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1. Using these papers

This short introductory paper is a preface to six methodology papers which present our latest thinking
on the valuation of environmental impacts for Environmental Profit and Loss (E P&L) Accounts. The
six papers cover impacts associated with: air pollution, greenhouse gases, land use, solid waste, water
consumption, and water pollution. The methodologies were orignally developed for the E P&L, but are
flexible to the objectives of the user and have since been applied in many corporate contexts.

All the papers follow a common structure. The first two chapters provide a summary of the impacts
covered and a high level overview of the methodology, key variables and assumptions. The third
chapter provides a brief overview of the data requirements, both in terms of metric data (emissions or
resource use in biophysical units) and contextual data required to estimate the consequences of the
emissions or resource use in a given location. The focus of the papers is on the valuation of emissions
and resource use, and so they do not go into details of quantification approaches. The following
chapters (valuation ‘modules’) present details of the valuation methodologies with one chapter
devoted to each of the specific impact pathways identified in the first chapter. The final chapter
explores the sensitivity of the results to the chosen approach. Appendixes provide references and
selected supporting information.

Readers interested in an overview should read the first two chapters. Readers looking for more detail
will find that material in chapters two and three is repeated and expanded upon in the subsequent
methodology chapters and so they may prefer to read the first chapter and then skip to the detailed
methodology chapters and appendices.
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2, Introduction

Our growing population, decreasing stock of raw materials and increasingly fragile natural
environment are changing the world we live in. The business models of today are not equipped to deal
with this change. How business operates in the future will need to be transformed. At the same time,
what customers, suppliers, employees, governments and society in general expect from business is
already changing.

There is an understandable desire for growth — to lift people from poverty, create jobs and improve
wellbeing. But, there is also a growing recognition that we need the right kind of growth — good
growth that is real, responsible inclusive and lasting.

From a responsible business perspective, this means considering the broader environmental, social,
economic and fiscal impacts on stakeholders, beyond just shareholders, and making business
decisions which optimise the impacts, while continuing to grow shareholder returns.

Key amongst these are business impacts on the environment (on natural capital) and the
consequences of these impacts for human wellbeing, many of which are not currently reflected in
market prices. The Environmental Profit & Loss (E P&L) is a tool which businesses can use to value
these impacts on current and future populations.
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3. What is an E P&L?

Ever since PUMA published ‘the world’s first Environmental Profit & Loss account® in 2010, E P&L
has become a common shorthand for exercises which seek to estimate the value of environmental
impacts associated with corporate activities.

PUMA’s first E P&L quantified and valued the environmental impacts associated with its operations
and entire supply chain. And subsequent product level E P&L’s extended the scope to cover the use
and disposal or re-use of their products.

The methods can be applied across sectors and to almost any scope — a whole enterprise and its value
chain, a tier of the supply chain, a business unit, a product, an initiative or investment, a single
production site, even a single material input.

The central purpose of any E P&L analysis is to provide more useful insight into environmental
impacts than would otherwise exist. To be useful, this insight needs to be credible and easily
understood by decision-makers, it needs to be timely and therefore practical to produce and it needs
to be actionable. We, and organisations we have worked with, believe that E P&L results based on our
methodologies deliver these attributes for many potential applications.

Given that the use of E P&L as a tool is still evolving, its suitability to inform specific business
decisions needs to be evaluated on a case by case basis with particular reference to the quality and
resolution of environmental metric data (which are the assumed starting point for these valuation
methodologies). Linked to this, E P&L results need to be critically evaluated alongside other sources of
decision support information. As suggested by the name, the E P&L only considers environmental
impacts; it doesn’t evaluate wider economic, fiscal and social impacts, and does not seek to provide a
basis for truly holistic corporate decision making.2

1 See PUMA’s Environmental Profit and Loss Account for the year ending 31 December 2010: http://about.puma.com/wp-
content/themes/aboutPUMA_theme/financial-report/pdf/EPLo80212final.pdf

2 See PwC’s Total Impact Measurement and Management (TIMM) for such a holistic framework:
http://www.pwe.com/totalimpact
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4. What impacts does the E P&L
value?

The E P&L seeks to value the impacts on people resulting from changes in the environment associated
with corporate value chains. These impacts can be positive (profits) or negative (losses). The values
generated by an E P&L, therefore, represent an estimate of the change in wellbeing (or in economic
terms ‘welfare’) experienced by people as a result of corporate environmental impacts.3

We categorise impacts into six areas, a brief summary of each impact area is presented here:

e Air pollution: Release of pollutants such as particulate matter, sulphur dioxide and nitric
oxides reduce the quality of air, with negative consequences on people’s health, as well as on
the natural and built environment.

¢ Greenhouse gases (GHGs): The causal link between anthropogenic emissions of GHGs
and changes in global climate is now well established. The impacts are expected to be far-
reaching and will affect our health, economy and the natural environment.

¢ Land use and biodiversity: Natural land areas provide essential services to society which
regulate our environment, provide goods and services that support livelihoods, offer
opportunities for recreation and provide cultural and spiritual enrichment. The conversion
and degradation of natural areas results in a reduction of these services.

o Waste: The disposal of waste can drive a number of impacts including the release of GHGs
and other air pollutants, leachate of pollution into water bodies and soils, and disamenity
around disposal sites.

¢ Water consumption: Corporate water consumption can, in some circumstances, reduce
the availability of clean water for local communities, resulting in increased consumption of
dirty water, with associated impacts on people’s health. Increasing water scarcity can also
impact on agricultural productivity, and the quality of the natural environment, with
associated reductions in ecosystem services.

¢ Water pollution: The release of toxins to waterways can lead to impacts on people’s health
if the pollutants are ingested via drinking water or through bioaccumulation in food. Excess
nutrient pollution leads to eutrophication which reduces environmental quality and can
adversely affect fisheries productivity and recreation opportunities.

3 It is worth noting that this is unlikely to be the same as the cost of reducing those impacts (the marginal abatement cost) which
will depend on specific company circumstances and available technologies. It is also not intended to be an estimate of the
amount that would be payable if the impact were regulated — for example through a cap and trade scheme or environmental tax
— which would be determined by the nature and objectives of the regulatory instrument.
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5. Why do we need to value
corporate environmental
impacts?

5.1. For the good of the planet

When the economic rules that govern private companies were first defined, economies were
insignificant in relation to the seemingly limitless biosphere. Today that situation has changed;
economies have grown and now demand vast quantities of resources (Figure 1). According to several
scientific analyses we have already exceeded key ecological limits4 and are operating beyond the
carrying capacity of our planets.

In today’s economic system, some environmental impacts are 'externalised' by companies — meaning
that they affect society at large rather than those directly involved in the company’s value chain.
Putting a monetary value on these environmental impacts allows companies to take them into account
in their decision-making and thus enables them to deliver better outcomes for the environment and
society.

Figure 1: The changing relationship between the economy and the biosphere®

. Economy
‘ Biosphere

4 See for example “Planetary Boundaries: Exploring the Safe Operating Space for Humanity”
http://www.ecologyandsociety.org/vol14/iss2/art32/

5 See for example “One Planet, how many people? A review of Earth’s carrying capacity”, UNEP (2012)
http://na.unep.net/geas/archive/pdfs/GEAS_Jun_12_Carrying Capacity.pdf

6 Adapted from Global Footprint Network, Annual Report 2011:
http://www.footprintnetwork.org/images/article_uploads/2011_Annual_Report_RF.pdf
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5.2. For the good of business

Some business models already deliver environmental benefits hand-in-hand with shareholder returns.
By valuing these positive impacts the E P&L provides a means to recognise and reward them, and an
incentive for more businesses to follow suit.

On balance however, the environmental impacts associated with corporate value chains tend to be
negative. At present, government policies do not always oblige companies to 'internalise externalities',
but a range of factors are creating more pressure for them to do so.

In most developed economies, clean air and water laws mean that companies (and ultimately
consumers) already pay for some of the costs of pollution; but increasing focus on enforcement
coupled with new legislation in emerging economies and growing employee awareness are adding to
these costs. Consumer pressure in relation to environmentally harmful products and production
methods continues to drive changes in manufacturing and sourcing strategies. Local communities
have successfully sued major corporations for unlawful dumping of waste, and shareholder attention
has been raised by high profile environmental incidents and the associated compensation costs and
punitive damages. Increasing incidence of droughts, floods, soil erosion and pests have caused
disruption to operations and price volatility in agricultural commodities — imposing some of the costs
of environmental decline onto company balance sheets and income statements.

These drivers are becoming more acute over time. So, although few of the costs estimated in an EP&L
will currently hit the company’s bottom line, they are strong indicators of future risks.

Monetary valuation of impacts provides a range of additional benefits to businesses, enabling them to:

¢ Simplify many complex environmental metrics into a single unit allowing for comparability,
prioritisation and target setting;

e Improve cut-through and understanding with senior decision makers and provide a stronger
basis for dialogue with other stakeholders; and,

e Identify material opportunities to reduce impacts or develop new environmentally positive
products and services.

Companies we have worked with have found that the process of developing an E P&L is typically a
valuable exercise in its own right, helping to:

e Connect different teams and data owners within the business and get new functions and
decision makers to engage with environmental information;

e Broaden and deepen understanding of environmental impacts along the whole value chain;
and,

e Establish or enhance comprehensive environmental datasets across a wide range of impact
areas.
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6. How do we value corporate
environmental impacts?

There are three steps to estimating the scale of corporate environmental impacts (Figure 2).

1. The first step is to quantify environmental emissions or resource-use in biophysical units

(kilograms, litres, hectares etc.).

2. The second step is to understand how the corporate emissions or resource-use cause changes

in the natural environment.

3. The final step is to value the impacts on people associated with these changes in the

environment.

Traditional environmental reporting typically stops at the first step, providing an understanding of the
magnitude of emissions and resource use; the E P&L goes further to also consider the consequences of
these emissions and resource use for the environment and people.

The E P&L valuation methodologies address the second two steps. A wide range of methods exist to
measure or estimate biophysical quantities of emissions or resource use and are the subject of

separate documentation.

Figure 2: Three steps to estimating and valuing impacts

or resource use

E.g:

i.  Tonnes of PM2.5

off to river

Quantify emissions

released in urban centre

ii.  Tonnes of nitrogen run-

Estimate change in
the environment

E.g:
i.  Changein air quality

ii. Additional
eutrophication

Value impacts on
people

E.g:

Impacts to health,
visibility and agriculture

Reduced recreation,
fisheries productivity

Not included in these

methodology documents

Included in these methodology documents

Each methodology paper explains steps two and three in some detail for the relevant impact area.

As we developed the methodologies we used a set of basic methodological principles (Box 1) to guide

our decision-making.

Box 1: Methodological principles

Completeness: Each methodology should aim to cover more than 90% of the value of impacts, as
identified in our impact pathways.

Consistency: Apply a consistent conceptual framework based on the theory of environmental and
welfare economics; follow a consistent impact pathway approach to understand causality; apply
common assumptions and datasets across different methodological areas.

Practical and it for purpose’: Directly linked to environmental metrics which corporates can
feasibly measure; able to produce approximate results based on limited data; sophisticated enough to
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produce more accurate results in more data rich situations.

Location specific: Taking into account the huge spatial variation in the value of ecosystem services
and environmental impacts, the approaches are designed to be applicable at specific location, region
or country level, dependant on company and contextual data. To deliver consistency in multi-scale
assessments the approaches are designed to be ‘nested’ such that results for a specific location are
compatible with results produced at a broader scale.

Best available approaches: Assimilate and build on existing (peer-reviewed) methods wherever
these exist and can reasonably be adapted for application to corporate impacts.

Transparency: Provide clarity on sources and methods; highlight limitations and areas for further
development.

Drafts of some of the methodologies underwent an academic review in 20117, and we have continued
to draw on input from the academic and expert practitioner communities as we have refined them
significantly over the last few years.

7 See “An Expert Review of the Environmental Profit & Loss Account”, PPR (2011).
http://www .kering.com/sites/default/files/e-pl-review_final-for_publicationwebsitefinal _final_1.pdf
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7. Areas for further development

None of the E P&L methodologies presented here is perfect and all would benefit from further
research and refinement. Specific limitations are identified in each of the papers and below we have
summarised some more general areas for development. We welcome feedback as we continue to refine
the methodologies.

7.1. Quality of underlying research

All of the methodologies assimilate and build on existing research. In some cases this research has
limitations in either the scientific understanding of the impact pathway, or the economic valuation of
the impacts on people, or both.

Table 1 below summarises our assessment of the overall ‘robustness’ of the methods employed in each
impact area considering:

1. The extent and quality of the academic literature which underpins it;
The degree of consensus in this underlying literature; and,

3. The applicability of the underlying literature to the measurement or valuation of corporate
environmental impacts.

We have split this assessment into two parts: The ‘science’ (step 2 in Figure 2) — understanding how
emissions or resource use change the environment, including how these changes affect people. And
the ‘economics’ (step 3 in Figure 2) — valuing the consequences of environmental changes for people.
Brief notes on the rationale behind these ratings follow.

Table 1: Summary assessment of ‘robustness’ (considering extent of literature, degree
of consensus and applicability)

Impact area Science s i E(;I,lgg;f: 2) Legend
Air pollution 4

Greenhouse gases 4

Waste 4 4 4

Land use 3 3 3

Water consumption 3 2 2

Water pollution 2 3 1 — least robust

7.2. Notes on our robustness ratings

7.2.1. Air emissions

e  Highly advanced scientific literature with clearly defined causal pathways from emission,
through dispersion, to dose-response and specific health endpoints.

e  Advanced economic literature on the valuation of health impacts, although variation in
estimates produced. More limited research on non-health impacts.
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e International institutions (like the OECD and World Health Organisation) have published
guidance on quantification and valuation of impacts, and many governments use estimates in
policy making (e.g. see EU ExternE study, UK Defra damage costs, US EPA BenMAP model)8

7.2.2. Greenhouse gases

e  Highly advanced literature on the science of climate change led by the International Panel on
Climate Change (IPCC).

e  Owing to the level of international policy attention the future costs of climate change have also
been extensively studied. While there is significant variation in estimates, much of this
variation revolves around points of theory and ethics (e.g. discounting) rather than the
nominal values themselves.

e  The use of a social cost of carbon (SCC) is now common place in policy analysis and many
governments and some businesses now have an approved SCC for use in decision-making.

7.2.3. Waste

e The principal impacts of waste are associated with GHGs, and in some instances disamenity,
leachate, and air pollution. GHGs and air pollution both have advanced scientific and
economic literature.

e Disamenity and leachate are both relatively well studied in developed economies but they are
highly context dependant — generalised models require significant simplifications.

7.2.4. Land use

e  Advanced ecological literature on the impacts of land conversion and on-going use on the
provision of ecosystem services. But more limited understanding of role of biodiversity in the
delivery of ecosystem services.

e  Valuation of ecosystem services is a rapidly developing field in academia. Consistent globally
applicable assessments are hindered by the relatively limited body of peer-reviewed literature.
There are also significant challenges in aggregation and generalisation given the degree of
spatial variation in value estimates.

e  The valuation of ecosystem services is increasingly being integrated into policy making. For
example, the UK National Ecosystems Assessmentg considers the value of ecosystem services
under different land use planning scenarios.

7.2.5. Water consumption

e  The science is well understood and trends are observable in well-maintained global databases
on water use and water-borne disease (e.g. UN Water and the FAO’s AquasStat).

e  The valuation of impacts draws largely on the valuation of health and life, which has an
advanced literature underlying it and is used by policy makers and international institutions
for decision-making.

e  However, demonstrating causality between corporate water use and additional human
impacts has not been the focus of work in this area to date, and is difficult given the number of
context-specific variables influencing impacts. There are some useful studies in the Life Cycle
Analysis literature, but even the most sophisticated benefit transfer is unlikely to be a good
substitute for detailed primary research where site specific detail is important.

8 ExternE, (2005). “Externalities of Energy: Methodology 2005 Update”; Defra (2011). “Air Quality Appraisal — Damage Cost
Methodology”. http://archive.defra.gov.uk/environment/quality/air/airquality/panels/igcb/documents/damage-cost-
methodology-110211.pdf ; “BenMAP Manual”, US EPA (2012), http://www.epa.gov/airquality/benmap/docs.html

9 “The UK National Ecosystem Assessment Technical Report”. UNEP-WCMC, (2011), Cambridge.
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7.2.6. Water pollution

e Epidemiological research into human toxicity impacts in controlled experimental conditions is
good. However, outside controlled conditions impacts are highly uncertain due to difficulties
in estimating emission-receptor-impact pathways.

e  The valuation of impacts draws largely on the valuation of health and life, which has an
advanced literature underlying it and is used by policy makers and international institutions
for decision-making.

e  The valuation of non-health impacts associated with eutrophication is mostly studied using
willingness to pay analysis for improved water quality in developed countries. There has been
limited work considering these impacts in developing countries.

7.2.7. Data availability

In the interests of making the approaches practical to apply and delivering the desired consistency
across diverse locations we have favoured methods that can be applied with readily available data. As
a result it has sometimes been necessary to compromise on points of theoretical purity or the
granularity of analysis. For example, in some areas we have found it necessary to employ cost-based
value estimates as proxies (in lieu of welfare derived alternatives), and some input datasets are only
available in a consistent form at a state or country level making more granular analyses difficult.

7.2.8. Non marginal impacts

Many of the E P&L values reflect an implicit assumption that the environmental changes caused by
any individual business are marginal relative to the current state of the environment. In reality, non-
linearities and threshold effects mean that this condition may not hold and identifying ways to take
this into account would be an important, if challenging, area for further work.

7.2.9. Known omissions

As noted in the first chapter of each paper, specific impact pathways are sometimes excluded.
Generally this is done on the basis that they are expected (or known) to be immaterial for most
applications.

In addition, some classes of environmental impact are not covered by these methodologies — for
example, noise and light pollution, radiation, littering (of land, water and oceans) and indoor
environmental impacts. Depending on the specific application it may be helpful to include some of
these where they are likely to be material.
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8. Conclusion

All of the E P&L valuation methodologies build on the existing body of peer reviewed literature and
none of them are perfect. Given that the use of E P&L as a tool continues to evolve, its suitability to
inform specific business decisions still needs to be evaluated on a case by case basis.

Nonetheless, the central purpose of any E P&L is to provide more useful insight into environmental
impacts than would otherwise exist — and for most possible applications, this is what it does.

Organisations we have worked with identify a range of benefits; from the obvious, that it enables
comparison and prioritisation between diverse impact areas and can be used to communicate the true
environmental costs and benefits of business activities; to the less obvious — that it can improve
environmental understanding across a business, and put environmental information on the
boardroom agenda. In short, it helps to answer the essential question: Which of my environmental
impacts matter most, and where?

We welcome feedback as we continue to develop the methodologies.
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1. The environmental impacts of
air pollution

1.1. Introduction

Economic activity in all sectors results in some level of emissions of waste gases and suspended solids into the
air (whether directly as a result of industrial processes, or indirectly — for example, as a result of energy or
resource consumption). Changes in concentrations of these may have negative impacts on health, as well as on
the natural and built environment. Emission of these pollutants, therefore, carries a societal cost. In this paper,
we set out a methodology for identifying and valuing these costs in monetary terms.

The majority of air pollutants are covered in this paper, but several classes of pollutants are addressed in other
papers. Greenhouse gas (GHG) emissions are considered separately in the PwC methodology paper: Valuing
corporate environmental impacts: Greenhouse gases. Air pollution also results from waste incineration, and
several key incineration pollutants are addressed in the PwC methodology paper: Valuing corporate
environmental impacts: Solid waste. These overlaps are discussed further in the following chapters.

1.2. Qverview of impact area

Unlike greenhouse gas emissions, which contribute to climate change on a global scale, the impacts of air
pollution are principally local or regional. And local or regional factors, such as weather conditions and
population density, influence the severity of impacts from air pollutants.

Air pollution can be subdivided into ‘primary pollutants’, which directly cause negative impacts on the
environment and people, and ‘secondary pollutants’, which result from reactions between primary pollutants
and other gases under certain conditions, and which subsequently also have negative impacts on the
environment and people.

The most significant primary and secondary pollutants (in societal cost terms) are listed below (in no particular
order).

1.2.1. Primary air pollutants

. Particulate matter (PM): PM refers to a range of different types of solid particles that are suspended
in ambient air. PM is produced from burning of biomass and fossil fuels and the creation of dust from
agriculture or industry. PM is classified according to particle size: PM,, refers to coarse particulate matter
(particles with a diameter of 10 micrometres or less); PM. 5 refers to fine particulate matter (particles
with a diameter of 2.5 micrometres or less). PM,, is expressed exclusive of PM. 5 in this document (and
associated analyses) to avoid double counting.

. Volatile Organic Compounds (VOCs): VOCs comprise a wide range of organic compounds which
have a high vapour pressure under normal atmospheric conditions, for example Benzene, aliphatic
hydrocarbons, ethyl acetate, glycol ethers, and acetone. They are released in large quantities as a result of
human activities such as the use of solvents in industrial processes, as well as from some natural
processes.

. Mono-nitrogen oxides (NO and NO., commonly referred to as NOx): These are naturally
present in the atmosphere but are also released in large quantities through the combustion of fossil fuels
and particularly transport fuels.

. Sulphur dioxide (SO.): SO.is released through the processing of sulphurous mineral ores and from
many industrial processes which involve burning of sulphurous fossil fuels. The vast majority of SO, in
the atmosphere comes from human sources.
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. Carbon monoxide (CO): CO is released through combustion of fuels and is also a by-product of
numerous industrial and agricultural processes.

1.2.2. Secondary air pollutants
Major secondary pollutants include:

o Sulphates (SO,’) and nitrates (NO;-): These are formed from SO, and NOx respectively and are both
types of PM. ;.

o Ammonium (NH,*): Ammonia production is mainly a result of agriculture, particularly from the waste
of cattle and other livestock. Some nitrogen-based fertilisers can also result in NH; emissions to air. NH,
is largely deposited into soil or water soon after emission, but a small portion may react with ambient air
to form ammonium ions (NH,*+) which also contribute to PM, 5.

o Ozone (05): Ozone is formed via a non-linear reaction between VOCs and NOy in the presence of
sunlight.

1.2.3. Environmental and societal outcomes

Emission of air pollutants increases their concentration in the atmosphere. This reduces ambient air quality
directly and causes secondary phenomena such as smog and acid rain. These outcomes can adversely affect
people in various ways:

o Human health: Respiratory diseases lead to large societal costs from air pollution. These damages
include increased incidents of chronic diseases such as asthma and bronchitis and, in some cases,
premature mortality from cardiovascular diseases, pulmonary diseases and lung cancer.

. Visibility: Air emissions, particularly PM and O, precursors, contribute to reduced visibility through the
formation of smog. Reduced visibility affects various forms of navigation and also reduces people’s
enjoyment of recreational sites and the neighbourhoods where they live (i.e. disamenity).

o Agriculture: Changes in the atmospheric concentration of certain gases can negatively impact the
growth of crops leading to reduced yields. Acid rain can damage crops directly and can also acidify soils
with impacts on future growth.

. Forests and timber: Changes in the atmospheric concentration of air pollutants can cause visible
physical changes in tree growth and also affect metabolism at the cellular level. Prolonged impacts can
severely impact on forest health. Acid rain directly damages forests and soils and can result in reductions
in timber production.

o Built environment: Acidic components in the air and in acid rain can corrode materials used in
construction (e.g. limestone, certain metals) and may lead to structural damage over time. Particulates
can discolour property leading to reductions in aesthetic and cultural quality.

o Other ecosystem services: Reduced air quality and increased acid rain damage to forests and bodies
of water can lead to reduced recreational enjoyment of the natural environment.

1.2.4. Factors affecting the impact on people of air pollution

Factors beyond the total mass of pollutants emitted materially affect the societal impacts from these emissions.
For example, strong winds may disperse pollutants away from heavily populated areas or heavy rainfall may
cause particulate matter to be rapidly deposited, giving only a small dose to each person. Table 1 presents the
key variables known to influence the different potential environmental outcomes resulting from air pollution
emissions.

Air pollution e 4



Valuing corporate environmental impacts: Air pollution

Table 1: Key variables known to influence environmental outcomes from air pollution

Outcome Variable
All outcomes Meteorological conditions that influence dispersion (wind speed and direction,
mixing height)

Ambient concentrations of pollutants

Health Population density of the region (i.e., number of people in contact with pollutant)
Agriculture, Yields and types of crops and forests in the region

forestry and

timber

Visibility Quality of vista, local preferences

Built Extent and nature (e.g. building materials, cultural heritage, financial value) of
environment buildings

1.3. Impact pathways

In order to value corporate environmental impacts, we need to understand how corporate emissions into the
atmosphere affect humans. Therefore, we define impact pathways that describe the links between corporate
activities, the environmental outcomes from those activities, and the resultant societal impacts. Our impact
pathway framework consists of three elements:

. Impact driver:

Definition: These drivers are expressed in units which can be measured at the corporate level,
representing either an emission to air, land, or water; or the use of land or water resources?.

For air pollution: The type and quantity of air emissions resulting from different business activities.
o Environmental outcomes:

— Definition: These describe actual changes in the environment which result from the impact driver
(emission or resource use).

— For air pollution: Businesses directly affect air quality through emissions of pollutants. These primary
pollutants react with other elements in the air to produce secondary pollutants (see Figure 1). Both
primary and secondary pollutants can lead to specific environmental outcomes such as smog and acid
rain.

. Societal impacts:

— Definition: These are the actual impacts on people as a result of changes in the environment
(environmental outcomes).

— For air pollution: The impacts are principally related to health but also include impacts via agriculture
and visibility.

The three stages of the impact pathway are shown in Figure 1 overleaf. Air pollution exhibits a complex
pathway, with multiple pollutants each playing a role in multiple environmental and societal outcomes. The
reasons for any limitations of scope are explained at the end of this chapter.

1t A note on language: In this report, the measurement unit for any ‘impact driver’ is an ‘environmental metric.” Therefore, air pollution is
the impact driver, and tonnes of PM..s, PM,o, SO2, NOx, etc. are the environmental metrics.
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Figure 1: Impact pathways for air pollution
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1.4. Prioritising which impacts to quantify and value

This section outlines the environmental outcomes and societal impacts from air pollution that we quantify and
value in this methodology. The section also identifies those impacts which are beyond the scope covered by this

paper.

We base our materiality assessment on previous large scale assessments in the EU and US. For example, the
UK Government (Defra, 2011a) focuses its analysis only on health impacts from PM (from different industries),
NOx, SOx and NH3.2 ExternE, an EU wide study of externalities from industry, considered the same pollutants
as well as VOCs. It included impacts on agriculture and buildings, as well as health in its valuation, although it
notes health impacts are “by far the largest part of the total” (ExternE 2005).

One of the most detailed studies of the societal impacts of air pollution to date was conducted in the US by
Muller and Mendelsohn (2007). A summary of their findings is presented in Table 2. The findings are
consistent with those of other EU, US and OECD studies (including Pope et al. 1995, ExternE 2005, OECD
2009, Defra 2011a); mortality and morbidity effects dominate the societal costs (together representing 94.5% of
the total). We also see these values transferred to other countries as proxies, including from developed to
developing countries (Sengupta and Mandal, 2013; Pervin et al., 2008; World Bank, 2007).

Table 2: Illustrative study of estimated societal costs of air pollutants in the US (USD billion
per year)

Health - Health - Agriculture Forestry Visibility Built Recreation Total Share of
Mortality Morbidity and environ- societal costs
timber ment

PM. 5 14.4 2.6 0.4 17.4 24%
PMio 7.8 1.3 9.1 12%
NOx 4.4 0.8 0.7 0.05 0.2 0.03 6.2 8%
NH; 8.3 1.5 0.2 10.0 14%
SO. 16.1 2.9 0.4 0.1 19.5 26%
vVOC 9.6 1.8 0.5 0.03 0.2 12.1 16%
Total 52.8 17.4 1.2 0.08 2.7 0.1 0.03 74.3
Share of 71.1% 23.4% 1.6% 0.1% 3.6% 0.1% 0.0%
societal
costs

Source: Muller and Mendelsohn (2007)

On the basis of these studies we therefore focus our detailed assessment primarily on health impacts, and also
include a more basic assessment of impacts on agriculture and visibility — discussed in more detail below.

The relative costs of each impact area and each pollutant may vary across locations, or for specialist processes
(such as incineration which releases dioxins — see PwC methodology paper: Valuing corporate environmental
impacts: Solid waste.). If, in a specific context, other impacts or pollutants are likely to be important, a
methodology will be required to estimate and value these.

1.4.1. Impacts covered by this methodology paper

1.4.1.1. Health impacts

Our priority focus in this analysis is the impact of air pollution on health. The literature is consistent that health
impacts are by far the most important (Muller and Mendelsohn, 2007; Pope et al, 1995; ExternE, 2005).
However, the type and extent of damages caused by air pollution are regionally specific. Of the main pollutants,

2 Defra Damage Costs are intended for use in cost-benefit analysis as per the HM Treasury’s Green Book guidance, see:
https://www.gov.uk/air-quality-economic-analysis
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PM (both direct emissions and secondary PM from NOy, SO. and NH;) has the most significant impact on
health (Pope et al., 1995). Direct PM emissions and the contribution of other gases to PM (SO., NOy, NH;) as
secondary pollutants are therefore addressed in detail using an air dispersion model as the main focus of this
methodology. Direct health impacts of SO, are also considered in the dispersion model.

Health impacts of low level O, formed from VOCs and NOx, are also important.3 The chemical relationship
between VOCs, NOx and the formation of O3 is non-linear and considered too complex to model without
detailed location-specific information (Ostro, 1994). In the absence of available datasets, we address it here
using a multivariate transfer function derived from Muller and Mendelsohn’s (2007) results from the US.

1.4.1.2. Visibility and agriculture

The societal costs of reduced visibility and agricultural losses are significantly smaller in magnitude than those
of human health due to air pollution. They contribute just 3.6% and 1.6% of the societal cost of air pollution
respectively in Muller and Mendelsohn’s (2007) study of the U.S. However, in rural contexts and in more
agriculturally dominated economies, they may have greater relative significance, hence their inclusion here.

Without adequate inventories to characterize exposure to pollutants and local preferences it is difficult to
estimate the societal cost of impacts on agriculture and impaired visibility. However, benefit transfer of values
between locations gives an indication of potential impacts. Recognising that this is a more uncertain approach,
but acceptable given the low materiality, we calculate the country-specific impacts of reduced visibility using a
multivariate transfer function and calculate the impacts on agriculture using an adjusted value transfer
approach.

1.4.2. Impacts covered by other PwC methodology papers
1.4.2.1. Dioxins and heavy metals

Airborne emissions of dioxins, arsenic, chromium, cadmium and nickel can cause cancer, while lead and
mercury can have neurotoxic effects. These emissions are primarily associated with waste incineration;
therefore, our approach to quantifying and valuing them is covered in the PwC methodology paper Valuing
corporate environmental impacts: Solid waste.

1.4.2.2. Greenhouse gas emissions

Greenhouse gas emissions are considered separately in the PwC methodology paper Valuing corporate
environmental impacts: Greenhouse gases.

1.4.3. Limitations of scope
1.4.3.1. Forests and timber, built environment, and recreation

These impacts are considered immaterial relative to the impacts described above. Together, they represent less
than 0.5% of the total societal cost in Muller and Mendelsohn’s (2007) analysis4. They are, therefore, omitted
from this methodology. If they are thought to be material in a particular context (for example due to local
stakeholder pressure) the impacts should be estimated and valued on a case by case basis.

1.4.3.2. Chemical deposition in soil and water

Ammonia (NH;) has a short lifetime in the atmosphere and most (by weight) is quickly deposited. While this
process can have localized impacts on areas close to the emissions source, the impacts are small compared to
impacts on health. Given the low materiality, this secondary deposition in soil and water is omitted from this
methodology. However, impacts associated with NH; in wastewater are considered separately in the PwC paper
Valuing corporate environmental impacts: Water pollution.

3 This methodology does not attempt to quantify any potential indoor health impacts of VOCs. These are considered to be an aspect of
employee working conditions and would therefore be addressed when considering the social impacts of a business.

4 Our category ‘built environment’ is equivalent to Muller and Mendelsohn’s (2007) category ‘man-made materials’.
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1.4.3.3. Carbon monoxide

CO is a toxic gas which, if inhaled in sufficient quantities, can be fatal. It can have societal impacts via
inhalation indoors and outdoors and through its contribution to O5 formation. However, we exclude it from our
methodology on three counts:

. CO is particularly dangerous in indoor environments, which are outside the scope of this methodology.
Indoor air quality would be considered as part of employee working conditions when evaluating the
social impacts of a business.

. Regulations requiring vehicles to be fitted with catalytic converters have significantly reduced the
dangers from carbon monoxide in the urban environment in many countries, such that emissions are
now quite low.

o The close relationships between CO, NOy, and VOC pathways to O5; formation make it difficult to avoid
double counting of secondary impacts. Reflecting this, CO is excluded from Muller and Mendelsohn’s
(2007) analysis, Defra’s (2011a) air emissions damage cost methodology, and ExternE (2005) analyses.
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2. Summary of methodology

2.1. Introduction

The impact pathway presented in Chapter 1 identifies how emissions can lead to different types of impacts. Our
valuation framework is structured to follow this pathway, at each stage demonstrating the causal links between
corporate activities (which result in air pollution) and societal costs.

To understand the value of environmental impacts associated with corporate activities, it is necessary to:

1. Obtain environmental metric data: The starting point for each of our methodologies is data on
emissions or resource use. These metric data are based on an understanding of the corporate activities
which they result from. Data can come from a variety of sources, some of which (e.g., life cycle inventories
(LCI) or environmentally extended input-output modelling (EEIO)) are subject to their own distinct
methodologiess. The assumed starting points for this methodology are metric data in the form specified in
Table 3 below.

Table 3: Metric data for air pollution

Impact driver (emission or resource = Environmental metric data
use)

Six main pollutants Mass of emissions from corporate activities (tonnes)
(PM,o, PM. 5, NOy, NH; SO,, VOC)

2. Quantify environmental outcomes: We quantify biophysical changes in the environment resulting
from corporate emissions or resource use (as measured by the metric data). This is discussed further in
Table 4, left-hand column.

3. Estimate societal impacts: We estimate the societal cost (impact on people) resulting from
environmental changes which in turn are the result of corporate activities. This is discussed further in Table
4, right-hand column.

It is not always necessary or appropriate for economic valuation of the environment to go through each of these
steps explicitly. A single methodological step may cover some or all steps at once. However, developing each

E P&L valuation methodology by following a clearly defined impact pathway helps to retain a causal link and
ensure consistency.

2.2. Summary of methodology

Environmental metric data on air pollution are the starting point for this methodology and, hence, the methods
for collecting or estimating these data are not exhaustively covered. However, for the purposes of valuation it is
important to understand how other factors - such as meteorological and demographic variation - influence the
consequences of emissions.

How these factors are taken into account in the valuation methodology is summarised in Table 4 which
describes the methodologies for each of the major valuation modules in turn:
1. Primary pollutant health impacts (PM, NOy, SO, NHj)

2. Secondary O health impacts

5 Information on the likely sources of metric data is provided in Chapter 3.
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3. Visibility impacts

4. Agricultural productivity impacts

Table 4 summarises our methodology for each of these valuation modules, showing:
. The key methods and steps;

. The key variables for which data must be collected at each step;

. The key assumptions and justifications underlying each methodological choice.
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Table 4: Summary of air pollution societal impacts calculation methodology, key variables and assumptions

Quantify environmental outcomes

Estimate societal impacts

Health valuation module from SO- and primary and secondary PM (primary pollutants: PM, NO,, SO., and NH3;)

Methods e Lagrangian puff air dispersion model determines change in primary and Dose-response functions estimate health outcomes for
secondary pollutant concentrations over a specified area. populations exposed to pollutants.
e Dispersion model considers local meteorological conditions, as well as the To value specific morbidity health outcomes Willingness
persistence in air of pollutants in estimating the dosing. to Pay (WTP) estimates from peer reviewed literature are
) ) ) used. For mortality, the OECD estimate of the value of a
e  An estimate of the number of people affected is produced by overlaying a statistical life (VSL) is used.
population grid describing the demographics in the location of interest.
Key e  Meteorological conditions: wind speed, precipitation, mixing height. Population density and baseline mortality rate.
variables

Demographics: population density and distribution.

Value of Statistical Life (VSL).

Assumptions
and
justification

Air dispersion is modelled using Sim-Air ATMOS 4.0 which can account for local
meteorological and demographic conditions in its modelling. Sim-Air ATMOS
4.0 is a simplified version of a US National Oceanic and Atmospheric
Administration model, adapted for relatively rapid assessment. It has been
widely used in Asia and is applicable globally.

If the emission source location is not precisely known (e.g. only country level
data are available) but the nature of the economic activity is known (e.g.
automotive parts manufacture) the same approach can be individually applied to
major locations of the polluting activity within a country. Averages weighted by
the proportion of industrial production in each location can then be produced.

As a minimum we develop average coefficients for application to three types of
stationary source: inner city, urban industrial and rural; and two types of mobile
source: urban transport and rural transport.

We assume pollutant concentration changes can be described as a linear function
of emissions. This linear ‘source-receptor’ modelling technique is well
established in the literature.

We model health impacts using linear dose response
functions for pollutant exposure.

A linear function assumes that emission concentrations
are already above any damage threshold, such that any
addition of pollution in the environment causes an
impact. Linear functions are widely applied (ExternE,
2005, World Bank, 2008) and are the most appropriate
for globally applicable approaches because determining
whether pollutants are below any damage threshold
requires data on ambient concentration and biogenic
emissions which are not widely available.
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Health valuation module from secondary 03 formation (primary pollutants: NO. and VOCs)

Methods e Environmental outcomes and societal impact are evaluated in one step using a multivariate transfer function, which extends Muller and
Mendelsohn’s (2007) societal cost estimates beyond the U.S. to give global coverage, subject to the availability of local contextual data.
e The transfer function estimates the societal cost of air pollution as a function of ambient O3 concentration, local income, and local population
density.
Key e Environmental data: ambient O3 concentration.
variables

Demographic data: local or country level income and population density.

Assumptions
and
justification

Secondary pollutant formation is too complex to model directly, and therefore expanding on existing damage cost estimates is more accurate and
practical.

A transfer function based on one of the most comprehensive assessments of air pollution societal costs to date is used as a substitute for a model
of atmospheric chemistry.

Extrapolating a transfer function from U.S. based societal costs assumes:

- The physiological impacts derived from US data are applicable to the rest of the world. This is reasonable, because the effects of air
pollutants on the health of a given population are driven by human physiology and are therefore relatively consistent between countries.

- The societal cost varies with ambient O3 levels and income levels. This is reasonable, because both of these variables show significant
variation in the US sample, providing a credible basis for estimation of societal costs elsewhere.

Visibility valuation module (primary pollutants: PM, NOx, NH;, SO., VOCs)

Methods e Environmental outcomes and societal impacts associated with WTP to reduce visibility impairment from air pollution are evaluated in one step
using a multivariate transfer function, which extends Muller and Mendelsohn’s (2007) US societal values to give global coverage subject to the
availability of local contextual data.

e The transfer function provides an estimate of the societal cost of reduced visibility as a function of ambient O; concentration, local income, local
population density, temperature, and rainfall.

Key e Environmental data: ambient O; concentration, temperature, rainfall.

variables

Demographic data: local/country income and population density.
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Quantify environmental outcomes Estimate societal impacts

Assumptions
and
justification

Visibility-impairing pollutant formation is complex to model directly globally, and therefore drawing on existing damage cost estimates is
preferred to give an approximate indication of impacts.

Extrapolating using the transfer function from U.S. based societal costs assumes:

- The relationships between visible distance and air pollutants implied by US data are applicable to the rest of the world. This is reasonable as
the chemical reactions in the atmosphere which form smog and reduce visibility will be consistent around the world.

- The social cost of visibility harms will vary with ambient O4 concentration, local income, population density, temperature, and rainfall. Each
of these factors shows significant variation in the US sample, providing a basis for estimating a function to describe how WTP changes based
on these variables that can be applied elsewhere.

Agricultural productivity valuation module (primary pollutants: NO. and VOCs)

Environmental outcomes and the impacts on reduced agricultural productivity are evaluated in one step using value transfer.

Methods o  We take the average of marginal damage costs from Muller and Mendelsohn’s (2007) US dataset and adjust this for purchasing power differences
between countries.

Key e  The only variable used in our approach is country PPP data relative to the US. Key variables in the underlying analysis of agricultural damage

variables costs are: crop type, health, prices and productivity, as well as ambient pollutant concentrations.

e The impacts of air pollution on agriculture are affected by a large number of variables which are complex to model directly.

e It was also not possible to adequately represent these variables using a multivariate transfer function from Muller and Mendelsohn’s (2007) US
dataset because the range of crops used in their analysis is not sufficiently representative of global crop types which are known to be sensitive to
air pollution.

glslflumptlons We therefore opt for a simple and transparent value transfer approach, taking the average of marginal damage cost estimates from Muller and
justification Mendelsohn’s (2007) and adjusting these internationally for purchasing power parity.

Ascribing a value to impacts on agriculture acknowledges that an impact exists, and consistent with the study on which it is based, the impact
tends to have very low materiality in our results.

However, this approach is highly approximate, and if air pollution impacts on agriculture were identified as potentially significant during project
scoping then this approach should be revisited.

Air pollution ¢ 14



Valuing corporate environmental impacts: Air pollution

3. Data requirements

3.1. Introduction

Gathering appropriate data is a precursor to valuing the environmental impacts from air pollution. The
availability of high quality input data is a key determinant of the accuracy of impact quantification and
valuation.

Three broad categories of data are required for quantification and valuation:
. Environmental metric data: Quantities of air pollutants released into the atmosphere.

. Contextual data: Provides additional relevant information about the basic metric data. For example,
describing the context in which pollutants are released (e.g. location, surrounding population density,
local weather patterns). The availability of useful contextual data will depend to an extent on the source
of the metric data. For example, in the case of directly collected data, location and location characteristics
should be known. Whereas in the case of data sourced from an environmentally-extended input-output
(EEIO) model or life cycle inventory (LCI), it is likely that only the country and perhaps the industrial
sector will be known.

. Other coefficients: Typically numerical values derived from the academic literature or other credible
sources which are required in calculations to convert metric and contextual data into value estimates.

While methods for the collection or estimation of basic metric data are not the subject of this paper, the data
generation methods used are nonetheless relevant to the likely availability of contextual data and therefore the
viability of different potential valuation approaches. This chapter therefore has two purposes: firstly, it
describes the most likely sources of metric data across a typical corporate value chain and the implications for
contextual data availability; secondly, it sets out key contextual and other coefficient data requirements and the
preferred sources for these.

3.2. Environmental metric data

To estimate impacts, we require the mass of each air pollutant emitted from a given source location in a given
year. Our methodology considers emissions of six key pollutants: PM,,, PM. 5, SO., NOx, NH;, and VOCs.

Measurement of air emissions is best done on site using direct in-line measurement. However, this is rarely
practical across entire value chains and, instead, the drivers of air pollution can be measured to estimate
emissions indirectly. For example, the quantity and type of fuel together with the type of combustion engine can
be used to calculate emissions from fossil fuel based energy generation or transport.

If direct data on emissions or impact drivers (e.g., fuel use) are not available, modelling techniques such as
EEIO analysis or industry / lifecycle assessment databases can be used. Such approaches give different levels of
data specificity depending on the application. For example, LCA databases are typically rich in data on specific
plastics, but government agencies or the IPCC database are likely to provide more up to date information for
electricity emission factors. Similarly, EEIO data are only as specific as the sector and geographical resolution
provided in the model.

The availability of metric data will vary according to the company’s level of control over the producers and users
of this information. This is likely to vary across a company’s value chain. In Table 5 (overleaf), we summarize
the likely metric data availability across the corporate value chain and implications for appropriate contextual
information.
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Table 5: Likely data availability across a corporate value chain

Metric data

Implications for contextual data

Own Direct measurement of drivers of air pollution, Based on knowledge about the location
operations such as electricity and fuel use should be possible.  of the company and supplier, it should
The other estimation techniques detailed for the Pe possﬂ)‘le to source CQntextual .
supply chain can also be used if direct data are information from public sources, if not
unavailable. from the company and suppliers
themselves.
Immediate/ Supplier questionnaires can be directed to areas
key suppliers of high materiality or those with limited quality
data from other sources. Most companies tend not
to measure air pollution gases directly but will
have information on air pollution drivers, fuel
use, electricity consumption, waste to
incineration, etc. Emission factors are required to
convert these data to tonnes of different air
pollutants.
Upstream/ EEIO can be used to give an approximation of Depending on the level of the
supply chain  emissions (in tonnes of different types of gases) company’s visibility up its supply chain
based on a company’s purchase ledger. and the length and complexity thereof,
LCA databases can be used for more process spe‘mflc location 1nforma.t10n may ‘t?e
specific data where this is deemed appropriate. available for some §upphers, supplier
groups or commodities.
cher data sources include government and Multi-region EEIO models and trade-
industry repprts, those from the IPCC and IEA flow data bases, can provide generalised
may be particularly relevant. indications of location. Tracing raw
material flows can be another method
for determining the location of different
activities in the supply chain.
Downstream/ It is often desirable to estimate the emissions Depending on the product, the location
use phase associated with a company’s product or service over  of sale or warranty registrations may
its useful lifetime. In the case of a vehicle for provide a good indication of the use and
example, this would include impacts associated with ~ disposal phase location. For
fuel consumption, replacement parts and servicing.  intermediary products it may be
Use phase estimates are often highly approximate, necessary to consider subsequent trade
based on limited data and sweeping assumptions. flows as well.
For some pro.ducts, use phE‘iSf! 1mpapts can be highly Customer use data, either directly
material and in such cases it is particularly ab duct llected
important to be as accurate as possible. reported by products or collecte
through customer surveys can also
End of life/ Different products are disposed of in different prov1.de valuz%ble 1n.format10n on the
location and intensity of use.
re-use ways. Some may be down-cycled, recycled or up-
impacts cycled (in each case the allocation of emissions National and regional statistics on

from the associated processes, to product users,
needs consideration). Others will be sent to
landfill or incineration. Again, actual data are
often limited and assumptions based on the
location of sale, major materials, and the design of
the product may be the primary source of waste
treatment emissions estimates.

waste treatment rates may be useful
and are considered further in the PwC
methodology paper Valuing corporate
environmental impacts: Solid waste.
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3.3. Contextual data and other coefficients

Meteorological conditions and population densities are particularly important determinants of the impacts on
people from air pollution. For a company’s own operations, or that of its closest suppliers, specific locations
may be known. However, emissions data from the rest of the value chain may only be available at a country
level. This methodology is designed to be applicable at different geographical scales; the preference should
always be for location-specific estimates; country level data are considered to be the minimum acceptable levels.

Where only country level data are available, we recommend calculating the impacts for several specific in-
country locations and taking an average (which could be appropriately weighted by population or economic
output, depending on the emitting activity) to estimate the likely impacts. Contextual information provided
alongside metric data will often help to identify probable locations. For example, emissions from agricultural
activities are likely to be rural, emissions from certain industrial sectors are likely to be concentrated in key
industrial clusters. Table 6 presents the required contextual data, and suggests some publically available data
sources.

Table 6: Contextual data requirements

Data Explanation

Meteorological data

Wind speed and direction A six hour moving average for the year is needed for the
dispersion modelling.

Mixing height Two observations per day, one day per month for the year
are required for the dispersion model.

Rainfall Hourly rainfall is required for the dispersion model.
Temperature Used in the visibility equations, temperature affects ozone
formation.

Population data

Population density Used in the dispersion model and other equations to
estimate the number of people affected in given area.

Baseline mortality Used in the dispersion model, dose-response functions
output a percentage increase from the baseline.

Median income Used in the ozone related equations to represent differences
in willingness to pay. Median is preferred to mean because it
is less influenced by income inequality and large or small
outliers.

Atmospheric data

Ground level ozone concentration Used in the ozone related equations, ambient levels affect
the impact of additional emissions.

6 Caution is required in interpretation of country level estimates, acknowledging that in-country variation may be greater than variation
across country averages — this should be tested with sensitivity and uncertainty analysis.
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Data Explanation

Other coefficients

pM2.5 Tesponse coefficient Provides the change in mortality rate per 10 microgram/m3
increase in concentration.

SO. response coefficient Provides the change in mortality rate per 10 microgram/ms3
increase in concentration.

Values for mortality and morbidity endpoints Provides the value of relevant health endpoints including
chronic bronchitis, cardiac hospital admission, restricted
activity day and mortality.

Societal cost estimates for each metric across US  Provides a large heterogeneous sample of estimates from
districts for secondary health, visibility and which to derive international transfer functions with the aid
agriculture of additional contextual data.
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I
4. Detailed methodology:
Primary SO: and primary and
secondary PM health impact
valuation module

This chapter covers the valuation of human health impacts from pollutants modelled via dispersion modelling.
These pollutants include PM, NOy, SO., and NH;. Other pollutants that harm human health such as ozone
formed from VOCs and NOy are valued in a separate module (see Chapter 5). This valuation approach traces the
pollutant from its environmental outcomes to its societal impacts. This addresses the pollutant emission
through dispersion to inhalation by humans (i.e. dose) to health harms (i.e. response) and values those health
harms. A summary of the valuation approach can be seen in Table 7.

Table 7: Summary of human health from dispersion methodology (from Chapter 2)

4.1 Quantify environmental outcomes 4.2 Estimate societal impacts

Health impact module from SO- and primary and secondary PM (primary pollutants: PM,
NOy,, SO:, and NH;)

Methods e Lagrangian puff air dispersion model e Dose-response functions estimate health
determines change in primary and outcomes for populations exposed to
secondary pollutant concentrations over a pollutants.
specified area. e To value specific morbidity health

e Dispersion model considers local outcomes Willingness to Pay (WTP)
meteorological conditions, as well as the estimates from peer reviewed literature
persistence in air of pollutants in are used. For mortality, the OECD
estimating the dosing. estimate of the value of a statistical life

(VSL) is used.

e  An estimate of the number of people
affected is produced by overlaying a
population grid describing the
demographics in the location of interest.

4.1. Quantify environmental outcomes

In order to evaluate the impacts of air pollution on people, we model the change in concentration of the
pollutant in the air via dispersion modelling” to determine human exposure to the pollutant.

Dispersion models use meteorological conditions and other contextual information to predict changes in
concentrations of air pollutants at receptor locations. They capture the geographic extent of the impact of the
emissions (US EPA, 2012). There are a number of different model types available including box, Gaussian,
Lagrangian, and Eulerian. The choice of model type largely depends on a trade-off between ease of use and the

7 Dispersion modelling is not the only method available to estimate human exposure to air pollutants. However, we feel it is the most appropriate for our
purposes. Some alternative modelling approaches include using the Air Pollution Emissions Experiment and Policy Model (APEEP) or assuming all impacts are
local. Our chosen model is a better fit than APEEP for company-level applications which we are conducting, and using dispersion modelling creates more
accurate outcomes than assuming all impacts are local. Refer to Appendix I for a deeper discussion.
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level of detail in the outputs it provides. For more information on dispersion modelling and model types, please
see Appendix I.

Our chosen dispersion model is an open-source, simplified air pollution dispersion model called ATMOS 4.0.
ATMOS is ‘a meso-scale three-layer forward trajectory Lagrangian Puff-transport model’8, designed for
relatively rapid assessments of air pollution impacts (Heffter, 1983; Guttikunda, 2009). It is a simplified
version of the US National Oceanic Atmospheric Administration, Branch Atmospheric Trajectory (BAT) model.
It feeds into another model, called the Sim-Air Model, which quantifies the number of health impacts based on
the change in concentration calculated by ATMOS. It has been used for numerous assessments of air pollution
impacts, principally in Asia. For example, Afrin et al. (2012) used it to assess PM damages in Bangladesh in
association with US EPA International Emissions Conference and Guttikunda (2010) used it to assess air
pollution in Delhi, India. However, the model can be applied more widely subject to data availability
(Guttikunda et al., 2005, Guttikunda, 2009) which is useful for our global modelling needs.

We have selected this model because it can provide rapid assessment using a peer-reviewed dispersion
methodology. The simplified model is designed to provide credible outcomes which match the level of data that
companies have access to. While the model is simpler in nature than other air quality models, it is appropriate
in scope for this application because it is rarely feasible or practical to run more complex and demanding
models to cover a company’s entire supply chain.

Our approach using ATMOS 4.0 represents a significant improvement over simpler benefit transfers of existing
estimates. It allows us to explicitly address the spatial aspects of air pollution and to take into account more
variables and a far more detailed datasets. And crucially, in cases where location specific data are available, it
enables us to generate credible localised estimates based on local conditions and demographics. Figure 2
outlines the process for modelling changes in air pollutant concentrations driven by corporate activity.

8 ATMOS is run in the programming language FORTRAN. This methodology makes no direct modifications to the underlying program. It
can be accessed and downloaded here: http://www.urbanemissions.info
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Figure 2: Steps required to model changes in air pollutant concentrations driven by corporate
activity

Select region for analysis and characterise it using demographic and

meteorological information

v/

Plot emissions at source locations to the grid

v/

Run model to generate source-receptor transfer matrix (SRTM)

Multiply SRTM with emissions from source to evaluate change in
concentration

The following sections present the calculation steps to estimate impacts on human health using the dispersion
model. The methodology is designed for location-specific analysis, but where precise locations are not known
country level impacts can be estimated by calculating several location specific coefficients and taking an average
(locations should ideally be weighted be to best represent the probable location of the emitting activity, for
example by population or industrial activity).

4.1.1. Step 1: Select region for analysis and characterise it using population
and meteorological information

The first step in modelling the local impacts of air pollution is to represent the local region (e.g., its population
density and meteorological conditions) in the model. Air pollution is a local impact - primarily affecting those
near the pollution site, so representing the region near the pollution source as accurately as possible is essential
to achieve accurate results.

We represent the modelled location using a grid which corresponds to the geographical extent of the analysis.
The maximum geographical region that ATMOS can model is 2.5 degrees latitude (approximately 250 km) by
2.5 degrees longitude (ranging from okm at the poles to 250km at the equator), with grid squares of a
maximum size of 0.1 degrees latitude by 0.1 degrees longitude.

For the analysis presented here a default of 50 km by 50 km is used9. This allows a ‘square area’ to be
consistently selected for most cities (up to about 600 degrees north, equivalent to Oslo, and 600 degrees south,
equivalent to the southern tip of Patagonia). However, this can be adjusted to select the most appropriate scale

9The model was tested with larger parameters (up to 250km squared) with little observed differences in results
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for a specific application, and where necessary multiple grids can be stacked together - for example to estimate
longer range / trans boundary impacts.

The level of detail in characterising local conditions depends on the specificity with which we can describe the
source of the emissions. Wherever possible, locally-specific information should be sought, such that the grid can
be populated with data which accurately reflects the local context. However, where emissions can only be
estimated at a more aggregated scale (e.g. country level), it is generally necessary to estimate impacts for
multiple locations within the geographic area of interest and then produce an appropriately weighted average.

4.1.1.1. Meteorological conditions

The dispersion of pollutants is highly dependent on the weather conditions surrounding the pollutant source.
The ATMOS model is used to estimate how pollutants disperse and how concentrations of the pollutant change
in the areas surrounding the pollutant source. The model uses four data records per day for 365 days: midnight;
6am; midday; and 6pm. Each data record includes mixing height, wind speed, wind direction and precipitation,
all of which influence pollutant dispersion.

Mixing height - also referred to in the literature as planetary boundary layer height, is the maximum height
above the surface up to which a plume of gases in the air will vertically disperse over a given time period. The
science for accurately measure mixing height continues to evolve and there is currently no universally accepted
way of determining the mixing height at a location (Seidel et al., 2009). To avoid data intensive calculations, a
relatively simple approach is used here, as described by Seibert (2000). Radiosonde data are used to identify
the vertical location of the first discontinuity in the temperature profile of the troposphere, thus giving an
approximation of the mixing height at a given location.

Meteorological data are collected on a consistent basis globally for a range of scientific applications. The data
required are available for most global locations through public sources online and are described in Table 8.

Data from the nearest monitoring station to the point of release should be selected.

Table 8: Point measurement meteorological data for the dispersion model (ATMOS)

Data input Description

Wind speed The model uses four data points a day for 365 days: midnight, 6am,

(m/s) midday and 6pm. Hourly wind speed readings are used to produce a six
hour moving average for each data point. Where there is a gap in the data
and a reading is not available, the equivalent reading from the same time
the previous day is used. The sensitivity analysis (Chapter 8) shows that
wind speed is the most influential variable in the analysis. However, it is
also the variable with the most detailed data available.

Wind Hourly wind directions readings are used. Where a reading is not
direction available, the equivalent reading from the same time the previous day is
(degrees) used. The wind direction at the relevant hour is used for each data point.

Air pollution e 22



Valuing corporate environmental impacts: Air pollution

Data input

Description

Precipitation

(mm)

Average monthly precipitation and average number of days of
precipitation per month are used for each location. To estimate hourly
rainfall, the average monthly rainfall is divided by the number of days of
precipitation in that month and then divided by 24. Average hourly
precipitation is assigned to each data point for the number of days of
precipitation in each month .For example, if there are 15 days of
precipitation in January then the average hourly precipitation will be
assigned for all 4 data points for the first 15 days of January with the
remaining 16 days are assigned a zero. This gives the most realistic
account of the precipitation profile of a month where daily precipitation
data are not available.

Mixing height

(m)

Two observations of mixing height each month are taken: one at midnight
and one at midday. The midnight reading is also used for the 6am data
point and the midday reading is used for the 6pm data point. These values
are repeated for each day in the month. This approximation is used
because of the lack of readily available hourly data that can be used to
derive mixing height.

4.1.1.2. Population

To assess the impact on the human population of each pollutant, the number and distribution of people living
around the pollutant source is required. Local population statistics can be used to represent the distribution of
people within the grid. Figure 3 below illustrates a generic schematic for a city, showing the number of people in
each grid square, in applying the method a specific city can be modelled.

Some studies have indicated that certain age groups, and in particular the elderly and young, may be more
susceptible to the health impacts of air pollution. Our method does not break down the exposed population by
age demographics because consistent international data are not available. This is aligned with the approaches
described by Industrial Economics (2011) in their analysis of the US Clean Air Act and in Ostro’s (1994)
methodology review.

Figure 3: Generic urban/city population density schematic including population in each 5km=2
square
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4.1.2. Step 2: Plot emissions at source locations on the grid

Tonnes of emissions per year should be entered into the appropriate grid cell to represent the source location of
the emissions. Where exact locations are known the grid should cover the major population centres around the
emission source, taking into account prevailing winds.°

In the event that the precise location of emissions is not known multiple population grids can be created to
represent relevant population centres or industrial areas. For example, twenty representative sites within a
country could be modelled in this way, with results weighted by population or industrial production and
averaged to produce a value estimate which can be applied at a country level. Producing value estimates for a
range of potentially relevant sites also provides a basis for uncertainty analysis with upper and lower bounds
represented by the highest and lowest values within the sample of sites.

However, an estimate produced in this way is likely to exhibit very significant uncertainty because the impact of
emissions in a remote coastal area (high wind, low population) will be far lower than emissions in a densely
populated inland city (lower wind, high population). Even in the absence of location information it is usually
possible to produce a significantly more accurate value estimate with limited additional information. For
example, if the nature of the emitting activity is known more accurate identification of representative sites
should be possible. Heavy industrial activities are frequently located on the outskirts of major population
centres, high end retail is generally found in town and city centres, and finance and consulting services tend to
cluster in commerecial districts. Agricultural activities and certain other primary industries are almost
exclusively performed in lightly populated rural areas.

We therefore produce a number of country-level estimates based on a significant sample of population and
industrial centres; differentiated by the type of activity being undertaken. As a minimum we create
differentiated estimates for three types of stationary source: inner city, urban industrial and rural; and two
types of mobile source: urban transport and rural transport. Our preferred approach is to base this
differentiation on land zoning / planning maps for the reference areas identified. If these are unavailable,
appropriate emission source locations can be identified with reference to population densities or satellite
images.

By estimating value estimates in this way it is possible to significantly reduce the uncertainty caused by a lack of
location specific emissions data. In some cases it is possible to produce activity specific value estimates to
further reduce uncertainty. For example, if it is known that a specified quantity of emissions relates to
automotive components suppliers in Germany; a reliable average can be produced by modelling a handful of
industrial automotive agglomerations in the country.

Three illustrative source locations are presented in Figure 4 to demonstrate potential applications to the generic
city population distribution shown in Figure 3.

10 For example, the principle locations of interest for a factory on the east side of a city with strong westerly winds may actually be smaller
population centres to the east of the city.
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Figure 4: Three illustrations of applying source locations: stationary inner city (upper left);
stationary urban industrial (upper right); mobile source — urban transport (lower left)

4.1.3. Step 3: Run model to generate source-receptor transfer matrix (SRTM)

A source-receptor transfer matrix (SRTM) is the output of the ATMOS model. The SRTM specifies the change
in air pollution concentration in each grid square based on the emissions from the source square(s). The model
calculates this based on the meteorological conditions as well as deposition rates (wet and dry) of particulates.
Any increase in emissions in a particular source cell increases the concentration in a receptor cell linearly — we
calculate the SRTM for one kg of pollutant and multiply the results by the quantity of emissions in a given
location.

Dispersion of primary pollutants PM, ; and PM, is calculated based on the quantity of emissions, their location
and meteorological information. For the secondary pollutants of NOy, SO, and NHj, the model first calculates
the amount of secondary pollutant formed and then models the dispersion in the same way as PM. 5.

The quantity of secondary pollutants from NOx and SO is determined by their reaction with available oxygen.
This is a non-linear photochemical process which is highly dependent on local conditions and is subject to
seasonal variations (Khoder, 2002). As recommended by the Sim-Air model, we apply a constant reaction rate
from primary to secondary pollutants and rates for dry and wet deposition. This is also in line with the
approach taken by ExternE (2005), Muller and Mendelsohn (2007) and others.

For NHj, the main pathway to human health impacts is through NH, (which contributes to PM., ;) formation,
through reactions with SOx and NOy already in the atmosphere. The model first estimates NH; deposition and
the reactions to form NH,, before calculating the dispersion in the same way as PM, 5. The rate of deposition
and fraction which forms NH, varies by region, local canopy cover and weather conditions. A range of
deposition values have been recorded: Loubet et al. (2006) estimates between 40% and 98% are deposited
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within 2km. We use a 70% deposition rate as the default value, and where the local average deposition rate is
known this can be used.

4.1.4. Step 4: Multiply SRTM with emissions from source to evaluate change in
concentration

To calculate the change in concentration of pollutant (i.e. dose), measured in "9 / 13 ACross the grid, the SRTM

is multiplied by the emissions within the grid outlined in Step 2. Figure 5 shows an illustrative output of this
process.

Figure 5: Concentration changes as a result of emissions
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4.2. Estimate societal impacts

To value the impact of the environmental changes for this impact pathway, we first assess the harm to health
from increased pollutant concentrations and then value those harms.

We use dose-response functions from published academic literature to estimate how the changes in pollutant
concentrations, as calculated in the previous section, affect human health. Dose-response functions describe
how the number of health outcomes (responses) change with increasing concentrations of air pollutants
(doses), such as those calculated above in Figure 5.

Although there are a variety of approaches to modelling dose-response relationships, there is academic support
for a linear relationship between ambient pollutant concentrations and the number of health incidents (Ostro,
1994; ExternE, 2005; World Bank, 2008). This is particularly prevalent in policy analysis because of the ease of
computation and broad geographic applicability. We have chosen the linear model as most appropriate for our
purposes. For more discussion of dose-response functions generally and linear dose response functions in
particular, see Appendix II.

The societal cost of the health outcomes quantified above are valued using estimates of willingness to pay
(WTP) for health and life!’. There are alternative approaches to this valuation including the Cost Approach, but

11 On occasion estimates of willingness to accept compensation (WTA) for ill-health or death are also cited in the literature. In theory, WTP
and WTA should be approximately the same, but in practice, estimates of WTA, particularly from stated preference surveys, are often found
to be higher. One reason is that WTA is not bound by a person’s income, but other reasons for the divergence have also been reviewed
extensively in the literature. Consistent with the literature we rely on we refer to WTP values throughout.
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we feel that WTP is the most complete valuation approach. For more information on WTP and its comparison
to Cost Approach, see Appendix III.

WTP values for health and life are widely used in public policy decision-making. We select WTP valuations from
the OECD, which were derived from a meta-analysis of studies in many countries.

Figure 6 outlines the process for estimating the value of the health outcomes from corporate air emissions. Each
of the steps is discussed in more detail below.

Figure 6: Steps for estimating the value of the health outcomes from corporate air emissions

Estimate mortality and morbity from pollutant doses

v/

Select WTP estimates for mortality and morbidity outcomes

2

v/

Apply benefit transfer and test for income elasticity sensitivity

Compute the total cost of human health impact for each air pollutant

4.2.1. Step 1: Estimate mortality and morbidity from pollutant doses

To estimate the health impacts of relevant air pollutants, we use the ‘doses’ (changes in pollutant concentration)
and the number of people affected - estimated through dispersion modelling - and apply an appropriate linear
dose-response function for each pollutant. The output is an estimate of the number of episodes of different
health outcomes by location as a result of the original emission.

