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1. Peugeot to Launch Diesel-Based Hybrid Cars

PSA Peugeot Citroen has unveiled two demonstrator models for diesel-based hybrid
cars, which seek to cut emissions and reduce fuel consumption, the carmaker expects to
be on the market from 2010. France's second-biggest carmaker showed off a Peugeot
307 and a Citroen C4 demonstration car with a hybrid diesel system on Jan. 31.

The announcement coincides with a call by French President Jacques Chirac to develop
such cars within 10 years. Chirac called for the development of diesel-based hybrids at
an affordable price for consumers as a way for the country to cut its dependence on
hydrocarbons in a time of rising oil prices, and to move towards its goals to reduce the
emission of greenhouse gases. Most hybrids, which were pioneered in the volume car
industry by Japanese manufacturers, are currently based on petrol, while in France most
new cars use diesel. PSA Chairman Jean-Marie Folz has been dismissive about the
current generation of petrol-based hybrid cars, saying as recently as the Frankfurt Motor
Show in September that current diesel engines were more fuel efficient and emission-
friendly than petrol hybrid cars.

Toyota's Prius hybrid model has been a runaway hit and it aims to sell 1 million annually
by 2010. Honda offers Civic Hybrid and Ford markets an Escape Hybrid. Costs, storage
space and engine performance issues have limited the take-up of this technology among
some carmakers.

US group General Motors has unveiled an Opel/Astra Diesel concept vehicle with a
hybrid system. Diesel hybrids have been used mainly for city buses or submarines, due
to the size of the engines and their relatively high cost.

A diesel hybrid can offer further fuel savings of about 25 percent over a diesel engine.
Rivals such as Ford, DaimlerChrysler and Toyota are also embracing diesel hybrids but
for big cars, such as the Jaguar S-type, Mercedes E, or for trucks.

The two demonstration cars -- a Peugeot 307 and Citroen C4 -- are in the highly
competitive compact car segment and their fuel consumption is cut to 3.4 liters per 100
kilometers (69.2 miles per gallon).

For the moment, however, the cars are too expensive.

"Our objective is to reduce the cost by a factor 2.5 to 3 so that the difference a consumer
has to pay for a diesel hybrid is the same as that between a petrol and a diesel car --
because the gain in fuel economies and emission reduction is the same," Folz told
reporters.

The cost difference between the demonstration vehicles and a conventional diesel
model is about 8,000 euros (5,450 pounds) now and has to be cut to 1,500-2,000 euros.

Folz said high energy prices were supporting the business case for more fuel efficient
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cars, while he expected government regulation and fiscal measures to promote "eco
citizenship" would also provide a boost for the new vehicles.

PSA's system combines a 1.6-litre high-pressure diesel injection engine with a particle
filter and a Stop & Start system that switches the engine off automatically when the
vehicle stands still.

At low speeds, such as in towns, the car can drive entirely electrically with low noise and
very low pollution, while at higher speeds the diesel engine kicks in. But even on
motorways, when the diesel engine is the main power source, the electric motor can
provide an extra boost for acceleration when overtaking another vehicle.

Folz said the diesel-hybrid engine could power any compact car on so-called Platform 2
or even bigger Platform 3 vehicles. A planned four-wheel-drive car was unlikely to get
one, however, because drivers of those vehicles were considered less interested in fuel
efficiency.

In a related development, Chairman Folz and French Education Minister Gilles de
Robien will open a research center for the development of fuel cells at Carrieres-sous-
Poissy, northwest of Paris. Advocates support fuel cells as a way to develop clean
engines that do not use petrol or diesel, but generate energy by combining hydrogen
and oxygen and emitting only water as exhaust.

France will spend [Euros]190 million (US$ 230.4 million) in public money on research
and development of alternative fuel vehicle technology in 2006 according to the Minister,
which is more than double last year's spending level of [Euros]80 million. Robien made
the announcement at the unveiling of a new hydrogen fuel cell developed through a
public-private partnership between the Atomic Energy Commission (Commissariat a
l'Energie Atomique, CEA) and French automaker PSA Peugeot Citroen. PSA said it
plans to gradually integrate fuel cell technology into future generations of vehicles, with
an initial development phase focused on urban utility vehicles. It said the new compact
fuel cell and similar technologies now under development could become standard
equipment on electric-powered Peugeot and Citroen vehicles by 2020. France has been
guiding joint public-private efforts on the development clean car technologies since
2002. Government funding as part of the effort that year totaled [Euros] 40 million.

2. British Issue Report on Links Between Pollution Controls, Climate Change

On December 19th, British environmental authorities released a detailed report for
consultation on the links between climate change and air quality controls. Some air
quality technologies and controls lead to an increase in carbon dioxide emissions and
could exacerbate climate change, according to the report, which was published by the
Air Quality Export Group (AQEG) and commissioned by the U.K. Department of
Environment, Food, and Agriculture (DEFRA.)

DEFRA says it asked AQEG to "examine linkages between mitigation policies for climate
change and air quality" to examine the scientific background to those interactions and "to
identify synergies where measures to improve air quality can help to ameliorate climate
change, and trade-offs where policy measures in the two areas act in opposition."
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While Stockholm's traffic problems are a far cry from those of bigger cities such as
Moscow or London, opinion polls show most Stockholmers agree that the Greens have a
point. However, polls also show they are less convinced that congestion charges are the
solution. A recent opinion poll showed that nearly 60 percent of those questioned
opposed the charge while about 30 percent were in favor.

Despite the criticism and the opinion polls, advocates of the charge may yet win the day.
Many inner city dwellers do not drive or own a car, partly because of the lack of parking
spaces, instead using public transport which is being beefed up ahead of the experiment.

The experience of London, set to double the area covered by its charging system in
2007, also indicates that a defeat for the Stockholm scheme may be far from certain.
Opposition to the charges was widespread in the British capital before their introduction,
but three years later polls show Londoners have warmed to the system.

The Swedish charge aims to cut traffic on the most heavily congested roads by 10-15
percent. In London, which introduced charges in 2001, the toll has cut traffic volume by
18 percent. The charge is also intended to bring about an overall improvement in the
urban environment in Stockholm, particularly air quality.

