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Current Climate Policy and Its Impact on Corporate Carbon Exposure

• Copenhagen Accord determined a bottom-up 
regulatory approach. 

• From 2010 until 2013 national policies 
will shape the regulatory environment not 
global policy agreed at the UN. 

In our view:

• Early movers on clean technologies are likely 

to gain advantages

• In the long run, (most) costs will be passed on 
to consumers

• Windfall profits will decrease/dissapear 

• Carbon exposure will vary according to a wide 

range of factors:
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• Overall targets (not clear yet)

• Differences in regulation and allocation (bottom-
up approach brings more uncertainty to 
multinational corporations)

• (Non)-ability to pass through costs to 
consumers

• Ability to recover costs via regulatory measures

• Exposure to international competition

• Sectoral allocations and associated timelines

• Portfolio configuration 

Factors affecting corporate carbon exposure: 
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Carbon Exposure: the Financial Impact of Carbon Int ensity
(For the purpose of our rating analysis)

A negative exposure may come from: 

• compliance obligations;
• rising costs of energy; 
• raw materials; 
• cost of implementing new technologies.

A positive exposure may come from:  

• carbon trading; 
• innovation; 
• development of new markets;
• capacity to pass on costs to customers.

1. Calculate carbon intensity of activity 

2. Identify relevant financial indicators (eg. EBITD A)

3. Forecast price of carbon

4. Estimate free allocation of CO2 emission rights 

5. Assess the ability to pass on costs on to custome rs

Five Steps for Carbon Risk Exposure Assessment
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Carbon Intensity and Exposure Differs by Sector

Carbon Intensity = 
Carbon emitted per unit turnover
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A Possible Framework of Financial Indicators

Market Value 
at Risk 
to Carbon (1)

Revenue 
Exposure (2)

EBITDA 
Exposure (3)

0.0%   0.5%    1.0%    1.5%    2.0%    2.5%    3.0%    3.5%     4.0%

$ 26

$ 30

$ 35

(1) Valuation impact of carbon liabilities as a % of Ma rket Value

(2) Carbon liabilities as a % of revenue

(3) Carbon liabilities as a % of EBITDA Source: Reputex 2009
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Cost Structure will Likely Change
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Degree of Variation at a Company Level
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Energy Sector –
company risk variation
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Price of carbon - Drivers and Market Growth

Units 2006 2007 2008 2009

Traded Volume Million Tonnes 1,745 2,983 4,811 8,2

Average price Per Tonne $18 $21 $26 $16,5

Value USD Million $31,325 $64,035 $126,345 $136,000

Units 2006 2007 2008 2009

Traded Volume Million Tonnes 1,104 2,060 3,093 5.6

Average price Per Tonne $22 $24 $29 $18,7

Value USD Million $24,436 $49,065 $91,190 $104,5

Global Carbon Market. Source: World Bank, Point Carbon, Platts

EU Carbon Market. Source: World Bank, Point Carbon, Platts
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Ability of Different Sectors to Pass Through Carbon  Costs

Other industries (Chemicals, Cement, P&P):

• Very dependent on international competition and 
associated risk for ”carbon leakage”. 

• A large amount will initially have ”free” allowances. 

• In our view operational efficency is likely to become the key 
determinants for managing carbon exposure. 

In the long run, m
ost costs w

ill 
In the long run, m

ost costs w
ill 

likely be passed on to consum
ers

likely be passed on to consum
ers

Power & Heat: 

• In our view can pass some of the allowance costs to 
consumers, but full recovery  is unlikely.

• Under free allowance allocation, this can lead to windfall 
profits for entities with lower STMC (short term marginal 
cost)/renewables in their portfolio. 

Oil and Gas: 

• Will likely be able to pass on most costs to  consumers.  
€ 15/EUA will mean an increase in pump price of  
0.035€/litre.
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Financing Carbon Exposure Mitigation for Different Sectors

Abatement cost for sectors
€ per tCO2e, 2030

Capital 
intensity
€ per tCO2e, 
2030

Power

Cement

Waste

Building

Transport

Agriculture

Petroleum & Gas

Chemicals

Size of the bubble 
indicates the abatement 
potential in each sector

Source: Global GHG Abatement cost curve v2.0

Aviation
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We see potential for leakage until  We see potential for leakage until  
there is a global carbon pricethere is a global carbon price

Steel
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Aviation: The Risk of Negative Carbon Exposure
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Delta Air Lines Inc.      
3.5 millions tonnes of carbon 

allowances.

United Air Lines Inc.     
3.3 million tonnes of carbon 

allowances.

American Airlines Inc.    
is, we understand, likely to 

face a large  bill.

British Airways PLC  
3 million tonnes of carbon 

allowances.

1 billion shortfall added to EU ETS 
to 2020 from aviation

Will aviation be drawn into global 
scheme, withdrawn from EU ETS?

Source:  Point Carbon
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EU, US, and non-European carriers
may have to purchase allowances of $1 billion by 20 12 
[based on carbon price around  €14.4t / CO2e]
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Chemicals: Opportunity Through Carbon Exposure

.

• Entities with over-allocated allow-
ances relative to emission caps

• Entities generating own credits

Rhodia S.A . (BB-/Stable)  

… generated proprietary CERs

… EBITDA margin > 90%

… carbon credits main source 
of cash flow in 2007,08,09,10e
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On May 15, 2009, long term 
corporate credit rating was 
lowered from ‘BBB-’ to ‘BB+’

Earnings under pressure since 2008 
when 
Phase II EU ETS came into effect

- Carbon reduction compliance

- Increased cost of coal and carbon 
allowances 

led to 10% decline in EBITDA in 
2008 

- Reduction of electricity prices

Case Study: Drax Power Ltd

Short term rating factors 

Material weakening in company’s 
earnings during 2009 was due to:

• weak power demand, 
• lower wholesale power prices 
• reduced dark green spreads

Long term rating factors

• Higher carbon prices post 2012 
(net short position)
• Rising business risk - focus on 
coal-based generation, subject to 
stringent regulations
• Phase III of EU ETS will bring 
another structural increase 
carbon costs

Implications

• Positive but unpredictable free 
cash flows
• Credit protection measures are 
still robust
• Ability to absorb lower prices is 
diminishing
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