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Background on 3C  

� 3C is investment advisor to the Luxemburg based Investment Fund CCI 1 S.A.

- CCI 2 S.A. will be launched early 2008 (CERs,ERUs, tCERs,lCERs)

- Hedge Fund will be launched early 2008 (EUAs, sec. CERs, VERs)

- Headquarter in Frankfurt/ Germany, offices in Berlin, London, Santiago de Chile, 
Washington, D.C. and Beijing (Jan. 2008)

� We are looking for tCERs and lCERs - but registered projects are lacking!

� We purchase AR credits for the voluntary market

� Deal sizes range from 500 to 50,000 tCO2

� 3C is one of the three worldwide leading companies for high-quality VERs

- all VERs are certified (CDM, VER+, CCB, Social Carbon, GS)

VER track record

- Total pipeline volume (Dec. 2007): 5m VERs

- of which 2.3m VERs contracted

- of which 100t from AR projects

- no REDD projects yet contracted
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LULUCF  credits

Source: L. Pedroni
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Private sector interest in temporary credits

Improved market liquidity
� Increased volumen of tradable credits reduces market uncertainty and 
volatility.

Diversification of compliance types
� Companies can use tCERs ‚to buy time‘ and to find their ideal mixture
of when buying permanent credits and when to temporarily offset SOME 
obligations through cheaper tCERs.

� A new option to improve long-term ER planning

� Syncronisation of investment cycles and abatement plans

More flexibility on ER planning and application of diff erent carbon
asset classes reduce compliance costs.
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tCER use options and pricing models

Case 1: falling prices

� allocation gap can be closed with cheaper tCERs

� purchase CERs when prices are down, for replacement of tCERs

� expected price structure: PtCER= PCER- � PCER1/CER2 - (-iCER)

Case 2: stable prices

� sell allocations, fulfill comliance with tCERs

� use increased liquidity for financing reduction measures/ new plants

� purchase permanent CERs on a forward basis

� expected price structure: max.PtCER = irevenue / costs new measures/ plant
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tCER use options and pricing models (cont.)

Case 3: volatile prices

� use tCERs to fill allocation gap in case of current unattractive prices
(tCERs as buffer)

� will be interesting at the end of a trading period, when allocation can
not be used anymore for compliance in the corresponding period

Case 4: rising prices

� purchase of tCERs not attractive, since CER purchase is postponed to 
a period of higher price levels

� only attracive if PtCER < i� PtCER – P CER
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Lessons learnt from LULUCF

Demand side

In Theory:
� Compliance buyers at EU-ETS show a general interest in using
temporary credits

- 5-10% of the total allocation could be replaced with tCERs

- No clear price expectations – average opinion: 50% of CER prices

� Canada & Japan could have a demand
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Lessons learnt from LULUCF

Demand side

In Practice:
� no demand from Europe‘s private sector for compliance due to EU-ETS 

restrictions

� Biocarbon Fund did the only tCER deal so far

� demand from Canada & Japan is expected but unclear

� Buyers lack knowledge about tCERs/lCERs
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Lessons learnt from LULUCF (cont.)

Supply side

� EB procedures create disadvantage for LULUCF projects:

- 10 methodologies available but only one registered project!

- projects get lost in endless approval EB loops 

Although there is a demand for temporary credits, this market has been 
killed before it could start.
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Outlook on REDD – Demand is key!

Voluntary Market

� We expect an overall growth of the high-quality VER market

� We do see growing demand for forestry credits

� Awareness creation for REDD projects needed:

- REDD projects are understood as biodiversity protection projects, the link to 
climate change mitigation is not yet well known.

BUT: VER deal sizes are small and REDD projects tend to be huge!

There is a risk the VER market will be flooded with REDD VE Rs.

Compliance Market 

� Will there be a ‘dual market approach’ (a new market only for REDDs)?

� It is not yet clear whether the private sector will be able to play a role!

� Sectoral targets for Annex 1 (and non-Annex 1 countries) for avoided 
deforestation will help to create a demand
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Outlook on REDD – Quality is key!

� Methdodologies are needed for both markets: 
voluntary market & early action for Post 2012 compliance

� Quality versus quantity! 

� Third party quality assurance needed

- we have standards (VCS, VER+, CCBA)…

- … but validators lack experience

The voluntary market can serve as a learning arena.

BUT:
- Permanence

- Additionality

- Leakage

- transparency of carbon accounting

… are treated even more rigorously on the voluntary market.
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REDD Market Requierements

� Legal framework needed

� We need early action: Hybrid approach is needed, co mbining project and national 
baselines

- Allow for a certain amount of credits being delivered on the basis of a project baseline

- Allow for increasing project revenues through applying a national baseline approach:

� for ‘good performing’ countries – project yield can be higher

� for ‘bad performing’ countries – initiatives can be started & there is an incentive to   
improve

� There is a risk that fast mover countries with stro ng forestry administrations will flood 
the market before other countries have set up their  procedures to join.

� Easy to understand REDD credit type needed

- In case of a ‘One-Market-Approach’: make sure REDD credits are easily convertible to 
whatever credit is traded after 2012 to offset other emissions (within the EU-ETS)
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