4. Sweden Raises Proposed Air Ticket Tax

The Swedish government has announced that a proposed environmental tax on air
tickets will be substantially higher than first proposed. The tax, which will come into force
in July 2006, will range from 96 kronors ($12.50) per ticket for economy class in Europe
to 430 kronors ($56) for business class passengers on transcontinental flights. The levy
is markedly higher than the 50 kronors to 100 kronors envisioned in the government's
2006 budget plan. Although the tax will take effect from July, it will not apply to tickets
ordered before June 1 for travel before January 2007.

The idea of an environmental tax on air tickets has been strongly promoted by the Green
Party, one of the junior partners in Sweden's Social Democrat-led ruling coalition, and is
described by its supporters as a necessary component of the government's "green shift,"
a series of financial measures aimed at providing incentives for green initiatives and
policies. In a Dec. 22 news release, the Swedish government stated that at the present
rate the rise in carbon dioxide emissions from aircraft will have risen by 150 percent in
2012 compared to 1990 levels.

5. European Airline Industry Attacks Swedish Airline Ticket Tax Proposal

On January 30th, the Association of European Airlines (AEA), Europe's leading airline
lobby, launched a sharp attack on Sweden's recently announced plan to place a new tax
on airline tickets, suggesting that the proposed levy would penalize airlines and
passengers without achieving environmental goals.

Swedish officials said the airline ticket tax is part of a wider "green shift" in fiscal policy,
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which aims to use taxation and other economic instruments to discourage
environmentally harmful activities while providing greater incentives for less-polluting
activities. AEA disagreed, suggesting in its policy statement that the Swedish plan runs
counter to environmental objectives and the fight against climate change.

The AEA's new salvo against the Swedish tax comes after the lobby waged an
unsuccessful bid to shoot down a French plan to launch a [Euros]1 ($1.21) to [Euros]40
($48.34) tax on airline tickets beginning July 1, 2006. France says that its "solidarity tax"
will raise upwards of [Euros]210 million ($253.8 million) annually for the fight against
poverty, AIDS, and other health problems in the developing world.

6. Lorries Face £200 Pollution Charge In London

Lorry and coach drivers who fail to meet strict new pollution standards face a £200
charge for driving in Greater London from 2008 under new plans unveiled by Mayor Ken
Livingstone. While Mr. Livingstone hailed the plans as a vital weapon in tackling pollution,
the freight industry voiced concern about the cost of meeting the new standards. The
mayor's political opponents also attacked the proposals, pointing out that the cost of
implementing the scheme had already doubled since the original estimates were drawn
up by Mr. Livingstone's officials. The latest estimate puts the bill for the project at £78
million.

The scheme would apply initially to lorries weighing more than 7.5 tons from February
2008. Lorries and buses weighing more than 3.5 tons would have to comply by July
2008.

Under the scheme they would have to comply with European Union standards - known
as Euro III - which set a limit to the allowable pollution level from heavy vehicles' diesel
engines. This limit would be dropped to the tighter Euro IV standard in 2010, when
smaller vehicles, including vans, could also be forced to comply.

However it is the enforcement of the scheme that is likely to prove particularly
controversial - especially with the threat of a £1,000 fine for vehicles that fail to pay the
initial £200 charge.

Transport for London will rely on a network of fixed and mobile cameras to identify
polluting vehicles. A lorry or bus will be deemed to be a polluter if it was manufactured
before October 2001 or not recorded as having been fitted with an anti-pollutant filter by
the Vehicle Operator and Services Agency (VOSA).

Although an appeal process would be in place, it was unclear last night whether this
would include setting up testing stations that could verify the level of pollutants coming
out of a vehicle's exhaust. It was also unclear how the scheme could be applied to
foreign lorries driving in the capital.

But Mr. Livingstone defended the scheme. "The proposed low-emission zone is the most
effective way of reducing the most harmful vehicle emissions quickly and will make
London one of the only cities in the world to have taken such a radical step to tackle air
pollution," he said.
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expected 100 billion in 2030. The survey also predicted that the percentage of diesel-
fuelled cars would also increase.

The study also took into account expected economic growth and factored in the fact that
truck-driven kilometers would increase from 5.6 billion in 1990 to 11.5 billion in 2030.

9. Denmark Considering Particle Filters for Fireplaces, Wood Stoves

The Danish government is considering requiring particle filters for the nation's 700,000
wood-burning stoves and fireplaces, Danish Environment Minister Connie Hedegaard
said in a statement on January 15th. The announcement follows studies that found what
the government described as unacceptably high levels of ultra-fine (PM-2.5) particulate
matter polluting the air. Suspended particles smaller than 2.5 microns in diameter are
thought to cause serious breathing disorders such as bronchitis and asthma.

The statement said that a report on the logistics of introducing a filter requirement for all
wood-burning equipment has been commissioned. The study, which will be undertaken
by Denmark's Environmental Protection Agency (EPA), will investigate the technical and
social consequences of such a requirement, the Minister said.

Wood burning stoves and fireplaces are extremely popular among Denmark's population
of 5.5 million. But a recent EPA report shows that such appliances are responsible for 47
percent of all national PM-2.5 emissions and that the pollution caused by winter wood
burning in some urban area is equivalent to that of a central Copenhagen street used by
70,000 vehicles per day.

10. Paris Air Quality Improves But Still Fails To Meet EU Targets

Air quality improved slightly during 2005 in the Greater Paris region (Ile de France), but
the French capital is unlikely to meet European Union targets for 2010 without new
action to curb transport, industrial, and household emissions, air quality monitoring
authority Airparif said on January 12th. Airparif's annual air quality survey recognized that
new emissions control technology introduced by major European carmakers has
substantially reduced some forms of transport-based pollution. The report nonetheless
points to worrisome trends in some forms of air pollution, including nitrogen oxides,
ozone, and particulate matter, and suggests France must further reduce traffic while
taking new steps to curb industrial and household emissions if it hopes to comply with
the EU's clean air initiative.

11. EU Proposes Strategy for Urban Environment

On January 13th, the European Commission unveiled a proposed "Thematic Strategy on
the Urban Environment" that aims to broadly improve environmental conditions in
European cities. The proposal outlines measures intended to improve air quality, reduce
traffic congestion, contain urban sprawl, cut greenhouse gas emissions, and curtail the
generation of waste.
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EU Environment Commissioner Stavros Dimas said the plan would enhance
policymaking at the municipal level.

