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Carbon credits can be traded internationally @

Example

» Switzerland needs to

Switzerland: Annex | reduce its emissions

, 7\ to comply with the PK
\
Carb_on // l € * Burkina Faso has no
credits , / emission limits
\ /
\ ‘_/ _ _  In Burkina many
Burkina Faso: project emission reduction

opportunities exist
and some are realized

» Carbon credits are
sold from Burkina Faso
to Switzerland



Carbon Credit projects go through a lengthy approval @
cycle

Project :
o '...

Prolect registration CER issuance

Monitor-
CDM ing and Issuance
development verifica- [ of CERs

n

* In parallel to validation

Time
[# months]




A number of factors need to be fulfilled for a project to
become viable carbon credit project

Factors ‘

Additionality

Methodology

Sustainable
development

&

Description Difficulty

» Additional effort

« Not financially interesting O

 Early consideration

* Approved methodology by the UNFCCC O

* Possibility to develop a new methodology

* http://cdm.unfccc.int/DOE/scopes.html

 High transaction costs e

* Bigger than 30'000 tCO2ely

 Project needs to contribute to sustainable
development in host country Q

» Each country is free to define its own rules



@Additionality means that the project goes beyond @
the business as usual situation

How to determine emission reductions? How to prove additionality?

Emissions A) Financial 14
N\

Business as usual 9 5

Benchmark:
10% IRR

-«

IRR IRR Total
CDM project activity without  CDM IRR
CDM

B) Barrier :..‘1 > \lrp

>Time
* Therefore: not every activity that reduces
emissions can qualify for the CDM

* Only ADDITIONAL activities qualify for
the CDM

Source:_
http://cdm.unfccc.int/methodologies/PAmethodologies/tools/am-tool-01-v5.2.pdf




@A limited number of methodologies exist @

How to develop a new How many methodologies
What s a Methodology?  ll\icthodology?

Document approved by * Everybody can propose a 154*
the UNFCCC new methodology
* |Important distinction: * Existing methodologies Energy | 66
— Small scale: <60tCO2e, can be revised
<60GWhe, <180GWHht, * Public good
<15MW installed e But: lengthy process Industry
capacity (>1 year) Oil & Gas, | 59
— Large scale: no size — Costly specialists Transport
limitations needed Waste\m
. Contalr?s. - - Forestry\ 18
— Applicability criteria Agriculture.| _ 17
— How to calculate S

emission reductions _
: . 57 small scale methodologies
— How to monitor emission 97 large scale methodologies

reductions
*some methodologies cover

several sectors

Status: May 2010



@I\/Iost agricultural projects need to be big to achieve @
critical size

Project size in ha to achieve 30°‘000t CO2e/a

300.000
42.857
349 3.750 4.225 4.762 Iﬂ am
Peat land Manure Manure Avoiding Methane  Compost Crop Avoided
conservation methane methane  buning of  recovery rotation use of
recovery recovery biomass from synthetic
(incl. (no biomass fertilizer
Electricity) Electricity) (inc.
Electricity)

Source: Elaboration of new methodologies for organic farming greenhouse gases mitigation projects, South Pole 2010



Currently carbon credit projects are very concentrated
In a few countries....

Number of registered CDM projects * (1 May 2010)

2,171

464 41 - 26
173 _
120 | Mexique

1,614 Brésil

292

502 Inde

Chine
Asia & Latin Africa Middle Europe &  Total
Pacific America & East Central Asia
Caraibes

ecountries with registered CDM projects

Source: UNEP Risoe CDM pipeline, 01.05.2010 10



....and only few project types @

Number of CDM projects per sector* (Status 1 May 2010)

2,171

136

[go] M= O 3

159

323

283

341
599

Hydro Wind BiomassMethane LFG Energy Ind. Forestry Agri- Transp. Other Total
energyavoidance Efficiency Gases culture

* Source: UNEP Risoe CDM pipeline, 01.05.2010
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There are three big carbon markets worldwide @

Characteristics Carbon Credits Current prices
» Scope: global * AAUs
Kyoto « High liquidity * ERUs S
market G * Credits close to * GS CERs 8
commodities  CERs 8-13 EUR
. S(.:ope.: rég.lonal (EV) « EUAS 3
European * High liquidity « CERS
market . i 13
9 Credits close to « GS CERS
commodities
13-16 EUR
S lobal PYeRs
» Scope: globa
Voluntary e Gl * GS VERs 9
e * Limited liquidity « CCBS 1
* Credits very diverse . CERs....

