International Workshop on Carbon
Markets in Emerging Economies

Voluntary Market experience

November 2010
Divaldo Rezende PhD



Who We Are

Sustainable Carbon is a co-developer of greenhouse gas emission (GHG) reductions
projects for the carbon market. We manage a portfolio of over 17 million carbon
credits, the majority of which are verified emission reductions (VERs) that bring
substantial social, environmental and economic benefits to our stakeholders. We are:

*Experts in renewable energy, fuel-switching, co-generation, potent GHG destruction
and biomass projects for both the voluntary and compliance markets

*The leading project developer in terms of the number of VCS and SOCIALCARBON®-
validated projects on the Markit® Environmental Registry

*Expanding our geographic scope throughout South America, North America and
Africa
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Working primarily with ceramic factories in rural Brazil, our fuel-switching projects promote
the use of energy sources that are environmentally-responsible by changing the types of
energy sources that fuel small and medium industrial production:

*Switching of native, old-growth forest timber for renewable biomass:
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Business’ Climate Mitigation Strategy Sustainable Carbon Projects’ Climate Strategy

Carbon Responsible
Offsetting

Energy Efficiency Energy Efficiency

Materials Sourcing

Responsible Carbon Revenue =

terials Sourcing Improvements BUidInG EHciency

Building Efficiency Ma

cy: Renewable biomass burns hotter and cleaner
aterials Sourcing: Renewable biomass is used instead of fossil fuels or old
ncy: Kiln changes & new plant layouts improve safety & reduce emissions

e: Part of the revenue generated from the commercialization of credits a
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Interactive site lets Natura communicate sustainability initiatives with customers:
ehttp://scf.natura.net/Conteudo/Default.aspx?MenuStructure=4&Menultem=29
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State of the Voluntary Carbon Market 2010
Ecosystem Marketplace & Bloomberg NEF Report Summary

Ecosystem Marketplace Elggmﬁﬁ g
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Figure 1: Transaction Volume Growth for the Voluntary Carbon Markets
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Source: Ecosystem Marketplace, Bloomberg New Energy Finance.
Despite the decline in the transaction volume, the volume in 2009 was still 39% above 2007 levels,

giving the market optimism for growth
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Global Carbon Market 2009

Table 1: Transaction Volumes and Values, Global Carbon Market, 2008 and 2009

Veolume (MtCO,e)

2008

2009

Value (USS$ million)

2008

2009

Voluntary OTC 57 51 Ca20 ) C 326 D
CCX 69 41 307 50
Other exchanges 0.2 2 2 12
Total Voluntary Markets 127 94 728 387
EU ETS 3,093 6,326 100,526 118,474
Primary CDM 404 211 6,511 2,678
Secondary CDM 1,072 1,055 26,277 17,543
Joint Implementation 25 26 367 354
Kyoto [AAU] 23 155 276 2,003
New South Wales 31 34 183 117
RGGI 62 813 241 2,667
Alberta’s SGER 3 5 34 61
Total Regulated Markets 4,713 8,625 134,415 143,897
Total Global Markets 4,840 8,719 135,143 144,284

Source: Ecosystem Marketplace, Bloomberg New Energy Finance, World Bank.

Though the overall voluntary market declined by nearly half, the OTC market where Social Carbon +
VCS credits trade declined significantly less than in the CCX market.



Building Bridges: An Overview of the Report

In 2009, the Voluntary Carbon Market experienced its most difficult

year to date:
*The Great Financial Crisis (GFC) slashed corporate budgets for offsetting

eNational debt inbalances, the GFC and “climate gate” conspired to kill would-be
regulatory regimes in the United States, Australia and New Zeland (among others),
depressing sales

*Result: The total value of the “pure” voluntary market dropped by nearly 50% over the
previous year

However, market players are bullish about a strong rebound in 2010:

*The pre-compliance segment of the voluntary markets, primarily in the US,
demonstrated significant growth during 2009.

