish Government is responsible for separate regulations for Scottish territorial waters.) 
· The Storage of Carbon Dioxide (Licensing etc.) Regulations 2010

Enacted under the authority of the Energy Act 2008, the Regulations partially fulfil the UK's obligation to transpose the EU CCS Directive into UK domestic law. Of the matters contained in the CCS Directive, the Regulations cover: the conditions for granting licences and exploration permits; the obligations of the storage operator; the closure of the storage site, the post-closure period; and financial security.

In announcing the measures, the UK Government’s Energy Minister underlined the importance of CCS as “essential for mitigating climate change while maintaining energy security” and that there was “enough potential under the North Sea to store more than 100 years of CO2 emissions from the UK’s power fleet...”.
In respect of financial security the Government explained that the wording of the EU CCS Directive afforded it relatively little room for manoeuvre. The need for cash deposits, asset charges, performance bonds, guarantees, letters of credit or insurance throughout the period from before the commencement of injection to beyond any post-closure period right up until any transfer of responsibility was unavoidable.      
Calls by some interested parties consulted for the legislation to contain a “bail-out” clause, by which the Government would formally underwrite projects as an “insurer of last resort” in the event of a major environmental disaster, were resisted. Developers are instead to be held “solely responsible” for any CO2 leaks, including “full liability for remedial measures in the event of environmental damage”.  
The issue of who would be held responsible for any leak in any period after any temporary permit issued for a CCS project had expired was not settled in the legislation and further consultation upon that is to be expected.  Additional guidance upon more detailed requirements for financial security was promised later in the year.
Particular issues arising from the Consultation Process - Implications for CO2 Insurance Products relating to CCS
Of particular interest for those anticipating the nature of CO2 insurance products and the future part which they may be expected to play in CCS projects were the responses received from respondents representing insurance interests (notably Lloyd’s and the International Underwriting Association) among others, which were reported in the DECC’s “Government Response to the Consultation on the Proposed Offshore Carbon Dioxide Storage Licensing Regime” published on 27 August 2010 (when announcing the new regulations discussed above) 
Addressing the costs of financial security being obtained, those consulted broadly agreed with the DECC’s conclusion that the cost of obtaining insurance for CCS projects in particular remained very difficult to assess at this stage. Some important (and in many respects positive) messages from those consulted were also recorded by the DECC.

1. It was reiterated that products offered by the insurance industry could, in time, provide real flexibility to financial security options to the benefit of both operators and competent authorities.
2. Many of the constituent parts of CCS were already well known to, and routinely covered by, the insurance sector as part of their involvement in the offshore oil and gas industry and related transport activities. For example, existing insurance products cover: (i) oil and gas field assets, platforms and mobile units; (ii) the construction of complex offshore projects and oil/gas pipelines; (iii) third party liabilities and business interruption; and (iv) a project operator’s extra expense in the form of well control and re-drill expenses. In relation to CCS projects as a whole, there is therefore real scope for developing cost-effective insurance products that will satisfy the need for financial security.
3. From the standpoint of insurance, the development of products to satisfy the financial security aspects of the proposed licensing regime (and the pricing of those products) would be greatly facilitated by the introduction of additional certainty around particular issues. 

In particular: 

(i) Maximum liability exposure:

No limit is suggested so far, especially in relation to operators’ long-term post-closure risks. Unlimited liability for operators could make the development of suitable insurance products difficult and their attractiveness to operators limited. This is to the detriment of all stakeholders. Conversely, where the Government could help to cap loss, insurance products could be developed to play a very useful role and at commercially attractive prices.

 (ii) Insured perils: 
It is proposed that operators must provide evidence of financial security for meeting “all obligations under the storage permit”. However, development and pricing of insurance products is greatly facilitated where the risks for which the insurers might be liable are defined with more specificity.
(iii) Time periods:

The requirement for security to remain effective possibly for an indefinite period makes insurance product development and pricing more complex. If more certainty could be developed around the period during which financial security must be in place following closure, insurers would be able to develop and price products better. 

4.  Those respondents further added that even where the risk is not (or cannot) be taken by the insurance market itself, the risk management skills of the insurance industry might be deployed to good effect where the risk is carried by others or insured on a “pool” or mutual insurance basis. The experience in areas like political risk, terrorism, the transport of oil cargoes in bulk and nuclear liability demonstrates this. 

5. One other respondent was reported to say that the financial security arrangements will mainly need to cover the decommissioning and monitoring costs. With regards to liabilities under the EU ETS in the event of a leak, that respondent agreed that the probability of such an event is very low. He suggested that any financial guarantees can be based on a risk-weighted assessment of the financial consequences of leakage, and that Article 19 of the EU Directive provides scope for this. A requirement for a guarantee against the full liability of the stored CO2 volume was in his view not necessary and highly likely to prove prohibitive to the widespread deployment of CCS. 

That respondent did not support a mandatory requirement to insure risks, or to contribute to an industry-wide fund as this was not thought likely to incentivise operators to develop the lowest risk storage sites, as they would know that they could always fall back on the industry fund. Selecting, characterising and operating a high quality and therefore low risk site should be a source of competitive advantage with benefits accruing to the respective operator. 