1-20 EUR
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@ The Kyoto Protocol limits GHG emissions of @
Industrialized countries

Adopted in 1997 by the UNFCC
Operationalized by the Marrakech Accords 2001
Entry into force in 2005 — expiry 31.12.2012

- Limit GHG emissions by industrialized countries by 5.2% between 2008 and 2012
(wrt 1990)

- No GHG emission limit for non-Annex | countries

1. Exchange of Allocations
2. Joint Implementation (JI)
3.

—

‘iean Deveiopment Mechanism (CDM)

- Countries are free to ratify & leave (1 year notice)
- Difficult to enforce compliance (in theory: bigger ER in the future)
Site web: http://unfccc.int/kyoto protocol/items/2830.php

14



@ The Copenhagen conference was supposed to @
outline the successor treaty to Kyoto

Topic Expected Outcome Evaluation
Common - Long-term goal * Limit temperature
vision increase to 2C
Emission . Blndlng E_T by . _Unllate_ra! pledges by
targets industrialized and industrialized and
emerging countries emerging countries ®
- Substantial additional * 30 USD billion 2010-
: : . : 2012
Financing international funds for -
most vulnerable countries  * 100 USD billion p/a @
afterwards

 Pledge to include forestry

¢ Commitment to and :
& agriculture better

Reform of mandate on how to _
neehEnls sy improve effectiveness of * No commitment to

market mechanisms continue with market
mechanisms

Successor * New international  Political declation:
treaty binding treaty signed Copenhagen Accord

15



@ The EU-ETS limits the emissions of the largest

polluters in Europe

Principle:

&

» The biggest emitters of GHG received emissions quotas in 2005

» Currently > 10’000 installations representing roughly 50% of EU CO2

emissions are covered

Targeted emission reductions

with regards to 2005

Operation

+2%

Installations which exceed their limits |

have to
* [imit own emissions;
* buy allocations from other

installations;

* buy CERSs (limited to 10% in

phase II);

* pay a fine: Phase II: 100 EUR; Phase

| 05-07

Link between EU-ETS and KP

-1%

Emissions

Phase
Il 08-12

Phase
11112-20

en 2005

Phase Ill ensures continuation of
Emission Trading beyond 2012



@ Several other countries are preparing domestic @
carbon markets, but all the eyes are on the US

Australia: parliament rejected cap and trade system
twice, now pushed back until 2013

Japan: preparation of cap and trade system and
carbon tax by new administration

Canada

* Emissions 1990: 592 Mt

* Emissions 2008: 747 Mt

» Change 90-08:+26%

* Kyoto objective: -6%

* Emissions/capita 08: 22 tCO2

W

United-States: Regional system operational (RGGI),
Federal bill to be introduced to Congres soon
Canada: will match pledges by the US

Japan

* Emissions 1990: 1270 Mt

* Emissions 2008: 1'374 Mt

* Change 90-08: +8%

» Kyoto objective: -6%

» Emissions/capita 08: 11 tCO2

Australia

* Emissions 1990: 416 Mt

* Emissions 2008: 541 Mt

» Change 90-08: +30%

 Kyoto objective: +8%

» Emissions/capita 08: 24 tCO2

17



@ Many different voluntary standards exist, of which @
the most important are the Gold Standard...

