'.

«'3 w*’

*

¥ Climate and your business

Durban
June 2009




Background

o Kyoto Protocol

e 169 Countries

o Most recent was Australia in 2007
e Annex 1 Countries —targets

o South African position



Kyoto and beyond

o Kyoto Protocol First commitment
period (2008-2012)

Binding targets for developed
countries

No targets for developing
countries

Incentives to facilitate transfer of
low carbon technologies e.qg.
CDM

It sets out to lower global
greenhouse gas emissions by
25-40% from 1990 levels by
2012.

Post Kyoto (2013+)
- Bali Roadmap - centered on

four main building blocks —
mitigation, adaptation, techno
logy and financing. A long-
term agreement should address
a shared vision for cooperative
action, including a long-term
global goal for emission
reductions.

- G8 Summit
- Group of Five

e China

e India

e Braazil

e Mexico

e South Africa



Copenhagen talks

e Countries have agreed that in Copenhagen, an
ambitious climate change agreement will be reached to
follow on the first phase of the Kyoto Protocol, which
expires in 2012



Copenhagen, here we come

Copenhagen, here we come
Will a global post-2012 climate agreement to be reached before 2012. [N=3060]

Not sure

°
Po I nt Ca rbo n Source: Carbon 2008, "Post-2012 is now": Figure 4.1, page 42, 11 March 2008




Could it happen without the US?

Could it happen without the US?

Question: “Will there be a post-2012 agreement, regardless of whether the US participates?” N=3036.

Yes, a post-
2012
agreement will
be reached
regardless

No, a post-
2012
agreement
requires US
participation

=]
Po I nt Ca rbo n Source: Carbon 2008, "“Post-2012 is now": Figure 4.2, page 43, 11 March 2008




What is all the fuss about ?

o Carbon Market worth $30 Trillion by 2010

o Presents significant opportunities for SA (and parts of Africa)

e Increased pressure on disclosure

e Future of S.A.'s status vis Annex 1

o Fastest growing market segment in the world



What are investors saying?

o Capital markets are factoring in climate change response to
their investment decisions

Research: Goldman Sachs will increase our commitment to s'stematicall incoorate

environmental, social and governance criteria into fundamental analsis of comanies.

We believe that companies’ management of environmental and related social risks and

opportunities may affect corporate performance. We further believe that the management

of risks and opportunities arising from climate change and its regulation will be

particularly significant and will garner increasing attention from capital market
participants. |

Goldman Sachs Environmental Policy Framework




Local energy market

e Since energy markets account for a significant share of
global emissions, and in South Africa for a higher share
due to coal-based power generation, it is not relevant to
address the climate change challenge, nor is it possible to
set a business agenda, if the issues relating to the energy
market are not addressed.

e South Africa emitted 495 MtCO2ein 2007/. The <cou
profile is dominated by emissions associated (around
83%), with electricity (53%) industry process emissions
(Sasol 19%), and methane from coal mining, waste
management and agriculture.

e There are only two approaches to tackling electricity
emissions: using less of it (energy efficiency), and de-
carbonising the electricity supply.
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South Africa context

Emissions Intensity
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South Africa context

Emissions per capita

South Africa Brazil China World

Source: Long term mitigation scenario process




Long term mitigation scenarios
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Current and future actions

e Inthe LTMS, the proposed peak, plateau and decline approach for
SA shows a peaking at around 550 to 600 MtCOZ2 to be reached in
2025, with the decline commencing in 2030 from -30% to -40% in
2050. Eskom is currently in a major capital build phase, which
means that its emissions will continue to grow significantly up to
2025, necessitating the long lead time.

e Climate change regulation is becoming a reality in South Africa.
Emissions reporting will soon be a mandatory business
requirement

e Itis expected that electricity tariffs will be increased significantly
year on year, which will stimulate competition and innovation.

e Fast-rising electricity prices due to electricity supply constraints
will have a similar effect to a carbon tax on electricity use
throughout the economy. This will hopefully drive energy
efficiency levels
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Current and future actions...

e More ambitious energy-efficiency initiatives will deliver a
significant part of the climate change solution. This will require
the setting of more specific targets (could be done at sector
level).

e The Demand Side Management (DSM) programme provides an
Incentive to reduce energy use, by assisting selected partners
with funding 50% of the capital expenditure and implementation
costs for viable projects.

e The electricity and energy sector must be stimulated through
liberalisation of ownership and a new regulatory framework to
encourage co-generation and allow energy to be sold back into
the grid (ReFit tarriffs)

e lItis clear that the benefits of early action on climate change will
considerably outweigh the future costs.
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KPMG’s risk preparedness framework: substantial
sector variations
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Health care