Conclusion and next steps:

In its conclusion the DECC records that it has noted each of the above points regarding the provision of financial security with particular care and is to be discussing the issues of liability under the Directive with the European Commission, which intends to publish guidance on a number of issues, including the financial security requirements of the Directive, later in the year. This must now be awaited with great interest.
2. Further economic barriers for initial projects:

The continuing concerns expressed about the unwillingness of the authorities to indemnify operators for unexpected and very high cost exposures in the context of the newly-implemented licensing regulations (and so obliging them to attempt to purchase their own insurance) come at a time when widespread low economic confidence represents a further real economic barrier for many to initiate CCS projects.
In 2007 the UK Government first launched a competition to energy supply companies, with the incentive of financial support from public funds, to help provide the four CCS demonstration projects on coal-fired power stations, which the Government has pledged to its EU partners it would commission. Such an incentive was designed also to support the future fitting – retrospectively - of additional CCS capacity to these projects.
More recently the Energy Act 2010 has been passed laying down some further details of the funding of financial incentives through a levy on electricity suppliers to be managed by Ofgem, the regulator for the gas and electricity market. 
In late October 2010 it was announced that E.ON was to be the third company (of an original four in all) to withdraw from the competition. They had previously pressed ahead in the face of considerable hostility from environmental activists, (angered by the fact that 80% of dirty emissions generated by their proposed new coal-fired project would still have been released). E.ON now cite depressed power prices, making the building of a new coal power plant “uneconomic”, even with the benefit of Government financial backing. 
No new coal plant now features as part of the Government’s CCS competition. The sole remaining competitor, Scottish Power, is seeking to add a CCS facility to an already existing plant. 
There is also no certainty, however, that the Scottish Power project will itself proceed. Negotiations with Scottish Power are scheduled to continue into the latter part of 2011, but the conditions imposed to secure any Government funding may yet prove too stringent. Some power companies do appear to be exploring independently the development of CCS capabilities at existing plants without the benefit of public funding or the burden of prescriptive conditions being applied.
In the same week, the Government announced in its wholesale cost-cutting Spending Review that the £2bn the DECC had previously sought to secure to help finance the development of CCS projects had been reduced to £1bn.  Such monies were however said to be earmarked from existing public funds, rather than being dependent on levies imposed and received in future upon electricity supplies. 
As a result it was recognised by ministers that “some very good [low carbon] projects” will have to be scaled back. Although the Government speaks in general terms about future competitions being staged, there is naturally caution expressed about what long-term assurances may realistically be provided by the Government regarding public funding in any quarter. There remains real concern that many projects may not proceed at all or at least in the immediately foreseeable future. 
The paradox has previously been observed that greater wealth generation made possible in times of high economic growth (in the past likely to have involved a higher level of emissions) may often allow funds to be more readily provided for adaptive, preventative measures to combat the effects of climate change to be implemented, than is often possible in times of low economic growth (when a lower level of emissions may occur). 
The implications of the most recent global economic downturn in this context are perhaps yet fully to be measured.
� Tim Hardy (�HYPERLINK "mailto:t_hardy@btconnect.com"�t_hardy@btconnect.com�) is a past Chairman and current Vice President of the British Insurance Law Association. Since mid-2010 he has also among other responsibilities been the AIDA Assistant Secretary-General (Administration). Between 1982 and 2008 he practised as a solicitor in the City of London with Barlow Lyde & Gilbert LLP, from 1987 as a partner, specialising in insurance and reinsurance law.   


� The Mechanisms have remained the subject of some controversy, but their rationale was neatly described and explained by Sir Nicholas Stern:  “While it was the economics of risk and sensible insurance that pointed us in the direction of reducing emissions via quantity targets, it is the economics of cost that points us to the importance of market-related mechanisms as the best way to promote the search for the cheapest ways of actually achieving those emission reduction targets.” (Nicholas Stern, A Blueprint for a Safer Planet, Vintage Books, 2009, Chap 6, p99.) 


� Discussion in this paper and presentation of ART-style products is largely to be avoided as they are being discussed in more detail elsewhere 


� � HYPERLINK "http://www.ccsassociation.org.uk" �www.ccsassociation.org.uk� – members of the CCSA include leading energy suppliers, BP, Shell, EDF Energy and E.ON.


� By way of illustration the UK’s Dept of Energy and Climate Change (DECC) announced that any new coal-fired power stations will only be permitted if featuring CCS facilities. It also launched in 2009 a consultation on the proposed offshore CO2 storage licensing regime, similar in nature to existing petroleum production licences, but requiring specifically financial security for post-closure matters: 


- see p20, para 79 http://decc.gov.uk/en/content/cms/consultations/co2_storage.aspx. 


The EU introduced a Directive (2009/31/EC of the European Parliament and of the Council) on the geological storage of CO2, requiring certain technical assessments for any new combustion plants over 300mWe. 


� Briefings have been conducted by Dr John Scott, the London-based Chief Risk Officer for Zurich Global Corporate,  from whom further information may be obtained about the forms of these covers  as well as further research and development into their usage and suitability for different CCS activities: � HYPERLINK "mailto:john.scott@zurich.com/ T: +44" �john.scott@zurich.com/ T: +44� 207  648 3461.


� http://www.legislation.gov.uk/uksi/2010/2221/pdfs/uksi_20102221_en.pdf
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