.....
: The Gold Standard
© Premium quality carbon credits
mms \ gequirements \ @aracteristics \
Quality label which * Increased » Sell at higher
guarantees: consultation of prices
« Effective emission local stakeholders » Greater post-2012
reductions * Limited to ER and security
« Direct contributions EE project e Simplified
to sustainable » Verification of approval
developement sustainable procedure for micro
development projects

Founded by WWF & indicators (ER<5000pa)
\other NGOs S/ \ / \ /

South Pole Specializes in Gold Standard projects
http://www.cdmgoldstandard.org/
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... and the Voluntary Carbon Standard @

VOLUNTARY
CARION
STANDANRD

mms \ @quirements \ éharacteristics \

* Credible & * No national » Widely traded in
pragmatic carbon approval procedure voluntary markets
credit standard  Additionality * New approaches

« Guarantee similar to CDM for special project
environmental « Deforestation characteristics:
integrity of credits projects are * Forestry

eligible » Agriculture
=> Largest

\voluntary standav \ / \ J

http://www.v-C-S.0rg
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Carbon transactions have surpassed USD100bn in 2008 @

Value of carbon transactions
Billion USD

Other ... and more markets
CDM to come in the future
« Compliance markets:
—2009: United States*
—2013: Australia,
B Canada, Japan, New
market

 Voluntary markets
growing rapidly

*Power sector in 10 US States under the

2004 2005 2006 2007 2008 Regional Greenhouse Gas Initiative (RGGI)

Source: New Carbon Finance
20
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South Pole is one of the leading Carbon Asset

Management providers

&

® Head office [staff number]

@ Satellite office [staff number]
Local presence [staff number]

Zurich [19].
iforni Beijing [12
California [1] islamabad [1] JBeiiing [12]
i i Taipei [2]
®
e Mexico City [4] New Delhi [3] ..Hant) 2
: Caracas [1] Bangkok [14]
Medellin [1] X,
Jakarta [9]

Johannesburg [ﬂ

as of May 2010

¢ 9 offices worldwide

® ~ 70 carbon
professionals

* 150 projects in 20
countries

* Specialized in high-
quality “Gold
Standard” projects

* Provider of cutting
edge consultancy
services

* Leading private PoA
company

22



South Pole provides the whole range @
of carbon asset management solutions...

.y ‘

Project Development
We develop emission
reduction projects together
with technology partners

Carbon IT

: Sales of High- ,
Solutions Quality Emission A
We develop Reductions

sophisticated
[T Solutions for
\ carbon products

We offer voluntary
and compliance
certificates

Advisory Services
We provide distinctive
advisory services on
carbon markets

23



... and has been a trend setter in the carbon markets @
since its inception

: * First international CERs transfer
Compliance

Market » First CER cancellation to offset emissions

» Largest portfolio worldwide of Gold Standard Certified
Emission Reductions (CER) projects

Gold Standard
o  One of the largest portfolios worldwide of Gold Standard

The Gold Standard
el 2 R [ iy

o

Voluntary Emission Reductions (VERS)
* First Gold Standard CERs brought to the market

* Biggest private developer of Programmes of
Activities (PoAs), a precursor towards sectoral
mechanisms for reducing GHG emissions

» Tailor-made consultancy studies on a wide range of

C Iti :
onstiting carbon related topics

24



South Pole Contacts @

Zurich Jakarta Taipei

Christoph Sutter Paul Butarbutar Jules Chuang

Phone: +41 43 501 35 50 Phone: +62 21 726 4546 Phone: +886 2 8758 2911
c.sutter@southpolecarbon.com p.butarbutar@southpolecarbon.com |.chuang@southpolecarbon.com
Bangkok Johannesburg New Delhi

Ingo Puhl Bruce Wylie Thomas Camerata

Phone: +66 2 678 89 79 Phone: +27 11 280 66 20 Phone: +91 956 018 99 91
i.puhl@southpolecarbon.com b.wylie@southpolecarbon.com t.camerata@southpolecarbon.com
Beijing Mexico City Hanoi