*Despite the GFC, SOCIALCARBON® credits saw an average increase of USS.20 per
credit to USS7.6

*Eleven project developers plan to use the SOCIALCARBON® Standard in their projects
this year, speaking to the robustness of the standard.
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Offset Volume .“

up to . 1Mt

® upto.5Mt

® upto 1Mt
@ upto3mt Dominant Project Type . Efficiency/Fuel Switching . Methane
. More than 3Mt . No project type data . Renewables i Fnrestr].r

°In 2009, Latin America experienced growth, particularly in the forest carbon markets. Two countries,
Brazil and Peru, supplied the bulk of the credits totaling 12% of the total OTC market volume
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VCS & SOCIALCARBON Standard Market Share

Figure 6: Third-Party Standard Utilization, OTC 2009
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Source: Ecosystem Markeipiace, Bloomberg New Energy Finance

Social Carbon managed a slight increase in its market share (from 1% to 1.3%) and all Social Carbon
credits transacted were stacked with VCS verification, the most trusted and widely-used standard in
the voluntary market as it is the only voluntary carbon standard specifically designed to exacting ISO
principles.
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H USTAINABLE
Social Carbon managed a slight increase in its market share (from 1% to
1.3%), and all Social Carbon credits transacted were stacked with VCS
verification. Greenhouse Friendly, COM/JI and VER+ all saw continued

declines in transaction volumes as combined, they captured less than 1% of

the market.

15



What Buyers Want...

What are the most important factors your company considers when purchasing carbon credits?

Projects' ability to generats
local commmiumity benefits

Experience and credibility of rp———

implementing crganisaticns

Carbon standards for
certification of the offsets

Project type

Cultural and brand fit
Project lecation

Price

Projects" ability to create
bicdiversity benefits

Projects which compliment &
company's geographic operations

Carbon credits which are usaful
for future compliance targets

it with existing CSH actvities

Yintage of carbon credits
0%  10%  20%  30%  40%  50% - :
Source: Ecosecurities Carbon Management and Offsetting Trends Survey Res 3 . Carbon Standal’ds
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Popularity of Co-Benefit Standards

Figure 51: Standards Suppliers Intend to Use in 2010
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Figure 23: Average Credit Price by Project Type, OTC 2008 vs. 2009
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Source: Ecosystem Markelplace, Bloomberg New Energy Finance. Note: 2009 figures based on 326 observations, 2008 figures basedon 330.
Chservations

There was an increase in the price for fuel switching projects, from $5.7/tCO2e to the relatively high price
of $6.6/tCO2e, due primarily to the fact that the majority of these projects are validated by and generate
Social Carbon plus VCS credits.
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VCS & SOCIALCARBON Standard Price

Figure 34: Average Price by Standard, OTC 2008 vs. 2009
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Prices for VCS-stacked Social Carbon credits increased slightly, up 3% from 2008 to an average
$7.6/tCO,e in 2009



Co-Benefits and the Carbon Market

Co-Benefit Standards and the International Carbon Market:

® Four widely-recognized co-benefit standards:
« SOCIALCARBON® Standard M sociALCARBON®

® GOId Standard® E”. The Gold Standard

e

* Climate, Community & Biodiversity (CCB) prpaie e

/

Standard Association
e Plan Vivo '-'%P'“"“”"

LT .
i

*Of these four standards, Plan Vivo and CCB are applied to
forestry projects, while the Gold Standard® and
SOCIALCARBON® Standard have more project flexibility

he Climate, Community & Biodiversity Alliance

Zé Eduardo of the Cavalcante Factory
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SOCIALCARBON Standard

* SOCIALCARBON is a Standard developed by the
Ecoldgica Institute (El), a Brazilian NGO focused on
climate change research and sustainable community
development

* Endorsed by ICROA and designed to strengthen co-

benefits of carbon offset projects |CROAG"

INTERNATIONAL CARBON REDUCTION AND OFFSET ALLIANCE

e The SOCIALCARBON Methodology (SCM), which the
El developed in 2000, is the key element of the
Standard

e SOCIALCARBON is used for monitoring co-benefits of
offset projects. It is normally combined with another
standard, such as VCS (Voluntary Carbon Standard),
CAR (Climate Action Reserve) CDM, etc. Cangugu Research Center, part of the Instituto Ecoldgica




Co — Benefits Standards

Co-Benefits Standards focus on bringing additional benefits to the location
of a greenhouse gas emission reductions project

SOCIALCARBON® Standard

Relation to Other * Monitors co-benefits of offset projects only, so it must be used in
conjunction with a carbon-accounting standard (e.g. Voluntary Carbon
Standards Standard)

* Integrates well with other standards
* Isan “add-on” standard — a plus for carbon offset projects to improve the
project’s sustainability.