4.2.1.1. Selection of health endpoints

Between two thirds and three quarters of the health costs of air pollution are attributable to premature mortality
(OECD 2009, Muller and Mendelson 2007). Of the six emissions considered in this paper, two are directly
associated with premature mortality: SO, and PM» 5. PM3 5 consists of both primary PM, s and secondary PM: 5
formed from reactions of NOx NH; SO, and other gases in the atmosphere. Hence the contribution to premature
mortality of PM» s NOy and NH; can be quantified using a response coefficient for PM» s, as can part of the
contribution of SO». SO» is also directly associated with premature mortality independent of its role in PM» s
formation and this affect is quantified using an SO, specific response coefficient. Consistent with recent
research (Muller and Mendelson, 2007) PM o is assumed not to contribute directly to premature mortality.
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For morbidity impacts, we focus on chronic bronchitis (PM,,), restricted activity days (RAD) (PM.) and chest
discomfort (SO.). Chronic bronchitis is typically the most material of these, while RADs and chest discomfort
are fairly broad categories to capture many of the short term health ailments associated with these pollutants.
While the literature notes there is uncertainty as to the precise cause-effect relationships between each pollutant
and specific health outcomes, these outcomes are typical (see, for example, Ostro (1994), and ExternE’s 2005
review of approaches).

4.2.1.2. Selection of response coefficients

We use linear dose-response coefficients originally published in peer reviewed academic literature which have
subsequently been applied by international institutions such as the WHO, World Bank, US EPA, UK Defra,
OECD and EU. In each case we have sought to identify the response coefficient which are cited most frequently
and/or is recommended by the most recent comprehensive and authoritative study related to that emission and
health endpoint.

Table 9: Response coefficients required to quantify health outcomes

Pollutant Health Unit
endpoint

SO. All-cause Percentage change in mortality
mortality rate per 10 ug/ms change in

pollutant concentration

PM.; All-cause Percentage change in mortality
mortality rate per 10 ug/ms change in
pollutant concentration

PM.; Restricted Change in incidence of outcome
activity days per exposed person as a result of
a 10 ug/ms3 change in the
concentration of PM, 5

PM,o Chronic Change in incidence of outcome
bronchitis per exposed person as a result of
a 10 ug/ms3 change in the
concentration of PM;,

SO. Chest Change in incidence of outcome
discomfort per exposed person as a result of
a 10 ug/ms3 change in the
concentration of SO,

The key assumptions associated with the application of dose-response functions in this methodology are
outlined in Table 10.
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Table 10: Assumptions required for estimating the change in health outcomes arising from
change in pollutant concentration

Assumption Explanation

Linear dose-response function Linear functions are derived from epidemiological studies. They assume that
emission concentrations are already above any damage threshold such that
any addition of pollution in the environment causes an impact. This can
over-estimate impacts at low levels if the ambient level is below the
threshold at which they are harmful. However, in most industrial locations
this is not the case (ExternE, 2005). Linear functions are widely applied in
the literature because location specific functions would require detailed data
on ambient concentrations around the world.

Response coefficients can be Dose-response functions are mostly estimated based on data from the

applied on a global basis United States, United Kingdom and Canada. These are routinely applied
internationally and at different geographical scales where more precise data
are unavailable. ExternE (2005) notes that there are too few studies outside
of Europe and North America to derive a robust relationship, and therefore
recommend European and North American values are used elsewhere.

4.2.2.Step 2: Select WTP estimates for mortality and morbidity outcomes

Sources for mortality and morbidity endpoints are summarised in Table 11. The first three are meta-analyses
performed by the OECD. If income adjustments are to be made these provide a consistent basis for this (see
Section 4.2.3.1).

Table 11: Selected sources for mortality and morbidity endpoints

Source (study year) / base Health endpoint
country

OECD (2012) / Nations Mortality (i.e., VSL)

OECD / Switzerland Chronic bronchitis

OECD / EU Cardiac hospital admission

ExternE (2005) citing Ready et al. Restricted activity day
(2004) EU

4.2.3.Step 3: Apply benefit transfer and test for income elasticity sensitivity

Conducting primary research on WTP is expensive and time-consuming, particularly at the global scale of a
typical E P&L. We therefore base our estimates on existing studies from the OECD.

The discussion that follows considers the equity considerations of applying WTP estimates for health and life.
This section presents an approach for transferring those estimates between countries, if these are to be
included.

Benefit Transfer involves applying estimates of WTP from existing studies to different, but sufficiently similar,
contexts. Equation 1 presents a method for adjusting these values based on income (see Equity Considerations
below) (Markandya, 1998; OECD, 2012).
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Equation 1: Income adjustment transfer factor

T tor — (GNI A)E

ransfer factor = GNI,
GNI1, is Gross National Income per capita of new site (to which the value is being transferred); GNI is Gross
National Income per capita of reference site (for which the value as originally calculated, shown in

Table above), and both are adjusted for purchasing power parity (PPP):2. ¢ is the income elasticity of WTP for
health or life. This transfer factor is then multiplied by the WTP values for each country and each mortality and
morbidity type described above. This particular functional form is widely used by academics and policy-makers,
including the OECD and World Bank, to transfer WTP values to avoid mortality or morbidity from developed
countries to other countries.

It is difficult to identify which variables affect WTP. However, these are broadly encapsulated by an individual’s
preferences regarding risks to health and life and their budget constraints. Research shows that while WTP
changes with income, the relationship is not directly proportional. This means that it is appropriate to apply an
income elasticity of between one and zero. The OECD guidelines recommend an elasticity in the range 0.4-0.8
for benefit transfer of WTP for mortality and morbidity. We use a central estimate of 0.6 (OECD, 2012). Other
approaches are presented in Box 1.

Box 1: Other approaches to income elasticity

An income elasticity of 1 implies WTP is directly proportional to income, an elasticity of o implies WTP is the
same irrespective of income.

The recommended income elasticity differs across institutions and academics. An income elasticity of 0.32 was
calculated by Alberini et al. (1995) in transferring US values for acute illness to Taiwan. This study was
subsequently used as a basis of transfers to other developing countries by Heintz and Tol (1996) and Quah and
Tay (2002).

EPA analyses have typically applied a range of estimates with a low end of 0.04, a central value of 0.8, and a
high end of 1.0 (US EPA, 2010). The OECD recommends a sensitivity analysis in the range of 0.4 and 0.8
(OECD, 2012). This is consistent with the methods to transfer health values across all E P&L methodologies.

4.2.3.1. Equity considerations

Most countries operate a principally market-based economy, where the allocation of resources is determined
largely by the forces of supply and demand, which also establish prices in the economy. In this context, an
individual’s income determines the quantity of marketed goods that they can obtain. When estimating the
monetary value of goods (or ‘bads’) which are not currently traded in markets, the income constraint must
therefore be considered.

As peoples income changes, their level of demand for a good usually changes, and the amount they would pay
for each unit of the good also changes. Empirical evidence for environmental goods (or avoidance of ‘bads’)
suggests that this ‘income effect’ is positive — people are prepared to pay more as their income increases
(Pearce, 2003). For this reason, if values estimated in one location are to be used in a different location, they
need to be adjusted to take account of differences in the income constraints of people in each location.

This is best illustrated using an example. Suppose a survey of people living beside a lake in the USA finds that
they value the leisure time they spend around the lake at $1,000 per year. This represents about 2% of their
average annual income. Combining this with the number of people who live in close proximity to the lake allows
for an estimate of the value of the lake for leisure purposes to be produced. This non-market value estimate can
be taken into account when decisions which might affect the future of the lake (e.g. new developments) are
considered.

12 This ensures that the values represent people’s real purchasing power in different countries. For example, without this adjustment, $1
tends to buy more in a developing country than in the USA. After PPP adjustment, $1 buys the same in each country.
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Now suppose we wish to estimate the value of a similar lake in Uganda. Resources to conduct a new survey
aren’t available but the number of people living near to the lake can be estimated, and it is known to be a
popular recreation area. However, the average per capita income in Uganda is 1/100t of the average per capita
income in the USA. So assigning the same value of $1,000 per person in the Ugandan context would clearly be
inappropriate; suggesting that local people would pay twice their average annual income for a year’s worth of
leisure at the lake. In order to estimate the value that local people place on the lake, relative to their other
priorities, it is necessary to adjust for the differences in income constraints.

This central concept of income effects in non-market valuation of environmental goods is relatively
uncontroversial, as is the practice of adjusting for differences in income and purchasing power when
transferring value estimates between countries. However, when valuing goods (and bads) relating to human
health, equity considerations become more apparent.

As with environmental goods, empirical evidence demonstrates that the amount individuals’ would pay to
maintain good health and to reduce risks to life increases with income (Viscusi and Aldy, 2003; Scotton and
Taylor, 2010; OECD, 2010). This is reflected in estimates of the Value of a Statistical Life (VSL)4. When
applying a VSL estimate calculated in one location to health outcomes in another location, it is common
practice in the health literature (see for example: OECD, 2012; Hammitt and Robinson, 2011) to adjust the VSL
to reflect the income differential between those locations, as described above.

These differences in preferences for life and health between locations may reflect a genuine acceptance of
greater health risks, particularly in the context of other priorities such as economic development or
employment. However, because preferences of this nature are often considered to be constrained by the limited
choices available in low income contexts, the use of differing VSLs is contentious where decisions may relate to
inter-regional resource allocations. In recognition of these concerns, the OECD (amongst others) recommend
that where decisions may relate to allocations between regions a single VSL estimate should be used in policy
analysis across those regions.

Given the range of possible decision-making contexts where E P&L results may be considered?s it is important
that the decision maker is aware of this potential issue and is in a position to make an informed decision.
Whether the primary presentation includes or excludes income adjustments to health related values is therefore
a decision for the ultimate user.

Either way we suggest that the effect of differing income levels on the results of an EP&L is assessed through
sensitivity analysis.

Where the decision context has implications for inter-regional allocations, two sets of results should be
presented: one which reflects equity concerns without any income adjustment to health related values, and a
second which does take into account income differentials.

The decision maker will still need to consider a range of factors beyond pure environmental or health impacts.
For example, a study which does incorporate income adjustments across a range of countries could provide
incentives to shift polluting activities to lower income countries where the implied cost of impacts would be
lower — this may be undesirable. However, a similar study which does not adjust for differences in income may
deter foreign investment in lower income countries; investment which could have created improvements in
well-being in excess of any health related losses.

13 Even after accounting for differences in purchasing power the ratio is 1/40t%.

14 “Value of a Statistical Life (VSL), ... represents the value a given population places ex ante on avoiding the death of an unidentified
individual. VSL is based on the sum of money each individual is prepared to pay for a given reduction in the risk of premature death, for
example from diseases linked to air pollution.” OECD, 2012

15 For example, some decision contexts will be confined to a single country and could involve comparing environmental values to other
factors (outside the E P&L) determined by prices or incomes within that country; while others could require prioritisation of impacts across
many countries.
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For this reason decision makers may also wish to consider a more holistic decision making framework such as
PwC’s Total Impact Measurement and Management (TIMM) which values environmental impacts alongside
economic, fiscal and social impacts?6.

4.2.4.Step 4: Compute the total cost of human health impact for each air
pollutant

The number of incidents of premature mortality and morbidity due to corporate air pollution is calculated in
Step 1. The change in the number of health effects arising from changes in ambient pollutant concentrations is
multiplied by the relevant PPP-adjusted WTP value (from Step 2 and 3) to give the total cost associated with the
emissions. The calculation for the change in mortality for pollutant 7 is shown in Equation 2.

Equation 2: Calculating the total societal cost of mortality from air pollution

Total societal cost of mortality; = VSL X Change in mortality;

For morbidity, the total societal cost is calculated in the same way with WTP for each type of morbidity j applied
to each pollutant i, as shown in Equation 3.

Equation 3: Calculating the total societal cost of morbidity from air pollution

Total societal cost of morbidity;; = WTP; X Change in morbidity;

The total cost is obtained by summing the cost across all pollutants for mortality and all types of morbidity.

The assumptions on which this method relies are summarised in Table 12, and the data required are
summarised in Table 13.

Table 12: Assumptions required for estimating WTP for impacts to human health

Assumption Explanation

It is better to use a single value for mortality and There is considerable variation in methods and results from
for each type of morbidity than to use location primary analysis conducted in different countries.

specific values where available This analysis draws on estimates from a meta-analysis

conducted by the OECD. If income adjustments are to be
made (see Section 4.2.3.1), this ensures that the underlying
WTP is equal for all countries and that benefit transfer is
applied consistently and based on a consistent methodology.
The OECD study is chosen because it is drawn from a broad
range of countries across developed and middle-income
countries (there are fewer estimates in developing countries)
and is therefore more appropriate for this global
methodology than selecting an estimate from a particular
country as the basis.

Income elasticity is 0.6 The recommended income sensitivity differs across
institutions and academics. 0.6 is chosen as a midpoint of
the OECD recommendations.

16 See “Measuring and managing total impact: A new language for business decisions”, PwC 2013:
http://www.pwc.com/gx/en/sustainability/publications/total-impact-measurement-management/assets/pwe-timm-report.pdf and:
http://www.pwe.com/totalimpact for more information.
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Table 13: Data required for estimating WTP for impacts to human health

Data

Willingness to pay to avoid mortality and
morbidity

Income elasticity of willingness to pay

Gross national income per capita, adjusted for
PPP

Inflation
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5. Detailed methodology:
Secondary air pollutants
health impact module

This chapter covers the impacts on human health from the formation of Ozone (O3). Our valuation module
traces the pathway from emission of NOx and VOCs (and NHs) to the formation of O; to the health harms from
inhaled Oj to the societal cost of those health harms. Due to the complexity of the pathway that forms O;and
the availability of robust damage values, we estimate societal costs in one step using benefit transfer of those
damage values. A summary of the methodology can be seen in Table 14.

Table 14: Summary of secondary pollutants health methodology (from Chapter 2)

5.1.Quantify environmental outcomes 5.2. Estimate societal impacts

Health impact module from secondary O3 formation (primary pollutants: NOx and VOCs)

Methods e Environmental outcomes and societal impact are evaluated in one step using a multivariate
transfer function, which extends Muller and Mendelsohn’s (2007) societal cost estimates
beyond the US to give global coverage subject to the availability of local contextual data.

o The transfer function provides an estimate of the societal cost of air pollution as a function
of ambient O5 concentration, local income, and local population density.

5.1. Quantify environmental outcomes

Environmental outcomes of secondary pollutants are evaluated jointly in one single step using a robust OLS
multivariate regression to define a benefit-transfer function.

Secondary pollutants are not subject to dispersion modelling in our approach. Ozone is not typically emitted
directly by companies. Rather, it is formed through a photochemical reaction between VOCs, NOy, and CO. This
is highly dependent on specific atmospheric and weather conditions. It is beyond the scope of the ATMOS and
Sim-Air models to simulate secondary pollutant formation as it only models linear secondary pollutants and
physical dispersion.

Instead, we estimate the societal cost of ozone formation per tonne of VOC and NOy emission using a
multivariate transfer function estimated using data obtained from Muller (2012). As this provides a direct link
between emissions and societal costs, it is not necessary to quantify environmental outcomes.

5.2. Estimate societal impacts

We use robust OLS multivariate functions to explain the variation in health impacts of VOCs and NOx via ozone
formation. The results are used to create a transfer function for other countries.

The underlying principles of the valuation of mortality and morbidity are the same as indicated above for
primary pollutants. However, the difficulty of modelling ozone formation directly makes it necessary to directly
estimate societal costs from the quantity of pollutants emitted. We therefore draw on societal cost estimates
from Muller and Mendelsohn’s (2007, 2009, 2011) peer reviewed studies and derive multivariate functions
from their data to transfer these to other countries.
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Muller and Mendelsohn’s analysis provides US county-level societal cost estimates by multiplying the
proportion of people at risk by the predicted ambient concentrations to estimate exposures. Per tonne values for
the secondary ozone effects from NO, and VOCs provided from the APEEP model are used to estimate transfer
functions for mortality and morbidity.

The lead author of these analyses, Nick Muller, has provided us with an update of the marginal societal cost
values from his model, as summarised in Table 15. These values are based on a random sample of 346 (ten

percent of the counties used in his original model).

Table 15: Societal cost per tonne (USD, 2011)

Pollutant Mortality Morbidity

NOx 321.72 5.09

VOC 145.70 2.27

We use this dataset of cost estimates and contextual data by US county to estimate functions to transfer the
societal costs of these impacts to different countries.

Figure 7: Process steps for estimating societal costs for secondary pollutants

Estimate transfer function

\ 4

Apply transfer function to location

2

v/

Estimate total societal cost

Scale to WTP for mortality and morbitiy
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5.2.1. Step 1: Estimate transfer function

Guided by Muller’s input and using his dataset (Muller, 2012), we use multiple robust OLS regressions to
estimate societal cost from morbidity and mortality per tonne of each pollutant as a function of population
density, median income, and ambient ozone concentration for the US counties covered. All variables are log-
transformed to allow easy interpretation of the coefficients by taking the natural logarithm (In) of each. This
means that each coefficient approximates the percentage change in the dependent variable (societal cost)
associated with a one percent change in each independent variable (population density, median income, and
ambient zone concentration). This is shown for each pollutant 7 in Equation 4.

Equation 4: Robust OLS transfer functions for the health impacts of secondary pollutants

In(societal cost);
= a + B, In(population density) + B, In(median income) + Bzln(ozone concentration)

a, B1, B2, and B are coefficients estimated by the regression (see Table 16, below).

The three explanatory variables cover the main drivers of ozone impacts on mortality and morbidity:
. Population density is a proxy for the number of people likely to be in contact with the pollutant;

. Median household income is proxy for the impact of budget constraints on people’s WTP to avoid the
adverse health impact of air pollution;

. Ambient ozone concentration reflects the fact that the impact of additional ozone depends on the
absolute level of ozone in the atmosphere at a given location. While this function does not directly account for
meteorological factors which affect the dispersion of pollution, the ambient ozone concentration will provide an
indirect indication of this because where meteorological factors are such that pollution disperses the ambient
concentration of ozone will be lower.

5.2.2.Step 2: Apply transfer function to location

To apply the transfer function, the coefficients in Table 16 should be input to the general functional form given
in Equation 4 above. Then, data on the population density, median income, and ambient ozone concentration
should be input to this function to calculate the societal cost of morbidity and mortality per tonne of each
pollutant.

5.2.3.Step 3: Estimate total societal cost

To calculate the total societal cost, the marginal societal costs calculated in Step 2 are multiplied by the
quantities of each pollutant released at each location for both mortality and morbidity. The sum of these gives
the total societal cost.

The equations can be tested against the average US values in the full Muller and Mendelsohn dataset. Appendix
VI shows that our model (which can value emissions globally) creates similar outputs in the US to Muller and
Mendelsohn’s US-only figures

5.2.4.Step 4: Scale to WTP for mortality and morbidity

The underlying WTP estimates of health and life are different in the Muller and Mendelsohn study. This is
because they use US derived estimates of ‘cost of illness’ rather than WTP. To ensure consistency with the WTP
values applied for the VSL and morbidity events in the other parts of our air pollution valuation approach, an
adjustment is made to these figures.

For mortality, the VSL estimate from the OECD, used in our study, transferred to the US is 1.98 times larger
than the figure used by Muller and Mendelsohn in their analysis (Table 16). For morbidity, the Muller and
Mendelsohn estimates are lower and are scaled using the chronic bronchitis ratio of 0.92. It is not possible to
disaggregate the bronchitis and cardiac admission impacts in Muller and Mendelsohn’s per tonne estimates so
the more conservative option is chosen (smaller adjustment giving higher values).
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Table 16: Adjustment to account for differences in the underlying estimates of WTP for health

and life

Value (USD, 2011, ‘000) Muller and Mendelsohn PwC analysis for Ratio PwC to M&M
estimates for U.S. estimate

Mortality (VSL) 2,125 1.98

Morbidity:

Chronic bronchitis 343.50 0.92

Cardiac hospital admission 18.82 0.62

The main assumptions and data required for this approach are outlined in Table 17 and Table 18.

Table 17: Assumptions required for estimating health impacts of NOx and VOCs via 03

Assumptions

Explanation

Population density, median

income and ozone
concentration are the

primary determinants of
health impacts from NOx

and VOCs via ozone

These three variables represent differences in the propensity for emissions to

have impacts (due to ambient pollution levels), the probable scale of the impact
(based on the number of people that could come into contact with the pollution)

and the value of impacts (which is affected by income). The impacts of weather
on dispersion will also be represented within the ambient pollution level variable.

It is appropriate to transfer
a relationship derived in
the US to other countries

While the variation within the US is less than that between the US and other
countries, it is considered an acceptable approximation in the absence of better
data. The relatively low materiality of these health impacts compared with those

calculated in the previous section further justify this approach.

Table 18: Data required to execute this valuation

Data

Explanation

Population density

Used in estimating the
transfer function

Median income

Used in estimating the
transfer function

Ambient ozone

Used in estimating the

concentration transfer function

WTP values for Used to scale the values to
mortality and align with the rest of the
morbidity model
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6. Detailed methodology:
Visibility module

This chapter covers the impacts on visibility from air pollution. The impacts include reduction in the quality of
views (e.g., mountain vistas) as well as difficulties in aviation. Due to the existence of robust damage values per
tonne of emissions, we estimate societal costs in one step to cover the process from emission to visibility
degradation to societal costs. A summary of the methodology can be seen in Table 19.

Table 19: Sumunmary of visibility methodology (from Chapter 2)

6.1. Quantify environmental outcomes 6.2.Estimate societal impacts

Visibility module (primary pollutants: PM, NO,, NH;, SO., VOCs)

Methods Environmental outcomes and societal impact are evaluated in one step using a multivariate
transfer function, which extends Muller and Mendelsohn’s (2007) US societal values to give
global coverage subject to the availability of local contextual data.

The transfer function provides an estimate of the societal cost of air pollution as a function of
ambient O; concentration, local income, local population density, temperature, and rainfall.

6.1. Quantify environmental outcomes

The societal cost of air pollution’s impact on visibility is estimated directly from emissions using function
transfer (described below) in a single step without intermediate estimates of environmental outcomes.

6.2. Estimate societal impacts

The methodology to estimate the impacts on visibility is also based on Benefit Transfer of Muller and
Mendelsohn’s (2007) US based analysis. The updated average of the marginal damage costs provided by Muller
(2012) is presented in Table 20. Reductions in the level of air pollutants - particularly fine particulate matter,
improve visibility, leading to physical and economic benefits in both recreational and residential settings
(Industrial Economics, 2011).

Table 20: Societal costs of air pollutants due to reduced visibility per tonne emitted

Pollutant Societal cost per tonne (USD, 2011)

PM. ;5 21.2
PM,o 63.60
NO« 10.43
NH;, 68.74
SO. 3783
vVOC 7.71

Source: Muller (2012)
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Muller and Mendelsohn (2007) use a model which describes the visual range in each county as a function of
climatic and geographical factors and ambient concentrations of PM,,. They use a regression model to estimate
the relationship between visual range while controlling for temperature, precipitation, latitude and altitude,
Muller and Mendelsohn use contingent valuation (Chestnut and Rowe, 1990; Loehman and Boldt, 1990;
McClelland et al., 1990). Muller and Mendelsohn use estimates of household WTP for incremental changes in
visibility associated with recreation experiences and regional estimates from Chestnut and Dennis (1997) and
McClelland et al. (1990).

Benefit Transfer is the most practical method for estimating the societal cost of air pollution from reductions in
visibility?. This is because there are no consistent primary studies estimating WTP to avoid reductions in
visibility for specific locations across the global scale an E P&L is likely to cover, and conducting a new, primary
study on this scale is not feasible (see above). We therefore derive and apply multivariate transfer functions,
based on the key factors outlined by Muller (2012). We follow the same approach as for secondary pollutant
health impacts (above).

Figure 8: Process steps for estimating societal costs for visibility impacts

Estimate transfer function
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Apply transfer function to location
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Estimate total societal cost

6.2.1. Step 1: Estimate transfer function

We estimate a transfer function in the same manner as for secondary pollutant health impacts (see above), but
using a different set of explanatory variables. This log-log form equation (see above for discussion) is shown in
Equation 5 for each pollutant 1.

Equation 5: Robust OLS function to estimate the marginal societal cost per tonne of emissions
Jrom reduced visibility due to air pollution

In(societal cost);
= a + B, In(population density) + B, In(median income) + B3 In(annual rainfall)
+ B4 In(average annual maximum temperature)
+ Bsin(ambient ozone concentration)

17 ExternE (2005) reports that “In the absence of a specific contingent valuation study for Europe aiming to elicit the
average willingness-to-pay measure to improve visibility, some adjustment in the US numbers may be done to account for
lower concern about visibility effects”.
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The same explanatory variables are used for each visibility transfer function to provide a simple and consistent
approach, which also reduces the data burden of the analysis. The ozone measurement used is the fourth-
highest daily maximum 8-hour average concentration for ozone in the year, which aligns with the approach
taken by Muller and Mendelson and the US Environmental Protection Agency in their APEEP model.

6.2.2.Step 2: Apply transfer function to location

To apply the transfer function, the coefficients in Table 22 are input to the general functional form given in
Equation 5 above. Then, data for each variable (population density, etc.) are input to this function to calculate
the societal cost of reduced visibility per tonne of each pollutant.

6.2.3.Step 3: Estimate total societal cost

To calculate the total societal cost, the marginal societal costs calculated in Step 2 are multiplied by the
quantities of each pollutant released at each location. The sum of these gives the total societal cost.

The estimates are fairly consistent with the source data, which builds confidence in the approach. For
quantitative comparison of them models outputs with the training set of source data, please see Appendix VI.

The key assumptions underlying this method are listed in Table 21. The data requirements are listed in

Table 22.

Table 21: Assumptions required for estimating health impacts of air pollution on visibility

Assumptions

Comment on purpose and reasonableness

Population density,
medium income, annual
rainfall, average annual
maximum temperature,
ambient concentration of
O, are the primary
determinants WTP for
impacts on visibility

These variables represent:

e Differences in the propensity for emissions to have impacts (due to ambient
pollution levels, temperature, rainfall);

e  The number of people affected and the value of impacts according to people’s
budget constraints.

The impacts of wind on dispersion are also represented within the ambient
pollution level variable.

Given this and the relatively high R2 values for most pollutants, it is considered to
be a fairly good set of explanatory variables. The R2 is lower for NOyx and NHj,
perhaps due to the nature of the chemical relationships. Given the low materiality
of the absolute values, we do not deem this to be a cause for concern.

It is appropriate to transfer
a relationship derived in
the US to other countries

The chemical reactions which lead to smog formation and reduce visibility will be
the same across countries.

In contrast, WTP for reduced visibility impairment may vary. ExternE (2005)
noted that WTP in the EU was much lower than in the US. However, in the
absence of better data to develop a more sophisticated function, this approach is
considered an acceptable approximation, particularly given the materiality of the
impacts relative to the societal costs of health impacts (see above).
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Table 22: Data required for estimating visibility impacts

Data Use
Population Used in estimating
density the transfer function

Annual rainfall

Used in estimating

the transfer function.

Median income

Used in estimating
the transfer function

Maximum
temperature

Used in estimating

the transfer function.

Maximum O
concentration

Used in estimating
the transfer function
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7. Detailed methodology:
Agricultural productivity
module

This chapter covers the impacts on agriculture from air pollution. The impacts cover reduction in agricultural
productivity. Due to the existence of robust damage values per tonne of emissions and the complexity of
primary estimation, we calculate societal costs in one step to cover the process from emission to environmental
degradation to human harms to societal costs. A summary of the methodology can be seen in Table 23.

Table 23: Summary of agriculture methodology (from chapter 2)

7.1.Quantify environmental outcomes 7.2.Estimate societal impacts

Agricultural productivity module (primary pollutants: NOx and VOCs)

Methods e Environmental outcomes and societal impact are evaluated in one step using a simple value
transfer.

e  We take the average of marginal damage costs from Muller and Mendelsohn’s (2007) US
dataset and adjust this for purchasing power differences between countries.

7.1. Quantify environmental outcomes

The societal cost of air pollution’s impact on agriculture is estimated directly from emissions using value
transfer.

7.2. Estimate societal Impacts

Tropospheric ozone inhibits plant growth. As a result, VOC and NOy emissions can result in reduced
agricultural productivity.

Our methodology for estimating the impacts of these emissions on agriculture are based on Muller and
Mendelsohn’s (2007) US analysis, as for other impact areas introduced above. The updated average marginal
damage costs provided by Muller (2012) are presented in Table 24.

Table 24: Societal costs of air pollutants due to reduced agricultural productivity per tonne
emitted

Pollutant Societal cost (USD,

2011)
NOy 28.67
VOC 14.96

Source: Muller (2012)

Muller and Mendelsohn’s (2007) analysis uses a dose-response function from the National Crop Loss
Assessment Network (Lesser et al. 1990). This expresses the change in yield as a proportion of the baseline
yield. To derive the yield loss in absolute terms, they multiply the estimated response function by the baseline
yield.
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They show that not all air pollutants covered in this methodology paper are harmful for crop production. The
economic impact for agriculture is determined by the loss of crop output. This is measured as the change in
production caused by a one tonne increase in the level of pollutant relative to a baseline production level,
multiplied by the average market price for the associated crops.

Our approach to transfer the damages per tonne for NOx and VOC for agriculture is to adjust the societal costs
provided by Muller (2012) for GNI (PPP) to account for differences in purchasing power, as described above.
We explored econometric estimation of transfer functions but were unable to find variables with sufficient
explanatory power to explain how crop yields varied with ozone. Therefore, we adopt the simpler value transfer
approach, as opposed to Benefit Transfer (see above).

Figure 9: Process steps for estimating societal costs for agriculture impacts

Estimate transfer values

g

Estimate total societal cost

7.2.1. Step 1: Estimate transfer values

We leverage Muller and Mendelsohn’s damage values for the impacts of a tonne of air pollutants on agricultural
productivity. The values are summarized in Table 25. For individual countries, we adjust the transfer value
based in PPP using the ratio Gross National income.

Table 25: Transfer values for agriculture

Pollutant Societal cost per tonne (USD,

2011)
NO« 20.03
VOCs 16.06

7.2.2.Step 2: Estimate total societal cost

Once the metric data on emissions and country-adjusted damage values are calculated, estimating societal cost
becomes straight forward arithmetic. The assumptions upon which this relies are shown in Table 26.

Table 26: Assumptions required for estimating impacts on agriculture

Assumptions Explanation

It is appropriate to transfer  The impacts on agriculture are affected by a large number of variables which
values derived in the USto  cannot be adequately represented by a simple function.

other countries Given the low materiality of agriculture impacts on overall societal costs, a more

detailed analysis is not considered appropriate at this stage and these values are
accepted as an approximation.

Air pollution e 43



Valuing corporate environmental impacts: Air pollution

8. Sensitivity analysis

8.1. General approach to sensitivity analysis

Sensitivity analysis refers to a process of testing the robustness of a methodology, and its outputs, to changes in
the inputs. This is in order to identify those parameters with the greatest potential to drive the results, and to
then focus attention towards those drivers.

There is no single approach to conducting sensitivity analysis, and the approach can vary based on the needs of
the analysis. Our approach focuses on understanding the inputs which have greatest influence on the results
and which we consider to have the most uncertainty surrounding them. It does not consider the outputs (i.e.
what would the input need to be to give a pre-defined conclusion) because this depends on the context within
which the approaches are being applied.

8.2. Module-specific sensitivity analysis

8.2.1. Overall summary and considerations for model use

This section presents a summary of the findings of our sensitivity analysis, more detailed discussion on the
parameter influence on results and uncertainty follows.

The key parameters tested in our sensitivity analysis are mapped in Figure 10 maps on an influence/uncertainty
matrix. The parameter with the highest impact on the results is wind speed, however this also has the most
detailed data and so is considered to have low uncertainty.

Parameters relating to the valuation itself are of medium concern, based on medium impact and uncertainty
scores. The sensitivity and uncertainty around these estimates is well documented in the literature; we feel by
aligning our methodology with approaches used in international policy making (such as by the OECD) we are
presenting the most appropriate methods for global supply chain analysis.
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Figure 10: Impact/uncertainty matrix summarising the sensitivity assessment summary for
key variables
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8.2.2. Materiality

Our analysis corroborates the findings of the studies presented in Section 1.4; health impacts (mortality and
morbidity) dominate the results. Figures 11 and 12 present the contribution of different impacts to the total per
kg impacts of emitting NH3 and SOx across different countries. Based on this materiality assessment we focus
the sensitivity analysis on parameters which influence the calculation for health impacts.

This sensitivity analysis considers the influence of these parameters on the coefficients for China, Nigeria and
the US, giving a cross section of different country contexts. It is calculated for a central point emission in each of
the capital cities within these countries. The parameters have a similar influence on the results irrespective on
whether the analysis is carried out for non-point sources (transport) or in urban or rural settings.

Figure 11: Analysis of the relative contribution of visibility, agriculture, mortality and
morbidity to the societal cost of a tonne of NH3 emissions in different countries
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Figure 12: Analysis of the relative contribution of visibility, agriculture, mortality and
morbidity to the societal cost of a tonne of SOx emissions

8.2.3. Parameter impact
The parameters included in our sensitivity analysis, and their influence on the results are provided in Table 27.

Changes in the wind speed data have the highest influence on the results. A stronger wind spreads the pollutant
further, giving each person a smaller dose and resulting in fewer health outcomes, explaining why the societal
cost goes down as the wind speed increases. The model uses four data points per day: midnight, 6am, midday
and 6pm, based on a six hour moving average. Whilst wind speed has an important influence on the results, this
granularity of data gives us confidence in the results.

Several other environmental variables also have notable impact including precipitation and mixing height.
These also affect the dispersal of pollutants and how many people receive a harm-inducing dose.

The underlying valuation of WTP for mortality and morbidity are important as well. They function as scalars on
the total number of health endpoints.

Table 27: Assessing the change in the overall societal cost per unit of emission by varying key
parameters and decisions

Variable Flex Impact US UsS China China Nigeria Nigeria
rating (% changeto (% change (% change (% changeto (% change (% change to
18 module) to overall tomodule) overall cost) tomodule) overall cost)
cost)

Health valuation modules

Mixing height 10% Med -8.7% -7.8% -2% -2% -9.2% -9.2%
Wind speed 10% High -52% -46.3% -60% -60% -23% -22.8%
Precipitation 10% Med -2.9% -2.7% -1% -1% -0.5% -0.1%
Income o o P _a0 - a° 0. A% -0.49
elasticity 10% Med 1.2% 1.1% 9% 8.9% 9.4%% 9.4%

18 Low = average response for overall cost for three countries is less than 1%
Med = average response for overall cost for three countries is 10% or less

High = average response for overall cost for three countries is greater than 10%
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Variable Flex Impact US UsS China China Nigeria Nigeria
rating (% changeto (% change (% change (% changeto (% change (% change to
18 module) to overall tomodule) overall cost) tomodule) overall cost)

cost)

Values for o o o o o o o

morbidity 10% Med 8.8% 7.9% 3.9% 3.9% 1.3% 1.3%

VSL 10% Med 6.4% 5.7% 6.1% 6.0% 7.3% 7.3%

ggﬁ:&?ftlon 10% Med 3.7% 2.6 10% 10% 10 9.9%

Ambient O3 10% Low 9.5% 0.0% 9% 0.0% 9.8% 0.0%

8.2.4. Parameter uncertainty

The uncertainty of parameters is driven by the relative difficulty of measurement. Table 28 presents a
qualitative assessment of uncertainty for each of the parameters. Measured parameters, such as wind speed,
have a lower uncertainty relative to calculated parameters, like mixing height, or parameters such as WTP

which are estimated.

The primary limitation of measured parameters is dependent on how close the location of measurement is to
the location of the emissions. As this will depend on the location in question, and the quality of the underlying
metric data on emissions, we do not attempt to represent this uncertainty here.
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Table 28: Assessing the uncertainty of key parameters based on the reliability of the
measurement and the variance in attempts to measure the parameter

Variable Uncertainty  Reliability/quality of Variance of
rating measurement the number
measured
Mixing height Calculated based on radiosonde data,
Med but no consensus on best method in <25%
literature
Wind speed Low Measured with good degree of <10%
precision ?
Precipitation Low Measured with good degree of <10%
precision ?
Values for mortality Estimated, method used is peer o
Med reviewed and broadly accepted <50%
Value for morbidity Estimated, method used is peer o
Med reviewed and broadly accepted <50%
Population density Low Measured with good degree of <10%
precision ?
Ambient O3 Med Measured and estimated depending <25%

on location
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Appendix I: Background on
dispersion modelling, our chosen
model, and alternative
approaches

Background on dispersion modelling

All air quality modelling includes consideration of physical dispersion. Some models also consider the
photochemical reactions that lead to the formation of secondary pollutants such as ozone, as well as
topography. These models are computationally intensive and require a number of input variables based on local
observations. See below for discussion of model selection and addressing photochemical reactions.

The mathematical techniques used in air dispersion modelling vary in scope and complexity. The main types of
model are shown in Table.

Table 29: Types of dispersion models

Model type Description Complexity
and detail

Box Assumes homogeneous distribution of emissions over an air-shed modelled in ~ Simplest and

the shape of a box. These are easy to operate, but the assumption of a least detailed

homogeneous distribution of emissions is not realistic.

Gaussian Based on algorithms that assume pollutant dispersion is normally distributed
plume in the direction of the wind from the source at a particular stack height.

Lagrangian Models the movement of a ‘parcel’ or ‘puff’ of emissions from its source over
time, using meteorological conditions in the region. This allows for the
characterization of air quality dispersion based on factors including wind,
precipitation, and daily and seasonal variance in these factors.

Eulerian Complex models that have the ability to model dispersion at a detailed level Most
and to include variation in terrains. They also have the ability to model complex and
photochemical reactions. detailed

As Table 29 shows, the choice of model type largely depends on a trade-off between ease of use and the level of
detail in the outputs it provides.

Alternative modelling approaches
Air Pollution Emissions Experiment and Policy Model (APEEP)

Mueller and Mendelsohn’s (2007) APEEP model is a possible alternative to the methods set out above:
. It is publically available;

. It estimates both air pollution dispersion and the associated societal cost.
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However, it also has a number of drawbacks which make it less suitable than our chosen methodology:
. It is very data intensive, such that collecting the required data on a global scale is not feasible;
. The referenced data sets provided with the model only apply for the USA;

. The model focuses on economy-wide changes in emissions, and is not easily amenable to isolating the
impact on individual companies.

Assume all impacts are local

Another alternative to our chosen approach is to ignore air quality modelling and assume that all impacts are
local. However, without the use of a dispersion model, the geographic extent of the pollution is not captured. In
addition, if dispersion were not modelled and pollutants were considered only in their local area, the
concentrations — and therefore the derived exposures to pollutants - would be unrealistically high.
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I
Appendix II: Background on
linear dose-response functions

There is academic support for a linear relationship between ambient pollutant concentrations and the number
of health incidents. This is particularly prevalent in policy analysis because of the ease of computation and
broad applicability. For example, ExternE (2005) cite a meta-analysis of 107 studies by Zmirou et al. (1997)
whose results suggests that the dose-response function appears linear in the range of observed concentration
for PM, SO, and NOy. Figure 13 shows the possible behaviour of dose-response functions.

However, there is also extensive academic literature modelling the health function as a nonlinear relationship
and commonly as a log-linear one. These tend to be advanced distributed-lag Poisson regression models, which
are specific in terms of locality and population?9. These models also control other local factors such as weather
conditions, seasonality and long-term trends (Bell et al., 2004).

Figure 13: Forms of dose-response functions (Source: ExternE (20035))
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The simplest functional form for the dose-response relationship is linear, whereby the number of cases of
mortality or morbidity increases in proportion to an increasing concentration of air pollutants.

19 For example, Abbey et al. (1991) examine the impact of ambient particular matter pollution on Seventh Day Adventist non-smokers living
in California.
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Equation 6: Linear dose-response function

dH =b X P xdC

where dH is the change in the number of estimated health incidents such as hospital admissions, death, and
emergency room visits, b is a response coefficient that describes the change in number of incidents per unit
change in concentration, P is the exposed population, and dC is the change in ambient pollutant concentration.

Using linear dose-response functions has a number of limitations:
. It is only applicable to specific air pollutants: NOx, SO, and PM (ExternE, 2005).

. Linear functions gain broad applicability at the expense of local level specificity. Different countries have
different baseline incidence rates, access to healthcare and populations. These all affect the likelihood of
increased illness (Ostro, 1994).

. Linear dose-response functions are mostly drawn from the United States, United Kingdom and Canada.
As such, any transfer of the dose-response function to other countries implicitly assumes that the
relationship between ambient levels of pollution and health effects can be extrapolated across countries
(Ostro, 1994).

However, linear dose-response functions also have several advantages which make them the most suitable
approach for this methodology:

. Lower data requirements than alternatives. This is particularly important for an EP&L methodology
which needs to be applicable globally. This is because the data needed for more complex functions, such
as ambient concentrations and local illness probability, are only available for a small number of
countries.

EP&L principally deals with small changes in concentrations which limits the impact of functional form on the
final results.
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Appendix III: Willingness To Pay
and comparison to Cost Approach

Short-term and long-term exposures to air pollutants are consistently associated with ill-health effects (Defra,
2011b), which are typically divided into two categories:

. Morbidity: increased incidence rates of illness. These are measured, for example, by cases of chronic
asthma and chronic bronchitis, respiratory hospital admissions and emergency room visits for asthma;

. Mortality: premature death.

There are two broad approaches to estimating the social cost associated with morbidity and mortality:

J Cost Approach:

—  Mortality: The value of the lost contribution to economic activity due to premature death, known as the
Human Capital approach;

— Morbidity: The cost of treatment and lost productivity, a lower-bound proxy for WTP, known as the
Cost of Illness approach;

o Willingness to pay:

— Mortality: Stated and revealed preferences for avoided or reduced risk of death, known as the value of
statistical life (VSL);

— Morbidity: Stated and revealed preferences for avoided or reduced illness.

While both approaches are used in policy making, WTP approach is a more complete measure. WTP values for
morbidity encompass direct (medical costs) and indirect costs of illness (i.e. lost productivity) as well as
intangible aspects (e.g. pain and suffering). They therefore offer a better representation of individual
preferences regarding the likelihood of illness or premature mortality ex ante (OECD, 2006). Figure 14 shows
the difference between cost of illness estimates and WTP estimates.

Figure 14: Types of costs covered by Willingness To Pay Approach and Cost Approach

‘WTP Approach Health costs Cost approach
Value of
Stated preference;
revealed
preference Lost productivity

Under the WTP approach, the shadow price of mortality is termed the value of a statistical life (VSL). VSL is an
individual-specific value, defined as the marginal rate of substitution between mortality risk and income, i.e.
the individual’s WTP for a small reduction in mortality risk divided by the risk change (Hammitt, 2002).
Similarly, WTP for life encompass values of the loss of life and the intangible aspects of pain and suffering.
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I
Appendix IV: Comparison of
transfer functions with external
values

Human health impacts from secondary pollutants

In the example below, the estimates are fairly consistent, with a difference of +17 to +32% compared with the
dataset average2°. The smallest difference between the estimated and actual value is for NOy mortality, which
has the highest value of damages per tonne. The largest difference in percentage terms is for morbidity damages
arising from VOCs, where there is a 32% difference, but the difference in absolute terms is only 71 cents. This
table provides a check on the results of the estimated transfer functions. It also suggests that, if there is any bias
in the estimation, it is on the conservative side.

Table 30: Comparison of published values for secondary pollutants and values estimated
using transfer functions

Pollutant Actual Average Value for USA  Estimated Average Value from Difference %
(USD/tonne)>! transfer function (USD/tonne) Difference
(USD/tonne)

Mortality

NOx 319.82 375.56 +55.74 +17.4

vVOC 143.79 180.55 +36.76 +25.6
Morbidity

NOx 5.07 6.11 +1.04 +20.4
VOC 2.24 2.95 +0.71 +31.6

Visibility impacts

The equations can be tested by inserting the US values for median income, population density, maximum
temperature, annual rainfall and ozone concentration and comparing them with the dataset provided by Muller
(2012). This is shown in Table 31. The estimates perform well, using the population averages show a difference
of -46% to +2% compared to the dataset average. The estimates for NOy and NH; show underestimates.
However, given the relatively low materiality of the damages, we do not see this as a cause for significant error.

20 Calculated as the mean of the damages for each variable provided by Nick Muller to PwC in September 2012 for a sample of 346 US
counties (Muller, 2012).

21 Mean value of sample of 346 US counties provided by Nick Muller on 20 September 2012 from APEEP model.
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Table 8: Comparison of published visibility impact values and values estimated using transfer
Junctions for the US

Pollutant Published average value Estimated average value from Difference %
for US transfer function (USD/tonne) Difference
(USD/tonne):= (USD/tonne)

PM,o 62.90 63.58 0.68 +1

PM. 5 21.00 19.12 -1.88 -9

SO, 37.72 38.47 0.75 +2

vVOC 7.63 7.72 0.09 +1

NOx 10.47 5.63 -4.84 -46

NH;4 71.90 50.33 -21.57 -30

22 Mean value of sample of 346 US counties provided by Nick Muller on 20 September 2012 from APEEP model.
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1 The environmental impacts of
greenhouse gases

1.1 Introduction

The earth’s atmosphere shields us from harmful radiation, provides us with air to breathe, and traps enough
heat from the sun to enable the planet to support complex life. Scientists have long been aware of this essential
‘greenhouse effect,” but, in recent decades, they have become increasingly concerned about changes in the
composition of our atmosphere and the potential of these to increase the amount of heat trapped.

Data now show conclusively that the earth is warming and has been for some time. In the last 100 years, global
average surface temperatures have increased by 0.89 degrees Celsius (IPCC, 2013), and scientists have ‘very
strong confidence’ that the net effect of human activities (and the resulting increase in atmospheric greenhouse
gas (GHG) concentration) has contributed to this warming (IPCC, 2007). In this paper, we set out a
methodology for valuing these costs in monetary terms that can be applied to each tone of GHG produced.

1.2 Quverview of impact area

Greenhouse gases (GHGs) are atmospheric compounds that absorb and re-emit infrared radiation emitted by
the Earth’s surface, the atmosphere and clouds. This property causes the greenhouse effect, where heat is
trapped within the Earth’s surface-troposphere system. There are both natural and anthropogenic GHGs. The
Intergovernmental Panel on Climate Change (IPCC) lists 18 different GHGs. The six principal classes of GHGs
are carbon dioxide (CO.), methane (CH,), nitrous oxide (N.O), sulphur hexafluoride (SFs), various
hydrofluorocarbons (HFCs) and perfluorocarbons (PFCs) (IPCC, 2007). Figure 1 summarises the key sources of
GHG emissions.

Figure 1: GHG emissions by sector in 2010 (IPCC, 2014)

Other energy
9.60%

Electricity and
heat
production
25%

Agriculture,
forestry and
Transport, land use, 24%
14%

Buildings _/
6.40%

According to the IPCC’s Fifth Assessment Report on Climate Change (IPCC, 2014), there is ‘high agreement and
much evidence’ that global GHG emissions will continue to grow over the next few decades. Under a range of
scenarios, the IPCC’s Fifth Assessment Report projects that the increase in global surface temperatures will be
between 2.6 and 4.8 degrees Celsius by the end of the 21st century. The physical impacts (and resultant societal
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impacts) of this climate change are as diverse as its causes. Examples of the projected impacts are listed in

Table 1.

Table 1: Projected impacts of climate change (IPCC, Climate Change 2007: Impacts, Adaptation and

Vulnerability, 2007).

Impact areas Examples of projected impacts

Freshwater resources o
and their management

Drought-affected areas will likely increase in extent and heavy precipitation
events, which are very likely to increase in frequency, will augment flood risk.

In this century, water supplies stored in glaciers and snow cover are projected to
decline. This will reduce water availability in regions supplied by meltwater from
major mountain ranges, which is where more than one-sixth of the world’s
population currently live.

Ecosystems o

Resilience of many ecosystems is likely to be exceeded this century by an
unprecedented combination of climate change, associated disturbances (e.g.
flooding, drought, wildfire, insects, ocean acidification) and other global drivers of
change (e.g. land-use change, pollution, over-exploitation of resources).

Approximately 20-30% of plant and animal species (assessed so far) are likely to
be at increased risk of extinction if increases in global average temperature exceed
1.5-2.5°C.

Agriculture .

Globally, the potential for food production is projected to increase with increases
in local average temperature over a range of 1-3°C. Above 3°C, it is projected to
decrease.

Increases in the frequency of droughts and floods are projected to affect local crop
production negatively, especially in subsistence sectors at low latitudes.

Coastal systems and .
low-lying areas

Coasts are projected to be exposed to increasing risks, including coastal erosion,
due to climate change and sea-level rise. The effect will be exacerbated by
increasing human-induced pressures on coastal areas.

Many millions more people are projected to be flooded every year due to sea-level
rise by the 2080s. The numbers affected will be largest in the mega-deltas of Asia
and Africa, while small islands are also especially vulnerable.

Adaptation for coasts will be more challenging in developing countries than in
developed countries due, in particular, to the high costs of many forms of
adaptation.

Industry, settlement .
and society

Costs and benefits of climate change for industry, settlement and society will vary
widely by location and scale. In the aggregate however, net effects will tend to be
increasingly negative, the larger the change in climate.

Poor communities can be especially vulnerable, in particular those concentrated
in high-risk areas. They tend to have more limited adaptive capacities and are
more dependent on climate-sensitive resources such as local water and food
supplies.

Health .

Projected climate change-related exposures are likely to affect the health of
millions of people, particularly those with low adaptive capacity. Particular causes
include increases in malnutrition, increasing deaths due to floods, heat-waves,
storms, fires and droughts; and altered spatial distribution of some infectious
disease vectors.

Studies in temperate areas have shown that climate change is projected to bring
some benefits, such as fewer deaths from cold exposure. Overall however, it is
expected that these benefits will be outweighed by the negative health effects of
rising temperatures worldwide, especially in developing countries.
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1.3 Impact pathways

In order to value corporate environmental impacts, we need to understand how corporate emissions into the
atmosphere affect humans. Therefore, we define impact pathways that describe the links between corporate
activities, the environmental impacts from those activities, and the resultant societal outcomes. Our impact

pathway framework consists of three elements:

1.

Impact drivers:

Definition: These drivers are expressed in units which can be measured at the corporate level, representing
either an emission to air, land, or water, or the use of land or water resources.

For GHGs: The type and quantity of GHG emissions resulting from different business activities.
Environmental outcomes:

Definition: These describe actual changes in the environment which result from the impact driver

(emission or resource use).

For GHGs: Changes in environment as a result of climate change including sea level rise and increased
incidence of extreme weather.

Societal impacts:

Definition: These are the actual impacts on people as a result of changes in the environment
(environmental outcomes).

For GHGs: These may include disruption of business operations, changing patterns of disease, impacts on
human health, agricultural production, or land and culture.

The three stages of the impact pathway are shown in Figure 2 overleaf. The label ‘out of scope’ identifies
elements of the impact pathway which are not addressed in detail in our methodology. The reasons for any such
limitations of scope are explained at the end of this chapter.

1 A note on language: In this report, the measurement unit for any ‘impact driver’ is an ‘environmental metric.’

Therefore, GHG emissions are the impact driver, and tonnes of CO., CH,, etc. are the environmental metrics.
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Figure 2: Impact pathway for GHG emissions
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2 Summary of methodology

2.1 Introduction

Our framework for estimating societal impacts of GHGs is structured around the impact pathway framework in
Chapter 1. In aligning the two, we are able to demonstrate links between corporate activities, GHG emissions,
and societal costs resulting from climate change. Our framework has three main steps:

1.  Obtain environmental metric data: The starting point for each of our methodologies is data on
emissions. These metric data are based on an understanding of the corporate activities which they result
from. The data can come from a variety of sources, some of which (e.g., life cycle assessment (LCA) or
environmentally extended input-output modelling (EEIO)) are subject to their own distinct
methodologies2.

Table 2: Environmental metric data for GHGs

Impact driver Environmental metric data
(emission or resource use)

Six primary GHGs: Mass of emissions from corporate activities (tonnes3)
CO,, CH,4, N0, SFs, HCFs, PFCs
(As well as any other GHGs deemed relevant)

2. Quantify environmental outcomes: We quantify physical changes in the environment resulting from
corporate emissions or resource use (as measured by the metric data). This is discussed further in Table 3,
column 2. For GHGs, we combine Steps 2 and 3 by using an estimate of the Societal Cost of Carbon4 (SCC).

3. Estimate societal impacts: We estimate the societal cost (impact on people) resulting from
environmental changes which in turn are the result of corporate activities. We use an estimate of the
Societal Cost of Carbon (SCC) for this purpose.

2.2 Summary of methodology

2.2.1 Estimating GHG emissions

Specific methods for estimating GHG emissions are not the subject of this methodology which assumes
adequate GHG emissions data as its starting point. Corporate GHG emissions can be estimated directly using
information provided by companies, or indirectly through techniques such as LCA or EEIO analysis. Potential
sources of emissions data are explored in somewhat greater detail in Chapter 3.

2.2.2 Estimating the societal cost of carbon

The core of the methodology revolves around identifying an appropriate estimate for the societal cost of carbon
(i.e., the current and future economic damages from emission of a tonne of GHGs) to estimate the value of the
current and future impacts of GHG emissions. Our approach is summarised in Table 3, overleaf.

2 The sources of metric data are outlined in Chapter 3. The assumed starting point for this methodology is the
form specified in Table 2.

3 Care should be taken to ascertain whether these are metric tonnes (=1,000kg) or imperial tons (short ton =
2000 lb; long ton = 2240 1b)

4 Often referred to in the literature as the ‘Social’ Cost of Carbon
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Arriving at a primary estimate of the societal cost of carbon typically involves a number of complex steps (see
appendix II for further detail): (1) selecting an emissions scenario (typically one of the IPCC scenarios) (2)
constructing a climate model to project the likely future changes in climate (3) developing impact assessment
models to quantify associated impacts on society (4) estimating the total economic costs associated with these
impacts (5) discounting back the total cost estimate to the present-day using a social discount rate, and finally
(6) apportioning the net present value of climate damages according to the volume of anthropogenic GHGs
emitted. The result is an estimate of the societal cost of carbon (SCC) per tonne of CO, equivalent (tCO.e).

To produce our estimate of the SCC, we chose to analyse the extensive academic literature which already exists
on the subject. Alternative approaches would have involved either: a) undertaking a new climate modelling and
valuation exercise from first principles or b) selecting an SCC estimate from a single study. We chose our meta-
analytic approach in preference to the alternatives because, while the SCC has been subject to a significant
amount of research by academics and government agencies - hence a novel study in the absence of new
information would be of marginal benefit; there is not a single preferred approach — hence selecting a single
study would be difficult to justify. Our approach is not a purely statistical meta-analysis (since it incorporates a
number of non-statistical factors), but it shares some of the key benefits of a conventional statistical meta-
analysis, particularly the ability to incorporate the results of multiple studies applying a range of different
methods and scenarios. It also has the significant advantage that once a set of rules for selecting a sub-set of
studies is defined, an automatic and un-biased mechanism to update the SCC estimate over time (as new
research becomes available) is also established.

2.2.3 Summary tables

The following pages include two tables (Tables 3 and 4). Collectively, these provide an overview of our approach
to valuing the societal impact of GHG emissions:

e  Table 3 is a summary of the overall impact valuation methodology aligned with the impact pathway
illustrated in Chapter 1

e  Table 4 provides a summary of the workings behind our meta-analysis of existing SCC estimates (full
details are included in the chapters that follow).
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Table 3: Overview of our impact valuation methodology: estimating societal impacts from GHG emissions

Quantify environmental outcomes Estimate societal impacts

Methods

We quantify environmental outcomes and estimate societal costs of GHG emissions in one step by drawing on the population of

existing estimates of the SCC from the extensive academic literature on the subject (see table 4 for details).

We select a sub-set of SCC estimates from the overall population based on criteria including the quality of the study, the age of
the study and the discount rate used;

We then normalise our sub-set of estimates using a number of standard and transparent adjustments;

Finally we calculate estimates of the SCC from this normalised sub-set of estimates by identifying the arithmetic mean and
median values. The choice of mean or median value is for the user but our default suggestion is to use the mean value.

A total societal cost estimate for corporate GHGs is reached by multiplying the tonnes of carbon dioxide equivalent (tCO.e)
associated with the corporate activity by the SCC.

Key variables

The 12 key variables needed to derive our central estimate of the SCC are explained in Table 4.

Assumptions
and justification

A series of choices and assumptions underpin the methodology for estimating SCC via meta-analysis which are explained in Table

4.

We select the SCC as a better approximation of the impact on society from GHGs than the marginal abatement cost (MAC) or
market prices.

MAC does not measure a company’s impact on society, showing instead the cost to the company of reducing that impact at a
point in time given prevailing technology.

Carbon market prices do not currently reflect the value of a company’s impact on society as a result of GHG emissions.
Instead, in the case of the European Union Emissions Trading Scheme (EU ETS) (for example), prices reflect the equilibrium
in a relatively inflexible regulated market. As such, they give the current private cost of GHG emissions for regulated
installations, but are widely accepted to be a poor proxy for the societal cost of those emissions.
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Table 4: Summary of key methodological decisions and steps in our meta-analysis

Factor Methodological choice in Assumptions and justification
estimating SCC

Selection of a restricted sub-set of SCC estimates

Quality of
study

Age of study

Discount
rate

Treatment
of outliers

Equity
weighting

Damage
valuation
approach

Only estimates from peer
reviewed studies will be used.

Only estimates from the ten
most recently published peer-
reviewed studies in our dataset
are included.

Only estimates that apply Pure
Rate of Time Preference
(PRTP) = 0% are included.

We do not select SCC estimates
according to the values they
use for future economic growth
rates and income elasticity of
marginal utility.

Estimates more than three
standard deviations from the
mean are excluded.

We do not select for SCC
estimates according to the
equity weighting used.

We do not select for SCC
estimates according to the
damage valuation approach
used to derive the economic

Peer review is the only widely accepted measure of quality applicable to studies of the societal cost of
carbon. The significant and apparently systematic difference in values (peer reviewed values are typically
lower) suggests that this is an important criterion.

Studies and estimates are generally perceived to have improved over time as both climate modelling and
economic damage assessment methods have improved. We therefore deem it appropriate to focus on more
recent estimates of the SCC, while maintaining a reasonable number of estimates to reflect the diversity of
views about underlying assumptions. In order to do this, we use estimates from the ten most recently
published peer-reviewed studies that conform to our methodology choices. While recognising that ten
studies is a somewhat arbitrary figure, we note that choosing a study age criterion based on a number of
studies has the additional benefit of providing a useful rule for future updates to the SCC based on newly
published studies.

A discount rate is used to convert future damage costs to their present value. In established economic
theory (Ramsey F., 1928), the discount rate includes the Pure Rate of Time Preference (PRTP), a forecast
of economic growth, and the marginal elasticity of utility with respect to income.

We consider it ethically defensible and aligned with notions of inter-generational equity commonly found
in the climate change literature to value the wellbeing of future generations equally to our own.

It is not possible to select a subset of estimates that use specific values for income elasticity of marginal
utility and economic growth rate because not all studies disclose this information. However, those that do
disclose their assumptions show a sample average of 2.5%.

Eliminating outliers helps to prevent extreme values from unduly distorting ‘sample statistics’. However,
the possibility of catastrophic climate outcomes (however remote) is generally accepted, and estimates of
the SCC have been observed to follow a ‘fat-tailed’ distribution. We acknowledge the likelihood of this type
of distribution by including estimates up to three standard deviations from the mean, but consider
estimates outside this range to be true outliers and exclude them from our sample statistics on this basis.

Equity weighting adjusts societal costs between different economic groups in underlying studies.

No consensus exists on the appropriate method or degree of ‘equity weighting’ to use. We note that around
33% of our sub-set use some form of equity weighting and the overall effect on the results is modest.

Variation in underlying studies is relatively limited and there is no consensus on the preferred method.
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cost of climate change.

W (28 GG ) (e TR RO T TER T 8 Assumptions and justification
estimating SCC

Calculation of SCC from the restricted population of estimates

Weighting
of estimates

Monetary
inflation

Growth rate
of SCC over
time

Unit
conversion

Distribution

of data

Sample
statistics

A multiple estimates weighting
has been applied to values
from studies which contain
more than one estimate.

Monetary inflation has been
addressed by inflating each
SCC estimate using World
PPP-adjusted GDP deflators.

Growth rate of SCC assumed to
be 3% per year.

Conversion of $/tC to $/tCO.e
has been carried out by
multiplying societal costs
expressed in tC by the fraction

12/44.

No fitted distributions are
applied for the purpose of
producing the SCC.

We present both the arithmetic
mean and the median results
of our meta-analysis and leave
the choice of mean or median
to the user.

Our default suggestion is to
use the mean.

Studies with multiple estimates are weighted such that the sum of weightings for all estimates from a
single study is 1. This is as applied by Tol (2011) and prevents individual studies containing large numbers
of estimates crowding the sample and distorting the average SCC obtained towards the methods they
employed. The technique also attempts to reflect the confidence placed by the author in each estimate.

The value of a given monetary unit typically decreases over time as a result of monetary inflation. As the
underlying studies relate to different years, the estimates need to be adjusted for monetary inflation to be
comparable. Most studies explicitly or implicitly assume constant real exchange rates into the future. In
practice real exchange rates have varied materially in the past twenty years; for this reason, World PPP
adjusted GDP deflators are calculated for inflating older SCC estimates. Not all studies publish the year
the SCC has been calculated for; therefore, the inflation rate from the ‘rounded’ year of publication of each
study has been applied.

Because the profile of anticipated climate damages is weighted into the future, and GHGs reside in the
atmosphere for a limited period, the climate impact of an additional tonne of CO.e rises over time. Three
percent is the mid-point of the IPCC estimated range (2 — 4%) for this rate of increase.

Estimates of the SCC from the academic literature are typically expressed in: $/tCe. We wish to present
our results in the industry-standard units, $tCO.e. We therefore adjust for the difference in weight
between a single atom of carbon (atomic mass = 12u) and a molecule of CO, (molecular mass = 44u).

The sub-set of estimates selected (after applying the criteria set out above) does not clearly fit a specific
distribution. We therefore consider it more transparent to use unfitted data to derive our averages.

There are valid statistical and ethical reasons for choosing either a mean or median value in this context.
The mean takes more account of very high estimates derived from potentially catastrophic climate
scenarios and therefore reflects a more precautionary approach to potential climate change impacts.

The median, by contrast, is less affected by a few very high values and should therefore better reflect the
consensus view, but takes limited account of catastrophic scenarios.

Whichever value is chosen, the implications of using the other can be tested using sensitivity analysis.
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3 Data requirements

3.1 Introduction

Gathering appropriate data is the starting point for valuing environmental impacts. The availability of high
quality input data is a key determinant of the accuracy of impact quantification and valuation. Three types of
data are required for the quantification and valuation of most environmental impacts. However, because the
impact of GHGs does not vary based on where they are emitted, only two types of data are needed in the case of
GHGs.

¢ Environmental metric data: Quantities of GHG released into the atmosphere as a result of corporate
activities.

¢  Contextual data: Provides additional relevant information about the basic metric data. For example,
describing the context in which pollutants are released (e.g. location, surrounding population density,
local weather patterns). Due to the global nature of climate change, these data are not required for
calculating the societal impact of GHGs.

e Other data: These are typically factors derived from the academic literature which are used to convert
metric and contextual data into value estimates. For calculating the SCC using our method the relevant
information is that which describes the treatment of the key variables in our meta-analysis. This
information can be obtained from the original studies from which SCC estimates are selected.

While methods for the collection or estimation of basic metric data are not the subject of this paper, the data
generation methods used are nonetheless relevant. This chapter describes the most likely sources of metric data
across a typical corporate value chain and other key data needed.

3.2 Environmental metric data

In the case of GHG emissions, the primary units of measurement are metric tonnes of carbon dioxide
equivalent (tCO.e). These are theoretical units which express the global warming potential (GWP) of GHGs
relative to the most prevalent greenhouse gas: CO. (see Chapter 1 for list of principal GHGs). This conversion
allows for their impacts to be compared consistently.

For some companies, CO. will be the only noteworthy GHG that is emitted from their direct operations.
However, it is likely that the emission of other GHGs will be associated with other stages along the corporate
value chain. Where companies do not already collect or report these emissions, they can be estimated with
reference to Life Cycle Inventories (LCI) or Environmentally-Extended Input-Output (EEIO) modelling as well
as other methods and sources. Once the quantities of these gases have been obtained or estimated, they should
be converted into tCO,e using the conversion factors provided in the IPCC’s fifth assessment report (IPCC,
2013, p714 & p731-737).

Table 5: Global warming potentials (GWPs) for selected GHGs (source: IPCC, 2013)

Greenhouse gas Global warming potential
(100 year, including climate-carbon
feedbacks)
CO, 1
CH, 34
N,O 298
HFC-134a 1,550
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Likely data availability

Table 6 summarises the type of information that is likely to be available at each stage of a company’s value
chain.

Table 6: Likely data availability across a corporate value chain for GHG emissions

Value chain stage Environmental metric data

Raw materials Tonnages may be available directly from suppliers. Alternatively LCI or EEIO

modelling may be used to derive estimated volumes.
Raw material processing

Manufacture and GHG emissions may well be available from the company’s own management
assembly information system; either as tonnes of gas emitted, or with the use of conversion

factors based on fuel use or other industrial activities.
Distribution and sales

Use GHG estimates may be estimated with the aid of surveys of customer use, collected
directly from products for certain electronic goods, or else can be informed by LCI

databases or other existing market studies.
Disposal/re-use
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4 Detailed methodology:
Selecting our approach to
valuing GHG emissions

In this chapter, we briefly explain our decision to use the societal cost of carbon as a measure of the impact
associated with GHG emissions (versus other approaches like market price or marginal abatement cost).
Appendix I explains the alternative measures and the rationale for our choice in more detail. The mechanics of
our calculations are covered in Chapter 5.

4.1 Selecting the appropriate measure of the cost of carbon

There are three main ways in which values are commonly placed on greenhouse gas emissions:

e  The societal cost of carbon (SCC) approach: This approach values carbon by taking into account the costs
of the impacts of climate change which are associated with it.

e  The market price approach: Values can be derived from market prices induced by governments through
carbon taxes or cap-and-trade systems.

e  The marginal abatement cost (MAC) approach: The costs of greenhouse gas emissions are based on the
cost of achieving a certain level of GHG emissions reductions.