This "thematic strategy" is the fifth proposed by the Commission out of a total of seven
that are planned. Those already issued cover air pollution, the marine environment,
natural resources, and waste. The final two will address pesticides and soil.

Under the urban environment strategy, the Commission will coordinate community
programs and will support related investments, research, and demonstration projects.
Specific provisions outline support for the development of "sustainable urban transport
plans," for the exchange of "best practices," and for the creation of an Internet portal to
provide relevant information to local authorities.

12. Spain To Penalize Most Polluting Vehicles

Spanish environment minister Cristina Narbona has announced that the government
plans this year to introduce fiscal measures to discourage the purchase of diesel-
engined cars, SUVs and other heavily-polluting private vehicles. No details have been
released but Spanish daily El Pais quotes official sources as saying that the vehicle tax
on medium-sized engines would be raised from 7% to 12%, removing the current fiscal
incentives for diesel, and that a special 17% rate would be levied on engines over 2.5
liters.

The initiative comes at a time when Spain is struggling to hit Kyoto targets for
greenhouse gas emissions and the government has acknowledged that all major cities
breach European air quality legislation.

In a related development, the Madrid city council announced that, from 2008, heavily-
polluting vehicles - generally those over 15 years old - will be excluded from the historic
city center in an attempt to reduce nitrogen dioxide emissions. Opposition parties and
environmental groups called the plan insufficient, especially in the light of the council's
current motorway expansion scheme.

13. British Report Sees Compliance With Kyoto Despite Slight GHG Increase

The United Kingdom is "well on course" to meet its Kyoto Protocol commitments to
reduce greenhouse gas emissions, according to a government statement issued on
January 23rd. The U.K. Department of the Environment, Food, and Rural Affairs
(DEFRA) said that "emissions of the basket of six greenhouse gases [covered by the
Kyoto treaty] fell by 14.6 percent between the base year [1990] and 2004." Under Kyoto,
the United Kingdom agreed to reduce greenhouse gas emissions by 12.5 percent from
1990 levels by the period 2008-2012.

The statement added that carbon dioxide emissions in 2004 rose 0.5 percent from 2003
due to "increases in emissions from gas and oil consumption, which were greater than
the slight fall in emissions due to less coal consumption," but that between 1990 and
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2004 net emissions of carbon dioxide had fallen 5.6 percent. The government said it
expected emissions to fall by more than 10 percent by 2010, "taking account of projected
energy prices, economic growth, and the effect of policies currently in the climate
change program."

The findings came out of the government's draft report to the United Nations Framework
Convention on Climate Change (UNFCCC), submitted Jan. 15, and also form part of the
new National Atmospheric Emissions Inventory, a log of greenhouse gas emissions and
air quality.

DEFRA said it had also submitted to the European Commission a draft report setting the
maximum limit of greenhouse gases which it may emit over the first commitment period
of the Kyoto Protocol, 2008-2012.

Final reports are required to be sent to the UNFCCC by the end of 2006.

14. Petrom Invests $50M in Romanian Refinery

Austrian-owned OMV-Petrom, the country's largest oil company, said Tuesday it was
investing euro42 million (US$49.8 million) in one of its refineries to allow the facility to
produce greater quantities of low-sulfur fuels. The investment in the Arpechim plant in
the southern Romanian city of Pitesti will produce 1.2 million tons of low-sulfur fuel a
year. South Korean company SK&EC-LG International will build the new installation at
the refinery according to an OMV-Petrom statement.

The company plans to invest some euro1 billion (US$1.19 billion) to modernize its two
refineries of Petrobrazi and Arpechim by 2010.

OMV-Petrom is the largest refining operator in Romania, with a refining capacity of 8
million tons per year, the release said.

In 2004, then state-owned oil company Petrom was sold to Austrian group OMV AG for
euro1.5 billion (US$1.8 billion).

15. Portugal Approves Laws Intended To Cut Emissions, Boost Efficiency

On January 26th, Portugal's Council of Ministers (cabinet) approved five "decree-laws"
and one resolution aimed at reducing greenhouse gas emissions and improving energy
efficiency in buildings. The rules will take effect following publication in the Diário da
República, Portugal's national register.

"[These laws] add to the fight on climate change and aim to help fulfill the goals of Kyoto
and the measures provided in the National Climate Change Program (PNAC)," the
Council said in a statement.

The first rule amends Portugal's emissions trading law (Decree-Law 233/2004) to
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transpose the EU Linking Directive (2004/101/EC), to require qualified specialists to
verify reports filed by installations, and to streamline administrative processes related to
emission rights requests and modifications. It also gives more power to the General
Directorate of Geology and Energy in implementing the national emissions license
regime.

The second approved rule creates the Portuguese Carbon Fund, which will invest in
domestic and international projects to reduce emissions in exchange for earning tradable
credits. The fund will be managed by the Climate Change Commission (CAC) and will be
regulated by the Finance, Environment, and Economy ministries.

A separate resolution gives greater powers and technical resources to the CAC in its
capacity as national authority for overseeing the employment of flexible mechanisms
allowed by the Kyoto Protocol. The commission, which includes representatives from
several government ministries, will facilitate both public and private investment in such
mechanisms.

"This resolution reinforces Portugal's ability to maximize the advantages of Kyoto flexible
mechanisms and helps Portuguese economic agents to obtain emission reduction
credits, thus promoting international partnerships that value sustainable development in
developing countries and economies in transition," the Council said.

A second set of laws deals with energy efficiency in buildings.

Under the first law in this series, buildings will be required to obtain a Certificate of
Energy Performance. The requirement will apply to all new buildings starting in 2007 and
to all existing buildings starting in 2009. The law aims to give owners, buyers, and
renters an idea of the energy efficiency they can expect from a building, as well as the
assurance that it meets air quality standards.

In addition to transposing EU Directive 2002/91/EC on the Energy Performance of
Buildings, the new law implements measures contained in Portugal's National Climate
Change Plan.

With the goal of reducing both energy consumption and related carbon dioxide
emissions, a separate law specifically targets improving energy efficiency in buildings by
imposing energy efficiency standards on heating and air conditioning systems and
monitoring the ongoing maintenance of these systems by qualified personnel. The law
foresees periodic building inspections and the application of sanctions for non-
compliance.

