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First Climate – 10 Years of Experience in the Carbon Market

A leading carbon asset management company

 Early 2008: First Climate established through merger of 3C and Factor

 Factor Consulting + Management AG (founded in 1999 in Zurich, CH)

 3C Group (founded in 2003 in Frankfurt / Main, Germany)

 Assets under management (2008): EUR 250 million

 100+ employees
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First Climate – Core Competencies
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First Climate – 13 Offices on 4 Continents
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Market Volume
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Source : " State and Trends of the Carbon Market 2008", May 2008, World Bank
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Carbon Market Trends: Prices

Source : " State and Trends of the Carbon Market 2008", May 2008, World Bank
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Carbon Funds: Overview

• Type 1 : Carbon Purchasing Funds
 Objective: Acquire carbon credits for use as compliance instrument

 Repayment in credits

 Strategy: Long-term forwards, payment on delivery (partial upfront payment)

 Examples:

 Prototype Carbon Fund (World Bank)

• Type 2 : Carbon Investment Funds
 Objective: To generate an alpha for investors

 Repayment in cash

 Strategy: Buy and sell carbon assets

 Focus on project-based credits (CDM/JI, VER)

 Mainy forwards with payment on delivery (partial advance payment)

 Rarely: Equity investment in underlying projects

 Examples:

 Climate Change Investments (CCI-1 and -2, Advisor: First Climate)

 Post 2012 Carbon Credit Fund (Advisor: First Climate)
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Carbon Investments Funds : Some mechanics

• Fact : CDM projects are risky → CER Price < EUA Price

• Value addition mechanisms:
1. Buy forward at early project stage lower price, higher risk of non-delivery

2. Swapping CER (and an incentive premium) against EUA

• Recent trends :
 Equity participation at early stages of the project.

 Private equity investment style, adding CER generation in the cost-income computation
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Example : Post 2012 Carbon Credit Fund

• Objective:

 Stimulate market for reductions in GHG emissions generated after 2012

 Focus on carbon credits from Kyoto Mechanisms (CDM/JI)

 Capitalisation: €125 million

 Closed March 2008

•Investors :

 European Investment Bank (Initiator and principal investor)

 Caisse des Dépôts

 Instituto de Crédito Oficial - ICO

 KfW Bankengruppe

 Nordic Investment Bank - NIB

•Managers :

 Conning Asset Management (Investment Manager)

 First Climate (Investment Advisor)
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Post 2012: Regulatory Aspects for CDM/JI

Working assumptions:

 Kyoto Protocol will continue to remain in force

 Only the commitments of Annex B Parties expire

 CDM and JI will continue to exist

 CDM projects started pre 2013 will continue to generate CERs

 New CDM/JI will be approved post 2012

 Key uncertainty is the level of demand for CER/ERU

 Which parties will take on new commitments, and how strict will they be?

 Differentiated demand for certain project types?

 Additional uncertainties:

 Restrictions in supply due to capping of new countries / sectors?

 Ability and willingness of JI host countries to grant Letters of Approval?
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Conclusions

 Market outlook: positive... or even bright

 Without UN agreement post 2012: fragmented growth in regional schemes

 With UN agreement: accelerated growth through increased demand and
linking

 Carbon funds: healthy outlook...

 U.S. carbon offsets market starting to take off

 Post-Kyoto agreement under UN will provide a boost (2009/2010)

 ... but not everything is gold...

 Actual performance of funds: little data available to date

 Specific risks of carbon market not to be underestimated

 Example: Delays in issuance of credits at UN level
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Thank you

Urs Brodmann

Chief Risk Officer
First Climate Group
Urs.Brodmann@firstclimate.com
+41 44 298 2806


