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hat is the EU-ETS for?

“This Directive will encourage the use of more energy- efficient
technologies” (Oct 2003)

the Commission assesses the second period plans in a manner which
ensures (...)sufficient scarcity of allowances in the EU ET, thereby in
turn ensuring that emissions reductions are delivered and that the
emerging carbon market is strengthened.” (Nov 2006)

“The Commission mainly requires changes where: (...) the proposed cap
is not consistent with the Member State’s expected emissions and its
technological potential to reduce these” (Mar 2007) The EU-ETS is the spearhead of EU climate policy

S . : => the objectives that underpin it transcend EU climate targets alone:
« Contributing to transforming Europe into a low greenhouse-gas-
emitting economy and creating the right incentives for forward-looking, () reducing EU GHG emissions by at least 20%/1990 levels by 2020
low-carbon investment decisions by reinforcing a clear, undistorted and

ii) promoting CC ch that it becomes commercially viable by 202
long-term carbon-price signal.”* (Jan 2008) (i) promoting Ssu It becomes co lally viable by 2020

(iii) fostering a genuinely global carbon market
“The European Council, held on 8-9 March 2007 in Brussels, endorsed
these objectives. It also acknowledged the “central role of emissions
trading in the EU's long-term strategy for reducing greenhouse gas
emissions” and underlined that the European Union Emissions Trading
System (EU ETS) is and will remain one of the most important
instruments for the EU's contribution towards achieving the significant
emissions reductions which are necessary to meet the strategic objective
of limiting the global average temperature increase to not more than 2
degrees C above pre-industrial levels.” (Jan 2008)

“(...) ensuring that the emissions trading system delivers gradual and
predictable reductions of emissions over time” (Dec 2008)

“As the primary tool to drive emission reductions, the ETS should be the
starting point for options for going beyond 20%” (May 2010)

(Source: European Commission)
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Upward Risks to EUAs supply.
Do we need to do something?

Upward risks to our estimates for the supply of EUAs The rationale for supply-side measures

Re-establishing the supply-demand balance for Phase 3 of the EU-ETS

- D2 fegel Tmes that it originally envisaged when it published the ETS review

Ongoing Phase-2 NAPs legal cases that could end up in our worst-case

Seemeenilt 140 seehitne [EUe m Unlike other commodities markets, the supply of EUAs is fixed many years

in advance

m Aviation
Strong opposition from third countries. m  Make up for emission reductions to come from complementary measures

Growing likeliness of the Commission and MSs using the exemption

provision that was originally established in article 25a of the Aviation m Reinforce the carbon-price signal (price trend)
Directive
m Reinforce confidence in EU-ETS institutions
m Recession? m Reinforce predictability: predictability is not necessarily achieved via an
The risk of a further material deterioration in EU sovereign debt and inter- arbitrary fixed cap; could be achieved by a certain level of prices long term.

bank lending markets
=> Need for supply-side management measures

m Energy Efficiency
In June the Commission proposed far-reaching measures to allow
achieving the 2020 target and floated the idea of setting mandatory
targets in the future if insufficient measures are developed by Member
States.

=> Downward pressure on prices
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What could we do?

Main options to support prices The idea of a set-aside

Reducing the long-term linear reduction factor in the EU-ETS Above and beyond increasing the 2020 EU-wide emission-reduction target, the idea of a
Setting a price floor/ceiling for Phase-3 auctions (beyond 2020?) set-aside has been floated. However, it might not be the panacea.

Increasing the EU-wide 2020 emission-reduction target (beyond

20207?) m Wouldit be legally feasible?

Setting aside allowances from the pot of allowances to be m |s a set-aside desirable?

auctioned in Phase-3
Creating a carbon Central Bank

Supply-side management measures could also help in

In the end, as far as Phase-3is concerned, the regulatory lead-time redispatching EUAs supply over a given period, thus
il dictate the tool to be ch avoiding today’s surplus dampening prices, although
wiibdictatethe toolto be chosen. the scheme will likely be short EUAS by 2020.
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For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see the
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Special Disclosures
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Analyst Certification
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs.
Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche
Bank’s existing longer term ratings. These trade ideas can be found at the SOLAR link at http://gm.db.com.

3. Country-Specific Disclosures

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act
and New Zealand Financial Advisors Act respectively.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http:/globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name — Deutsche Securities Inc. Registration number — Registered as a
financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, The Financial Futures Association
of Japan. Commissions and risks involved in stock transactions — for stock transactions, we charge stock commissions and consumption tax by multiplying the
transaction amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price fluctuations and other
factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange fluctuations. "Moody's", "Standard & Poor's", and "Fitch"
mentioned in this report are not registered as rating agency in Japan unless specifically indicated as Japan entities of such rating agencies.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity
requiring a license in the Russian Federation.

Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For
an investor that is long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected
cash flows and thus cause a loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside
surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to receivers. But counterparty
exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for different types of investors), changes in tax
policies, currency convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related
to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be mitigated
by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note
that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of the proper
fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference
index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be
received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates
movements.
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reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Deutsche Bank, including strategists and sales staff, may
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