This law will first affect larger buildings with high energy consumption levels, with smaller
buildings and residences phased in later in accordance with a schedule to be
determined by the government.

Finally, another law alters the regulations dealing with the thermal efficiency of buildings
without heating or air conditioning systems. Among other things, the law foresees
imposing limits on energy consumption, in accordance with environmental criteria. It also
increases technical training standards to be placed on inspectors.
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16. France Launches Review Of Tax Policies Following OECD Report

On February 3rd, France launched a wide-ranging review of national tax policies with
goals of identifying environmentally harmful taxes and proposing reforms within one year.
The tax policy review will be overseen by an interministerial commission led by officials
from the finance and environment ministries.

The government has given the commission a two-part mandate.

First, the commission will study France's existing tax framework to identify
environmentally harmful taxes and propose means of improving them.

The commission will analyze existing tax policies in agriculture, energy, and polluting
activities. It then will publish a progress report on phase one of its work by mid-2006,
after which it will study the possibility of improving environmental performance or
protection through the creation of new taxes, the official said.

Among the controversial subjects slated for coverage in the second phase of the tax
review are the potential impacts of new fuel or energy taxes and new taxes on pesticide
or water use, the official said.

The review is a direct response to a suggestion from the Organization for Economic
Cooperation and Development, which recommended in September 2005 that France
study the environmental effectiveness of tax policy and other economic instruments.

17. Italy to Allow Power Plants To Temporarily Exceed Emissions Limits

On February 3rd, Italy's Ministry of Industry issued a decree to allow energy utilities to
temporarily surpass emissions limits allowed under the terms of Italy's emissions
reduction schedule, which was established in 2002. The schedule allows for such a
move under its emergency provisions, but this is the first time the government has used
that authority.

The ministry said the step was required in response to a rise in prices and drop in supply
of natural gas from Russia, which may force Italian energy utilities to rely more on dirtier
energy sources, such as fuel oil.

"Nobody is happy that the emissions reduction schedule may have to be suspended, but
the alternative is to leave parts of the country with no energy for heat," the ministry said
in a statement. "The time period will be brief and, hopefully, it will not produce a great
deal of additional emissions."

The decree allows large utilities to make the switch when they deem it necessary up to
March 31. At least one utility, former electricity monopoly Enel SpA, said it would likely
need to exercise its option within days, given weeks of colder-than-normal temperatures
in northern Italy.
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Environmental groups said they were concerned the move would set a precedent.

18. Report Sees More Certainty, Rising Costs for Non-Action on Warming

On January 30th, the U.K. Department for Environment, Food, and Rural Affairs (DEFRA)
released a book on climate change that describes current technological options for
stabilizing greenhouse gases and key projected impacts of global warming. The book,
titled Avoiding Dangerous Climate Change, builds on the content of a conference of the
same name held in Exeter, England, in February 2005.

According to the book, since the Third Assessment Report (TAR) of the
Intergovernmental Panel on Climate Change (IPCC) in 2001, "there is greater clarity and
reduced uncertainty about the impacts of climate change across a wide range of
systems, sectors, and societies" and that "in many cases the risks are more serious than
previously thought."

The book emphasizes the urgency of collective action to reduce greenhouse gas
emissions, and asserts that "different models suggest that delaying action would require
greater action later for the same temperature target and that even a delay of 5 years
could be significant." It says that if action to reduce emissions were delayed by 20 years,
rates of emission reduction may need to be 3 to 7 times greater to meet the same
temperature target.

It states that there are no technological "magic bullets" for solving the climate change
problem and that a "portfolio of options" will be required, including multi-gas strategies,
emissions trading, nuclear energy, and carbon capture and storage in fossil fuel plants.

19. French Renewable Energy Use Rises in 2005

French use of renewable energies showed "spectacular" growth in 2005 with wind, solar,
and biomass-based energy systems all growing at levels well above those seen in 2004,
according to data released on February 1 by the French Agency for the Environment and
Energy Management (ADEME). Wind power led the way, as energy firms installed 354
megawatts of new production capacity at France's 120 wind farms, representing a 140
percent jump over new installations in 2004. The new installations brought total capacity
to 745 megawatts, 90 percent above 2004. Solar energy, boosted by new tax breaks,
also showed strong growth in 2005, the agency said. Households and local authorities
installed an estimated 106,400 square meters of new rooftop paneling last year, 92
percent more than in 2004. ADEME said last year's performance indicates that France is
on its way to meeting European Union requirements that renewable energies grow from
today's 14 percent of electricity production to at least 21 percent by 2010.

20. U.K. Study Considers Steps To Reduce Emissions, Develop Nuclear Power
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The United Kingdom published a national energy strategy Jan. 23 that considers
whether to build a new generation of nuclear power plants and what government
subsidies are appropriate to encourage the use of renewable fuels. The consultation
document, Our Energy Challenge: Securing Clean, Affordable Energy for the Long Term,
notes that the United Kingdom has put itself "on a path to cut CO2 emissions by some
60 percent by about 2050, with real progress by 2020" and notes that the "energy
debate" takes place in the context of increasing evidence about the effects of global
warming and "a general heightening of sensitivity around global energy issues, affecting
perceptions of the security of supply from major exporter countries."

Means to achieving "clean, affordable energy" suggested by the review include:
increasing energy efficiency; further developing renewable energy sources; and using
carbon abatement technology, which the review describes as "the greatest long-term
potential to reduce emissions."

On the issue of nuclear energy, the document says the chief "considerations bearing on
the issue" include its carbon profile (though the report notes that the mining and
enrichment of uranium are both carbon intensive), the reliability of access to fuel, safety,
the risk of proliferation, and the risks associated with radioactive waste.

According to the report, the most weight will be given to the issue of nuclear waste. The
report adds, however, that the body set up to examine options for the long-term storage
of nuclear waste, the Committee on Radioactive Waste Management (CORWM), has
"confirmed that waste from a new build program could be technically accommodated by
the options it is considering."

Upon the release of the report, U.K. Secretary of State for Trade and Industry Alan
Johnson said, "By 2020, coal and nuclear power plants generating about 30 percent of
today's electricity are expected to have closed. Companies will need to decide how this
capacity should be replaced. These are big investment decisions, so the government
needs to provide a clear framework. If gas, as well as renewables, were to fill the gap,
how comfortable will we be relying on imports for 80 percent of our supplies? And what
would be the impact on our ability to reduce carbon emissions?"