Applying a societal cost of carbon is the only approach consistent with the wider conceptual framework for the
E P&L which is based on the theory of welfare economics and seeks to measure changes in human well-being
associated with corporate environmental impacts. However, the alternative approaches are used by other
organisations and in various contexts to place values on GHG emissions and/or their abatement. Table 7
summarises these approaches.

Table 7: Summary of different approaches to valuing carbon

Method What does it represent? How does this differ from the societal cost?

Societal The total cost to society resulting N/A

Cost of from the environmental impacts of

Carbon GHG emissions.

Market Carbon market price: The Carbon market price: The amount payable for

price equilibrium point where supply of GHG emissions under a cap and trade scheme is a

approach permits (set by the regulator) meets function of the supply and demand for credits within
demand from eligible companies. that scheme and bears little practical relation to the

impacts associated with emissions. There are a range
of different market prices for carbon because the
global market is highly fragmented, the geographical

In theory, the quantity of emissions
permits could be capped at a level
which leads to full internalisation of

GHG externalities. coverage of the various national and regional schemes
. is incomplete, and the schemes themselves follow

Carbon tax price: The amount markedly different rules. The equilibrium prices

payable as a tax set by government, observed in the various major carbon markets tend to

either directly attributed to a tonne of ¢ gjonificantly below consensus estimates of the SCC.
COz2e or indirectly via taxes on GHG

intensive products (e.g. fuel or
energy) or activities.

Carbon tax price: This is a measure of the amount
payable for GHGs rather than the impacts associated
with GHGs. For political and practical reasons, the

In theory, this could be set at the level set by governments tends to be below consensus
level that fully represents the societal
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Method What does it represent? How does this differ from the societal cost?

cost of carbon (a so-called 'Pigouvian' estimates of the SCC.

tax).
Marginal The financial cost to reduce The MAC indicates the financial cost to reduce
Abatement emissions by a given amount, at a emissions by a given amount, rather than the benefit
Cost given point in time, typically by to society of that emissions reduction (as a corollary

investing in abatement technology. to the cost of increasing emissions).

In theory, to maximise welfare we The MAC faced by each industrial sector and indeed

should seek to abate emissions from  each company within those sectors is likely to vary.

all activities up to the point at which ~ Companies that have made little effort to reduce

the MAC is equal to the SCC. emissions may initially face negative abatement costs
(net savings from implementing abatement options),
whereas companies who have exhausted all common
abatement options may face abatement costs which
exceed the SCC.

4.2 Primary estimation versus meta-analysis

There are three broad means to obtain an estimate of the societal cost of carbon:

e  Primary estimation: Deriving estimates of the total cost of climate change using a multi-step modelling
process which assesses the biophysical impacts of GHG emissions, quantifies the likely consequences in
economic and welfare terms and then discounts these into present value terms and apportions them over
relevant emissions (see appendix II for further details).

e  Adopting a single SCC estimate from a single existing study.
e  Meta-analysis: deriving an estimate of the SCC by analysing many existing primary estimates.

We chose to follow a broadly meta-analytic approach in preference to the alternatives for two primary reasons:

1) The SCC has been and continues to be subject to a significant amount of research by academics and
government agencies - hence undertaking a new primary estimation exercise in the absence of new
information would likely be of marginal benefit.

2) In spite of the significant work done in this area there is not a high degree of consensus on the preferred
approach to several of the key steps and underlying assumptions required to calculate the SCC — hence
selecting an SCC based on a single study would be difficult to justify.

As noted in chapter 2, our approach is not a pure statistical meta-analysis (since it incorporates a number of
non-statistical factors), but it shares some of the key benefits of a conventional meta-analysis, particularly the
ability to incorporate the results of multiple studies which apply a range of different methods, assumptions and
scenarios. It also has the significant advantage that once a set of rules for selecting a sub-set of studies is
defined, an automatic mechanism to update the SCC estimate over time (as new research becomes available) is
also established.

Considering ‘sample’ size

As already noted, our analysis relies on a large overall population of SCC estimates identified in the climate
change literature. However, we use a number of objective and subjective criteria to select a sub-set of these
estimates from which to derive our own estimates. The application of these criteria reduces the number of

estimates from which we actually calculate our ‘sample’ statistics to a sub-set of 33.

It is worth noting therefore that the sub-set of estimates that we identify is not intended to infer some
properties of the overall population of estimates from which it is drawn (e.g. the mean or the median of the
population, which we can calculate from the full population if desired), and hence it is not a ‘sample’ in the
traditional statistical sense. Rather, the criteria we apply are primarily designed to identify the highest quality
or most reliable estimates from the overall population (e.g. favouring peer reviewed studies and more recent
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studies and eliminating outliers). For this reason, the relatively small number of estimates remaining is not a
particular cause for concern.

However, a key benefit of our approach (relative to producing a new primary estimate, or selecting a single
estimate from a single study), is that it can reflect a divergence of views on underlying methods, assumptions
and scenarios, where there is still much debate and limited consensus. For this reason, retaining a reasonable
number of estimates remains desirable. We acknowledge this potential trade off at various points in this paper,
and limit our selection criteria to those we consider most fundamental, to ensure that we retain a diversity of
estimates (and therefore academic opinions).

With a relatively small number of estimates, the robustness of ‘sample’ statistics - particularly the median - to
small changes in the number of estimates included (e.g. when updating our estimates based on new studies)
may be a separate cause for concern. This and the related issue of the distribution of SCC estimates is discussed
further in appendix III.
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5 Detailed methodology:

Executing a meta-analysis of
SCC estimates

In this chapter we describe our methodology for calculating the SCC through a meta-analysis of existing
estimates. Table 8 gives a simple overview of the methodology.

Table 8: Summary of methodology (from chapter 2)

Quantify environmental outcomes Estimate societal impacts

Methods e We quantify environmental outcomes and estimate societal costs of GHG emissions in
one step by drawing on the population of existing estimates of the SCC from the
extensive academic literature on the subject.

- Weselect a sub-set of SCC estimates from the overall population based on criteria
including the quality of the study, the age of the study and the discount rate used;

- We then normalise our sub-set of estimates using a number of standard and
transparent adjustments;

- Finally we calculate estimates of the SCC from this normalised sub-set of estimates
by identifying the arithmetic mean and median values. The choice of mean or
median value is for the user but our default suggestion is to use the mean value.

e Atotal societal cost estimate for corporate GHGs is reached by multiplying the tonnes
of carbon dioxide equivalent (tCO.e) associated with the corporate activity by the SCC.

5.1 Selecting a sub-set of SCC estimates from the overall population

This section discusses the basis on which SCC estimates are included in the calculation of our central estimate.
Figure 3 shows the criteria by which certain estimates are excluded and the order in which these are applied.

There has been a significant amount of discussion (often unresolved) about many of these criteria in the

literature so, along with our chosen approach, each sub-section includes context about the basic theory and
alternative approaches if relevant.
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Figure 3: Steps for selecting a sub-set of SCC estimates

Quality of study: Exclude non-peer reviewed studies

v/

Discount rate: Restrict to estimates with PRTP of 0%

v/

Age of study: Restrict to estimates from the 10 most recent studies

Treatment of outliers: Remove SCC estimates more than three standard
deviations from the mean

5.1.1 Step 1: Quality of study
Context

Studies that have been peer-reviewed produce, on average, lower estimates of the SCC than those which have
not been, with less variation between them (Tol, 2005, 2008, 2011).

Approach taken

Only estimates from studies that have been peer-reviewed in academic journals are selected to calculate the
average SCC on the basis that peer review is the only widely accepted measure of quality applicable to studies of
this nature. The significant and apparently systematic difference in values suggests that this is an important
criterion.

Alternative approaches

While we believe that the decision to use only peer reviewed estimates is well justified on the grounds of quality,
we could have analysed all published estimates. One potential problem could be that selecting only peer
reviewed studies may emphasise any bias inherent to the academic community, but we consider that this risk is
relatively small due to high academic standards and the apparent diversity of views amongst academics in the
field, and that this risk is outweighed by the level of quality assurance provided by peer review.

5.1.2 Step 2: Discount rate
Context

“Global climate change unfolds over a time scale of centuries and, through the power of compound interest,
what to do now is hugely sensitive to the discount rate that is postulated” Martin Weitzman, 2007

In order to aggregate costs and benefits accruing over time and across generations, as is the case with climate
change, we must scale our results using a factor which describes relative societal preferences for consumption at
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different points in time. Economists and governments tend to use a societal discount rate (SDR) rather than a
market one, in order to reflect society as a whole and to account for the existence of market imperfections. The
broad academic consensus is to use a rate defined by the Ramsey model (Ramsey, 1928) which is:

Equation 1: The Ramsey model for deriving a social discount rate

S=p+ug

Where s is the societal discount rate (SDR)5, p is the pure rate of time preference (PRTP), p is the elasticity of
marginal utility with respect to income, and g is the future economic growth rate.

Pure Rate of Time Preference (PRTP)

The societal discount rate discounts the future for two reasons. The first, embodied in the PRTP, says that we
prefer a given amount of money now rather than later. This may be due to some level of impatience inherent in
human nature; or due to other more fundamental considerations like the risk of the human race not existing
(and therefore we may as well enjoy ourselves now rather than save for the future).

Regarding intergenerational issues, assigning any number greater than zero carries the implication that benefits
accruing to future generations are inherently less valuable than those accruing to ourselves. For this reason
Ramsey (1928) argued that discounting ‘later enjoyments in comparison to earlier ones [...] is ethically
indefensible’. Such a view is representative of the perceptive approach, which argues that the value of the PRTP
is an ethical choice which should be chosen on a societal basis, for example through some democratic process or
on the basis of equality between people in different generations, all else being equal (Bicket, 2011).

In contrast, the SDR advocated by UK Government for policy and project appraisal includes a PRTP of 1.5%,
based on studies of past long-term returns received by savers in the UK (HM Treasury, 2003). Such an
approach to PRTP is consistent with the descriptive approach, which argues that PRTP should be determined
empirically, often from the observed behaviour of savers. The decision to save money rather than spend it can
be expected wherever the real interest earned is sufficient to offset savers’ impatience to spend it6. Another
alternative, used by the EU (2008), is to base the PRTP on the risk of dying, on the basis that death of oneself or
of future generations is a compelling reason to prefer present over future consumption.

The academic and philosophical debate over which rate to use continues and, as such, is unresolved (see, for
example, Weitzman, 2007).

The second reason the SDR discounts the future is to take account of how much better off future generations
are expected to be, relative to present generations. This has two components which are explained below.

Future economic growth

The first component is expected long run economic growth. This factor is simply the expected change in GDP
over time and so lacks a moral dimension, although it does differ across countries (and between forecasters).

The elasticity of marginal utility with respect to income

The second component is the elasticity of marginal utility with respect to income. The marginal utility of income
is the amount of utility obtained from gaining one extra unit of income; the elasticity of marginal utility with
respect to income is the percentage change in marginal utility associated with a one percent change in income
(hereafter ‘income elasticity’). This describes the rate at which the utility gained from an additional unit of
income changes with the level of income.

Marginal utility tends to fall as income increases, so this factor gives more weight to benefits and costs accruing
to people with lower incomes. Academic consensus puts the value of this parameter between 1 and 4 (that is, as
income rises, marginal utility falls at a faster rate) (Weitzman, 2007). This also accords with common

5 Also known as the consumption discount rate.

6 This is holding consumption constant; consumption depends on income, as does the utility it brings.
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perceptions of fairness, with the same amount of money being ‘worth’ more to a poorer person than to a richer
person.

In principle, because we are applying a social discount rate to the valuation of a global externality, each
country’s growth rate and income elasticity should be considered individually. However, for practical reasons a
simplifying assumption to apply a single SDR is generally made.

Considering all three parameters

The PRTP says how much we inherently discount income received in the future. The marginal elasticity of
utility with respect to income says how much we value additional income depending on the level of income we
have. Economic growth forecasts indicate how much income we expect to have in total. Combining these three
parameters in the SDR, as per Equation 1, tells us how society values present consumption relative to future
consumption.

Approach taken

We have restricted our population of SCC estimates to those where the Pure Rate of Time Preference (PRTP) =
0%. We consider 0% to be the least arbitrary choice because it represents the ethical viewpoint that future
generations should be treated the same as our own, given the same level of wealth. The choice of PRTP is a
question of ethics rather than one of uncertainty over physical outcomes and it is difficult to objectively critique
the choice of any discount rate.

Comparing assumptions

The methodology presented in this paper involves averaging SCC estimates across a number of academic
studies, some of which do not explicitly disclose the social discount rate that they apply.

Of the studies in the sub-set that we use that do disclose their societal discount rates, the average is 2.0%. This
is slightly lower than conventional (usually intra-generational rather than inter-generational) discount rates
used in policy analyses. For example, the UK Government uses an SDR of 3.5% (declining to 1% in the very
long-term) while the EU (2008) suggests an SDR of between 3.5 and 5.5%.

Given that we have restricted our sub-set of SCC estimates to those where PRTP = 0%, this suggests that the
average value for the product of economic growth and income elasticity, is also 2.0%. We can also compare this
with equivalent values used in public policy: the UK Government uses 2% (HM Treasury, 2003) while the EU
uses 2.5-4.5% (EU, 2008)7.

5.1.3 Step 3: Age of study
Context

Estimates of the SCC have, on average, decreased over time (Figure 4). The earliest estimate of the SCC in our
total population of 311 estimates dates from 1982. Between 1991 and 2010, there was at least one study
estimating the SCC published every year. Estimates varied significantly in earlier years. However, in the last 15
years, average estimates of the SCC have stabilised somewhat, although variation still exists. This trend was
identified by Tol (2011), who suggested that the downward trend in the SCC reflects progress in our
understanding of the impacts of climate change.

7 The European Commission advises that a SDR of 5.5% should be used for EU countries eligible for the Cohesion Fund (fast-growing eastern European) and
3.5% for all other ‘mature’ EU countries (EU, 2008). The same guidance uses observed mortality-based statistics (equating to a ‘death rate’) as a proxy for

PRTP, giving an estimate of 1%. Subtracting this 1% from the SDR leaves a range of 2.5-4.5% for the product of CDR and income elasticity.
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Figure 4: Four year and two year rolling average estimates of the SCC (peer-reviewed studies only) in
US dollars
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Approach taken

To calculate the average SCC, we use only estimates from the 10 most recent studies that meet our other criteria

(e.g., peer reviewed and using a PRTP = 0%). This approach is considered appropriate due to the observed
stabilisation of estimates over time, which is speculated to be the result of improvements in estimation
techniques. Using ten studies should ensure that our average SCC is calculated from a sufficient number of
estimates (each study typically includes a number of estimates reflecting differing parameterisation of the

underlying models) to reflect the diversity of views about underlying assumptions. The estimate can be updated

as newer studies are published in future which ensures that our SCC reflects prevailing thinking, but is not
unduly skewed by a single study.

Alternative approaches

Alternatives considered included:

Defining a cut-off date (e.g. 1990 or 2000) and excluding studies published before this date. However, no
specific and widely recognised breakthrough in estimating the SCC has occurred over time, and there are
no time ranges that are statistically significantly different from any others due to the large degree of
variation within temporal sub-samples. Furthermore, as the pool of studies included increased over time,
the relative impact of new (and presumably improved) studies would tend to reduce, while the importance
of inflation related adjustments (themselves generalised and approximate) to older estimates would
continue to increase.

Defining a period of time prior to the date of the new estimate (e.g. the past 10 years) and including only
studies published within this period. However, this approach relies on the continued regular publishing of
new peer reviewed studies on the SCC to maintain a sufficient sample size for future estimates. If the
science and economics continues to converge towards a consensus estimate, then the publishing of novel
studies may well become less frequent.

In conclusion, while the choice to use the ten most recent studies is itself arbitrary, it is an effective way to avoid
both of the pitfalls described above, whilst still recognising the apparently increasing in quality of newer
studies.
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5.1.4 Step 4: Treatment of outliers
Context

The total population of 311 SCC estimates ranges in US dollar terms from positive four-figure values to negative
values. Even when our sub-set is restricted to 34 estimates by applying the selection criteria described above
(i.e. limiting the population to those from the ten most recent peer-reviewed studies with a PRTP = 0%), the
estimates range between $6 and $622/tCO. (in 2012 US dollars). Given this large range, the fact that only three
of the 34 estimates are more than one standard deviation from the mean implies the existence of outliers.
However, the possibility of catastrophic climate outcomes (however remote) is generally accepted, and
estimates of the SCC have been observed to follow a ‘fat-tailed’ distribution.

Including genuine outliers would tend to overstate the average SCC calculated. Whereas, excluding extreme but
nonetheless valid estimates would tend to understate the risks of catastrophic climate outcomes.

Approach taken

We acknowledge the likelihood of a fat-tailed distribution by including estimates up to three standard
deviations from the mean (whereas a common statistical ‘rule of thumb’ is two standard deviations), but
consider estimates outside this range to be genuine outliers and exclude them from our sample statistics on this
basis.

In this instance a single value falls more than three standard deviations from the mean. Grubbs’ test8 also
identifies this value as an outlier at the 99% significance level.

5.1.5 Equity weighting
Context

Another variable in SCC estimation methodologies is the treatment of costs and benefits accruing across
countries. Just as we discount future generations’ income because they are likely to be wealthier than us, we
may also discount developed country incomes relative to those of developing countries. In the context of climate
change this is sometimes called ‘equity weighting’ and would attach greater weight to, say, $10m worth of flood
damage in Bangladesh than $10m worth of flood damage in Germany.

Approach taken

We do not restrict our sub-set of estimates based on their approach to ‘equity weighting’ for the largely
pragmatic reason that to do so would reduce the number of studies in our sub-set to a handful. We therefore
include in our sub-set both SCC estimates that apply equity weighting and those that do not.

We note that our final estimate therefore implicitly includes some level of equity weighting; and that the impact
on our sample statistics of including or excluding equity weighting is modest (see sensitivity analysis in chapter
6).

Alternative approaches

We could have opted to exclude estimates that apply some form of equity weighting on the basis that it is often
applied in a somewhat arbitrary fashion, and that there appears little consensus on how it should be applied. Or
we could have opted only to consider estimates which do apply equity weighting, on the basis that perceived
inequities in the distribution of climate impacts are a significant issue in the literature.

We note that equity weighting typically increases derived SCC estimates. For example, Tol (2005) reported a
mean SCC of $90/tC for estimates with no equity weights, and a mean SCC of $101/tC with equity weighting.

8 Grubbs' test (Grubbs 1969 and Stefansky 1972) is used to detect a single outlier in a univariate data set that follows an approximately
normal distribution.
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5.1.6 Damage valuation approach

Context

“[Estimates of the total cost of climate change]...tend to ignore interactions between different impacts, and
neglect higher order effects on the economy and population; they rely on extrapolation from a few detailed
case studies; they often impose a changing climate on a static society; they use simplistic models of
adaptation to climate change; they often ignore uncertainties; and they use controversial valuation methods
and benefit transfers.” Tol (2008)

The physical and economic damages resulting from climate change (the environmental outcomes resulting from
GHG emissions) are difficult to predict and value. Estimates vary for a range of reasons driven by inherent
uncertainty and different theoretical approaches.

However, by focusing on more tangible areas such as market impacts and marginal changes, rather than
attempting to predict widespread social change (such as migration or war) and irreversible impacts (such as the
melting of permafrost or changes in oceanic circulation), studies are able to give a comparable range of
estimates. Indeed, the uncertainty over such damages is actually less than that which surrounds the discounting
of these damages into present value terms or the appropriate weights to attach to poorer countries. As Hope
and Newbury (2006) argue: “once economists and climate scientists agree on how to treat the future and
aggregate regional impacts, the disagreement almost entirely disappears™.

Figure 5 outlines the types of damage estimates that are included and excluded in the existing SCC literature. As
we go from left-to-right on the horizontal axis, the uncertainty in valuation increases and, as we go from top-to-

bottom on the vertical axis, the uncertainty in forecasting the physical effects of climate change increases.

Figure 5: Societal Cost of Carbon Risk Matrix
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Some academics have argued that the tendency of studies to exclude systemic and higher order impacts as well
as socially contingent outcomes will tend to underestimate the true impacts of climate change. However, others
argue that studies tend to underestimate the ability of societies and economies to adapt to climate change,
particularly at a macro level, by overlaying the physical consequences of climate change on future settlements
that are (in most cases) linearly extrapolated from today’s.

Approach taken

We do not select for SCC estimates according to the damage valuation approach used to derive the economic
cost of climate change.

As discussed in appendix II, the 300+ SCC estimates used in the meta-analysis originate from nine underlying
estimates of the total damages caused by climate change, each of which uses slightly different methods to derive
the total damage (or societal cost). Effectively therefore our SCC estimate reflects the average of a number of
these underlying estimates, and is driven by each to a greater or lesser extent depending on its popularity with
the authors of subsequent studies.

Alternative approaches

An alternative approach to using an average of the different methods for estimating damage cost would be to
choose one approach only. We believe that selecting a single method would be arbitrary and difficult to justify,
based on the current understanding of climate risks and their impacts on the global economy.

5.2 Normalizing the sub-set of SCC estimates

Once we have selected our sub-set of estimates according to the principles above, we apply a series of
normalisations with the objective that the remaining estimates are as comparable as possible. These
adjustments ensure that a single source is not over-represented, account for monetary inflation and the growth
of the SCC over time and align units of measurement. Figure 6 shows the steps for normalization.

Figure 6: Steps for normalising our sub-set of SCC estimates
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5.2.1 Step 1: Weighting of estimates
Context

A potential problem with a population of estimates which includes numerous estimates from some individual
studies is that those studies’ methodologies would exert a disproportionate influence on sample statistics. A
simple approach would be to weight multiple estimates from a single study equally. However, estimates
included in the population include both ‘central estimates’, in which the author has the most confidence, and
estimates made as part of a sensitivity analysis to demonstrate the effect of changes in the underlying
assumptions.

Approach taken

A ‘multiple estimates weighting’ consistent with Tol (2011) has been applied to values from studies which
contain more than one estimate. This is applied such that the sum of the weightings of all estimates in a single
paper is equal to one.

Individual weightings reflect whether an estimate is one of several others from the same study and, if so, the
confidence the author has placed in the particular estimate. This introduces some subjectivity since interpreting
the importance placed by an author in a particular estimate and representing this in a numerical weighting
requires judgment. However, there is no clear alternative which would effectively account for multiple estimates
from individual studies.

Alternative approaches

Ostensibly, less subjectivity would be introduced if all estimates from a single study were weighted equally.
However, if study authors have proposed one or a few values as their central estimates, and have calculated
others only to demonstrate the effect of changes in the underlying assumptions, then it seems inappropriate to
consider all to have equal weight.

5.2.2 Step 2: Monetary inflation
Context

SCC estimates are calculated to apply to emissions at a point in time. However, the nominal value of money
decreases over time as a result of monetary inflation. So for example, a 1995 US dollar would purchase more
goods or services than a 2012 US dollar. As the underlying studies from which the SCC estimates are taken were
published in different years, the SCC estimates must be converted into present-day dollars before estimating
sample statistics.

While adjusting for monetary inflation is typically straightforward, complications arise when adjusting SCC
estimates. Climate change damage estimates are aggregated estimates of impacts occurring all around the world
which are calculated for a certain point in the future and in a specific currency (typically US dollars), using the
prevailing exchange rate at the date of the study. The damage values therefore (implicitly or explicitly) assume
constant real exchange rates (i.e. constant Purchasing Power Parity (PPP)) when costing future impacts around
the world.

Studies that then go on to estimate the SCC today, discount these total future climate change damage values to
approximately the date of the study using a single social discount rate. As a result, these studies also
incorporate the assumption of constant PPP held across all countries from the date of the study into the future.

If this assumption were correct, the inflation rate of any country could be used to inflate the SCC estimates from
the date of the study to the present-day (converting from US dollars to the chosen currency in the study year
and back to US dollars in the target year) with consistent results. However, as shown in

Figure 7 and Figure 8, over the period in question this assumption did not hold. While world monetary inflation
averaged almost three times US inflation through the period, the nominal exchange rate between the US dollar
and a trade weighted basket of world currencies was almost identical at the beginning and end of the period
(1995 — 2011), meaning that the real exchange rate US dollars and other world currencies fell significantly
during the period. As a result, the choice of which country’s inflation rate to use is significant.
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Figure 7: US versus global monetary inflation
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Figure 8: USD trade weighted exchange rate versus world currencies
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Approach taken

In order to inflate nominal SCC estimates from a study from a certain date in the past into present-day US
dollars, we adjust global GDP deflators (updated annually by the World Bank and OECD) for changes in PPP
over the period in question. We calculate this series by multiplying the PPP ratiod for each country by their
nominal GDP (expressed in US dollars and converted from local currency at market exchange rates) and
summing the results. The rate of growth in this series from one year to the next provides the World PPP-
adjusted GDP deflator in US dollars.

9 The PPP ratio for a country accounts for changes in prices, changes in real GDP, and exchange rate movements, and is calculated by
dividing the PPP conversion factor by the market exchange rate.
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Figure 9 shows the World PPP-adjusted GDP deflator for the period 1995 (the date of the earliest study in our
sub-set) to the present day.

Figure 9: World PPP-adjusted GDP deflator over time
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A final consideration is that not all studies disclose the year for which the SCC estimate(s) are calculated. For
those that do, the nominal year is typically within the five years previous to the ultimate publication date. We
consider that the best approximation is therefore to round the study down to the nearest five year interval and
inflate the estimates using the World PPP-adjusted GDP deflators from this pointo. This is the same approach
used to inflate for growth in the SCC.

5.2.3 Step 3: Growth rate of the SCC over time
Context

SCC estimates are provided for a given year. Because the profile of anticipated climate damages is weighted into
the future, and GHGs reside in the atmosphere for a limited period, the expected climate impact of an
additional tonne of CO.e rises over time. Thus, the real SCC rises over time!'. The IPCC suggests a range of 2 —
4% per year for this growth rate (IPCC, 2007; Chapter 20).

Approach taken

Selected estimates of the SCC are increased by 3% per year (the midpoint of the IPCC estimate) to reflect the
greater impact of later emissions (converting them to present day estimates). Consistent with our approach to
monetary inflation, estimates are increased from the nearest five year interval before the publication date.

Alternative approaches

The choice of the growth rate of damages applied affects SCC estimates. Choosing a different growth rate (from
within the IPCC’s range of 2-4%) would result in a change for the SCC central estimates. The change would be
around plus $9 or minus $8 from the central estimate mean of $78, or of about plus or minus $4 around the
central estimate median.

10 For example, if a study was published in 2002, we assume that the SCC estimates relate to the year 2000 and inflate for SCC growth to
2012 units from there.

11 The use of the phrase ‘real’ SCC denotes that this growth is additional to price inflation.
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5.2.4 Step 4: Unit conversion
Context

The SCC estimates compiled in Tol’s (2011) database are expressed in units of $/tCe. We wish to present our
results in the industry-standard units: $tCO.e, which also allows for easy comparison between greenhouse
gases.

Approach taken
We adjust for the difference in weight between a single atom of carbon (12u) and a molecule of carbon dioxide
(44u) by multiplying SCC estimates expressed in units of $/tC by the fraction 12/ 44

5.3 Calculating the SCC from the normalized sub-set

Once the sub-set of SCC estimates has been selected and normalised (as outlined above) we calculate both the
median and the arithmetic mean.

There are valid statistical and ethical reasons for choosing either a mean or median value in this context. The
mean takes more account of very high estimates derived from potentially catastrophic climate scenarios and
therefore reflects a more precautionary approach to potential climate change impacts. The median, by contrast,
is less affected by a few very high values and should therefore better reflect the consensus view, but takes little
account of catastrophic scenarios. For this reason we leave the choice of mean or median value to the user. Our
default suggestion is to use the mean.

Whichever value is chosen, the implications of using the other can be tested using sensitivity analysis.

Central Estimates of the SCC in 2012 US dollars:

Mean: US$78/tCO.e Median: US$62/tCO.e
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6 Sensitivity analysis

6.1 Sensitivity analysis

While the basic science of climate change is considered by most scientists to be ‘settled’, the scale of disruption
that climate change will cause to human societies in the future remains highly uncertain. The appropriate use of
economics to quantify the problem, and to express this in values that mean something to present day decision
makers, is also the subject of much conceptual and practical debate. As a result, a wide range of estimates of the
social cost of carbon have been produced.

Our approach relies on selecting a sub-set from this large population of estimates and normalising them so that
they are expressed in common units and a common year. As shown in table 9 below, our final SCC estimates are
most sensitive to the methodological decisions that determine which estimates are included or excluded from
our meta-analysis. As discussed in the body of this paper, we apply a series of restrictions to the total
population of estimates with the overall aim of leaving only those considered to be most reliable (e.g., excluding
non-peer reviewed estimates, favouring more recent studies). Varying any of these restrictions (e.g., including
non-peer reviewed estimates), has a significant impact on the results of our analysis.

The normalization of estimates (e.g., SCC growth rate or multiple estimates weighting) is generally less

impactful, although it is somewhat surprising to note that the choice of approach to applying monetary inflation
is the most significant of these.
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Table 9: Assessing sensitivity to our methodological decisions by calculating the change in the SCC when
each decision is changed to the most likely alternative

Variable Alternative tested Impact Mean Median
rating:z (% change) (% change)
Age of study Include studies regardless of High 73% 5%
their age
Quality of study Include non-peer reviewed High 78% 1%
2 papers
)
*3 PRTP Include all estimates with High -53% -65%
B PRTPs from 0-2
5]
22 Treatment of Include estimates more than High 35% 5%
outliers three SDs from the mean
Equity weighting Include only estimates with Med 18% 8%
equity weighting applied
Monetary inflation Apply US inflation rates rather Med -14% -20%
than world PPP adjusted
0 . .
g inflation
g Growth rate of SCC Use the upper bound of the Med 12% 6%
= over time IPCC range (4% p/a rather
% than 3% p/a)
Z Multiple estimates Do not apply any multiple Low -4% -16%

weighting

estimates weighting

6.2 Conclusions

Our central estimates are highly sensitive to several of the methodological decisions explained in this paper. As
shown in table 9, alternative decisions could increase our mean SCC estimate by more than three quarters, or
reduce it by almost two thirds. Given this high degree of sensitivity we have taken the time to carefully research
and evaluate each methodological decision, to arrive at a set of decisions that we believe are both individually
defensible and collectively coherent.

It is important that any decision maker intending to use an estimate of the social cost of carbon is aware of the
uncertainty around it and able to make an informed judgement about the implications of that uncertainty for

their particular decision context.

12 L,ow = impact on mean is less than 5%

Med = impact on mean is between 5% and 20%

High = impact on mean is greater than 20%
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Appendix I: Alternative measures
of the cost of carbon

Market price approach

Definition of market price approach

Under the market price approach, the cost of carbon equals the equilibrium market price for permits which
confer the right to emit carbon, or the price implied by a government-imposed tax. Market prices for carbon
exist in certain countries due to government intervention.

Following economic theory, a government which seeks to maximise societal welfare should set a carbon price
equal to the marginal social cost of carbon (the SCC). However, for many reasons, actual existing carbon taxes
and market prices tend to be below reasonable estimates for the SCC3 and rates vary significantly between
countries.

Table 10 presents a selection of carbon taxes from around the world.

Table 10: Selected international carbon taxes

Country 2009/10 rate (per tonne of CO.)

Carbon taxes that apply to coal used in electricity generation

Canada (British Columbia) CAD 15 (USD 13)

Canada (Quebec) Vary by fuel (CAD 8/tonne of coal) (USD 7)

Carbon taxes with an exemption for coal used in electricity generation (EU ETS countries)

Norway Vary by fuel (Coal not taxed; up to NOK
354/tCO,)(USD 57)

Sweden EUR 108 (USD 144)

Finland EUR 20 (USD 27)

Ireland EUR 15 (USD 20)

Similarly there is no global ‘market price’ for carbon but a company could choose to take an average traded
price from an established carbon market such as the EU Emissions Trading Scheme (ETS) (see Figure 10).

13 Examples include regulatory capture and concerns about national competitiveness. More generally, GHG emissions abatement is a global
public good, such that there are incentives for countries to free-ride on the mitigation efforts of others.
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Figure 10: EU Allowance Prices January 2009 - September 2012 (EUR)
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Evaluating the market price approach

Table 11 shows the potential uses of the market price approach based on its strengths, and shows how it is
generally inappropriate for E P&L based on its weaknesses.

The main reason for rejecting the market price approach as a basis for placing a value on GHG emissions as part
of an E P&L is that prices do not reflect the value of a company’s impact on society. Instead, they reflect
governmental policy, showing the private cost of a regulated firm’s emissions rather than the total societal costs
of those emissions. Furthermore, for a government to design carbon markets or taxes with prices equal to the
SCC, that government would first need to arrive independently at an estimate of the SCC.

Table 11: Strengths and weaknesses of the market price approach

Potential uses (strengths) Reasons for rejection of approach
(weaknesses)

Avoids the need for calculating MAC curves or Market prices do not directly measure the value of a

agreeing on an emissions reduction target. company’s environmental impact on society, instead

Is directly observable and does not rely on measuring .the priyate fir.lancial cost of this impact

assumptions about the future. under specific policy regimes.

It is unclear which value to use, as the boundaries of
climate policy regimes are not aligned with the
boundaries of many firms, particularly where supply
chains are concerned.

Observed carbon prices tend to be considerably
lower than the majority of SCC estimates. This
suggests that they do not reflect the true extent of
externalities imposed on society by GHG emissions.

Marginal abatement cost (MAC) approach
Definition of the MAC

Under the MAC approach, the cost of carbon equals the cost of avoiding emitting that same unit of carbon,
measured as emissions abatement relative to some business-as-usual scenario. Marginal abatement cost
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analysis shows the cost associated with a certain quantity of emissions abatement. The results of this type of
analysis are typically displayed in a MAC curve. These illustrate the cost of reducing GHG emissions by one unit
(typically a tonne) for the object of analysis. In the context of an E P&L, this object would be the company but,
for other purposes it could also be an industry or entire economy. MACs are often created through analysis of
the available technology options, but can describe other types of mitigation actions such as policy activities.

MAC analysis comes in a variety of forms. Kensicki (2011) distinguishes between expert-based and model-
derived MAC curves. The former involve expert analysis of individual abatement measures, while the latter are
the output of industry and energy sector models. The former involve bottom-up calculations by technology,
while the latter may involve either bottom-up sector modelling or top-down whole-economy modelling.

For particular companies looking to abate their GHG emissions, expert-based MAC curves are likely to be the
most appropriate as they are readily tailored to individual circumstances and are well-suited to a situation
where only private, financial costs must be considered. The calculation process starts by looking at the
abatement technologies available and the cost of each at a given point in time. Technologies could range from
specific energy efficiency measures, to planting trees or implementing carbon capture and storage on fossil fuel-
burning power plants. Once each technology’s potential has been exhausted, the next technology is examined
and its cost estimated. When placed in ascending cost order, these technologies form a MAC curve. MACs are
time-specific and their form is driven by a range of assumptions, including those about technological
innovation, efficiency of implementation and the state of the future economy (Ekins et al., 2011).

An example MAC curve is illustrated graphically in Figure 11. Each of the bars in the histogram represents a
different technology which could be adopted to reduce emissions. The width of each bar shows the GHG
abatement potential of the technology, while the height shows its cost per unit of emissions abatement when
installed to maximum mitigation potential. The total cost of each technology is shown by the area of each
histogram bar. The carbon price required to achieve a given emissions reduction can be identified from the
MAC curve by locating the desired quantity of emissions reductions on the x (horizontal) axis and reading the
price associated with the relevant bar from the y (vertical) axis. In the example shown in Figure 11, reducing
emissions by 8MtCO. would require a carbon price of around £90/tCO. ($142).

Figure 11: Example MAC curve
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Evaluation of the MAC approach

The MAC approach is widely used in private and public sector organisations, including European governments
and major firms. However, it is important to consider the pros and cons of the approach in relation to E P&L in
particular. Table 12 shows the potential uses of the MAC approach based on its strengths and shows how it is
generally inappropriate for E P&L due to its weaknesses.

GHGs « 35



Valuing corporate environmental impacts: Greenhouse gases

The core reason for rejecting the MAC approach as a basis for placing a value on GHG emissions as part of an
E P&L is that it does not directly measure the value of a company’s impact on society. Instead, it shows the cost
of reducing that impact.

However, it is anticipated that an understanding of the MAC approach may still be useful in implementing an
E P&L in other ways:

e  Governmental and regulatory engagement: where a company wants their E P&L to support their
engagement with regulatory authorities, they may wish to consider using the costs of carbon
recommended by that authority for project and policy appraisal and evaluation. These are sometimes
based on the MAC approach. One prominent example is the UK Government’s ‘shadow price’4 for carbon
in the non-traded sector (which is not covered by the EU-ETS). It was derived from MACs in an attempt to
ensure that the UK hits its target to reduce GHG emissions by 80% by 2050 target. In 2010, the price was
£52/tCO.e ($82), rising to £200/tCO.e ($316) in 2050.

e Analysis which builds on E P&L: some companies may wish to understand how to reduce the societal
impacts of their activities once an E P&L has been produced. Overlaying the results of MAC analysis on E
P&L results could help show how to achieve this most efficiently.

Table 12 summarizes the strengths and weaknesses of the MAC approach.

Table 12: Strengths and weaknesses of the MAC approach

Potential uses (strengths) Reasons for rejection of approach
(weaknesses)
e It is useful for setting a price for carbon which is e To realise the decision-making benefits of a MAC
consistent with an organisation or state achieving curve within a company’s value chain would
its emissions reductions goals. require a thorough technological assessment of its

operations and supply-chain to produce a firm-

e Itisuseful for prioritising and designing more specific MAC curve.

specific interventions to reduce GHG emissions,

including the decision of whether to abate GHG e MACs do not directly measure the value of a

emissions, or to pay a carbon tax or buy carbon company’s environmental impact on society.

credits. Instead, they measure the cost of reducing this
impact.

e The price derived is based on known costs and
may have a narrower range of uncertainty than
the SCC.

14 In economic theory, shadow prices are conceptually the same as the social cost of carbon, but the UK Government uses this terminology
to distinguish the MAC approach from their former SCC approach.
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Appendix II: Calculating a
primary estimate of the societal
cost of carbon

Although we chose to conduct a form of meta-analysis based on existing studies, it is nonetheless instructive to
consider how primary estimates of the societal cost of carbon are derived to help understand the challenges and
uncertainties which ultimately underpin our results.

Deriving estimates of the total cost of climate change typically involves a multi-step modelling process which
assesses the biophysical impacts of GHG emissions and values the likely consequences in economic terms.

Step 1: Using IPCC scenarios to project GHG emissions

The first step is to project future atmospheric GHG concentrations. This relies on projecting future GHG
emissions which, in turn, relies on assumptions about future development trends including population growth,
economic growth and technological change.

Given the significant uncertainty associated with these assumptions, climate scientists consider a range of
different scenarios. The IPCC uses a set of scenarios derived from four different ‘storylines’, as described in the
IPCC’s Special Report on Emissions Scenarios (SRES) (IPCC, 2000). Each storyline describes and applies a
quantitative interpretation to one particular direction for future demographic, social, economic, technological,
and environmental changes. For each storyline, several scenarios were developed using different modelling
approaches, resulting in a total set of 40 SRES scenarios. Out of these, the IPCC chose six ‘marker’, or
illustrative, scenarios (referred to as A1F1, A1T, A1B, A2, B1, and B2). The output published by the IPCC using
the six marker SRES scenarios is a range of projected GHG emissions in the years 2020, 2050 and 2100.

Step 2: Using global climate models to project future climate changes

The second step is to input projected GHG emissions, along with many other factors, into general circulation
models (GCMs). GCMs are mathematical models used to simulate the Earth’s climate system. Their outputs are
projections of climate-related variables (e.g. atmospheric and oceanic temperatures, precipitation, currents, sea
ice cover, and wind) at a given location at a given point in time.

While GCMs are extremely complex and rely on a variety of assumptions, the IPCC has ‘considerable
confidence’ that they provide ‘credible quantitative estimates’ of future climate change for the following
reasons:

e Model fundamentals are based on established physical laws such as conservation of mass, energy and
momentum.

¢ (Climate models have shown increasing ability to simulate observed features of current climate systems.

e Models have been able to reproduce key features of past climates and climate changes.

At the same time, the IPCC recognises that the models still show ‘significant errors’, generally at regional rather
than global scales. For example, there is still considerable uncertainty associated with the representation of
clouds and how clouds respond to climate change. There are also difficulties in projecting conditions at a local-
scale, particularly for regions that are relatively poorly studied by GCMs.
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Step 3: Using impact assessment models to project environmental impacts

Outputs from GCMs (e.g. a given temperature rise at a given time in the future) are used in impact assessment

models to project an impact of climate change on the environment. A wide range of such environmental impact
assessment models have been developed, including storm and tropical cyclone models to model weather events,
inundation models to model sea-level rises and use of geographic information systems to model asset exposure.

Step 4: Using economic methods to value environmental impacts

The next step is to assign a monetary value to a given future environmental impact. There are two main
approaches to this: enumerative and statistical. The enumerative approach takes various economic techniques
and models - including market and surrogate market approaches, and aggregates the monetary values across all
environmental impacts. This gives a total damage valuation of climate change for a particular point in the
future.

The statistical approach directly estimates climate welfare impacts using observed spatial variations in prices
and expenditures. This aims to isolate the differences in incomes and costs that can be attributed to differences
in climate between one region and another. Both enumerative and statistical approaches are used to derive the
14 estimates of total welfare loss due to climate change cited by Tol (2011).

Step 5: Discounting back to present-day dollars

The total damage valuation derived in step 4 is typically given as a percentage impact on GDP at a certain point
in future. In order to derive an SCC, this total damage value must be discounted to present-day US dollars. The
300+ estimates of SCC derive from only nine estimates of total damage valuation, which illustrates the diversity
of techniques used for discounting. Selecting a social discount rate is contentious, as is the question of how to
account for the fact that disproportionate damage will be caused to people in developing rather than developed
countries (see Chapter 5).

Integrated assessment models

Integrated assessment models consider scientific, social and economic factors together in order to apply a more
holistic approach to analysing climate change. Essentially, a combination of steps 1 to 4 described above is
integrated into a single model. Integrated assessment models tend to be used to provide information for
decision/policy-makers. For example, the UN Food and Agriculture Organisation (FAO) has developed
MOSAICC (Modelling System for Agricultural Impacts of Climate Change), which is an integrated assessment
model used to model each step from climate scenarios down to economic impact analysis of climate change on
agriculture at a national level. MOSAICC is divided into four components: climate data-processing models, crop
models, hydrological models, and economic models.
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I
Appendix III: Statistical methods

— the distribution of SCC
esthimates in our sub-set

“The possibility of catastrophic climate change needs to be taken seriously ... the bad tails of the relevant
probability distributions should not be ignored” Weitzman (2009)

One of the more recent debates over the SCC is the treatment of ‘fat-tailed’ probability distributions of climate
damages. This refers to the finding that - when the estimates from many studies are analysed side by side -
extremely large climate damage estimates are far more frequent than net positive estimates of comparable
magnitude, relative to a normal distribution around the mean value. This issue is now prominent in the climate
change debate with some arguing for a precautionary approach which puts significant weight on extreme
scenarios (e.g. by choosing a mean estimate), and others arguing that such an approach overstates the risks and
that there is greater convergence around lower estimates (e.g. for which the median would provide a better

proxy).

The choice between mean and median allows for this divergence of views to be accommodated; but raises a
further issue for consideration. By applying restrictions to the overall population of estimates we arrive at a
relatively small sub-set of estimates (33), from which to generate our ‘sample statistics’. The reliability and
stability of all sample statistics, but particularly of the median, can be affected by a small sample size. As
discussed in chapter 4, our sub-set of estimates is not a ‘sample’ in the traditional statistical sense and the
relatively small number of observations is therefore not a primary concern. But a lack of robustness of our
median estimate to small changes in the number of observations (e.g. when updating our estimates based on
new studies) would nonetheless be undesirable.

One option to try and counter this would be to fit’ the observations to a statistical distribution — either one that
they appear to follow, or one which they might be expected to follow (e.g. a fat-tailed distribution such as the
Fisher-Tippet?s distribution). This approach has been followed in several studies (e.g. Tol, 2008; 2009; 2011).

However, after evaluation of a number of potential candidate distributions (Fisher-Tippet, Log-Logistic, Log-
Normal and Pearson) we opted not to fit the data to a pre-defined statistical distribution. Our primary reason
was that none of the tested distributions demonstrated a clear alignment with our sub-set of estimates. But in
addition, those exhibiting the closest fit had minimal impact on our sample statistics and did not materially
alter the robustness of the median to marginal changes in the number of observations?¢.

Furthermore, there has been some criticism of fitting estimates of the SCC into a single distribution which
points out that the studies are not drawn from a single underlying distribution (whereas, for example,
measurements of different trees of the same species are), that the various estimates are not independently
generated (many come from the same original damage estimates) and that it is artificial to apply a sample size
to a single estimate (a necessity when assuming it represents a distribution) (Nordhaus, 2011).

15 The Fisher-Tippet distribution was evaluated as the best fit for the overall population of SCC estimates by Tol (2005; 2011).

16 T.e. the impact on the median of removing a value from the top or bottom half of the sub-set was not significantly different whether
calculating from fitted or un-fitted data. The relative stability of our median estimate produced using the un-fitted data provides some
comfort about its robustness.
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1. The environmental impacts of
land use

1.1. Introduction

Natural land areas — often rich with biodiversity, provide essential services to society which regulate our
environment, provide goods and services that support livelihoods, offer opportunities for recreation and
provide cultural and spiritual enrichment. The Millennium Ecosystem Assessment estimated that 63% of these
ecosystem services are already degraded with important social and economic implications for current and
future generations (MA, 2005). A subsequent analysis requested by the G8+5 environment ministers, The
Economics of Ecosystems and Biodiversity (TEEB), estimated that the economic cost imposed by degradation
and loss of biodiversity and ecosystem services each year is between USD 2 and 4.5 trillion! (TEEB COPI,
2008).

The flow of ecosystem services from natural land areas are provided to society every year and, as the extent of
natural land areas decreases, so the annual flow of ecosystem services is reduced. The impact of the conversion
of a natural area is therefore felt every year, until that area is restored such that it resumes its production of
ecosystem services.

The principal cause of on-going losses of biodiversity and declines in associated ecosystem services is the
conversion of natural land areas for agriculture (OECD, 2008). Cultivated systems now cover one quarter of the
Earth’s terrestrial surface and it is predicted that a further 10% to 20% of natural grassland and forestland may
be converted by 2050 (MA, 2005).

1.2. Qverview of impact area

The objective of this methodology is to estimate the economic value of lost ecosystem services associated with
the conversion and occupation of natural land areas. These values are associated with the use benefits society
gains from ecosystems, such as climate regulation, bioprospecting, food and fuel. They also include non-use
values from cultural experiences or education, for example, and option values that reflect that we recognise that
we might have future use values.

In this methodology, and in the E P&L in general, we only seek to value the benefits that people receive from
biodiversity and natural areas; we do not attempt to measure the intrinsic ‘value’ of nature outside of the realm
of human preferences.

An important consideration for this methodology is the temporal dimension because many natural areas were
converted long ago, and have changed uses ownership many times since. Ecosystem services are flows, such
that if their provision is reduced, that reduction is felt every year until the land is restored. This methodology
values the ecosystem service reduction in the current year, relative to its natural state, and assigns this
reduction in value to the current occupant of the land, irrespective of whether that occupant was directly
responsible for the conversion of the land.

An alternative approach would be to consider the net present value (NPV) of lost ecosystem services at the time
when the natural ecosystem was converted and assign this total impact to those directly responsible for the
conversion. Another approach, employed by some regulations and certification bodies, is to only consider
negative impacts of land converted after a predefined date.

1 The Economics of Ecosystems and Biodiversity (TEEB), Cost of Policy Inaction Report, USD2-USD4.5 trillion is the present value of net
ecosystem service losses from land based ecosystems caused in 2008 and continuing for 50 years, based on discount rates ranging from 1-
4%.
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The first approach (valuing and attributing in year losses to the current occupant) is most appropriate for the
E P&L for three important reasons:

D It reflects the flow of impacts which are created as a result of occupation, and are dependent on the
management practices which the current occupier chooses to employ (even if others are responsible
for the pre-conditions). For example, UK floods in 2013 were exacerbated by poor land
management leading to reduced farmland water interception and retention on land converted
hundreds of years ago. This is in accordance with the broader principles of the E P&L approaches.

D) It incentivises current land occupiers to minimise the loss of ecosystem services, for example
through sustainable land management practices.

III) It avoids making highly uncertain assumptions as to the future extent of lost ecosystem services or
the date of past conversions.

1.2.1. Types of land use conversion

Some natural areas are converted each year. However, a lot of natural areas have been converted many years
ago when natural areas were less scarce than they are today. In this methodology, we distinguish between use
(occupation) of already converted land and new conversion of natural ecosystems, introduced here and
discussed in more detail later.

Use of previously converted land: This methodology values the loss of ecosystem services in the current year
and attributes these impacts to the current occupier of the land.

All previously converted land is valued the same (all else being equal) irrespective of when it was converted.
This is because within a given area, all converted land contributes equally to the prevailing deficit in
ecosystem services (all else being equal). For example, consider two one-hectare plots that were previously
natural forests. One plot was converted two years ago and the other 10 years ago. Each plot represents one
hectare of forest ecosystem services that are not supplied in the current year; they therefore contribute
equally to the value of lost ecosystem services, even though they were converted at different times. The
average of marginal values of lost ecosystem services as a result of increasing ecosystem scarcity
(particularly evident over time) is therefore the appropriate value for land use on previously converted land.
This is discussed in more detail in Chapter 4.

New conversion of ecosystems: Natural ecosystems that are converted in the current year should be valued
at the current marginal value. The current marginal value is higher than the average value over time, which
will reflect lower historical levels of scarity. Areas of new conversion are therefore treated differently from
use of previously converted land. New conversions result in increased scarcity, so the average marginal cost
per hectare of lost ecosystem services, which is applied to converted land, will increase in subsequent years
if scarcity increases. A year after conversion, the average marginal value is applied (which increases as a
result of the previous year’s conversions and increasing scarcity, assuming no restoration).

Results of the E P&L for these two types of land use can be shown separately or together.

1.2.2. Environmental and societal outcomes

Table 1 presents a classification of different ecosystem services which can be affected by the conversion and
occupation of land. It is these services which deliver use, non-use and option values to society.
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Table 1. Classification of final ecosystem services

Service Class  Specific eco-system service Potential relevance
of impact to people
Provisioning  Food from natural/semi-natural ecosystems Local
services Fibre, other raw materials Local
Domestic and industrial water Regional
Bio-prospecting & medicinal plants Global
Ornamental products Regional
Air purification Global
Cult}n'al Recreation Regional
services Spiritual and aesthetic Regional
Cognitive and learning opportunities Regional
Regulating Stable climate Global
services Pollution control and waste assimilation Regional
Erosion control Regional
Disease and pest control Regional

Flood control and protection from extreme events  Regional

We only consider final ecosystem services here as the inclusion of intermediary services would lead to double
counting (UK NEA, 2011). This is also in-line with the recommendations of CICES (Common International
Classification of Ecosystem Services, 2013). For example, supporting services are excluded. Supporting services
include those that are necessary for the production of all other ecosystem services to function, such as nutrient
cycling, soil formation and water cycling; if included, these values would double count with provisioning
services which are underpinned by the supporting services.

In the event of natural land conversion, and its subsequent occupation, the extent of impacts can be determined
by considering how each of these services is affected by the change in land use. This depends on what the land
was converted from and what the new land use is. For example, conversion of tropical forest to grassland
pasture will result in an almost complete loss of climate regulating services. However, conversion to rubber
plantations will only result in a partial loss. Different services will be affected differently depending on the
conversion and the type of land management practices which are employed during occupation. The change in
ecosystem service provision is termed the ‘environmental outcome’.

The potential extent to which people around the world are affected by the loss in specific services will depend on
the geographical level at which these services operate. For example, harvesting of food and fibre from natural
areas tends to be local, while climate regulation is global (Table 1). This geographical scope defines the
population that could be impacted as a result of the loss of these ecosystem services from an area. The actual
extent to which people are affected depends on how vulnerable they are to losses in a specific service (this is
discussed further in Chapter 4).

Similarly, the ways in which people are affected is highly context specific. Loss of carbon sequestration
anywhere in the world will contribute to climate change which will affect everyone globally, but not equally or in
the same way. Loss of soil fertility and associated provisioning services could lead to malnutrition and
displacement for subsistence farmers, but in developed countries the impacts are more likely to be a loss in
revenue or profitability, or loss of recreational opportunities, for example.

The causality between the conversion of land, the environmental outcome and the different types of impact on
people is discussed in the next section, while the methodology to quantify them is presented in Chapter 4.
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1.3. Impact pathway

In order to value the impacts of corporate land occupation and conversion, we need to understand how their
activities lead to changes in ecosystem service provision and how these changes affect people. Therefore, we
define impact pathways that describe the links between corporate activities, the environmental outcomes from
those activities and the resultant societal impacts. Our impact pathway framework consists of three elements:

e Impact drivers:

— Definition: These drivers are expressed in units which can be measured at the corporate level,
representing either an emission to air, land or water, or the use of land or water resources.2

— For land use: Demand for land for agriculture, other raw materials and living/working space by
businesses drives the occupation of land and conversion of natural ecosystems.

e Environmental outcomes:

— Definition: These describe actual changes in the environment which result from the impact driver
(emission or resource use).

— Forland use: The loss of ecosystem services. This can include near complete loss of services from a
natural area if, for example, a forest is converted to an office block, or partial loss if the forest is
converted to a timber plantation.

e Impacts on people:

— Definition: These are the actual impacts on people as a result of changes in the environment
(environmental outcomes).

— Forland use: The range of impacts is quite broad depending on the types of ecosystem services lost. For
example, reduced resilience to floods may result in property damage, a variety of economic losses and
impacts on health and life.

The three stages of the impact pathway are shown in Figure 1 overleaf.

2 A note on language: in this report, the measurement unit for any ‘impact driver’ is an ‘environmental metric.’
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Figure 1: Impact pathways for land use
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1.4. Prioritising which impacts to quantify and value

This methodology attempts to include all material impacts of land use and conversion in the valuation of
corporate impacts. We value each ecosystem service individually (as a value per hectare per year), aggregating
services to obtain a total economic value (TEV) for the ecosystem services of a particular area of land.

Different types of ecosystem service are more or less valuable in different contexts. Firstly, service provision is
variable depending on the eco-region. For example, carbon sequestration is relatively immaterial in most
deserts compared to tropical forests. Secondly, the extent to which people are dependent on specific services is
contingent on their circumstances and the broader context. The relative dependence of people is addressed in
the application of the values to specific contexts in the valuation methodology presented in Chapter 4. Here we
consider the relevance of ecosystem services to define our scope for different eco-regions.

In Table 2 we present the ecosystem services in scope for different eco-regions. This scope is based on the
wealth of research into the value of ecosystem services in different eco-regions over the last thirty years. In
particular, our methodology builds on the approach and dataset of The Economics of Ecosystem and
Biodiversity3 (TEEB, 2010, Van der Ploeg, 2010). At the time of publishing in 2010, the TEEB dataset was the
most comprehensive dataset of ecosystem service valuations. Over the last few years, we have updated it with
the latest literature, such that it now contains over 1,500 estimates of individual ecosystem service values.

While our scope is limited to an extent by the availability of data, coverage of estimates across different
ecosystem services and eco-regions is generally good with estimates available for the major ecosystem services
for each eco-region. The academic literature has not yet considered all services from all eco-regions4 and while
there are gaps, we do not consider these to be significant as they are for services of lower significance. For
example, air purification is not generally considered to be an important service provided by deserts or wetlands.
Deserts/arid grasslands have significantly less coverage than the other eco-regions: this is partly because they
do not (typically) supply all these ecosystem services. Their relatively lower value compounds this: they tend to
be of less interest from a societal value perspective and have not been the focus of much work by environmental
economists.

Table 2: Coverage of valuation estimates by ecosystem service and eco-region

Ecosystem service = » 4]
’ 32 F8. F EE =% %
28 88 = % 55 3§
& g 28 5 @ £t S2 s =
£ E=md @ o €5 2°F
= o g & 8 "= =
G &) a
Food from natural/semi-natural ecosystems Y Y Y Y Y Y
Fibre, other raw materials Y Y Y Y Y Y
Domestic and industrial water Y Y Y Y Y
Bio-prospecting & medicinal plants Y Y Y Y Y
Ornamental products Y
Air purification Y Y Y
Recreation Y Y Y Y Y
Spiritual and aesthetic Y Y Y
Cognitive and learning opportunities Y Y Y
Stable climate Y Y Y Y Y
Pollution control and waste assimilation Y Y Y Y Y
Erosion control Y Y Y Y Y
Disease and pest control Y Y
Flood control and protection from extreme events Y Y Y

3 TEEB is a global initiative focused on drawing attention to the economic benefits of biodiversity. Its objective is to highlight the growing
cost of biodiversity loss and ecosystem degradation. It was set up following the G8+5 Potsdam conference, publishing a series of papers
drawing on expertise from over 2,000 scientists, economists and business people and policy makers.

4 Ecosystem services with fewer than 2 valuation estimates are excluded from our analysis and are not presented in Table 2.
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1.4.1. Limitations of scope

As discussed above, while there are fewer ecosystem services covered for deserts, we do not believe there to be
significant omissions in scope, with each of the major ecosystem services for each eco-region covered.

Our methodology follows the ecosystem approach by valuing the services provided by ecosystems, rather than
the individual constituents of a specific ecosystem. This is generally accepted as the most robust approach to the
measurement of societal values relating to land use changes and degradation of ecosystems by academics and
policy makers.

However, it is an evolving approach and this on-going development is relevant in a number of important
respects:

1. The ecosystem services typology set out in Table 1 and 2 is a significant simplification of the many, and
varied, benefits that people receive from the environment and it follows that any valuation based on this
typology will itself be a simplification of reality.

2. Methods for the valuation of ecosystem services are themselves evolving rapidly and the choice of method
can have a significant impact on the resulting valuation. At present, the basic alignment between economic
concepts of direct use, indirect use and non-use value, and ecosystem service classifications is also
imperfect.

3. Even if the alignment were perfect, the difficulties that ecologists face in linking changes in biodiversity with
changes in the provision of ecosystem services, coupled with the simplifications required in economic
analysis, mean that ascribing precise values to marginal changes in biodiversity (in all but a few unusual
cases) remains some way off.

A key implication is that, in situations where an individual species is affected (e.g. due to wild hunting) without
a discernible impact on the supply of ecosystem services (either due lack of data or an incomplete
understanding of ecosystem functioning), it may not be possible to estimate the changes in human welfare — i.e.
to ascribe a societal cost. This is particularly likely where the affected species is not ‘charismatic’s and does not
provide directly measurable benefits (via ecosystem services) to society, such as through tourism,
bioprospecting or pest control.

5 A charismatic species is usually large and noticeable organism which acts as icon or symbol for a defined habitat. Different cultures will
have different charismatic species of particular meaning to them. www.wwf.panda.org accessed Feb 2014.
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2. Summary of methodology

2.1. Introduction

The impact pathway presented in Chapter 1 identifies how emissions and resource use can lead to different
types of impacts. Our valuation framework is structured to follow this pathway, at each stage demonstrating the
causal links between corporate activities (which result in changes in ecosystem service provision) and societal
costs or benefits.

To understand the value of societal impacts associated with each of the drivers, it is necessary to:

1. Obtain environmental metric data: The starting point for each of our methodologies is data on the
amount of land use. These metric data are based on an understanding of the corporate activities which they
result from. The data can come from a variety of sources, some of which (e.g., life cycle assessment (LCA) or
environmentally extended input-output modelling (EEIO)) are subject to their own distinct methodologies®.

Table 3: Environmental metric data

Impact driver (emission or resource use) Environmental metric data

Land conversion and occupation of newly converted land Total land for corporate activities (m?2),
identifying land cover type, extent of ecosystem
service loss (or suitable proxy, see Chapter 4)

2. Quantify environmental outcomes: We quantify the biophysical changes in the environment resulting
from anthropogenic pressures (as measured by the metric data). This is discussed further in Table 4.

3. Estimate impacts on people: We estimate the societal cost of how people are affected by environmental
outcomes stemming from corporate activities. This is discussed further in Table 4.

It is not always necessary or appropriate for environmental economic valuation to go through each of these
steps explicitly. A single methodological step may often cover several steps at once. However, considering each
E P&L methodology through the lens of this valuation framework helps ensure rigor, transparency, and
consistency.

2.2. Summary of methodology

The methodology presented here is intended for use with global supply chains. It presents a method to calculate
the quantity of land use where actual data are not available and value the lost ecosystem services across many
countries simultaneously. Where highly localised valuations are required, a more locally-focused approach
should be applied (based on similar principles to those described here but tailored on a case by case basis).

The first step of this methodology is to measure or estimate the quantity of land in use and converted in the
current year (metric data). Where available, this can be obtained directly from company data. However,
companies that do not directly manage the production of their raw material inputs are unlikely to have data on
the most material areas of land use. In such cases, land use can be estimated through productivity modelling
(this is generally the preferred approach and is described in Appendix II), or by using techniques such as
environmentally extended input output modelling (EEIO), or life cycle assessment (LCA).

This paper focuses on quantifying changes in the environment and valuing these changes in terms of societal
costs and benefits. The steps to do this are summarised in Table 4. This table relates back to the second two
columns of the impact pathway: identifying the environmental outcomes (change in ecosystem services) and
valuing the impacts on people.

6 The sources of metric data are outlined in Chapter 3. The assumed starting point for this methodology is the form specified in Table 3.
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Table 4: Summary of land use societal impacts calculation methodology, key variables and assumptions

Quantify environmental outcomes

Land use pathway impact pathway

Estimate impacts on people

Method .

Where the eco-region affected is not known, this can be
identified using WWF’s Wildfinder GIS database.

e The extent of ecosystem service loss associated with the
land use management practices, relative to the natural
eco-region, are estimated based on changes in biomass
and species richness.

e The pattern of land occupation and conversion also
affects service provision and can be used to estimate
losses in ecosystem services in different plots of land.

e Where multiple outputs are produced in the same land
area (e.g. leather and meat from cattle farms), the
impacts are attributed based on the relative economic
value of each output.

Per hectare valuation estimates are calculated for different ecosystem services by
eco-region and in different countries or sub-national regions.

1,500 estimates of ecosystem services are classified into eco-regions and medians
taken across each ecosystem service to estimate the current marginal value of
ecosystem services.

An econometric approach was tested however the number of relevant variables is
too large, each with limited explanatory power, and not enough data of sufficient

consistency to identify a systematic relationship. Van der Ploeg et al. (2010) came
to the same conclusion during their analysis of the TEEB database.

Country and eco-region specific values of individual ecosystem services are
adjusted for the socio-economic context. In particular, the proportion and
concentration of rural populations are used as a proxy for dependence and
vulnerability of people on local and regional services. The values for these services
are also PPP adjusted to account for differing willingness to pay. Global services
are not adjusted for country-specific parameters.

A portion of the service value is applied to each hectare of land use based on the
proportion of ecosystem service loss.

For occupation of previously converted land, an average of the different marginal
values due to differing scarcity of land in the past is applied.

The current marginal value is only applied to new conversions.

Key variables e« WWF Wildfinder eco-regions. .

e Biomass and species richness of natural eco-region and
new land use by country.

Existing primary estimates of ecosystem services.

GDP, inflation, GNI, population density.
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Assumptions e The 6 broad eco-regions (corresponding to our

and valuation database) are considered appropriate because

Jjustification the principle driver of value is the nature of the
ecosystem service itself within an eco-region, together
with characteristics of the benefiting population.

¢ Changes in biomass and species richness pre/post
conversion are acceptable indicators for changes in
ecosystem service provision.

Underlying estimates provide a representative sample of the ecosystem services
provided by each of the 6 eco-regions. The database used is the most
comprehensive repository of primary estimates available. However, distributed
across 14 ecosystem services and 6 eco-regions, the number of values for each
ranges from 2 to 9o (after all exclusions) which are subject to a level of natural
variation. Despite this, we believe they are sufficient to give a strong indication of
the likely scale of value that can be delivered by different ecosystem services.

The distribution of estimates in the underlying dataset shows a long tail, with
many estimates towards the low end and a few very high estimates. We select the
median value as the most representative estimate of the likely impacts of sourcing
from a given eco-region because it is more robust (outliers have less influence on
the result).
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3. Data requirements

3.1. Introduction

Gathering appropriate data is a precursor to valuing the environmental impacts from land use. The availability
of high quality input data is a key determinant of the appropriateness of impact quantification and valuation.

Three broad categories of data are required for quantification and valuation:

¢ Metric data: Quantity and location of land use and conversion. Where this is not available, the quantity
and source location of raw materials.

e Contextual data: These relate to the context of land use. Our methodology requires two types of
contextual data:

— Eco-region type of occupied and converted land; and
— Socio-economic characteristics around land use and conversion areas.

e Other coefficients: Numerical estimates of ecosystem value derived from the academic literature or other
credible sources which are required to convert metric and contextual data into value estimates.

While methods for the collection or estimation of basic metric data are not the subject of this paper, the data
generation methods used are nonetheless relevant to the likely availability of contextual data and therefore the
viability of different potential valuation approaches. This chapter therefore has two purposes: firstly, it
describes the most likely sources of metric data across a typical corporate value chain and the implications for
contextual data availability; secondly, it sets out key contextual and other coefficient data requirements and the
preferred sources for these.