Caspar Chiquet Alberto Carrillo Marco Hirsbrunner

Phone: +86 10 84 54 9953  Phone: +52 55 11 011770 Phone: +41 43 501 35 50
c.chiquet@southpolecarbon.com a.carrillo@southpolecarbon.com m.hirsbrunner@southpolecarbon.com

Thank you for your attention!
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South Pole references @

Participation in the UNFCCC Methodology Panel

Involved in major climate change negotiations since 1997

Carbon advisory to international organizations (World Bank, European
carbon _ Commission, World Economic Forum, GTZ, Africa Progress Panel, World
market expertise Food Programme, ...) and to registered CDM projects with a volume of
100 million tCO2e until 2012

Unparalleled

Top-rated compliance buyers

such as the Austrian Government, Swiss Government, Climate Cent
Foundation (Switzerland), Italcementi Group, LUSO Carbon Fund (Portugal),
EGL, .

I‘ﬂmﬁ mp 0 Schweizerische Eidgenossenschatt
Confédération suisse
|| l Confederazione Svizzera Friteng Divamoer
a o Confederaziun svizra Waetioei Vst B iuraiime
== OL"_ Feniuirny: Genesine per il Clims
Extensive I NEVAWRRING BN REIES . v e i
client network * Well-known voluntary buyers

such as BP, Unilever, Axpo, Swiss Re, WWEF, Austrian Post, Eneco Energy,
RBC, Greenpeace, Ben & Jerry’s, Transoflex, ...)
HSBC «2»

Q&eg;sms Eroup % Pﬂlntcarbn" bp o R

NG : e
N “@ Post.at o
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@ The KP divides the world in 2 groups: Annex | and @
non-Annex | countries

® Pays annexe B: projets MOC
Pays non-annexe B: projets MDP et volontaires
Pas de ratification : projets volontaires

Source: UNFCCC, 14.01.2010 27




(D) The flexibility mechanisms of the KP @

Flexibility mechanisms ‘ Joint Implementation

Clean development o .
mechanism (CDM) ‘ Emissions Trading

Annex | countries

Russia,
Ukraine

European

|l Ininn
A\ A RIAVaN|

Australia,
Canada,
Switzerland

* Excluded from flexibility
mechanisms since not ratified the KP -



@ Europe has a system of emissions trading (EU-
Emission Trading Scheme)

Flexibility mechanisms @ Joint Implementation

Clean development o |
mechanism (CDM) (@ Emissions Trading

Annex | countries

Russia,
Ukraine

Australia,
Canada,
Switzerland

* Excluded from flexibility
mechanisms since not ratified the KP -

&




Global carbon market prices are driven by EU policy &
economic fundamentals and have been very volatile

Example: EU ETS

Fundamental factors... ...and major events have driven volatility in carbon prices

* Regulatory issues such as EUA Prices
different allocation plans and || EUR/ton
publication of verified

emission reports 35 UKNAP court| 1 venfed |
. case, final ~ | emission
» Gas-coal spread impacts 30 4 e ltalian NAP ' reports 2005 |
the economic viability of a related to oil and,
fuel switch which is one of % | e

the major emission reduction || -4 MW\%;;FL
initiatives )‘VJ’V‘

« Economic growth increases £ o HER - AN
demand for power and 10 /
3 | =TRSO i D | |r
therefore increases el \ s [dropinoit] |
.. g L NAP gas, power
emissions and demand for prices
credits opEre. '
[] T T T T T T T
. [ o S v N " T o T T B " R w oW 9w
« Weather impacts demand for % S $% % % g 88 8 & s E S % g % % g &€ 8 ¢
. - = o 3 = 3 5 2 @ @ 3 = 3
power, and availability of R F 8 8 9 E B 3 B

renewable energy (e.g. hydro ——EUA 2005 - EUA 2006 — EUA 2007 — EUA 2008
in dry conditions)
* CDM/JI markets impacts

the supply of credits
available
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