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Market Facts

1.

In addition to the existing compliance carbon markets', a voluntary carbon market
has emerged, which includes sectors and geographies not covered by mandatory
cap-and-trade schemes or other regulation of greenhouse gas (GHG) emissions.

Entities (companies, governments, NGOs, individuals) choose to engage in this
parallel voluntary carbon market for a number of reasons including:

- to prepare for impending carbon regulation or future carbon costs;

- to support investment into projects which will reduce GHG emissions;

- to gain strategic experience before developing carbon related products and
services; and

- to demonstrate corporate social responsibility.

According to State of the Voluntary Carbon Market 2007%, 2006 was a year of
significant growth for the voluntary markets with many new retailers, brokers, and
other actors entering the market. It estimates that since 2002 the number of
organizations supplying carbon credits into the voluntary market has grown by 200%,
with online retailers being the fastest growing sector of the marketplace.

The same report conservatively estimates that in 2006 21.5 million tonnes of carbon
dioxide equivalent (MtCO2e) were transacted in the voluntary carbon markets. Of
this, 9.3 MtCO2e were transacted on the Chicago Climate Exchange (CCX), and that
some 12.2 MtCO2e were transacted in the over the counter (OTC) market.

It is predicted that there will be explosive growth in voluntary markets up to 2010-12,
with a number of sources stating that the voluntary carbon markets could reach 400-
500 MtCO2e transacted annually by 2012. This is the same volume as the current
primary markets for certified emission reductions (CERs) under the Clean
Development Mechanism (CDM) of the Kyoto Protocol.

As the number of sectors covered by compliance regimes increases, it is predicted
that the growth in demand for carbon credits in the voluntary markets will slow
significantly over the longer-term (post-2012).

! Under the Kyoto Protocol (starting in 2008), the EU Emissions Trading Scheme (EU-ETS) and the Greenhouse
Gas Abatement Scheme (GGAS) in New South Wales and South Australia

? Published by Ecosystem Marketplace and New Carbon Finance
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7. Beyond 2012, voluntary action on climate change will continue, and is likely to
increasingly use instruments governed by a robust international standard or
regulated instruments.

8. Prices in the voluntary market vary widely, from less than €1 paid to project
developers for large volume industrial projects, to €2-3 for credits traded on the CCX,
and more than €20 paid by the retail market or for high quality credits with strong
sustainable development attributes.

9. Prices are determined by the project type, the standard used for validation and
verification, the volume of credits purchased, and the disparity between supply and
demand in the market. Over time, as demand firms up, it is likely that voluntary
market prices will converge to a level slightly lower than those of the predominant
compliance instruments with projects with higher sustainability aspects earning
premium prices over those from other projects.

Market Benefits

10. Due to their potentially lower transaction costs, the voluntary markets can lead to
greater reductions in global greenhouse gas emissions by encouraging the
development of credits from sectors and geographies that have not obtained
significant support from the CDM. This is particularly true for sectors such as forestry,
land-use, and small scale energy efficiency, along with geographies such as the least
developed countries in Africa.

11. In non-compliance markets such as the US the voluntary market is providing
organisations with price signals as to the current, and future cost of reducing GHG
emissions, promoting the use of clean technologies, and accelerating the
development of low carbon infrastructure.

12. The retail portion of the market plays a positive role by generating awareness of the
issue of climate change through marketing and communications, and encouraging
entities to take action to reduce their GHG emissions along with buying credits.

Market Challenges

13. Though voluntary markets are growing rapidly, and project standards are becoming
increasingly robust, proliferation of products prevents buyers from easily identifying
standards which ensure credibility, fungibility and transparency.

14. In regions where there are significant and growing compliance carbon markets, such
as Europe, the voluntary markets are being forced to become more robust as
individuals develop a greater understanding of climate change and carbon. This is
manifesting itself through the development of a number of local and international
standards for carbon credits.

15. In regions where significant compliance markets are not yet established, voluntary
markets will continue to grow, and demand for credits will be strong. These regions
include the US, Canada and Australia which are unlikely to have wide reaching
compliance regimes until 2012. In these regions, where there is also a lower
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understanding of climate and carbon, the markets are currently less stringent and
more open to a wide variety of projects.

16. Voluntary carbon management and reduction programmes, especially those that use
carbon credits to achieve specific targets ahead of or beyond regulation need to be
designed, implemented, managed and reported to established standards to protect
and enhance the integrity of voluntary action.

17. The Carbon Markets Association (CMA) supports the development of an international
standard for the voluntary carbon market to ensure that all emission reductions
generated and sold are Real, Measurable, Permanent, Additional, Independently
verified, and Unique. As well, these standards where possible should seek to reduce
transaction costs for small scale projects, and enable innovation in the carbon
markets.

18. Several standards have been developed by a range of organisations to meet these
objectives. The CMA will work constructively with these standards’ governing bodies
and other organisations to further enhance the integrity of the voluntary market.

19. Placeholder for comment on the DEFRA Code once it is launched (if agreed by
group).

20. Though broad adoption of an international standard will increase the credibility of
credits sold in the voluntary carbon market, it is critical that either an international
registry for voluntary carbon credits or a series of linked registries are developed, in
order to ensure a truly robust and fungible market with transparency and to prevent
double selling® of emission reductions.

ENDS

® Double selling is when the same emissions reduction is sold to two or more buyers.
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