3.2. Environmental metric data

The ideal dataset would specify the land area used and the location of these areas (at least at the country level)
across the supply chain. In practice, it is the production of raw materials, particularly agricultural raw
materials, which are likely to represent the vast majority of land use for most companies outside of the services
sector.

However, in many cases, only companies that are directly associated with the production of raw materials will
know the area used. Data sources which are likely to be most readily accessible for an average company are

outlined in Table 5.

Table 5: Likely metric data sources

Value chain stage Metric data

Own operations Land use footprint of buildings should be available from company management
information

Immediate suppliers Land use footprint of buildings may be available from suppliers

Where this is unavailable, gaps in metric data can be filled using modelling techniques

such as EEIO.
Upstream/ Footprint of buildings can be estimated using EEIO and LCA (or inferred from other
supply chain suppliers).

Land use footprints of raw materials can be estimated using production models, based on
data on raw material demand from the company and its manufacturing suppliers.

The source location of these materials may be known by the company. If this is not the
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Value chain stage

Metric data

case, suppliers may be able to provide the information or trade data can be used to identify
the most likely sources.

Downstream/
use phase

Land use area is highly dependent on the product in question. Cars require car parks and
garages. However, many products such as clothing or cosmetics have no direct land use
requirements.

Indirect land use (e.g. rubber production for tyres) can be estimated using production
models, based on assumptions on the quantity of raw material used which may be
available from customer surveys or industry information. EEIO and LCA can also be used
to estimate indirect land use where appropriate.

End of life/
re-use impacts

Land use area can be modelled using EEIO or LCA techniques. This may be further
informed by customer surveys or industry information.

3.3. Contextual and other data

The contextual data and other data requirements are set out in Table 6. These include other key inputs (beyond
volume of land use) needed to execute our models and coefficients from literature needed to execute valuation.

Table 6: Contextual data requirements for quantifying land use and valuing the impacts of
lost ecosystem services

Information

Purpose Default metrics

Quantifying environmental outcomes

Location of land use

Eco-regions and ecosystem service
supply varies geographically.

Company data, supplier questionnaires. Other
options include trade data from UN Trade,
government statistics and multi-region input-
output models.

Co-productions:
Relative value of raw
material versus other
products from land

For raw materials that are produced
in conjunction with other materials
in the same area, we use an
economic allocation (e.g. meat and
hide from cows)

Company data, supplier questionnaires, FAO
Stat and other commodity price data sources.

WWF Wildfinder, and supporting academic

Eco-region Specifies the type of natural
distribution ecosystem for the location literature
Biomass Used to approximate the change in

ecosystem service function as a
result of conversion

IPCC provides generic biomass (tonne/ha)
estimates for different land uses and approved
methods for estimating a change following
conversion. Other sources are available in the
ecological academic literature.

Species richness

Used to approximate the change in
ecosystem service function as a
result of conversion

Ellis et al. (2012) estimate changes in species’
richness (count of functional groups) associated
with different land uses in different eco-
regions. Other location specific data on species
richness are available in the ecological
academic literature.
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Information

Purpose

Default metrics

Estimating societal impacts

Unit and currency

Estimates of ecosystem services should be

conversions inflated to current prices and converted to
the same unit and, where appropriate, PPP
adjusted.

Population The more people who benefit from an

distribution and
density

ecosystem service, and the more dependent
those people are on it, the higher its value.
Population density and the rural — urban
distribution of population is used to adjust
value estimates to account for regional
differences.

Ecosystem services
value

Estimate the impact of ecosystem service
loss in a given context

Exchange rates, inflation and GNI for
PPP adjustments are sourced from the
World Bank.

The World Bank provides data on
average of country population density
and the distribution of population
between urban and rural areas. More
location specific values can be used
where appropriate and available.

Peer-reviewed environmental economic
literature
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4. Valuation module: Loss of
ecosystem services from land
use and conversion

This chapter presents a method to estimate the societal impacts of corporate land use, including occupation and
conversion. This estimate incorporates the societal impacts associated with all land use that can be attributed to
a company’s operations and therefore may need to cover multiple geographies across expansive global supply
chains. The valuation approach first traces the share of land use for which the company is responsible before
going on to estimate the extent of service loss that occurs as a result of the change in use. An estimate of the
societal impacts of these lost services is then determined in the final step.

A summary of the valuation approach is provided in Table 7 (from chapter 2). The following sections build on
the data requirements (and likely availability) outlined in Chapter 3 and discuss our methodology in detail.

Table 7: Summary of land use societal impacts calculation methodology

4.1 Quantify environmental outcomes 4.2 Estimate societal impacts

Valuation module: Loss of ecosystem services from land use and conversion

Methods e Where the eco-region affected is not e Per hectare valuation estimates are calculated for
known, this can be identified using different ecosystem services by eco-region and in
WWF’s Wildfinder GIS database. different countries or sub-national regions.

e The extent of ecosystem service loss e 1,500 estimates of ecosystem services are
associated with the land use classified into eco-regions and medians taken
management practices, relative to the across each ecosystem service to estimate the
natural eco-region, are estimated current marginal value of ecosystem services.

based on changes in biomass and

. e An econometric approach was tested however the
species richness.

number of relevant variables is too large, each

e The pattern of land occupation and with limited explanatory power, and not enough
conversion also affects service data of sufficient consistency to identify a
provision and can be used to estimate systematic relationship. Van der Ploeg et al.
losses in ecosystem services in (2010) came to the same conclusion during their
different plots of land. analysis of the TEEB database.

° Where multiple outputs are produced o Country and eco-region specific values of
in the same land area (e.g. lefither and individual ecosystem services are adjusted for the
meat from cattle farms), the impacts ] ] ]
. . socio-economic context. In particular, the
are attributed based on the relative i d trati P !
economic value of each output. proportion and cohcentration of rura
populations are used as a proxy for dependence
and vulnerability of people on local and regional
services. The values for these services are also
PPP adjusted to account for differing willingness
to pay. Global services are not adjusted for
country-specific parameters.

e A portion of the service value is applied to each
hectare of land use based on the proportion of
ecosystem service loss.
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e For occupation of previously converted land, an
average of the different marginal values due to
differing scarcity of land in the past is applied.

e The current marginal value is only applied to new
conversions.

4.1. Environmental outcomes

To estimate the environmental outcomes of land use, we must assign the correct portion of land use and then
estimate the extent of ecosystem services lost on that land.

Figure 2: Steps for estimating environmental impacts of land use & conversion

Apportion land use to the company

v/

Assign land use to eco-regions

v/

Estimate the extent of ecosystem service loss in each eco-region in

each location

4.1.1. Step 1: Apportion land use to the company

The first step is to determine the quantity of land in use or converted, in hectares, by location. See Chapter 3 for
potential metric data sources, and Appendix II for an example of a recommended method to estimate land use
requirements for raw materials in agriculture.

While the company may not be the owner or operator of the land in use or under conversion, the objective of
the E P&L is to calculate all the impacts associated with the company’s operations and supply chain. As
discussed in Chapter 1, we therefore assign the impacts of all land required to produce all goods and support all
services associated with a company, to the company.

In some cases, land may have several uses, only some of which are associated with the company — for example,
where several economic goods are produced in the same area. This is the case for intercropping and
agroforestry and for co-products from the same production process. For example, leather is a co-product of
cattle rearing along with meat, blood, bone and offal.

We apportion land use based on the average economic share which aligns with the economic incentives for land
use and land conversion. An alternative approach frequently used in Life Cycle Assessment (LCA) literature is
to apportion responsibility according to mass balance (each co-product is assigned impact proportionally to its
weight relative to the total of all co-products). We believe, however, that an economic allocation better reflects
the motivations behind land conversion and occupation, which are primarily economic decisions.
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To this end, the land use from area, 1, should be attributed to the company(ies) demanding each raw material
output, o, of the land based on their relative value (Equation 1).

Equation 1: Calculate economic share

output value ($),,
total value of outputs from area,

Economic share (%)q =

To apportion the land use, the total land area required is then multiplied by the percentage attributable to the
raw material in question (Equation 2).

Equation 2: Calculate attributable area

Attributable area (ha), = Area (ha); X Economic share (%),

Box 1 presents an example for leather. Note that, where an output has no economic value, it would have no
impacts allocated to it.
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Box 1: Attribution of impacts to leather

Since demand for leather only forms part of the economic case for cattle-rearing as a land use, the cost of
impacts should be attributed between leather, meat and the other outputs proportionally to their relative value.

For a calf reared and sold in France, on average this gives 8 %, made up of a hide value of $105.17 and a total
carcass value of $1,314.29. Another example for a US beef steer is presented below.

Some commentators argue that cattle hides are a pure by-product of meat production and therefore should not
hold any responsibility for the environmental impacts of cattle rearing. However, it is more accurate to consider
the hide as an economic co-product because for some farmers it can be an important part of the economic case
for raising cattle. Indeed, the hide represents between 5 and 15% of the total value of cattle products, depending
on quality and location. Beef Issues Quarterly, a major commentary on the industry supported by the National
Cattlemen’s Beef Association, notes that the value of a hide and other non-edible beef products ‘are an
important factor in beef packer returns’. To support US ranchers, USDA Agricultural Marketing Service reports
hide price data on a weekly basiss.

Figure 3: The average value of different cattle meat and hide?

Cattle product Value of
total
Loin 25% Hide USD 63

Plate, Brisket, Flank 20%

Chuck Rib

USD 141 USD 93 Loin

USD 190

Chuck 18%

Brisket, Plate and Flank
Rib 13% usD 153
Round 11% Other USD 47
Hide 7%
Other 6%

4.1.2. Step 2: Assign land use to eco-regions

Land in the desert provides different services from land on the coast. It is therefore necessary to designate
distinct eco-region types to each area of land use in order to accurately assess the extent of ecosystem service
loss.

At a global scale, arguably the most complete dataset for defining eco-regions is the WWF Wildfinder which
presents the distribution of 16 biomes (based on a more detailed set of 867 ecosystem types), Figure 4. WWF’s
ecoregions have been classified using biogeographical data and are the result of an extensive collaboration with
over 1,000 biogeographers, taxonomists, conservation biologists and ecologists from around the world. Existing
estimates of ecosystem valuation are not available in sufficient quantity at this level of detail so we map the 16
biomes to six eco-regions, presented in Table 8. While these six groups are broad, increased differentiation is

7 Beef Issues Quarterly, http://beefissuesquarterly.com/Beefbyproductvaluesimportanttocattleprices.aspx Accessed July 2011.

8 United States Agricultural Marketing Service. www.ams.usda.gov Accessed July 2011.

9 Meat price and proportional weight data based on USDA and CattleFax, June 2010 report. Hide price data are an average of global prices
across a bundle of hide types. Carcass and hide weights are assumed to be 277 kg and 27 kg, respectively.
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introduced when they are valued using other location-specific information. In addition, as more original
valuation estimates are conducted and our valuation dataset is updated, we anticipate being able to apply a
more granular breakdown of eco-region type.

Where the exact locations of land use and land conversion activities are known, the WWF Wildfinder map can
be used to identify the appropriate eco-region classification. However, where the exact locations are not known
(for example if LCA is used to estimate the extent of supply chain activities), the relative coverage of each eco-
region in a given location (e.g., at a country level) can be used to estimate a proportional split of eco-regions for
each location. For example, areas of land used for cattle ranching in Australia could be assigned to an eco-
region based on the distribution of each eco-region type within key cattle ranching areas of Australia.

At the end of this step, the land area (ha) required for the production of a given raw material should be available
by eco-region within a given country and sub-national location.

Figure 4: WWF Wildfinder biomes

Biomes

Mol Broadisat Forest [ e
o o cuenovioal oy [ ene Srasancs and
s oot [H v
[ [ermeerat Srsstestns [ ety
l:l Tamperate Confferous Forests [ ] Desers and xeric shublands
[ [ — - Mangroves
potenirer || b
TemF:erate Grasslands, l:l Rodk & loe
Sawvannas and Shrublands
Table 8: Mapping biomes to eco-regions
WWF Biome Eco-region used in this methodology
Tropical and subtropical moist broadleaf forests Tropical forests
Tropical and subtropical dry broadleaf forests Temperate and boreal forest
Tropical and subtropical coniferous forests
Temperate broadleaf and mixed forests
Temperate Coniferous Forest
Boreal forests/Taiga
Mediterranean Forests, woodlands and scrubs
Temperate grasslands, savannas and shrublands Grasslands
Tropical and subtropical grasslands, savannas and shrublands
Montane grasslands and shrublands
Tundra
Deserts and xeric shrublands Desert/arid grassland
Flooded grasslands and savannas Inland wetlands
Mangroves Coastal wetlands

4.1.3. Step 3: Estimate the extent of ecosystem service loss in each eco-region
in each location

The objective of this step is to calculate the change in ecosystem services and therefore define the
environmental outcomes of the land use in each location. The change in ecosystem service provision depends
on the type of natural ecosystem displaced and the current land use activity. The extent of ecosystem service
loss, expressed as a percentage, can vary significantly according to the type of land use change.

The extent of service loss can be determined directly when the exact location is known and data are available on
specific estimates of ecosystem service provision. In such cases the pattern of conversion can also be taken into
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account — this can have an important impact on the extent of service losses, particularly in neighbouring
natural areas (see discussion of edge effects in, for example, Chaplin-Kramer et al., forthcoming, and Skole and
Tucker, 1994).

However, for corporates with extensive global supply chains, it is not possible to measure specific changes in
service provision for a range of different eco-regions. In such cases, the relative biomass (tonnes/ha) and
species richness (count of functional groups) expected from the natural eco-region and associated with the
current land management regime are used as proxies.

There is ecological support for a relationship between these variables and ecosystem functioning at a general
level (Hooper et al., 2005). However, we recognise that this method is a crude approximation of the complexity
of different ecological systems globally, with many other important interactions present in nature. We test for
the potential significance of this assumption in our sensitivity analysis.

Table 9 identifies the proxy variables used for each ecosystem service which are intended for use when minimal
details of the land use practices are known. In this case, we make the conservative assumption (leading to
higher impacts) that there is intensive industrial production on the site. As a result, we assume that some
services are completely lost — e.g., opportunities for the gathering of food or fibre.

Where sustainable land management practices are employed in the production of the raw material in question,
specific analysis is required to understand how the sustainable management practices in use affect the provision
of each ecosystem service and percentage changes estimated for each.

Table 9: Proxies to estimate the relative change in ecosystem services for use where specific
data are unavailable

Ecosystem service Extent of loss - Proxy
Provisioning Food from natural/semi-natural Total loss - N/A
services ecosystems
Fibre, other raw materials Total loss - N/A
Domestic and industrial water Total loss - N/A
Bio-prospecting & medicinal plants Total loss - N/A
Ornamental products Total loss - N/A
Air purification Partial loss - Biomass
Cultural Recreation Partial loss - Biomass & species richness
services . . . . o
Spiritual and aesthetic Partial loss - Biomass & species richness
Cognitive and learning opportunities Partial loss - Biomass & species richness
Regulating Stable climate Partial loss - Biomass
services : o . . .
Pollution control and waste assimilation  Partial loss - Biomass & species richness
Erosion control Partial loss - Biomass
Disease and pest control Partial loss - Biomass & species richness
Flood control and protection from Partial loss - Biomass

extreme events

To calculate the extent of ecosystem service change for eco-region e in location 1, we use data for the current
use, u, relative to the typical ecosystem associated with the eco-region in question (Equation 3).
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Equation 3: Calculate the extent of ecosystem service loss using a proxy

proxy for current land use (unit),,

Extent of ecosystem service loss (%), = p
f y (%)t expected proxy of natural (unit),,;

Where both biomass and species richness are used together, the average of the two percentages is used to
infer the extent of ecosystem service loss. Table 10 presents an example of estimated ecosystem services loss
for an area of pasture land use in an Australian Grassland.

Table 11 presents the data requirements and sources for estimating environmental outcomes and Table 12
presents the key assumptions.

Table 10: Example output from estimating ecosystem service loss for an Australian Grassland

Country Eco-region Areaof Ecosystem service Extent of
and attributable service
conversion land use loss

Australia Grasslands to 12,300 ha Food from natural/semi-natural ecosystems 100%
Pasture Fibre, other raw materials 100%

Domestic and industrial water 100%
Bio-prospecting & medicinal plants 100%
Ornamental products 100%
Air purification 78%
Recreation 64%
Spiritual and aesthetic 64%
Cognitive and learning opportunities 64%
Stable climate 78%
Pollution control and waste assimilation 64%
Erosion control 78%
Disease and pest control 64%

Flood control/protection from extreme events  78%
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Table 11: Data required to estimate ecosystem service loss

Variable Suggested data source(s)

Relative value of raw material vs other Company data, supplier questionnaires, FAO Stat and other
products from land commodity price data sources

Eco-region distribution WWF Wildfinder

Biomass IPCC (2007) provides generic biomass estimates for different land

uses and approved methods for estimating a change following
conversion. There is also a huge academic literature in carbon
storage rates found in specific sites around the world.

Species richness Ellis et al. (2012) estimate changes in species’ richness (count of
functional groups) associated with different land uses in different
eco-regions. Other location specific data on species richness are
available in the ecological academic literature.

Table 12: Key assumptions to estimate ecosystem service loss

Assumption Explanation

Economic allocation of impacts between Typically, allocation of impacts is either made on a per mass basis
multiple raw materials from same area or using an economic allocation. We opt for an economic allocation
because we believe that it better reflects the decision making

behind land use choices.

Mapping of WWF biomes to 6 eco-regions The eco-regions are used as the starting point for the valuation,

is appropriate assuming that the underlying valuation studies are representative
of the ecosystems classified within the eco-region. These broad
groups are considered appropriate because the principle driver of
value is the nature of the ecosystem service itself, together with
characteristics of the benefiting population rather than type of
ecosystem the service was derived from. For example, both
mangroves and coastal marshes provide coastal protection which is
valued in a similar way despite the significant differences in

ecology.

Changes in biomass and species richness ~ This adjustment is considered an acceptable approximation for
pre/post conversion is a suitable indicator applications at a global scale in the absence of other commonly
for changes in ecosystem service applicable indicators with available data. Although we recognise
provision that there are a great many other factors which affect ecosystem
functioning, and that changes in species richness or biomass will
not necessarily lead to proportional changes in functioning, for
example due to keystone species or functional duplication across

multiple species.
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4.2. Societal impacts

In this section, we estimate the change in economic value associated with the loss of services to society
estimated in the previous section (4.1).

The value of an ecosystem is driven by the different ways in which its’ services provide benefits to society. The
total value of a hectare of a given ecosystem is the sum of the value derived from each of the ecosystem services
it provides.

Going into the valuation, the impacts are presented in hectares of land use with an associated percentage loss of
each ecosystem service split by the eco-regions present in each location. The valuation method discussed here
considers, in economic terms, how these losses in ecosystem services affect people.

Our methodology draws on the wealth of research into ecosystem valuation. Our database contains 1,500
individual estimates of ecosystem service values. These are used to estimate values for ecosystem services from

different eco-regions in different contexts by averaging across the available studies.

Figure 5: Methodological steps for estimating societal impacts of land use conversion

Standardise valuation estimates in database to be expressed in 2011

USD per hectareper year

v/

Grou p ecosystem services by eco-region type and calculate the
2 medianvalue of each ecosystem service. Thisrepresents the current

marginal value.

Cal culate the average of marginal values through increasing scardty
(and time), assuminga relationship between scarcity and value

Apply the ecosystem service values to changes in ecosystem services
associ ated with land occu pation or conversion to estimate the
impacts

4.2.1. Step 1: Standardise the ecosystem service valuation estimates

The estimates in our database of ecosystem service valuations are presented in different currencies for different
years. In order to bring these estimates together in our meta-analysis it is necessary to standardise the units.
We therefore make a number of adjustments to the individual published estimates contained within the
database to express them in 2011 USD per hectare per year:

e Converting values to per hectare per year: Some values in the original publication are expressed as per
household, total values for a larger area, or as a Net Present Value (NPV). Where possible, these values are
converted based on other information provided by the authors (e.g. number of households, area, discount
rate and years over which NPV is calculated).
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e Converting values to current USD: Exchange rates from the date of the estimate are used and US inflation
rates applied. This ensures inflation is applied consistently and avoids some potentially large fluctuations
based on variations in inflation.

e Applying income adjustment to correct for Purchase Power parity (PPP) differences across estimates: we
apply current PPP adjustments (based on the ratio of local Gross National Income (GNI) to U.S. GNI) to
local and national ecosystem services. We do not apply income adjustments to global services as these are
typically already based on a global (or at least international) willingness to pay (includes a classification of
ecosystem services by scale of the service delivery — local, national or global.)

At this stage, 284 values have to be excluded from the database, reducing our sample size, either because it is
not possible to express them as per hectare per year values, or because they do not have a specific eco-region
associated to them. Every effort is made to include values where possible. For example, estimates of grouped
ecosystem services (e.g. labelled as TEV or total of provisioning services) are retained and estimates covering
several countries are also retained (with exchange rates calculated based on the relevant basket of economies).

4.2.2. Step 2: Estimating the current marginal value of ecosystem services by
eco-region and country

The current marginal value of ecosystem services represents the impacts associated with losing another hectare
of natural ecosystems today, given the prevailing level of ecosystem services (and scarcity of natural
ecosystems). The objective of the methodology is to estimate the current marginal value of the different
ecosystem services provided by each of the 6 eco-regions in different contexts.

Remove outliers by ecosystem service and eco-region

To estimate the current marginal value of ecosystem services we take the average across estimates in the
database. The estimates are split by ecosystem services within each of the 6 eco-regions. We do not segregate
the estimates by country or by geographical region. We consider averaging across eco-regions to be a better
approach than averaging estimates by country or region because (i) there is more similarity in terms of
ecosystem services across eco-regions in different countries than between different eco-regions in the same
country and (ii) there is insufficient data coverage to provide reliable and comparable estimates by country or
region. TEEB takes a similar approach, emphasising the commonality of ecosystem types, rather than country
borders which are largely arbitrary from an ecosystem point of view.

There is significant variation across estimates for most ecosystem services. In general, the data display a long
tail with most estimates at the lower end of the range and a few quite high values. As a result, the mean values
tend to be higher than the medians, with quite large standard deviations (see Figure 6 for an example).

This analysis calculates an average value in order to give an indication of the central tendency within our
distribution of values of ecosystem services in a given eco-region. In nature there is considerable variation
within eco-regions, furthermore there is even greater variation in the way human society interacts with (and
therefore gleans value from) ecosystems. It is therefore not unreasonable to expect significant variation in our
sample of values, and we should retain most outliers. However, some values are several orders of magnitude
higher than most and skew the results disproportionately (even if the median is used). We therefore opt to
exclude estimates which are 2 standard deviations higher (or lower) than the mean.

Figure 6 presents an example with results before and after the exclusion of two outliers. 146 estimates are
excluded across all ecosystem services and eco-regions, leaving 1,061 estimates. An alternative approach would
be to retain all values in our pool for calculating marginal values, but we feel this exposes the mean and median
values to bias and reduces reliability and comparability across eco-regions.
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Figure 6: Example distribution of all estimates for food services from coastal wetlands
(USD/ha/yr)
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Calculating average values for ecosystem services by eco-region

Following exclusion of the largest outliers, we calculate the mean and median values for each ecosystem service
by eco-region.

The sum of the value of ecosystem services from an area represents the TEV. We can therefore sum across the
estimates for each ecosystem service to give the average total economic value of each of our 6 eco-regions. In
doing so, we exclude ecosystem services for which we only have one value estimate. 13 estimates are excluded
across all ecosystem services and eco-regions. Table 2 presents the final coverage of ecosystem services included
in the valuation for each eco-region.

Some estimates in the database do not represent individual ecosystem services, but refer to a TEV or the total
value of provisioning, cultural or regulating services. These estimates cannot be included in the calculation of
the average value of individual ecosystem services, but can be included at the point of aggregation to a TEV for
each eco-region. They are weighted by the number of estimates, to give all data points equal weight in the
average TEV (for example, if 100 individual ecosystem service values went into the aggregated TEV, then an
estimate of TEV is given a 1/101 weighting and averaged with this aggregated TEV). Table 13 shows the results
of this analysis for Tropical Forests. These results illustrate the difference between the mean and median
estimates. We recommend using the median because it is a more robust estimate of the central tendency,
particularly given the long tailed distribution of the estimates.
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Table 13: Ecosystem service values for Tropical Forests

Mean Median Count (n) Min Max Standard
USD/ha/yr  USD/ha/yr USD/ha/yr USD/ha/yr  deviation
USD/ha/yr
Provisionin Food from natural/semi-natural ecosystems 454 236 38 <1 3,984 862
g services Fibre, other raw materials 906 749 36 6 3,896 914
Domestic and industrial water 338 62 8 <1 2,648 918
Bio-prospecting & medicinal plants 204 16 47 <1 2,049 479
Ornamental products excludedte excluded 1 67 67
Air purification 256 256 2 11 501 346
Cultural Recreation 1,853 510 24 4 8,991 2,794
services Spiritual and aesthetic - - - - -
Cognitive and learning opportunities - - - - -
Regulating  Stable climate 193 190 13 1 8474 243
services Pollution control and waste assimilation 1,323 1,084 7 1 4,384 1,620
Erosion control 2,385 1,376 12 16 13,117 3,800
Disease and pest control excluded excluded 1 14 14
Flood control/protection from extreme events 107 39 8 12 376.77 139
Cultural service [general] excluded excluded 1 12 12
TEV 2,144 2,504 6 162 4,069 1,625
TOTAL 7,846 4,458 197

10 Services for which there are only one estimate are excluded.
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Calculating values of ecosystem services by country

The objective of the calculations in this step is to approximate the demographic differences that influence the
extent to which ecosystem services provide value contexts. In particular, we seek to reflect the extent to which
people are dependent on different services in different contexts. For example, rural communities tend to be
more reliant on ecosystem services (directly or indirectly), and more vulnerable should those services be
reduced. In addition, the number of beneficiaries is important; where there are more people the value at risk is
higher. Similarly, if those people are more affluent, they will have a higher willingness to pay, such that the
total impact of losses will be higher.

The adjustments presented here are made for country level data, however where more locally specific
information on land use is available the adjustments should be made to reflect the local conditions. As before,
services accruing at the international level are not adjusted for local conditions because the values in the
underlying estimates already reflect international preferences. There are two key adjustments applied to local
and national services to transfer the median eco-region estimates to different countries:

1. Income adjustment

Adjustments for income are applied using current GNI ratios. This converts the standardised database
figure from US purchasing power to local currency purchasing power. All values are expressed in
USD/ha/yr.

2. Population dependancy and distribution

The proportion of the population living in rural areas, together with the concentration of the urban population
is used to adjust country-specific values, such that countries with a higher proportion of rural population have
higher valuation estimates. A population adjustment factor between 0 and 1 is calculated based on country-
level population density and the urban-rural population concentration, relative to the global average. This
adjustment is applied as a scale multiplier to each country-level estimate of local and regional ecosystem
services. Global ecosystem services are not adjusted.

Table 14 presents the value of ecosystem services from tropical forests in a number of countries.

Table 14: Ecosystem service values of tropical forests in different countries

USD/ha/yr Brazil Colombia Congo, Indonesia
Rep.

Total 1,377 1,159 649 845
Food from natural/semi-natural Local 54 41 11 23
ecosystems

Fibre, other raw materials Local 170 130 36 72
Domestic and industrial water Regional 14 11 3 6
Bio-prospecting & medicinal plants Global 16 16 16 16
Air purification Global 253 253 253 253
Recreation Regional 116 88 24 49
Stable climate Global 188 188 188 188
Pollution control and waste Regional 246 188 52 104
assimilation

Erosion control Regional 312 238 66 132
Flood control and protection from Regional 9 7 2 4

extreme events

1 The total change in societal welfare given a change in provision of services is the sum of all individual marginal willingness to pay for the
change in service (Samuelson, 1954).
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The principle data requirements and key assumptions required for the calculations are presented in Table 15

and Table 16.

Table 15: Data required for estimating the current marginal value of ecosystem services

Variable

Suggested data source(s)

Primary estimates of ecosystem service
values

The TEEB database provides an excellent starting point. Other
published estimates have been added to this from journals,
including: Journal of Environmental Economics and
Management, Ecological Economics, American Journal of
Agricultural Economics, Land Economics, Environmental and
Resource Economics, Environment and Development Economics,
Journal of Environmental Economics and Policy.

Unit and currency conversions

Exchange rates, inflation and GNI for income adjustments are
sourced from the World Bank.

Population density and distribution

The World Bank provides data on average in country population
density and the distribution of population between urban and
rural areas. OECD calculates a population concentration index.

Table 16: Key assumptions to estimate the current marginal value of ecosystem services

Assumption

Explanation

Underlying estimates provide a
representative sample of the ecosystem
services provided by each of the 6 eco-
regions

Although, the our database of values is arguably the most
comprehensive repository of primary estimates currently available,
these are distributed across 14 ecosystem services and 6 eco-
regions, the number of values for each ranges from 2 to 9o (after all
exclusions). Although there is less confidence at the lower end of
this range, we believe these data are sufficient to give a good
indication of the likely scale of value that can be delivered by
different ecosystem services.

Estimates more than 2 standard
deviations from the mean are excluded

The objective of this valuation is to provide an estimate of the
average value of different ecosystem services in a generalised eco-
region. It is clear from studying the largest outliers that these are
very special cases and do not give a fair representation of the
average values (e.g. strawberry growing in deserts) and are
therefore inappropriate for this calculation.

The median provides a better estimate
of the central tendency

Statistically, the mean is a more efficient estimate (the variance of
the mean of multiple random samples from the population will be
lower), while the median is more robust (outliers have less influence
on the result). Efficiency and robustness must typically be traded off
one another. Given the distribution of the data and given the
objective of the study is to identify the most likely impact, we
consider the median to be more appropriate in this case.

Income and rural population
concentration factor provide
appropriate adjustments to reflect
differences in the level of benefits and
value delivered to people by ecosystem
services in different countries

Income accounts for differences in ability to pay (WTP is bounded
by income) and can also proxy for appetite for trading off
environmental goods (some of which could be considered a luxury
good in the short term) for other economic gains. Population
adjustments reflect the number of people who are likely to benefit
from the services and their reliance on ecosystem services.
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4.2.3. Step 3: Estimate the average of marginal values of ecosystem services
in each eco-region

The estimates calculated above represent the current marginal value of ecosystem services (by eco-region and
country), which represent the impacts of additional land conversions today. This value is applied to new in-year
conversions.

However, it would be inappropriate to apply this current marginal value to land that was converted in the past.
This is because impacts associated with additional losses in ecosystem services increase as more natural areas
are converted through time. There are two factors which contribute to this: the increasing scarcity value and the
increasing marginal damage costs associated with cumulative environmental degradation. This is particularly
the case as ecosystems display threshold effects, whereby the damages increase exponentially after a particular
point of loss of functioning.

Rather than applying the current marginal value, the appropriate measure for land converted in the past is the
average of the marginal values through increases in scarcity. This is because at any given point in time, each
hectare of cleared ecosystem contributes equally to the prevailing lack of service provision (all else being equal).
Box 2 illustrates this point with an example.

Box 2: Whythe average of marginal costs should be applied to occupation of previously
converted land

In a hypothetical country, there are eight similar plots of forest ecosystem. The cost of lost ecosystem services
from the first plot is $1. Each time an additional plot is converted, the scarcity increases and the value of the
subsequent plot (equivalent to the cost of losing it) increases by $1 (i.e. a linear relationship between scarcity
and value), depicted in Figure 7.

Year 1
Year 2
Year 3

Year 4

Year 5

In the fifth year, four plots have been converted. At the time of conversion of each plot, the additional loss of
ecosystem services increased. However, now that they have been converted, each of these plots contributes
equally to the lack of ecosystem services delivered to the population. Indeed if any of these plots were restored
to forest, the benefit would be $4 - they should therefore be assigned equal value. In year 5, the total cost of lost
ecosystem services is $10 and the average marginal value through time is $2.5. As more plots are converted,
the average cost associated with each cleared plot increases.

Year 1
Year 2
Year 3
Year 4

Year 5

Key Average marginal value
- previous conversion
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In order to calculate the average of marginal values we need to assume a relationship between the extent of
natural land areas lost (through time) and the corresponding value loss associated with converting an
additional hectare. Figure 7 illustrates a number of the possible relationships. The graph demonstrates that, if
the current marginal value (y) was applied to all areas of land use, the impact given by the area under line i
would be a gross over-estimate. Three different curves are shown to illustrate the possible relationship: in curve
A, costs increase linearly while, in B and C, the incremental costs increase slowly at first and then more rapidly
as a greater total area is lost. Whilst one of these relationships may hold true, the actual relationship will differ
across ecosystem services in different contexts.

Figure 7: Ecosystem services have increasing marginal value as more natural areas are lost

y/2

value per hectare [USD)

/ //
X
area lost (hectares)

Given this, we assume a linear relationship (curve A) in our calculations. This is a conservative approach and
leads to higher estimates of potential impacts (since any other convex relationship would suggest impacts of
past conversions are lower). In this instance, it is straightforward to calculate the average marginal cost, as it
is half the current marginal cost. Table 17 presents the average marginal ecosystem service values for a
number of countries.

Table 17: Average marginal ecosystem service values for tropical forests in different countries

Brazil Colombia Congo, Indonesia
Rep.

Total 689 579 325 422
Food from natural/semi-natural Local 27 20 6 11
ecosystems
Fibre, other raw materials Local 85 65 18 36
Domestic and industrial water Regional 7 5 1 3
Bio-prospecting & medicinal plants Global 8 8 8 8
Air purification Global 126 126 126 126
Recreation Regional 58 44 12 24
Stable climate Global 94 94 94 94
Pollution control and waste Regional 123 94 26 52
assimilation
Erosion control Regional 156 119 33 66
Flood control and protection from Regional 4 3 1 2

extreme events
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4.2.4. Step 4: Estimate societal cost by applying marginal values to
environmental outcomes

Once we have calculated the area of land use, the extent of ecosystem services loss and the value of ecosystem
services, calculating the overall societal cost of land use is straightforward arithmetic. The results of this step
give the E P&L estimate of the lost value as a result of ecosystem services reductions associated with land use.

For newly converted land within the year of analysis, we use the current marginal value of ecosystem services.
For previously converted land, we use the average of marginal values.

In cases where services are only reduced, we calculate the appropriate portion of lost value based on the
percentage change in service provision (Equation 4).
Equation 4: Calculate the lost ecosystem service value, per hectare per eco-region

Lost ecosystem service value ($/ha),,;

= Extent of ecosystem service loss (%).; X Ecosystem service value ($/ha),,

We then calculate the total losses in ecosystem service. This value is then multiplied by the area over which it
has been lost or reduced (Equation 5).

Equation 5: Calculate the total lost ecosystem service value, per eco-region

Total lost ecosystem serice value ($),,
= Attributable area (ha),,; X Lost ecosystem service value ($/ha),,

Calculating the global societal cost requires simply summing the ecosystem services value from each region and
impact. The key assumptions are presented in Table 18.

Table 18: Key assumptions to value ecosystem service losses

Assumption Explanation

Ecosystem service value is directly The actual relationship will be different for different ecosystems in
proportional to the scarcity of ecosystem  different contexts. We take the conservative approach and assume
services (as per relationship A in Figure 7) a linear relationship.
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Sensitivity analysis

Module-specific sensitivity analysis

Overall summary and considerations for model use

This section presents a summary of the findings of our sensitivity analysis, more detailed discussion on the
parameter influence on results and uncertainty follows.

In order to assess how sensitive our esimates are to different input parameters and decisions we flex these and
examine how our results change. This allows us to categorise the parameters as Low to High Concern.

The key parameters tested in our sensitivity analysis are mapped in Figure 8 on an influence/uncertainty
matrix. The underlying ecosystem service values, and the treatment of outliers within these data, are the most
important parameters. The underlying valuation estimates and the treatment of outliers are classified as
Medium Concern, while the calculation of the average marginal value across changing scarcity has been
classified as of High Concern. This is because there are no data on which to base the average marginal
calculation, so we have opted for the most conservative estimate.

Figure 8: Impact/uncertainty matrix summarising the sensitivity assessment summary for
key parameters, split into data and decisions
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Selection of parameters to test

To recap, there are three steps to estimating land use impacts, with this methodology considering only steps two
and three:

Obtain environmental metric data (quantity and ecosystem type)
Quantify environmental outcomes
Estimate societal impacts

While the quantity of land use has an important impact on the results (it has a directly proportional
relationship) it is not considered in this methodology or sensitivity analysis because it does not relate to the
valuation methodology. Related to this is the correct identification of the type of ecosystem which are being
occupied or converted. Figure 9 presents the range of values of different ecosystems in selected countries. As
this also relates to the quality of the metric data, rather than the valuation methodology, it is not considered this
sensitivity either.

Figure 9: The average across all end use types for the value of a converted hectare of land in
illustrative countries
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The second step estimates the proportion of ecosystem service losses following conversion to the specified land
use. In this methodology we recommend the use of site specific data, but present an alternative proxy based on
change in species richness and biomass where this is unavailable, which we test here.

The third step estimates the change in welfare associated with the change in ecosystem services. We test both
the data underlying the valuations and our method of applying the valuations to different countries.
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Parameter influence on results

Table 19 presents the influence of changes in the key parameters for Steps 2 and 3 of the calculation.

The parameters and decisions which have the greatest influence on the results are the underlying data, and its
treatment in the calculation.

Table 19: Assessing parameter impact by assessing the change to the overall societal cost per
unit of land converted to cattle grazing

Variable Flex s11111111111)1?:t Algeria China Malaysia Nigeria UsS
i Ty (% change) (% change) (% change) (% change) (% change)

Average marginal L;?gufe‘; High -56% -56% -56% -56% -56%
Estimates of
ecosystem +10% Med/High 10% 10% 10% 10% 10%
service value
Exclude outlier 3 St. dev. High 14% 16% 14% 22% 11%
valuation
estimates )
(central estimate 1 St.dev. High -25% -16% -21% -21% -20%
2 St. dev.)
islfﬁgfusr;c;l;fss +10% Low 0.28% 0.12% 0.08% 0.05% 0.02%
Species richness
in converted land +10% Low -0.54% -0.33% -0.37% -0.16% -0.06%
uses
Percent of
population - +10% Low 0.35% 0.68% 1.08% 0.690% 0.91%
rural

12 T ,ow = average response for overall impact for five countries is less than 1%

Med = average response for overall impact for five countries is 10% or less

High = average response for overall impact for five countries is greater than 10%
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Parameter uncertainty
Table 20 presents a qualitative ranking of parameter uncertainty.

The most uncertain parameters and decisions are those regarding the underlying ecosystem values in the

database. The estimates of ecosystem service values show significant variation (see Table 13). While this is to be
expected due to natural and socio-economic variation (as discussed in Section 4.2.2) it does reflect the potential

variation in values of the ecosystems occupied or converted by the corporate.

Table 20: Assessing the uncertainty of key parameters based on the reliability of the
measurement and the variance in attempts to measure the parameter

Variable

Uncertainty
rating

Reliability/quality of
measurement

Indicative
variance of the
number measured

Average marginal value

High

There are no measures of change in
marginal value with increasing scarcity
for ecosystem services; the most
conservative option was used.

Estimates of ecosystem
service value

Med

Well documented uncertainty in non-
market valuation. Database represents
most comprehensive available, and
precedent for use in meta-analysis by
TEEB, and subsequent studies

Exclude outlier
valuation estimates

Med

Decision based on distribution of data
and analysis to remove outlying data
points which are disproportionately
driving results

Species richness in
natural state

Med

Base data are measured for currently
intact ecoregions (by Elis et al.,) in
equal-area hexagonal grid cells of
7,800 km? and averaged at a regional
level. Best available if global coverage
is required. Additional uncertainty
given natural state no longer in
existence for converted areas.

Species richness in
converted land uses

Med

Base data are measured for currently
converted land (by Elis et al.,) in equal-
area hexagonal grid cells of 7,800 km2
and averaged at a regional level. Best
available if global coverage is required.

Percent of population -
rural

Low

Census data, assembled by World Bank
into global database.

An order of
magnitude

An order of
magnitude

N/A

An order of
magnitude

An order of
magnitude

~10%

Land use and biodiversity e 35



Appendices




Valuing corporate environmental impacts: Land use and biodiversity

I
Appendix I — Bibliography

Access Economics, (2008). The economic contribution of GBRMP - Report 2006-2007. Access
Economics PTY Ltd. For Great Barrier Reef Marine Park Authority, Australia.

Acharaya, G. and E.B. Barbier, (2000). Valuing groundwater recharge through agricultural
production in the Hadejia-Nguru wetlands in northen Nigeria. Agricultural Economics 22(3): 247-259.

Adekola, O., S. Moradet, R. de Groot and F. Grelot, (2008). The economic and livelihood value of
provisioning services of Ga-Mampa wetland, South Africa. In: 13th IWRA World Water congress, 1 - 4
September, 2008, Montpellier, France.

Adger, N., K. Brown, R. Cervigni, and D. Moran, (1994). Towards estimating total economic value of
forests in Mexico. GEC 94-21, Centre for Social and Economic Research on the Global Environment,
University of East Anglia and University College London, UK.

Ahmad, N., (1984). Some aspects of economic resources of Sundarban mangrove forest of Bangladesh.

Ahmed, M., G.M. Umalia, C.K. Chong, M.F. Rull and M.C. Garcia, (2007). Valuing recreational and
conservation benefits of coral reefs: the case of Bolinao, Philippines. Ocean & Coastal Management
50(2): 103-118.

Amacher, G.S., R.J. Brazee, J.W. Bulkley and R.A. Moll, (1989). Application of Wetland Valuation
Techniques: Examples from Great Lakes Coastal Wetlands. University of Michigan, School of Natural
Resources

Amigues, J.-P., C. Boulatoff (Broadhead), B. Desaigues, C. Gauthier and J.E. Keith, (2002). The benefits
and costs of riparian analysis habitat preservation: a willingness to accept/willingness to pay
contingent valuation approach. Ecological Economics 43(1): 17-31.

Ammour, T., N. Windervoxhel and G. Sencion, (2000). Economic valuation of mangrove ecosystems
and sub-tropical forests in Central America. In: Dore M. and R. Guevara (ed), ‘Sustainable Forest
management and Global Climate Change’. Edward Elgar Publishing, UK.

Anielski, M. and S.J. Wilson, (2005). Counting Canada’s natural capital: assessing the real value of
Canada’s boreal ecosystems. Canadian Boreal initiative, Pembina institute, Canadian.

Arntzen, J., (1998). Economic valuation of communal rangelands in Botswana: a case study. IIED,
London, UK.

Asquitha, N.M., M.T. Vargasa and S. Wunderb, (2008). Selling two environmental services: In-kind
payments for bird habitat and watershed protection in Los Negros, Bolivia. Ecological Economics
65(4): 675-684.

Aubanel, A., (1993). Socioeconomic values of coral reef ecosystems and of its resources: a case study of
an oceanic island in the South Pacific (Moorea, Society Islands). Universety Michel de Montange,
Bordeaux, France.

Ayob, A., S. Rawi, S.A. Ahmad, and A. Arzem, (2000). Preferences for outdoor recreation: The case of
Pulau Payar Visitors

Badola, R.and S.A. Hussain, (2005). Valuing ecosystem functions: an empirical study on the storm
protection function of Bhitarkanika mangrove ecosystem, India. Environmental conservation 32(1):
85-92.

Bann, C., (1997). An economic analysis of alternative mangrove management strategies in Koh Kong
Province, Cambodia. Economy and Environment Program for Southeast Asia (EEPSEA research
report series), International Development Research Centre.

Bann, C., (1997). An economic analysis of tropical forest land use options, Ratanakiri Province,
Cambodia. Economy and Environment Program for Southeast Asia, International Development
Research Centre, Ottawa, Canada.

Bann, C., (1999). A contingent valuation of the mangroves of Benut, Johor State, Malaysia. Report to

Land use and biodiversity e 37



Valuing corporate environmental impacts: Land use and biodiversity

DANCED, Copenhagen, Denmark.

Barbier, E.B., (2007). Valuing ecosystem services as productive inputs. Economic Policy 22(1): 177-
229.

Barbier, E.B., I. Strand and S. Sathirathai, (2002). Do open access conditions affect the valuation of an
externality? Estimating the welfare effects of Mangrove-Fishery Linkages in Thailand. Environmental
and Resource Economics 21(4): 343-367.

Barbier, E.B., W.M. Adams and K. Kimmage, (1991). Economic valuation of wetland benefits: the
Hadejia-Jama floodplain, Nigeria. IIED, London, UK.

Barbier, E.B.and I. Strand, (1998). Valuing mangrove fishery linkages : a case study of Campeche,
Mexico. Environmental and Resource Economics 12(2): 151-166.

Barnes, J.I., (2002). The economic returns to wildlife management in Southern Africa. In: Pearce, D.,
C. Pearce and C. Palmer (ed), ‘The valuing the environment in developing countries: case studies’.
Cheltenham, UK and Northampton, MA, USA.

Barrow, C.J., (1991). Land degradation. Cambridge University Press, Cambridge, UK.

Barrow, E. and H. Mogaka, (2007). Kenya’s drylands: wastelands or an undervalued national
economic resource. IUCN, Nairobi, Kenya.

Bartczak, A., Lindhjem, H., Navrud, S., Zanderson, M., & Zylicz, T. , (2008). Valuing forest recreation
on the national level in a transition economy: The case of Poland. Forest Policy and Economics 10 pp.
467-472

Beaumont, N.J., M.C. Austen, S.C. Mangi and M. Townsend, (2008). Economic valuation for the
conservation of marine biodiversity. Marine Pollution Bulletin 56(3): 386-396.

Bell, F.W., (1989). Application of wetland valuation theory to Florida fisheries. Sea Grant Publication.
SGR-95. Florida Sea Grant Program No. 95. Florida State University, USA.

Bell, F.W., (1997). The economic valuation of saltwater marsh supporting marine recreational fishing
in the southeastern United States. Ecological Economics 21(3): 243-254.

Bell, F.W. and V.R. Leeworthy, (1990). Recreational demand by tourists for saltwater beach days.
Journal of Environmental Economics and Management 18(3): 189-205.

Bellu L.G. and V. Cistulli, (1997). Economic valuation of forest recreation facilities in the Liguria
Region (Italy). Working paper GEC 97-08, Centre for Social and Economic Research on the Globlal
Environment, Norwich, UK. ISSN 0967-8875.

Bennett, E.L. and C.J. Reynolds, (1993). The value of a mangrove area in Sarawak. Biodiversity and
Conservation 2(4): 359-375.

Berg, H., M.C. Ohman, S. Troeng and O. Linden, (1998). Environmental economics of coral reef
destruction in Sri Lanka. Ambio 27(8): 627-634.

Bergstrom, J.C., J.R. Stoll, J.P. Titre and V.L. Wright, (1990). Economic value of wetlands-based
recreation. Ecological Economics 2: 129-147.

Blackwell, B.D., (2006). The economic value of Australia’s natural coastal assets: some preliminary
findings. Australian and New Zealand Society for Ecological Economics Conference Proceedings,
Ecological Economics in Action, December 11-13, 2005, New Zealand.

Blamey, R., J. Rolfe, J. Bennett and M. Morrison, (2000). Valuing remnant vegetation in Central
Queensland using choice modelling. The Australian Journal of Agricultural and Resource Economics

44(3): 439-456.

Bonnieux, F. And Le Goffe, P., (1997). Valuing the benefits of landscape restoration: a case study of
the Cotentin in Lower Normandy, France.

Bostedt, G. and L. Mattsson, (2006). A note on benefits and costs of adjusting forestry to meet
recreational demands. Journal of Forest Economics 12(1): 75-81.

Brander, L.M., A. Ghermandi, O. Kuik, A. Markandya, P.A.L.D. Nunes, M. Schaafsma and A.
Wagtendonk, (2008). Scaling up ecosystem services values: methodology, applicability and a case
study. Report to the European Environment Agency.

Land use and biodiversity e 38



Valuing corporate environmental impacts: Land use and biodiversity

Brander, L.M., P. Beukering and H.S.J. Cesar, (2007). The recreational value of coral reefs: a meta-
analysis.Ecological Economics 63(1): 209-218.

Brenner, J., Jimenez, J., Sarda, R., Alvar, G., (2012). An assessment of the non-market value of
ecosystem services provided by the Catalan coastal zone.

Brenner-Guillermo, J., (2007). Valuation of ecosystem services in the Catalan coastal zone. Marine
Sciences, Polytechnic University of Catalonia.

Brookshire, D., M.A. Thayer, W.D. Schulze and R.C. D'Arge, (1982). Valuing public goods: a
comparison of survey and hedonic approach. American Economic Review 72(1): 165 -177.

Brown, G. and W. Henry, (1993). The viewing value of elephants. In: Barbier, B. (ed), ‘Economics and
Ecology: New Frontiers and Sustainable Development’. Chapman & Hall, London: 146-155.

Burbridge, P.R. and Koesoebiono, (1984). Management of mangrove exploitation in Indonesia. In:
Soepadmo, E., A.N. Rao and D.J. Macintosh (ed), ‘Proceedings Asian Symposium on Mangrove
Environment: Research and Management’. Kuala Lumpur, 25-29 Aug. 1980. University of Malaya and
UNESCO.

Burke, L. and J. Maidens, (2004). Reefs at risk in the Caribbean. World Resources Institute,
Washington, D.C..

Burke, L., E. Selig and M. Spalding, (2002). Reefs at risk in Southeast Asia. World Resources Institute,
Washington, D.C., ISBN 1-56973-490-9.

Burke, L., S. Greenhalgh, D. Prager and E. Cooper, (2008). Economic valuation of coral reefs in
Tobago and St. Lucia. Final report. World Resources Institute, Wahington, D.C..

Butcher Partners Limited, (2006). Economic benefits of water in Te Papanui Conservation Park.
Inception Report.

Bystrom, O., (2000). The replacement value of wetlands in Sweden. Environmental and Resource
Economics 16(4):347-362

Carr, L. and R. Mendelsohn, (2003). Valuing coral reefs: a travel cost analysis of the Great Barrier
Reef. Ambio 32(5): 353-357.

Cesar, H. and C.K. Chong, (2004). Economic valuation and socioeconomics of coral feefs:
methodological issues and three case studies. Wildfish Center Contribution No. 1721.

Cesar, H. and P. van Beukering, (2004). Economic valuation of the coral reefs of Hawaii. Pacific
Science 58(2), 231-242

Cesar, H., P. van Beukering, S. Pintz and J. Dierking, (2002). Economic valuation of the coral reefs of
Hawaii. Report for NOAA. Cesar Environmental Economics Consulting. Arnhem, the Netherlands.

Chang, W.K., C.O. Shin, C.H. Koh and S.H. Yoo, (2009). Measuring the environmental value of Saeng
Island in Busan, Korea with allowing for zero values. KMI International Journal 1: 24-31.

Charles, M., (2005). Functions and socio-economic importance of coral reefs and lagoons and
implications for sustainable management. MSC Thesis, Wageningen University, the Netherlands.

Chaplin-Kramer R., Sharpe R., Mandlea L., Simb S., Johnsonc J., Butnarb I., Mila i Canalsb I.,
Eichelbergera B., Ramlerd I., Muellerb C., McLachlane N., Yousefif A., Kingb H., Kareivag P.,
(forthcoming). Where matters: Understanding how spatial patterns of agricultural expansion impact
biodiversity and carbon storage at a landscape level. PNAS

Chomitz, K.M. and K. Kumari, (1995). The domestic benefits of tropical forests: a critical review
emphasising hydrological functions. The World Bank, PRDEI, Washington, D.C.

Chong, C.K., M. Ahmed and H. Balasubramanian, (2003). Economic valuation of coral reefs at the
Caribbean: literature review and estimation using meta-analysis. Paper presented at the Second
International Tropical Marine Ecosystems Management Symposium.

Chong, J., (2005). Valuing the role of aquatic resources in Livelihoods: economic aspects of
community wetland management in Stoeng Treng Ramsar Site, Cambodia. ITUCN Water, Nature and
Economics Technical Paper No. 3.

Chopra, K., (1993). The value of non-timber forest products: an estimation for tropical deciduous

Land use and biodiversity e 39



Valuing corporate environmental impacts: Land use and biodiversity

forests in India. Economic Botany 47(3): 251-257.

Christensen, B., (1982). Management and utilisation of mangroves in Asia and the Pacific. FAO,
Rome. Environment Paper No. 3. Food and Agriculture Organisation of the United Nations, Rome,
Italy.

Conservation International, (2008). Economic values of coral reefs, mangroves, and seagrasses: A
global compilation. Center for Applied Biodiversity Science, Conservation International, Arlington,
Washington, USA.

Cooper, E., L. Burke and N. Bood, (2009). Coastal capital : Belize - The economic contribution of
Belize's coral reefs and mangroves. WRI Working Paper. World Resources Institute, Washington, D.C.,

53pp-

Coreil, P.D., (1993). Wetlands functions and values in Louisiana. Louisiana Sea Grant publication, USA

Corzine, J.S. and L.P. Jackson, (2007). Valuing New Jersey’s natural capital: an assessment of the
economic value of the state’s natural resources. State of New Jersey, Department of Environmental
protection, Report (part I). New Jersey, USA.

Costanza, R., R. d'Arge, R. de Groot, S. Farber, M. Grasso, B. Hannon, K. Limburg, S. Naeem, R.V.
O'Neill, J. Paruel, R.G. Raskin, P. Sutton and M. van den Belt, (1997). The value of the world's
ecosystem service and natural capital. Nature 387: 253-260.

Costanza, R., S. C. Farber, and J. Maxwell, (1989). Valuation and management of wetlands
ecosystems. Ecological Economics 1(4): 335-361.

Costello, C. and M. Ward, (2006). Search, bioprospecting and biodiversity conservation. Journal of
Environmental Economics and Management 52(3): 615-626.

Cowling, R.M., R. Costanza and S.I. Higgins, (1997). Services supplied by South African fynbos
ecosystems. In: Daily, G. (ed), ‘Ecosystem services: their nature and value’. Island Press, Washington,
D.C., USA.

Croitoru, L., (2007). Valuing the non-timber forest products in the Mediterranean region. Ecological
Economics 63(4): 768-775.

Croitoru, L., (2007). How much are Mediterranean forests worth? Forest Policy and Economics 9(5):
536-545.

Cruz, W., H.A. Francisco and Z.T. Conway, (1988). The on-site and downstream costs of soil erosion in
the Magat and Pantabangan watersheds. Journal of Philippine Development 26: 85-11.

Curtis, I.A., (2004). Valuing ecosystem goods and services: a new approach using a surrogate market
and the combination of a multiple criteria analysis and a Delphi Panel to assign weights to the
attributes. Ecological Economics 50: 163-194.

De Groot, R., (1992). Functions of nature: evaluation of nature in environmental planning,
management, and decision making. Wolters-Noordhoff, Groningen, the Netherlands, 315pp.

De la Cruz, A. and J. Benedicto, (2009). Assessing Socio-economic Benefits of Natura 2000: a Case
Study on the ecosystem service provided by SPA PICO DA VARA/RIBEIRA DO GUILHERME. Output
of the project Financing Natura 2000: Cost estimate and benefits of Natura 2000.

Department for Environment, Food and Rural Affairs (Defra), (2007). An introductory guide to
valuing ecosystem services. Defra Publications, London.

Department of Conservation, (2007). The economic values of Whangamarino Wetland. Department of
Conservation, DOCDM-141075.

Dharmaratne, G. and I. Strand (2002), (2002). Adaptation to climate change in the Caribbean: the
role of economic valuation. Report to the CPACC, London.

Dixon, J.A. and G. Hodgson, (1988). Economic evaluation of coastal resources: The El Nino study.
Tropical Coastal Area Management (August): 5-7.

Dixon, J.A., L.F. Scura and T. van 't Hof, (1993). Meeting ecological and economic goals: Marine parks
in the Caribbean. Ambio - Biodiversity: Ecology, Economics, Policy 22(2/3): 117-125.

Do, T.N. and J. Bennett, (2005). An economic valuation of wetlands in Vietnam’s Mekong Delta: a

Land use and biodiversity o 40



Valuing corporate environmental impacts: Land use and biodiversity

case study of direct use values in Camau Province. Occasional Paper No. 8. Environment Management
and Development Program, APSEG, ANU.

Donaghy, P., S. Chambers and I. Layden, (2007). Estimating the economic consequences of
incorporating BMP and EMS in the development of an intensive irrigation property in central
Queensland.

Driml, S., (1994). Protection for profit: Economic and financial values of the Great Barrier Reef World
Heritage Area and other protected areas. Townsville Qld, Great Barrier Reef Marine Park Authority
Research Publication No. 35.

Dubgaard, A., (1998). Economic valuation of recreational benefits from Danish Forests. In: Dabbert,
S., A. Dubgaard and M. Whitby (ed), ‘The economics of Landscapes and Wildlife Conservation’. CAB
International: 53-64.

Dubgaard, A., M.F. Kallesge, M.L. Petersen and J. Ladenburg, (2002). Cost-benefit analysis of the
Skjern River Project. Royal veterinary and agricultural university. Conducted for the Danish Forest
and Nature Agency as part of the investigations on biodiversity and nature protection by the Wilhjelm
Committee.

Dugan, P.J. (ed), (1990). Wetland conservation: a review of current issues and required action. IUCN,
Gland, Switzerland.

Eade, J.D.O. and D. Moran, (1996). Spatial economic valuation: benefits transfer using geographical
information systems. Journal of Environmental Management 48(2): 97-110.

Echeverria, J., M. Hanrahan and R. Solorzano, (1995). Valuation of non-priced amenities provided by
the biological resources whithin the Monteverde Cloud Forest preserve, Costa Rica. Ecological
Economics 13(1): 43-52.

Edwards, S.F., (1991). The demand for Galapagos vacations: estimation and application to wilderness
preservation. Coastal Management 19: 155-199.

Emerton, L (ed), (2005). Values and rewards: counting and capturing ecosystem water services for
sustainable development. IUCN Water, Nature and Economics Technical Paper No. 1, IUCN — The
World Conservation Union, Ecosystems and Livelihoods Group Asia.

Emerton, L., (1998). Djibouti biodiversity - economic assessment. IUCN, Gland, Switzerland.

Emerton, L., (1998). Mont Kenya: the economics of community conservation. Institute for
Development Policy and Management, University of Manchester, UK.

Emerton, L., (1999). Balancing the opportunity costs of wildlife conservation for communities around
Lake Mburo National Park, Uganda. Working paper, Institute for Development Policy and
Management, University of Manchester, UK.

Emerton, L. and A. Asrat, (1998). Eritrea biodiversity - economic assessment. ITUCN, Gland,
Switzerland.

Emerton, L. and E. Bos, (2004). Value: counting ecosystems as water infrastructure. ITUCN, Gland,
Switzerland.

Emerton, L. and E. Muramira, (1999). Uganda biodiversity - economic assessment. Prepared with
National Environment Management Authority, Kampala. IUCN, Gland, Switzerland.

Emerton, L. and L.D.C.B. Kekulandala, (2003). Assessment of the economic value of Muthurajawela
Wetland. Working Paper. IUCN, Sir Lanka, 28pp.

Emerton, L. and Y. Tessema, (2001). Marine protected areas: the case of Kisite Marine National Park
and Mpunguti Marine National Reserve, Kenya. IUCN Eastern Africa Regional Office, Nairobi, Kenya.

Emerton, L., L. Iyango, P. Luwum and A. Malinga, (1998). The present economic value of Nakivubo
Urban Wetland, Uganda. National Wetlands Conservation and Management Programme; IUCN:
Biodiversity economics for Eastern Africa.

Emerton, L., N. Erdenesaikhan, B. de Veen, D. Tsogoo, L. Janchivdorj, P. Suvd, B. Enkhtsetseg, G.
Gandolgor, Ch. Dorjsuren, D. Sainbayar and A. Enkhbaatar, (2009). The economic value of the upper
tuul ecosystem, Mongolia. World Bank, Washington, D.C..

Emerton, L., R. Seilava and H. Pearith, (2002). Bokor, Kirirom, Kep and Ream National Parks,

Land use and biodiversity o 41



Valuing corporate environmental impacts: Land use and biodiversity

Cambodia: Case Studies of Economic and Development Linkages. Field Study Report. International
Centre for Environmental Management, Brisbane and IUCN.

Erdmann, M.V., P.R. Merrill, I. Arsyad and M. Mongdong, (2003). Developing a diversified portfolio of
sustainable financing options for Bunaken National Marine Park. Paper presented at 5th World Parks
Congress: Sustainable Finance Stream, 2003. Durban, SA.

Everard, M., (2009). Using science to create a better place: ecosystem services case studies. Better
regulation science programme. Environment Agency.

Everard, M. and S. Jevons, (2010). Ecosystem services assessment of buffer zone installation on the
upper Bristol Avon, Wiltshire. Environment Agency.

Farber, S., (1987). The value of coastal wetlands for protection of property against hurricane wind
damage. Journal of Environmental Economics and Management 14(2): 143-151.

Farber, S., (1996). Welfare loss of wetlands disintegration: a Louisiana study. Contemporary
Economic Policy 14: 92-106

Farber, S. and R. Costanza, (1987). The economic value of wetlands systems. Journal of Environmental
Management 24: 41-51.

Farnworth, E.G., T.H. Tidrick, W.M. Smathers and C.F. Jordan, (1983). A synthesis of ecological and
economic theory toward more complete valuation of tropical moist forest. International Journal of
Environmental Studies 21: 11-28.

Fleischer, A and Y. Tsur, (2004). The amenity value of agricultural landscape and rural-urban land
allocation. Discussion Paper No. 5.04, The Center for Agricultural Economic Research, The Hebrew
University of Jerusalem, Isreal.

Fleischer, A. and M. Sternberg, (2006). The economic impact of global climate change on
Mediterranean rangeland ecosystems: a Space-for-Time approach. Ecological Economics 59(3): 287-
205.

Folke (1991), (1991). The societal value of wetland life-support. In Folke and Kaberger (eds) Linking the
natural environment and the economy

Gammage, S., (1998). Estimating the returns to mangrove conversion: sustainable management or
short term gain? Environmental Economics Programme, Discussion Paper. Presented at a workshop on
Mechanisms for Financing Wise Use of Wetlands Dakar, Senegal, 13 November 1998.

GEF/UNDP/IMO, (1999). Total economic valuation: coastal and marine resources in the Straits of
Malacca.

Gerrans, P., (1994). An economic valuation of the Jandakot wetlands. Western Australia: Edith Cowan
University, ISBN: 0729801756. 100pp.

Gerrard, P., (2004). Integrating wetland ecosystem values into urban planning: the case of That
Luang Marsh, Vientiane, Lao PDR. IUCN and WWF.

Gibbons, D.C., (1986). The economic value of water. Resources for the Future, Washington D.C., USA.

Godoy, R., H. Overman, J. Demmer, L. Apaza, E. Byron, D. Wilkie, A. Cubas, K. McSweeney and N.
Brokaw, (2002). Local financial benefits of rain forests: comparative evidence from Amerindian
societies in Bolivia and Honduras. Ecological Economics 40(3): 397-409.

Godoy, R., R. Lubowski, and A. Markandya, (1993). A method for the economic valuation of non-timber
tropical forest products. Economic Botany 47(3): 220-233.

Gosselink, J.G., E.P. Odum and R.M. Pope, (1974). The value of the tidal marsh. Center for Wetland
Resources, Lousiana State University, Baton Rouge, Lousiana, USA.

Gren, I.M. and T. Soderqvist, (1994). Economic valuation of wetlands: a survey. Beijer International
Institute of Ecological Economics. Beijer Discussion Paper series No. 54, Stockholm, Sweden.

Gren, I.M., K.H. Groth and M. Sylven, (1995). Economic values of Danube floodplains. Journal of
Environmental Management 45(4): 333-345.

Grimes, A., S. Loomis, P. Jahnige, M. Burnham, K. Onthank, R. Alarcon, W.P. Cuenca, C.C. Martinez, D.
Neil, M. Balick, B. Bennett and R. Mendelsohn, (1994). Valuing the rain forest: the economic value of

Land use and biodiversity o 42



Valuing corporate environmental impacts: Land use and biodiversity

nontimber forest products in Ecuador. Ambio 23(7): 405-410.

Gunawardena, M. and J.S. Rowan, (2005). Economic valuation of a mangrove ecosystem threatened
by shrimp aquaculture in Sri Lanka. Environmental Management 36(4): 535-550.

Gundimeda H., S. Sanyal, R. Sinha and P. Sukhdev, (2006). The value of biodiversity in India's forests.
Monograph 4 - Green Accounting for Indian States and Union Territories Project. TERI Press, New
Delhi, India.

Gupta, T.R. and J.H. Foster, (1975). Economic criteria for freshwater wetland policy in
Massachussetts. American Journal of Agricultural Economics 57(1): 40-45.

Hadker, N., S. Sharma, A. David and T.R. Muraleedharan, (1997). Willingness-to-pay for Borivli
National Park: evidence from a contingent valuation. Ecological Economics 21(2):105-122.

Hamilton, L.S. and S.C. Snedaker, (1984). Handbook for mangrove area management. East-West
Environment and Policy Institute (Honolulu ), 123pp.

Hargreaves-Allen, V., (2004). Estimating the total economic value of coral reefs for residents of
Sampela, a Bajau community in Wakatobi Marine National, Sulawesi. A case study. MSc Thesis,
Imperical College of Science, Technology and Medecine, UK.

High, C. and C.M. Shackleton, (2000). The comparative value of wild and domestic plants in home
gardens of a South African rural village. Agroforestry Systems 48(2): 141-156.

Hoagland, P., Y. Kaoru and J.M. Broadus, (1995). A methodological review of net benefit evaluation for
marine reserves. Environmental Economics Series No. 027. The World Bank, Washington, D.C., USA.

