
Merrill Lynch Commodities, Inc.
Carbon Opportunities for the Aviation Sector

Jason R. Patrick
Vice President, Carbon Emissions

ICAO, June 2008



Merrill Lynch offers investors a holistic set of carbon finance solutions

Activities

Launched a new firm-wide 
Environmental Sustainability 
Framework in September, 2007

Lead global sponsor of the
Carbon Disclosure Project 2006 
to 2010

Member of International 
Emissions Trading Association 
(IETA)

Member of Carbon Markets 
Association in UK and Investors 
and Business for US Climate 
Action 

Sponsor of the London Accord

Sponsor of the MIT Joint Program 
on Science and Policy of Climate 
Change 

Research teams including SRI 
research develop climate change-
related reports of interest to 
investor clients

Activities

Global Wealth Management 
business is a leader in wealth 
management for high and ultra 
high net worth individuals; offers 
a product distribution channel

Blackrock, in which ML has an 
almost 50% stake, has assets of 
over $1.8 trillion

Achievements

Blackrock manages the market-
leading $7 billion New Energy 
Technology Fund into which  
GWM clients can invest 

In 2007, Research launched ML
Energy Efficiency Index, 
Renewable Energy Index, and 
Carbon Leaders Index. 

Launched a Carbon Emission 
Tracker structured emissions 
product

Launched Merrill Lynch Global 
CO2 Price Index for institutional, 
asset management and individual 
investors

Activities

Financial advice and due diligence 
where carbon value is material in 
cash flow forecast

Raising capital including IPO 
companies with focus on low-
carbon technology

Leveraged M&As, advising sales of 
low-carbon technology companies.

Achievements

Global coordinator for  $8 billion 
Iberdrola Renovables IPO

$35 million principal investment in 
Vulcan Power, California based 
geothermal power development 
company; more than $400 million 
of financing for Asian clean 
technology companies including 
Trina Solar and China Sunenergy.

Private equity investment of $55 
million to acquire Vestas India, 
wind turbine manufacturer

Founding investor in NYMEX-
Green Exchange

Activities

Emissions desk offers trading, 
brokerage, and intermediation 
services for EUA and CER market

Carbon credit origination and 
structured products (CER, ERUs, 
VERs) to assist investors, compliance 
and voluntary buyers

Carbon-driven debt/equity 
financing for emission reduction 
projects

Merrill Lynch Green & GoldSM: 
Offering  innovative full-service 
climate change solution with a 
strong focus on sustainability 

Achievements

Investors in Core Carbon Group,  
company undertaking emission 
reduction projects in Russia

Structure world’s first avoided 
deforestation projects in Aceh, 
Indonesia meeting the CCBA 
voluntary carbon standard

Underwrote European Investment 
Bank’s new Climate Awareness 
Bond in 2007 focused on renewable 
energy

External EngagementGlobal Wealth ManagementInvestment BankingCommodities and Fixed Income



Carbon market volumes and value continues to grow

Global carbon market (billion tonnes CO2e)

Market 
segmentation

Source: IETA

Buyers – 2007

Sellers – 2007

Sellers and buyers of CERs and ERUs



Key developments in carbon policy

December 2007

– Australia ratifies the Kyoto Protocol

– Bali Roadmap leading to Copenhagen in December 2009 

– Avoided deforestation projects receives widespread support

H1 2008

– European proposal for EU ETS Phase 3 (2013-2020)

– Japan signals shift from voluntary to mandatory cap-and-trade

H2 2008

– Remaining US presidential candidates support cap and trade

– Lieberman-Warner bill brought before US Senate floor

– Australian ETS design proposal discussion paper

– Article 9 Review of Kyoto Protocol



Implications and trends in carbon market

EC proposal has created uncertainty in CER market

– EUA-CER spread has widened in Q2 2008

– Market heavily skewed towards belief in post-2012 CDM market

CDM activities are slowing…but no shortage of new entrants

– Public tenders for primary non-guaranteed CER showing exuberance

– Publicly-listed companies which have long CER positions are affected

CDM reform widely expected under Article 9

– Which countries/projects may be off the table?

– Will there be a place for sector agreements?

Voluntary carbon market growing rapidly

– Early movers looking at avoided deforestation (REDD)

– REDD likely to become Kyoto-compliant



Summary of risks…

Increasing attention on emissions growth in aviation

Likely compliance coverage in EU

– 10% reduction and 25% auction by 2011 under parliamentary proposal

Investor pressure to disclose carbon risks

– Carbon Disclosure Project, representing $57 trillion of assets under 
management, requests companies to disclose management of carbon issues

Public pressure to address climate impacts



….and opportunities

Merrill Lynch Commodities Inc. (MLCI) can provide joint fuel/emissions 
structures for clients in the aviation sector

MLCI can provide the suite of carbon products – EUAs, CERs, VERs – to get 
ahead of carbon compliance

Opportunity to establish competitive differentiator in sector and create 
environmental value through product innovation around carbon 