21. Switzerland Establishes New Environmental Agency

On January 1st, Switzerland established a new environmental protection agency, called
the Federal Office for the Environment. "FOEN" brings together the Federal Office for
the Environment, Forests, and Landscape and the Federal Office for Water and Geology.
As with the preexisting agencies, FOEN will be under the authority of the Swiss Federal
Department for the Environment, Transportation, Energy, and Communications. The
Swiss government has described FOEN as its principal actor for implementing
environmental policy at the federal level. FOEN will coordinate efforts on air, water, and
soil quality; forests; and environmental zoning. FOEN will also be responsible for matters
relating to the protection of vulnerable populations from floods, avalanches, and erosion,
as well from industrial risks such as chemical accidents. The agency will also be
responsible for developing the legal basis for environmental measures and helping
Swiss cantons and other authorities to implement laws and regulations related to the
protection of the environment.
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22. Finland May Ease Tax Burden on Biodiesel Producers

On January 28th, Finland's Minister of Trade and Industry Mauri Pekkarinen confirmed
that the country was considering granting tax breaks for producers of crops used in
biodiesel fuel. Pekkarinen told Finnish media that he was considering reducing or
completely scrapping excise duty for farmers producing crops such as rapeseed or
oilseed. A government working group charged with suggesting ways to increase the
amount of biofuel used by vehicles will present its recommendations by February 10th,
and the findings will influence future government policy on the taxation of biofuels.
Although Finland has granted partial tax relief for producers of biofuels intended for
research and testing, the nation still taxes biodiesel and ethanol at the same level as
fossil fuels, a policy which has recently been the subject of criticism from politicians and
environmentalists alike. The Finnish Bioenergy Association has also claimed that
administrative obstacles are preventing biofuels from reaching the market. Under the
European Fuel Tax Directive (92/81/EEC), 2 percent of fuel used in road traffic should
be biodiesel, ethanol, or biogas by the end of 2006, but the government has already
conceded that Finland is unlikely to meet this target.

NORTH AMERICA

23. Mexico Finalizes Low Sulfur Fuel Specifications

The Mexican government has finalized and published the official Mexican NOM-086 which updates
and sets new specifications for the coming years for both gasoline and diesel. NOM-086 will take
effect 60 days after its publication. Essentially, the new specifications set lower sulfur specifications
for both gasoline and diesel fuels for the coming years as the table below summarizes:

Table 1. Evolution of Gasoline and Diesel Sulfur Specifications in Mexico

Type 2003 2004 2005 2006 2007 2008 2009 2010 2011

300/500

250/300

PEMEX
Premium

30/80
500

300/500

PEMEX
Magna,
Mexico
City 30/80 (1)

1000

300/500

PEMEX
Magna,
Rest of
Country 30/80

500
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Purchasers of a hybrid Honda Civic automatic are able to take an estimated $2,100 off
their tax bill, according to a table prepared by the American Council for an Energy
Efficient Economy. Ironically, the first hybrid vehicle to be sold in the U.S., the Honda
Insight, which boasts the highest fuel economy of any vehicle on the market, is not
eligible for a CLEAR Act incentive because it does not meet the strict emissions
standards eligibility requires.

Honda is also the only automaker in a position to take advantage of CLEAR Act
incentives for fuel cell vehicles. They are able to do so by virtue of being the only
manufacturer to have a fuel cell vehicle certified by both the federal and California’s
environmental agencies for emissions. They are also the first automaker to lease a fuel
cell vehicle to an individual instead of to university or municipal entities.

The second component of the vehicle incentives is for alternative fuel vehicles, i.e. those
running on natural gas, compressed or liquid, liquefied petroleum gas (propane),
hydrogen and methanol. Honda is one of two remaining original equipment
manufacturers building production alternative fuel cars which run on compressed natural
gas, specifically its Civic GX. The energy law provides a tax incentive of as much as 80
percent of the incremental cost of the alternative fuel vehicle, or $3,600 per vehicle. The
incentive is not subject to the 60,000 vehicle manufacturer limit and it runs for a year
longer than the incentives for hybrids and vehicles using advanced lean-burn technology
(diesel fueled), through Dec. 31 2010, as opposed to Dec. 31, 2009. The incentive for
fuel cell vehicles continues through Dec. 31, 2014.

Originally the CLEAR Act included incentives for alternative fuels, but that component
became law as part of the transportation bill.

Honda is absolutely unique in that it is the only manufacturer that can take direct
advantage of the tax incentive for installing alternative fuel refueling infrastructure.
Through its collaboration with Fuelmaker, a Canadian developer and manufacturer of
compressed natural gas refueling equipment, Honda is marketing a home refueling
device (so-called Phil) to go with its Civic GX. The energy law allows for a tax credit of
$1,000 to defray the cost of purchasing residential alternative fuel refueling equipment.
In California the $1,000 incentive would be in addition to $1,000 already available from
the South Coast Air Quality Management District and another $1,000 available from a
state program. Phil will now cost the home owner $400 plus the cost of installation, the
$3,400 purchase cost minus $3,000 in federal, state and municipal incentives.

26. Canadian Report Shows Rise in Emissions, Worse Air Quality

On December 14th, Statistics Canada published environmental data showing a
significant increase in greenhouse gases emissions and deteriorating air quality in
Canada between 1990 and 2003. The data also show that water pollution guidelines are
being exceeded at sites across Canada, the agency said in its inaugural Canadian
Environmental Sustainability Indicators report.

Canada's emissions of the six greenhouse gases covered in the Kyoto Protocol--carbon
dioxide, methane, nitrous oxide, sulfur hexafluoride, hydrofluorocarbons, and
perfluorocarbons--increased by 24 percent between 1990 and 2003 to 740 megaton’s of
carbon dioxide-equivalent, which is 32 percent above the country's target under the
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treaty, it said. Canada is committed under the Protocol to a 6 percent decrease in
greenhouse gas emissions from 1990 levels by the 2008-2012 period.

Carbon dioxide accounted for almost 80 percent of greenhouse gases emissions in 2003,
with methane representing 13 percent and nitrous oxide 7 percent, it said. The remaining
compounds accounted for less than 2 percent of overall emissions, it said. The share of
overall emissions held by each gas did not change significantly between 1990 and 2003,
it said.