Hodgson G. and J. Dixon, (1988). Measuring economic losses due to sediment pollution: logging
versus tourism and fisheries. Tropical Coastal Area Management 3(1): 5-8

Homarus Ltd., (2007). Estimate of economic values of activities in proposed conservation zone in
Lyme Bay. A report for the wildlife trusts.

Horton, B., G. Colarullo, I.J. Bateman and C.A. Peres, (2003). Evaluating non-users willingness to pay
for a large scale conservation programme in Amazonia. Environmental Conservation 30(2): 139-146.

Houde, E.D. and E.S. Rutherford, (1993). Recent trends in estuarine fisheries: predictions of fish
production and yield. Estuaries 16: 161-176.

Hougner, C., J. Colding and T. S6derqvist, (2006). Economic valuation of a seed dispersal service in
the Stockholm National Urban Park, Sweden. Ecological Economics 59: 364-374.

Hualin, X., Wang, J., Hu, J. , (2012). Environmental Impact Assessment of land use planning based on
ecosystem services valuation in Xingguo County. Procedia Environmental Sciences 12 pp. 87-92

Hughes, Z., (2006). Ecological and economic assessment of potential eelgrass expansion at Sucia
Island, WA.

Hussain, S.S., A. Winrow-Giffin, D. Moran, L.A. Robinson, A. Fofana, O.A.L. Paramor and C.L.J. Frid,
(2010). An ex ante ecological economic assessment of the benefits arising from marine protected areas
designation in the UK. Ecological Economics 69: 828-838.

IPCC (2000), Land Use, Land-Use Change and Forestry, Cambridge University Press

International Resources Groups Ltd., (2000). The case of Duru Haitemb community-based forest
management project Babat District, Arusha Region, Tanzania. USAID, Tanzania.

Islam, M. and J.B. Braden, (2006). Bio-economic development of floodplains: farming versus fishing
in Bangladesh. Environment and Development Economics 11: 95-126.

Janssen, R. and J.E. Padilla, (1999). Preservation or Conversion? Valuation and evaluation of a
mangrove forest in the Philippines. Environmental and Resource Economics 14(3): 297-331.

Jenkins, W.A., Murray, B.C., Kramer, R. A., Faulkner, S. P., (2010). Valuing ecosystem services from
wetlands restoration in the Mississippi alluvial valley

Jim, C., and Wendy, Y., (2009). Ecosystem services and valuation of urban forests in China. Cities 26
pp187-194

Johnston, R.J., G. Magnusson, M.J. Mazzotta and J.J. Opaluch, (2002). The economics of wetland

Land use and biodiversity o 43



Valuing corporate environmental impacts: Land use and biodiversity

ecosystem restoration and mitigation: combining economic and ecological indicators to Prioritize Salt
Marsh Restoration Actions. American Journal of Agricultural Economics 84: 1362-1370.

Kaiser, B. and J. Roumasset, (2002). Valuing indirect ecosystem services: the case of tropical
watersheds. Environment and Development Economics 7: 701-714.

Karanja, F., L. Emerton, J. Mafumbo and W. Kakuru, (2001). Assessment of the economic value of
pallisa district wetlands, Uganda. Biodiversity Economics for Eastern Africa & Uganda's National
Wetlands Programme, IUCN Eastern Africa Programme.

Kasthala, G., A. Hepelwa, H. Hamiss, E. Kwayu, L. Emerton, O. Springate-Baginski, D. Allen, and W.
Darwall, (2008). An integrated assessment of the biodiversity, livelthood and economic value of
wetlands in Mtanza-Msona Village, Tanzania. Tanzania Country Office, International Union for
Conservation of Nature, Dar es Salaam.

Khalil, S., (1999). Economic valuation of the mangrove ecosystem along the Karachi coastal areas. In:
Hecht, J. (ed), ‘The Economic Value of the Environment: Cases from South Asia’. Washington, D.C.,
IUCN - The World Conservation Union.

King, S.E. and J.N. Lester, (1995). The value of salt marsh as a sea defence. Marine Pollution Bulletin
30 (3): 180-189.

Kirkland, W.T., (1988). Preserving the Whangamarino wetland: an application of the contingent
valuation method. Massey University, NZ

Kniivila, M., V. Ovaskainen and O. Saastamoinen, (2002). Costs and benefits of forest conservation:
regional and local comparisons in Eastern Finland. Journal of Forest Economics 8(2): 131-150.

Kontoleon, A. and T. Swanson, (2003). The willingness to pay for property rights for the giant panda:
can a charismatic species be an instrument for nature conservation. Land Economics 79(4): 483-499.

Kosz, M., (1996). Valuing riverside wetlands: the case of the ‘Donau-Auen’ national park. Ecological
Economics 16: 109-127.

Kosz, M., B. Brezina and T. Madreiter, (1992). Kosten-Nutzen analyse ausgewahlter varianten eines
nationalparks Donau-Auen. Institute fur Finanzwissenschaft and Infrastrukturpolitik der Technischen
Universitat Wien, Austria

Kramer, R.A., D.D. Richter, S. Pattanayak and N.P. Sharma, (1997). Ecological and Economic Analysis
of Watershed Protection in Eastern Madagascar. Journal of Environmental Management 49: 277-295.

Kramer, R.A., N.P. Sharma and M. Munashinghe, (1995). Valuing tropical forests: Methodology and
case study of Madagascar. World Bank Environment Paper 13.

Kramer, R.A., R. Healy and R. Mendelsohn, (1992). Forest valuation. In: Sharma, N.P. (ed), ‘Managing
the world's forests: looking for balance between conservation and development’. Kendall/Hunt
Publishing Company, Iowa, USA.

Kreuter, U.P., H.G. Harris, M.D. Matlock and R.E. Lacey, (2001). Change in ecosystem service values in
the San Antonio area, Texas. Ecological Economics 39: 333-346.

Krutilla, J.V., (1991). Environmental resource services of Malaysian moist tropical forest. Johns
Hopkins University Press, for Resources for the Future, Baltimore, USA.

Kumari, K., (1996). Sustainable forest management: myth or reality? Exploring the prospects for
Malaysia. Ambio 25(7): 459-467.

Lal, P.N., (1990). Conservation or conversion of mangroves in Fiji. East-West Centre Occasional
Papers 11

Lampietti, J.A. and J.A. Dixon, (1995). To see the forest for the trees: a guide to non-timber forest
benefits. Environmental Economics Series 013. The World Bank, Washington, D.C., USA.

Lant, C.L. and R.S. Roberts, (1990). Greenbelts in the cornbelt: riparian wetlands, instrinsic values
and market failure. Environment and Planning A 22(10): 1375-1388.

Ledoux, L., (2003). Wetland valuation: state of the art and opportunities for further development.
CSERGE Working Paper PA 04-01

Leschine, T.M., K.F. Wellman and T,H. Green (1997), (1997). The economic value of wetlands:

Land use and biodiversity o 44



Valuing corporate environmental impacts: Land use and biodiversity

Wetlands' role in flood protection in Western Washington. Washington State Department of Ecology.
Ecology Publication no. 97-100.

Lescuyer, G., (2007). Valuation techniques applied to tropical forest environmental services:
rationale, methods and outcomes. Paper presented at the West and Central Africa Tropical Forest
Investment Forum2007; Accra, Ghana’ CIRAD/CIFOR, Yaoundé, Cameroon.

Levine, S. and M. Mindedal, (1998). Economics of multiple-use natural resources: the mangroves of
Vietnam. MSc Thesis, University of Copenhagen

Li, T., W. Li and Z. Qian, (2008). Variations in ecosystem service value in response to land use changes
in Shenzhen. Ecological Economics (In Press), Corrected Proof: 9.

Liu, Y., Li, J., Zhang, H. , (2012). An ecosystem service valuation of land use change in Taiyuan City,
China. Ecological Modelling 225 pp. 127-132

Loomis, J. and E. Ekstrand, (1998). Alternative approaches for incorporating respondent uncertainty
when estimating willingness-to-pay: The case of the Mexican spotted owl. Ecological Economics 27(1):

209-41.

Loomis, J., P. Kent, L. Strange, K. Fausch and A. Covich, (2000). Measuring the total economic value of
restoring ecosystem services in an impaired river basin: results from a contingent valuation survey.
Ecological Economics 33(1): 103-117.

Loth, P. (ed), (2004). The return of the water restoring the Waza Logone floodplain in Cameroon.
IUCN, Gland, Switzerland and Cambridge, UK.

Luisetti, T., R.K. Turner and I.J. Bateman, (2008). An ecosystem services approach to assess managed
realignment coastal policy in England. CSERGE Working Paper ECM 08-04, CSERGE, University of
East Anglia, Norwich, UK.

Luisetti, T., R.K. Turner and I.J. Bateman, Morse-Jones, S., Adams, C., Fonseca, L., (2011). Coastal and
marine ecosystem services for policy and management: managed realignment case studies in
England

Ly, O.K., J.T. Bishop, D. Moran and M. Dansohho, (2006). Estimating the Value of Ecotourism in the
Djoudj National Bird Park in Senegal. IUCN, Gland, Switzerland, 34pp.

Lynne, G.D., P. Conroy, and F.J. Pochasta, (1981). Economic valuation of marsh areas to marine
production processes. Journal of Environmental Economics and Management 8(2): 175-186.

Maclean, I.M.D., R. Tinch, M.H. Hassall and R. Boar, (2003). Towards optimal use of tropical
wetlands: An economic valuation of goods derived from papyrus swamps in Southwest Uganda.
GSERGE Working Paper ECM 03-10, UK Economics and Social Research Council.

Mahapatra, A. And Tewari, D., (2005). Importance of non timeber forest productcs in the economic
valuation of dry deciduous forests in India. Forest Policy and Economics 7, 455-467

Maille, P. and R. Mendelsohn, (1993). Valuing ecotourism in Madagascar. Joural of Environmental
Management 38: 213-218.

Mallawaarachchi, T., R.K. Blamey, M.D. Morrison, A.K.L. Johnson and J.W. Bennet, (2001).
Community values for environmental protection in a cane farming catchment in Northern Australia:
a choice modelling study. Journal of Environmental Management 62(3): 301-316.

MANR, (2002). Valoracion economica del humedal barrancones. Proyecto Regional de Conservaciéon
de los Ecosistemas Costeros del Golfo de Fonseca —PROGOLF.

Martin-Lopez, B., Garcia-Llorente, M., Palomo, 1., Montes, C., (2011). The conservation against
development paradigm in protected areas: Valuation of ecosystem services in the Donana social-
ecological system. Ecological Economics 70 pp 1481-1491

Mathieu, L.F., I.H. Langford, W. Kenyon, (2003). Valuing marine parks in a developing country: a
case study of the Seychelles. Environment and Development Economics 8(2): 373-390.

McArthur, L.C. and J.W. Boland, (2006). The economic contribution of seagrass to secondary
production in South Australia. Ecological Modelling 196(1-2): 163-172.

Meyerhoff, J. and A. Dehnhardt, (2004). The European Water Framework Directive and Economic
Valuation of Wetlands: the restoration of floodplains along the river Elbe. Working Paper on

Land use and biodiversity o 45



Valuing corporate environmental impacts: Land use and biodiversity

Management in Environmental Planning.

Ministerie van Landbouw, Natuur en Voedselkwaliteit, (2006). Kentallen waardering natuur, water,
bodem en landschap. Hulpmiddel bij MKBA'’s. Eerste editie. Witteveen en Bos, Deventer, the
Netherlands.

Mmopelwa, G., J.N. Blignaut and R. Hassan, (2009). Direct use values of selected vegetation resources
in the Okavango Delta Wetland. South African Journal of Economic and Management Sciences 12(2):

242-255.

Mohd-Shahwahid, H.O. and R. McNally, (2001). The Terrestrial and Marin Resources of Samoa.
Universiti Putra Malaysia, Malaysia.

Montenegro, L.O., A.G. Diola and E.M. Remedio, (2005). The environmental costs of coastal
reclamation in Metro Cebu, Philippines.

Morton, R.M., (1990). Community structure, density, and standing crop of fishes in a subtropical
Australian mangrove area. Marine Biology 105: 385-394.

Muniz-Miret N., R. Vamos, M. Hiraoka. F. Montagnini and R.O. Mendelsohn, (1996). The economic
value of managing the acai palm (Euterpe oleracea Mart.) in the floodplains of the Amazon estuary,
Para, Brazil. Forest Ecology and Management 87(1-3): 163-173.

Naidoo, R. and T.H. Ricketts, (2006). Mapping the economic costs and benefits of conservation. PLoS
Biology 4(11): 2153-2164.

Naidoo, R. and W.L. Adamowicz, (2005). Biodiversity and Nature-Based Tourism at Forest Reserves
in Uganda, Environment and Development Economics 10(2): 158-178.

Nam, P.K., and T.V.H. Son, (2001). Analysis of the recreational value of the coral-surrounded Hon
Mun slands in Vietnam. Environmental Economics Unit, Faculty of Development Economics,
University of Economics, Vietnam.

Navrud, S. and E.D. Mungatana, (1994). Environmental valuation in developing countries: The
recreational value of wildlife viewing. Ecological Economics 11(2): 135-151.

Naylor, R. and M. Drew, (1998). Valuing mangrove resources in Kosrae, Micronesia. Environment and
Development Economics 3: 471-490.

Nickerson, D.J., (1999). Trade-offs of mangrove area development in the Philippines. Ecological
Economics 28 (2): 279-298.

Ninan, K. And Sathyapalan, J., (2004). The economics of biodiversity conservation: a study of a coffee
growing region in the Western Ghats of India. Ecological Economics 55 pp 61-72

Niskanen, A., (1998). Value of external environmental impacts of reforestation in Thailand. Ecological
Economics 26(3): 287-297.

Niu, X., Wang, B., Liu, S., Liu, C., Wei, W., Kauppi, P. , (2012). Ecosystem assessment of forest
ecosystem services in China: Characteristics and implications.

Notaro, S. And Paletto, A. , (2012). The ecosystem valuation of natural hazards in mountain forests:
An approach based on the replacement cost method. Journal of Forest Economics

Nunes, P. A.L.D., L. Rossetto, and A. de Blaeij, (2004). Measuring the economic value of alternative
clam fishing management practices in the Venice Lagoon: results from a conjoint valuation
application. Journal of Marine Systems 51: 309-320

Nuifiez D., L. Nahuelhual and C. Oyarzun, (2006). Forests and water: the value of native temperate
forests in supplying water for human consumption. Ecological Economics 58(3): 606-616.

O'Farrel, P., De Lange, W., Le Maitre, D., Reyers, B., Blignaut, J., Milton, S., Atkinson, D., Egoh, B.,
Maherry, A., Colvin, C., Cowling, R. , (2011). The possabilities and pitfalls presented by a pragmatic
approach to ecosystem service valuation in an arid biodiversity hotspot. Journal of Arid Economics 75
pp. 612-623

O'Farrel, P., De Lange, W., Le Maitre, D., Reyers, B., Blignaut, J., Milton, S., Atkinson, D., Egoh, B.,
Mabherry, A., Colvin, C., Cowling, R. , (2011). The possibilities and pitfalls presented by a pragmatic
approach to ecosystem service valuation in an arid biodiversity hotspot. Journal of Arid Economics 75
pp- 612-623

Land use and biodiversity o 46



Valuing corporate environmental impacts: Land use and biodiversity

Pagiola, S., P. Agostini, J. Gobbi, C. de Haan, M. Ibrahim, E. Murgueitio, E. Ramirez, M. Rosales and
J.P. Ruiz, (2004). Paying for biodiversity conservation services in agricultural landscapes. Final
draft. Forthcoming as Environment Department Paper No.96.

Patterson, M., McDonald, G., Smith, N., (2011). Ecosystem Service appropriation in the Auckland
region economy: An input-output analysis Regional Studies Vol 45.3 pp. 333-350

Pearce, D.W. and D. Moran, (1994). The economic value of biodiversity. In association with the
Biodiversity Programme of IUCN - The World Conservation Union, Earthscan Publications Ltd,
London.

Pearce, D.W.,, (2001). Economic value of forest ecosystems. Ecosystem Health 7(4): 284-296.
Pendleton, L.H., (1995). Valuing coral reef protection. Ocean & Coastal Management 26(2): 119-131.

Perrings, C., (1995). Economic values of biodiversity. In: Heywood, V.H. (ed), ‘Global Biodiversity
Assessment’. United Nations Environment Programme (UNEP), Press Syndicate of the University of
Cambridge: 823-915.

Perrot-Maitre, D. and P. Davis, (2001). Case studies of markets and innovative financial mechanisms
for water services from forests. Forest Trends, working paper.

Phillips, A. (ed), (1998). Economic values of protected areas: guidelines for protected area managers.
Task Force on Economic Benefits of Protected Areas of the World Commission on Protected Areas
(WCPA) of IUCN, in collaboration with the Economics Service Unit of IUCN, UK.

Phillips, S., R. Silverman and A. Gore, (2008). Greater than zero: toward the total economic value of
Alaska's National Forest wildlands. The Wilderness Society, Washington, D.C., USA.

Pimentel, D., C. Harvey, P. Resosudarmo, K. Sinclair, D. Kurz, M. McNair, S. Crist, P. Sphpritz, L.
Fitton, R. Saffouri and R. Blair, (1995). Environmental and economic costs of soil erosion and
conservation benefits. Science 267: 1117-1123.

Pinedo-Vasquez, M., D. Zarin and P. Jipp, (1992). Economic returns from forest conversion in the
Peruvian Amazon. Ecological Economics 6(2): 163-173.

Postel, S. and S. Carpenter, (1997). Freshwater ecosystem services. In: G. Daily (ed), ‘Ecosystem
services: their nature and value.’ Island Press, Washington, D.C., USA.

Predo, C.D., (2003). What motivates farmers? Tree growing and land use decisions in the grasslands
of Claveria, Philippines. Research Report No. 2003-RR7, Economy an Environment Program for
Southeast Asia (EEPSEA), Singapore.

Priess, J.A., M. Mimler, A.M. Klein, S. Schwarze, T. Tscharntke and I. Steffan-Dewenter, (2007).
Linking deforestation scenarios to pollination services and economic returns in coffee agroforestry
systems. Ecological Applications 17(2): 407-417.

Pyo, H.D., (2001). An economic analysis of preservation versus development of coastal wetlands
around the Youngsan River. Ocean Policy Research 16

Raboteur, J. and M.F. Rhodes, (2006). Application de la méthode d'evaluation contingente aux récifs
coralliens dans la Caraibe: etude appliquée a la zone de pigeon de la Guadeloupe. La revue
électronique en sciences de U'environnement VertigO 7(1): 1-17.

Rausser, G.C. and A.A. Small, (2000). Valuing research leads: bioprospecting and the conservation of
genetic resources. UC Berkeley: Berkeley Program in Law and Economics. Journal of Political
Economy 108(1): 173-206.

Regmi, B.N., (2003). Contribution of agroforestry for rural livelihoods: a case of Dhading District,
Nepal. Paper presented at The International Conference on Rural livelihoods, Forests and Biodiversity
19-23 May 2003, Bonn, Germany.

Richer, J., (1995). Willingness to pay for desert protection. Contemporary Economic Policy 13: 93-104.

Ricketts T.H., G.C. Daily, P.R. Ehrlich and C.D. Michener, (2004). Economic value of tropical forest to
coffee production. Proceedings of the National Academy of Sciences 101(34): 12579-12582.

Riopelle, J.M., (1995). The economic valuation of coral reefs : a case study of West Lombok, Indonesia

Rodriguez, L.C., U. Pascual and H.M. Niemeyer, (2006). Local identification and valuation of

Land use and biodiversity o 47



Valuing corporate environmental impacts: Land use and biodiversity

ecosystem goods and services from Opuntia scrublands of Ayacucho, Peru. Ecological Economics
57(1): 30-44.

Rosales, R.M.P., M.F. Kallesoe, P. Gerrard, P. Muangchanh, S. Phomtavong and S. Khamsomphou,
(2005). Balancing the returns to catchment management. IUCN Water, Nature and Economics
Technical Paper 5, IUCN, ecosystems and livelihoods group Asia, Colombo.

Ruitenbeek J., M. Ridgley, S. Dollar, and R. Huber, (1999). Optimisation of economic policies and
investment projects using a fuzzy logic based cost effectiveness model of coral reef quality: empirical
results for Montego Bay, Jamaica. Coral Reefs 18: 381-392.

Ruitenbeek, H.J., (1988). Social cost-benefit analysis of the Korup Project, Cameroon. WWF for
Nature Publication, London, UK.

Ruitenbeek, H.J. (1994), (1994). Modelling economy-ecology linkages in mangroves: Economic
evidence for promoting conservation in Bintuni Bay, Indonesia. Ecological Economics 10(3): 233-247

Ruitenbeek, J. and C. Cartier, (1999). Issues in applied coral reef biodiversity valuation: results for
Montego Bay, Jamaica. World Bank Research Committee Project RPO# 682-22. World Bank,
Washington, D.C., USA.

Sala, O.E. and J.M. Paruelo, (1997). Ecosystem services in grasslands. In: Daily, G. (ed), ‘Ecosystem
services: their nature and value’ Island Press, Washington, D.C., USA.

Samonte-Tan, G.P.B., A. T. White, M. A. Tercero, J. Diviva, E. Tabara and C. Caballes, (2007).
Economic Valuation of Coastal and Marine Resources: Bohol Marine Triangle, Philippines. Costal
Management 35(2): 319-338.

Sathirathai, S., (1998). Economic valuation of mangroves and the roles of local communities in the
conservation of natural resources: case study of Surat Thani, South Thailand. Unpublished report,
EEPSEA research report series, Singapore.

Sathirathai, S. and E.B. Barbier, (2001). Valuing mangrove conservation in Southern Thailand.
Contemporary Economic Policy 19(2): 109-122.

Sattout, E., Talhouk, S., Caligari, P. , (2006). Economic value of cedar relics in Lebanon: An
application of contingent valuation method for conservation. Ecological Economics 61 pp. 315-322

Scarpa, R., S.M. Chilton, W.G. Hutchinson and J. Buongiorno, (2000). Valuing the recreational
benefits from the Creation of Natre Reserves in Irish forests. Ecological Economics 33(2): 237-250.

Schuijt, K., (2002). Land and water use of wetlands in Africa: economic values of African Wetlands.
Interim Reports. International Institute for Applied Systems Analysis, Laxenburg, Austria.

Schuyt, K. and L. Brander, (2004). Living waters: conserving the source of life. The economic values of
the world’s wetlands. Gland, Switzerland: WWF International and Amsterdam: Institute for
Environmental Studies.

Schuyt, K. and L. Brander, (2004). Coral reefs, mangroves and seagrasses: A sourcebook for
managers. Australian Institute of Marine Sciences, Townsville.

Secretariat of the Convention on Biological Diversity, (2001). Value of forest ecosystems. CBD
Technical Series No 4. SCBD, Montreal, Canada, 67pp.

Seenprachawong, U., (2003). Economic valuation of coral reefs at the Phi Phi Islands, Thailand.
International journal for Global Environmental Issues 3(1): 104-114.

Seenprachawong, U., (2002). An ecosystem valuation of costal ecosystem in Phang Nga Bay,
Thailand. School of Development Economics, National Institute of Development Administration,
Thailand.Economy and Environment Program for Southeast Asia (EEPSEA).

Seidl, A.F. and A.S. Moraes, (2000). Global valuation of ecosystem services: application to the
Pantanal da Nhecolandia, Brazil. Ecological Economics 33(1): 1-6.

Seyam, I.M., A.Y. Hoekstra, G.S. Ngabirano and H.H.G. Savenije, (2001). The value of freshwater
wetlands in the Zambezi basin. Value of Water Research Report Series No. 7, IHE Delft, The
Netherlands.

Sharma, N.P., (1992). Managing the world's forests: looking for balance between conservation and
development. Kendall/Hunt Publishing Company, Iowa, US.

Land use and biodiversity o 48



Valuing corporate environmental impacts: Land use and biodiversity

Shultz, S., J. Pinazzo and M. Cifuentes, (1998). Opportunities and limitations of contingent valuation
surveys to determine national park entrance fees: evidence from Costa Rica. Environment and
Development Economics 3: 131-149.

Siikamaiki, J. and D.F. Layton, (2007). Discrete choice survey experiments: A comparison using flexible
methods. Journal of Environmental Economics and Management 53(1): 122-139.

Simonit, S. And Perrings, C. , (2011). Sustainability and the value of the regulating services: Wetlands
and water quality in Lake Victoria. Ecological Economics 70 pp. 1189-1199

Simpson, R.D., R.A. Sedjo and J.W. Reid, (1996). Valuing Biodiversity for Use in Pharmaceutical
Research. Journal of Political Economy 104(1): 163-183.

Spaninks, F. and P. Van Beukering, (1997). Economic valuation of mangrove ecosystems: potential
and limitations. Economics of Environment and Development (CREED) Working Paper Series No. 14,

54pp-

Spurgeon, J.P.G., (1992). The economic valuation of coral reefs. Marine Pollution Bulletin 24(11): 529-
536.

Sundberg, S., (2004). Replacement costs as economic values of environmental change: A review and
an application to Swedish sea trout habitats. Beijer International Institute of Ecological Economics,
The Royal Swedish Academy of Sciences.

Talbot, F. and C. Wilkinson, (2001). Coral reefs, mangroves and seagrasses: A sourcebook for
managers. Australian Institute of Marine Sciences, Townsville.

Tao, Z., Yan, H., Zhan, J. , (2012). Economic valuation of forest ecosystem services in Heshui
watershed using contingent valuation method. Procedia Environmental Sciences 13 pp. 2445-2450

Thibodeau, F.R. and B.D. Ostro, (1981). An economic analysis of wetland protection. Journal of
Environmental Management 12: 19-30.

Tianhong, L., Wai, L., Zhenghan, Q., (2010). Variations in ecosytem servcice value in response to land
use change in Shenzhen

Tobias D. and R. Mendelsohn, (1991). Valuing ecotourism in a tropical rain-forest reserve. Ambio
20(2): 91-93.

Tong, C., R.A. Feagin, J. Lu, X. Zhang, X. Zhu, W. Wang and W. He, (2007). Ecosystem service values
and restoration in the urban Sanyang wetland of Wenzhou, China. Ecological Economics 29(3): 249-
258.

Torras, M., (2000). The total economic value of Amazonian deforestation, 1978-1993. Ecological
Economics 33(2): 283-297.

Tri, N.H., (2002). Valuation of the mangrove ecosystem in Can Gio mangrove biosphere reserve,
Vietnam. The Vietnam MAB National Committee, UNESCO/MAB.

Tsuge, T. and T. Washida, (2003). Economic valuation of the Seto Inland Sea by using an Internet CV
survey. Marine Pollution Bulletin 47(6): 230-236.

Turner, R.K., J. Paavola, P. Cooper, S. Farber, V. Jessamy and S. Georgious, (2003). Valuing nature:
lessons learned and future research directions. Ecological Economics 46(3): 493-510.

Turpie, J., B. Smith, L. Emerton and J. Barnes, (1999). Economic value of the Zambezi Basin Wetlands.
Zambezi Basin Wetlands conservation and resource utilisation project. IUCN Regional Office for
Southern Africa.

Turpie, J.K., (2003). The existence value of biodiversity in South Africa: how interest, experience,
knowledge, income and perceived level of threat influence local willingness to pay. Ecological
Economics 46(1-2): 199-216.

Turpie, J.K., (2000). The use and value of natural resources of the Rufiji Floodplain and Delta,
Tanzania. Rufiji Environmental Managemet Project, Technical report No. 17.

Turpie, J.K., B.J. Heydenrych and S.J. Lamberth, (2003). Economic value of terrestrial and marine
biodiversity in the Cape Floristic Region: implications for defining effective and socially optimal
conservation strategies. Biol. Conservation 112: 233-251.

Land use and biodiversity o 49



Valuing corporate environmental impacts: Land use and biodiversity

Tyrtyshny, E., (2005). Economic value of the Ecosystem in Kazakhstan. Paper presented at Seminar
on Environmental Services and Financing for the protection and sustainable use of ecosystems,
Geneva, 10-11 October 2005.

UK Environment Agency, (1999). River Ancholme flood storage area progression. Report
E3475/01/001 prepared by Posford Duvivier Environment.

UNEP-WCMC, (2006). In the front line: shoreline protection and other ecosystem services from
mangroves and coral reefs. UNEP-WCMC, Cambridge.

US Department of Commerce, (1995). Census of Agriculture. Bureau of Census, Washington D.C..

Van Beukering, P.J.H., H.S.J. Cesar and M.A. Jansen, (2003). Economic valuation of the Leuser
National Park on Sumatra, Indonesia. Ecological Economics 44(1): 43-62.

Van der Heide, C.M., J.C.J.M. van den Bergh, E.C. van Ierland and P.A.L.D. Nunes, (2005). Measuring
the economic value of two habitat defragmentation policy scenarios for the Veluwe, The Netherlands.
FEEM Working paper.

Van der Ploeg, S. and R.S. de Groot (2010). The TEEB Valuation Database — a searchable database of
1310 estimates of monetary values of ecosystem services. Foundation for Sustainable Development,
Wageningen, the Netherlands.

Verma, M., (2001). Economic valuation of Bhoj Wetland for sustainable use. Indian Institute of Forest
Management, Bhopal, EERC Working Paper Series: WB-9.

Verma, M., (2000). Economic valuation of forests of Himachal Pradesh. International Institute for
Environmental Development, London, UK.

Verweij, P., M. Schouten, P. Van Beukering, J. Triana, K. Van der Leeuw and S. Hess, (2009). Keeping
the Amazon forests standing: a matter of values. Report for WWF Netherlands.

Viglizzo, E.F. and F.C. Frank, (2006). Land-use options for Del Plata Basin in South America:
Tradeoffs analysis based on ecosystem service provision. Ecological Economics 57(1): 140-151.

Walpole, M.J., H.J. Goodwin and K.G.R. Ward, (2001). Pricing policy for tourism in protected areas:
lessons from Komodo National Park, Indonesia. Conservation Biology 15(1): 218-227.

Walsh, R.G., J.B. Loomis and R.A. Gillman, (1984). Valuing option, existence, and bequest demand for
wilderness. Land Economics 60(1): 14-29.

Waycott, M., C.M. Duarte, T.J.B. Carruthers, R.J. Orth, W.C. Dennison, S.

Olyarnik, A. Calladine, J.W. Fourqurean, K.L. Heck, A.R. Hughes, G.A. Kendrick, W.J. Kenworthy, F.T.
Short and S.L. Williams, (2009). Accelerating loss of seagrasses across the globe threatens coastal
ecosystems. PNAS 106(30): 12377-12381.

White, A.T., M. Ross and M. Flores, (2000). Benefits and costs of coral reef and wetland management,
Olango Island, Philippines. In: Cesar, H. (ed), ‘Collected essays on the economics of coral reefs’.
Kalmar, Sweden: CORDIO, Kalmar University: 215-227.

Whittingham, E., J. Cambell and P. Townsley (ed), (2003). Poverty and reefs. Volume 2: Case studies.
DFID-IMM-IOC/UNESCO, 260pp.

Xiang, H., Yaning, C., Yapeng, C. , (2010). Study on change in value of ecosystem service function of
Tarim river. Acta Ecologica Sinica 30 pp. 67-75

Xu, Z., G. Cheng, Z. Zhang, Z. Su and J. Loomis, (2003). Applying contingent valuation in China to
measure the total economic value of restoring ecosystem services in Ejina region. Ecological
Economics 44(2-3): 345-358.

Xue, D. and C. Tisdell, (2001). Valuing ecological functions of biodiversity in Changbaishan Mountain
Biosphere Reserve in Northeast China. Biodiversity and Conservation 10(3): 467-481.

Yaron, G., (2001). Forest, plantation crops or small-scale agriculture? An economic analysis of
alternative land use options in the Mount Cameroun Area, Journal of Environmental Planning and
Management 44(1): 85-108.

Yeo, B.H., (2004). The recreational benefits of coral reefs: A case study of Pulau

Land use and biodiversity e 50



Valuing corporate environmental impacts: Land use and biodiversity

Payar Marine Park, Kedah, Malaysia. In: Ahmed, M., C.K. Chong and H. Cesar (ed), ‘Economic
valuation and policy priorities for sustainable management of coral reefs’. WorldFish Center.

Zandersen, M., M. Termansen and F.S. Jensen, (2005). Benefit transfer over time of ecosystem values:
the case of forest recreation. FNU-61, Hamburg University and Centre for Marine and Atmospheric
Science, Hamburg.

Zanderson, M. And Tol, R. , (2008). A meta-analysis of forest recreation values in Europe. Journal of
Forest Economics 15 pp. 109-130

Zhao, B. Kreuter, U., Li, B., Zhijun, M., Chen, J., Nakagoshi, N. , (2004). An ecosystem service value
assessment of land-use change on Chongming Island, China

Land use and biodiversity o 51



Valuing corporate environmental impacts: Land use and biodiversity

I
Appendix II — Productivity
modelling to estimate land use
area

For most companies that do not manage the production of their raw material inputs, it will be difficult to
identify the areas of land which are used to produce the materials. However, companies should know the
quantity of raw materials they use and may also know from which countries these materials are sourced. We
can use this information to estimate the land use by assigning the company a share of the total impact of the
raw material production industry in each location. For example, if, in a given country, there are some producers
which are high impact and others which are low impact, this approach estimates the impact of both and
assumes the company draws on each producer relative to the volume of their production.

To identify the location and estimate the quantity of land used or converted, the following steps are necessary
for each type of raw material, details on the data sources and assumptions follows.

Step i: Collecting company data on the quantity of raw materials used to

produce their products in the year of interest

Raw material data should be collected from the company and its suppliers. This should cover the most land-
intensive materials (typically agricultural materials) used in any meaningful quantity. For each raw material,
the data should represent the total quantity required for production, including any wastage from production
processes.

Step 1i: Identifying the location(s) of production for the raw material

It is important to know the source location because this defines what type of ecosystem services are being lost
and to what extent different populations are affected. In some cases, the source location of the material will be
easy to identify, particularly where it is specified by the company as part of its procurement policies for quality
assurance. In other cases, it may be necessary to ask suppliers. Where suppliers are unable to provide the
locations, trade flow data can be used to identify the most likely source country of raw materials based on
imports.

Where only the country of origin is known, additional publically available information can allow greater
precision on the likely sub-national locations of production. This is particularly important for countries with
many different eco-regions because it will allow more precision in the identification of environmental outcomes
and the subsequent valuation of impacts.

Figure 10 presents an example: the range in cattle density across the United States which can be used to identify
the main locations contributing to the countries meat and leather production

Land use and biodiversity e 52



Valuing corporate environmental impacts: Land use and biodiversity

Figure 10: Cattle density across the United States

G | Average Number of Cattle and Calves
- "'f' ‘-v,‘ per 100 Acres of All Land in Farms: 2007

Step 1ii: For each location calculating the production yield

Production yields describe the amount of land required to produce a unit of the raw material. Production yields
can be highly variable: for example, the yield in hectares of production area per head of slaughtered cattle in
Australia is 42.9, while it is 7.1 in the US and 0.3 in Japan . Intra-country variation can be equally large, as
illustrated in Figure 10. It is recommended to calculate yields at least at a sub-national level: this will also allow
more accurate identification of eco-region type (discussed in Step 2).

Equation 6 describes the yield in hectares per unit production of material m in location 1.

Equation 6: Calculate the yield

total area (ha),;
total production (unit),,;

Yield (ha/unit),, =

Step iv: Calculating the quantity of land required from each location

To calculate the quantity of land used for material m in location 1, the yield is multiplied by the quantity of raw
material used by the company, as per Equation 7.

Equation 7: Calculate the land use area

Area (ha),,; = yield (ha per unit),,; X quantity (unit),,;

Where locations are only known at a country level and data on the distribution of production in the country is
being used to gain precision, we assume that the company demands from all in-country producers
proportionally to their output. In such cases, the raw material demand from the country should be distributed
across sub-national locations according to the relative production of each sub-national location. Equation 7 is
used to calculate the land area in use for the raw material demand within each sub-national location. The sum
of these areas represents the total area for the raw material demand for the country. However, at this stage, it is
better to keep the land use areas within each sub-national location separate for examining the eco-regions in
Step 2.

Table 21: Variables to estimate land use from productivity modelling

Variable Suggested data source(s)
Quantity of raw material used Company data, supplier questionnaires
Source location of raw material Company data, supplier questionnaires. Other options

include trade data from UN Trade, government
statistics or multi-region input-output models

Raw material production yield by location FAO Stat, government statistics, industry reports
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Table 22: Key assumptions to estimate land use from productivity modelling

Assumption Explanation
Where precise locations of land use are Intra-country variance of impacts per unit of raw material can be
not known, the raw materials are high: this approach gives the best approximation of the impacts of

assumed to be drawn from all in-country  sourcing from a given country.
producers relative to their production
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1. The environmental impacts of
solid waste disposal

1.1. Introduction

Corporate activities in all sectors result in some level of solid waste generation. The disposal of this solid waste
can lead to a range of environmental outcomes that adversely affect human wellbeing, thereby carrying a
societal cost. In this paper, we set out a methodology for identifying, quantifying and valuing these costs in
monetary terms.

Fluid waste is considered in the PwC methodology paper Valuing corporate environmental impacts: water
pollution; gaseous waste is considered in the PwC methodology paper Valuing corporate environmental
impacts: air emissions. The majority of material impacts associated with solid waste are covered in this paper,
but two classes of related impacts are partially addressed in other papers. For greenhouse gas (GHG) and air
pollution outcomes, waste disposal is an intermediate step. The approaches to quantifying these outcomes as
they relate to waste disposal are defined in this methodology but valued according to their respective PwC
methodology papers: Valuing corporate environmental impacts: greenhouse gases and Valuing corporate
environmental impacts: air pollution. We believe that this increases the accuracy of societal impact estimates
and increases the applicability of the results to companies, which tend to treat waste as a discrete
environmental issue. This comprehensive approach adds some complexity but is important because GHGs and
air pollution make up a significant proportion of the societal cost of a tonne of waste.

Importantly, this methodology is concerned with the impacts of waste disposal. It does not attempt to evaluate
the costs associated with the design or production inefficiencies which may be indicated by the presence of
waste.

1.2. Qverview of impact area

For solid waste disposal, the type of waste and the method of its disposal are key factors that dictate the profile
of the resultant environmental outcomes. The common types of waste, disposal approaches and environmental
outcomes are listed below. The impact pathway (Figure 1) describes how these factors influence environmental
outcomes and subsequently impact people.

1.2.1. Types of waste
Solid waste is typically classified as either hazardous or non-hazardous:

e Hazardous waste: Waste that is defined as particularly dangerous or damaging to the environment or
human health, usually through inclusion on an official listing by the relevant regulator.

Non-hazardous waste: This covers all types of waste not classified as hazardous. In other contexts, it
may cover all waste not otherwise classified.

The type of waste has an important influence on the type and extent of impacts associated with different
disposal techniques. More specific classifications may be required to ensure the right impacts are allocated to
the waste produced by a given activity. For example, inert waste is a subclass of non-hazardous waste which is
chemically unreactive and does not decompose, and therefore does not release GHGs.

1.2.2. Approaches to waste disposal

The method of treating solid waste influences the type and severity of environmental outcomes. The most
common treatment approaches are listed below:

e Incineration: The combustion of solid waste. This produces various flue gases, residual fly ash, and
disamenity from the undesirable aesthetic qualities of waste incinerators (see below). Fly ash may be
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disposed of in landfill sites or used as a construction aggregate. The heat produced by incineration may be
recovered to produce electricity.

Landfill: The disposal of solid waste in specially designated areas. Waste (except inert waste) decomposes
in landfill sites, producing GHGs and leachate (liquid released from landfill sites, principally due to
infiltration by rainfall). The presence of the landfill also has a disamenity impact for surrounding residents
and visitors to the vicinity. Landfill quality varies dramatically. Here we use the term to cover everything
from unmanaged dumpsites where leachate and GHGs can escape unabated into the environment at one
end of the spectrum, to carefully managed, impermeably lined, sanitary landfills where these emissions are
collected and processed, and in some cases combusted to generate electricity.

Recycling: The disassembly and processing of solid waste to constituent materials for reuse. This requires
energy and results in production-grade materials. Use of recycled raw materials avoids the consumption of
energy and materials that would otherwise be required for extracting and processing virgin raw materials.
The principle methodology issues associated with recycling relate to the quantification of emissions rather
than the valuation of these emissions (which is done in the same way as any other industrial process). The
impacts of recycling should be allocated between the company demanding the recycled raw material and the
company producing the waste on an appropriate basis. Recycling does not therefore have a dedicated
section in this valuation paper.

Specialist processing: Local regulations may mandate or recommend specialist treatment of some solid
waste products, particularly hazardous waste (such as hydrocarbons and radioactive waste). The nature of
the treatment and the resulting impacts will be highly specific to each situation and we do not therefore
present a generalised methodology here.

The transport of waste to the treatment site also creates impacts, such as GHGs and air pollution from the
burning of fuel. The valuation of these impacts is covered by the relevant methodology paper. Given that these
impacts are driven by the creation of waste they should be allocated to waste in the presentation of E P&L
results.

1.2.3. Environmental outcomes and societal impacts

Waste disposal can lead to a number of environmental outcomes which bring adverse societal impacts. These
include the following impact areas:

Disamenity: The loss of environmental quality resulting from the presence of a waste management site.
The presence of waste sites can lead to a range of aesthetic changes in the environment that cause
displeasure to people in the immediate vicinity, including visual intrusion, odour, noise, and pests.

Leachate release: The release of liquid produced in landfill sites, principally due to the infiltration of
rainfall. As waste breaks down, the liquids produced can percolate through the landfill and contaminate the
soil and local ground and surface water. This has the potential to affect agricultural output, as well as the
health of ecosystems and the local population.

Climate change: Waste disposal in both landfill and incineration contribute to climate change by
releasing GHGs into the atmosphere (see PwC methodology paper: Valuing corporate environmental
impacts: greenhouse gas emissions); the majority of the GHGs from incinerators are in the form of carbon
dioxide (CO.) while those from landfill sites are methane (CH,).

Air pollution: The emission into the air of substances that reduce air quality (see PwC methodology
paper: Valuing corporate environmental impacts; air pollution). In the context of waste disposal, reduced
air quality is a by-product of incineration. Societal costs tend to be dominated by health impacts, but
visibility, agriculture, forests, the built environment, and amenity value are also affected. The most relevant
pollutants to waste disposal include particulate matter (PM..; and PM,,), nitrogen oxides (NOy), sulphurous
oxides (SOy), carbon monoxide (CO), ammonia (NHj), volatile organic compounds (VOCs), heavy metals
and dioxins.

Land use: Individual waste management sites can occupy large areas and, if poorly managed, may
contaminate the land they occupy and surrounding areas (see PwC methodology paper: Valuing corporate
environmental impacts: land use). Land contamination caused by landfills is considered under leachate.
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1.3. Impact pathway

In order to value corporate environmental impacts, we need to understand how the treatment and disposal of
solid waste affects humans. Therefore, we define impact pathways that describe the links between corporate
activities, the environmental outcomes from those activities, and the resultant societal impacts. Our impact
pathway framework consists of three elements:

e Impactdrivers:

— Definition: These drivers are expressed in units which can be measured at the corporate level,
representing either an emission to air, land, or water; or the use of land or water resources.!

— For solid waste disposal: The type and quantity of waste produced and its treatment.
¢ Environmental outcomes:

— Definition: These describe actual changes in the environment, which result from the impact driver
(emission or resource use).

— Forsolid waste disposal: These include reduced air, water or landscape quality.
¢ Societal impacts:

— Definition: These are the actual impacts on people as a result of changes in the environment
(environmental outcomes).

— Forsolid waste disposal: These may include negative impacts on human health, agricultural outputs
and reduced enjoyment of the environment.

The three stages of the impact pathway are shown in Figure 1 overleaf. Solid waste disposal is a complex
pathway, with multiple impacts each playing a role in multiple environmental and societal outcomes. The label
‘out of scope’ identifies elements of the impact pathway, which are not addressed in detail in our methodology.
The reasons for any such limitations of scope are explained at the end of this chapter.

1t A note on language: In this report, the measurement unit for any ‘impact driver’ is an ‘environmental metric.” Therefore, solid waste
disposal is the impact driver, and tonnes of waste are the environmental metrics.
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Figure 1: Impact pathway for solid waste

Impact drivers

Corporate SOIitd
activities waste
disposal

Environmental

Waste type

Non-
hazardous
waste

Hazardous
waste

— |

Key:
Impact pathway

Considered in other
PwC methodology paper

Out of scope

—

Incineration

Treatment
approach

dump sites

— TR

Societal

outcomes

Dioxins and heavy
metal emissions to air

Other emissions to air

impacts

Human health: Toxic and carcinogenic effects

See PwC methodology paper “Valuing corporate

Noise, odour, pests,
visual intrusion

GHG emissions
(net of energy
> recovery)

Climate change

Leachate release

Contamination of soil
and water

environmental impacts: Emissions to air”

14 Disamenity: Reduced landscape quality

See PwC methodology paper “Valuing corporate
environmental impacts: Greenhouse gases”

Human health: Impacts from polluted water
sources

Agriculture: Effects of soil and water
contamination

Other ecosystem services: Services lost

See PwC methodology paper “Valuing corporate

v

environmental impacts: Land use”

§
_»1 Ocean waste and persistent plastics cause a range |

of disamenity and ecosystem impacts

| Specialist '
| processing | c - : I
_____ > Land use onversion of natura N
areas
=TT TS ;‘ “““ 1
- —>: Littering +————M Various r——-—-—-—-—-—-——-——-—————————
I ___. L [
Activity of the
waste ——— Various
management
sector
Various » Various

» See each specific methodology paper

See each specific methodology paper

Solid waste ¢ 6



Valuing corporate environmental impacts: Solid waste disposal

1.4. Prioritising which impacts to quantify and value

This section outlines the key solid waste disposal impact areas and pathways that will be quantified (in
biophysical units) and valued (in monetary terms). It also defines those impact areas and pathways that are
beyond the scope of this methodology.

Consistent with the literature on disposal methods, we focus on the impacts associated with treating solid waste
through incineration and landfill, including unmanaged dumpsites (COWI, 2000b; Eshet et al., 2005b). For
most businesses, these two disposal methods will capture the vast majority of the associated environmental
outcomes. In cases where a business has a significant volume of waste treated or disposed of in other ways, an
additional methodology to quantify environmental outcomes may be required. The impacts of recycling should
be quantified as per other industrial processes and valued based on the appropriate methodology paper. It does
not therefore have a dedicated section in this report.

We seek to include as many impact areas as possible and only exclude areas where there is particularly strong
evidence of low relative materiality in the literature. The impacts that this PwC methodology paper covers and

excludes are summarised in Table 1. More detail can be found in later sections.

Table 1: Summary of valuation priorities

Impact Quantified in this PwC methodology Valued in this PwC methodology
pathway paper paper
Incineration Landfill / Incineration Landfill / dumpsite
dumpsite
Disamenity v v v v
Leachate x Immaterial v x Immaterial v
Greenhouse v v Other PwC Other PwC
gas emissions methodology paper methodology paper
Air pollution v % Immaterial Other PwC % Immaterial
methodology paper
Land use Other PwC Other PwC Other PwC Other PwC
methodology paper methodology paper methodology paper methodology paper
Recycling Treated like any Treated like any Treated like any Treated like any
industrial process industrial process industrial process industrial process
Specialist Not covered Not covered Not covered Not covered
processing
Littering and Not covered Not covered Not covered Not covered

ocean waste
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1.4.1. Impacts covered by this methodology paper
1.4.1.1. Disamenity

Disamenity includes unpleasant odours, visual intrusion, noise and pests. The academic literature consistently
shows that the societal costs from disamenity can be significant in the areas surrounding waste disposal sites
(e.g. as indicated by a decrease in house prices).2

1.4.1.2. Leachate

Leachate from landfill can result in material impacts if a site is not properly managed. Impacts will vary
depending on the characteristics of the landfill site (e.g. whether it has a liner system that can adequately
contain leachate), and the quantity and composition of leachate, which varies over time and is particularly
dependent on waste composition and weather conditions (COWI, 2000a).

Leachate from incineration facilities is not considered in this paper; this view is consistent with the literature.
At incineration sites, waste is generally only stored in modest quantities for short periods of time prior to
burning. Waste ash from incinerators is typically disposed of through stabilisation (e.g. in concrete) prior to
landfill.

1.4.2. Impacts partially covered by this methodology paper

1.4.2.1. Greenhouse gas emissions

The societal impacts of GHGs arise from their contribution to climate change. This is already having or is
expected to have a range of negative consequences, including impacts on health, damage to crops and
infrastructure, and disruption to ecosystems (see PwC methodology paper: Valuing corporate environmental
impacts: greenhouse gases). GHGs are produced by the decomposition of waste materials at landfill sites and
from burning waste in incinerators.

1.4.2.2. Air pollution

At landfills, emissions to air (i.e., ‘landfill gas’ (LFG)) are generally 50-55% CH, and 45-50% CO, (which are
both included as GHGs, and are in scope), with small amounts of other gases including nitrogen dioxide (IPCC,
2006c¢; Rierdevall et al., 1997, COWI, 2000a). The small quantities of other gases from landfill are deemed
immaterial and are not considered in this paper (consistent with IPCC, 2000a; COWI, 2000a; Eunomia, 2002).

One of these other gases may be hydrogen sulphide; however the concentrations are not typically sufficient to
result in impacts to human health. At low concentrations the principle impacts are associated with the odour,
which is included in the disamenity impact pathway.

Waste incineration produces a wider variety of air pollutants. PM,,, NOy, and SOy are particularly important
(EXIOPOL, 2009) and are quantified in this methodology, but valued in the Air Pollution methodology paper.
Small amounts of other pollutants, such as dioxins and heavy metals are considered, as they can have
significant societal consequences (e.g. causing cancer or loss of intelligence via developmental harm).

1.4.3. Impacts covered by other PwC methodology papers

1.4.3.1. Land use

Landfills receive waste from a number of companies and households over many years, and the modelled impact
of an individual firm in a given year is generally small. We do not present a specialist methodology here, but
where appropriate the impacts can be measured and valued in line with the methodology presented in the PwC
paper: Valuing corporate environmental impacts: land use.

2 In some locations open landfill sites may provide an important source of livelihoods for local communities (e.g. waste pickers). This
should be taken into consideration if it is likely to be a significant factor given the balance of locations being considered.
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1.4.3.2. Recycling

Emissions and resource use associated with recycling should be quantified in the same way as for other
industrial processes (e.g. using direct measurement or Life Cycle Assessment) and valued according to the
relevant impact methodology. Any benefits of using recycled materials relative to virgin raw materials can
either be assigned to the purchaser of the recycled materials by default, or allocated between the purchaser and
the supplier of the recycled material on an appropriate basis (for example, this may be done in proportion to the
financial costs of the recycling activity borne by each party).

Because recycling is treated like any other industrial activity it does not warrant a dedicated section in this or
any other methodology paper (the starting point for which is units of emissions or resource use as a result of
industrial activities).

1.4.4. Limitations of scope

1.4.4.1. Specialist processing

The materiality of specialist waste processing is highly dependent on the type of business in question. For most
value chains specialist processing is not relevant. Given the potential range of processes and contexts, and

general low materiality we have not attempted to present a generalised methodology here. Where appropriate,
specific impacts should be estimated and valued on a case by case basis as required.

The potential for land contamination due to leachate is an important consideration; these outcomes are covered
by the methodology for quantifying and valuing leachate release.

1.4.4.2. Littering, ocean waste and persistent plastics

This paper does not cover the impacts caused by littering, ocean waste or persistent plastics. Depending on the
context these could include disamenity, ecosystem degradation, human and eco toxicity. While there is some
limited research into the extent of these impacts (see for example, UNEP, 2014) more work is required to
understand the causal links in these impact pathways.
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2. Summary of methodology

2.1. Introduction

The impact pathway presented in Chapter 1 identifies how emissions can lead to different types of impacts. Our
valuation framework is structured to follow this pathway, at each stage demonstrating the causal links between
corporate activities resulting in waste and societal costs. To understand the value of environmental outcomes
associated with each of the impact types, it is necessary to:

1. Obtain environmental metric data: The starting point for each of our methodologies is data on
emissions. These metric data are based on an understanding of the corporate activities from which they
result. The data can come from a variety of sources, some of which (e.g., life cycle assessment (LCA) or
environmentally extended input-output modelling (EEIO)) are subject to their own distinct
methodologiess3.

Table 2: Environmental metric data

Impact driver (emission or resource use) Environmental metric data

Solid waste disposal Metric tonnes of hazardous waste
Metric tonnes of non-hazardous waste

Further data on waste characteristics (e.g. fossil
carbon percentage) or composition (e.g. principle
materials) if known

2. Quantify environmental outcomes: We quantify physical changes in the environment resulting from
corporate emissions or resource use (as measured by the metric data). This is discussed further in Table 3,
column 2.

3. Estimate societal impacts: We estimate the societal cost (impact on people) resulting from
environmental changes which in turn are the result of corporate activities.

2.2. Detailed methodology

The first step is to estimate the environmental metric which is the waste flows by composition (particularly
hazardous and non-hazardous) and disposal method (landfill and incineration). These can be estimated
directly, using information provided by companies, or indirectly through techniques such as LCA or EEIO
analysis. When a direct approach is taken, waste data should be apportioned to landfill and incineration using
actual data where available. Otherwise, general trends at a country or sub-national level can be used.

Our methodology for estimating the societal cost of environmental outcomes from solid waste disposal is
summarised in Table 3, below. The table includes one page on each of the relevant pathways (1) GHGs from
landfill and incineration; (2) Disamenity from landfills and incineration sites; (3) Leachate from landfills; (4)
Air pollution from incineration. The left hand column covers the quantification of environmental outcomes and
the right hand column summarises how these outcomes are subsequently valued.

3 Potential sources of metric data are outlined in Chapter 3. The assumed starting point for this methodology is data in the form specified in
Table 2.
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Table 3: Overview of our impact valuation methodology: estimating societal impacts from solid waste

Quantify environmental outcomes Estimate societal impacts

Greenhouse gas emissions from landfill and incineration impact pathways

Methods e Environmental outcomes (contribution to climate change) and the societal impacts associated with these are =~ e  Estimate of the SCC (see
evaluated in one step by applying the societal cost of carbon (SCC) to net GHG emissions (see PwC PwC methodology paper
methodology paper Valuing corporate environmental impacts: Greenhouse gases for more information on Valuing corporate
the methodology). environmental impacts:

e Net GHG emissions from waste are estimated as follows: greenhouse gases)

- GHG emissions (principally CH,) from waste sent to landfill are estimated over 9o years using the
Intergovernmental Panel on Climate Change (IPCC, 200a) Waste Model based on the mass and type of
waste, and the conditions of the landfill.

- The present value of the associated impacts is then calculated by applying a social discount rate of 3.5%.

- GHG emissions from incineration of waste are quantified using waste emission factors based on the fossil
carbon content of the type of waste in question.

- Where energy recovery is present, avoided GHG emissions are estimated by multiplying waste tonnage
(sent to either landfill-gas-to-energy (LFGTE) sites or incinerators with energy recovery) by the energy
potential of the waste and the average carbon intensity of the national grid.

Key e  Mass and type of waste. e See Valuing corporate
variables . . . . . ) ] :
IPCC Waste Model parameters, including climate, landfill characteristics, and organic carbon content for envlr(;lnmental ump aczs
relevant waste types. 9 ree.n ouse gases for key
variables
e Presence and efficacy of energy recovery at waste management sites and carbon intensity of grid electricity.
Assumptions e Assumptions underpinning the SCC can be found in PwC methodology paper Valuing corporate e See Valuing corporate
and environmental impacts: greenhouse gases. environmental impacts:
justification Assumptions related to net GHG emissions: 9 reenhoyse gases for key
assumptions

- National grid energy mixes should be used for estimating avoided GHGs, unless a specific energy source
is known to be substituted.

e Energy recovery rates are assumed to be zero unless otherwise indicated.
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Quantify environmental outcomes Estimate societal impacts

Disamenity (landfill and incineration) impact pathway

Methods

Environmental outcomes (increases in odour, noise and changes to visual amenity) and societal impact are evaluated in one step using a hedonic
pricing model which uses price information from a surrogate market (in this case the housing market) to measure the implicit value of a non-
market good or bad (in this case the disamenity associated with living near a waste management site).

We have developed a multivariate hedonic transfer function based on a meta-analysis of hedonic pricing studies from the academic literature.

This function is used to estimate WTP (to avoid disamenity) based on local average house prices, household density and the housing market
discount rate.

Societal cost of disamenity is then expressed in terms of the estimated per tonne of waste based on site lifetime and waste flow data.

Key variables

The estimated coefficients from underlying hedonic pricing studies which describe the degree to which waste disposal sites affect house prices
around the point of waste disposal.

House prices, housing (and, therefore) household density around waste disposal facilities (using national average data if unavailable), flow of
waste to sites, remaining lifetime of disposal site (default if unavailable), housing market discount rate.

Assumptions
and
justification

House price differentials (at given distances from the site) relative to house prices not in close proximity to waste management sites are assumed
to reflect the societal costs of disamenity of waste facilities, controlling for other factors which affect house prices. This is currently the standard
approach used by academics and governments.

A hedonic transfer factor is derived from six previous primary studies from five countries on how proximity to waste management facilities
affects house prices for a given average house price and household density. Adjusting for these two variables is considered an acceptable
approximation of disamenity for any given country, given the limited global coverage of existing primary estimates.
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Quantify environmental outcomes

Leachate release (from landfill) impact pathway

Estimate societal impacts

Methods e  The likelihood and severity of potential environmental Societal impacts are assessed by first identifying a worst-case estimate of
outcomes associated with leachate from landfill are estimated leachate clean-up costs as a proxy for worst case societal impact, and
on a scale of 1 to 1000 using the Hazard Rating System subsequently adjusting this estimate by multiplying it together with the
(HARAS) leachate risk model (Singh et al., 2012), based on HARAS risk score (expressed as a fraction between 0 and 1).
source-pathway-receptor relationships.
Key e The HARAS model is available in two forms; the most detailed Estimate of the worst-case leachate clean-up cost per tonne of waste to
variables form is applicable to site-specific analysis with significant data landfill.
Ln.put requirements. The simplified version can be used fc.)r Local purchasing power parity (PPP) relative to the US (where the leachate
igh-level assessments, based on the five variables below: >
clean-up cost estimates are sourced from).
- Proportion of hazardous waste.
- Climatic conditions and precipitation.
- Presence of a liner at landfill sites.
- Geology and soil permeability.
- Population density in proximity to sites.
Assumptions e The HARAS leachate risk model is peer reviewed and widely Clean-up costs are widely used as a proxy to estimate the value of non-
and used to evaluate the leachate risk. The simplified version of the market impacts where damage costs are unavailable. In practice, they are
Jjustification HARAS model is considered appropriate where the data likely to be a lower bound proxy for societal cost of leachate impacts where

requirements of the more complex version cannot easily be
met.

data on the latter are unavailable.

The selection of a worst case is equivalent to the worst-case criteria from
the HARAS model (risk score = 1000) and that scaling this worst-case
damage costs according to a risk factor is appropriate because the impacts
of leachate are uncertain for any individual case. This is consistent with the
approach taken in national studies (e.g. CSERGE, 1993).

Aside from the factors that influence the HARAS risk score we only adjust
for PPP, assuming an income elasticity of 1, because there is insufficient
evidence for other systematic preference adjustments.
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Quantify environmental outcomes

Estimate societal impacts

Air pollution (from incineration) impact pathway

Methods e Dioxin and heavy metal emissions: Emissions are calculated e  Multiply increased incidence of cancer and lost IQ points by the weighted
using incineration emission factors. Estimate change in the societal cost of cancer (value of statistical life (VSL) and of non-fatal
incidence of cancer and lost intelligence quotient (IQ) points by cancer) and the WTP to avoid loss of IQ points.
multiplying emissions by linear dose-response functions.

e Traditional air pollutants (NOx, SOx, NH3, PM2.5, PM10, o  The welfare values associated with health, agriculture and visibility
VOCs): Emissions are calculated using incineration emission impacts of air pollutions are considered in the PwC methodology paper
factors. Environmental outcomes (increased ambient Valuing corporate environmental impacts: Emissions to air.
concentration of pollution) of traditional air pollutions are
considered in the PwC methodology paper Valuing corporate
environmental impacts: Emissions to air.
e Avoided emissions are estimated as per avoided GHG emissions
from incineration, with air emissions intensity of electricity and
heat generation replacing carbon intensity.
Key e Dose response functions for the impact of dioxins and heavy e  Value of Statistical Life (VSL).
variables metals on IQ and cancer rates.

e  Cost of non-fatal cancer.

Assumptions
and
justification

Dose-response functions are based on epidemiological studies at
a given ambient concentration and emission level.

e VSL estimates are representative of the welfare loss associated with
health endpoints.
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3. Data requirements

3.1. Introduction

Gathering appropriate data is a precursor to valuing the environmental impacts from waste and the first step in
our valuation methodology for each impact area. The availability of high quality input data is a key determinant
of the accuracy of impact quantification and valuation. There are three types of data required for quantification
and valuation:

¢ Environmental metric data: These relate to companies’ waste, and have three general characteristics:
— Waste quantity;
— Waste type or composition;

— Waste treatment approach.

¢ Contextual data: They provide additional relevant information about the basic metric data. For example,
describing the context in which waste is disposed (e.g. location, surrounding population density, local
weather patterns). The availability of useful contextual data will depend to an extent on the source of the
metric data. For example, in the case of directly collected data, location and location characteristics should
be known. Whereas in the case of data sourced from an EEIO model, it is likely that only the country and
perhaps the industrial sector will be known. While there are some overlaps with metric data, these
additional types provide greater contextual detail e.g.:

— Landfill site and incinerator characteristics;

— Socio-economic characteristics around waste sites.

e Other coefficients: Typically numerical values derived from the academic literature or other credible
sources which are required in calculations to convert metric and contextual data into value estimates. Some
of these are applied directly, such as the hedonic pricing coefficient used in the disamenity methodology or
the SCC used to value GHG emissions, while others are built into more complex models into which data are
inputted, such as the IPCC model used to calculate CH, emissions from landfill.

While methods for the collection or estimation of basic metric data is not the subject of this paper, the data
generation methods used are nonetheless relevant to the likely availability of contextual data and therefore the
viability of different potential valuation approaches. This chapter therefore has two purposes: firstly, it
describes the most likely sources of metric data across a typical corporate value chain and the implications for
contextual data availability; secondly, it sets out key contextual and other coefficient data requirements and the
preferred sources for these.

3.2. Environmental metric data

This section discusses the likely availability of metric data for solid waste.

The amount of waste produced by business activities is typically calculated in tonnes, either by on-site direct
measurement or estimation. If direct information is not available, techniques such as LCA and/or EEIO can
also be used.

Different types of waste, particularly hazardous and non-hazardous waste, will have different environmental
outcomes in certain circumstances, and so they are often recorded separately. This distinction is particularly
relevant to the impact on GHGs and leachate from landfill, as well as GHGs and air pollution from incineration.
Despite inconsistencies in the definition of the two categories between countries, the approaches that we have
developed or adapted from the literature in each of these areas take this distinction into account.

The most influential factor in determining the environmental outcomes associated with the disposal of solid
waste is the mode of treatment. It is therefore important to understand how much waste is disposed of through
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landfill or incineration. If mode of treatment is not known, it can be approximated using country or state level
information, recognising that this will only provide a picture of the average impacts in a given region. This can
be obtained from publicly accessible sources, primarily through government environment ministries or
international databases such as those maintained by the OECD or World Banka.

The availability of actual (rather than modelled or estimated) metric data will vary according to the company’s
level of control over the producers and users of this information. This is likely to vary across a company’s value

chain as described below in Table 4.

Table 4: Likely metric data sources

Value chain stage Metric data

Own operations Waste tonnage, broken down by waste type and composition, should be available from
company management information.

The other estimation techniques detailed for the supply chain can also be used if direct
data are unavailable.

Immediate Waste tonnage, broken down by waste type and composition, may be available from
suppliers some suppliers.
Where this is unavailable, gaps in metric data can be filled using modelling techniques
such as EEIO.
Upstream/ Reliable metric data on waste tonnage, type and composition are unlikely to be
supply chain available from indirect suppliers.

Metric data can be modelled using EEIO techniques, which may be further informed
from customer surveys or industry information.

Downstream/ Reliable metric data on waste tonnage, type and composition are unlikely to be
use phase available from users. Metric data can be modelled using EEIO techniques, which may
be further informed from customer surveys or industry information.

End of life/ Some metric data can be derived using physical production characteristics, such as the
re-use impacts masses of constituent materials.

Other metric data can be modelled using EEIO techniques, which may be further
informed from customer surveys or industry information.

3.2.1. Limitations and uses of EEIO modelling for waste related GHGs
If EEIO modelling is used in the environmental metric quantification phase of a project, it will estimate the
GHG emissions associated with waste from each sector in the economy. Typically these emissions are included
within the emission intensity of each ‘parent’ sector, rather than being aggregated and assigned to the waste
management sector.

4 For example:
China, Brazil and a large number of other countries: http://stats.oecd.org/
USA: http://www.epa.gov/epawaste/nonhaz/municipal/mswgg.htm ‘2010 Date Tables PDF’

England: http://www.defra.gov.uk/statistics/environment/waste/wrfg23-wrmsannual/ ‘England and the regions data downloads - 2000-
01to 2010-11°
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The emissions calculated by the EEIO are, however, likely to be incomplete because the environmental
extensions in EEIO models generally rely on in-year estimates of GHGs from sectors; i.e. they do not include
the projected emissions over the lifetime of waste decomposition. It would therefore likely be a significant
underestimate to only include the waste GHG emissions from an EEIO model.

