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The recession has significantly reduced demand for emission reductions in the
short term...
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..but we have also seen a contraction in expected supply of CERs

Evolution of BNEF 2008 — 2012 CER supply forecast
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As a result the Kyoto period 2008-2012 is broadly in balance

Cumulative demand and supply of CERs
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Supply of CERs / ERUs to 2012
= 1.3GtCO2e

Demand for CERs before AAU trades
= 1.3 GtCO2e

Demand for CERs after AAU trading
= 1.1GtCO2e

AAU purchasing has become more
politically acceptable since the
recession

Governments of Belgium, Spain,
Ireland, Japan, Austria, Netherlands,
Norway and Portugal have all
engaged in the market

Bloomber

© Bloomberg New Energy Finance, 2004-2010 NEW ENERGY FIN AN(:Eg



Contents

Carbon market dynamics to 2012
-

Supply and demand fundamentals post-2012
L

CER price scenarios

[

Take aways

[

V1YY

7 © Bloomberg New Energy Finance, 2004-2010 NEVIV EN%E!‘FQAgc';g



Governments made pledges at Copenhagen, but only the EU’s climate and energy
package is a real deal

Submitted developed country Aggregate developed country reduction targets on 1990
targets levels

Country [Targets Developed country target ranges (reduction on 2005 levels)

. |5% on 2000 levels unconditionally
Australia ) . .
25% if certain conditions are met
17% on 2005, to be aligned with US Australia
Canada S
=0 20% on 1990 unconditionally USA
30% if certain conditions are met EU
Japan |25% on 1990 (his is too high) China L
17% on 2005, consistent with 3 —
US anticipated US energy and climate
legislation, final target will be fixed 0% 3% 6% 9% 12% 15% 18% 21% 24% 27% 30% 33% 36% 39%
once the legislation is enacted
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With current pledges, post 2012 CER demand could be twice that in the Kyoto
period with most demand coming from EU and US

Expected demand for international offsets by buyer under Copenhagen pledges
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On the supply side, the CDM/JI world is changing

500 - Supply of CERs by technology
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® Other OlIndustry OHighGWP OFugitive ™ Renewable Energy ™= Agriculture & Waste

Assumptions: ignores potential supply from sectoral mechanisms, but supply from these sectors is reduced — eg fugitive,
industrial energy efficiency. No crediting HFCs/N20 after end of 7 years, 70% recrediting RE projects, 50% re-crediting other

projects. Extrapolation of current trends in CER yields and registration risks. No implementation of sectoral CDM or changes to
forestry mechanisms.
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On the supply side, the CDM/JI world is changing
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Assumptions: ignores potential supply from sectoral mechanisms, but supply from these sectors is reduced — eg fugitive,
industrial energy efficiency. No crediting HFCs/N20 after end of 7 years, 70% recrediting RE projects, 50% re-crediting other
projects. Extrapolation of current trends in CER yields and registration risks. No implementation of sectoral CDM or changes to
forestry mechanisms.
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In summary, there are wide ranges in potential demand and supply outcomes

MtCO2 Aggregate demand - supply balance for CERs 2008 - 2020
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Assumptions: ignores potential supply from sectoral mechanisms, but supply from these sectors is reduced — eg fugitive,
industrial energy efficiency. No recrediting HFCs/N20 after end of 7 years, 70% recrediting RE projects, 50% recrediting other
projects. Extrapolation of current trends in CER vyields and registration risks. No implementation of sectoral CDM.
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Scenarios for examining supply / demand for CERs

MtCO2e Aggregate demand - supply balance for CERs 2008 — 2020 by scenario
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Sectoral crediting could change the game completely

National carbon intensities of thermal generation
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Access to international forestry offsets could significantly reduce global CER prices.
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70% of the
potential for
abatement can
be done for
€10/t or less
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Even though our price outlook is bearish in the short term, there is a recovery with

US participation
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Downward pressure on CER prices:

(2)Phase Il of EU ETS broadly in balance
(2)Increasing preference for AAUs from public
buyers

US demand ramps up, but
impact on price is somewhat
muted due to strong preference
for international forestry and
domestic offsets in the US

Demand picks up with economic
recovery and new demand
centres
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The outlook for CER prices is less optimistic with limited US participation
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Access to international forestry offsets could significantly reduce global CER prices.
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CER eligibility constraints starting to affecting pCER prices

CER price discount by technology

pCER value relative to SCER value (%)
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Take away

Very difficult to price CERs post 2012 - wide range of potential demand /
supply outcomes to 2020.

Key swing factors:

* US involvement
* Inclusion of forestry
» Sectoral crediting

To avoid runaway prices or system collapse need to carefully consider
demand and supply

My thoughts on sectoral mechanisms:
» power -> sectoral crediting with nationally differentiated targets
e industry —> sectoral trading with mandatory intensity targets

loomberg

© Bloomberg New Energy Finance, 2004-2010 ENERGY FINANCE

22 NE



Guy Turner
Director of Carbon Markets
Bloomberg New Energy Finance

guy.turner@newenergyfinance.com

Bloomberg

NEW ENERGY FINANCE