Project Type * Accept most_projects activities.
* Methodology has been applied for renewable energy, forestry, landfill and

fuel-switching
* Any type of project that could demonstrate an improvement in livelihoods
is eligible

Applicability

22



SOCIALCARBON®

SOCIALCARBON® Standard

Guarantee of Co-Benefits ° Project must demonstrate continual improvement or loses
SOCIALCARBON® accreditation
* |f indicators decrease in score over two consecutive monitoring
periods, the project loses its status
* Improvement is assured through periodic monitoring of the project and
independent verification by a DOE

Success depends on: * The project developers and stakeholders commitment in improving the
sustainability of the project

& Workers a‘o Negro, a futurd'Sustainable Cﬁon project inf Irandulgia
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Concept & Philosophy

SOCIALCARBON Standard®

*Meant to be flexible, focused on
problem-solving and consider the
priorities of local people to find paths and
perspectives on how to improve the
sustainability of the project

SOCIALCARBONZ® lets Sustainable Carbon
build a bridge by which all organizations
can enter into and benefit from the carbon
market to improve the livelihoods of
project stakeholders.

Clockwise, from top-left: Jodo tosses a sustainanbly-fired brick onto a truck to be sold in the
local construction market, generating jobs; the opening where native firewood was fed into
the kiln is now sealed and renewable biomass is poured in overhead; sunset in the Amazon

30 24




Measuring Sustainability with SOCIALCARBON®

 Six sustainability aspects Social e Point 02, ...10-=Continual
measured over the 10-J8dnen the interﬁarional conmmtbRédient is the goal, and

lifetime of the project ¢, ppo rts.the arben eques‘z‘}"c'i‘l‘fd?f“ke that happen

f tS oty O40€cO
Carbon %
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~ Human

e That investment leads
to Point 01 whereby
fforts clients can

baseline scenario -
how sustainable is the W

project at the imoron : d O lolcal transparently see
begining? j; their investment
making a difference

Technology

e Even at Point Zero, GHG

reductions are being That sequestere rbn becomeslits, neutralize their

realized — gur fgllow co- SOCIA‘\LCAF“/BON@. fJnav0|f:IabIe emlss'lons', 'and
developer is taking the Natural invest in the sustainability of
initiative to mitigate climate the project

change




SOCIALCARBON® Case Study: Lucevans Ceramic
Factory

Lucevans ceramic is a small business that produces ceramic
products such as bricks and roof tiles for the local market around
Panorama, Sao Paulo, Brazil. It is co-developed by Sustainable
Carbon.

Key Points about the Project Loctation:

eLocated in the Cerrado woodland-savanna, composing over 21%
of Brazil.

*Cerrado is under threat from human expansion and agriculture

*Home to such animals like the giant anteater, giant armadillo and
the jaguar

Key Points about the Project:

*One of the first fuel-switching projects under Sustainable
Carbon’s management

*Renewable biomasses used: sugar cane bagasse, sawdust, small
wood residues and peanut shells

*The project is estimated to reduce approximately 85,031 tons of
CO, equivalents during its ten year crediting period




Lucevans’ SOCIALCARBON® Hexagon

Summary: Lucevans’ Contribution to Sustainability

= |ncreased participation of women in the workforce since last report

=Low-rate of illiteracy at the workplace (13%)

=Increased automation of machinery has increased worker safety and health

=Truck has been acquired and the owner faces no difficulty in repaying the loan

=Entrepreneur has improved his communication with the employees about the carbon-reduction project
=Clay for use in products is sourced from an environmentally-responsible company
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re Improvements