Canada's urban air quality also deteriorated between 1990 and 2003, Statistics Canada
said. Seasonal ground-level ozone concentrations averaged about 40 parts per billion in
Canada in 2003, up 16 percent from 1990 levels.

27. U.S. Greenhouse Gases Up 2 Percent In 2004, Largest Increase Since 1999

U.S. greenhouse gas emissions rose 2.0 percent in 2004 to 7,122 million metric tons
carbon dioxide equivalent from 6,983 million tons in 2003, the Energy Department's
Energy Information Administration reported on December 19th. It was the largest rate of
increase since 2000, when emissions rose 2.4 percent from the previous year, and it
was well above the average annual growth rate of 1.1 percent recorded since 1990,
according to the EIA report, Emissions of Greenhouse Gases in the United States 2004.

Although emissions rose in 2004, greenhouse gas intensity--the measure of emissions
per unit of real economic output--fell 2.1 percent from 2003, due largely to robust
economic growth that outpaced the rise in emissions, according to the report. The U.S.
economy expanded by 4.2 percent in 2004, the highest growth rate since 1999.

Greenhouse gas intensity has declined 23 percent since 1990, an average of 1.9
percent per year, according to EIA.

The 2004 emissions increase was due primarily to a 1.7 percent rise in carbon dioxide
emissions, along with increases in emissions of nitrous oxide (5.5 percent) and methane
(0.9 percent). Emissions of engineered gases, a group that includes hydrofluorocarbons,
perfluorocarbons, and sulfur hexafluoride, increased 9.6 percent.

Emissions of all U.S. greenhouse gases were 15.8 percent higher than in 1990, the base
year established under the Kyoto Protocol for emissions reductions by the world's
industrialized countries.

28. EIA Projects Growth in Hybrids and Diesels in New Energy Outlook

The Energy Information Administration (EIA), in preparing projections for the Annual
Energy Outlook 2006 (AEO2006), evaluated a wide range of trends and issues that
could have major implications for U.S. energy markets between today and 2030. In
preparing AEO2006, EIA reevaluated its prior expectations about world oil prices in light
of the current circumstances in oil markets. As a result of this review, the AEO2006
reference case, world crude oil prices, which are now expressed in terms of the average
price of imported low-sulfur crude oil to U.S. refiners, are projected to increase from
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$40.49 per barrel (2004 dollars) in 2004 to $54.08 per barrel in 2025 (about $21 per
barrel higher than the projected 2025 price in AEO2005) and to $56.97 per barrel in
2030.

Net petroleum imports are expected to account for 60 percent of demand (on the basis
of barrels per day) in 2025 in the AEO2006 reference case, up from 58 percent in 2004.
In the AEO2005 reference case, net petroleum imports were projected to account for 68
percent of U.S. petroleum demand in 2025.

Higher world oil prices are also projected to affect fuel choice and vehicle efficiency
decisions in the transportation sector. Higher oil prices increase the demand for
unconventional sources of transportation fuel, such as ethanol and biodiesel, and are
projected to stimulate coal-to-liquids (CTL) production in the reference case. In some of
the alternative AEO2006 cases, with even higher oil prices, domestic production of liquid
fuels from natural gas—“gas-to-liquids” (GTL)—is also stimulated.

The projected fuel economy of new light-duty vehicles in the AEO2006 reference case in
2025 is higher than was projected in the AEO2005 reference case, primarily because of
higher petroleum prices. The AEO2006 reference case does not include implementation
of the proposed, but not yet final, increase in fuel economy standards based on vehicle
footprint for light trucks—including pickups, sport utility vehicles, and minivans—for
model years 2008 through 2011.

Much of the increase in new light-duty vehicle fuel economy in the AEO2006 reference
case reflects greater penetration by hybrid and diesel vehicles. Sales of “full hybrid”
vehicles in 2025 are 31 percent (340,000 vehicles) higher in the AEO2006 reference
case, and diesel vehicle sales are 29 percent (290,000 vehicles) higher, than projected
in the AEO2005 reference case. In spite of the higher projected sales of hybrid (1.5
million) and diesel (1.3 million) vehicles in 2025, each is expected to account for only 7
percent of new vehicle sales in the AEO2006 reference case, even though the projected
hybrid sales are higher than current industry expectations. The projected sales figures
for hybrids do not include sales of “mild hybrids,” which like full hybrids incorporate an
integrated starter generator, that allows for improved efficiency by shutting the engine off
when the vehicle is idling, but do not incorporate an electric motor that provides tractive
power to the vehicle when it is moving.

The AEO2006 reference case includes minimal market penetration by hydrogen fuel cell
vehicles, as a result of State mandates. Although significant research and development
are being conducted through the FreedomCAR Program, a co-funded partnership
between the Federal Government and private industry, those efforts are not expected to
have a significant impact on the market for fuel cell vehicles before 2030.

AEO2006 includes consideration of the impacts of the Energy Policy Act of 2005
(EPACT2005), signed into law on August 8, 2005. Consistent with the general approach
adopted in the AEO, the reference case does not consider those sections of
EPACT2005 that require funding appropriations for implementation or sections with
highly uncertain impacts on energy markets. For example, EIA does not try to anticipate
the policy response to the many studies required by EPACT2005 or the impacts of the
research and development funding authorizations included in the bill. The AEO2006
reference case includes only those sections of EPACT2005 that establish specific tax
credits, incentives, or standards—about 30 of the roughly 500 sections in the legislation.
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A total of 6 gigawatts of newly constructed nuclear capacity is projected to be added by
2030 in the AEO2006 reference case as a result of the incentives in EPACT2005.

29. 6 Ex-Chiefs of E.P.A. Urge Action on Greenhouse Gases

Six former heads of the Environmental Protection Agency, including five who served
Republican presidents, said recently that the Bush administration needed to act more
aggressively to limit the emission of greenhouse gases linked to climate change. The
agency's Annual Energy Outlook for 2006, which was released last month (see above),
showed that carbon emissions from inside the United States are projected to increase by
37 percent by 2030. The 37% increase is twice as large as the 17% CO2 emissions
increase over the past 25 years.