– Merrill Lynch Green & GoldSM

– purchase lower-cost, high-sustainability VERs instead of higher-priced 
Kyoto-compliant CERs for carbon offsetting



Carbon Offsets
• VERs & CERs
• Highest standards
• Energy and forestry projects
• Flexible volumes

Merrill Lynch 
Commodities

Carbon Footprint
• Transparent methodology

based on best practices
• Bespoke approach
• Dedicated tools

ICF International

Carbon Management
• Cost effective energy and 

emissions reductions
• Offset strategy
• Portfolio approach 

Merrill 
Lynch
Green 

& 
Gold

Innovative full-service cooperation between Merrill Lynch and ICF International

Merrill Lynch Green & GoldSM – Overview



Sample Green & GoldSM VER project



Ulu Masen Ecosystem Project

Merrill Lynch has agreed a carbon finance strategy for the Ulu 
Masen Ecosystem project.  Carbon Conservation is partnering 
with Fauna & Flora International, the world’s oldest 
conservation organization, and the Province of Aceh, to save 
large areas of threatened tropical forests

Aceh has 3.5 million ha of tropical forests that  provide essential 
ecosystem services, such as clean water production, flood 
prevention, erosion mitigation, and climate regulation. This 
ecosystem is jeopardized by the increase in demand for timber 
after the 2004 tsunami, which has already led to increased illegal 
logging

The project will designate 750,000 hectares as ‘Carbon Forests’
(presently 150,000 hectares of conversion forest and 350,000 
hectares designated for timber production), which will result in
approximately 3.4 million tones of avoided CO2 per year for the 
30 year project life

The aftermath of the 2004 
tsunami in Aceh

Overview



In February 2008, independent auditor Smartwood 
concluded the validation of the Ulu Masen 
Ecosystem project using the Community Climate 
Biodiversity Alliance (CCBA) standard. This is the 
first ever validation of this standard and creates the 
opportunity to start the verification of CCBA VERs 
from 2008 onwards

The Ulu Masen Ecosystem project will produce VERs 
that pass the additionality test and will have 
substantial sustainable redevelopment benefits for 
the region

Green & Gold Approach

Ulu Masen Ecosystem Project (continued)



The CCBA VERs from the Ulu Masen Ecosystem are an attractive alternative to the VERs 
currently traded in the market that will carry significant public relation benefits for their 
purchasers:

Innovative: First-ever audited CCBA VER project for avoided deforestation

Environmental integrity: Avoided deforestation is an issue that has so far not been 
addressed even though deforestation contributes to 20% of the world-wide greenhouse gas 
emissions 

Sustainable development: Project focuses on a region that was hit by conflict and natural 
disaster. The project shows that there is an alternative to the traditional patterns of 
development and will provide benefits for the local community by providing an alternative 
economic activity and maintains invaluable biodiversity

High profile: The project has already received significant media attention (The Economist, 
Wall Street Journal, Fortune Magazine) and will be a showcase for an avoided deforestation (so-
called REDD) mechanism being negotiated under the United Nations climate change treaty

Award-winning:  Short-listed finalist for Financial Times’ Sustainable Deal of Year Award 2008

CCBA VER available for purchase by Taiwanese companies later in 2008

Green & Gold Approach

Ulu Masen Ecosystem Project (continued)



Disclaimer

 Merrill Lynch prohibits (a) employees from, directly or indirectly, offering a favorable research rating or specific price target, or offering 
to change such rating or price target, as consideration or inducement for the receipt of business or for compensation, and (b) Research 
Analysts from being compensated for involvement in investment banking transactions except to the extent that such participation is 
intended to benefit investor clients.

 This proposal is confidential, for your private use only, and may not be shared with others (other than your advisors) without Merrill 
Lynch's written permission, except that you (and each of your employees, representatives or other agents) may disclose to any and all 
persons, without limitation of any kind, the tax treatment and tax structure of the proposal and all materials of any kind (including 
opinions or other tax analyses) that are provided to you relating to such tax treatment and tax structure.  For purposes of the preceding 
sentence, tax refers to U.S. federal and state tax.  This proposal is for discussion purposes only.  Nothing in this proposal, the nature of 
any services or any dealings between Merrill Lynch and you has or will be deemed to create a fiduciary or agency relationship between 
Merrill Lynch and you or your shareholders, creditors, employees or any other party.  Merrill Lynch is not an expert on, and does not 
render opinions regarding, legal, accounting, regulatory or tax matters.  You should consult with your advisors concerning these matters 
before undertaking the proposed transaction.

 Merrill Lynch is a full service securities firm engaged, either directly or through its affiliates, in various activities including securities 
trading, investment management, financing and brokerage activities and financial advisory services for companies, governments and 
individuals.  In the ordinary course of these activities, Merrill Lynch and its affiliates may actively trade the debt and equity securities or 
other financial instruments (or related derivative instruments) of you or other entities discussed in this proposal for their own account 
and for the accounts of their customers and may at any time hold long and short positions in such securities and instruments.  The 
interests of Merrill Lynch and its affiliates may conflict with yours. 
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