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Copenhagen briefing: Pre-conference analysis of key issues

Copenhagen is gearing up for what looks set to be record attendance at a COP. At the last count, 98
heads of state/government had confirmed their attendance; the UNFCCC has suspended press
accreditation because the conference facilities are at full capacity; and many of the most interesting side
events are already sold out.

In this final briefing before Copenhagen, we analyse the latest developments in climate politics and
assess the prospects of a successful deal.

Progress on targets

There is now little prospect of agreeing a comprehensive, legally binding protocol at COP15. However the
emissions targets announced by the US, China and India have given a real boost to the prospects for an
ambitious, political deal. Countries accounting for around 80% of emissions have now tabled pledges at
least through to 2020.

Based on our economic modelling, the most optimistic end of these pledges* should bring emissions in
2020 back to current levels of about 44 GtCO,e (after rising initially and then falling). This compares with
the global carbon budget for a low-carbon path way of around 40 GtCO.e in our model. Lord Stern’s
recent analysis suggests that this shortfall would have to be made up through even greater cuts in
emissions over the longer term.

There is room for more ambition at Copenhagen. EU ministers met this week in Brussels to agree their
negotiating strategy and the criteria for an increase in the EU target to 30%. The level and conditionality
of US, Chinese and Indian targets will be key considerations.

The US target of a 17% reduction on 2005 levels is equivalent to only 4% compared with 1990 (the
baseline used by most other countries). This no doubt reflects political realities in Congress, but by itself
might not match expectations, especially of less developed countries. The target for 2050 is more
ambitious — a 83% reduction, which is equivalent to 80% relative to 1990. The IPCC has estimated that
developed countries may need to cut emissions by 25-40% by 2020 and by 80-95% by 2050 relative to
1990 levels.

President Hu promised a "notable" commitment when he addressed world leaders during UN Climate
Week in New York, and promising to cut carbon intensity by at least 40% fits that bill. What's particularly
notable about the announcement from Beijing is that there are no strings attached - this is a commitment
to unilateral action.

India has followed China’s lead, promising cuts in carbon intensity by 20-25% by 2020.

How ambitious are the promises from China and India? The table below compares their pledges with
recent performance and assesses the impact on aggregate energy-related emissions and emissions per
head through to 2020:

1
Including move to 30% by the EU
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1990-2005 |2005-2008 |2008-2020 2020
o . . . 2008 2020 .
Emissions Intensity |Intensity |required per capita
. - . aggregate |aggregate L
Country |pledge: reduction |reduction |annual emissions |emissions | Emissions
2020 vs 2005 |(annual (annual intensity (tCOy/
: (Mt COy) | (Mt COy) .
average) |average) |reduction capita)
China Intensity cut:  |4.2% 2.8% 4.6% 6570 9000 — 9800 |6.3-6.9
40-45%
India Intensity cut: | 1.0% 2.1% 2.5% 1350 2240 -2390 |1.6-1.7
20-25%
us Absolute cut:  |[1.8% 2.6% 4.4% 5980 5100 14.7
17%
EU Absozlute cut: [1.0% 3.1% 3.8% 3990 2850 — 3260 |5.5-6.2
21%

Globally, to get back onto the low-carbon pathway in our model, we now have to decarbonise at the rate
of 3.5% per annum through to 2020. This compares with the global rate of carbon intensity reduction
achieved this century of only 0.8% per year.

Components of a political deal

Besides targets, other key issues that must be addressed in any political deal at Copenhagen:
= Financing to support adaptation and mitigation by developing nations
= Institutional arrangements and accountability for targets

= Timetable for securing a legally binding global deal

Robust, short-term commitments are arguably more important than long-term pledges. Early funds flows
are needed to support “fast start” action and will help build political support for a legally-binding, global
deal. A US$10 billion “Launch Fund” was proposed at the Commonwealth Summit to cover the three
years to 2012.

Estimates of longer-term funding requirements for developing nations vary. EU estimates suggest these
may be as much as €100 billion per annum. Securing firm commitments on this scale in the current
economic climate is likely to be difficult.

Carbon markets have a key role to play in financing the transition to a low-carbon economy. We need
broad, deep and liquid carbon markets to encourage cost-effective mitigation action and to stimulate low-
carbon investment, particularly in developing economies. Any political deal must demonstrate clear
support for continuity in carbon markets and shape the agenda for future expansion, harmonisation and
linkage of national and regional markets.

The EU is pushing for a new, legally binding treaty to be signed by mid-2010 and to take effect in 2013.
Progress with US legislation will impact the timing of any global deal.

