cex

Chicago Climate Exchange

Overview of CCX®

Chicago Climate Exchange

Stephen McComb Regional Opportunities in Agriculture and
Economist Forestry Carbon Sequestration

312-229-5134 October 20, 2008



Climate Exchange, PLC. Group

Chicago Climate Exchange (CCX)
Launched 2003 with 13 members, now 400+ members (US, CA, MX, BR)

European Climate Exchange (ECX)
FSA-regulated futures market for European CO, Allowances
Launched April, 2005 i accounts for 80-90% of total exchange traded volume in the EU ETS

Chicago Climate Futures Exchange (CCFE)
CFTC-regulated futures exchange for SO2, CO2, NOx and related derivatives
Launched in December 2004, worl dodés first environme

Montreal Climate Exchange (MCeX)
Joint venture with the Montreal Bourse
Host Canadian GHG trading, other environmental markets i launched May 2008

Multi-Commodity Exchange (MCX)
Agreement with MCX to trade European Carbon Financial Instruments in India

Insurance Futures Exchange (IFEX)
Catastrophic event linked futures i Launched in 2008

Tianjin Climate Exchange

Joint Venture with CNPC Asset Management and the City of Tianjin I Launched September @6x
2008
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Why Emissions Trading?

A Multiple successes: US SO2, NOx, ETS

A Proven, least-cost, and comprehensive tool for
managing emissions: CCX as a Emissions Management
System

A Environmental stewardship that rewards environmental
Innovation and strategic planning

A Flexibility, market efficiencies

A Reveals true cost/value of emissions, notion of scarcity

CCX
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What Is Chicago Climate Exchange?

remier and unique financial institution designed to advance business, environmental and social goals.

Chicago Cli mate Exchange

f1rst and N onmvtacttive Aaluatary, c a 0

legally binding integrated trading system to reduce

emissions of all six greenhouse gases, with offset

worldwide.

CCX
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Why would a company join CCX?

A Identify hidden assets
A To limit threats to shareholder liability

A To demonstrate corporate and environmental
transparency

A To obtain first-mover advantage in emissions trading

CCX

© 2007 Chicago Climate Exchange®, Inc.



Aerospace & Equipment
Rolls-Royce
United Technologies

Automotive
Ford Motor Company

Beverage Manufacturing
New Belgium Brewing Company

Chemicals

Dow Corning

DuPont

Rhodia Energy Brasil Ltda

Coal Mining
Jim Walter Resources, Inc.
PinnOak Resources LLC

Commercial Interiors
Knoll, Inc.
Steelcase Inc.

Counties

King County, Washington
Miami-Dade County, Florida
Sacramento County, California

Diversified Manufacturing
Eastman Kodak Company

Electric Power Generation
AGL Hydro Partnership
Allegheny Energy Inc.
American Electric Power
American Municipal Power-Ohio

Associated Electric Cooperative, Inc.

Central Vermont Public Service
DTE Energy Inc
Duquesne Light Company

CCX Members

Green Mountain Power
Manitoba Hydro

NRG Power Marketing Inc.
Puget Sound Energy, Inc.
Reliant Energy Services Inc.
TECO Energy, Inc.

Electronics

Motorola, Inc.

Sony Electronics Inc.

Square D/Schneider Electric N.A.

Environmental Services

Atlantic County Utilities Authority

Lancaster County Solid Waste
Management Authority

Veolia Environmental Services
North America Corp

Wasatch Integrated Waste
Management Authority

Waste Management, Inc.

Ethanol Production
CornPlus LLP

Financial Institutions
Bank of America Corporation

Food and Agricultural Products
& Services

Agrium U.S. Inc.

Cargill, Incorporated

Food Processing
Meister Cheese Co. LLC
Premium Standard Farms
Smithfield Foods, Inc.

Forest Products

Abitibi-Consolidated
Aracruz Celulose S.A.
Cenibra Nipo Brasiliera S.A.
International Paper

Klabin S.A.

Masisa S.A.
MeadWestvaco Corp.
Neenah Paper Incorporated
Stora Enso North America
Suzano Papel E Celulose SA
Tembec Industries Inc.
Temple-Inland Inc

Manufacturing
Bayer Corporation
Interface, Inc.
Ozinga Bros., Inc.
Smurfit-Stone

Municipalities

City of Aspen

City of Berkeley

City of Boulder

City of Chicago

City of Oakland

City of Melbourne, Australia
City of Portland

Petrochemicals
Petroflex Industria e Comercio SA

Pharmaceuticals
Baxter International, Inc.

Recreation
Aspen Skiing Company

Retail
Safeway, Inc.

States
State of lllinois
State of New Mexico

Steam Heat

Concord Steam Corporation

Steel

Roanoke Electric Steel Corp.

Technology

Freescale Semiconductor

IBM
Intel Corporation
STMicroelectronics

Transportation
Amtrak

San Joaquin Regional Rail

Commission

University
Hadlow College

Michigan State University

University of Idaho
University of lowa

University of Minnesota
University of Oklahoma

Tufts University

© 2007
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CCX Market Architecture

Phase I: Members made legally binding commitments to reduce or trade 1% per year from 2003-2006,
for a total of 4% below baseline.

Baseline = Avg. emissions from 1998-2001, emissions in 2000 (Phase II)
Phase Il: Members make a legally binding commitments to reduce to 6% below baseline by 2010.

