THE BUSINESS LEADERS’ CLIMATE SCORECARD

-valuating potential
outcomes from COP 15
in Copenhagen
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THE BUSINESS LEADERS’ CLIMATE SCORECARD

Global Goals

IDEAL

* 2 degrees commitment

* Peak within 10 years

* Ambitious reduction pathway 2020, 2030
* 50%-+ reduction by 2050

2 degrees commitment
Ambitious reduction goals 2020
50%+ reduction by 2050

2 degrees commitment
Ambitious 2050 target
2020 target (even if too low)

NOT GOOD ENOUGH

e 2 degrees commitment
e 2050 target

Caps and
Committments

 Ambitious individual caps to 2020 (rich
world) -- 25-40% below 1990 levels

* Registered and tracked policy com-
mittments to 2020 (developing world]
-- 15-30% below BAU

* Pledge to join cap regime 2025 (major
developing economies)

Joint cap (rich world) entailing 25%+
reduction by 2020, by 2020, no binding
country caps but national targets
registered.

Registered and tracked policy committ-
ments (developing world)

Joint cap 2020 -- less than 25% reduc-
tion (rich world)

Select developed country individual
targets

Specific policy committments (develo-
ping world)

* Joint cap 2050 (rich world)
* Unspecific pledges (developing world)

e All countries sign
* All sources of emissions including
forestry and land use impacted

All major emitters sign

Forestry and land use covered
International aviation and shipping
covered

All major emitters sign

Inclusion of land use and forestry
Sectoral agreements raised but left to
future negotiations

* Failure to cover forestry/land use or
other major source

Financial
transfer

e Long-term commitments in order of
100bn/yr including:

e Large offset market

 Additional public funds for tech transfer

* Meaningful adaptation support

e Early funding for fast start (10bn pa
2010-12)

Expanded offset market

Some public funds for tech transfer
Meaningful adaptation support
Early funding for fast start (10bn pa
2010-12)

Agreement on principle of multiple
sources of funding

Continuation of CDM

Principles for future tech funding
Some adaptation support

Early funding for fast start (10bn pa
2010-12)

¢ No clarity on offsets, public funds
e Adaptation support not incremental
¢ No early funding made available

Measurement,
reporting and
verification

* Registry and follow-up on national Low-
Carbon Growth Plans (all) and Policy
Commitments (developing world)

* Specific agreements on product label-
ling

* Agreement on monitoring and verifica-
tion of forestry

Registry and follow-up on national Low-
Carbon Growth Plans (all) and Policy
Commitments (developing world)
Agreement on monitoring and verifica-
tion of forestry

Convergence on standards for consu-
mer products

Agreement in principle on registry for
Low-Carbon Growth Plans (all) and Po-
licy Commitments (developing world)
Continued progress on forestry measu-
rement/ monitoring

Issue of consumer info raised

e Opaque follow-up mechanisms
* No further progress on forestry
¢ No treatment of consumer info

e Establishment of multilateral forum for
low-carbon tech with funded actions
specified (RD&D)

¢ Removal of cross border investment
barriers

Multilateral Forum for emerging low-
carbon tech established (RD&D])
Collaborative actions specified

Forum for tech collaboration established
Commitment to international research
and demonstration agreements for
emerging tech

e Vague references to support for
emerging tech

Room for
progress

* Timetables and frameworks for conti-
nued negotiations on key issues (e.g.
trade effects, market linkages)

Frameworks for continued negotiations
on key issues (e.g. trade effects, market
linkages)

Frameworks for continued negotiations
on key issues (e.g. trade effects, market
linkages)

¢ No treatment of key issues needing
ongoing negotiation
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2 degrees commitment
Ambitious 2050 target
Global Goals 2020 target (even if too low)

Joint cap 2020 -- less than 25% reduc-
tion (rich world)

Caps and Select developed country individual
Committments targets .
Specific policy committments (develo-
ping world)

All major emitters sign

Inclusion of land use and forestry
Sectoral agreements raised but left to
future negotiations

Agreement on principle of multiple
sources of funding

Financial Continuation of CDM

Principles for future tech funding

transfer ,

Some adaptation support

Early funding for fast start (10bn pa

2010-12)

Agreement in principle on registry for

Low-Carbon Growth Plans (all) and Po-
Measu_rement' licy Commitments (developing world)
reporting and Continued progress on forestry measu-
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Forum for tech collaboration established
Commitment to international research
and demonstration agreements for
emerging tech

Frameworks for continued negotiations
on key issues (e.g. trade effects, market
linkages)

