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Methodology

This study is based on the following:

— Analysis of the World Bank’s confidential project database;

— Interviews with market players (natural buyers (Europe & Japan), fund
managers, developers, project sponsors, DNAs, private equity funds,
hedge funds, banks, traders & brokers);

— A comprehensive review of published literature, incl. access to
preliminary reports by Ecosystem Marketplace and Caisse des
Dépots;

— Assisted by Evolution Markets and Natsource.

Project database includes:

— More than 1,500 project-based transactions (ERPAS signed)

— Completeness of information >80% in all fields except on
exact terms and price of transaction >50%.

Aggregate data on allowance markets and secondary market:
— From major exchanges and OTC sources.



The Growth of the Carbon Market
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Market Value Growth 2007
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EU ETS
Good design, strong results

Price signal triggers abatement:

at home, 50-100MtCO,e reduced in 2005-06 (MIT-IEA analysis)
and abroad, through CDM&JI projects (1,040 mlin CERs+ERUs contracted)

EU-ETS learns from Phase | review and better aligns incentives

Ph Il
PRl PRl (with agreement)
Timeframe 2012 2020 2020
Effort - 6% below - 21% below - 30% below
2005 2005 2005
Auctioning Germany&UK Gradual, Gradual,
(4-5% globally) to 100% to 100%
CDM&JI Limits  (MtCO.e)
EUETS 1,400 0 1,200 ?
non ETS 540 800 ? 1,200 ?

European Commission proposal strong, but limits potential of CDM & JI
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China consolidates lead,
Africa emerges hare of volumes)

Location of CDM projects
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CDM Delivers on Clean Energy

(share of volumes)

Clean energy: 64%
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« US$1 of carbon
leverages US$9 financing
of renewable energy

% US$33 hillion (€24
billion) clean energy
leveraged in 2007

** Cumulative (02-07)
leverage US$52 billion
(€39 billion) expected




CDM at a Crossroads



Success masks challenges

DOE at validation or red. req. registered issuance 2-year
180 days = € 325 daYS m——3 = —— 276 dQYS m—— delay
2,210 projects ! 978 projects : 319 projects
1,302 MCERSs | 1,225 MCERSs ! 133 MCERs

m RE
mEE
OO0 methane

® industrial

o other

75% to high yield
projects (ind. gas)

Two-thirds of projects
(half of volumes) have
not reached registration

RE and EE stuck
somewhere in the

pipeline
Source: World Bank based on Data from UNEP RISOE




Market tiers widen
Avg CER price: €10, avg ERU price: €9

ER ERU CER EUA
voluntary pre-eQ. : ' secondary (Phil)
€ 26 Larger projects
€24 Experienced sponsors
e Financing in place
€20 AL
€18 Later in pipeline
€16
€ 14
€12
€10 Smaller projects
g 2 Weaker sponsors
€4 Financing risk high
€2 Early in pipeline
€0
more risk €3: registration €3: volume €3-5: fungibility less risk
to Buyer to Buyer

Risk premium



Recent update on prices

EUAS close to €30 (tracking oil)
forecasts: €30-40 by Dec08

Secondary CERS close to €20

(tracking EUAs, concerns on CDM supply,
other demand coming In?)

Primary CERS (competition on

projects that can deliver)
not registered, not built can fetch €12+



SMART CDM
for required scale up

Streamline approval process to reduce
transaction costs

Monitoring through new tools

Additionality demonstrated using simple,
conservative benchmarks

Reach new potential and scale up through
programs and innovative methodologies

[ rends important, not exact Tons



Sources of demand

. Contracted so far . Residual demand
Estimated demand Contracted so far . . Residual demand i .
risk-adj when risk-adjusted

(MtCO2e) (MtCO2e) (MtCO2e) (MtCO2e) (MtCO2e)
EU 1940 1217 1043 723 897
gov't 28% 15% 13% 50% 45%
private sector 72% 85% 87% 50% 55%
Japan 450 320 284 130 166
GoJ 22% 9% 10% 54% 42%
private sector 78% 91% 90% 46% 58%
RoEurope & NZealand 45 17 13 28 32
gov't 44% 76% 76% 25% 31%
private sector 56% 24% 24% 75% 69%

Australia 0 0} 0 0} 0




Right direction?

contracted so far

Volume (MtCOze)
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Right direction?

contracted so far
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Thank you

Full report available at

www.carbonfinance.org



