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« BUYERS MARKET - EU ETS Linking Directive correlated to a change in the
CDM playing field (buyers market to sellers market).

 LONG on CAPITAL and SHORT on PROJECTS - Competition is increasing for
CDM projects (high EU ETS price, $$$ in Carbon Funds). Businesses are now
changing their strategy to higher risk threshold to meet demand for CDM projects
and Carbon Credits.

« AGGRESSIVE AND SMART - As a result there is a growing need to manage the
risk efficiently and effectively to allow for timely analysis and investment decision.

* Unresolved/Risk issues remain
— CDM EB approval process,
Prompt Start criteria,
CDM EB funding,
Host country approval processes.
Post-2012 regime,
Market impact of Russian and Ukrainian surplus AAUs, and future CER demand/prices,
Foreign jurisdiction taxation of CERs (e.g., China’'s CH4 and HFC taxes)
Start date for the International Transactions Log (ITL)

«  WiIll buy projects, will buy credits, but are still averse to taking a risk position
projects they don’t control

ICF International. Fassion. Expertise. Results. icfi.com




Carbon Market Volume -2006 e

Source: State of the Voluntary Carbon Markets 2007, Katoomba
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2005/2006 Comparison e

Source: State and Trends of the Carbon Market 2007, The World Bank



Compliance Market Volatiity ™=

Source: State and Trends of the Carbon Market 2007, The World Bank
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Clean Development Mechanism (CDM) ™™

CDM Market has
grown to 500 Million
tonnes over 5 years




CDM Projects by Country

Source: UNEP 2006



CDM Projects by Sector
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Sectoral Scope* Registered Projects
Afforestation and reforestation 1
Agriculture 79
Chemical industries 13
Energy demand 14
Energy industries (renewable - / non-renewable

sources) 545
Fugitive emissions from fuels (solid, oil and gas) 79
Fugitive emissions from production and

consumption of halocarbons and sulphur

hexafluoride 16
Manufacturing industries 65
Mining/mineral production 4
Transport 1
Waste handling and disposal 213

Source: UNEP 2006



Key Drivers of the Glopal oo
Price of Carbon

« Equilibration between internal reduction costs of targeted emitters and
price of carbon credits

* Fuel price differentials, particularly coal-gas price spreads
« Supply of Certified Emission Reductions (CERS)

« Quantity of “hot air” credits coming to market from Russia/Ukraine/other
former Soviet states

* Development of new trading schemes
« Coming change in US climate policy



