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MSR or MDR?




All about the inventory...
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Offset use continues to add to the length... Over 2.1 Gt and counting...
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What is the markets desired carbon inventory?
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Hedge profile is 90% / 50% / 20% The market would be starting to tighten from H2 14
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How much inventory never comes to market?

Historic levels of hedging - -300 Mt Historic levels of hedging - -600 Mt
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300 Mt never provided for hedges — kept for industrial SO v ot G eeiges

hedges Demand changes....
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How does this influence the MDR?

MSR impacts on carbon inventory
Mt
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Not adjusted for carbon not coming to the market!
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Potentially still taking
carbon out of the market
once it is tight

Still removing carbon
even dfter high prices
have set-in — issue with
using “dated”
information

2030 . _
Requires a demand-side

adjustment

- Fuel switch

- Reduction in
industrial emissions
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The potential prices...

Resulting prices
€/t
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How long to invest away the constraint?

Institutionalises a rigidity on the supply-side
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Take-away’s

* Law of unintended consequences

* |/t is not the job of the market to be stable or
unstable

* [t’s the job of the market to reflect scarcity
(or the lack of it)

* This is CAP and Trade — change the cap!!!

IlEnergy

Aspecfs
8 | Januar y 2014 |



IllEner
Aspge)c/fs

Trevor Sikorski
Head of Natural Gas, Coal,
and Carbon Research

E-mail trevor.sikorski@energyaspects.com
Office +44 2033224100  +1646 606 2900
Direct +44 20 3322 2285 +1 646 606 2485
Mobile  +44 77 6692 5478

48 St. Olav’s Court, Lower Road, London SE16 2XB




DISCLAIMER

Analyst Certification
I, Trevor Sikorski, hereby certify:

1. thatthe views expressed in this research report accurately reflect my
personal views about any or all of the subject securities or issuers
referred to in this research report and;

2. no part of my compensation was, is or will be directly or indirectly related
to the specific recommendations or views expressed in this research
report

Disclaimer

This publication has been prepared by Energy Aspects Ltd (‘Energy Aspects’).
It is provided to our clients for information purposes only, and Energy Aspects
makes no express or implied warranties as to the merchantability or fitness
for a particular purpose or use with respect to any data included in this
publication

Prices shown are indicative and Energy Aspects is not offering to buy or sell
or soliciting offers to buy or sell any financial instrument

Without limiting any of the foregoing and to the extent permitted by law, in
no event shall Energy Aspects, nor any of their respective officers, directors,
or employees have any liability for (a) any special, punitive, indirect, or
consequential damages; or (b) any lost profits, lost revenue, loss of
anticipated savings or loss of opportunity or other financial loss, even if
notified of the possibility of such damages, arising from any use of this
publication or its contents

© Copyright Energy Aspects Ltd (2014). All rights reserved.

Other than disclosures relating to Energy Aspects, the information contained
in this publication has been obtained from sources that Energy Aspects
believes to be reliable, but Energy Aspects does not represent or warrant that
it is accurate or complete. Energy Aspects is not responsible for, and makes
no warranties whatsoever as to, the content of any third-party web site
accessed via a hyperlink in this publication and such information is not
incorporated by reference

The views in this publication are those of the author(s) and are subject to
change, and Energy Aspects has no obligation to update its opinions or the
information in this publication. The analyst recommendations in this
publication reflect solely and exclusively those of the author(s), and such
opinions were prepared independently of any other interests, including those
of Energy Aspects and/or its affiliates. This publication does not constitute
personal investment advice or take into account the individual financial
circumstances or objectives of the clients who receive it. The securities
discussed herein September not be suitable for all investors. Energy Aspects
recommends that investors independently evaluate each issuer, security or
instrument discussed herein and consult any independent advisors they
believe necessary. The value of and income from any investment September
fluctuate from day to day as a result of changes in relevant economic markets
(including changes in market liquidity). The information herein is not
intended to predict actual results, which September differ substantially from
those reflected. Past performance is not necessarily indicative of future
results

This communication is directed at, and therefore should only be relied upon
by, persons who have professional experience in matters relating to
investments

No part of this publication September be reproduced in any manner without the prior written permission of Energy Aspects
Energy Aspects Ltd is registered in England No. 08165711. Registered office: 48 St. Olav’s Court, Lower Road, London SE16 2XB

IlEnergy

Aspecfs
10 | January 2014 |