It is, therefore, necessary to calculate the emissions profile of the waste separately, as described here. As it is
generally not possible to disaggregate the EEIO in-year waste emissions from the rest of a sector’s emissions
there will be some double counting in the results. We prefer to slightly over- than significantly under-estimate
impacts so we recommend including both the EEIO results and the CH, emissions calculated separately (as
presented above) thereby including the total GHG profile of the waste.

3.3. Contextual and other data

Table 5 (overleaf) summarises the data required to estimate and value the environmental impacts of solid
waste, grouped by impact area (e.g. GHGs or leachate), the purpose of the data, and default metrics for

gathering it.

In general, where waste characteristics and the characteristics of treatment approaches and locations are
known, this specific contextual information should be used as it improves accuracy. However, in the event that
not all data are available, regional or country-specific averages can be used. Data required by other E P&L
methodologies, as summarised by the other reports in the PwC methodology paper series, are not included
here, readers should refer to the relevant papers (Valuing corporate environmental impacts: Greenhouse
gases and Valuing corporate environmental impacts: Air pollution).

Table 5: Contextual data requirements

Information

Purpose

Default metrics

Various impact areas

Quantity of waste sent
to different treatment
method (e.g., landfill
and incineration,
including waste-to-
energy (WTE) and
land fill gas to energy
sites (LFGTE)).

The quantity of waste disposed of through
each method is the basic prerequisite for
calculating total impacts and impacts per
tonne. Classification of this waste into
hazardous versus non-hazardous categories,
and additional, finer distinctions where
possible, are needed for methodologies in
various impact areas.

Tonnes of waste, with data on type
(hazardous, non-hazardous, and
specific types where available; see
below for details).

Type of disposal facility used. Where
specific facilities cannot be identified
apportion based on country-level
trends. If no data on WTE or LRFTE
assume no energy recovery.

Gross national income

These are required to transfer values between

GNI and PPP data from the World

(GNI) and purchasing  countries. Bank.

power parity (PPP)

statistics.

Monetary inflation Inflation describes the rate at which money’s = World Bank national consumer price
rate. value changes for a given country. This is inflation data.

required to update some reference values to
their present day equivalents.

Greenhouse gases

Degradable organic

carbon (DOC) content.

DOC is the organic carbon that is accessible
to biochemical decomposition (IPCC, 2000c¢),
expressed as a percentage of the quantity of

Categorise waste and apply DOC
factors (IPCC default values available
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Information

Purpose

Default metrics

waste.

for classified waste).

Methane correction
factor (MCF).

Landfill sites managed in different ways and
using different technologies will release
different amounts of CH, for the same
quantity of waste. This can be represented by
an MCF.

Categorise landfill management
quality and apply relevant MCFs.

Country-specific waste
composition.

Where specific types of waste are not known
average DOC figures can be used for different
countries.

Use national factors for municipal
waste, or constant value for industrial
waste.

Climatic conditions.

Climatic conditions at landfill sites affect the
decomposition of waste and the quantity of
CH,this process emits into the atmosphere.

Use specific data, or regional or
country data where this is
unavailable.

Methane capture
presence and
effectiveness.

Some landfill sites capture and burn CH,,
reducing GHG emissions in carbon dioxide
equivalent (CO2e) terms.

Use technology specific values where
available. Where no information,
assume no capture. Where presence
but not effectiveness of capture, use
IPCC default 20% effectiveness.

Carbon content of wet
waste.

The quantity of waste which is carbon, in
percentage terms. This determines CO,
emitted by incineration.

Use specific data if known. Otherwise
use IPCC default values.

Fossil carbon fraction.

The percentage of waste’s carbon content
which is fossil carbon. This determines CO.
emitted by incineration.

Use specific data if known. Otherwise
use IPCC default values.

Combustion The efficiency of an incinerator in burning Use technology-specific factors, if
efficiency. waste and producing GHGs from waste. This ~ known. Otherwise use IPCC default
depends on the technology used, and values.
determines CO. emitted by incineration.
Energy potential of Energy produced by LFGTE and WTE plants, Use specific data where available.
waste. measured in kilowatt-hours per tonne of Otherwise, use IPCC default values.

waste sent.

Grid carbon intensity.

The amount of CO, released by energy
generation, expressed as CO2e/kilowatt hour
(kWh).

Use International Energy Agency data
on national and regional grid
intensity around the world.

Disamenity

Hedonic function
transfer factor.

The hedonic function transfer factor is a
coefficient which describes how house
prices change as a function of distance from
waste sites (incinerators and landfills). It is
used in the calculation of disamenity value.

The factor is calculated from existing
studies.

Average house price.

This is required to calculate the effect of

Use national statistics (providing
regional and local house price
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Information Purpose Default metrics
waste sites on house prices. statistics) and property websites.
Household density. Household density is calculated from Actual population density should be

population density and average number of
people per household.

used where location is known.
Otherwise, average national population
density can be used. Data are available
from the World Bank.

Household size data are available from
various sources, such as the OECD.

Housing market
discount rate.

The discount rate implicit in the relevant
housing market is required to discount
waste flows, and can be approximated using
standard medium-term discount rates.

Discount rates are available from Her
Majesty’s Treasury (United Kingdom)
(HM Treasury) Green Book.

Remaining site
lifetime.

The length of time over which a waste site
operates. This affects the time period over
which disamenity effects from waste should
be calculated.

Data specific to the disposal site where
available, otherwise use national
averages.

Leachate release

Presence of liner.

Lined and unlined landfills have significantly
different risks of leachate release.

Use specific data where available.
Otherwise, use national
Environmental Regulatory Quality
(ERQ) score and waste collection
rates as proxies.

Waste hazard Hazardous and non-hazardous waste have Use specific data where available.

classification. significantly different risks of leachate Otherwise apply national or regional
release. averages.

Soil permeability. Soil permeability is an indicator of how Use specific data where available.

readily leachate will infiltrate the water and
soil systems.

Otherwise, use regional information
to classify permeability as best,
medium, or worst case. If landfill
location is unknown, assume medium
case, or use country average data
where there is limited variation
within a country.

Population density.

Population density is an indicator of how
many people are likely to be affected by
leachate.

Use local population density around
waste site; where unavailable use
regional or national population
density.

Clean-up cost of
worst-case leachate
remediation.

Clean-up costs are commonly used as a
lower-bound proxy for societal costs, and can
be scaled according to the risk of leachate
release.

Use most relevant national or
regional case study.

Air pollution
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Information

Purpose

Default metrics

Emission factors.

Emissions factors show the air emissions
intensity of waste incineration (pollution
mass released from incineration of a given
mass of waste).

Use locality- and technology-specific
factors if available. Otherwise, use
default values from IPCC or European
Union (EU).

Grid air emissions
intensity.

Describes the emissions to air of each
substance arising from the production of
electricity, expressed as a national or regional
average (pollutant mass released per kWh
energy produced).

Use national or regional data.

Dose-response rates.

Dose-response factors describe a simplified
empirical relationship between emissions of
certain substances and cases of related health
endpoints amongst a given number of people
who are exposed. Relevant dose response
factors here are for the number of cases of
cancer and neurotoxicity effects, the latter
measured by reduced IQ points.

Use published, peer reviewed dose-
response rates.

Value of IQ points.

This is used as a proxy for the societal costs of
neurotoxicity, describing one of its potential
consequences.

Use published, peer reviewed value
estimates based on WTP studies.

Value of statistical life.

Widely used by policy makers, the VSL places
a monetary value on statistically probable
mortality.

We use values recommended by the
OECD based on their meta-analysis.

Value of non-fatal
cancer.

Widely used by policy makers, these data
provide a monetary value for statistically
probable morbidity.

We use values recommended by the
OECD based on their meta-analysis.

Cancer survival rate.

This is used to apportion cancer between
fatal and non-fatal cases.

Data from medical research institutes,
such as Cancer Research UK.
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4. Detailed methodology:
Greenhouse gases

This chapter describes the detailed methodology for calculating GHG emissions relating to waste disposal, and
translating them into societal impacts. The methodology looks at the net total GHG emissions from landfills
and from incineration. In this chapter, landfill and incineration pathways are described separately for GHG
emissions, and considered together for avoided GHG emissions. These methodologies take the data discussed in
Chapter 3 as inputs.

Table 6: Summary of greenhouse gases methodology

4.1 Quantify environmental outcomes 4.2 Estimate societal

impacts

Greenhouse gas emissions from landfill and incineration impact pathways

Methods e Environmental outcomes (contribution to climate change) and e Estimate of the
the societal impacts associated with these are evaluated in one SCC (see PwC
step by applying the societal cost of carbon (SCC) to net GHG methodology paper

emissions (see PwC methodology paper Valuing corporate

) . . . Valuing corporate
environmental impacts: Greenhouse gases for more information

environmental
on the methodology). .
impacts:
e Net GHG emissions from waste are estimated as follows: greenhouse gases)

- GHG emissions (principally CH,) from waste sent to landfill
are estimated over 9o years using the Intergovernmental
Panel on Climate Change (IPCC, 200a) Waste Model based
on the mass and type of waste, and the conditions of the
landfill.

- The present value of the associated impacts is then calculated
by applying a social discount rate of 3.5%.

- GHG emissions from incineration of waste are quantified
using waste emission factors based on the fossil carbon
content of the type of waste in question.

- Where energy recovery is present, avoided GHG emissions
are estimated by multiplying waste tonnage (sent to either
landfill-gas-to-energy (LFGTE) sites or incinerators with
energy recovery) by the energy potential of the waste and the
average carbon intensity of the national grid.

4.1. Quantify environmental outcomes

The methodology for estimating GHG emissions from waste needs to quantify two key quantities: emissions
and avoided emissions. Firstly we describe the methodology to estimate the GHG emissions from landfill and
incineration (separately) and then we describe the methodology to estimate the avoided GHG emissions from
energy recovery. These emissions and avoided emissions can then be summed to quantify the net emissions.
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We have developed a model to estimate the GHG emissions from landfill. The model uses a modified version of
the IPCC model to estimate CH, emissions from landfill sites, in accordance with its 2006 ‘Guidelines for
National Greenhouse Gas Inventories’ (IPCC, 2006c¢).5 The methodology estimates landfill GHG emissions from
both hazardous and non-hazardous waste, split by specific types of waste. The landfill methodology focuses on
CH, emissions, because biogas from waste decomposition dominates the four main sources of GHG emissions
associated with landfill sites (Mendes et al., 2004) (the other sources being: Site construction, Site management
and Transport (moving and compacting the waste)).

We also use the IPCC methodology as the basis for our approach to estimating the emissions of fossil carbon
from incineration. We take into account the specific combustion efficiency of incinerators, and fossil carbon
content of the type of waste.

At some waste disposal sites, technology is present to capture energy and generate electricity (in the form of
landfill gas to energy combustion or incineration). When landfill gas or incinerated waste is used to generate
electricity it replaces the need for that electricity to be generated by other means, therefore the associated
potential emissions from that generation have been avoided. These avoided emissions offset a portion of the
GHG emissions from landfills or incineration. A summary of our approach is shown in Figure 2.

Figure 2: Process steps required to estimate waste-related GHG emissions

Calculate GHG emissions from landfill

v/

Calculate GHG emissions from incineration

v/

Calculate avoided GHG emissions from energy recovery (from
landfill and incineration)

Calculate the net emissions

4.1.1. Step 1: Calculate GHG emissions from land[fill

Biogas represents more than 99% of the GHGs from landfills (Rierdevall et al., 1997), and is therefore the focus
of this approach. Construction, site management and transport-related emissions are insignificant relative to

5 The US EPA have an equivalent model (LandGEM, 2005), however this is designed specifically for the US and is not as broadly applicable.
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emissions from biogas® (Hong et al., 2006; Mendes et al., 2004; Rieradevall et al., 1997) and are therefore
excluded from the scope of this methodology?.

The constituent gases emitted from a landfill depend on the type of waste and the conditions of decomposition,
however the general consensus is that landfill gas is around 50-55% CH, and 45-50% CO., with a small amount
of other gases including nitrogen dioxide (IPCC, 2006¢; Rierdevall et al., 1997). Only the CH, emissions from
landfill are considered anthropogenic (Liamsanguan & Gheewala, 2008; Rieradevall et al., 1997; US EPA,
2006). Waste degradation produces CH, only under the anaerobic conditions that can prevail in landfill sites.
The carbon content of waste would naturally be released as CO. as part of the carbon cycle and is therefore non-
anthropogenic (IPCC, 2000a). CH, has a global warming effect 34 times greater than CO.; non-anthropogenic8
CO, emissions need to be netted off, so 33 should be used.

CH, emissions over the lifetime of the landfill site are the principal factor determining anthropogenic GHG
emissions from landfill sites. The IPPC model used in this methodology allows the user to adjust for the
different conditions present in landfills (e.g. different climatic conditions, shallow dumpsite versus deep
landfill), as well as the characteristics of waste, which determine the rate of decomposition and formation of
CH, relative to CO..

The methodology estimates landfill GHG emissions from both hazardous and non-hazardous waste. Hazardous
waste is sometimes pre-treated prior to disposal in a landfill, which reduces emissions considerably (IPCC,
2006b). However, there is limited data to quantify this at a country level, so we treat hazardous and non-
hazardous waste in the same way in relation to pre-treatment. This is consistent with much of the literature (for
example: COWI, 2000b; Eshet et al., 2005).

In some cases, particularly in developed countries, CH, is captured from landfill sites. The captured CH,is
either flared or used to generate energy (Spokas et al., 2006). Beyond the avoided emissions (described in
4.1.3), this action converts a portion of the CH, into biogenic CO. which, as discussed above, is not considered
anthropogenic and lowers the GHG emissions from the landfill.

As stated earlier, direct data on waste volume and type should be used when available as they will improve
accuracy. The model would ideally calculate the CH, emissions associated with each tonne of waste over that
tonne of waste’s entire lifetime at a landfill site.

Table 77 describes the principal factors which affect GHG emissions from landfill, and how each is addressed in
the model. The model uses these values to estimate the tonnes of CH, emissions produced each year, over a

given number of years - 90 is recommended as beyond this emissions are insignificant (IPCC, 2006).

Table 7: Key variables in the custom IPCC landfill methane model

Variable How the variable is addressed
Amount of waste. Weight in tonnes is the primary input.
Type of waste. DOC is the organic carbon that is accessible to biochemical composition (IPCC,

2000c). The IPCC have derived DOC values for different categories of both
municipal solid waste (MSW) and industrial waste (see Appendix I, Table 25, Table
26).

Where waste composition is known and can be characterised as one of these

6 Rierdevall et al (1997) calculates that GHG emissions from transport, management and biodegradation of waste in landfill sites contribute
0.15% of total emissions.

7 They will, however, be quantified as part of indirect GHG emissions if EEIO modelling or broad boundary Life Cycle Inventory estimates
are used to estimate environmental metric data.

8 It is the anaerobic conditions of the landfill which result in methane emissions, rather than the ‘natural’ emissions of carbon dioxide.
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categories, the corresponding DOC should be entered into the model. Where it is not
possible to characterise waste type — then the IPCC default value for industrial waste
should be used.

Management of landfill
vs. open dump sites.

The customised IPCC tool includes a methane correction factor (MCF) that adjusts
for the way in which a site is managed (e.g. depth affects the extent of anaerobic

digestion). The default setting for the MCF is 0.6, which corresponds to
‘uncategorised solid waste disposal sites’ (IPCC, 2006).

Where it is possible to characterise sites into one of the four categories used by the
IPCC, the corresponding MCF should be used (Appendix I, Table 27).

Country.

Methane capture rate varies across countries. Local figures can be used if available

or alternatively national average capture rates.

Climatic conditions.

Weather affects the decomposition rate. Countries can be classified into one of the

following four categories, depending on the Mean Annual Temperature (MAT),
Mean Annual Precipitation (MAP) or Potential Evapotranspiration (PET) (IPCC,

2006a):

Dry temperate

e Wet temperate

Dry tropical

Moist and wet tropical

Table 8: Assumptions required for chosen approach to estimate GHG emissions from waste

sent to landfill

Assumption

Explanation

Methane emissions are the only
GHG emissions considered
significant from landfill.

CO. emissions from landfill sites — either emitted directly within landfill
gas, or indirectly through the flaring of CH,— are considered to be non-
anthropogenic and therefore not contributing to human caused climate
change (IPCC, 2000a). Other GHGs are produced in trivial quantities
(IPCC, 2006c¢; Rierdevall et al., 1997).

Hazardous and non-hazardous
waste can be considered
together.

DOC of waste varies based on its composition, which changes primarily as a
result of the industry type; not whether it is hazardous or non-hazardous.
The IPCC model provides DOC's for a default industrial waste category, or
more specific options, where this is known.

The IPCC provides no DOC value for hazardous waste (IPCC, 2006b); the
values of industrial waste and clinical waste — both have the same DOC
value of 0.15.

Methane capture rate = 0%
unless specific capture rates are
reported. Where only the
proportion of sites with capture
is known, but their capture
efficiency is unknown, 20%
efficiency is assumed for those
sites.

The rate of CH, capture significantly influences the final GHGs estimated
using the IPCC model. It is therefore deemed prudent to assume this is 0%
unless rates are known, and this is consistent with the guidance in IPCC
(2006¢).

The IPCC advises that, where the prevalence of CH, capture is known, in the
absence of better information, that a 20% capture rate efficiency should be
assumed (IPCC, 2000c; Chapter 5).
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Assumption

Explanation

Methane emissions considered
over 90 years.

90 years is the maximum duration for the landfill gas generation phase
recommended by the IPCC (Tabasaran, 1981; as cited by IPCC, 2000a). This
is considerably longer than the 25 — 30 years after which COWI (2000a)
suggest landfill gas reaches insignificant amounts. Since the CH, emissions
estimated by the IPCC model follow a first order decay function, and hence
tend towards insignificant amounts in later years, we believe taking the
uppermost limit is prudent to capture all the impacts.

Rate of methane production
from waste decomposition can
be characterised by climate
conditions of country.

The IPCC model uses a first order decay function to model CH, produced by
deposited waste. This function is explained in full by the IPCC (2006c)
which presents a number of reaction constants based on the climatic
conditions of the country of interest.

The use of this function — set out in IPCC (2006c¢) and subsequently used in
the IPCC model (IPCC, 2006a) — is taken as sufficient evidence this
assumption is valid.

All sites classed as
‘uncategorised solid waste
disposal sites’ (and related MCF
used) unless management
details about the specific site are
known (e.g. depth and moisture
content).

The IPCC advise that the MCF for ‘uncategorised solid waste disposal sites’
should be used ‘if countries cannot categorise their solid waste disposal site’
(IPCC, 2006c). This is deemed to be consistent with the situation where a
company cannot provide specific information on the relevant waste disposal
site(s).

4.1.2. Step 2: Calculate GHG emissions from incineration

CO. emissions per tonne of waste are estimated by applying the carbon intensity of the incineration process to
the volume of waste sent to incineration.

When waste is incinerated, CO. is released into the atmosphere. Some of this is biogenic (or non-
anthropogenic), such as wood or plant matter which forms part of the carbon cycle. However, incineration also
results in anthropogenic emissions because carbon stored in an otherwise stable form is released (e.g., fossilised
biological carbon that would otherwise remain out of the carbon cycle; for example from plastics and other
materials derived from petrochemicals9). Such carbon is referred to as “fossil’ carbon (IPCC, 2000Db).

Alongside the large quantities of CO, that are released into the atmosphere, much smaller quantities of nitrous
oxide (N20) and CH, are also released. According to the IPCC (2000c) CO. is the most significant GHG from
waste incineration by at least two orders of magnitude and for this reason only CO. emissions are considered

further in this methodology.

Unlike GHG emissions from landfill sites, which are emitted for many years after the waste is disposed of, GHG
emissions from incineration of waste are instantaneous (Ozge Kaplan et al., 2009). When country-specific data
on industrial waste management are not available from other sources, the management is assumed to follow the
same pattern as management of MSW (IPCC, 2000c). Fossil CO- per tonne of incinerated waste can be
estimated as the product of the carbon content of wet waste, the % of carbon that is fossil carbon and the
efficiency of combustion (ibid). The IPCC has derived default values for each of these variables, depending on
whether waste is hazardous or non-hazardous, as shown in Table 9.

9 Note that some authors consider all CO2 as relevant to climate change (for example, EXIOPOL, 2009). However, this is inconsistent with
IPCC guidance.
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Table 9: Variables influencing CO: emission per tonne of incinerated waste (IPCC, 2000c¢)

Variable Default values: Non- Default values: Hazardous
hazardous

The carbon content of wet waste 40% 50%

Fossil carbon fraction 40% (of total carbon) 90% (of total carbon)

Efficiency of combustion 95% 99.5%

(depending on incinerator type)

Tonnes fossil CO. per tonne 0.557 1.642
incinerated wastet°

If the carbon content or fossil carbon percentage of waste is known, or the efficiency of combustion at a specific
site is known, then these figures should be used instead.

4.1.3. Step 3: Calculate avoided GHG emissions from energy recovery (from
landfill and incineration)

The principal environmental benefit of energy recovery is in the form of avoided emissions. When landfill gas or
incinerated waste is used to generate electricity it replaces the need for that electricity to be generated by other
means, therefore the associated potential emissions from that generation have been avoided.

A similar methodology is used for estimating the avoided emissions from landfill and incineration. The only
divergence is the variable used for the energy potential of waste, which is explained further below.

Avoided GHG emissions from energy recovery can be achieved from both landfill sites and waste incineration.
Landfill gas to energy (LFGTE) involves capturing the landfill gas and burning it to produce energy, most
commonly in a gas engine that runs an electric generator producing power (Willumsen, 2004). Similarly when
waste is incinerated it can be used to produce electricity, commonly known as waste-to-energy (WTE) (Ozge
Kaplan et al., 2009). Therefore, this methodology considers avoided GHGs from both LFGTE and incineration
WTE.

Landfill-gas-to-energy

In some countries, a proportion of waste sent to landfill each year will be used to generate electricity (LFGTE)
and will therefore displace GHGs that would otherwise have been produced had that electricity been generated
through other means. Where there is no evidence that LFGTE is present at the site or in the country of interest,
then the default assumption should be that LFGTE does not occur, and that no adjustment is necessary.

If LFGTE is found to be present, then the avoided GHG emissions from energy recovery per tonne of waste
should be estimated using Equation 1.

Equation 1: Avoided emissions from LFGTE
Avoided GHG emissions from LFGTE (tC02e)

kWh
= waste sent to LFGTE (t) X energy potential of waste ( . )
tCO2e
kWh )

X grid carbon intensity (

10 Calculated by multiplying the three proportions in the table by each other and a factor to convert carbon in CO.mass. For non-hazardous
waste for example, this is: 1 tonne x (0.4 x 0.4 x 0.95) x 44/12 =0.557
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The variables required are further explained in Table 10.

Table 10: Variables required to estimate avoided GHG emissions per tonne waste from LFGTE

Variable Explanation

Tonnes of waste sent The World Bank estimated the number of LFGTE plants worldwide (Willumsen,
to LFGTE site 2002) and reports the tonnage of waste processed by plants in each country, more
recent national industry statistics should be sought wherever possible.

Energy potential of The energy potential of waste will depend not only on the type of waste but also the
waste, kWh/tonne of  technology used to collect and convert it. For example, Mendes et al. (2004) provide
waste a value of 166 kWh/tonne, assuming 50% of the CH, is captured, and that it is burnt

in a gas engine with 30% energy recovery efficiency. Site specific values should be
sought wherever possible.

Carbon intensity of The International Energy Agency (IEA, 2011a: p.111) provides the CO, intensities of
national or local national and regional electricity grids around the world.

electricity grid,

CO2e/kWh

Depending on the available data, it may be necessary to perform different calculations to reach the result shown
in Equation 1. In particular, if the tonnage of waste sent to LFTGE sites is not known, the calculation can be
modified based on national prevalence of LFGTE (as a percentage).

Incineration waste-to-energy (WTE)

The same approach detailed above should be used to estimate the avoided GHGs when energy is recovered from
waste incineration. The variables set out in Table 10, can be used with the exception of the energy potential of
waste, which should be replaced with a variable specific for the energy recovered per tonne of waste incinerated.
In practice, this value will vary based on waste composition and incinerator/generator specification. However,
unless location specific data are available, we assume that where energy recovery technology is fitted, this
technology is common between countries and suggest one of the two energy potentials shown in Table 11,
derived for use in European policy making (COWI, 2000Db).

Table 11: Energy potentials per tonne of incinerated waste

Type of energy recovery in facility Energy potential (kWh/tonne waste)
Electricity only (assume 25% recovery percentage) 625
Electricity plus heat (assume 83% recover percentage) 2,075

The lower energy potential (625 kWh/t) should be used as a default for countries where it is known that energy
recovery occurs, but not what type of recovery technology is prevalent. For countries where it is known that
energy recovery is commonly used to produce heat as well as electricity, 2,075 kWh/t should be used.

11 This is broadly consistent with other ‘default’ values in the literature. For example, Willumsen (2004) uses values of 50% and 37% for CH,
capture and energy recovery efficiency respectively.
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4.1.4. Step 4: Calculate net emissions

Once we have calculated the emissions from landfill and incineration, as well as the avoided emissions from
those two sites, we can calculate the net emissions arithmetically. The tonnages of avoided GHG emissions (for
both landfill and incineration) should be subtracted from the total additional emissions to calculate the net
emissions related to waste disposal.

4.2. Estimate societal impacts

GHG emissions from landfill and incineration are first converted to units of CO.e using Global Warming
Potential factors estimated by the IPCC (see: Valuing corporate environmental impacts: greenhouse gases,
chapter 3). Then to value the associated societal impacts we apply an estimate of the Social Cost of Carbon
calculated according to the PwC methodology paper: Valuing corporate environmental impacts: greenhouse
gases.
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5. Detailed methodology:
Disamenity

This chapter describes the detailed methodology for estimating the value of disamenities associated with waste
disposal, including visual intrusion, noise, odour and pests frequently caused by waste disposal facilities. We
estimate and value the impacts using the established proxy of changes in house prices in proximity to waste
management sites (‘hedonic pricing’). While the approach to valuing disamenity through hedonic pricing
(discussed below) is well established there are few studies comparing disamenity impacts of landfills and
incinerators, and they are typically considered together. We follow this convention and use the same
methodology for both.

Table 12: Summary of disamenity methodology

5.1 Quantify environmental outcomes 5.2 Estimate societal impacts

Disamenity (landfill and incineration) valuation module

Methods e Environmental outcomes (increases in odour, noise and changes to visual amenity) and
societal impact are evaluated in one step using a hedonic pricing model which uses price
information from a surrogate market (in this case the housing market) to measure the
implicit value of a non-market good or bad (in this case the disamenity associated with
living near a waste management site).

e  We have developed a multivariate hedonic transfer function based on a meta-analysis of
hedonic pricing studies from the academic literature.

e  This function is used to estimate WTP (to avoid disamenity) based on local average house
prices, household density and the housing market discount rate.

e Societal cost of disamenity is then expressed in terms of the estimated per tonne of waste
based on site lifetime and waste flow data.

5.1. Quantify environmental outcomes

Adverse localised environmental outcomes of waste management sites including noise, odour, pests and visual
intrusion are considered together under the heading of ‘disamenity’. In theory it would be possible to consider
these outcomes separately through willingness to pay surveys, however it would be difficult to avoid double
counting as people struggle to segregate their preferences for these closely related attributes of waste disposal
sites. It is therefore established practice in the literature to use hedonic pricing methods, which evaluate all
disamenity impacts together. Disamenity is therefore quantified and valued in a single step, as a function of the
presence of waste sites (along with other factors) rather than via enumeration of specific outcomes.

5.2. Estimate societal impacts

Our approach to valuing the disamenity impacts leverages the existing body of published research.

The calculations described here estimate the societal cost using reduced house prices as a proxy for the
disamenity associated with living close to a waste management facility, holding other attributes of the housing
market and local context constant. They assume that the reduction in the price people are prepared to pay for a
house on the basis of its proximity to a waste management site reflects the net present value of the disamenity
they will incur over the lifetime of the landfill.
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This approach is called hedonic pricing, a type of ‘revealed preference’ method for valuing environmental goods.
It is based on observations of a surrogate market (for housing) that ‘reveal’ people’s preferences towards the
environmental good of interest. Hedonic pricing is considered best practice for quantifying disamenity impacts
associated with waste disposal facilities. However, it is likely to underestimate the total welfare effects because
it only considers the welfare of local residents (excluding visitors and people passing through for example).

This paper uses a linear hedonic price function (HPF) describing the change in house price as a function of how
far the property is from a waste management facility. The function was derived from an average of different
functions estimated around the world and is applied to all countries consistently.

Function transfer is generally accepted to produce more accurate results than simply transferring a unit value
for an environmental good, mainly because it allows for more specific information on the target location to be
taken into account (see for example Eshet, 2007a). Our approach uses the function to estimate WTP to avoid
disamenity per tonne of waste in different countries and locations.

If the required location-specific data are not available (e.g., average housing price and average household
density). An alternative approach would be to use unit transfer of published disamenity values from the
literature (adjusting them at a country level for income and PPP).

Appendix II provides further background detail to the selected approach, including: a review of the methods
and values obtained through primary valuation of disamenity from waste treatment sites, an evaluation of using
the benefit transfer approach in the context of disamenity, and a discussion of ‘stock’ and ‘flow’ externalities
and their relevance to waste.

Figure 3: Steps required to estimate waste-related disamenity

Derive a hedonic pricing function

v/

Estimate total disamenity from site through transfer of linear
2 hedonic pricing function

v/

Estimate disamenity per tonne of waste

Calculate total societal cost
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5.2.1. Step 1: Derive a hedonic pricing function

Our methodology derives a hedonic pricing function (HPF) based on the approach described by Eunomia
(2002).

A number of linear hedonic price functions have been developed over the years for landfills and incineration
sites. A review of the literature identified six such functions from primary studies of landfill sites in the UK,
Israel, South Africa, Uganda and Nigeria (Cambridge Econometrics et al., 2003; Eshet et al. 2007b; Du Preez &
Lottering, 2009; Nahman, 2011; Isoto & Bashaasha, 2011; Akinjare et al., 2011) and one meta-analysis of ten
landfills and one incinerator in the US (Brisson & Pearce, 1995). From these seven studies, six were selected
based on whether it was possible to derive the maximum impact on house prices (the ‘y intercept’ of the
function) and the distance from the site at which there was no longer a noticeable effect on house prices (the ‘x
intercept’ of the function) because these two data points are necessary to calculate a composite function. No
systematic trend in these values was evident (for example, a correlation between GDP or HDI and maximum
proportional effect on house prices) and so a mean value of all x and y intercept values was taken in order to
obtain a composite linear function that could be applied more generally. The studies included in this analysis
are summarised in Appendix III.

In order to extract the relevant values from the literature for the purpose of deriving a function, it was necessary
to assume that all functions were linear and, in some instances (Du Preez & Lottering, 2009; Akinjaare, 2011),
that the effect on disamenity of the landfills became negligible at any distance greater than those reported by
the study.

The standard deviation for the population of estimates is fairly large, reflecting substantial variability between
studies. This is principally due to the inclusion of one site in the study by Nahman (2011), which exhibited a
particularly large maximum effect of 38.3%. Removing the study by Nahamn (2011) from the sample reduced
variance but also reduced the mean maximum effect on house prices (the mean maximum effect falls from
11.05% with a standard deviation of 6.40, to 8.61%, with standard deviation of 2.59). We opted to retain this
study in the sample to reflect the existence of sites with particularly high disamenity impacts. Ideally we would
directly account for this type of variability by deriving separate relationships for different contexts. However,
this is generally unrealistic given (a) the number of sites which may be in scope in relation to a single corporate
value chain, (b) the paucity of hedonic pricing studies to draw from, and (c) the practical fact that the specific
waste management sites in question are frequently not known.

5.2.2.Step 2: Estimate total disamenity from site through transfer of linear
hedonic pricing function
Disamenity is principally associated with the physical presence of a site rather than the gradual influx of waste
over time (a stock rather than a flow disamenity — see Appendix II for further discussion) so obtaining a total
disamenity value per site is a necessary step. The attributable change in house prices around the waste site is
taken to represent the capitalised net present value of the loss of amenity caused by proximity to the site over its
remaining life (Cambridge Econometrics et al., 2003); i.e. it is assumed that house prices affected by proximity
to the site reflect the net present value of all future loss of amenity caused by the site from ‘now’ until the site
closes.

The hedonic pricing function derived in Step 1 can be used to estimate total disamenity at specific sites. The
percentage change in the price of an individual house as a function of distance from a landfill or incineration

sites is shown in Equation 2, based on the meta-analysis described above.

Equation 2: Linear HPF derived from meta-analysis of six studies

Percentage change in house price with distance from landfill = 4.06r — 11.05

r is the hedonic pricing radius, which is the distance from the waste site, measured in km beyond which the
effect on house prices falls to zero.
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The total change in house values attributable to the presence of a waste site, can be approximated by integrating
this function over what are actually discrete rings around the waste management site, relating to the distance at
which each house is from the site boundary (Eunomia, 2002) 12, which gives the hedonic function transfer
factor, F. This is shown in Equation 3.

Equation 3: Total disamenity cost per site from hedonic pricing function

Total disamenity cost per site = — for P(11.05 - 4.06r)p 2 r.dr

P is the average house price in locality/country and p is the household density around the waste site
(household/kmz). The latter is calculated as shown in Equation 4.

Equation 4: Calculating household density

Population density
p =

Household size

Equation 3 can be simplified as follows, assuming P and p do not vary with distance r:

2.72

Total disamenity cost per site=—Pp2m f (11.05 — 4.0671) r.or
0

=—Pp2m[552r— 1.35r3)372
Between r=0 (waste site boundary) and r=2.72 (where effect on house price falls to zero, see appendix III).
A hedonic function transfer factor, F, can be derived if we define F as shown in Equation 5.

Equation 5: Deriving a hedonic function transfer factor

Total disamenity cost per site = FPp
FPp = 0.86Pp
F=0.86

5.2.3.Step 3: Estimate disamenity per tonne of waste

In order to obtain a value that can be used to attribute impacts to different sources of waste, it is necessary to
apportion the disamenity impacts to each tonne of waste entering the landfill over its lifetime (RDC
Environment & Pira International, 2003; COWI, 2000a&b; Eunomia, 2002; Cambridge Econometrics et al.,
2003).

COWTI (2000Db) estimate daily tonnages for landfill and incinerator sites (200 tonnes and 400 tonnes per day
respectively) and scale up over 5 days a week and 50 weeks a year (equal to 100,000 tonnes and 200,000
tonnes per year, respectively) and assume a life of 50 years?s.

Cambridge Econometrics et al. (2003) use a similar approach, having estimated the loss of amenity from
landfill across the whole of the UK using a nation-wide hedonic pricing study. This is then apportioned, per
tonne of waste, by estimating the total annual waste for the UK (using UK Government figures from 1998/99)
over an estimated average remaining lifetime for all UK landfills of 28 years. A significant difference in this

12 The integration provides an approximation since in fact the distribution of houses in the area affected by the landfill is more properly
represented by a discrete variable as opposed to a continuous one. This means, in practice, that the lower is the population density, the
greater will be any errors associated with reducing the discrete distribution of households by a continuous function (Eunomia, 2002).

13 In the example calculations provided in COWI 2000b, it is not clear whether the 50 years relates to total lifetime or remaining lifetime.
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approach to that used by COWI (2000Db) is that Cambridge Econometrics et al. (2003) discount these annual
waste flows over the 28 years, in order for the tonnes of waste to be comparable to the change in house prices4.

The discounting of waste flows (Cambridge Econometrics et al., 2003) is also preferred by others (Pearce,
2005) and is the approach adopted here. Theoretically the discount rate used should be the same as the
underlying rate implicit in the housing market (Pearce, 2005). Since this is rarely possible to identify, we follow
Pearce (2005) and propose a 3.5% discount rate to approximate the implicit discount in the housing market
since this is used widely as discount rate appropriate for the medium-term (HM Treasury, 2011).

In summary, in order to express the total disamenity associated with a landfill or incineration site per tonne of
waste going to that site, we divide total disamenity by the discounted waste that flows to the site over its
remaining lifetime. When considering a specific waste site, annual forecast waste flows can be obtained and
discounted for the site’s remaining lifetime.

When a specific location in a country is not known or local data are unavailable, Equation 5 can be multiplied by
the number of landfill or incineration sites in the country of interest, and the resulting value (an estimate of
total disamenity associated with all landfill or incineration sites in that country) divided by the discounted
national annual waste flows to landfill or incineration for that country. This gives the average WTP to avoid
disamenity per tonne of waste sent to landfill and to incineration for that particular country, as shown in
Equation 6.

Equation 6: WTP per tonne waste

PpFn
Xiw/(1 - DR)

WTP per tonne waste (landfill, incinerator) =

where F = hedonic function transfer factor, n = number of waste sites in the country/location (landfill and
incineration), W = annual national waste to landfill/incinerator (tonnes per year), DR = discount rate, and t =
remaining site lifetime (years).

5.2.4.Step 4: Calculate societal impact

The figure for disamenity per tonne of waste (calculated in step 3) for each in scope location can then be
multiplied by the volume of waste related to that location.

Potential data sources for the variables and parameters used in this approach are discussed in Table 13.

Table 13: Parameters and variables required to estimate WTP per tonne waste

Parameter Metric Source Approach
or variable
Average USD National e Use average house price without any effect of proximity to the
house price (constant) statistics site
n and ¢  When using tonnages per country (i.e. without any site-
area/country property P . . .
o . specific information), use the national average house price
P websites
Estimated No. of World e  Actual population density for known location
population people per  Bank A . . . .

. verage national population density for country (Appendix
density squarekm  (2012b) g pop ty ry (App

V)

14 The effect of proximity to landfill is implicitly discounted over time within house price (which includes the capitalised net present value of
future flows of disamenity). In order to express this as a ratio of tonnes of waste sent to landfill over a site’s remaining life, these waste flows
should be discounted at the same rate. Otherwise the effect will be to understate the ratio of cost to tonnes in future years, which will
decrease the estimated cost per tonne. For more detailed explanation, please see Cambridge Econometrics et al (2003: Paragraph 5.51).
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Parameter Metric Source Approach

or variable

around site

Estimated No. of Average Calculated as per Equation 4.

household households number of

density per square  people per

around the km household:

site ‘p’ Various?s

Hedonic 0.86 Calculated See discussion above.

function

factor ‘F’

Number of Number Various' Aggregate disamenity depends on the number of waste sites in

waste sites a given area.

‘n’

Annual Tonnes per  Various© Use most recent waste flow data for the waste site of interest

waste flowto year or, when applying the methodology at the national level, for

landfill and the country (using a single annual figure in this way assumes

incineration that flows to each landfill site or incinerator are uniform over

‘W their remaining lifetimes. This follows the precedent of other
studies, for example: COWI, 2000b; Cambridge Econometrics
etal., 2003).
Disamenity per tonne of waste depends on the tonnes of waste
processed by each site, which often vary systematically
between landfill and incineration sites. Therefore, it is
necessary to calculate WTP per tonne waste separately for
landfill and incineration sites.

Discount % rate HM Our approach uses a discount rate of 3.5%, the medium-term

rate implicit Treasury social discount used widely in policy making (HM Treasury,

in housing (2010) 2010) and suggested for estimating WTP per tonne waste by

market ‘DR’ Pearce (2005).

Remaining Years Cambridge The duration for which a site operates varies between and

life of Econometri within countries. If available, use the national average

landfill and cs et al. remaining site life.

}?cmerator (2003) Use the UK average figure for landfill sites of 28 years if

country-specific data are not available. This is broadly
consistent with estimates in other studies and countries
(Cambridge Econometrics et al., 2003; COWI, 2000b). We
found no usable alternative value for incinerators.

15 For example, a list relating to OECD countries exists here http://www.oecd.org/dataoecd/62/22/41919509.pdf for China, here

http://ye2.mofcom.gov.cn/aarticle/aboutchina/population/200603/20060301780750.html and for India, here

http://en.wikipedia.org/wiki/Indian_states_ranking_by_household_size

16 For example USA: http://www.epa.gov/epawaste/nonhaz/municipal/mswgg.htm ‘2010 Date Tables PDF’

England: http://www.defra.gov.uk/statistics/environment/waste/wrfg23-wrmsannual/ ‘England and the regions data downloads - 2000-

01 to 2010-11

South Africa: http://www.sawic.org.za/index.php?menu=15
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This methodology relies on a number of assumptions which are further evaluated in Table 14.

Table 14: Assumptions made in estimating WTP per tonne waste

Assumption

Explanation

Meta-analysis function
comprising mean values of
six studies from five
countries is applicable
internationally.

Use of function transfer is more sophisticated and is generally considered to
produce more accurate results that unit value transfer mainly because it
transfers more information (Eshet, 2007a). The studies included in the meta-
analysis show general alignment in the shape of HPF’s for waste disamenity
internationally, suggesting that preferences are somewhat consistent with
regard to waste disamenity (Appendix III). This in turn suggests that, with
appropriate adjustment for income differentials (represented here by house
price differentials), and household density, reasonable estimates can be
obtained using a single transfer function, providing methodological consistency
across our estimates.

A site receiving hazardous
waste has a similar
disamenity effect to sites
receiving non-hazardous
waste.

Empirical evidence from the UK suggests that disamenity associated with
hazardous waste processing sites is not significantly different from that
associated with average sites (Cambridge Econometrics et al., 2003).

Disamenity arising from
landfill sites is similar to that
arising from incineration
sites.

There are repeated references in the literature to disamenity values from
incinerator sites not being materially different from those arising from landfill
sites, and these values are often deemed to be interchangeable (Brisson &
Pearce, 1998; Eshet et al., 2005a). Brisson & Pearce (1995) observe that the
HPF from a study of house prices surrounding an incinerator in the US is
nested within the HPFs derived from the US studies of house prices
surrounding landfills.

This makes intuitive sense given that incineration sites generally store some
quantity of waste ready for burning and hence many of the same issues arise.

Note that the value produced in this methodology does differentiate between
the two when calculating a value per tonne due to varying volumes of waste flow
going to incinerators and landfills.

There is uniform household
density surrounding waste
management sites equal to
the national average
household density.

Where local population density or the specific waste management site is not
known approximations are required.

National average is an imperfect measure, because it doesn’t necessarily reflect
the actual population density around landfills. However, it is used here in the
absence of better data (see Appendix IV for further discussion).

National average house price
reflects the value of houses
around the site.

Where waste management site location is not known an approximation of house
prices is required. The national averages approach has a range of precedents in
the literature (Brisson & Pearce, 1995; Eunomia, 2003; RDC Environment &
Pira International, 2003).

Waste flows to landfill and
incineration sites are
uniform over remaining site
lifetime.

This assumption is routinely made in disamenity calculations of this type
(Cambridge Econometrics et al., 2003; COWI, 2000b).
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Assumption Explanation

Average remaining lifetime This figure was derived empirically from UK data for the remaining lifetime of

of landfill and incinerator = UK landfills and is consistent with landfill lifetimes assumed in a range of

28 years. studies (Cambridge Econometrics et al., 2003; COWI, 2000b). No contrary
evidence was found to suggest an alternative assumption for incinerators.

Consideration of waste site quality

Intuitively, it would seem reasonable for the level of disamenity to increase with decreasing quality of site
management. For example a poorly managed landfill site, where waste is not covered might lead to more
nuisances such as odour or the presence of vermin. Poorly managed sites in more tropical climates may be
associated with even greater disamenity due to the increased rates of decomposition. However, at present
empirical evidence is not available to support this intuition and therefore it is not possible to make a
meaningful adjustment to disamenity value estimates to account for the quality of site management.
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6. Detailed methodology:
Leachate release

This chapter lays out the detailed methodology for estimating environmental outcomes from leachate release
and translating these into societal impacts. Since leachate is only related to landfill, and not incineration, only
landfill sites are considered here. A summary of the methodology is shown in Table 15.

Table 15: Summary of leachate release methodology (from chapter 2)

6.1 Quantify environmental outcomes 6.2 Estimate societal impacts

Leachate release (from landfill) impact pathway

Methods e  The likelihood and severity of e Societal impacts are assessed by first identifying
potential environmental outcomes a worst-case estimate of leachate clean-up costs
associated with leachate from landfill as a proxy for worst case societal impact, and
are estimated on a scale of 1 to 1000 subsequently adjusting this estimate by
using the Hazard Rating System multiplying it together with the HARAS risk
(HARAS) leachate risk model (Singh score (expressed as a fraction between o0 and 1).

et al., 2012), based on source-
pathway-receptor relationships.

6.1. Quantify environmental outcomes

One of the environmental concerns about landfills is escape of leachate (i.e., contaminated fluid) into the
surrounding environment. The associated environmental outcomes of leachate are reductions in water quality
and soil contamination. Both can affect people’s health, impact on economic activities such as agriculture and
can damage ecosystems resulting in the loss of other ecosystem services.

There are a number of variables which influence the likelihood of occurrence and consequent severity of
leachate. These can be split by source, pathway, and receptor:

e Source: This refers to the amount and composition of the waste. Although the classification and
composition of hazardous waste varies, as a general rule it is more likely to result in leachate that is directly
harmful to human health, than non-hazardous waste (Singh et al. (2012), CSERGE (1993)). Non-hazardous
waste can also cause impacts, particularly associated with elevated concentrations of nitrates and other
organics which can result in eutrophication of waterways. However, the severity of leachate impacts from
non-hazardous waste is generally significantly lower than those associated with hazardous wastes.

e Pathway: This refers to how the leachate escapes the landfill and enters into surrounding systems. The
presence of an impermeable liner has the biggest single impact on whether leachate impacts occur at
landfill sites, but the permeability of the soil, depth of aquifers and distance to waterways are also relevant.

¢ Receptor: This relates to the way in which leachate is likely to result in specific societal impacts. For
example, the presence of groundwater used by human or livestock populations, or proximity to sensitive
ecosystems are relevant factors.

The key variables in each category are outlined in Table 16.
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Table 16: Key variables which influence the likelihood and severity of leachate

Classification Variable

Source Quantity of waste

Composition of leachate — determined by composition of waste

Generation of leachate from waste — largely determined by annual precipitation that
infiltrates the landfill. This in turn is most heavily influenced by local precipitation rates and
the presence and type of cover

Pathway Escape of leachate — determined by leachate collection system, quality of liner and geology of
site

Aquifer characteristics — including vadose zone (the zone between soil surface and top of the
water table) and aquifer zone

Receptor Presence of groundwater near to site

Use of groundwater near to site (i.e. drinking water, irrigation of crops, livestock, other
sensitive ecosystems)

Adapted from Singh et al. (2012)

6.1.1. Step 1: Use the HARAS model to generate a leachate risk factor

Ideally, as in other areas this methodology would apply a specific impact pathway approach, identifying the
causal link between disposal of waste and the different impacts of leachate — including to health via drinking
water and agriculture via groundwater. However, there is no credible generalizable approach to do this because
the occurrence of leachate is highly site specific, and typically occurs over a prolonged period with a range of
impacts over this time.

Given the practical difficulties in identifying causal links between the specific end point impacts of leachate and
the disposal of waste, a risk-based approach is typically used in the literature, for example, in the UK
Government assessment done by CSERGE (1993); and, Miranda & Hale (1997).

This methodology does likewise, calculating a risk adjusted estimate of the social cost of leachate, with the aid
of a hazard risk model which assesses the likelihood of leachate impacts resulting from a given landfill site and
the likely severity of impacts should leachate occur. The risk factor generated by the model is applied to a cost
estimate which reflects the impacts associated with a worst case scenario. This section describes how the model
is used to generate the risk factor.

Even with precise information on each of the variables in Table 16 for a given site, the true extent and severity
of leachate impacts through time is hard to predict. Nevertheless a number of models have been developed for
use in policy and planning to determine the risk and probable severity of leachate impacts arising.

We recommend using the groundwater contamination HARAS model (Singh et al., 2012). This calculates a
leachate risk factor, which represents the likelihood and likely severity of leachate impacts, based on source,
pathway, and receptor characteristics. The leachate risk factor is measured on a scale ranging from zero (no
risk) to one thousand (highest risk). This model has two key strengths which make it the most suitable for the E
P&L:

¢ Risk differentiation: The HARAS model has a high level of risk differentiation, which allows it to
better distinguish between different landfill sites in different locations than other models. This is
particularly important for creating an E P&L, as companies’ value chains frequently extend to diverse
geographical areas around the world and have the potential to include both very poorly- and very well-
managed landfill sites, from open dumpsites to advanced sanitary landfill sites.
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¢ Data flexibility: The HARAS model has both complex and simplified variants, allowing flexibility
regarding input data. This is important for creating an E P&L, because for a company with a global
value chain, it is likely that data will vary geographically in its quality and completeness. The complex
model is more data intensive than the simplified version, but allows more accurate assessment. The
simplified model uses a smaller set of widely available proxy variables to classify source, pathway, and
receptor characteristics as best, medium, and worst case.

The complex HARAS model estimates the likelihood and probable severity of leachate impact using 26 variables
which describe source, pathway and receptor characteristics. Appendix VI includes a detailed list of the

variables.

If the data for the complex HARAS model are not available, the simplified version of the HARAS model can be
used. We employ a set of proxy variables to categorise the source, pathway, and receptor characteristics of
landfills in different locations and thus calculate leachate risk ratings. The variables used and the underlying

assumptions are presented in Table 17.

Table 17: Variables in the simplified HARAS model used to identify best, medium and worst

case scenarios for leachate risk

Variable Recommendation

Explanation

Presence of o Useactual data on
aliner presence of liner if
available

e Alternatively, estimate
percentage likelihood of
a liner being present in a
given country or region
using the approach
specified (right)

A number of sources can be used to ascertain if landfills in a
given country are likely to be lined or not, including:

e Reported country specific data

e  Percent of formal waste collection (with the remainder
likely to be waste disposed of in open dumpsites which
have no liner)

e  Measures of environmental regulatory quality (ERQ)Y

e  Where specific data on the presence of liners are available
this is used, in other cases:

- If collected waste accounts for over 99% of total
waste and the ERQ is greater than 1 then 100% of
landfills are assumed to have liners

- Ifthe ERQ score is below zero, then 0% are assumed
to be lined

- Ifthe percent of waste collected is unknown and the
ERQ score is between 0 and 2.5 (the maximum) then
the percent lined is estimated in five equal
increments of 20% (0>0.5 = 20%, 0.5>1 = 40% etc.)

In appendix VI provides some example results based on
following the above approach at a country level for a selection
of countries. By testing the approach on some countries where
the % of landfills currently in use that have liners is known
(e.g. the UK), we are able to validate that the results for those
countries are reasonable. However, for many countries and
regions it is not possible to validate the probabilities
generated in this way, hence the need for an estimation

17 The ERQ score is derived from: Esty. ‘Environmental Regulatory Regime Index’. The index grades countries based on their environmental

regulations in place and environmental performance.
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Variable Recommendation Explanation
approach.
Source
Hazardous e Hazardous waste will be Whether waste is hazardous or non-hazardous is the most
VS. non- treated as the worst case important of the source variables and has the second
hazardous largest influence on the risk rating, after liner presence
e Non-hazardous waste
will be treated as the Our approach allows differentiation between hazardous
best case and non-hazardous, which has a significant influence on
the extent and severity of leachate
This simplified approach does not allow for any greater
level of differentiation based on specific toxicity
Pathway
Soil Regional information based Soil permeability is used as an indicator of how readily
permeability on Gleeson et al. (2011) leachate will infiltrate the water and soil systems.
(logk)8 where location is known: . . ) .
8 Where specific landfill locations are not known medium
e 105 t0 107 logk m2 can be used.
treated as best case . . .
The pathway has a relatively small impact on the risk
e 1072t0 107 logk m? rating relative to the presence of a liner and the nature of
treated as medium the source.
e 1070 to0 102 logk m2
treated as worst case
e Medium assumed where
no data are available
Receptor
Population National average population Population density is used as an indicator of how many
density density: people are likely to be affected by leachate.

0 to 100 people per km?
treated as best case

100 to 250 people per
km? treated as medium
case

Over 250 people per
kmz2 treated as worst
case

Human health impacts typically dominate estimates of
the social cost of leachate (UK Health Protection Agency,
2011).

National average population density is clearly an
imperfect measure but could reasonably be expected to
correlate with population density around landfill sites.
Furthermore, national population density may influence
the availability of space for siting landfills away from
population centres. See Appendix IV for further
discussion.

Source: PwC analysis

18 Describes the flow of a fluid through a porous medium. A larger value indicates greater permeability and increased risk of leachate

penetration to an aquifer
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The simplified HARAS model translates these into leachate risk ratings, the detail of which is shown in
Appendix VI.

6.2. Estimate societal impacts

This section describes how societal costs of leachate are estimated and how risk factors can be applied to adjust
these cost estimates. Societal impacts are assessed by first identifying a relevant worst-case estimate of leachate
clean-up costs as a proxy for worst case societal impact, and subsequently adjusting this estimate by multiplying
it together with the HARAS risk score expressed as a fraction between 0 and 1 (where 1 is equal to the worst-
case estimate).

The principal environmental outcomes resulting from leachate are associated with water pollution and soil
contamination. The welfare impacts of these are heavily dependent on characteristics of the local population
and the local environment, but include impacts to health, economic output (e.g. agriculture), and loss of other
ecosystem services potentially including fishing, hunting and recreation.

We follow convention in the literature and use clean-up costs as a proxy for societal costs, because estimating
the impacts of leachate in a given location is difficult and subject to high uncertainty. This is consistent with the
approach taken in a number of academic and government studies (CSERGE, 1993; Miranda & Hale, 1997).

We then adjust the clean-up cost estimates using the leachate risk factor from the HARAS model which reflects
both the probability of leachate occurring and the potential scale of the damages. CSERGE (1993) also use the
probability of leachate occurring to scale clean-up costs in the UK according to the likelihood of severe,
moderate and minor incidents and US EPA (1976) applied a similar method in Illinois.

Figure 4: Steps required to estimate societal impacts of leachate

Estimate costs under 'worst-case' scenario

\

Adjust for risk and likely severity of leachate impacts

v/

Benefit transfer of cost estimate to country of interest

Calculate total societal cost

6.2.1. Step 1: Estimate costs under ‘worst case’ scenario

Clean-up costs are defined as the cost to remediate the effects of leachate to a pre-landfill level. The chosen cost
represents a ‘worst case’ scenario, as defined in the HARAS model with a score of 1000. Using the simplified
model (described in Appendix VI), this worst case comprises:
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e No landfill liner

e Hazardous waste

e High soil permeability

e High population density.

It is appropriate to use a worst case estimate of leachate impacts as a starting point because the risk adjustment
approach described here will always scale down the estimated value of the impact based on the probability of
leachate occurrence and the expected severity of leachate impacts. The worst case estimate will only apply in
full in rare cases where a landfill liner is absent and the source, pathway and receptor conditions suggest that
severe leachate impacts are certain to occur (i.e. where the risk score fraction = 1).

To calculate the clean-up costs associated with the worst case scenario an appropriate worst case example is
needed. The appropriate ‘worst case’ will vary depending on the location. In the US, for example, the
‘Superfund’ can be used as a useful source of significant leachate events.

The example we present below draws on the Onalaska Municipal Landfill, Wisconsin. The landfill was
operational from 1969 to 1980, with a capacity of 130,000 m3.19 Over that period a mixture of municipal and
hazardous wastes were disposed of, including a relatively high proportion of chemical wastes, such as industrial
solvents naphtha, toluene, and trichloroethene. The site was unlined, in an area of high soil permeability, and
affected a relatively large population. Full site remediation2°, including reducing levels of organic and inorganic
contaminants in the local aquifer, cost the US Federal Government and the Wisconsin State Government about
USD 8,950,0002,

Equation 7: Example of worst-case societal cost of leachate per tonne of waste

Total cost of remediation _ USD 8,950,000
Landfill capacity " 130,000 tonnes

Societal cost of leachate = = 69 $/tonne

6.2.2.Step 2: Adjust for risk and likely severity of leachate impacts

Based on the methodology described in 6.1, the characteristics of the waste and the conditions of disposal
within the given country can be used to assess the source, pathway and receptor using the worst, medium and
best case classifications. Each risk rating combination has a corresponding risk score (Table 32 in Appendix VI).
This scoreis used to estimate the risk-adjusted societal cost as shown in Equation 8.

Equation 8: Risk-adjusted societal cost of leachate per tonne of waste

risk score

X
1,000 $/tonne

Societal cost of leachate =

Example results of this calculation using the output of Equation 77 are shown in Table 33 in appendix VI.

19 Onalaska Landfill physical characterisation: 7 acres, with an average depth of waste disposal of 15 feet. Conversion factor used: 1

m3/tonne of waste.

20 Remediation activities included: the installation of a landfill cap; the installation of an air injection system within the area of soil
contamination to enhance the bioremediation of organic contaminants; the installation of a groundwater extraction and treatment system
to capture and treat VOC contaminants in the groundwater immediately down gradient of the landfill; and, the implementation of a
groundwater, surface water, and sediment monitoring program to ensure the adequacy of the clean-up.

21 Expenditures 2010: Wisconsin State — USD 4,200,000; US Federal Government: USD 4,620,000. Committed but not yet expended:
Wisconsin State USD 130,000. All values are 2010 USD.
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6.2.3.Step 3: Benefit transfer of cost estimate to country of interest

Where it is necessary to transfer societal cost estimates from one country to another (e.g. where local worst case
examples are not effectively documented), it is necessary to adjust for PPP and inflate values using the country
inflation rate from the year of the cost estimate to the year of waste disposal.

6.2.4.Step 4: Calculate total societal cost

Once we have established the location or country-specific societal costs of leachate per tonne of waste disposed,
we can calculate the overall cost arithmetically by multiplying these figures by the volume of waste in each

location.

The principal assumptions of this approach are outlined in Table 18.

Table 18: Assumptions required for estimating the social cost of leachate

Assumption

Comment on purpose and reasonableness

Clean-up costs are an
acceptable proxy for
the societal costs of
leachate

Clean-up costs are often used as a lower bound proxy for welfare costs where more
specific data are unavailable. There has been limited study of the societal costs of
leachate, particularly in the developing world. Accordingly, several academic and
government studies have used clean-up costs (CSERGE, 1993; Miranda & Hale, 1997).
CSERGE (1993) note that ‘there is little more to go on’. More than two decades on the
usable evidence base remains limited.

Clean-up costs can be
acceptably transferred
between countries

Where country or location focused analysis is required we recommend using a worst
case example which is appropriate for the specific country. For multi-country
assessments a single worst case (or average of several) may be preferred to provide
consistency and comparability.

In certain countries, clean-up costs may not actually be incurred as a result of leachate
incidents. For example, the effort expended by the US Environmental Protection
Agency to clean-up the Onalaska case study used here may be greater than that which
would be expended in other countries. However, in developing countries, limited
clean-up expenditure is more likely to reflect weaker governance or capacity to
respond than in the USA, rather than the absence of societal costs, and preferences to
avoid these. Therefore, transferring the cost of a thorough clean-up is likely to be more
reasonable as a proxy for welfare impacts than using actual clean-up costs in
developing countries. The international transfer of values adjust only for PPP and
assume an income elasticity of 1 and constant preferences for health, economic
prosperity and environmental quality. This treatment is common in the literature on
the basis that there is insufficient evidence on which to base systematic adjustment for
these factors.
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7. Detailed methodology: Air
pollution

This chapter lays out the detailed methodology for calculating the environmental outcomes related to air
pollution from incinerating waste, and translating them into societal impacts. Landfills are not addressed in this
chapter, as they produce trivial volumes of non-GHG emissions (EXIOPOL, 2008). The air pollutants from
incineration fall into two categories; dioxins and heavy metals, and traditional air pollutants (e.g. PM, NOy,
SO,). Dioxins and heavy metals are discussed first, followed by traditional air pollutants.

Table 19: Summary of air pollution methodology (from chapter 2)

7.1 Quantify environmental outcomes 7.2 Estimate societal impacts

Air pollution (from incineration) impact pathway

Methods e Dioxin and heavy metal emissions: e  Multiply increased incidence of cancer and lost
Emissions are calculated using 1Q points by the weighted societal cost of cancer
incineration emission factors. (value of statistical life (VSL) and of non-fatal
Estimate change in the incidence of cancer) and the WTP to avoid loss of IQ points.

cancer and lost intelligence quotient
(IQ) points by multiplying
emissions by linear dose-response

functions.

e Traditional air pollutants (NOx, e  The welfare values associated with health,
SOx, NH3, PM2.5, PM10, VOCs): agriculture and visibility impacts of air
Emissions are calculated using pollutions are considered in the PwC
incineration emission factors. methodology paper Valuing corporate
Environmental outcomes (increased environmental impacts: Emissions to air.

ambient concentration of pollution)
of traditional air pollutions are
considered in the PwC methodology
paper Valuing corporate
environmental impacts: Emissions
to air.

e Avoided emissions are estimated as
per avoided GHG emissions from
incineration, with air emissions
intensity of electricity and heat
generation replacing carbon
intensity.

7.1. Quantify environmental outcomes (dioxins and heavy metals)

To quantify the environmental outcomes associated with dioxin and heavy metal emissions, we follow the
methodology set out in EXIOPOL (2009); estimating the change in incidence of cancer and lost IQ points by
multiplying emissions by linear dose-response functions.

The materiality of air pollution relative to the overall societal impact of waste is highly variable in our results.
For example, it represents just 1% of the waste incineration impacts in the US, but 28% of the impacts China.
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The difference is driven by dioxin and heavy metal emissions which are much higher in the absence of flue gas
treatment. Regulation is a major factor in determining the presence of such safeguards.

Given the low materiality of air pollution relative to the total environmental impacts from incineration in much
of the developed world, it may be acceptable to consider it out-of-scope in an E P&L. Particularly for companies
with operations (and supply chain) focused in countries with well-enforced incineration regulations.

Figure 5: Steps required to estimate dioxin and heavy metal emissions driven by corporate
waste

Calculate dioxins and heavy metal emissions

v/

Calculate the number of health endpoints associated with the
2 emissions

7.1.1. Step 1: Calculate dioxins and heavy metal emissions

The majority of heavy metals and dioxins are highly damaging to health and, if inhaled, can cause cancer, and
may lead to neurotoxicity, reducing IQ (in the case of mercury).

This methodology follows the standard academic and policy approach, estimating the quantity of emission
released using emission factors, applying dose response functions to calculate the likely number of attributable
health outcomes, and then valuing these health outcomes (see for example: EXIOPOL, 2009). Appendix VII
includes some examples of previous value estimates from the literature.

Reliable measured data on heavy metal and dioxin emissions from incinerators is extremely rare, but if
available should be used. More realistically, heavy metal and dioxin emissions per tonne of waste can be
approximated using national or regional emissions limits for waste incineration (EXIOPOL, 2009). The IPCC
recommend using the factors provided in Table 35 in Appendix VIII. However, in some countries more
stringent regulations are enforced and the IPCC factors would therefore lead to an over estimation of the
impacts (Table 36 in Appendix VIII). For example, the EU emissions limits in Directive (2000/76/EC) are
lower than the IPCC factors in some cases (chromium, dioxins and lead). Where lower emission limits are
known to be enforced these should be used following the precedent of EXIOPOL (2009) and Rabl et al. (2008).

Given the potentially large difference in results when using the IPCC versus the EU figures, it is recommended
that a consistent rule be applied to guide allocation of emission factors to countries where more specific data
are unavailable. The Environmental Regulation Quality index (Esty, 2002), discussed in the context of leachate,
can be used to guide this decision: EU factors can be used for countries with ‘good’ scores (>0.0), while the
IPCC factors can be used for countries with ‘poor’ scores (<0.0).

7.1.2. Step 2: Calculate the number of health endpoints associated with the
emissions

Dose response functions describe how many health endpoints (response) are likely to be associated with a given
level of emissions (dose). ExternE (2004) publishes dose response functions for cancer.
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Table 20: Dose response rate (cancer) per kg heavy metal

Pollutant Impact

Arsenic (As) 4.0E-05 cancers/kg
Cadmium (Cd) 2.0E-05 cancers/kg
Chromium (Cr) 1.0 E-04 cancers/kg
Nickel (N1) 1.9E-06 cancers/kg
Dioxins 9.3E+01 cancers/kg

Source: ExternE (2004)

Lead (Pb) and Mercury (Hg) are not considered to be carcinogenic in the concentrations that result from waste
incineration (ExternE, 2004) but can have severe neurotoxic impacts. Neurotoxic impacts are typically
measured in terms of how many IQ points are reduced by a given exposure to the pollutant. Table 21 presents
does response functions for Lead and Mercury.

Table 21: Dose response rate (neurotoxicity) per kg heavy metal

Pollutant Impact
Lead (Pb) 6.0E-02 1Q points/kg
Mercury (Hg) 8.0E-01 IQ points/kg

Source: ExternE (2004)

7.2. Estimate societal impacts (Dioxins and heavy metals)

In this section, we set out our methodology for valuing the societal cost of the impacts on human health
expected to result from emissions of dioxins and heavy metals from waste incineration. These impacts are
cancers (associated with arsenic, cadmium, chromium, nickel and dioxins), and lost IQ points (associated with
lead and mercury).

To estimate the societal impacts of dioxins and heavy metals, we multiply the increased incidence of cancer and

lost IQ points by the weighted societal cost of fatal (value of statistical life (VSL)) and of non-fatal cancer, and
the value of lost IQ points.

Solid waste ¢ 46



Valuing corporate environmental impacts: Solid waste disposal

Figure 6: Steps to value the societal cost of dioxins and heavy metal emissions

Calculate weighted societal cost of fata and non-fatal canceror lost
IQ points

\

Adjust for inflation and for income at PPPif desired

s

Calculate total sodetal cost

7.2.1. Step 1: Calculate societal cost of fatal and non-fatal cancer and lost IQ
points

The output of the dose-response calculation is number of cases of cancer. In order to value this we first need to
distinguish between fatal and non-fatal cases. Cases which are fatal are valued using the value of statistical life
(VSL). Please see the PwC methodology paper Valuing corporate environmental impacts: Air pollution for
detailed discussion of our approach to the VSL.