The institutional framework has been a contentious issue in negotiations. Continuity between the Kyoto
Protocol and any new deal will be important. This issue should not be left to next year.

A legally binding, long-term policy framework is required to underpin business confidence, encourage
investment and accelerate the transition to a low-carbon economy. Meanwhile the tone and substance of
any political deal with help shape investor sentiment.

2
20% relative to 1990 levels restated to 2005 base year
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Other issues

Other issues likely to feature in a political deal include Reducing Emissions from Deforestation and
Degradation (REDD) and technology innovation centres. Financial and institutional support for REDD
could help unlock substantial private sector funding to protect rainforests. Innovation centres would help
to address developing country concerns about access to technology.

Sceptics challenge integrity of climate data

Climate sceptics have accused scientists from the Climatic Research Unit at the University of East Anglia
of manipulating data, following the theft of emails from the university. An independent inquiry into the
allegations against the unit has been launched, but is not expected to report until after the New Year. This
will inevitably cast a shadow in Copenhagen.

Meanwhile, a team of scientists, including NASA, Potsdam Institute for Climate Impact Research and the
University of Colorado, has presented evidence of greater risks from sea-level rises than previously
thought. By 2100, they predict that global sea levels are likely to rise by at least twice as much as
projected by Working Group 1 of the IPCC in 2007.

Implications for business

Two years ago in Bali, governments agreed that the Copenhagen summit would mark a turning point in
international cooperation on climate change. After the final rounds of negotiations in Bangkok and
Barcelona, it seemed that this goal might slip away. Progress on the political front, however, has been
better than might have been expected. An ambitious, political deal is now within reach and will pave the
way to more robust national policies and measures.

New policies, regulation and incentives will need to come into effect rapidly and radically in the next few
years, driving opportunities in green technology and in low-carbon infrastructure. Meanwhile
technological, regulatory and climate risks will threaten some sectors and geographies more than others.
Businesses have a short window to prepare, and those that are ready for the transition will benefit from
the opportunities arising from a low-carbon economy.

PwC presence at the COP

Several partners and senior staff from the PwC Sustainability and Climate Change network will be in
Copenhagen throughout the COP to support the negotiators and many side events there. To get in touch
with any of the team please use the contact details below or call our media relations team:

e Rowena Mearley: + 44 (0) 20 7 213 4727 | Mob: + 44 (0) 7841 563 180
rowena.mearley@uk.pwc.com

e Emma Thorogood: + 44 (0) 20 7213 8593 | Mob: + 44 (0) 7990 563100
emma.thorogood@uk.pwc.com

In Copenhagen:

¢ Richard Gledhill, Head of Climate Change Services (richard.gledhill@uk.pwc.com)
e Jon Williams, Partner, Sustainability & Climate Change (jon.d.williams@uk.pwc.com)
e Jonathan Grant, +44 (0)20 7804 0693 (jonathan.grant@uk.pwc.com)

Commentary and analysis on the developments at Copenhagen will be issued throughout the summit.
www.ukmediacentre.pwc.com

www.twitter.com/pwcclimateready

www.pwc.co.uk/sustainability

About PricewaterhouseCoopers Sustainability & Climate Change Services
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This publication has been prepared for general guidance on matters of interest only, and does not
constitute professional advice. You should not act upon the information contained in this publication
without obtaining specific professional advice. No representation or warranty (express or implied) is given
as to the accuracy or completeness of the information contained in this publication, and, to the extent
permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not accept or
assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or
refraining to act, in reliance on the information contained in this publication or for any decision based on it.

© 2009 PricewaterhouseCoopers LLP. All rights reserved. 'PricewaterhouseCoopers' refers to
PricewaterhouseCoopers LLP (a limited liability partnership in the United Kingdom) or, as the context
requires, the PricewaterhouseCoopers global network or other member firms of the network, each of
which is a separate and independent legal entity.

ENDS
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About PricewaterhouseCoopers

The member firms of the PricewaterhouseCoopers network provide industry-focused assurance, tax and
advisory services to build public trust and enhance value for its clients and their stakeholders. More than
146,000 people in 150 countries across our network share their thinking, experience and solutions to
develop fresh perspectives and practical advice.

Unless otherwise indicated, 'PricewaterhouseCoopers' refers to PricewaterhouseCoopers LLP
(www.pwc.com/uk) a limited liability partnership incorporated in England. PricewaterhouseCoopers LLP is
a member firm of PricewaterhouseCoopers International Limited.