30. NASCAR Plans to Switch to Unleaded Fuel in '08

NASCAR will use unleaded fuel for its racecars and trucks beginning in 2008, making
the switch from the high-octane leaded fuel that it has used for decades.

Gary Nelson, NASCAR’s vice president for research and development, said that the
series had been testing a new fuel since the fall and that early results had been
promising. The fuel, Sunoco 260 GTX, will be used in NASCAR’s three main racing
series - Nextel Cup, Busch, and Craftsman Truck. Nelson said it was already being used
in the Grand American road racing series.

In the past year, NASCAR has faced criticism for its continued use of leaded fuel,
because exposure to lead is a known health risk. A study by doctors at Indiana
University School of Medicine, published in the Journal of Occupational and
Environmental Hygiene, found that some mechanics and crew members of a Nascar
Nextel Cup multicar team had elevated lead levels in their blood.

31. DaimlerChrysler to Feature Technology for the “Cleanest” Diesel in the World

DaimlerChrysler began the New Year with a group-wide initiative for advanced clean
diesel powertrains to be launched at the North American International Auto Show
(NAIAS) in Detroit. The technology called BLUETEC will be capable of producing the
“cleanest diesel vehicles in the world” according to DaimlerChrysler.

The company will present vehicles featuring BLUETEC at the Mercedes-Benz and
Chrysler Group stands, highlighting a bright future for diesel-powered automobiles
around the world. BLUETEC offers diesel passenger cars the potential to meet the most
stringent emissions regulations worldwide and be approved for sale in all 50 U.S. states.
This will enable advanced diesel engines to develop their full potential for reducing fuel
consumption and help to reduce emissions in the U.S. as well.

The BLUETEC vehicles that DaimlerChrysler will be showcasing in Detroit – the
Mercedes-Benz E 320 BLUETEC, the Vision Mercedes-Benz GL 320 BLUETEC, and



CARLINES February 2006

22

the Concept Car Jeep® Grand Cherokee BLUETEC – are capable of being the most
fuel-efficient and cleanest diesel passenger vehicles in their segments in the U.S.
BLUETEC can only achieve its full effect in passenger cars when it is used with diesel
fuel that has a sulfur content of less than 15 ppm. Such fuel will further reduce the
emissions of diesel vehicles already on the market in the U.S. This low-sulfur diesel has
already been introduced throughout Europe and is expected to become available in the
U.S. in the fall of 2006. DaimlerChrysler's first BLUETEC passenger car will be the
Mercedes-Benz E 320 BLUETEC, which will be launched in the U.S. next fall.

Mercedes-Benz trucks are already available with BLUETEC diesel technology as
standard. Around 9,500 Mercedes-Benz trucks equipped with the exhaust-gas
technology were delivered to customers in 2005. This means that more than 98 percent
of all truck customers have opted for vehicles that already fulfill the Euro 5 emissions
standard.

BLUETEC is a combination of technologies for passenger cars and light trucks to reduce
all relevant emission components. The system for passenger cars includes an oxidizing
catalytic converter and a diesel particulate filter, as well as systems for reducing nitrogen
oxide emissions. Whether a combination of Denox and a BLUETEC catalytic converter,
or AdBlue injection with a BLUETEC catalytic converter is used will depend on the
individual design concept of the vehicle. Regardless of which technical solution is used,
BLUETEC makes diesel vehicles in every class the cleanest diesels in the world.
BLUETEC diesel technology for Mercedes-Benz commercial vehicles combines highly
efficient engines with an exhaust gas treatment system based on selective catalytic
reduction (SCR) technology.

BlueTec is a combination of emissions technologies that will be rolled out in two phases.
The Mercedes diesels coming this fall will be available only in 45 states. They'll use PM
filters in the exhaust system. The E 320 utilizes a NOx adsorber-catalyst (NAC) system.

Then, in the fall of 2008, BlueTec will add a urea-injection system that will reduce oxides
of nitrogen. Urea injection will enable Mercedes to sell its diesels in California, New York
and at least three other states that have adopted California's clean-air standards.
(Negotiations continue with EPA regarding the conditions under which urea systems can
be approved.)

To be offered for sale nationwide, the car must be emission certified to the Tier 2 /
California LEV II standards, which have not yet been met by a commercialized diesel car.

32. Demand For Diesel, Hybrid-Electric Engines Growing

Diesel and hybrid-electric engines are expected to continue their gain in market share
through 2014 as fuel prices remain high, according to a study released by the Cleveland-
based Freedonia Group Inc. From 1999 through 2004 demand for diesel internal
combustion engines (ICE) have grown at an annual rate of 16.9%. Full hybrid engines
with large high-voltage battery packs have grown 44.3% annually during the same
period while mild hybrid engines have grown 126.3% annually.

Despite rapid gains in alternative power sources, the conventional spark ignition ICE will
remain the dominant technology in the U.S. through 2014 because of its ability to cost
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operators of public transit and school bus fleets replace older vehicles. Tax incentives
could be considered to encourage the earlier retirement and replacement of older buses,
which would speed up air quality benefits of the new engines.

35. IRS and Treasury Provide Guidance to Hybrid Manufacturers

The IRS and Treasury have provided guidance on a process that manufacturers can use
to certify the amount of credit the purchaser of a hybrid or lean burn vehicle can claim.
Taxpayers who are purchasing these vehicles will be able to rely on the manufacturer’s
certification when they claim the credit on their tax return.

The tax credit for hybrid vehicles, which was enacted by the Energy Policy Act of 2005,
may be as much as $3,400 for those who purchase the most fuel-efficient vehicles.
Many currently available hybrid vehicles will qualify for the tax credit. The guidance also
provides a similar certification process for advanced lean burn technology vehicles.

Since taxpayers may claim the full amount of the allowable credit only up to the end of
the first calendar quarter after the quarter in which the manufacturer records its sale of
the 60,000th hybrid and advanced lean-burn technology motor vehicle, consumers
seeking the credit may want to buy early in the year.

The Energy Policy Act also provides tax credits for motor vehicles that are not covered
by today’s guidance. The other vehicles eligible for credits are fuel cell vehicles,
alternative fuel vehicles, and hybrid heavy trucks. The IRS will issue guidance providing
certification procedures for these vehicles in the near future.

