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This presentation was prepared exclusively for the benefit and internal use of the J.P. Morgan 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 feasibil ity 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 J.P. Morgan.  Neither this presentation nor 

any of its contents may be disclosed or used for any other purpose without the prior written consent of J.P. Morgan. 

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.  J.P. Morgan’s opinions and estimates constitute J.P. Morgan’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.  J.P. Morgan 

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 J.P. Morgan. 

J.P. Morgan’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.  J.P. Morgan 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:  J.P. Morgan  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 J.P. Morgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. 

tax-related penalties. 

J.P. Morgan is a marketing name for investment banking businesses of J.P. Morganorgan 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 J.P. Morganorgan Chase & Co. in Asia-Pacific, and lending, derivatives and other 

commercial banking activities are performed by J.P. Morganorgan Chase Bank, N.A.  J.P. Morgan deal team members may be employees of any of the 

foregoing entities. 

This presentation does not constitute a commitment by any J.P. Morgan 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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Market is not functioning 

 

 Decision-making on the ETS over the last two years has basically proceeded at two levels:  

 High Level Political discussions with mixed signals about the ETS remaining the cornerstone of European climate and 

energy policy, and hence causing confusion and uncertainty for the market about the long-term future of the ETS 

 Technical discussions have given a sense of continuity through the preparations for Phase III under the comitology 

process 

  As a result the price has been affected... 

 ...and it will continue to be so until Regulation is functioning (not just passed) 

 Best Case Scenario: July 2013 

 Market is less entrepreneurial and more compliance functioning 

 Too many policies affecting prices 

 Renewable vs. coal 

 Laissez Faire? Just not working... Man-made intervention is needed as per Money Markets, etc. 

 Auctions low appetite, laughing stock, cancelations 

 

Fundamentals 

When asked how low EUA prices could drop, the first trader said:  

“There is no floor. Zero is the only floor.” 

Point Carbon 
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EUA’s Political Price Drivers 

 2011-YTD EUA’s Price Evolution 

 The 2050 Low-Carbon Roadmap, included a recommended milestone of a 40% reduction in GHG emissions 

(compared with 1990 levels) envisages the ETS as a central pillar of European climate policy in terms of promoting 

carbon pricing as an incentive for low-carbon investment 

 What will the European Parliament do now? 

 A 19 February vote in favor of backloading will not be the end of the parliamentary process. 

 The EP would still have to vote in plenary on the regulatory amendment, possibly in March or April 

 A no vote on 19 February would leave the Commission’s strategy in tatters, and the market would surely respond 

accordingly. 

  

 

Source: Bloomberg 

0

5

10

15

20

25

Jan-11 Mar-11 May-11 Jul-11 Sep-11 Nov-11 Jan-12 Mar-12 May-12 Jul-12 Sep-12 Nov-12 Jan-13

Mar 11: Commission publishes 

2050 Low-Carbon Roadmap 

including a recommended 

milestone of a 40% reduction in 

GHG emissions by 2030 

Nov 11: Commission publishes 

2050 Energy Roadmap, designed 

to help deliver EU’s 

decarbonisation, energy security 

and competitiveness objectives 

Feb 12: EP Industry 

Trade and Energy 

Committee supports 

ETS set-aside 

Apr 12: Climate Commissioner 

Hedegaard says that  set-aside 

can be agreed in 2012 through the 

comitology process, ie without 

amending the ETS legislation 

Jun 12: Poland again wields its 

veto, this time on the 2050 

Energy Roadmap 

Jun 12: At end of Environment Council, 

Hedegaard announces (despite Polish 

opposition) that Commission will before 

the summer break present a report on 

the ETS which will include a proposal to 

“backload” the Phase III auctioning 

profile 

Aug 12: Commission 

announcement on 

agreement to link EU 

ETS and Australian 

ETS from 2015 

Nov 12: Commission announces that 

Climate Change Committee vote on 

backloading has been postponed 

until 2013 

(60.5%) 

Dec 12: Stakeholder 

consultation on 

structural reform, to 

conclude at end of 

February 2013 

Nov 12: Commission presents 

bumper ETS package: a draft ETS 

regulation on backloading; an 

accompanying economic impact 

assessment; and a carbon market 

report which includes options for 

longer-term term structural reform of 

the ETS 

Nov 12: Hedegaard announces 

Commission proposal to “stop 

the clock” on including non-EU 

airlines in the ETS, dependent 

on a global aviation emissions 

agreement in ICAO  

Mar 12: At the Environment 

Council Poland blocks an EU 

common position on the 2050 

Low-Carbon Roadmap  

Dec 11: successful agreement to 

retain Kyoto maintains the 

international climate change 

architecture, a boost for those 

advocating a global carbon market. 

Dec 11: European Parliament 

(EP) Environment Committee 

supports a set-aside of 

allowances to address over-

supply and falling prices 

Jan 13: the Industry, Trade 

and Energy Committee (ITRE) 

rejected the European 

Commission’s backloading 

measure 
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EUA’s Technical Price Drivers 

 

2011-YTD EUA’s Price Evolution 

 

(60.5%) 

Apr 11: Decisions on free 

allocation of allowances 

in Phase III in line with 

benchmarking rules 

Oct 11: Proposals published 

on market oversight: MFID 

and Market Abuse Regulation 

Nov 11 Agreement to procure 

common auctioning platforms, 

followed in 2012 by regulations 

covering UK and German platforms 

Nov 11: Commission regulation 

passed establishing Union Registry 

for Phase III ie with effect from 1/1/13 

Oct 12: news surfaces of Commission 

proposal to ban ERU credits from 

post-2012 projects in countries which 

don’t have Kyoto targets 

Jan 12: EU formally bans import of 

international credits from industrial 

gases projects from May 2013, confirming 

a proposal first made by the Commission 

in November 2010 

Nov 11: Commission on sectors 

exposed to carbon leakage 

 Following the aborted Climate Change Committee (CCC) vote in December, the Brussels institutions have been 

looking at the decision-making process  

 Member State indecision continues 

 

Source: Bloomberg 
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Volumes Are Up Yet Prices are Plummeting…. 

 

Source: ICE, J.P.Morgan’s data 

Annual Total Volume & Settlement Price 

Source: The ICE 
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…and Open Interest Remains High… 

Source: ICE, J.P.Morgan’s data 

Total Open Interest Evolution 

…but this is all explained by the fact that some market participants are able to take 

advantage of carry-trade opportunities in the market… 
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When Not Considering Current Carry Trade, Volumes have almost halved and 

Market Participants are Retrenching 

 

Source: J.P.Morgan’s data 

J.P. Morgan’s Flow Data 

 

Had it not been for large one-off 

transactions due to competitors exiting 

the market or to fundamental supply, 

volumes would have seen a massive 

reduction 

One-Off 

Transactions 

Flow 

 When removing carry trade activities from the market, it is plausible how flow has been hit since 2011 and most 

specially in 2012, showing how unhealthy market has been in the last years 
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