Room for
progress



THE BUSINESS LEADERS’ CLIMATE SCORECARD

NOT GOOD ENOUGH

e 2 degrees commitment
e 2050 target

Global Goals

» Joint cap 2050 (rich world)

» Unspecific pledges (developing world)
Caps and
Committments

* Failure to cover forestry/land use or
Coverage other major source

 No clarity on offsets, public funds

e Adaptation support not incremental
Financial ¢ No early funding made available
transfer

e Opaque follow-up mechanisms

 No further progress on forestry
Measu_rement' * No treatment of consumer info
reporting and
verification

e Vague references to support for
emerging tech

¢ No treatment of key issues needing

Room for . L
ongoing negotiation

progress



Why these elements?

rom a business point of view,

the global goal will have the

strongest signal effect for

our investment programmes.

Ambitious and specific global
goals will give a clear sense of the
direction and speed at which politicians
will pursue the transition to a low-
carbon society. Caps and committments
are the most important policy elements.

In each market, caps and committ-
ments will effectively set a price (direct
or indirect] on emissions and allow
companies to create value by lowering
their emissions. The strength and cre-
dibility of these caps and committments
are mutually-reinforcing: if all countries
have deemed the efforts of others to be
acceptable, they will be under pressure
to preserve and live up to their own
promises.

The extent of geographical coverage

is important; any major player opting
out of the agreement will create the
spectre of carbon leakage, a ‘race to the
bottom,” and the future collapse of the
agreement. If sectoral coverage is not
sufficient - for example, if international
transportation or agriculture are not im-

pacted by the agreement - the fairness,
effectiveness, and efficiency of the
agreement will be called into question.

Financial transfer arrangements will
have to be put in place to assist the
developing world with both mitigation
and adaptation. From a business per-
spective, a large offset market will allow
for more effective allocation of capital
to abatement opportunities and help
keep costs for capped entities mana-
geable. Additional public funds will help
stimulate investment in more expensive
technologies in the developing world
and reduce ‘lock-in" of emitting sources.
Funding for adaptation will help support
sustainable development and lower
emerging market risks for businesses.

Transparent and credible measure-
ment and monitoring of reductions

will be essential to create trust in the
caps and commitments mentioned
above. Progress also needs to be made
on the measurement and monitoring

of reductions from forestry projects.

If it does not appear that emissions
from deforestation are being effectively
handled, confidence that we will be able
to meet overall targets will be undermi-

ned. The framework also needs to take
up measurement and communication
of emissions embedded in consumer
products. Without informed consumers,
the necessary changes will be much
more difficult.

Emerging low-carbon technologies
will not arrive on their own - and even a
carbon price is unlikely to deliver them
in time. There is much to be gained

by concentrated international action

to bring down the costs of emerging
technologies and accelerate their route
to market.

Regardless of how well the negotiations
at COP 15 fare, some issues will require
ongoing negotiation. This is particularly
true of trade and competitiveness
issues, as well as the possibilities to
harmonize carbon markets and other
national/regional rules and standards
across borders. An effective agreement
will create room for progress on those
issues that will require ongoing nego-
tiation.

A successful agreement in Copenha-
gen must meet other important, more
general requirements: It must be suf-

ficiently ambitious, it must be percei-
ved as broadly fair by all participating
parties, it must support economically
efficient solutions to climate change,
and it must be perceived as transpa-
rent and difficult to subvert. Should
the agreement score very badly on any
of these aspects, investors, managers
and consumers may not trust that the
climate regime will hold together. Here
too, however, it is important to note
that success and failure are not black
and white. If, as appears likely, caps
and committments in Copenhagen do
not add up to the reductions recom-
mended by the science, this does not
mean that the level of ambition can not
be raised over time. Likewise, many of
the key arrangements are likely to be
economically inefficient at the outset,
but the regime may still allow space for
improvement via ongoing collaboration
and negotiation.

The elements tracked in this ‘Scorecard’
are themselves fundamental to creating
positive perceptions of the ambition,
efficiency, fairness, and transparency
of the climate regime, and because they
are more concrete, they are more useful
to track.
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0 17 Gt of reductions below “Business as Usual” in 2020 are required
for a 450 ppm, 2°C pathway

Global GHG emissions, Gt CO,e per year projec*:

