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English_General

This presentation was prepared exclusively for the benefit and internal use of the JPMorgan client to whom it is directly addressed and delivered (including 
such client’s subsidiaries, the “Company”) in order to assist the Company in evaluating, on a preliminary basis, the feasibility of a possible transaction or 
transactions and does not carry any right of publication or disclosure, in whole or in part, to any other party. This presentation is for discussion purposes 
only and is incomplete without reference to, and should be viewed solely in conjunction with, the oral briefing provided by JPMorgan. Neither this 
presentation nor any of its contents may be disclosed or used for any other purpose without the prior written consent of JPMorgan.

The information in this presentation is based upon any management forecasts supplied to us and reflects prevailing conditions and our views as of this date, 
all of which are accordingly subject to change. JPMorgan’s opinions and estimates constitute JPMorgan’s judgment and should be regarded as indicative, 
preliminary and for illustrative purposes only. In preparing this presentation, we have relied upon and assumed, without independent verification, the 
accuracy and completeness of all information available from public sources or which was provided to us by or on behalf of the Company or which was 
otherwise reviewed by us. In addition, our analyses are not and do not purport to be appraisals of the assets, stock, or business of the Company or any 
other entity. JPMorgan makes no representations as to the actual value which may be received in connection with a transaction nor the legal, tax or 
accounting effects of consummating a transaction. Unless expressly contemplated hereby, the information in this presentation does not take into account 
the effects of a possible transaction or transactions involving an actual or potential change of control, which may have significant valuation and other 
effects.

Notwithstanding anything herein to the contrary, the Company and each of its employees, representatives or other agents may disclose to any and all 
persons, without limitation of any kind, the U.S. federal and state income tax treatment and the U.S. federal and state income tax structure of the 
transactions contemplated hereby and all materials of any kind (including opinions or other tax analyses) that are provided to the Company relating to such 
tax treatment and tax structure insofar as such treatment and/or structure relates to a U.S. federal or state income tax strategy provided to the Company 
by JPMorgan.

JPMorgan’s policies prohibit employees from offering, directly or indirectly, a favorable research rating or specific price target, or offering to change a 
rating or price target, to a subject company as consideration or inducement for the receipt of business or for compensation. JPMorgan also prohibits its 
research analysts from being compensated for involvement in investment banking transactions except to the extent that such participation is intended to 
benefit investors.

IRS Circular 230 Disclosure:  JPMorgan Chase & Co. and its affiliates do not provide tax advice.  Accordingly, any discussion of U.S. tax matters 
included herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing 
or recommendation by anyone not affiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. 
tax-related penalties.

JPMorgan is a marketing name for investment banking businesses of JPMorgan Chase & Co. and its subsidiaries worldwide. Securities, syndicated loan 
arranging, financial advisory and other investment banking activities are performed by a combination of J.P. Morgan Securities Inc., J.P. Morgan plc, 
J.P. Morgan Securities Ltd. and the appropriately licensed subsidiaries of JPMorgan Chase & Co. in Asia-Pacific, and lending, derivatives and other 
commercial banking activities are performed by JPMorgan Chase Bank, N.A. JPMorgan deal team members may be employees of any of the foregoing 
entities.

This presentation does not constitute a commitment by any JPMorgan entity to underwrite, subscribe for or place any securities or to extend or arrange 
credit or to provide any other services.
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2009 EU ETS market activity 
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EUA and CER correlation has increased

Compliance arbitrage has compressed

Market flatlines post-recession

Volatility peaked in early 2009

Volatility is largely correlated with deflated 
prices

Deflated confidence and pricing post 
Copenhagen

European industrial output has been growing 
since April 2009

Emissions market has contracted

Demand has dropped…

…but so has supply

Liquidity has waned but the market has not 
collapsed - largely because of Phase III banking

Industrials were not seen selling in Q4 09 
suggesting they are being cautious and 
retaining credits for Phase III

S/D (MT) Y-O-Y %

Comments

Price (€/t) Volatility

Comments

CommentsComments

CER Supply & Demand against European Industrial ProductionCER Supply & Demand against European Industrial Production