- Work with INCOESP (Ceramic Industry Cooperative of

Western Sdo Paulo) to discuss ways to improve the

project
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Markit®

ACCOUNTHOLDERS REGISTERED PROJECTS

Project Name Project Id
Maraca Ceramic Fuel Switching Project MARACAVCS

Menegalli Ceramic Fuel Switching Project MENMEGALLIVCS

Menegalli Ceramic Switching MENGALLI1
Monrenewable Biomass Project

Milenium Ceramic Switching MILENILUR
Mon-renewable Biomass Project

Milenium Ceramic Switching MILENIUMCERAMIC
Mon-renewsable Biomass Project

Mascente Ceramic Switching Fuel Project  NASCENTEWVCS

MNova Dutra, Sdo Silvestre and Vila Nova ND_SS VN _VCS
Fuel Switching Project

Panocrama Ceramic Fuel Switching Project PANORAMA_VCS

Por do Sol Ceramics Switching Fuel PORDOSOLVCS
Project
Reunidas Ceramic Switching REUNIDAS

Mon-renewable Biomass Project

Reunidas Ceramic Switching REUNIDASWVCS
Mon-renewable Biomass Project

Santcrini Ceramic Fuel Switching Project  SANTORINIVCS

 (http://www.markitenvironmental.com/registryview.php?pg=prj&regid=3 )

ISSUANCES/LISTINGS

Search

Project Type

Energy Industries -
renewable/nonrenewable
SOUTCEs

Energy Industries -
renewable/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewable/nonrenewable
SOUTCEs

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

Energy Industries -
renewsble/nonrenewable
SOUTCES

BY sociaLcArBON®

HOLDINGS

Status
Active

|zsued

Izsued

Issued

Issued

|ssued

lzsued

|zsued

lzsued

|zsued

Issued

|ssued

Registry Scocial Carbon

Dewveloper
Social Carbon
Company

Social Carbon
Company

Social Carbon
Company

Milenium

Milenium

Sccial Carbon
Company

Social Carbon
Company

Social Carbon
Company

Social Carbon
Company

Reunidas

Reunidas

Social Carbon
Company

Validator

RETIRED CREDITS

- Page 2 =

Crigin Documents

Bureau Veritas Certification Brazil View

Holding SAS

Tuv Nord

BRTLV

BRTUV

Tuv Mord

Tuv Nord

Tuv Mord

Tuv Nord

Tuv Nord

BRTLW

Tuv Mord

Tuv Nord

1 N
W Project Decumentation - Mozilla Firefox |ﬂ|

|| httpfwww.markitenvirenmental.com/registnyview.phip ’fj|

Project Documentation:
Maraca Ceramic Fuel Switching Project

Project ldea Note

VC5 Project Description

Final Validation Report

Monitoring Report

Final Verification Report

Maraca Social Carbon Report Point Zero

Maraca Social Carbon Final Validation Report Point Zero
Registration Deed

Issuance Deed

Concluido

Brazil View

Brazil View

Brazil View
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Conclusion

Sustainable Carbon prefers the SOCIALCARBON® Standard because it:

* |sinclusive: any project that can demonstrate the potential to create better livelihoods is eligible

* Provides transparency as a methodology and SOCIALCARBON credits are listed in their own

registry in the Markit™ Environmental Registry

* |s inline with our philosophy: priorities of local stakeholders are addressed and monitored

throughout the lifetime of the project

* Provides our clients with the opportunity to engage in and be responsible for the increase in the

sustainability indices of the project
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Gracias

Contact Us:

Rua Borges Lagoa, 1065 — Conjunto 144
Vila Clementino — Sao Paulo, SP

CEP: 04038-032 | Bratzil

Stefano Merlin| CEO
E-mail: smerlin@sustainablecarbon.com

Tel: +55 (11) 2649 0036 2 é[_‘_":/mTé SOLUTIONS

Access: www.sustainablecarbon.com "


mailto:smerlin@sustainablecarbon.com
http://www.socialcarbon.com/
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