36. EPA Criticized For Neglecting Its Advisory Panel On Soot Standards

Scientists, advocacy groups and nine senators challenged the Bush administration's
proposed air quality standards for microscopic soot particles, arguing U.S. EPA adopted
the least stringent levels recommended by a panel of outside science advisers.

Bart Ostro, chief of the air pollution epidemiology unit at California EPA, said the White
House Office of Management and Budget and others outside the government influenced
the proposal with edits and opinions that circumvented the peer-reviewed
recommendations of EPA's Clean Air Science Advisory Committee. EPA's plan to
change the fine particulate matter standard includes passages that "overstate
uncertainty and misrepresent the scientific consensus," Ostro said during an EPA-
sponsored teleconference on the soot proposal.

Echoing Ostro's allegations, the American Lung Association's Debbie Shprentz said the
role of the White House and others could have a chilling effect on the EPA advisory
panel's future efforts. "Who are these folks, and why are they more credible than the
leaders of our nation's leading air pollution research centers?" she said.

Eight Senate Democrats and Vermont independent Sen. Jim Jeffords, the ranking
member of the Environment and Public Works Committee, also expressed concern
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about the EPA proposal. In a letter to EPA Administrator Stephen Johnson, the
lawmakers said the science panel's recommendations should be heeded as the
administration works toward issuing a final regulation by September 27th.

The senators also took issue with a separate but related administration order to review
the entire scientific and regulatory process used for establishing safe levels of air
pollutants. EPA Deputy Administrator Marcus Peacock, a former senior White House
OMB official, issued a memo on December 15th, 2005, calling for a "top-to-bottom"
review of the air pollution standards process to ensure it reflects the latest in scientific
standards and methods.

Of both air pollution issues, the senators wrote, "Playing politics with public health is
unconscionable."

CASAC is a 22-member board created by Congress that includes scientists from New
York University, Harvard Medical School and the National Jewish Medical and Research
Center in Denver. After a review of the latest studies on fine particulates, the panel
concluded last summer that the administration would be justified in adopting new annual
and daily standards for the federal soot limits. The scientists said EPA could take annual
levels from the current 15 micrograms per cubic meter requirement down to between 13
and 14 micrograms. For the 24-hour threshold, the scientists said EPA would be justified
in cutting the levels from 65 micrograms to between 30 and 35 micrograms.

But EPA's proposal released in December departed from those recommendations and
suggested keeping the annual standard at the same level. EPA did propose dropping the
24-hour standard to 35 micrograms per cubic meter.

In remarks during the teleconference with the science advisers, EPA officials explained
that they agreed with many of the panel's conceptual recommendations. But the agency
opted to take a different course and said that too many scientific uncertainties remain.
"We've made every effort to explain the reasons for any such differences and we solicit
broad public comment on the ranges you've identified," said EPA's acting air chief,
William Wehrum.

EPA's proposal to change the fine PM standards is now the subject of a 90-day public
comment period slated to end April 17.

37. EPA Suggests 15-Year Compliance Window With New Soot Limits

Some of the nation's most polluted areas may not be required to achieve new federal
soot standards for another 15 years or more under a series of potential compliance
schedules offered by U.S. EPA. EPA did not name which areas could have the most
time to meet any new limits for microscopic particles but it did indicate that states with
the dirtiest air may be given the most time to comply.

In the case of a new limit on the smallest fine particles, final cleanups could be delayed
until 2020, EPA said. And for inhalable coarse particles -- a level of air pollution that EPA
is currently considering regulating for the first time -- deadlines could be stretched until
2023.
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Current soot levels, set in 1997 by the Clinton administration, were upheld over industry
challenges by the Supreme Court in 2001. Since EPA is still in the implementation stage
for the 1997 limits, the Bush administration agreed to open a 60-day comment period in
order to address early concerns about the overlap between the old limits and any new
ones. To solicit feedback, EPA spelled out some of the potential compliance deadlines
for its proposed new soot levels.

38. EPA May Allow 3 PPM 'Adjustment Factor' In Ultra-Low Sulfur Diesel

To make up for disparities in diesel sulfur test results, oil companies may get further EPA
relief in meeting the 15 parts per million (ppm) diesel sulfur regulations for ultra-low
sulfur diesel (ULSD) in the form of an increase in the sulfur content “adjustment factor,”
from the current 2 ppm to 3 ppm, for two years. The need arises from the disparity in
results from diesel sulfur content tests that use the same samples, same test, but at
different labs. This is referred to as reproducibility as opposed to repeatability, which is
the same sample, the same test at the same lab.

Refiners would still have to produce a 7 or 8 ppm fuel for injection in pipeline systems.
However, if EPA allows the extra 1 ppm margin, fuel at the pump could contain 18 ppm
sulfur and still meet ULSD specifications for the first two years of the transition.

Tests runs of ULSD through major pipelines demonstrated significant sulfur
contamination, in some cases as much as 7 ppm or more. A rule of thumb is each hand
off from one pipeline segment to another or pipeline to a terminal adds 1 to 2 ppm of
sulfur contamination. If diesel fuel leaves the refinery gate with a sulfur content of 8 ppm
and picks up 7 ppm before it reaches the retail pump, under the current EPA regulations,
any more than a 2 ppm variation on the plus side would bump the entire fuel shipment
into non-compliance. This would lead to downgrading a valuable highway diesel fuel to
off-road fuel (or would require it be re-refined).

39. Refinery Shutdowns May Complicate Ultra-Low Sulfur Diesel Transition

A number of refineries may be off-line for potentially several weeks leading up to the
June 1 deadline for making the switch to producing ultra-low sulfur diesel (ULSD),
possibly causing supply disruptions, according to some in the oil industry. The schedule
for refiners to make the switch to ULSD has been compressed by shortages of skilled
labor and specialized equipment, and compounded by aftershocks of the Gulf Coast
hurricanes.

Refiners must begin producing the clean, 15 parts per million (ppm) sulfur content, diesel
fuel by June 1. In fact, refiners must produce diesel fuel with a sulfur content of between
4 and 5 ppm so that it leaves the refinery gate with a sulfur content of no more than the 7
or 8 ppm that pipeline companies are demanding so that it can be delivered to retail
stations at the 15 ppm standard. The more than 95-percent reduction in sulfur, from the
current 500 ppm standard for highway diesel fuel, entails major overhauls of diesel units