Dec 10 EUA Vs CER (€/t) with Spread (€/t) and 15D Volatility (%)Dec 10 EUA Vs CER (€/t) with Spread (€/t) and 15D Volatility (%)

Source: ECX, Bloomberg
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Phase III price summary assuming an international agreement

Demand for CERs mmT CO2 across Phase IIIDemand for CERs mmT CO2 across Phase III

Mt CO2

30
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EUA prices = 20 - 40€/t

CERs and international credits = 10 - 20€/t

CER Price

0

Source: New Energy Finance, J.P.Morgan
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US climate change policy formation has moved into the Senate

Source: EPA, Bureau of Economic Analysis, J.P. Morgan analysis

Overlay of US House votes for ACES and states with significant coal and 
manufacturing activity
Overlay of US House votes for ACES and states with significant coal and 
manufacturing activity

June 26th, 2009
ACES passed House with a close vote: 219 -

212
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House: Passed American Clean Energy and Security 
Act (“ACES” or “Waxman/Markey”), June 26, 2009

Senate: Not expected to address climate change 
legislation until spring, 2010

60 votes needed to pass legislation
Key issue is to soften economic impact (e.g., job 
loss in coal/manufacturing states, energy 
price increases)

Environment and Public Works committee passed the 
“Clean Energy Jobs and American Power Act”
(November 5, 2009)

Contentious 11-1 procedural vote
Passed out of committee without amendments

Stabenow introduced the “Clean Energy Partnerships 
Act of 2009” (November 6, 2009)

Contains extensive list of offset projects/categories

Kerry working on compromise bill with Lieberman, 
Graham and the White House to secure votes for a 
climate bill

EPA published its finding that current and projected 
concentrations of six GHGs threaten the public health 
and welfare of current and future generations 
(December 15, 2009)

Possible avenue to develop cap-and-trade for 
GHGs under existing Clean Air Act

Key policy developments in 2009/2010Key policy developments in 2009/2010
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Timing: expect policy-driven volatility in the formation of a US market
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Early-stage: US climate change 
policy development
Early-stage: US climate change 
policy development

Mid-stage: Policy implementation and 
market formation

Mature-stage:
Commoditization

Market preparation and pre-positioning
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Policy certainty reduces risk followed by 
increasing carbon prices

Significant increase in investment and market activity

Regulatory uncertainty: Multiple unknowns around 
targets, timelines, covered entities, eligible offsets 
and allowance allocations

At present limited speculation (i.e., few market 
participants taking early actions despite a crowded 
sideline)

Full suite of market/risk products

Near convergence of offset and 
allowance prices
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2009

Illustrative risk trend
Illustrative pricing trend

2020

Prices reflect 
uncertainty

Prices reflect 
supply/demand

Draft:
American 

Clean 
Energy and 
Security Act

Bill: 
American 

Clean 
Energy and 
Security Act

Full Energy 
& Commerce 
Committee 

vote

Passage by 
US 

House 

US Senate Bill 
and 

Reconciliation
with 

US House

President’s 
Signature

Today

March 30 May 15 May 21 Spring 2010June 26 Winter & 
Spring

Senate politics (e.g., 60 votes 
needed)
Competing priorities (e.g., 
Healthcare, Education)

Fall  2010 & 
Winter 2011

Administrative 
processes (e.g., 
EPA rulemaking, 
determination of 
eligible offsets)

Market system preparation

Pre-compliance positioning

Includes all electricity 
generators and 

transportation fuel 
combustion

Incorporates 
industrial facilities 

and refineries

Expands to include 
natural gas 
distributors

ETS launch +
2 years

ETS launch +
4 years

2012 or 2013 US Federal emissions trading program begins
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Potential timeline

Inflection point: Once rules are formed, 
prices gap or increase rapidly. 

Timing and rapidity of this inflection is a key 
event for market participants

Pre-Compliance Strategy:  Preparation for 
contingencies and early stage risk 

management could  reduce compliance costs 
for covered entities
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