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Disclaimer
This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS 
AG is referred to as UBS SA.
This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment 
strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is 
published solely for information purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related 
financial instruments in any jurisdiction. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the 
information contained herein, except with respect to information concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary 
of the securities, markets or developments referred to in the report. UBS does not undertake that investors will obtain profits, nor will it share with investors any investment 
profits nor accept any liability for any investment losses.  Investments involve risks and investors should exercise prudence in making their investment decisions. The report 
should not be regarded by recipients as a substitute for the exercise of their own judgment. Any opinions expressed in this report are subject to change without notice and 
may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. Research will initiate, update 
and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions. Different 
assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel 
and other constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the 
information contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups 
or affiliates of UBS. The compensation of the analyst who prepared this report is determined exclusively by research management and senior management (not including 
investment banking). Analyst compensation is not based on investment banking revenues, however, compensation may relate to the revenues of UBS Investment Bank as a 
whole, of which investment banking, sales and trading are a part.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for 
all investors, and trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in 
response to fluctuations in interest rates and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may 
adversely affect the value, price or income of any security or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients 
should contact their local sales representative. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability 
for any loss or damage arising out of the use of all or any part of this report. For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or 
subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market maker or liquidity provider (in accordance with the interpretation of these terms in 
the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in accordance with the definition given to it by the laws and 
regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and employees may have long or short positions, 
trade as principal and buy and sell in instruments or derivatives identified herein.
Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments.  There is no representation 
that any transaction can or could have been effected at those prices and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based 
valuations and may be based on certain assumptions. Different assumptions, by UBS or any other source, may yield substantially different results.
Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible counterparties or professional clients 
and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is authorised and 
regulated by the Financial Services Authority (FSA).  UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the 
research where applicable. 
The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.
UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions 
of third parties in this respect. © UBS 2010. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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The Scale of the Challenge Requires Action By All Parties

 Emissions must be reduced by 50-80% (from 2000 levels) by 2050, equaling a  60-70 
GtCO2e reduction from business as usual levels, to stabilise average temperatures at 
2°C above current levels1

 The magnitude of reduction will require a rapid transition to low carbon energy 
sources, decreased energy consumption through efficiency measures and other 
mitigation measures such as reduced deforestation

 National governments and international bodies can provide the regulatory framework 
to put a global price on carbon, encourage investment in the low carbon economy and 
incentivise individual behaviour

 The private sector has a major role to develop innovations in technology and new 
consumer products and to commercialise low carbon solutions

1: IPCC Fourth Assessment Report (2007); 
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 High net worth individuals and family offices
 Seeking an income and/or capital growth based on specific risk/return preferences
 Banks provide advice on investment strategy and investment products (e.g. funds)

Private 

Clients

 Large institutional investors e.g. pension funds, insurance companies
 Seeking to manage a portfolio of assets to produce an income and capital growth to match their 

liabilities
 Banks provide equity research, investment products and brokerage services

Institutional 

Investors

 Public and private companies
 Require financing for developing business and new projects, strategic advice to grow business,

hedging of risks
 Banks provide financing, advisory, trading and risk management services

Corporate 

Clients

Global Banks Provide Financial Services to a Broad Range of Clients

 Private equity, venture capital, hedge funds
 Require financing for acquisitions and leveraged investments, advice on mergers and acquisitions,

trading services
 Banks provide financing, valuation advice, brokerage services

Intermediaries
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Finance is Key to a Low Carbon Future

 Renewable Energy
– It is estimated that over $10 trillion will need to be invested in renewable energy and energy efficiency over 

the next 20 years to avert significant climate change1. Companies access public capital markets to raise 
finance

– $2.595 bn IPO of Chinese wind generator China Longyuan Power Corp (December 2009)
– €1.8 bn IPO of European wind power generator EDP Renováveis (June 2008)
– €930 m IPO for integrated solar PV manufacturer REC (June 2006)

 Energy efficiency

– Although most energy efficiency measures pay for themselves over time, the initial investment can be a 
disincentive.  Financing structures provide capital upfront to be repaid by future energy savings.

– Some energy efficiency measures can produce carbon credits 
– An Asian company producing energy efficient products in discussions to refit hundreds of municipal buildings. 

Revenue from carbon credits makes the project economically viable

 Reduced Emissions from Deforestation and Degradation
– Retaining standing forest is one of the most cost effective ways to mitigate climate change. REDD seeks to 

realise the monetary value of standing forests
– Owner of large tropical forest seeking to sell this asset and is considering alternatives to selling to a timber 

company

1: International Energy Agency World Energy Outlook 2009; 
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Market Mechanisms can be a Tool to Combat Climate Change

 Carbon markets, based on a cap and trade system, can promote efficient and effective 
emissions reductions
– The market establishes a price for carbon that can facilitate long-term investment decisions

– The ability to sell unneeded allowances and to buy carbon offsets direct investments to the cheapest form 
of abatement

– A single global market would be the most effective mechanism but may not exist for some time

– The existing regional markets are currently linked by the common currency of carbon credits

 In 2008 the carbon markets were worth $118bn1

– European corporations’ compliance commitments under the EU Emissions Trading Scheme (EU ETS) and 
sales of carbon credits from emissions reduction projects in developing countries currently account for 99% 
of traded volume2

 By 2020, the addition of markets in the United States and other major economies is 
expected to increase the aggregate value to over $1trn3

– The Regional Greenhouse Gas Initiative (RGGI) covering 10 Northeastern US states was launched in January 
2009; further regional markets are planned in North America, Australia, New Zealand, South Korea and 
China by 2012

1: New Carbon Finance; 2. World Bank; 3. Point Carbon
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 Environmental Disclosure
– Carbon Disclosure Project: 2,500 organizations in over 60 countries measure and disclose their greenhouse 

gas emissions and climate change strategies through CDP

– The CDP Water Disclosure Project: Launches in April 2010. Questionnaires will be sent to more than 300 of 
the world’s largest companies in sectors that are water intensive or particularly exposed to water-related risk. 

– Forest Footprint Disclosure Project: Launched in 2009, companies are asked to disclose information in 11 key 
sections, including Risk Assessment, Sustainable Supply Chain Development and Governance Process

– Securities and Exchange Commission : Guidance on disclosure of material climate change risks and 
opportunities in various public filings

 Equity Research
– Thematic research providing thought leadership on climate change

– Sector research integrating the effects of climate change into specific sectors

– Dedicated renewable energy equity research providing stock-specific recommendations

 Investment Products
– Exposure to macro trends: UBS IB Europe Carbon Optimized Index

– Access to specific investment themes: UBS Climate Change Strategy and Water Strategy certificates

– Matching long-dated liabilities: UBS European Solar Fund
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Challenges

 Carbon Price
– No global market

– Current carbon price driven by difference between coal and gas prices, resulting in long-term investment 
decisions driven by short run pricing mechanism.  Result is that investment decisions not being made

– Inefficient market because lack of political will to decrease caps

 Carbon credits
– CDM future unclear

– REDD still unclear

 Financing of Energy Efficiency
– Small scale projects require aggregation

– Financing liabilities and benefits need to attach to the property, not the owner or tenant
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Contact information

www.ubs.com

Wanda Kim
Head of Environmental Advisory Group

100 Liverpool Street
London 
EC2M 2RH 
+44 (0) 20 7568 9143
Wanda.kim@ubs.com