. Reduction Schedule for Members of Phase | and II
. Reduction Schedule for Members of Phase Il only

100%
99%
0

u‘:} gi;z All Members
o 6% below
= 96% Baseline by
E 95%, I I 2010
L 94%

93%

92%

Basellne 2003 2004 2005 2006 200?’ 2008 2009 2010
Phase | Phase Il

CCX Program Commltment Period cex
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CCX Membership

Participant Members

Offset Provider: Owner of an Offset Project that registers and sells Offsets on its

own behalf.

Offset Aggregator: Entity that serves as the administrative representative, on
behalf of Offset Project owners, of multiple Offset-generating projects.

Liquidity Provider: Entity or individual who trades on CCX for purposes other
than complying with the emissions reduction schedule, such as market makers
and proprietary trading groups.

Selected Offset Aggregators

3 Phases Energy Services
Carbon Farmers

Cargill,Inc =~ .

COZ Australia Limited

Delta Institute

Econergy

Ecosecurities

Environmental Credit Carbon
Pool

Environmental Credit Corp.

First (_:aq_ltol Risk Management
Intrepid Technologies, Inc.
lowa Farm Bureau

Kentucky Corn Growers Assoc.
National Carbon Offset Coalition
North Dakota Farmers Union
Rice Dairy LLC

Standard Carbon

Xi 6an Zhongyang

Selected Offset Providers

Arreon Carbon UK Ltd.

Beijing Shenwu Thermal Energy

CO2 Australia

Ecosecurities

Energy Trading Co

Commonwealth Resource Management

CorP.

Gallo Cattle Company )
Hubei Sanhuan Development Corporation
Lugar Stock Farm

Precious Woods Holdings

RCM International LLC

Sexton Energy LLC

Sustainable Forestry Management, Ltd.
Vessels Coal Gas Inc.

Weber County

El ectric Co.

Selected Liquidity Providers
Arreon Carbon
Amerex.Energfy

Black River Clean Energy
Breakwater Trading

Calyon Financial, Inc.

Cargill Power Markets
Evolution Markets

FCT Europe Ltd.

First New York Securities LLC.
Goldenberg, Hehmeyer & Co.
Hall\e)/ Capital Management
JP Morgan Ventures Energy
Lehman Brother Commodity
Marquette Partners

Natsource LLC

Peregrine Financial Group
Rand Financial Services, Inc.
Shatkin Arbor, Inc.

Swiss Re Financial Products Corp.
Tradelink

CCX
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CCX Market Architecture

Sell CFI contracts if
annual emissions are
below reduction target

Offset Providers
Offset Aggregators
Sell Offsets from verified
Offset Projects

Buy CFI contracts if
annual emissions are

Emitting Members above reduction target

CCX Market

BEE

Associate Members
Exchange Participants
Buy to offset indirect
GHG emissions

Liquidity Providers
Engage in market making
activities for purposes
other than compliance

© 2007
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Emissions Quantification

A Prescribed emission quantification methods:
Baseline (reference level of 1998 -2001 or 2000)

Annual

Continuous emission monitors (electric sector EPA data)

Accepted emission factors (e.g. WRI)
I Example: 1 gallon diesel = 0.0092 metric tons CO2 when burned

—_—( = =—(

-

A Emission audits:

T FINRA (NASD)
World's leading private -sector provider of regulatory services
Organized under provisions of Securities Exchange Act of 1934

Audit reports approved by CCX0s Eny
Committee

—_C =—(

—_(

A Annual True-up
d For compliance with targets

CCX
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CCX Emission Offsets

Purpose:
T Low cost reductions in sectors outside cap

Eligibility:
I Beyond regulation, rare, recent, verifiable

T No cherry picking i emitters must take entity-wide reductions

General provisions:
I Conservative crediting

I Avoid perverse incentives
I Reserve pools for sequestration assurance

Target Actions with Major Mitigation Potential:

I Scalability:
T Agriculture: soils hold 183 years of global CO2 emissions

I Forestation: forests hold 75 years of global CO2 emissions
Other benefits: clean water, soil health, less fuel burn, social benefitsCX ;

Chicago Climate Exchange®, Inc.

T
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Offsets In a Capped System

7.1 billion tons (U.S.2004
50% to 75% of Totg

AP
ASmall Sources
Difficult Enforcement
AExamples:
Adgriculture Sector

Aorestry

Chicago Climate Exchange®, Inc.



CCX Offset Registration Process

Approval by the CCX Committee on Offsets/Forestry
Committees are made up of CCX members with expertise in area

The Committee meets monthly to review new project applications

enhancements to existing rules and proposals for new offset project
protocols.

Projects that are clearly consistent with established CCX protocols
can receive an expedited approval.

Offsets are issued after verification of actual project activity

CCX
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Methane Combustion Projects

Landfill, coal mine and agricultural methane capture and combustion
Projects operational on or after January 1, 1999

Voluntary installation that is not required by law

Crediting Rate: 21 mt CO, per mt CH, destroyed

To Do o I

CCX
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CCX Offsets for Continuous Conservation Tillage and

Grassland Planting

A Conservation tillage removes carbon from air
(IPCC, Kyoto etc.)

A Rare practice (<5% of U.S. cropland)

A Minimum 5 year commitment

A Avoid perverse incentives Gl %
A No offsets for historic practices, reduced fuel burn [g>Eisem" |

reduced run off and improved land value

A Revenue potential in Montana crediting rate
(at $2.0 per metric ton):
ANo till: 0.32 to 0.6 mt/acrgr = $0.64 to
$1.20/aeyr
AGrassland: 1.0 mt/acye = $2.00/aeyr
Awas as high as $2.2-$7/ac-yr in 2008)

CCX

© 2007 Chicago Climate Exchange®, Inc.