A portion of cancer cases will not be fatal, the OECD (2006) note considerable variation in the WTP to avoid
cases of non-fatal cancer based on the type of cancer as well as the method and sample of the study. We apply a
figure which is 10.5% of the VSL (the mid-point of the studies quoted by the OECD), resulting in a value of USD
360,000 in 2012 USD.

To calculate the portion of non-fatal cases national statistics can be used; for example in 2009 Cancer Research
estimated that 43% of cases of cancer in the UK were non-fatal (Cancer Research UK, 2009).

A range of values exist in the literature for the societal cost of lost IQ points, between USD 4,000 and USD
19,000, mostly based on lost earnings or remedial education (Spadaro & Rabl, 2004). We follow the precedent
of both Spadaro & Rabl (2004) and ExternE (2004) in taking an intermediate value of USD 17,500 per IQ point
(in 2011 prices).

7.2.2.Step 2: Adjust for inflation and for income at PPP if desired

Before transferring the societal cost of fatal and non-fatal cancer or the cost of lost IQ points, it is necessary to
inflate using the country inflation rate to the year of waste disposal. If income adjustments are to be made,
these also need to be applied using a GNI ration, described in the air pollution methodology paper. If income
adjustments are to be made equity considerations should be kept in mind.

7.2.3. Equity considerations

Most countries operate a principally market-based economy, where the allocation of resources is determined
largely by the forces of supply and demand, which also establish prices in the economy. In this context, an
individual’s income determines the quantity of marketed goods that they can obtain. When estimating the
monetary value of goods (or ‘bads’) which are not currently traded in markets, the income constraint must
therefore be considered.
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As peoples income changes, their level of demand for a good usually changes, and the amount they would pay
for each unit of the good also changes. Empirical evidence for environmental goods (or avoidance of ‘bads’)
suggests that this ‘income effect’ is positive — people are prepared to pay more as their income increases
(Pearce, 2003). For this reason, if values estimated in one location are to be used in a different location, they
need to be adjusted to take account of differences in the income constraints of people in each location.

This is best illustrated using an example. Suppose a survey of people living beside a lake in the USA finds that
they value the leisure time they spend around the lake at $1,000 per year. This represents about 2% of their
average annual income. Combining this with the number of people who live in close proximity to the lake allows
for an estimate of the value of the lake for leisure purposes to be produced. This non-market value estimate can
be taken into account when decisions which might affect the future of the lake (e.g. new developments) are
considered.

Now suppose we wish to estimate the value of a similar lake in Uganda. Resources to conduct a new survey
aren’t available but the number of people living near to the lake can be estimated, and it is known to be a
popular recreation area. However, the average per capita income in Uganda is 1/100t of the average per capita
income in the USA22, So assigning the same value of $1,000 per person in the Ugandan context would clearly be
inappropriate; suggesting that local people would pay twice their average annual income for a year’s worth of
leisure at the lake. In order to estimate the value that local people place on the lake, relative to their other
priorities, it is necessary to adjust for the differences in income constraints.

This central concept of income effects in non-market valuation of environmental goods is relatively
uncontroversial, as is the practice of adjusting for differences in income and purchasing power when
transferring value estimates between countries. However, when valuing goods (and bads) relating to human
health, equity considerations become more apparent.

As with environmental goods, empirical evidence demonstrates that the amount individuals’ would pay to
maintain good health and to reduce risks to life increases with income (Viscusi and Aldy, 2003; Scotton and
Taylor, 2010; OECD, 2010). This is reflected in estimates of the Value of a Statistical Life (VSL)23. When
applying a VSL estimate calculated in one location to health outcomes in another location, it is common
practice in the health literature (see for example: OECD, 2012; Hammitt and Robinson, 2011) to adjust the VSL
to reflect the income differential between those locations, as described above.

These differences in preferences for life and health between locations may reflect a genuine acceptance of
greater health risks, particularly in the context of other priorities such as economic development or
employment. However, because preferences of this nature are often considered to be constrained by the limited
choices available in low income contexts, the use of differing VSLs is contentious where decisions may relate to
inter-regional resource allocations. In recognition of these concerns, the OECD (amongst others) recommend
that where decisions may relate to allocations between regions a single VSL estimate should be used in policy
analysis across those regions.

Given the range of possible decision-making contexts where E P&L results may be considered24 it is important
that the decision maker is aware of this potential issue and is in a position to make an informed decision.
Whether the primary presentation includes or excludes income adjustments to health related values is therefore
a decision for the ultimate user.

Either way we suggest that the effect of differing income levels on the results of an EP&L is assessed through
sensitivity analysis.

22 Even after accounting for differences in purchasing power the ratio is 1/40t.

23 “Value of a Statistical Life (VSL), ... represents the value a given population places ex ante on avoiding the death of an unidentified
individual. VSL is based on the sum of money each individual is prepared to pay for a given reduction in the risk of premature death, for
example from diseases linked to air pollution.” OECD, 2012

24 For example, some decision contexts will be confined to a single country and could involve comparing environmental values to other
factors (outside the E P&L) determined by prices or incomes within that country; while others could require prioritisation of impacts across
many countries.
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Where the decision context has implications for inter-regional allocations, two sets of results should be
presented: one which reflects equity concerns without any income adjustment to health related values, and a
second which does take into account income differentials.

The decision maker will still need to consider a range of factors beyond pure environmental or health impacts.
For example, a study which does incorporate income adjustments across a range of countries could provide
incentives to shift polluting activities to lower income countries where the implied cost of impacts would be
lower — this may be undesirable. However, a similar study which does not adjust for differences in income may
deter foreign investment in lower income countries; investment which could have created improvements in
well-being in excess of any health related losses.

For this reason decision makers may also wish to consider a more holistic decision making framework such as
PwC’s Total Impact Measurement and Management (TIMM) which values environmental impacts alongside
economic, fiscal and social impacts=2s.

7.2.4.Step 3: Calculate total societal cost

Once the number of health endpoints (e.g. cancer or lost IQ) associated with each tonne of waste, and the
societal cost per health endpoint, have been calculated for each relevant location, the results can be multiplied
by the tonnage of waste going to each location to calculate the total societal cost of dioxins and heavy metals
attributable to the company in question.

7.3. Quantify and value traditional air pollutants

Incinerating waste also produces traditional air pollutants (NOx, SOx, PM,, and PM, ;). We estimate those
pollutants using specific data wherever available otherwise defaulting to average values from respected sources.
As with the GHG module in Chapter 4, we subtract any avoided air pollutants from heat and power generation.
And finally we value the net air emissions using our methodology from the Air Pollution paper. The process for
estimating environmental outcomes and societal impacts is shown in Figure 7.

Figure 7: Steps required to estimate traditional air pollutant emissions driven by corporate
waste

Cal culate air emissions from incineration of waste

v

Cal culate avoided air emissions from energy recovery

s/

Valuesoci etal cost of net emissions using dedicated air pollution

methodology

25 See “Measuring and managing total impact: A new language for business decisions”, PwC 2013:
http://www.pwc.com/gx/en/sustainability/publications/total-impact-measurement-management/assets/pwe-timm-report.pdf and:
http://www.pwe.com/totalimpact for more information.
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7.3.1. Step 1: Calculate air emissions

Location-specific waste data and emissions factors should be used to estimate air pollutants if the data are
known. Similarly, if waste facility specification is known, then the technology-specific emissions factors, such as
those provided by the European Environment Agency, should be used=°.

If this information is not available, then it will be necessary to apply a general estimate of the air emissions
resulting from waste incineration. In reality, the amounts of air pollutants from waste incineration will vary
depending on the composition of waste flows (such as their nitrogen and sulphur content). However,
representative data on air emissions from waste incineration are difficult to obtain (EXIOPOL, 2009; Rabl et
al., 2008). In the absence of better information, the general air emissions factors for industrial waste, provided
by EMEP & EEA (2009a), can be used. These are shown in Table 22.

Table 22: Air emissions factors for use with tonnes of incinerated waste

Pollutant Value?” Unit Reference

NOx 0.870 kg/Mg waste European
Commission
(2006)

SOy 0.047 kg/Mg waste European
Commission
(2006)

PM,o 0.007 kg/Mg waste US EPA (1996)
applied on TSP

PM. 5 0.004 kg/Mg waste US EPA (1996)
applied on TSP

Source: EMEP & EEA (2009a)

7.3.2.Step 2: Calculate avoided air emissions from energy recovery

In the same way that energy recovery from incineration results in avoided GHG emissions, so too will it result
in avoided air emissions.

The avoided air emissions can be estimated by using Equation 1, as described in chapter 4, using the air
emissions intensity of the national or regional electricity grid (NOx, SOx, PM,, and PM, 5 emissions per kWh) in
place of the CO. intensity.

Emissions intensity per kWh for these four pollutants in the country of interest can be derived by using the
average air emissions (for NOy, SOx, PM,, and PM. ;) per kWh for the principal fuel types used to generate
electricity and heat (EMEP & EEA, 2009b) and scaling each of these emissions intensities by the proportion of
total electricity and heat generation that these fuel types make up respectively in the country of interest (IEA,
2011b).

26 The IPCC Emissions Factors Database (EFDB) recommends use of the European Environment Agency’s ‘EMEP/CORINAIR’ Emission
Inventory Guidebook 2009 which contains emissions factors for incineration of both industrial waste and MSW, for a variety of incinerator
specifications (EMEP & EEA, 2009a).

27 These are the default values provided by the European Environment Agency in the EMEP CORINAIR emission inventory guidebook
(EMEP & EEA, 2009a) and assume an averaged or typical technology and abatement implementation in the country (using only particle
emission abatement equipment for controlling emissions).
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7.3.3.Step 3: Estimate societal impacts (traditional air pollutants)

Once the volumes and locations of traditional air pollutants (NOy, SOy, and PM) are calculated, the
environmental outcomes and societal costs are estimated as described in the PwC methodology paper: Valuing
corporate environmental impacts: Air Pollution.
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8. Sensitivity analysis

8.1. Module-specific sensitivity analysis

8.1.1. Summary and considerations for model use

This section presents a summary of the findings of our sensitivity analysis, more detailed discussion on the
parameter influence on results and uncertainty follows.

The key parameters tested in our sensitivity analysis are mapped in Figure 8 on an impact/uncertainty matrix.

In general, the estimates around GHG emissions are of most interest, in particular the type of waste disposed of
and the societal cost of carbon emissions. When using the model, it is important to get the best data possible on
the type of waste, due to its high impact. With adequate data, the type of waste and its emissions profile can
have low uncertainty, but granularity of data will vary.

Greenhouse gases dominate the societal cost of waste disposal, and the SCC is the main driver of GHG waste
impact. However, determination of the SCC has been the subject of extensive work by PwC and many others as
demonstrated in the methodology paper: Valuing corporate environmental impacts: Greenhouse gases.

Some of the other parameters for the other modules have high uncertainty, largely due to poor availability of
sufficiently detailed data globally. For example, our estimate of the hedonic price factor is based on a meta-
analysis of six studies with quite high variation. As indicated by Figure 8, despite the higher uncertainties in
these modules the overall influence on the total impacts of waste is low.

Figure 8: Impact/uncertainty matrix summarising the sensitivity assessment for key
parameters and decisions
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8.1.2. Materiality

Figure 9 presents the relative contribution of each of the different impact pathways to the overall impact of
waste disposal (averaged across hazardous and non-hazardous, E P&L value per kg) in different countries.
GHGs dominate the impacts, but in some cases disamenity represents a significant portion (up to 45%), while
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leachate represents up to 30% in some countries but is predominantly below 10%. Dioxins and heavy metals are
also less than 10% in most instances with values up to 20% in a few cases, while other air emissions are never
more than 5%.

Based on this materiality assessment, we pay particular attention to the inputs to the GHG module for the
sensitivity analysis.

Figure 9: Percent of societal cost from each module for a selection of 26 countries
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8.1.3. Parameter impact

Table 23 presents the parameters considered in this sensitivity analysis, split by the impact module which they
influence. Most parameters have a 10% change applied to show how strongly they influence the results.
Parameters which influence the GHG module tend to also have a significant influence on the overall societal
cost of a tonne of waste. Type of waste is an important driver of the quantity of GHGs released. Changes in the
SCC have a directly proportional impact on the results of the GHG module.

For leachate, disamenity and air pollution, even though some parameters have an important influence on the
module results they tend to have a low impact on the overall societal cost of a tonne of waste.
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Table 23: Quantitative assessment of module and overall sensitivity to changes in key
parameters (average of hazardous and non-hazardous)

Variable Flex Impact US US China China Nigeria Nigeria
rating (% change (% changeto (% change (% changeto (% change (% change to
28 to module) overall cost) tomodule) overall cost) tomodule) overall cost)

Module: GHG
ScC t f
o Gper onneo 10% Med 10% 9.5% 10% 8.6% 10% 9.8%
Type of waste Textile29 High 51% 32% 46% 28% 60% 36%
P f
erl;(:(;yncrz;)overy o 10% Low -0.6% -0.6% 1% 1% 0% 0%
Module: Leachate
Worst case
scenario clean-up 10% Low 10% 0.8% 9.2% 1.1% 10% 0.2%
costs
Presence of osa1 o o o o o o
landfill liners -10%3 Med 105% 4.5% 14% 1.2% 9.1% 0.2%
Module: Disamenity
H .

ome price 10% Low 10% 0.2% 10% 0.1% 10% 0.03%
H hold
de(illzsify 0 10% Low 10% 0.3% 10% 0.2% 10% 0.01%
Hedonic factor 10% Low 11% 0.3% 11% 0.2% 11% 0.1%
Module: Air pollution
Value of an I
psirlif ofanIQ 10% Low 9.2% 0.03% 0.30% 0.02% 0.0% 0.0%
P f
e;iigi:overyso 10% Low -23% -0.6% -72% -1.0% 0.0% 0.0%
VSL 10% Low 0.8% 0.0% 9.2% 0.6% 0.0% 0.0%

8.1.4. Parameter uncertainty

Table 24 presents a qualitative assessment of the uncertainty surrounding the data for each of the parameters.
The most uncertainty lies within the leachate, disamenity and air pollution modules. Uncertainty in GHGs, as
the major impact arising from waste disposal, can have a greater influence on the results. The principle
uncertainty associated with GHGs relates to the future damage costs of climate change.

28 T ow = average response for overall cost for three countries is less than 1%

Med = average response for overall cost for three countries is 10% or less

High = average response for overall cost for three countries is greater than 10%

29 The baseline for comparison was the IPCC default values for waste to IPCC values for textile waste.

30 Energy recovery technology affects both the GHG and air pollution modules. We show both to demonstrate the relative impacts on the
modules, but the impact on the overall societal value is the same.

31 This parameter was varied -10% because the presence of liners is currently 100% in the US.
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Table 24: Qualitative assessment of parameter uncertainty

Variable Uncertainty Reliability/quality of Estimated
rating measurement variance of the
number measured
GHG
Societal Cost of Carbon Med Approach is broadly accepted but a <c0%
per tonne of GHG range of estimates exist 507
Type of waste Low Depends on company data N/A
Presence of energy Data availability varies, but typically
recovery for Low reported by government agencies <10%
incineration where recovery exists
Leachate
Worst case scenario High Data used as proxy for societal welfare <100%
clean-up costs impact
?resence of landfill Med pata availability varies, ERQ is an <50%
liners imperfect proxy
Disamenity
. Data reported by government agencies o
House price Low and reliable market data available <10%
Household density Low Data reported by government agencies <10%

Meta-analysis of available literature is
Hedonic factor High best available approach, but there is <100%
limited literature available

Air pollution

Value from a credible peer reviewed
Value of an IQ point High study, however high uncertainty in <100%
actual value of welfare impact

Data availability varies, but typically

Presence of ener .
&y Low reported by government agencies <10%

recovery where recovery exists
Estimated, method used is peer
VSL Med reviewed and broadly accepted <50%

although variation exists between
estimates

8.2. Conclusions

Our overall averaged results for the societal cost of a tonne of waste in three example countries are shown to be
relatively robust to changes in the majority of variables. They are sensitive to a few key variables, most notably
the SCC, the composition of waste and the presence of a liner. The SCC is undoubtedly the most thoroughly
explored amongst these and while its precise value remains uncertain, we can have confidence at least that the
reasons for this uncertainty are well understood. Data quality in relation to the composition of waste is also
highly variable but importantly it is within the control of the company in question to improve these data if they
are thought to be material. Presence of a liner is perhaps the trickiest of the sensitive variables to reliably
ascertain but a number of plausible approaches are shown to be possible to approximate the likelihood and the
overall impact on the societal cost is modest.
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It is important that any decision maker intending to use estimates of the societal cost of waste disposal in
different locations is aware of the uncertainty around them and able to make an informed judgement about the
implications of that uncertainty for their particular decision context.
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I
Appendix I: Custom IPCC model
default values

Table 25: Default DOC values by waste type

Waste category (MSW and industrial) Default Value (%)
Food waste 15

Garden >

Paper 4

Wood and straw 43

Textiles 24

Sewage sludge 5

Rubber 39

Bulk MSW waste 18

Industrial waste 15

Source: IPCC (2006b)

Table 26: Default DOC values by industry type for industrial waste

Industry type DOC Industry type DOC (%)

Food beverages and tobacco (other than sludge) 15

Textile 24
Wood and wood products 43
Pulp and paper (other than sludge) 40
Petroleum products, Solvents, Plastics 0
Rubber 39
Construction and demolition 4
Other 1

Source: IPCC (2006b),
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Table 27: Methane correction factors (MCF) for different types of waste management site

Type of Site MCF Default Values
Managed — anaerobic32 1.0

Managed — semi-aerobic33 0.5

Unmanageds4— deep ( >5 m waste) and/or high 0.8

water table

Unmanaged3s — shallow (<5 m waste) 0.4

Uncategorised SWDS36 0.6

Source: IPCC, 2006¢

32 Anaerobic managed solid waste disposal sites: These must have controlled placement of waste (i.e., waste directed to specific deposition
areas, a degree of control of scavenging and a degree of control of fires) and will include at least one of the following: (i) cover material; (ii)
mechanical compacting; or (iii) levelling of the waste.

33 Semi-aerobic managed solid waste disposal sites: These must have controlled placement of waste and will include all of the following
structures for introducing air to waste layer: (i) permeable cover material; (ii) leachate drainage system; (iii) regulating pondage; and (iv)
gas ventilation system.

34 Unmanaged solid waste disposal sites — deep and/or with high water table: All SWDS not meeting the criteria of managed SWDS and
which have depths of greater than or equal to 5 metres and/or high water table at near ground level. Latter situation corresponds to filling
inland water, such as pond, river or wetland, by waste.

35 Unmanaged shallow solid waste disposal sites; All SWDS not meeting the criteria of managed SWDS and which have depths of less than 5
metres.

36 Uncategorised solid waste disposal sites: Only if countries cannot categorise their SWDS into above four categories of managed and
unmanaged SWDS, the MCEF for this category can be used.
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Appendix II: Valuing the societal
cost of disamenity

A.2.1. Methods for primary valuation of disamenity

While not explicitly traded in markets, amenity can be valued through stated preference methods such as
Contingent Valuation (CV), or by revealed preference methods such as Hedonic Demand Modelling (HDM)
which examines transactions in the housing market. Whilst there are examples in the literature of both methods
being used to value the disamenity resulting from waste sites; Eshet et al. (2005b) carry out a thorough review
of the literature up to 2003 and suggest that HDM seems to be the favoured approach to value disamenity. This
is consistent with Cambridge Econometrics et al. (2003) who cite an established criticism that CV may not
adequately measure WTP for the environmental quality, assuming as it does that people understand the nature
of the amenity in question. HDM is therefore the method used to value disamenity of waste sites in our
methodology.

HDM uses the assumption that houses are a ‘differentiated good’ (differing in a variety of characteristics but so
closely related in consumers’ minds as to be considered one commodity (Cambridge Econometrics, EFTEC &
WRec, 2003)) and so house price value represents a composite of an individual’s willingness to pay for each
characteristic of the house from the number of bedrooms to the quality of the local environment. If a landfill or
incineration facility is located near the house, the price is likely to be affected by the individual’s willingness to
accept a price reduction to live near the facility. HDM examines bid curves for house prices to extract this
information, taking other influential attributes of the house price into account. Data for HDM can be obtained
based on actual sales within a specific time period, interviews with real estate agents or based on market
valuations of a sample of properties within the area (Nahman, 2011).

A.2.2. Stock and flow externalities

Externalities can be conceptually divided into being either independent of emission quantity (and so fixed or
‘stock’ externalities) or proportional to emission quantity (and so variable or ‘flow’ externalities)3”. Whilst most
of the externalities arising from waste that have been considered so far can be considered as ‘flow’ — valuation
of them being dependent on biophysical quantities of the emissions resulting from waste produced —
disamenity could be thought of as having both stock and flow components. Some of the impact of a landfill on
amenity may vary with volume of waste processed at the site, for example the impact of noise and disturbance
from increased traffic, and so could be valued proportional to quantity of waste. Likewise, a significant
component of the impact of a landfill on amenity will arise from its mere existence and so should be valued per
site, and in relation to the distribution of houses around the site.

The relative significance of stock versus flow externalities from waste sites is debated in the literature. However,
several studies identify stock externalities as most significant (see for example COWI, 2000) either implicitly or
explicitly assuming that the disamenity associated with a marginal ton of waste is approximately zero
(Eunomia, 2002). Whilst a per site measure is therefore the most readily justifiable for valuing the stock
disamenity from a waste site — and there are a number of HDM studies that do this (for a summary see Eshet et
al., 2005b) — there is still precedent to use HDM to estimate average disamenity cost per tonne of waste. This
latter approach has more practical use in the context of the E P&L approach.

Estimating average disamenity cost per tonne of waste can be rationalised by considering the effect on house
price as being equivalent to the capitalised net present value (NPV) of the loss of amenity caused by the site over
the number of years it operates. This NPV can be apportioned to each ton of waste that has gone to the site by
dividing the total house price variance at any point in time by the total discounted waste flows to the site over

37 The following paragraph summarises the discussion in Cambridge Econometrics et at (2003), p.5-8
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its lifetime (Pearce, 2005). This assumes that the disamenity effects of the site are constant (i.e. that the effect
of a new landfill is the same as an older one) and that waste flows to the site are constant over time.

A.2.3. Primary valuations of disamentity in the literature

A number of primary studies have been carried out that use either CVM or HDM to value disamenity from both
landfill and incineration sites. For this methodology, valuations were obtained from those studies using HDM
both for the reasons described above and because values derived from CVM were not in an accessible format. Of
around 19 HDM studies, 13 were carried out in the USA, 2 in Europe and one study each from Israel, South
Africa, Nigeria and Uganda (see Table 28, adapted from Eshet, 2005a). These studies presented valuations in a
variety of units: including percentage reduction in house price per unit distance from waste site, or cost per ton
waste. In addition to these primary studies, a number of studies were identified that employ various benefit
transfer techniques.

Table 28: Primary studies deriving social cost of disamenity

Study Country Disamenity valuation
Brisson & Pearce USA 2.4% km- reduction in house prices up to 5.25km
(1995) from site

dHP% = 12.8 — 2.35r (where r is distance in km)

ExternE (1995) Italy 2.8% km-reduction in house price
EUR 13.2 ton*waste

Cambridge Great Average UK: reduction of about USD 8,668 (7%)
Econometrics et al. Britain in house value in proximity of 0.4 km from landfill
(2003) and USD 2,521 (2%) for 0.8 km;

0.8-1.6 km: 1.04%
1.6—3.2 km: 0.7%
> 3.2 km: 0%

GBP 1.52 — 2.18 tonne! waste

Eshet (2007b) Israel Average of marginal price for each of first 4 km
from site USD 5,031

Du Preez & Lottering South dHP (ZAR) = 8246.03 + 0.36 r (Where r is

(2009) Africa distance in m)

Nahman (2011) South dHP (ZAR) = 318,469 + 6,940 r (where r is
Africa distance in km) for site 1; and

dHP (ZAR) = 147,517 + 22,905 r for site 2

ZAR 75 tont waste
Akinjare et al. (2011)  Nigeria NGN 2,168 (6%) per 1.2 km away from landfill
Isoto & Bashaasha Uganda USD 534.34 km up to 2 km

(2011)

Source: adapted from Eshet, 2005a
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I
Appendix III: Selected primary
studies of hedonic pricing of
disamenity

Table 29: Selected primary studies deriving hedonic price functions

Author Location of Method used Baseline HP Maximum Distance at
study used to derive effect (% which
(number of maximum effect baseline effect
sites) house negligible
price, (km,
average of  average of
sites) sites)
Akinjare et  Nigeria (4) Multiple regression Mean average HP 6 1.2
al., 2011 assuming linear function, for study area,
applied to four landfill quoted by the
sites in Lagos State. study
Nahman, South Africa  Multiple regression Derived from 23.22 4
2011 (2) assuming linear function, function (i.e.,
applied to two landfill estimated HP aty
sites in Cape Town. intercept)
Du Preez & South Africa  Multiple regression Derived from 8.73 2
Lottering, (1 assuming linear function, function (i.e.,
2009 applied to one landfill site  estimated HP aty
in Cape Town. Function intercept)
describes % increase in
house price with distance
from landfill, up to 2km,
which is the easterly limit
of housing
Eshet, Israel (4) Multiple regression Mean average HP 8.47 2.86
2007 assuming semi log for study area,
function with quadratic quoted by the
distance, applied to four study
waste transfer station
sites in Israel.
Cambridge UK (11,293) Multiple regression Mean average HP 7.06 0.81
Econometr assuming semi log for study area,
ics et al., function, applied national = quoted by study
2003 house price data and

locations of landfills.
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Author Location of Method used Baseline HP Maximum Distance at
study used to derive effect (% which
(number of maximum effect baseline effect
sites) house negligible
price, (km,
average of  average of
sites) sites)
Brisson & US (11) OLS meta-analysis of N/A 12.8 5.47
Pearce, eleven HDM studies (ten
1995 landfills, one incinerator)
Mean 11.05 2.72
Standard 6.40 1.77
deviation
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I
Appendix 1V: Population density
around landfill sites

In the leachate and disamenity methodologies, we sometimes need to use national average population density
to approximate the population density around landfill sites where local data are not available. This is an
imperfect measure at best, however our research indicates that it is justifiable where no better data are
available.

Reliable data on the actual average population density around landfill and incineration sites are available for
the UK, based on a comprehensive study of 11,300 sites. This study finds the average population density around
landfills to be 255.3 people per km2. While this happens to be remarkably close to the UK national average
population density of 259 people per km2, it is acknowledged that this is by no means the case in all countries.

Use of national averages may appear particularly unsatisfactory in countries with large expanses of open space,
and therefore a very low average population density, such as Australia. However, in such countries, population
density tends to drop off very quickly outside of cities and towns where there is plenty of space for a landfill
with only a small number of people suffering any disamenity (those within a 2.3km radius according to our
analysis in Chapter 5 and Appendix III). Figure 10 shows the location of waste management facilities (landfills
and transfer stations) across Australia, this shows that while the sites are clustered around urban areas, the
majority are in fact distributed in the counties surrounding actual urban centres, where population densities are
very much lower.

Figure 10: Location of waste management facilities (landfills and transfer stations) in
Australia. Source: (Geoscience Australia)
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I
Appendix V: Alternative
approaches to valuing
disamenity and leachate

A.V.1. Unit value transfer for disamenity

The method described above for estimating social cost of disamenity relies upon the availability of three types of
location-specific data: average house price, average household density (derived from population density and
average household size) and national or local data on waste quantities by treatment approach. If these data are
not available, then a crude estimate of cost per tonne could be made using unit value transfer from existing
primary studies of disamenity in the literature, adjusted for PPP and inflation and applied at a country level.

Table 30 includes estimates of WTP per tonne from primary hedonic pricing studies in three countries: Great
Britain, South Africa and Italy.

Table 30: WTP per tonne waste from primary studies

Country Cost per tonne (2011  Study
USD)
Great Britain38 3.09 — 4.43 Cambridge Econometrics

et al. (2003)

South Africa 10.37 Nahman (2011)

Italy 25.12 ExternE (1995)

The specificity of the sites that the latter two estimates relate to, along with a shortage of credible primary
values for other sites and countries, points to the use of a single consistent methodology as described in chapter
5. In addition, the recommended function transfer approach allows for the use of more specific local data where
this is available, allowing for increasingly sophisticated value estimates as data improves.

A.V.2. Value specific outcomes based on leachate composition

Whilst estimating the specific composition of leachate across many sites is unrealistic, COWI (2000b) combines
empirical observations of leachate composition by volume (Christensen et al., 1994) with assumed generation of
leachate (White, 1995) to arrive at an assumed leachate composition in grams per tonne of MSW sent to landfill.

In theory, the environmental outcomes and corresponding societal impacts associated with this set of pollutants
could be estimated by applying aspects of the PwC methodology paper: Valuing corporate environmental
impacts: water pollution. However, a fundamental problem with using this approach in the E P&L context is
that a universal leachate composition (derived from empirical observation of MSW sites) will not be applicable
to all waste types in all locations. The COWI (2000b) method does not lend itself to adaptation to alternative
waste types, which as shown in chapter 8 are a powerful determinant of the societal costs of waste disposal.

38 Pearce (2005) points out that this particular value is calculated using a social discount rate of 6% which is at odds to that prescribed by
UK Government recommended rate of 3.5% and proposed taking the upper limit the study proposes as a ‘crude adjustment’ to correct this.
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We therefore conclude that following even this simplified approach to leachate composition would be unlikely
to produce more accurate estimates of the social cost of leachate than the risk adjusted worst case scenario
approach that we advocate.
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I
Appendix VI: Estimating leachate
risk using HARAS model

Table 31: Parameters in the complex version of the HARAS model

Category Parameters
Source Waste quantity (tonnes)
Source Annual precipitation (mm)
Source Cover system

1 Surface (top deck) grade (%)

2 Vegetative soil cover thickness (m)

3 Drainage layer thickness (m)

4 Clay layer thickness (m)

5 Geomembrane thickness (mm)
Source Waste composition

1 Hazardous fraction (%)

2  Biodegradable fraction (%)

3 Construction and Demolition Waste fraction (%)

4  Other waste (dry inerts/recyclables etc.)
Source Hazardous waste industries in vicinity of landfill with no hazardous waste landfill in

region
Pathway Leachate containment system

a. Liner system

Clay barrier thickness (m)
Geomembrane thickness (mm)

b. Leachate Collection and Removal System
Pathway Vadose zone

a. Vadose zone thickness (m)

b. Vadose zone permeability (m/sec)
Pathway Aquifer zone

a. Thickness of groundwater aquifer (m)

b. Aquifer permeability (m/sec)

c¢. Groundwater gradient (%)

d. Distance to nearest groundwater well (m)
Receptor a. Groundwater aquifer

b. Human population using groundwater from within 5,000 m of landfill
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Category

Parameters

c. Irrigation use of groundwater from within 5,000 m of landfill
d. Livestock using groundwater from within 5,000 m of landfill

e. Sensitive environment using groundwater from within 5,000 m of landfill

Source: Adapted from Singh et al. (2012)

Table 32: Leachate risk rating system in the simplified HARAS model

Inputs Outputs
Source rating Pathway rating Receptor rating Risk factor for Risk factor for
unlined landfill lined landfill
Best Best Best 5 0.5
Best Best Medium 8 0.7
Best Best Worst 9 0.8
Best Medium Best 6 0.5
Best Medium Medium 10 0.9
Best Medium Worst 12 1
Best Worst Best 8 0.7
Best Worst Medium 14 1.2
Best Worst Worst 16 1.4
Medium Best Best 106 9
Medium Best Medium 180 16
Medium Best Worst 212 19
Medium Medium Best 135 12
Medium Medium Medium 229 20
Medium Medium Worst 270 24
Medium Worst Best 190 17
Medium Worst Medium 322 28
Medium Worst Worst 379 33
Worst Best Best 280 25
Worst Best Medium 476 42
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Inputs Outputs
Source rating Pathway rating Receptor rating Risk factor for Risk factor for
unlined landfill lined landfill

Worst Best Worst 560 49

Worst Medium Best 356 31

Worst Medium Medium 605 53

Worst Medium Worst 712 63

Worst Worst Best 500 44

Worst Worst Medium 850 75

Worst Worst Worst 1000 88

Source: Singh et al. (2012)

Table 33: Predicted societal costs of leachate per tonne of waste to landfill in Wisconsin (USA)
in 2012 based on differing source, pathway and receptor characteristics

Societal cost (USD 2012)

Source Pathway Receptor Unlined Lined
B B B 0.35 0.03
B B M 0.55 0.05
B B W 0.62 0.06
B M B 0.41 0.03
B M M 0.69 0.06
B M W 0.83 0.07
B W B 0.55 0.05
B w M 0.97 0.08
B W W 1.10 0.10
M B B 7.31 0.62
M B M 12.42 1.10
M B w 14.63 1.31
M B 9.32 0.83
M M 15.80 1.38
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Societal cost (USD 2012)

Source Pathway Receptor Unlined Lined
M M w 18.63 1.66
M w B 13.11 1.17
M w M 22,22 1.93
M w w 26.15 2.28
W B B 19.32 1.73
w B M 32.84 2.90
w B w 38.64 3.38
w M B 24.56 2.14
w M M 41.75 3.66
W M w 49.13 4.35
w w B 34.50 3.04
w w M 58.65 5.18
w w 69.00 6.07
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I
Appendix VII: Illustrative table of
dioxin and heavy metal societal
values

Table 34: Breakdown of dioxins and heavy metals from waste incineration

Pollutant Type Pollutant $/kg pollutant $/tonne waste
2011 USD 2011 USD

Heavy Metals Arsenic (As) 104 0.01
Cadmium (Cd) 51 0.01
Chromium (Cr) 261 0.00
Mercury (Hg) 10,428 2.69
Nickel (Ni) 5 0.00
Lead (Pb) 782 0.44

Dioxins Dioxins 240,000,000 0.13
Total - 3.28

Source: EXIOPOL (2009)
Table 34 shows that, in this impact pathway, the most significant societal costs per tonne of waste incinerated

are likely to be from mercury, lead, and dioxins. However, in certain contexts, the proportions may vary, so this
methodology considers the range of pollutants listed above.
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I
Appendix VIII: Emissions factors
and dose response rates for
dioxin and heavy metal emissions

Table 35: IPCC emission factors for dioxins and heavy metals

Pollutant Value39 Unit Cited reference
Lead (Pb) 1.3 g/Mgwaste  Theloke et al. (2008)
Cadmium 0.1 g/Mgwaste  Theloke et al. (2008)
(Cd)

Mercury (Hg) 0.056 g/Mg waste European Commission
(2006)

Arsenic (As) 0.016 g/Mg waste Theloke et al. (2008)

Chromium 0.3 g/Mg waste EMEP & EEA (2009a)
(Cr)
Nickel (Ni) 0.14 g/Mgwaste  Theloke et al. (2008)
Dioxins 350 pg I- UNEP (2005)
(PCDD/F) TEQ/Mg

waste40

Source: EMEP & EEA (2009a)

39 These are the default values provided by the European Environment Agency in the EMEP CORINAIR emission inventory guidebook
(EMEP & EEA, 2009a) and assume an averaged or typical technology and abatement implementation in the country (using only particle
emission abatement equipment for controlling emissions).

40 [-TEQ, or international toxic equivalence, is a standardised scale by which all dioxins and furans (including PCDD and PCDF) are
weighted relative to their toxicity to the most toxic dioxin, TCDD. This allows a single dose response rate to be applied a mass of any
mixture of dioxins or furans, provided mass are stated in I-TEQ.
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Table 36: EU emission limits for dioxins and heavy metals that are lower than emission

Jactors from EMAP & EEA (2009a)

Pollutant Emission factor Unit

Lead (Pb) 0.57 g/Mg waste
Chromium (Cr) 0.0033 g/Mg waste
Dioxins 0. 515 ug I-TEQ/Mg waste

Source: EMEP & EEA (2009a); EC (2000)
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1. The environmental impacts of
water use

1.1. Introduction

All corporate activity directly and indirectly relies on water availability. Water consumption is the volume of
water that is evaporated, incorporated into a product or polluted to the point where the water is unusable
(Mekonnem & Hoekstra, 2011). Consumption of water reduces the amount of water available for other uses,
which, depending on the level of competition and the socio-economic context, can have consequences for the
environment and people. It is valuing the impacts associated with corporate consumption which is the focus of
this methodology.

Water is a fundamental requirement to life, and a basic human right. Water is required for sustaining life
cannot be substituted for other goods or services such that its worth is infinite and beyond the bounds of
economics. However, after basic needs are met, the marginal value of water can be understood and quantified.
For example, we can distinguish between the value of water in locations where (and at times when) there is
competition between users for water and those where there is a plentiful supply. The difference in impacts
associated with water consumption in these locations provides useful management information for companies
seeking to minimise their negative impacts and their exposure to water risks in their value chain.

As we will demonstrate in the discussion that follows, the availability of water is typically not the sole (and
moreover not the most significant) driver of impacts of corporate water consumption. Areas where competitive
water consumption impacts are highest are typified by poor sanitation, inadequate water supply infrastructure,
basic public health care, poverty and high malnutrition. The responsibility for impacts driven by water
consumption is shared not just with the corporate users but with other water consumers and most importantly
with local and national governments. The methodology presented here estimates the impacts of corporate water
consumption taking the local context as a given, and does not consider the level of responsibility for the
prevailing socio-economic context.

The impacts of corporate water pollution are not considered in this report. The PwC methodology paper
Valuing corporate environmental impacts: Water pollution provides a method to value the impacts of specific
water pollutants which are emitted as a result of corporate activity.

1.1.1. Environmental and societal outcomes

Where corporate water consumption leads to a reduction in available clean water to other users reliant on the
same source societal impacts could include:

e Human health - Malnutrition: In water scarce areas corporate water consumption may reduce the
water available to agricultural users, reducing yields. In areas dependent on local food production this may
lead to increases in malnutrition.

e Human health - Infectious water-borne diseases: A reduction in clean water availability may force
people to use other water sources. Depending on its quality, this may lead to cases of diarrhoea and other
water-borne diseases. Although this impact is associated with polluted water, the primary corporate driver

1 In some cases the socio-economic development associated with the corporates activities may actually reduce
vulnerability to water stress within the community. These benefits are not considered here, but could be
measured through social and economic impact assessments (see, for example, PwC’s Total Impact
Measurement and Management framework).
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of impact is the reduction in clean water availability and is therefore considered under this Water
Consumption methodology rather than in the Water Pollution methodology. Impacts associated with direct
release of pollutants to water by corporate are considered in Water Pollution.

¢ Resource depletion: Some communities are dependent on groundwater and are extracting it at an
unsustainable rate leading to groundwater depletion and an inflow of saline water. Over exploitation of
non-renewable water supplies will lead to future impacts associated with the increased scarcity and cost of
supply, unless other sources are secured.

e Other ecosystem services: Removal of fresh surface water can reduce the functioning of ecosystems,
particularly in riparian areas. The associated loss in ecosystem services may lead to a reduction in
ecosystem services and the associated impacts for the local population, including market and non-market
losses from fishing and recreation, for example.

e Subsidy cost of water: Water pricing rarely reflects the financial cost of water supply, and is frequently
subsidised. Corporate use therefore increases the financial burden for tax payers.

e Economic opportunity cost of water: Where there is direct competition for water, and the corporate
using the water is not the most economically productive user (based on the marginal private and public
benefits of production) there is an opportunity cost of water use.

¢ Environmental impacts of water supply sector: The supply of water prior to use by corporates
requires energy and raw materials, which will have other environmental impacts associated, including
greenhouse gases (GHGS), air emissions and waste, water pollution and land use.

As stated above, the extent and severity of the impacts from corporate water consumption is highly dependent
on the local conditions. Table 1 provides a list of the some of the main factors that typically influence the extent

of impacts.

Table 1: Main variables known to influence societal impacts from corporate water

consumption
Impact pathway Variable
All Water scarcity and competition between users

Health - malnutrition

Prevailing malnutrition rates

Resilience of food production systems to water shortages

Ability to secure food from alternative sources

Health — infectious water-
borne diseases

Water supply and treatment infrastructure

Quality of alternative water sources

Prevailing infectious water-borne disease rates

Level and availability of health care

Resource depletion

Dependence on groundwater and rate of natural recharge

Availability and cost of alternative water sources

Other ecosystem services

Resilience of local ecosystems to water withdrawals

Subsidy cost of water

Level of subsidy

Opportunity costs of
water

Level of direct competition for water, relative value of other uses

Environmental impacts of
water supply sector

Technology of water and electricity/energy sectors.
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1.2.

Impact pathway

In order to value corporate environmental impacts, we need to understand how corporate water consumption
affects societies now and in the future. We use impact pathways to depict the causal links between corporate
activities, their environmental impacts, and the resulting societal outcomes. Our impact pathway framework
consists of three elements:

e Impactdriver:

Definition: These drivers are expressed in units which can be measured at the corporate level,
representing either an emission to air, land, or water, or the use of land or water resources2.

For water consumption: The volume and location of corporate water consumption.

e Environmental outcomes:

Definition: These describe actual changes in the environment which result from the impact driver
(emission or resource use).

Forwater consumption: Reduced availability of water for other users and depletion of groundwater
reserves at an unsustainable rate and the impact of the water supply sector.

¢ Societal impacts:

Definition: These are the actual impacts on people as a result of changes in the environment
(environmental outcomes)

For water consumption: Human health impacts, future costs to society of alternative water sources and
impacts via GHGs, air pollution and waste from the water supply sector.

The three stages of the impact pathway are shown in Figure 1 overleaf. The label ‘out of scope’ identifies
elements of the impact pathway which are not addressed in detail in our methodology. The reasons for any such
limitations of scope are explained at the end of this chapter.

2 A note on language: In this report, the measurement unit for any “impact driver” is an “environmental metric.” Therefore, water

consumption is the impact driver, and m3 of water used is the environmental metric.
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Figure 1: Impact pathway for water consumption

Impact . Environmental
driver " outcomes

Reduced water availability for
food production

Reduced water availability for
domestic users, forcing them
to use alternative unsafe
sources

Water

consumption

Depleted stock of ground
water

—————————————————————————————————————————————————————————— » provision of ecosystem
' services

Increased government cost of
supply

Corporate use precludes
water use by others

GHGs, other air pollutants,
waste, land use, water
pollution, and water

Activity in the water
supply sector

consumption
Key:
In scope —
Out of scope  — — »,_r______:l— -»

r il
| Reduced water available for

—_— Impact on people

1) Malnutrition
Reduced food availability increases
malnutrition

2)Water borne disease
Cases of both fatal and non-fatal diarrhoeal
and other infectious disease increase

3) Resource cost
Increased cost of the supply of water for future
generations

' 4) Ecosystem services

I
>: Lost ecosystem services, including waste :
|

| assimilation and recreation

5) Subsidy cost of water
Increase in financial burden of taxation

6) Economic opportunity cost
Lost market and non-market benefits of
production (where marginal benefits of
production are greater than those of the

corporate)

7) Various, based on specific valuation
methodology
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1.3. Prioritising which impacts to quantify and value

This section outlines the impact pathways for corporate water consumption that will be quantified and valued.
It also identifies those that are beyond the scope of this paper.

The United Nations Environment Programme and The CEO Water Mandate conducted an assessment of
methods and tools for measuring water use and impacts (UNEP, 2013), which highlighted that most existing
approaches focus purely on use measurement in m3 and very few actually consider the impacts or consequences
of water consumption. The most relevant studies come from the LCIA (lifecycle impact assessment)
community, most notably Pfister et al.’s (2009) study into the environmental impacts of freshwater
consumption and Motoshita et al.’s (2010) paper on the impact of infectious diseases caused by domestic water
scarcity. Our approach to prioritisation builds on these studies and UNEP’s review to evaluate the potential
materiality of the impact pathways identified.

1.3.1. Valuation priorities

1.3.1.1. Valuation priorities covered by this PwC methodology paper

1.3.1.1.1. Health impacts

Our priority focus in this analysis is the indirect impact of corporate water consumption on health. The way in
which corporate water consumption will affect human health is dependent on the context in any given location.
The two health impacts of reduced clean water availability considered here are malnutrition and water-borne
diseases which are also the focus of the two studies noted above.

1.3.1.1.2. Resource depletion

Some countries are exploiting groundwater reserves faster than they are naturally replenished. For example, it
is predicted that some regions of the US will completely exhaust their supplies of groundwater within the next
30 years (Steward, 2013). Similar to health impacts, resource depletion is only an issue in certain locations with
a specific set of conditions including a depleting groundwater supply and lack of alternative fresh water sources.
The potential future impacts of groundwater depletion are hard to predict, but could be severe if alternative
sources are not found. The projected costs of generating alternative fresh water are relatively high. For example
despite predicted technological advances, desalinisation is still energy intensive and relatively expensive,
particularly where transport is required.

1.3.1.1.3. Subsidy cost of water

This paper identifies a methodology to assess the subsidy costs imposed on others as a result of water use. The
impacts may not always be material, particularly in areas with poor infrastructure, and can therefore be
excluded in those instances. However, in some developed countries subsidy costs may be one of the principle
impacts.

1.3.1.1.4. Opportunity cost of water

Like subsidy costs, opportunity costs will not always be relevant, however if they are, the impacts could be
significant. Opportunity costs are only considered where there is direct competition for water, and the corporate
using the water is not the most economically productive user in that locality.

1.3.1.1.5. Environmental impacts of water supply sector

The operations of the water supply sector can be fairly energy intensive, depending on the location in question.
The quantification of impacts is considered in Chapter 3, but valuation methodologies are not presented here
because the methodology should follow those discussed in each of the dedicated papers for greenhouse gases
(GHGS), air emissions and waste, water pollution and land use. Water use by the water supply sector should be
valued as per this methodology.

1.3.1.2. Limitations of scope

1.3.1.2.1. Other ecosystem services

Pfister et al. (2009) present a method to assess ecosystem impacts of water consumption measured using an
index call potentially disappeared fraction of species. While a useful basis for comparison, we consider this
indicator to be too removed from the actual impacts on people to be included here. Therefore, in this
methodology, we do not present an approach for assigning causality between impacts on other ecosystem
services and corporate water use. While in certain locations and at certain times, the impacts of water scarcity
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on ecosystems can be a very significant local issue, the principle consequence for people is via health — which is
captured above. In more developed countries, other impacts may include reduced recreation and aesthetic
enjoyment or reduced biodiversity. However, for most ecosystems these impacts are primarily triggered by
reduced rainwater. However, where a corporate is known to be drawing water from a heavily depleted system
resulting in the loss of ecosystem services, these can be valued using bespoke site specific methodologies.

1.3.1.2.2. Health impacts — social unrest and the displacement of people

Some of the literature, particularly from the NGO community, considers how water scarcity does or could
contribute to social unrest and the displacement of people. We do not seek to include the potential for these
impacts here because the drivers of impact are complex and corporate consumption is likely to be a minority
driver and impossible to model in a generic and transferable approach.
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2. Summary of our methodology

2.1. Introduction

To understand the value of environmental impacts associated with corporate activities, it is necessary to:

1. Obtain environmental metric data: The starting point for each of our methodologies is data on
emissions or resource use. These metric data are based on an understanding of the corporate activities
which they result from. The data can come from a variety of sources, some of which (e.g., life cycle
assessment (LCA) or environmentally extended input-output modelling (EEIO)) are subject to their own
distinct methodologiess.

Table 2: Environmental metric data for water consumption

Impact driver (emission or resource use) Environmental metric data

Water consumption Volume of water consumed (ms3)

2. Quantify environmental outcomes: We quantify physical changes in the environment resulting from
corporate emissions or resource use (as measured by the metric data). This is discussed further in Table 3,
column 2.

3. Estimate societal impacts: We estimate the societal impact (impact on people) resulting from
environmental changes which in turn are the result of corporate activities. This is discussed further in Table
3, column 3.

It is not always necessary or appropriate for economic valuation of the environment to go through each of these
steps explicitly. A single methodological step may cover some or all steps at once. However, developing each
EP&L valuation methodology by following a clearly defined impact pathway helps to retain a causal link and
ensure rigor, transparency, and consistency.

2.2. Summary of methodology

Environmental metric data on corporate water consumption are the starting point for this methodology paper
and hence the methods for collecting or estimating these data are not exhaustively covered. However, for the
purposes of valuation it is important to understand any additional characteristics of the metric data that are
likely to be available. For water consumption, the geographical resolution of these data (country, state, city,
watershed, GPS location) is particularly important as the general availability of water in the area of
consumption will drive how much water is being deprived from other users. Because these additional metric
data characteristics depend to some extent on the source of the data, we outline the most likely data sources in
Chapter 3, Table 4.

This methodology for taking the metric data on water consumption and quantifying and valuing the associated
impacts on society is summarised in Table 3 below. The table describes the methodologies for each of the major
impact pathways that we value in turn:

1. Malnutrition impacts
2. Infectious disease impacts

3. Ground water depletion impacts

4. Subsidy costs

3 The sources of metric data are outlines in Chapter 3. The assumed starting point for this methodology is the form specified in Table 2.
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5. Economic opportunity costs
Considering;:

e The key methods and steps;
e The key variables for which data must be collected at each step;

e The key assumptions and justifications underlying each methodological choice.
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Table 3: Overview of our impact valuation methodology: estimating societal impacts from water consumption

Quantify environmental outcomes

Estimate societal impacts

Malnutrition impact pathway

Methods

Drawing on the analysis of Pfister et al. (2009), the
reduction in the available fresh water for agriculture is
calculated at the watershed level, considering the
volume of corporate water consumption and the level of

water stress in the specified watershed.

A cause-effect chain is established by Pfister et al. to estimate the malnutrition
impact on the local population of increased water scarcity. The extent to which
water is a limiting factor in agricultural production is used to estimate a reduction
in agricultural output.

This is translated into a number of cases of malnutrition using the minimum water
requirement per capita to avoid malnutrition.

The results are adjusted according to the prevalence of malnutrition in that area to
indirectly take into account the prevalence of food shortages and the ability to
import food.

The number of cases of malnutrition is converted into Disability Adjusted Life
Years (DALYs) using a regression of country level malnutrition cases and DALYs
associated with malnutrition.

A monetary value of each DALY is calculated based on the value of a statistical life
(VSL) and the lost DALYs associated with the VSL estimate.

Key
variables

Corporate water consumption (ms3) per capita.

Water stress index (WSI).

Proportion of water used by agricultural sector.
Human Development Index (HDI).
Malnutrition rate (number of DALYs per capita).
Malnutrition rate (% of people affected).

VSL estimate.

Years of lost life associated with VSL estimate.
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Quantify environmental outcomes

Estimate societal impacts

Assumptions
and
justification

The approach assumes that increased corporate water
consumption would directly reduce the water available
to agricultural users (based on the WSI), which is likely
to be the case if the water infrastructure is linked to the
same source for both users.

This assumption can be adjusted using more specific
data if the analysis is being carried out at a local level,
however at a regional or national level this is a
necessary simplification.

The methodology doesn’t explicitly include the ability to import food from other
regions or countries when the local agricultural sector doesn’t provide enough.
This is indirectly accounted for by including the prevailing malnutrition rate
which will be lower in countries where it is easier to import food from an
alternative source.

Infectious water-borne disease impact pathway

Methods

The volume of water that could be withdrawn by
domestic users if it were not consumed by corporate
users is estimated using the WSI for the location of
consumption. The WSI is thus used as a measure of the
competition for water between corporate and other
users (Pfister et al., 2009).

An econometric approach is taken to assess the influence of corporate water
consumption on the prevalence of water-related disease in different countries.
Quantile regression analysis is used to explain the variation in the observed
DALYs per capita rate associated with water-borne infectious diseases.

The explanatory variables used are selected to explain the socio-economic drivers
of water-borne disease, they are: domestic water use, health expenditure,
prevalence of undernourishment, government effectiveness and the water stress
level.

The derived relationship is used to predict the fall in prevalence of water-borne
disease if the quantity of water which corporates deprive domestic users of (based
on the WSI) was reallocated to domestic users.

The resultant change in DALYs per capita is valued and allocated across the total
corporate water use to give a welfare impact per ms.

Key
variables

Corporate water consumption (m3) per capita

Water stress index (WSI)

DALYs per capita associated with infectious water-borne diseases
Domestic water use per capita

Corporate water use per capita
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Quantify environmental outcomes

Estimate societal impacts

e Health expenditure

e Prevalence of undernourishment
e Health expenditure per capita

e Government effectiveness

o WSI

e VSL estimate

e  Years of lost life associated with VSL estimate

Assumptions
and
justification

The WSI represents the proportion of corporate water
consumption which would otherwise be available to
domestic users. The volume of water not available to
domestic users is assumed to be total corporate
consumption, adjusted by the WSI: this assumption will
hold where conditions (e.g. infrastructure) are such
that, when a corporate user reduces its water
consumption, a domestic user can access it. This may
not be the case in reality where corporate users do not
consume water from the same infrastructure or source
as domestic users. However, the alternative approach of
modelling water consumption infrastructure is
constrained by data availability and may increase the
associated error.

¢ Results from selected quantiles can be applied to other locations using the level of
water-borne disease to assign the most appropriate coefficients.

e The data shows that if we applied an OLS we would over estimate impacts for
countries with low levels of water-borne disease, and under estimate impacts for
countries with high levels. We therefore use a quantile regression to better reflect
the impacts in different locations. Where locations have levels of disease close to
the cut off between the different quantiles, we suggest sensitivity analysis to
explore the potential impacts using the coefficients in both quantiles.

Groundwater resource depletion impact pathway

Methods

The rate of groundwater depletion and the expected
time to depletion are used to estimate the future annual
shortfall in water supply.

e  We calculate replacement cost as a lower-bound estimate of likely societal impacts
of groundwater depletion.

e The cost is calculated based on predicted desalinisation costs and the cost to
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Quantify environmental outcomes

Estimate societal impacts

transport desalinated water to main populated areas.

The total costs of the annual shortfall is allocated to current use to give a per m3
value.

Key ¢ Rate of groundwater depletion

variables . .
¢ Time to depletion

Desalinisation costs

Transport costs

Assumptions e New ground water reserves will not be discovered at the

and same cost of current extraction. This holds for most
Jjustification locations where sufficient hydrological data is present
to identify depletion.

Projected cost of supply is an appropriate proxy for the societal costs. While this is
a likely to be a lower bound of potential impacts, replacement costs are deemed
an acceptable proxy where better information is not available.

Desalinisation is the technology of choice, or has similar costs to preferred
alternative technologies. Given that these costs are used to represent a societal
cost, and are not intended to be an accurate assessment of technological solutions,
we use a consistent measure to avoid arbitrary bias.

Assumes that profits from ground water extraction aren’t ring fenced as funding
for the future supply water.

As with any projection, there is significant uncertainty over the future societal
impacts associated with groundwater depletion occurring today.
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Subsidy cost of water use

Methods e The environmental outcome is not required for this e  The subsidy cost is the difference between the water sector revenues (from water
calculation. prices) and financial costs of supply.

Key e  Price of water or water sector revenue

variables

e  Cost of water supply

e  Or level of subsidy per m3

Assumptions e Corporate consumers are not supporting water subsidies through a ring-fenced
and fund. If companies are supporting subsidies through a ring-fenced fund, and that
justification their contribution is at least proportional to the quantity of water they

withdrawal, they are not putting an additional burden on other tax payers. This is
assumed not to be the case unless information to the contrary is demonstrated.

Economic opportunity costs of water use

Methods e Identify the quantity of water that users which could o Estimate the loss in societal benefits (including private revenues and public gains)
deliver higher societal benefits per m3 are deprived of as as a result of inefficient allocation of water resources, based on the marginal
a result of corporate consumption. productivity of consumption.

Key e  Various, depends on location, available data and chosen e  Various, depends on location, available data and chosen method.

variables method.

Assumptions e Various, depends on location, available data and chosen e  Various, depends on location, available data and chosen method.
and method.
justification
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3. Data requirements

3.1. Introduction

The availability of high quality data on corporate water consumption across the value chain, as well as the
accessibility of relevant contextual information, are key determinants of the viability of different impact
quantification and valuation techniques and will affect the ultimate level of uncertainty surrounding any
results.

Gathering appropriate data is a precursor to valuing the environmental impacts from corporate water
consumption. Therefore, this chapter introduces the types and potential sources of data required to value
corporate water consumption.

Three types of broad data are considered here:
e Metric data: Volume of water consumed across a company’s value chain.

¢ Contextual data: Provides additional relevant information about the basic metric data. For example,
describing the context in which the water consumption occurs (e.g. location, local water stress). The
availability of useful contextual data will depend to an extent on the source of the metric data. For example,
in the case of directly collected data, the location characteristics should be known. Whereas in the case of
data sourced from Life Cycle Assessment (LCA) databases, location specific data will be more limited.

¢ Other coefficients: Typically numerical values derived from the academic literature or other credible
sources which are required in calculations to convert metric and contextual data into value estimates.

While methods for the collection or estimation of basic metric data are not the subject of this paper, the data
generation methods used are nonetheless relevant to the likely availability of contextual data and therefore the
viability of different potential valuation approaches. This chapter therefore has two purposes: firstly, it
describes the most likely sources of metric data across a typical corporate value chain and the implications for
contextual data availability; secondly, it sets out key contextual and other coefficient data requirements and the
preferred sources for these.

The mythology that follows discusses how to use these data to estimate the impacts of corporate water
consumption. The methodology is designed to be flexible to the level of available data, so the more detail that
can be provided on metric and contextual data, the more specific the final results can be. The required level of
detail based on the objectives of the analysis should always be kept in mind when assessing data availability and
quality.

3.2. Environmental metric data

Measurement of corporate water consumption is best done at the point of the water consumption. This may be
possible for a company to do within its own operations and to gain this information from its direct suppliers.
However, when assessing more distant parts of the value chain, estimation techniques may be required to
quantify the volume of water consumed as an indirect result of the company’s activities.

Modelling techniques such as lifecycle analysis (LCA) and environmentally-extended input-output (EEIO)
tables can be used. Such approaches give different levels of data specificity depending on the application. For
example, LCA databases are typically rich in data on plastics but statistical agencies of industry bodies are likely
to have more up to date information on industrial water use intensities. Similarly with EEIO, the data are only
as specific as the country and sector resolution provided in the model.

Likely metric data availability across the corporate value chain and implications for contextual data are shown
in Table 4.
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Table 4: Likely metric and locational data availability across a corporate value chain

Metric data

Implications for
contextual data

Own Direct measurement water consumption. Based on knowledge about
operations The other estimation techniques detailed for the supply chain the location of the .
i e . . company and supplier, it
can also be used if direct data is unavailable. .
should be possible to
Immediate Supplier questionnaires can be directed to areas of high source cqntextual .
. - el e . information from public
suppliers materiality or those with limited quality data from other .
. . . sources, if not from the
sources. Most companies would be expected to quantify their .
. . . company and their
water consumption based on their water bills. Any water liers th ]
consumption that is released unpolluted back into the same SUPPIETS themselves.
fresh water source should be excluded from this measure of
water consumption.
Upstream/ EEIO can be used to give an approximation of corporate water =~ Depending on the visibility
supply chain  consumption based on a company’s purchase ledger. of the supply chain
LCA databases can be used for more process specific data location, 1nformat.1 on may
. . . or may not be available for
where this is deemed appropriate. .
some suppliers.
Other data sources include government and industry reports: . .
. Tracing raw material flows
those from the IPCC may be particularly relevant.
can be a good method of
determining the location
of different activities and
processes in the supply
chain. Multi-region EEIO
models and trade-flow
data bases can be used to
approximate this, or
supplier questionnaires
where feasible.
Downstream/ It is necessary to estimate the probable water consumption Depending on the product,
use phase associated with the product or service over its life. For an item  the location of sale could

of apparel, this is the expected amount of water consumption
used to wash the item over its lifetime.

be used as an estimation of
the use and disposal phase
location.

In some cases, it may be
necessary to consider
trade flows using data
bases or multi-region
EEIO.

Water consumption e 23



Valuing corporate environmental impacts: Water consumption

3.3. Environmental metric data for the water supply sector

The impacts associated with supplying clean water for corporate water consumption may be a significant
portion of the total water impacts, particularly if desalinisation or long distance water transportation is
required. Metric data is therefore also required for these impacts, including emissions of GHGs, other air
emissions, water pollution, waste and use of land and water consumption.

Where details of the specific location and water sector infrastructure is known the likely impacts can be
modelled based on the supply technologies in place using industry and government data (see Box 1 for an
example).

Other more generic estimation techniques include LCA databases and environmentally extended input output
modelling (putting the price of water into the water supply sector will give an approximate estimate of triggered
activity) can be used where less specific data is available, or materiality is considered to be lower.

Box 1: GHG and air pollution impacts of desalinisation in Cyprus

Cyprus has significantly invested significantly in water supply and distribution infrastructure over the last two
decades. While this helps avoid significant health impacts, increased use of desalinisation leads to higher
impacts sector associated with energy use in the water supply.

Desalinisation impacts can be calculated based on an average electricity requirement of 4.5kwh/m3 (Cyprus
Water Development Department, 2010), combined with Cypriot electricity emission factors (Eurostat, 2010), as
per the table below. These metric data are valued based on the methodology presented in the dedicated papers
to estimate the societal impacts.

Emission per unit of

Emissions Emission factor water produced
kg/KWh kg/m3
GHG 0.768915 3.460117
NOx 0.002365 0.010643
SOx 0.003189 0.014349
NH, 0.000001 0.000005
PM.; 0.000064 0.000288
PM,, 0.000032 0.000144
NMVOC 0.000275 0.001239

3.4. Contextual and other data

The impact of corporate water consumption is highly dependent on the location. If the exact location of a
company’s direct or indirect water consumption is known, location specific data should be applied in the
valuation wherever possible. The contextual and other coefficient data used to quantify outcomes and value
societal impacts of water consumption is set out in Table 5.

Table 5: Contextual data used to value the impact of corporate water consumption

Data Explanation

Malnutrition impact pathway

Water stress index Water consumption as a proportion of total renewable supply, a measure of how
much water other users are deprived of when one user consumes water.

Proportion of water =~ WSI is combined with the proportion of water used by the agricultural sector to
used by agricultural estimate the impact of corporate water consumption on the ability of the agricultural
sector sector to consume water.
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Data

Explanation

Water requirement
to avoid
malnutrition

The amount of water required by the agricultural sector per capita to provide enough
food to avoid malnutrition.

Human
development index

An index of the general development of a country or a region. This is combined with
the malnutrition rate (measured in DALYS) to create a malnutrition human
development factor which is an indicator of the level of development of the country
driven by malnutrition.

Malnutrition rate
(DALYs per 100,00
people)

The number of annual DALYs per capita caused by malnutrition. This is used as
above and combined with the malnutrition rate (%) to estimate the number of
DALYs caused by each case of malnutrition.

Malnutrition rate
(%)

Proportion of the population suffering from malnutrition. Explanation of use as
above.

Value of a DALY

Monetary value of the damage function calculated in DALYs/m3. DALY value is
calculated based on OECD estimate of the value of a statistical life (VSL).

Infectious water-borne disease impact pathway

Water-borne disease
rate (DALYs per
capita)

The number of DALYs attributable to infectious water-borne diseases per capita,
broken down into two sub datasets. DALYs per capita attributable to diarrhoeal
diseases and DALYs per capita attributable to other infectious water-borne diseases.

Domestic water
withdrawal per
capita

The volume of water used by domestic users. Used as an explanatory variable in the
regression of DALYs attributable to water-borne infectious diseases.

Corporate water
consumption per
capita

The volume of water consumed by corporate water users. Adjusted using the WSI
and applied to the function developed with regression analysis to predict the amount
change in the predicted DALYs rate if all corporate water consumption were
transferred to the domestic users.

Health expenditure
per capita

Used as an explanatory variable in the regression of DALYs attributable to water-
borne infectious diseases.

Household
connection to water

supply

Used as an explanatory variable in the regression of DALYs attributable to water-
borne infectious diseases.

Undernourished
population

Used as an explanatory variable in the regression of DALYs attributable to water-
borne infectious diseases.

Water Stress Index

Used as an explanatory variable in the regression of DALYs attributable to water-
borne infectious diseases.

WSI is also used to estimate the amount of water deprived from domestic users
when corporate users consume water.

Government
effectiveness

Used as an explanatory variable in the regression of DALYs attributable to water-
borne infectious diseases.
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Data Explanation

Value of a DALY Used to put a monetary value on the damage function calculated in DALYs/ms3.
DALY value is calculated based on OECD estimate of the value of a statistical life
(VSL).

Ground water resource depletion

Time to ground The number of years until a country or area is expected to have until it completely
water depletion depletes its ground water reserves.
Rate of ground The amount that ground water reserves have been depleted by in the year of activity.

water depletion

Cost of The cost of producing clean, usable water in the future when ground water reserves
desalinisation have been fully depleted.

Subsidy cost of water

Financial data on Used to estimate cost recovery from water pricing and therefore level of subsidy.
water price or
revenue, and cost of

supply

Economic opportunity cost of water

Volume of water Used to identify inefficient allocation of water resources.
which other, more

productive users,

are deprived of

Marginal private Used to identify inefficient allocation of water resources.
and public benefit of

corporate water use

and alternative use
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4. Detailed methodology:
malnutrition impacts

This chapter presents a methodology to estimate and value malnutrition impacts associated with corporate
water use. We use the standard metric of Disability Adjusted Life Years (DALYs) to estimate the extent of
impacts, drawing on analysis of Pfister et al. (2009). We value DALYs to estimate the welfare impacts per ms3 of
water consumption. Impacts tend to be focused in areas with a high competition for water and where local
populations are dependent on local agricultural production. Where these conditions are both not the case,
impacts tend to be close to zero. For a summary of the analysis see Table 6.