75 - Reference
pathway

70 "Business as

65 | Usual

60 Current proposals*

55 |- 8-11 Gt abatement
in 2020

50 r

45

40

B 450 ppm pathway
0=* ! ! ' ! ! ! ! ! (with overshoot)
1990 2000 2010 2020 2030

Change relative to 1990
Percent

*US - 17-28% below 2005 level by 2020; EU — 20-30% from 1990 level by 2020; China — Reduce energy consumption per national income
by 20% between 2005-10; Russia — stabilise emissions at ~30% below 1990; Brazil — Reduce deforestation rates by 70% by 2017,
equivalent to 4.8b tons less CO, emitted cumulatively; Japan — Reduce 80% by 2050 from current levels; Canada — 20% reduction from
2006 level by 2020; Mexico — Reduce emissions from 2002 levels by 50% by 2050, plus proposals from 12 smaller Annex 1 countries.
Assumptions have been made on timeline and pathway to calculate abatement in 2020 9

Source:McKinsey Global GHG Abatement Cost Curve v2.0; Houghton; IEA; US EPA; den Elzen, van Vuuren; Project Catalyst analysis



Under a 25% aggregate developed world cap, carbon markets could deliver|-
3 Gt of offsets and 6 Gt would require public finance support

The split of the required abatement in 2020
Gt CO.e, 2020

' Required abatement for developed country
17 - under 25% aggregate cap

Abatement in developing
countries financed

through public finance

. Abatement needing additional
financing (to meet incremental costs
from developed world

project

Abatement in developing
countries financed through
carbon markets (counting
towards developed
country caps)

Required Abatement Abatement in

abatement for feasible in developing countries

450 ppm pathway developed countries  needing incremental
<60 €/t CO.,e cost financing from

developed world

Source: McKinsey Global GHG Abatement Cost Curve v2.0; Project Catalyst analysis

Abatement in
developing countries

with negative cost
(NPV positive)

10



The allocation benchmark requires each developed country to do its full

domestic potential, and then share the rest

Gt CO.e project
Emissions cap
A
- N
o Domestic 9 e .
abatement Carbon finance Public finance Developing
country self-
17 funded
5
3
& 3

Required

abatement

for 450 ppm

pathway

Methodology Each developed Shared between Shared between Developed

country developed Annex Il countries country support
responsible for countries on the on the basis of only for capacity
own abatementup  basis of polluter polluter pays and building and
to equal marginal pays and ability ability to pay access to capital
cost to pay

Source: McKinsey Global GHG Abatement Cost Curve v2.0; Project Catalyst analysis
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Developing countries require different types of financial support for
mitigation activities

Developing country cost curve, 2020 (up to €60/tonne, 10% discount rate) pl'ojec':

Abatement cost, €/ionne CO.e

_____________

60 T N |
50 | e
40 E
30 b Degraded forest :
| f tati :

20 k _ Reduced intensive - Onshore wind !
: Reduced deforestation Reduced deforestation agriculture conversion l

10 k fron slash-and-burn ~ from pastureland Other industry I
0 | agriculture conversion i

-10 Rice management 5,000 6,000 7,000 8,000 9,000 10,000 11,000 12,600 13,000 114,000

Recycl%%a”ow flooding Abatement potential

-20
new waste Mt CO.e

-30 ' |

-40 ] |

-50 i |

-60 : i

70 W36t — i< 9 Gt > 1 1-2 Gt !

-80 - Energy efficiency Agriculture and forestry Power supply Demos/emerging

technologies
Support to overcome barriers Support to compensate incremental costs, e.g., Support to compensate
(best practice info, capacity through offset market or grants incremental costs (grants)

building, loans) and international

cooperation 12
Source: McKinsey Global GHG Abatement Cost Curve v2.0



Project Catalyst estimates the financing needs will ramp up from €15-30 bn |
per year to €90-145 bn during the 2010-2020 period

Developing country financing needs pl’ojec‘j O
€ billion (annual averages)

90-145

15-30

65-100

Capacity building ~15-3%
Adaptation 3.9
Mitigation

2010-12 2010-15 2015-20 2010-20

13
Source:McKinsey Global GHG Abatement Cost Curve v2.0; Project Catalyst analysis



eForest-based mitigation levers represent the lowest cost
among the sequestration options

Cost of abatement
€/t CO.e

100

80

60

40

20

-100

*Land use and land use change
**Includes forestry potential in Annex-1 countries

Reduced
deforestation from
slash-and-burn Degraded
agriculture forest re-
conversion Reduced forestation
deforestation
from timber
harvesting
Reduced 10
deforestation
from Pastureland
pastureland afforestation
conversion Forest

2020 VIEW
project
. Forestry and LULUC*

Coal CCS
new build

Cropland
afforestation

20

Reduced deforestation
from intensive
agriculture conversion

management

Forestry is 30% (5.9 Gt CO.,e**) of

the abatement potential with an
average cost of €9/t CO,e

Source:McKinsey Global GHG Abatement Cost Curve v2.0

Abatement
Gt CO,e

14