Manufacturing Aviation

Building & Financial sector
real estate

Telecommunications Pharmaceuticals

Automotive
Food & beverages

Insurance
0il & gas

Construction &
materials

Mining & metals

Chemicals
Utilities

relatively low —_— relatively high

Perceived level of risk per sector

Four distinct categories of
risks:

1. Physical

2. Regulatory

3. Reputation

4. Litigation

Sector classification:

¢| Danger zonel:
markedly greater than
preparedness

EEEchd | e of t he
risk is roughly matched to
preparedness

®| Safe havenlL: r
high level of preparedness
for relatively low risks
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Business actions

e Business actions are vital for the transition to a low-carbon
economy. Our actions are particularly relevant regarding certain
ISSUes:

Energy efficiency and energy intensity
Strategies — could be sectoral or regional
Deployment of existing technologies
Financing mechanisms

Development and financing of necessary breakthrough
technologies (such as Carbon Capture and Storage).

Additional policy mechanisms to incentivise business
Transfer of technologies to (and from) developing countries
Carbon markets and financial flows
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Overarching concerns

e SA companies need sufficient power — national energy intensity
targets, simply because an improved situation of power
production capacity would be beneficial

e SA companies need investment certainty - if targets are to be
met by 2050, industry needs to know what the pathway is to be
taken for the mid-term, otherwise investments which are to be
profitable for the next 30 years (2008-2038) might not be so, if
policies and mid-term-targets are imposed at some later stage.

e Thereis aneed to safeguard competitiveness — all sectors need
to contribute to emission reductions on an equitable basis.

e Innovative financing options need to be developed for SA
companies to participate more in the CDM, and to enable
technology transfer or research and development
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Corporate responses in summary
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Business risks —regulatory

e SA expectsto be bound to a cap in future climate treaties, and
may in fact be pressured into an earlier interim cap (most likely
In the periods from 2025- 2050), or at least to demonstrate
progress.

e Business needs to take into account 4 ‘emission’ periods:

Preparation : now to 2012
Upwards to a cap : 2012 — 2025
Plateau : 2025 — 2035

Decline: 2035 — 2050

e Business needs to concern themselves with the first two
periods — urgently.
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Regulatory risks

e What remains to be seen is whether SA can commit to relative
targets before 2025 — depending on the existence of emission data.
This would heavily depend upon changes in the energy system.

e The debate on a Carbon tax versus cap-and-trade system is related
to the relative target discussion. The LTMS demonstrates that, to
meet a long-term-target by 2050, significant efforts need to be
made, particularly now that nuclear has stalled

e National-mid-term-targets need to be considered, otherwise industry
will operate under great uncertainty. These targets do not have to be
internationally binding.

e A proposed national cap and allocation system (possibly in
combination with a tax system) would need to be proclaimed in
2010/2011, in line with a possible third Kyoto commitment period
(2012 — 2025), PLUS areward system for early reductions.
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Physical risks

e Changes in precipitation patterns and rising
temperatures— affects crops, biodiversity (and
tourism) etc

e Access to water

e Extreme weather events — flooding, droughts — not
only affects biological processes but disrupts power
supply and production, infrastructure damage, delays

e Rising sea levels — affects physical assets, threatens
groundwater
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Other risks

e Reputational — change in consumer behaviour and
client requests

Trade barriers — demands from trading partners
Investments — investors evaluating long-term Co risks
Loss of value — assets

Increased insurance costs

Increased transportation and production cost (tariffs
and taxes)

e Availability of raw materials and interruption of supply

e Cost of adaptation (infrastructure, new vehicle and
building compliance standards)

e Cost of reporting/disclosure

Av’t’"
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Opportunities

e Energy efficiency still the cheapest

e CDM - still scope (Copenhagen and COP talks) - growing
carbon market

e Financing options e.g. leasing of capital equipment etc
e New service lines and products e.g. green architecture
e Use of incentives (see budget speech)

e Cost savings — for early action

e Competitive advantage—* gr e e n edge

e Long-term climate strategies that are built into
sustainability strategies - will ensure longevity but also
prepare for the LTMS trajectory
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Key messages

o Climate change is driving corporate strategy
o Whether you are a climate sceptic or not, this is the new agenda

o Climate presents areal risk to business but there is still a window
of opportunity

o Business thus needs to develop a fully integrated, tactical
plan, with set targets and timeframes. Planning should focus on
the 2025 to 2030 period

e Reporting frameworks are developing from the CDP and
Legislation is imminent — mandatory GHG Reporting Precursor to
a C tax or cap and trade system (or both)
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2008/2009 Budget Speech

o Proposals to encourage emissions reduction practices
- At source 2c/kWh tax;
- RekFit tarriff — although PV and co-gen excluded currently
- Biodiversity conservation incentives;
- Biodiesel tax concession / Bioethanol;
- Sustainable development: emissions charges and taxes
- Incentives for cleaner production technologies;

- Vehicle tax.
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