Table 6: Summary of the methodology for the calculation of the societal impacts of

malnutrition

4.1 Quantify environmental outcomes | 7PN s a o B B g

Malnutrition impact pathway

Methods

Drawing on the analysis
of Pfister et al. (2009),
the reduction in the
available fresh water for
agriculture is calculated
at the watershed level,
considering the volume of
corporate water
consumption and the
level of water stress in the
specified watershed.

A cause-effect chain is established by Pfister et al. to
estimate the malnutrition impact on the local population of
increased water scarcity. The extent to which water is a
limiting factor in agricultural production is used to estimate
a reduction agricultural output.

This is translated into a number of cases of malnutrition
using the minimum water requirement per capita to avoid
malnutrition.

The results are adjusted according to the prevalence of
malnutrition in that area to indirectly take into account the
prevalence of food shortages and the ability to import food.

The number of cases of malnutrition is converted into
Disability Adjusted Life Years (DALYs) using a regression of
country level malnutrition cases and DALYs associated with
malnutrition.

A monetary value of each DALY is calculated based on the
value of a statistical life (VSL) and the lost DALYs
associated with the VSL estimate.

Box 2: What is a Disability Adjusted Life Years (DALY)?

DALYs measure the overall burden of disease, combining years lost due to premature death (YLL) and ‘healthy’
years lost to ill health or disability (YLD). The number of healthy years lost are calculated by multiplying the
length of time the disease occurs and a disability weighting based on the severity of the disease as described in
Priiss-Ustiin et al.’s (2003) report for the WHO on assessing the environmental burden of disease.

Equation 1: DALY equation

DALYs =YLL + YLD
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4.1. Environmental outcomes

The environmental outcome of water consumption is reduced water availability for other users. For the
malnutrition impact pathway we focus on the amount of reduced water available to the agricultural sector
(Pfister et al., 2009). The next section considers whether this reduction in water affects agricultural output and
if that impacts on local people’s access to nourishment.

4.1.1. Calculate Water Stress Index (WSI)

Water stress indices describe the proportion of available water that is consumed by all users. They are used to
indicate the level of pressure on water resources and provide a measure of the potential for competition
between users.

As such the WSI is an important variable in understanding the potential for malnutrition impacts because in
locations with a high WSI corporate water use is more likely to reduce water availability for agriculture.
Conversely in areas with plentiful water supply and no completion between users, corporate consumption will
have no direct impact on agriculture or malnutrition.

There are various measures of WSI available. They are all a measure of the ratio of water withdrawals to the
total water availability within a defined area, usually a watershed. Pfister et al. (2009) uses WaterGAP2 - a
global model of 10,000 individual watersheds (Figure 2).

To calculate the WSI, the ratio of water withdrawal to available water is adjusted using a variation factor which
takes into account how significantly water availability is affected by variations in monthly and annual
precipitation. The ratio is transformed to a scale of 0.01 to 1 which indicates the average proportion of water
consumption by one user that deprives another user of water in the given watershed (see Alcamo et al., 2003
for more details on this calculation).

Figure 2: Physical water stress index by watershed visualised in Google Earth.

0-no water stress (blue) to 1 — extreme water stress (red)

4.2. Societal outcomes

To estimate the societal outcomes we draw on the work of Pfister et al. (2009) to consider if a reduction in
water available to agriculture will affect agricultural production, and consequently local food supplies. The
output of Pfister et al.’s (2009) work is Disability Adjusted Life Years (DALYs, see Box2) per m3 of consumed
water. We combine this with a value per DALY to produce a welfare estimate of the impacts.
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Pfister et al. (2009) do not consider the potential economic impacts of reduced production or exports, or the
potential for malnutrition impacts in would-be importing countries. We consider the economic impacts of
reduced production and exports through our opportunity cost approach. Motoshita (2010) suggested an
approach to consider malnutrition impacts in would-be importing countries, using trade data to estimate
reduced international food availability. However, we believe that this approach is not sufficiently robust to be
implemented. Particularly given Pfister et al.’s (2009) model uses a control variable to account for the ambient

level of malnutrition, which can be seen as a proxy for the ability to import food.

The steps to the analysis are summarised in Figure 3 and described below.

Figure 3: Process steps for estimating the societal cost of malnutrition

Calculate water deprivation factor (WDF)
Provides a measure of local competition for water.

v/

Calculate Effect Factor (EF)

2 The number of malnutrition cases caused by agricultural water deprivation.

v/

Calculate Damage Factor (DF)

Describes the severity of malnutrition cases on disability adjusted life years.

Calculate Human Health Factor using WDF, EF, and DF
Change in disability adjusted life years per unit of water consumption.

Estimate the value of a disability adjusted life years

Monetaryvaluation of welfare associated with change in disability adjusted life

years.

Calculate the cost of societal impacts

Combines value of a disability adjusted life year with the Human Health Factor

to give monetary impact per unit of water consumption.
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4.2.1. Step 1: Calculate the Water Depravation Factor

The Water Deprivation Factor (WDF) estimates the amount of water that the agricultural sector is deprived of
as a result of water consumption by others, as a proportion of total water consumption by agriculture
(deeprived/ mSconsumed)-

The WSI; applied by Pfister et al. (2009) “indicates the portion of consumptive water use that deprives other
users of freshwater”. Therefore, multiplying the WSI by the proportion of water used by the agricultural sector
in the same watershed indicates the amount of water that the agricultural sector is deprived of when water is
consumed by a different user.

Figure illustrates this calculation. The WDF, in watershed 1’, is calculated by multiplying the water stress index
(WSTI) by the fraction of water consumption by agriculture in that watershed, WUy, agricutture, i (Se€ Equation 2).

Equation 2: Water depravation factor

WDFi = WSIi X WU%,agrir:ulture,i

4.2.2.Step 2: Calculate the Effect Factor

The Effect Factor (EF) is the annual number of malnourishment cases caused by deprivation of one cubic metre
of freshwater, in capita.year/m3geprived. It is a function of the water required to avoid malnutrition (WRmalnutrition,i)
and the human development factor related to vulnerability to malnutrition (HDFmalnutrition,i)-

The HDF uses the relationship between the human development index and malnutrition rate expressed in
DALYs (described in Box 2.) to provide an indication of malnutrition vulnerability and is a factor between 0 and
1.

The WRmalnutrition 1S the minimum per capita requirement of water for the agricultural sector to avoid
malnutrition. The inverse of it therefore represents the number of cases of malnutrition caused by each cubic
metre of water deprived (capita.year/m3). It is derived by Pfister et al. from a country level dataset and is
consistent with values found by Yang et al. (2003) and FAO (2003). Equation 3 summarises the calculation of
the EF.

Equation 3: Effect factor

_ -1
EF; = WRyainutrition X HDFmalnutritiOTl,i

4.2.3.Step 3: Calculate the Damage Factor

The Damage Factor (DF) estimates the amount of harm per case of malnutrition. The damage factor is derived
from a linear regression of the malnutrition rate (MNy) and the DALY malnutrition rate (DALY malnutrition, rate) at a
country level to give a conversion from cases of malnutrition to DALYs. The regression gives a damage factor of
0.0184 DALYs/capita.year. Equation 4 shows the calculation of DF.

Equation 4: Damage factor

DALYs

DF ttion = ——————
malnutrition caplta. year

4.2.4.Step 4: Calculate the Human Health Factor

The Human Health Factor (HHF) brings together the outputs of Steps 1 to 3. The HHF describes the DALYs per
unit of water consumed. It is a product of the WDF, the EF and the DF (see Equation 5, units in parentheses).
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Equation 5: Calculating the human health damage factor of malnutrition with units in
parentheses.

DALYs )

H ( DALYs )
' mgconsumed

3 .
i capita.year
deprlved) x EF,- ( P Yy g
capita.year

m
= WDFi( 3 > X DFmalnutrition(
m” consumed

3
m deprived

4.2.5.Step 5: Estimate the monetary value to a DALY

Having established the number of malnutrition DALYs lost as a result of water consumption, we assign a
monetary value to those DALYs to estimate societal cost of water consumption.

DALYs are typically used by health economists and policy makers to understand the relative severity of health
conditions. They often use them to compare the cost effectiveness of investments (cost saving per avoided
DALY). Lvovsky et al.’s (2000) publication for the World Bank builds on this to present a method to estimate
the welfare value of DALY savings.

In Lvovsky et al.’s (2000) paper, they derive the value of the DALY from the value of statistical life (VSL) based
on the number of DALYs lost associated with that lost life (Equation 6). This approach has subsequently been
applied in a government policy context by Pearce et al. (2004) to help evaluate the EU’s REACH policy
(Registration, Evaluation and Authorisation of Chemicals). The discussion below presents our application of
this approach. The values used are consistent with the values used for the VSL in the other environmental
impact methodologies.

Equation 6: Value of a DALY

VSL

Val DALY =
alue of Number of DALY s lost

The OECD nations VSL estimate of US$3.4m (2011, inflated from 2005) (OECD, 2012) is the basis of our DALY
valuation. The OCED estimate is based on a meta-analysis of studies which consider acceptance of risks to life
and extrapolate to give a VSL (e.g. wage premiums to accept working in riskier environments). The median age
of individuals in the studies is 47 years old, with a life expectancy is 78, such that the resulting estimate of VSL
is associated with 31 years of lost life.

In order to estimate the value, the number of years lost is converted to DALYs. A year of disability free life does
not hold the same number of DALYs for all ages. People place a higher value on avoiding disability between
early teens to mid-fifties (Figure 3: Age weighting for DALYsFigure 3); the DALYs are therefore age weighted
(Priiss-Ustiin et al., 2003).

Priiss-Ustiin et al. (2003) provide a formula and suggested coefficients to calculate the relative weighting of
each year of life (X,,), which is set out in Equation 77

Equation 7: Age weighting formula for calculating DALYs
X, = CxF~

where x is the age in years and the suggested coefficients are C= 0.1658 and 8 = 0.04. This formula is used to
calculate the relative weighting applied to each year of the 78 years of life expectancy associated with the OECD
VSL estimate.
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Figure 3: Age weighting for DALYs
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People are willing to pay more to avoid disability today than to avoid it the future. Therefore, a discount rate of
3% (as per the social discount rates used in the other methodologies) is applied to future years beyond the age
of 47. The discounted age weighting is calculated as per Equation 8 below.

Equation 8: Discount age weighting for DALYs

X = { CxP*when x < 47
wd CxP*/(1+40.03**") when x > 47

The discounted, age—adjusted, proportion of life lost (PLL,,) is calculated using Equation 9. This represents the
proportion of life lost for a person who expected to live to 78 but died prematurely at 47.

Equation 9: Age adjusted years of lost life

78 78
})LL“ﬂ = (::E:Axﬁﬂ(x)//:E:‘de(x)>
x=0

x=47

To calculate the number of DALYs, PLL,,, is multiplied by the life expectancy. Table 7 contains the steps of the
calculation that result in the value of DALY of $185,990 (in 2011USD).

Table 7: Value of a DALY

Age of Life Proportion DALYs lost VSL Value of DALY
premature expectancy of life lost (PLL,,4 x ( VSL )
death (PLL,,y) life expectancy) Number of DALY lost

47 78 23.4% 18.3 $3.4m $185,990

The value of a DALY for OECD nations is transferred to other countries. If an income adjustment is to be
included (see section 4.2.5.1) differences between income per capita adjusted for PPP can be accounted for in
accordance with Equasion 10. An income elasticity of 0.6 is recommended as a central estimate of the values
presented in OECD (2010).
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Equation 10: Income adjustment transfer function

- tion — (GNIa)e
ransfer function = GNI,

Where:
GNI, = Gross National Income per capita of new policy site, adjusted for purchasing power parity
GNI;, = Gross National Income per capita of reference site, adjusted for purchasing power parity

e = Income elasticity of willingness to pay for health or life

4.2.5.1. Equity considerations

Most countries operate a principally market-based economy, where the allocation of resources is determined
largely by the forces of supply and demand, which also establish prices in the economy. In this context, an
individual’s income determines the quantity of marketed goods that they can obtain. When estimating the
monetary value of goods (or ‘bads’) which are not currently traded in markets, the income constraint must
therefore be considered.

As peoples income changes, their level of demand for a good usually changes, and the amount they would pay
for each unit of the good also changes. Empirical evidence for environmental goods (or avoidance of ‘bads’)
suggests that this ‘income effect’ is positive — people are prepared to pay more as their income increases
(Pearce, 2003). For this reason, if values estimated in one location are to be used in a different location, they
need to be adjusted to take account of differences in the income constraints of people in each location.

This is best illustrated using an example. Suppose a survey of people living beside a lake in the USA finds that
they value the leisure time they spend around the lake at $1,000 per year. This represents about 2% of their
average annual income. Combining this with the number of people who live in close proximity to the lake allows
for an estimate of the value of the lake for leisure purposes to be produced. This non-market value estimate can
be taken into account when decisions which might affect the future of the lake (e.g. new developments) are
considered.

Now suppose we wish to estimate the value of a similar lake in Uganda. Resources to conduct a new survey
aren’t available but the number of people living near to the lake can be estimated, and it is known to be a
popular recreation area. However, the average per capita income in Uganda is 1/100t of the average per capita
income in the USA4. So assigning the same value of $1,000 per person in the Ugandan context would clearly be
inappropriate; suggesting that local people would pay twice their average annual income for a year’s worth of
leisure at the lake. In order to estimate the value that local people place on the lake, relative to their other
priorities, it is necessary to adjust for the differences in income constraints.

This central concept of income effects in non-market valuation of environmental goods is relatively
uncontroversial, as is the practice of adjusting for differences in income and purchasing power when
transferring value estimates between countries. However, when valuing goods (and bads) relating to human
health, equity considerations become more apparent.

As with environmental goods, empirical evidence demonstrates that the amount individuals’ would pay to
maintain good health and to reduce risks to life increases with income (Viscusi and Aldy, 2003; Scotton and
Taylor, 2010; OECD, 2010). This is reflected in estimates of the Value of a Statistical Life (VSL)5. When

4 Even after accounting for differences in purchasing power the ratio is 1/40t.

5 “Value of a Statistical Life (VSL), ... represents the value a given population places ex ante on avoiding the death of an unidentified
individual. VSL is based on the sum of money each individual is prepared to pay for a given reduction in the risk of premature death, for
example from diseases linked to air pollution.” OECD, 2012
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applying a VSL estimate calculated in one location to health outcomes in another location, it is common
practice in the health literature (see for example: OECD, 2012; Hammitt and Robinson, 2011) to adjust the VSL
to reflect the income differential between those locations, as described above.

These differences in preferences for life and health between locations may reflect a genuine acceptance of
greater health risks, particularly in the context of other priorities such as economic development or
employment. However, because preferences of this nature are often considered to be constrained by the limited
choices available in low income contexts, the use of differing VSLs is contentious where decisions may relate to
inter-regional resource allocations. In recognition of these concerns, the OECD (amongst others) recommend
that where decisions may relate to allocations between regions a single VSL estimate should be used in policy
analysis across those regions.

Given the range of possible decision-making contexts where E P&L results may be considered¢ it is important
that the decision maker is aware of this potential issue and is in a position to make an informed decision.
Whether the primary presentation includes or excludes income adjustments to health related values is therefore
a decision for the ultimate user.

Either way we suggest that the effect of differing income levels on the results of an EP&L is assessed through
sensitivity analysis.

Where the decision context has implications for inter-regional allocations, two sets of results should be
presented: one which reflects equity concerns without any income adjustment to health related values, and a
second which does take into account income differentials.

The decision maker will still need to consider a range of factors beyond pure environmental or health impacts.
For example, a study which does incorporate income adjustments across a range of countries could provide
incentives to shift polluting activities to lower income countries where the implied cost of impacts would be
lower — this may be undesirable. However, a similar study which does not adjust for differences in income may
deter foreign investment in lower income countries; investment which could have created improvements in
well-being in excess of any health related losses.

For this reason decision makers may also wish to consider a more holistic decision making framework such as
PwC’s Total Impact Measurement and Management (TIMM) which values environmental impacts alongside
economic, fiscal and social impacts?.

4.2.6. Estimate the societal cost

Once we have established the HHF and the value of a DALY, the societal cost can be estimated by multiplying
the number of DALYs per m3 of water consumption with the welfare value per DALY.

Assumptions and data required for this method are shown in Table 8 and 9.

6 For example, some decision contexts will be confined to a single country and could involve comparing environmental values to other
factors (outside the E P&L) determined by prices or incomes within that country; while others could require prioritisation of impacts across
many countries.

7 See “Measuring and managing total impact: A new language for business decisions”, PwC 2013:
http://www.pwc.com/gx/en/sustainability/publications/total-impact-measurement-management/assets/pwe-timm-report.pdf and:
http://www.pwe.com/totalimpact for more information.
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Table 8: Data sources for malnutrition impact pathway

Data

Explanation

Water stress index (WSI)

Water consumption as a proportion of total renewable
supply: a measure of how much water other users are
deprived of when one user consumes water.

Proportion of water used
by agricultural sector

WU%,agriculture,i

WSI is combined with the proportion of water used by
the agricultural sector to estimate the impact of
corporate water consumption on the ability of the
agricultural sector to consume water.

Water requirement to
avoid malnutrition

WRmalnutrition

The amount of water required by the agricultural
sector per capita to provide enough food to avoid
malnutrition.

Human development
index

HDI

An index of the general development of a country or a
region. This is combined with the malnutrition rate
(measured in DALYSs) to create a malnutrition human
development factor which is an indicator of the level of
development of the country driven by malnutrition.

Malnutrition rate (DALYs
per 100,00 people)

DALYSmalnutrition,rate

The number of annual DALYSs per capita caused by
malnutrition. This is used as above and combined with
the malnutrition rate (%) to estimate the number of
DALYs caused by each case of malnutrition.

Malnutrition rate (%)

DALYSmalnutrition,rate

Proportion of the population suffering from
malnutrition. Explanation of use as above.

Value of a DALY

Used to put a monetary value on the damage function
calculated in DALYs/ms3. DALY value is calculated
based on OECD estimate of the value of a statistical
life (VSL).

Table 9: Key assumptions for the malnutrition impact pathway

Assumptions Comment on purpose and reasonableness of the assumption

The methodology can be adapted to more specific data when available. The amount of
water per capita to avoid malnutrition is likely to be dependent on local climate and soil
conditions (e.g. in different locations. differing quantities of foods could be produced
with the same amounts of water). For global assessments we follow Pfister et al.’s
(2009) approach and use a global average because there is insufficient data availability
to estimate more specific values for all areas.

WRmalnutrition 18
assumed to be

independent of
location, when more
granular data is
absent.

The Effect Factor (EF) takes into account the local vulnerability to malnutrition which
implies that high damage functions will only occur when where malnutrition is a real
problem.

We do not specifically
model nations
importing food to
address shortages.

Water consumption e 35



Valuing corporate environmental impacts: Water consumption

5. Detailed methodology:
infectious disease impacts

This chapter discusses the valuation of human health impacts from water borne infectious diseases associated
with corporate water use. In countries with poor water infrastructure and where corporate water use reduces
the clean water available for others, people may be driven to consume dirty water resulting in health impacts
including diarrhoea and other water-borne infectious diseases.

In this methodology we first estimate the level of scarcity and implied competition for water using the WSI in
the Environmental outcomes section. The Societal outcomes section describes an econometric model which is
used to identify the drivers behind the observed level of water-borne disease (measured in DALYs) in different
countries. This allows us to hypothesise how the level of water-borne disease in a given location would decrease
if corporate water use did not deprive domestic users. The econometric model is used to predict the reduction in
impacts, which are then allocated to the total corporate water use to estimate an impact per m3. For a summary
of steps, see Table 10.

Table 10: Summary of infectious disease societal impacts calculation methodology

5.1 Quantify environmental outcomes 5.2 Estimate societal impacts

Infectious water-borne disease impact pathway

Methods e  The volume of water that e An econometric approach is taken to assess the
could be withdrawn by influence of corporate water consumption on the
domestic users if it were not prevalence of water-related disease in different
consumed by corporate users countries. Quantile regression analysis is used to
is estimated using the WSI explain the variation in the observed DALYs per capita
for the location of rate associated with water-borne infectious diseases.

consumption. The WSI is
thus used as a measure of the
competition for water
between corporate and other
users (Pfister et al., 2009).

e The explanatory variables used are selected to explain
the socio-economic drivers of water-borne disease, they
are: domestic water use, health expenditure,
prevalence of undernourishment, government
effectiveness and the water stress level.

e The derived relationship is used to predict the fall in
prevalence of water-borne disease if the quantity of
water which corporates deprive domestic users of
(based on the WSI) was reallocated to domestic users.

e The resultant change in DALYs per capita is valued and
allocated across the total corporate water use to give a
welfare impact per m3.

5.1. Environmental outcomes

The environmental outcome of corporate water consumption is the reduced water available to domestic users
for drinking and sanitation. This is calculated by multiplying corporate water consumption by the WSI at a
specified location. We take the WSI from published values in WaterGAP2 as described in Chapter 4. This value
is used in Step 2 of the calculations that follow under Societal outcomes.
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5.2. Societal outcomes

The analysis in this section follows four steps (Figure 4). We first use an econometric model to explain the
variation in the observed prevalence of water-borne disease, and in particular identify the extent to which the
level of domestic water use affects it. The second step considers the level of corporate and industrial water use,
and uses the results of the econometric model to predict how the prevalence of water-borne disease would
reduce if the volume of water that corporate users are depriving domestic users of (calculated in the
Environmental outcomes above) was reallocated to domestic users. This gives us an estimate of DALYs per m3
of corporate water use. The final two steps assign a value to DALYs to calculate the societal costs per ms.

Figure 4: Steps in the estimation of societal outcomes for water-borne diseases

Estimate an econometric model to identify the extent to which the

level of domestic water use affects the prevalence of water-borne

disease

Predict by how much water-borne disease would reduce if corporate
2 water use was reallocated to domestic users

v/

Estimate the value of DALY

Calculate the costs of societalimpacts

5.2.1. Step 1: Construct an econometric model for water-borne disease

Our analysis here builds on work by Motoshita et al. (2010) who demonstrate how an econometric model can
be used to identify the extent to which corporate water use contributes to the prevalence of water-borne disease.
Motoshita et al.’s (2010) analysis shows that water-borne disease decreases as household connection water
(which is positively related to domestic water use) increases. The authors then assume corporate water use
directly reduces domestic water use and they allocate impacts accordingly.

We draw on similar principles in our approach, but rather than assume corporate water use directly reduces
domestic water use, we incorporate the WSI and use our econometric results to predict how water-borne
disease would reduce if the portion of corporate water use that deprives other users of water was reallocated to
domestic users. Furthermore, we set up our model using a quantile regression to take into account the different
patterns in different contexts.

Our model is set up using publically available country-level data. However, the relationships that we estimate

can be applied at more geographically specific level if data is available. Our approach is described in detail
below, Appendix I provides a summary of Motoshita et al.’s (2010) approach.
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Step 1.1: Identify relevant water-borne diseases

The WHO identifies two groups of water-borne disease in their Water Sanitation and Hygiene database:

1. Diarrhoeal diseases
2. Other non-diarrhoeal infectious diseases
o Intestinal nematode infections
° Protein-energy malnutrition
° Consequences of malnutrition
o Trachoma
o Schistosomiasis
° Lymphatic filariasis

The two malnutrition related diseases are included here rather than in the malnutrition impact pathway
because they are not associated with a shortage of food (as per Chapter 4), but rather the inability to assimilate
nutrients due to disease.

We retain these two groups in our analysis because it allows us to independently model the drivers of each.

Step 1.2: Set out hypothesis to be tested and key variables

The objective of the econometric analysis is to identify the extent to which a change in clean water availability
for domestic use (drinking, cooking, washing, sanitation etc.) would influence the prevalence of water-borne
disease. Our null hypothesis is that an increase in clean water availability for domestic users would reduce
water-borne disease, if all else was constant.

In order to test this hypothesis we build two econometric regression models, one for each group of diseases. In
both cases our dependent variable is the prevalence of water-borne disease, measured in DALYs per capita. Our
key independent variable is domestic water withdrawal® per capita. It is the coefficient on this variable which
we are most interested in, because it is this portion of the variation in prevalence of disease which is driven by
availability of water to domestic users, which a change in corporate consumption might influence.

We test a range of socio-economic control variables to account for variation in vulnerability to disease and
shortages of clean water. Table 11 summarises the variables considered for inclusion. Step 1.3 discusses the
chosen model specification.

8 Both domestic water consumption and withdrawal were tested as explanatory variables during model
development. The results showed that withdrawal per capita has a stronger correlation with DALYs per capita.
This intuitively makes sense as the amount of clean water people use for drinking and sanitation is more likely
to drive prevalence of disease than the amount used for drinking only.
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Table 11: Variables considered for inclusion in the regression model

Variable Abbreviation = Reason for consideration
Dependent variables
DALYs per capita per year DALYs_diar Response variable

associated with diarrhoeal
water-borne diseases and
non-diarrhoeal water-
borne diseases

DALYs nondiar

Key independent variable

Domestic water withdrawal dww
per capita per year

Amount of water withdrawn by domestic users

Control variables considered

Government effectiveness In_gout_eff Proxy for the availability and quality of public services

index and infrastructure which will reduce the likelihood of
becoming ill and reduce severity (and therefore DALYSs)
should an individual become ill

Health expenditure per healthexp Higher health care expenditures will cure water-borne

capita per year diseases more quickly and reduce the impact of disease

Actual Individual aic Indicates the level of wealth and therefore vulnerability

Consumption USD per to disease

capita per year

GDP, USD per capita per gdp
year

Indicates the level of wealth and therefore vulnerability
to disease

Household connection to hcws Indicates quality of infrastructure and availability of
water supply (%) clean water
Undernourished undernour Susceptibility to infectious diseases increases with lack of

population (%)

nutrition (Katona & Katona-Apte, 2008)

Water Stress Index wsi

In areas of high water stress, it is more likely that
corporate and domestic users will be competing for the
same source and more water-borne disease

Step 1.3: Construct econometric models

Ideally we would have time series data for the variables listed above. Using a time series dataset would allow the
regression to account for unobserved time-invariant location specific effects; failing to account for these effects
could exacerbate problems caused by omitted variables. However, such rich data are not available and we are
limited to a snapshot cross country dataset for our analysis. How we deal with this is discussed in more detail

below after we present the model specification.

Variable selection and functional form
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Data for the variables in Table 11 is available for 123 countries for diarrhoea disease and 112 for non-diarrhoeal
diseases. We model the relationships at the country level, but the results could be applied at a more
geographically specific level if data is available.

Table 12 below displays the correlation coefficients between the variables listed above. The first key conclusion
is that neither the potential dependent variables, nor the control variables, are strongly correlated with
domestic water use. This is an important starting point as it limits the risk of multicollinearity through
correlated independent variables. Multicollinearity would reduce the robustness of the estimated coefficient on
domestic water use, as well as raising the standard errors and, as a consequence, reduce the power of the model.

As expected, however, several of the other potential independent variables are correlated and are explaining
similar effects (e.g. GDP and AIC). While we are less concerned with the coefficients on the other explanatory
variables, as their coefficients are not used in our calculation, we use this to inform our model selection and to
avoid over-specification.

Table 12: Correlation coefficients between key variables

R I A g E 57 |5C B l&i
& ® =
In_dalys_d~r 1.00
In_dalys_n-~r 0.95 1.00
In_dwu6 - 0.70/- 0.70 1.00
In_hcws - 0.79|- 0.76 0.68 1.00
In_aic - 0.91/- 0.90 0.73 0.77 1.00
In_gdp - 0.84/- 0.83 0.65 0.72|  0.95 100
In_undernour 0.74 0.73|- 0.64/- o0.71|- 0.75/- 0.72 1.00
In_healthexp |- 0.84/- 0.84 0.64 0.72| 0.95 0.98/- 0.72 1.00
In_wsi - 0.34|- 036 0.52 0.38 0.40 0.28|- 0.33 0.28 1.00
In_govt_eff |- o0.70/- 0.70 0.48 0.59 0771 0.78]- 058 0.79| 0.35 1.00
[ Correlation > |0.8| Correlation |0.7| to |0.8]|

Equation 11 presents our chosen specification for both the diarrhoea and non-diarrhoea models. We use the
same variables in both regressions as the high level drivers are expected to be the same. However, the relative
importance of each is not the same for diarrhoeal and non-diarrhoeal diseases.

Alongside domestic water use our explanatory variables are under nourishment, health expenditure,
government effectiveness and the water stress index. These provide proxies for susceptibility to disease, likely
severity of incidents of disease, quality of infrastructure and the level of competition for water, respectively.
Further discussion is provided on why these variables where chosen is presented alongside the results below.
The variables showed a non-linear relationship, so we selected a log-log functional form.

Equation 11: Water-borne disease regression model

InDalys = a+ f1Indww + B, Inundernour + f;1n healthexp + B4ln wsi+ Bsln govteff
Quantile regression
Our regression analysis uses the variables identified above to explain the observed variation in water-borne

disease. We use a Quantile regression rather than a standard Ordinary Least Squared (OLS).
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If we used an OLS regression our results would identify a single relationship across all countries in the dataset,
minimising the sum of squared deviation from the mean. Quantile regressions allow for unequal (asymmetrical)
variation in the data due to complex interactions between the factors in the system Koenker et al. (2000). They
minimise the asymmetrically weighted sum of squared deviations from the mean. Quantile regressions order
data in the response variable (in our case prevalence of water-borne disease) and weight the deviations for data
(countries) around the chosen quantile more than deviations in other quantiles. The weighting allows the
relationship which better fits a subset of the data to be identified, without splitting the data into small groups
which would reduce the power of the estimation. The result of this is that for normally distributed data the 50th
percentile of the Quantile regression is the same estimator as an OLS (it is the central point so all data points
are equally weighted), but the 75th percentile results present the relationship which fits more closely the data
around the 75th percentile.

Our Quantile regressions provide us with a different relationship for different country groups. This is
particularly attractive because:

e We would expect (and find that) the strength of different factors influencing the prevalence of water-
borne disease varies across different countries. Using the results of our Quantile regression we can
group countries with similar rates of water-borne diseases and apply the most appropriate relationship
giving us a more specific estimate of impacts in any given location (see further discussion below).

e Quantile regressions are particularly useful for modelling complex systems, such as the prevalence of
water-borne disease. For this reason they are often used in ecology where interactions between
different factors lead to data with unequal variation (Cade et al., 2003).

e Quantile regressions are more robust to outliers and heteroskedasticity (Koenker et al., 2000).
Regression analysis

Figure 5 depicts the data on prevalence of water-borne disease (measured in DALYSs per capita) across
countries. It is the variation in this data which our regression is trying to explain. Through our analysis with the
Quantile regression we see a different relationship between the variables for countries with different levels of
disease.

Figure 5 presents the regression results for the 15th, 50th, and 85th percentiles. Each of the quantile regressions
have high explanatory power, explaining over 70% of the variation in the level of water-borne diseases.
However, for countries with very low prevalence of water-borne disease (see 15th quantile) we see that domestic
water use does not significantly explain any variation in prevalence of disease. Undernourishment and health
expenditure are significant, however. This is not surprising because these tend to be developed or middle-
income countries where the population (on average — we are using country level data to derive the overall
relationship) have sufficient clean water, but that if undernourishment is high or health expenditure low
prevalence of water-borne disease increases slightly.

As the prevalence of water-borne disease increases over the 3oth percentile (corresponding to 0.0016
DALYs/capita/yr for diarrhoea and 0.0009 DALYs/capita/yr for non- diarrhoea) the significance and strength
of the effect of domestic water use increases. We estimate the results into the top and bottom 30 percentiles and
the middle 60 percentile based on the distribution of data in Figure 5. The central point of each therefore
represents the median trend.

At the 50th and 75t percentiles (midpoints of the middle 60 and upper 30 percentiles), the coefficient for non-
diarrhoea diseases increase from -0.30 to -0.48, both significant at the 99% level. We also see government
effectiveness and health expenditure become more significant, while under nourishment becomes less
significant. This corresponds to what we might expect; in countries where water-borne disease is most
prevalent, it is the volume of clean water and quality of the health care system which are most strongly
associated with it. It may be that undernourishment is also an important factor but is explaining similar effects
as the other explanatory variables. We retain it in all models because it is important at the lower quartiles, and
increases the significance of the coefficients on the other variables.
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The magnitude of the coefficients on the variables indicates that government effectiveness and health
expenditure are explaining most of the variation. The regression only indicates correlation, not causation, but
this suggests that functioning institutions and particularly a healthcare system is potentially more important in
tackling water-borne diseases than the quantity of water available to domestic users. This reinforces the point
made in Chapter 1, that corporates are only partially responsible for addressing domestic water issues.

In most of our regression results the WSI is not significant. This is not particularly surprising because there are
many developed countries which have high WSI and low prevalence of disease (e.g. Australia), with the
converse also true (e.g. Congo). We decided to leave WSI in the regression however, because the other
coefficients show a stronger significance with it included.

Figure 5: Ordered plots of country data on DALY per capita per year for water-borne disease

Ordered plot of log of DALYs per capita Ordered plot of log of DALYs per capita
oth percentile (diarrhoea) ) (non-diarrhoea)
3oth p: 7oth percentile 3oth percentle 7oth percentile
0.03 0.06
0.02 5 0.04
4
l’ &
0.01 0.02 2
- o
0.00 . 0 .
Countries Countries

5.2.1. Step 2: Predict how water-borne disease would change if corporate use
decreased

In this step we use the relationships derived from our regression analysis to estimate how the prevalence of
disease would change if the portion of corporate water use that is depriving other users of water was reallocated
to domestic users. While the relationship was derived at a country level, it could be applied to estimate impacts
at a more location specific level if data is available.

Step 2.1 Predict baseline prevalence of disease

Our regression analysis has shown that for locations where the prevalence of disease is below a certain level
(0.0016 DALYs/capita/yr for diarrhoea and 0.0009 DALYs/capita/yr for non- diarrhoea) the level of domestic
water use does not influence the prevalence of disease. Therefore for locations with disease levels below this we
consider there to be no impact of corporate water use on the prevalence of water-borne disease. While these
values are empirically derived, the ‘cut off is partially arbitrary based on observed changes in significance. For
locations close to these cut off values, we recommend conducting sensitivity analysis to understand the impacts
using the 50t percentile relationship.

For locations with disease levels above these values we predict what the DALYs per capita per year for each
group of diseases are based on our model. We use this predicted value in the following calculations because it
provides a ‘fairer’ estimate.

In order to predict the values, we use Equation 11 above, inputting the values for domestic water use, health
expenditure, undernourishment, government effectiveness and the WSI, and multiplying these by the
appropriate coefficient, depending on whether the actual prevalence of disease falls between the 30th to 60th
percentiles or 615t and 100th.
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Step 2.2 Re-estimate prevalence of disease with corporate water use reallocated to domestic
users

The second part of this calculation is re-predicting the prevalence of disease, this time including the corporate
water use. We multiply the total corporate and industrial water use for the region9 by the WSI to give the
portion that deprives other users of water. It is this quantity of water which we reallocate to domestic users to
hypothesise how much lower DALY per capita per year would be if this water was available.

The estimated reduction in DALYs per capita per year is multiplied by the population for the region and
allocated between the total corporate water use (not just the portion which is depriving others) giving a DALY
per m3 of corporate water consumption in a given year.

5.2.2.Step 4: Assign the value of a DALY

To value the impacts of disease, we assign locally-specific DALY values to our DALY/m3 estimates generated in
the previous step. The calculation of these DALY values is the same as in 4.2 (above) and utilises an age-
weighting adjustment and parameter estimates from the OECD. The detailed methodology is outlined in
Chapter 4.

5.2.3.Step 5: Calculate the societal impacts of disease

Once we have established the damage factor of corporate water use in DALYs lost to disease per m3 of water
withdrawal and the location-specific value of a DALY, we can estimate the overall societal cost per ms.

9 The calculation is non-linear, so in order to get an average impact per unit of corporate water consumption this data must represent the
total industrial and corporate water for the same geographical region as the other data inputs. If 1m3 is used, this would give the marginal
impact.
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Table 13: key assumptions for water-borne infectious diseases valuation

Assumptions

Comment on purpose and reasonableness

Group of quantiles to apply
quantile regression coefficients

The data shows that if we applied an OLS we would over estimate impacts
for countries with low levels of water-borne disease, and under estimate
impacts for countries with high levels. We therefore use a quantile
regression to better reflect the impacts in different locations.

The WSI represents the
proportion of corporate water
consumption which would
otherwise be available to
domestic users

The volume of water not available to domestic users is assumed to be total
corporate consumption, adjusted by the WSI: this assumption will hold
where conditions (e.g. infrastructure) are such that, when a corporate user
reduces its water consumption, a domestic user can access it. This may not
be the case in reality where corporate users do not consume water from the
same infrastructure or source as domestic users. However, the alternative
approach of modelling water consumption infrastructure is constrained by
data availability and may increase the associated error.

Data from a single year on the
correlation between disease and
explanatory factors is
representative of that relationship
in other years

We use best available data. Due to data constraints, the regression models
to estimate disease impacts were run using data from a single year.

Data from different years are
representative of other years and
driven by underlying
commonality

The datasets used to generate the regression coefficients are based on
different base years. Where possible, data from 2004 was used to match
the base year of DALYs datasets. However, in the case of water
consumption and water stress index the dataset based on annual averages
were used because they are the best available data at this point in time. If
better data becomes available then the model can be updated.
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I
6. Detailed methodology:
depletion of ground water
resources

This chapter presents an approach for estimating the contribution of current corporate water use to future costs
associated with the depletion of ground water resources. In many areas of the world groundwater resources are
being used at an unsustainable rate. The extent of future impacts will depend on whether infrastructure is put
in place to access alternative supplies. The approach presented here draws on the available data on depletion
timescales to estimate the future shortfall in supply. Given the uncertainty over future impacts, replacement
costs, in the form of desalinisation and transportation costs, are used as a proxy for the societal impacts. Table
14 presents a summary of the approach.

Table 14: Summary of ground water depletion societal impacts calculation methodology

6.1 Quantify environmental outcomes 6.2 Estimate societal impacts

Groundwater resource depletion impact pathway

Methods e  The rate of groundwater e  We calculate replacement cost as a lower-bound
depletion and the expected estimate of likely societal impacts of groundwater
time to depletion are used to depletion.

estimate the future annual

shortfall in water supply. The cost is calculated based on predicted

desalinisation costs and the cost to transport
desalinated water to main populated areas.

e The total costs of the annual shortfall is allocated to
current use to give a per m3 value.

6.1. Environmental outcomes

In those areas of the world where ground water reserves are being extracted and consumed at an unsustainable
rate, it is likely that the reserves will become completely depleted, or degraded to a point where it is unusable
due to saltwater intrusion. Assuming that demand for water does not fall an alternative source of water will be
required in the future.

The environmental outcome of corporate groundwater consumption is the reduced stock and ultimate depletion
of groundwater reserves.

The first step is to identify locations (ideally specific water basins) that are likely to fully deplete their ground

water reserves given the current rate of extraction and estimate the number of years until groundwater reserves
are completely depleted. The second step calculates the future annual shortfall of freshwater supply (Figure 6).
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Figure 6: Process steps for estimating the environmental impacts of groundwater depletion
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6.1.1. Step 1: Estimate years to depletion of groundwater in a location

The locations that are likely to deplete their groundwater reserves are identified by examining the ratio of
annual groundwater withdrawal to the total renewable water reserves. Further research on the specific reservoir
should yield data on the years to depletion. If this information is not available it can be calculated for a given
location using information on the total ground water reserves, renewable groundwater available each year and
ground water extraction rates.

6.1.2. Step 2: Estimate the shortfall in the future water supply

To calculate the current years contribution to future depletion we subtract the current year’s renewable
groundwater from the total volume withdrawn from groundwater reserves. This assumes that demand does not
decrease. If demand increases this will be an overestimate of the actual shortfall, however given we are only
interested in the contribution of current consumption we do not need to predict the level of demand increases.

Although this calculation is a simplification of reality it is sufficient to provide an indication of likely future
infrastructure requirements. Alternative supplies are likely to come on line gradually, such that shortfall is not

suddenly experienced in the year of reserve depletion.

Table 15: Data requirements for groundwater environmental outcomes

Data Explanation

Location-specific data on ~ Location specific data is available from a variety of

groundwater availability sources including government statistics,

and consumption international organisations, international research
bodies and academic literature depending on the
exact location

Country level If more specific information is not available about
groundwater availability the location of groundwater removal, we use FAO
and consumption AQUASTAT
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Table 16: key assumptions for groundwater depletion environmental outcomes

Assumptions Comment on purpose and reasonableness

Demand for water does not  Although there is likely to be some elasticity in demand due to price or
reduce conservation regulation, the likely continued increase in population size will
likely see at least an increase in demand.

6.2. Societal outcomes

Depletion of groundwater may have important societal impacts in areas where groundwater reserves are being
depleted at an unsustainable rate. The extent of impacts will largely depend on the ability of governments to
ensure alternative supplies are put in place before a shortfall is reached.

If available, location specific estimates can be developed to estimate the societal costs based on the predicted
socio-economic impacts in the given context. In general however, these impacts are likely to be hard to predict.
Here we suggest using an increased cost of supply as a lower bound proxy for potential societal impacts. Once
the future costs of the annual shortfall are calculated, they are allocated to current water use. Figure 77 presents
the steps in the analysis.

Figure 7: Process steps for estimating the societal impacts of groundwater depletion
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6.2.1. Step 1: Estimate the cost of future water supply

We use desalinisation and transportation costs as the proxy for societal costs, income adjusted to the location of
interest. Numerous sources for desalinisation costs are available, for example, Zhou & Tol (2005) provide a
useful review of the technology costs and average transportation costs in different locations.

6.2.2.Step 2: Estimate the cost per unit of water withdrawn in current
year

To estimate a value of the average impact of current corporate water consumption, the future cost of the ground
water depletion is averaged over the total water withdrawal. This is done by dividing the discounted of future
water supply associated with current year depletion by the total water withdrawal within that location?o.

The data and assumptions for the societal impacts of ground water depletion are shown in Table 17 and Table
18.

10 If the source of corporate water consumption is known to be ground water then the average impact per unit of ground water withdrawn
could be alternatively calculated by dividing the total discounted cost by total ground water withdrawal.
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Table 17: Data requirements for groundwater societal impacts

Data

Explanation

Cost of desalination and
transport of water

The cost of desalinisation and transport of the
water is based on research published in the Water
Resources Research journal

Table 18: key assumptions for groundwater depletion societal impacts

Assumptions

Comment on purpose and reasonableness

Desalinisation is the most
appropriate technology to
estimate lower bound
societal costs

This assumption is based on the adoption rate of desalinisation by fresh water-
stressed locations compared to the adoption rates of other strategies.

Water depleted in the
current year will create a
shortfall in water supply
that will need to be
replaced in the first year
after depletion

It is assumed that the water depleted in the current year will create a shortfall in
water supply that will need to be replaced in the first year after depletion. In
reality, the shortfall of water supply caused by the current year’s depletion should
be apportioned equally between all future years when desalinisation will be used
and the cost discounted back from the relevant years. Information is not available
on how many years desalinisation will be required for after total depletion. By
apportioning the total water shortfall to the first year after depletion, we are
slightly overestimating the cost to society, which is consistent with the
precautionary principal applied in these methodologies.

The cost of desalinisation
technology will vary
between countries by the
ratio of PPP adjusted GNI

The cost of desalinisation is PPP-adjusted between different countries. This
assumes that the cost of desalinisation technology will vary between countries by
the ratio of PPP adjusted GNI. A possible alternative would be to adjust the cost
of the water supply using the relative cost of different technologies in each
country. However, this would introduce a bias which is unrelated to the societal
costs and it was therefore deemed more appropriate to use a fixed cost which is
PPP-adjusted.

Current levees or charges
for ground water extraction
applied by governments
aren’t ring-fenced funding
for the future supply water

It is assumed that the levees or charges for ground water extraction applied by
governments aren’t ring-fenced funding for the future supply water. If this were
the case, part of the societal cost would already be captured in the company’s
balance sheet.
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7. Detailed methodology: subsidy
cost of water

This chapter presents an approach for estimating the financial burden imposed on tax payers as a result of
subsidies on corporate water use. In many locations the price of water is a poor reflection of the financial cost of
extracting or producing clean water and distributing it to users. In some developed countries where investment
in advanced infrastructure has overcome shortfalls in water supply (and therefore the other impacts
associated), subsidy costs may be the most material portion of the impact of corporate water consumption.

As well as the financial burden of subsidies, artificially low water prices may also lead to increased consumption
(see World Bank 2005 for a summary of price elasticity of demand), with knock-on impacts associated. We do

not consider these impacts here, because they should be associated with the regulator not the corporate.

Table 19: Summary of ground water depletion societal impacts calculation methodology

6.1 Quantify environmental outcomes 6.2 Estimate societal impacts

Groundwater resource depletion impact pathway

Methods e The environmental outcomeis e The subsidy cost is the difference between the water
not required for this sector revenues (from water prices) and financial
calculation. costs of supply.

7.1. Environmental outcomes

As per the other impact pathways, the primary environmental outcome of corporate water consumption is an
increase in water scarcity. These values are not required for the calculation of subsidy costs, however.

7.2. Societal outcomes

The World Bank’s (2005) review of average water tariffs in 132 major cities worldwide found that on average
40% were not even sufficient to cover basic operation and maintenance (O&M) costs (Figure 8) (see also
UN/DESA, 2008). Subsidies were particularly prevalent outside of the OECD. However, even within the OECD
only 50% were deemed to cover at least O&M and only “some” capital costs. The EU’s Water Framework
Directive has full cost recovery as a core principle, but it recognises that achieving it is still some way off (EEA,
2013).

As aresult of only partial cost recovery, corporate water use puts a financial burden on tax payers who are

supporting the subsidies. The methodology presented here provides a simple means of estimating those
impacts.
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Figure 8: Subsidies are prevalent across all regions of the world
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7.2.1. Calculate the subsidy cost of water

The subsidy cost of water can be calculated at an aggregate level for the whole supply sector, or separately for
different consumers. Often agricultural, industrial and drinking water will have different pricing regimes. To
calculate the subsidy costs, for a given price schedule, it is a simple calculation of revenue from water supply
minus financial costs of delivery. This gives the total shortfall in finances, which can then be attributed to water
use (withdrawal, not consumption) to give a per m3 figure. Box 3 presents an example for Cyprus.

Box 3: Calculating the subsidy cost of water for Cyprus.

Water use in Cyprus is subsidised, such that use by corporates drives up the tax payments for others in Cyprus.
The Water Development Department (2010) provides data on cost recovery in the water sector. Their analysis
shows that in 2010 the financial cost of drinking and agricultural water provision was €1.17 /m3 and €0.34/m3
respectively, and that 99% of the financial cost of drinking water was recovered, and 76% for agricultural water
(2007 prices). Applying these percentages gives impacts of € 0.01/m3 and € 0.08/ms, respectively in 2010
(2007 prices). This represents the additional payments by tax payers in Cyprus as a result of other users’
consumption.

Table 20: Data sources for groundwater societal impacts

Data Explanation

Financial data: Revenue To calculate subsidy costs
(or price), cost of supply

and proportion of cost

recovery

Quantity of water To attribute impacts per unit of withdrawal
withdrawal that financial
data relates to
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Table 21: key assumptions for groundwater depletion societal impacts

Assumptions

Comment on purpose and reasonableness

Corporate consumers are
not supporting water
subsidies through a ring-
fenced fund

If companies are supporting subsidies through a ring-fenced fund, and that their
contribution is at least proportional to the quantity of water they withdrawal,
they are not putting an additional burden on other tax payers. This is assumed
not to be the case unless information to the contrary is demonstrated.
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8. Detailed methodology:
economic opportunity costs

Economic opportunity costs of water consumption occur when the corporates use of water deprives another
user of water, and that other user has a higher value for the water, or can create a higher social value from that
water. Such mis-allocation of water resources is caused by unequal and incomplete pricing of water resources
and other market failures. This chapter presents the general principles for assessing economic opportunity costs
in a specific context (an assessment of opportunity costs requires good data availability and is not possible
without specific knowledge on the context of water users). Like subsidy costs, opportunity costs will not always
be relevant, however if they are, the impacts could be significant.

Table 22 presents a summary of the generalised approach. We focus on the principles of the approach and do
not present specific steps or calculations because these will vary depending on the specifics of the context and

available data.

Table 22: Summary of ground water depletion societal impacts calculation methodology

6.1 Quantify environmental outcomes 6.2 Estimate societal impacts

Groundwater resource depletion impact pathway

Methods e Identify the quantity of water e  Estimate the loss in societal benefits (including private

that users which could deliver revenues and public gains) as a result of inefficient
higher societal benefits per m3 allocation of water resources, based on the marginal
are deprived of as a result of productivity of consumption.

corporate consumption.

8.1. Environmental outcomes

The environmental outcome, associated with the economic opportunity costs of water use, is the quantity of
water which other users are deprived of as a result of corporate consumption. Only users which would have a
higher total economic value of water use should be considered. Total economic value includes the private gains
from consumption, as well as the social benefits associated. For example, agriculture may have a lower marginal
productivity of water consumption associated with direct revenues or value added compared to manufacturing,
but can provide an essential source of nourishment with considerable social gains associated.

The WSI provides an indication of the quantity of water which is derived from other users, however, in order to
identify instances where an opportunity cost is present, it is necessary to go beyond this and identify specific
users who are directly deprived and quantify the volume associated. This will typically require:

1. Watershed level assessment of current and potential users of water
2. Hydrological survey or estimate of the quantity of water identified users are deprived of

3. Economic assessment of marginal benefits to consumption of alternative uses (see Societal outcomes)

8.2. Societal outcomes

The impacts associated with inefficient allocation of water resources is equal to the difference in societal gains
between the corporate’s use and the most efficient user of the water, for the given quantity of water deprived.
These social gains are a sum of the private and public gains to production, less the negative externalities. To
identify the optimal allocation the societal gains should be considered at the margin (societal gains per unit of
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water consumption, at a given level of water provision). The data needs may be significant, and the optimal
allocation may be a complex multi-stakeholder reallocation such that simplification is required in practice.

Box 4: Example — Opportunity cost of water for electricity generation in South Africa

Inglesi-Lotz and Blignaut (2012) estimate the opportunity cost of water associated with two planned coal power
plants, relative to different electricity generation options. They calculate the net marginal revenue per m3
(NMR) to compare the technologies, and calculate the opportunity cost of coal per kwh relative to the most
efficient technology (with highest NMR/m3). The NMR is calculated based on a revenue function approach,
where revenue is a function of the price of electricity generated, quantity of water consumption, and production
costs. The results show that wind provides the greatest NRM/m3 (921,000R/m3 higher than coal), given the
options will generate different quantities of electricity, this results in an opportunity cost of 1.31R/kwh of
electricity generated.
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9. Sensitivity analysis

9.1. General approach to sensitivity analysis

Sensitivity analysis refers to a process of testing the robustness of a methodology, and its outputs, to changes in
the inputs. This is in order to identify those parameters with the greatest potential to drive the results, and to
then focus attention towards those drivers.

There is no single approach to conducting sensitivity analysis, and the approach can vary based on the needs of
the analysis. Our approach focuses on understanding the inputs which have greatest influence on the results
and which we consider to have the most uncertainty surrounding them. It does not consider the outputs (i.e.
what would the input need to be to give a pre-defined conclusion) because this depends on the context within
which the approaches are being applied.

We focus the sensitivity analysis on the two health impacts, excluding resources, subsidy costs, economic
opportunity costs and the impacts of the water supply sector because we have not specified precise calculations
or inputs for these impacts. They are generic approaches which need to be adapted to a given context.

9.2. Impact-specific sensitivity analysis
9.2.1. Overall summary and considerations for model use

The following sections provide detail on the materiality of different health impacts, and provide assessments of
both the influence and uncertainty of the parameters in the calculations. This summary section highlights those
conclusions.

Figure 9 below maps the model parameters on an influence/uncertainty matrix. Those variables towards the
top right hand side of the figure (towards the high influence/high uncertainty area) are areas where caution is
required during application of the model.

Given the relatively higher materiality of disease, relative to malnutrition, the sensitivity analysis focuses on
this. The greatest uncertainty lies in the valuation of the health impacts themselves. The input with the greatest
influence on the results is the prevalence of water-borne disease because this affects which quantile regression
results are applied. The example of China is discussed below; it’s average DALYs per capita puts it just below
the threshold above which domestic water use is a significant driver of disease impacts, however the country
average data masks high local variability. This highlights the need to apply the analysis at a local level where
possible, and conduct sensitivity analysis based on the different quantiles.
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Figure 9: Influence/uncertainty matrix summarising the sensitivity assessment summary for

key variables and decisions
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9.2.2.Materiality

In terms of the two health impacts, disease is by far the most dominant in the results (Figure 11). Inputs to this
calculation are therefore the primary focus of our sensitivity analysis.

Figure 11: Proportions of disease and malnutrition impacts of water consumption in a selection
of countries, based on a global country-level data
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9.2.3.Parameter impact

Table 23 presents an analysis of how sensitive the results are to the input parameters are in the disease
calculation. For consistency with the other methodology papers we present results for the China, the US and
Nigeria.

Both the US and China had average DALYs per capita below the 30th percentile in both our regressions,
indicating that domestic water use is not a significant variable in explaining the level of water-borne disease in
these countries. Most of the variables are therefore not applicable.

Further examination shows that the prevalence of disease in the US is very low, and would need to be increased
by 1500% and 4400%, for non-diarrhoeal and diarrhoeal disease, respectively, before it crosses into the 30th to
70th percentile group. China however, is much closer to the threshold. For China, country level analysis is
problematic as there is considerable demographic variation, and the average DALY per capita rate is likely to be
made up of highly polarised populations and geographies. This highlights the need to apply this analysis at a
more locally specific level.

Nigeria is already in the highest quantile group (70 to 100t). The percentage change in results, following a 10%
change in the input variables, matches what we would expect based on the coefficients in our regression. As
discussed in Chapter 5 it is government effectiveness and health expenditure which are the most influential
variables, followed by domestic water use.

The valuation of DALYs has a directly proportional impact, while a 10% increase in the income elasticity of the
VSL (if the income adjustment is applied) leads to a 15% decrease in the values for Nigeria. This is because
moving from a factor of 0.6 to 0.66 increases the effect of the income adjustment, and Nigeria has a lower
income relative to the base value from the OECD. Section 4.2.5.1 discusses the importance of careful
consideration of income adjustments to the VSL. It is important to present results with and without income
adjustments (elasticity of 0) to ensure effect of income in the numbers is clear to decision makers.
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Table 23: Influence of changes to input parameters on the results

Variable Flex Influence US China Nigeria
rating“ (% change to disease) (% change to disease (% change to disease)
module)
DALYs 1500% higher DALYs 115% higher to

App] move from 0-30th move from 0-3o0th
DALYs non- h'pﬁ Y High quantile (insignificant quantile (insignificant = N/A in highest (70-
diarrhoeal/cap 1sher & relationship — zero relationship — zero  100th) quantile already

quantile . .

impact) to 30-70th impact) to 30-70th
quantile quantile
DALYs 4400% higher DALYs 170% higher to

Aol move from 0-30th move from 0-30th
DALYs h'p}Ii Y Hich quantile (insignificant quantile (insignificant N/A in highest (70-
diarrhoea/cap gt & relationship — zero relationship — zero 100th) quantile already

quantile . .

impact) to 30-70th impact) to 30-70th
quantile quantile

Water stress index 10% Med N/A N/A 7%
gii;;)\f,gL 10% Med N/A N/A 10%
Income elasticit
adjustment of V}S,L 10% Med N/A N/A -15%
g:rnégzti‘tzwater use 0% Med N/A N/A 4%
Health expenditure 10% Med N/A N/A 6%
Eg&"izhment 10% Low N/A N/A 1%
Government 10% Med N/A N/A 8%

effectiveness index

9.2.4.Parameter uncertainty

On the whole the parameters which are used in the analysis have low levels of uncertainty due to the rigour
behind the data collection and aggregation. The level of representativeness of country level parameters to local
issues is the most significant driver of uncertainty. Country level analysis provides only an indication of the
potential average impacts of corporate water use in a country. Application of more locally specific data will
significantly reduce the uncertainty associated with representativeness, but may increases the chance of
uncertainty due to accuracy in the local data. Parameter uncertainty should therefore be reconsidered when
applying different datasets.

1 Low = average response for overall cost for three countries is less than 1%

Med = average response for overall cost for three countries is between 1% and 10%

High = average response for overall cost for three countries is greater than 10%
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Table 24: Assessing the uncertainty of key parameters based on the reliability of the
measurement and the variance in attempts to measure the parameter

Variable

Uncertainty
rating

Reliability/quality of
measurement

Variance of
the number
measured

DALYs non-diarrhoea/cap
DALYs diarrhoea/cap

Low

WHO gathers the data but recognises
there are challenges associated with
this in many parts of the world.
Conversion to DALYs also has
uncertainties associated.

<25%

Water stress index

Low

Data is available at a water basin
level, but how closely it matches
actual level of competition over time
and space may vary

<25%

Value of a DALY / VSL

Med

Estimated, method used is peer
reviewed and broadly accepted

<50%

Income elasticity
adjustment of VSL

Med

Estimated, method used is peer
reviewed and broadly accepted where
income adjustment is appropriate

<50%

Domestic water use per
capita

Low

World Bank gathers the data but
recognises there are challenges
associated with this in many parts of
the world.

<25%

Health expenditure

Low

World Bank gathers the data but
recognises there are challenges
associated with this in many parts of
the world.

<25%

Undernourishment

Low

World Bank gathers the data but
recognises there are challenges
associated with this in many parts of
the world.

<25%

Government effectiveness
index

Low

World Bank estimated index.
Estimated, method used is peer
reviewed and broadly accepted

<25%
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I
Appendix I: Summary of
Motoshita et al.’s methodology
for estimating water-borne
disease

Motoshita et al. develop a two-step multiple regression approach to calculate the impact in DALYs/m3 of water
consumed.

The first stage is a regression with household connection to freshwater supply (this includes everything from
piped water supply to access to a well with clean water) as the dependent variable and domestic water
consumption, GDP/capita and gross fixed capital formation expenditure/capita as explanatory variables. Using
this regression, they calculate the partial differential to explain the relationship between domestic water
consumption and the household connection to water supply. The two variables have a positive relationship
meaning that as household connection to water supply increases, domestic water consumption does likewise.

The second stage is a multiple regression designed for each of four examined diseases: Ascariasis, Trichuriasis,
Hookworm disease and Diarrhoea. The dependent variable in each case is DALYs caused by each infectious
disease. The explanatory variables include household connection to freshwater supply for all diseases and
selection of: annual average temperature; house connection rate to sanitation; average dietary energy
consumption; undernourished population rate; Gini coefficient of dietary energy consumption and health
expenditure per capita. With this second regression they calculate a partial differential to explain the
relationship between DALYSs caused by a disease and the household connection to water supply. There is a
negative relationship meaning that as household connection to water supply increases the number of DALYs
caused by disease decreases.

Combining these partial differentials indicates that as domestic water use increases, the amount of DALYs
caused will decrease. The inverse of that means that, as domestic water consumption fall, DALYs associated
with those infectious diseases will increase. It is assumed that there is a fixed amount of water that it is possible
to consume in a country and, if a business consumes a specified amount of water that will be taken away from
the domestic water use and therefore cause and increase in DALYs.

This methodology is not ideal for our purposes for a few reasons. Firstly, because the damage functions are not
calculated for all relevant diseases. Secondly, the damage functions are only calculated at a country level not at a
location specific level, which will potentially limit the accuracy of our results. Thirdly, the analysis is only
completed on a limited number of countries. The final reason is that the methodology doesn’t take into account
the water stress level of a location, which is a driver of the extent to which a company’s water consumption will
impact domestic users’ ability to consume water. An update to this research is expected in the near future.
When it is published, it will be examined and our methodology updated accordingly.

We feel a simpler, clearer methodology that incorporates a measure of water stress is more appropriate. This is
one that can be recalculated based on the raw data available both at a national and location specific level.
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1. The environmental impacts of
water pollution

1.1. Introduction

Economic activity in all sectors results in direct or indirect discharges of substances into water (i.e. directly as a
result of industrial processes and agriculture, or indirectly through consumption of energy or resources).
Despite improvements in some developed countries, water pollution is on the rise globally. Pollution and
degradation of water bodies can adversely affect human wellbeing, and thereby carries a societal cost. In this
paper, we set out a methodology for identifying and valuing the costs of water pollution in monetary terms.

1.2. Qverview of impact area

The impacts of water pollution are principally local or regional and highly dependent on the physical
environment and the local demographic exposure. For example, the change in concentration of arsenic
following a release depends on the size of the water body and flow rate. The extent of its subsequent impact on
people depends on the likelihood that local populations will come into contact with the polluted water.

The most significant water pollutant categories (in societal cost terms) are listed below, sub-divided into ‘toxic
pollutants,” ‘nutrient pollutants’, ‘pathogens’ and ‘thermal’. There are numerous individual pollutants that can
be categorised into the key areas listed below.

1.2.1. Toxic pollutants

Selected toxic substances: Both organic and inorganic substances, including heavy metals and chemical
compounds which may persist or cause undesirable change in the natural environment, bioaccumulate in
the food web, and cause adverse effects to human health.

1.2.2. Nutrient pollutants

Nitrogen (N) and phosphorus (P): Both are basic building blocks of plant and animal proteins, which
in elevated concentrations can cause a range of negative effects including algal blooms leading to a lack of
available oxygen in the water.

1.2.3. Pathogens

e Coliforms: A broad class of bacteria, some of which are harmful disease-causing organisms, such as
Escherichia coli (E. coli) can be released, or encouraged to grow, through discharges of inadequately treated
sewage.

1.2.4. Thermal pollution

Thermal: Discharge of water above or below the ambient temperature of natural water bodies can change
the ecological balance.

1.3. Environmental and societal outcomes

The discharge of pollutants to water bodies increases their concentration in the water body, directly reducing
water quality and causing secondary phenomena such as eutrophication. These changes can adversely affect
people in several ways:

1 A phenomenon commonly known as eutrophication.
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¢ Human health impacts: The build-up of toxins in the human body due to prolonged ingestion of
contaminated water or food can cause acute illness, cancer and a host of other conditions.

e Impaired recreation value: The nutrient enrichment of waters can cause excessive macrophyte growth
leading to eutrophication. This can affect the recreational use of the water body due to health impacts from
toxic blooms, water congestion from excessive vegetative growth, unfavourable appearance, and/ or
unpleasant odours.

e Property values: Eutrophication of water bodies can affect the potential sale value of local property
(Krysel et al. 2003). The literature also suggests that leisure and residential property can be devalued by as
much as 20% as a result of consistently poor physical water quality (Wood and Handley, 1999).

e Fish stocks: Eutrophication reduces the oxygen content of water, and can lead to economic losses due to
decreased fish yield and changes in species composition. Annual losses to the commercial fishing and
shellfish industry from nutrient pollution — attributable to lower yields from oxygen-starved waters and
fluctuations in consumer confidence of tainted seafood — are estimated in the United States (US) to be over
$40 million annually (Hoagland and Scatasta, 2006).

e Livestock: Changes in the toxic concentration of certain chemicals in potable water can negatively impact
the health of livestock, leading to reduced production or quality of meat.

e Agriculture: Changes in the toxic concentration of certain chemicals in irrigated water can negatively
impact the growth of crops, leading to reduced yields.

e Other ecosystem services: Reduced water quality due to build-up of toxins or nutrients in an ecosystem
can lead to the loss of regulating and supporting services.

e Environmental impacts of wastewater treatment sector: Treatment of wastewater is associated
with additional environmental impacts including greenhouse gases (GHGs), air emissions and waste.

1.4. Impact pathways

In order to value environmental impacts, we need to understand the causal links between corporate discharges
of pollutants to water bodies and the affect these have on human populations. Therefore, we define impact
pathways that describe the links between corporate activities, the environmental impacts from those activities,
and the resultant societal outcomes. Our impact pathway framework consists of three elements:

e Impactdriver:

— Definition: These drivers are expressed in units which can be measured at the corporate level,
representing either an emission to air, land, or water; or the use of land or water resources2.

— Forwater pollution: The release of different types of chemicals and compounds to water.
¢ Environmental outcomes:

— Definition: These describe actual changes in the environment which result from the impact driver
(discharge or resource use).

— Forwater pollution: The changes in the environment as a result of discharges of water pollutants.
Primarily these are identifiable as increased concentrations of pollutants and associated reductions in
water quality, but secondary effects include the bioaccumulation of pollutants in the food web.

¢ Societal impacts:

— Definition: These are the actual impacts on people as a result of changes in the environment
(environmental outcomes).

— Forwater pollution: The impacts are principally related to health but also include impacts on amenity
values, recreation and the market economy.

2 A note on language: In this report, the measurement unit for any ‘impact driver’ is an ‘environmental metric.’ Therefore, water pollution is
the impact driver, and tonnes of pollutant (e.g., nitrogen, benzene, e tc.) are the environmental metrics.

Water pollution e 4



Valuing corporate environmental impacts: Water pollution

The three stages of the impact pathway are shown in Figure 1 overleaf. Water pollution exhibits a complex
pathway, with multiple pollutants each playing a role in multiple environmental and societal outcomes. The
label ‘out of scope’ identifies elements of the impact pathway which are not addressed in this PwC Valuation
methodology. The reasons for any such limitations of scope are explained at the end of this chapter.
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Figure 1: Impact pathways for water pollution
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1.5. Prioritising which impacts to quantify and value

This section outlines the key water pollution impact areas and pathways that will be valued and identifies those
that are beyond the scope of this paper. There are no pre-existing comprehensive studies which compare the
relative societal costs of the different pollutants and pathways upon which we can base our materiality
assessment. We therefore seek to cover as many p