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Latest Fundamentals

Supply & Demand

Behaviour

* Price Forecast



Allowance Prices

Since the beginning of the year, CCA
Front-month prices increased from
US$15.66 to US$17.82 (+US$2.16).

The May current vintage auction cleared
at $17.45 versus $15.73 in February.

The monthly futures volumes on ICE in
May was a record 110Mt.

The Open Interest is at new highs and
increased from 102Mt at the start of the
year to 200Mt

WCI Prices in USS/t
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Offset Pricing
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While CCA prices increased aggressively in the past 3 months, offsets prices stayed almost unchanged.




Market Factors
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Quebec was colder than last year in Jan-Mar 2019. Temperature was back to the normal range in April.
California experienced a cold February and March, but a very mild April.




Market Factors

Since January 2019, there has been an
alleviation of the drought situation in California
due to recent rainstorms, and more wet storms
are predicted.

The Snow Water Equivalent of Sierra Nevada
snow pack is currently 162% of average to date,
which is almost triple the number at the same
time last year, meaning that the hydro electricity
production could stay high well into the summer.

May 7, 2019 May 8, 2018

Intensity:
DO Abnormaily Dry

D1 Moderate Drought
D2 Severe Drought

I o: extreme Drought

I o4 exceptional Drought

6,000

5,000

4,000

3,000

2,000

1,000

California Hydro net Generation (GWh)

Jan Feb
2014

Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2015 e=———=2016 ==———2017 =—E=—2018 -—m—2019




Market Factors

Due to the colder winter months, California 2019
gas-fired power generation started off higher
than in 2018.

The Hydro situation has however reduced the
demand for natural gas in April and this is
expected to continue well into the summer.

The CA Power sector emitted 51.3Mt in 2017
(including imports) and is expected to have
witnessed a first YoY increase in 2018.

2019 Emissions are expected to decrease due to
the Hydro situation. We have decreased our
2019 forecast for the power sector by 1.5Mt
versus 2018.
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Market Factors

Quebec Gas total deliveries excl. Power (x1000 m3)
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* In Quebec, the colder winter months drove up the
natural gas demand compared to 2018.
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Market Factors

California Gasoline sales are expected to be down by
0.4% in 2018, the first time since we started tracking
data
» |sthe LCFS and EV adoption starting to have
an impact?

The trend is similar in Quebec, where despite the
spike in October, sales are expected to be down by
0.78% YoY.

We have decreased our forecast for the Fuel
sector by 0.6Mt versus 2018
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Simplified Projected Supply & Demand

2019 emissions are expected to be 380.4Mt versus
380.9in 2018.

Comparing supply of allowances (Budget-Reserved
allowances) to emissions shows a yearly surplus of
allowances.

Most of the surplus was built during the compliance
period 2 (2015-2017) because the electricity sector
in California reduced emissions faster than
anticipated.

The WCI market is projected to be long by 293Mt by
end of 2020 (Assuming 159Mt or 6% offset usage
from 2013 to 2020).

Projected unused allowances does not consider
the unsold allowances reserve and other
behavioral effects.
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Program Design - Unsold Allowances

« May-19 auction was the 9" auction in a row that fully sold out. Feb-19 was the last auction to see previously
unsold California allowances. These allowances have now been either transferred to the APCR (38.3M) or
absorbed by the market (93.9M).

* The remaining cumulative unsold allowances is only 10.8M from Quebec that do not have the 24-months
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Adjusted Projected Supply & Demand

The unsold allowances transferred to the
APCR have tightened the market.

2018 was the most oversupplied year,
based on our analysis.

2019 and 2020 are projected to increase
guantity of unused allowances.

The total unused allowances in the market
IS projected to be 267.9M allowances by
the end of 2020 compared to expected
yearly emissions of ~380M.
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Looking beyond 2020

* The oversupply in the market is projected to peak

WCI Supply and Demand Long-term Scenarios (Allowances)

in 2020 between 250-280M. In all scenarios, the 600,000,000
market is expected to see a yearly deficit starting 500000000
in 2021 due to offset restrictions in California and 00008000
the faster decrease of the cap. 200000000
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Emission a decrease of 1%.
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Market Sentiment

= New market participants have joined the market and
are increasing their long position. This shows that California Garbon Allowances - Managed Money Long Positions (k Allowances)
the market is maturing.

45,000

= According to latest CFTC data, the “Managed
Money” category is long by 48.5M (44.1 CV + 4.4 o
FV) allowances and this is increasing the demand

= Since the February auction, they have purchased e
on average 2.5M allowances per week e |

10,000

= Natural players have been the main sellers as they -
monetize extra free allowances.

= |s this just the start of increasing financial activity?

CFTC data differentiates 4 main participants and publishes a summary of long and short positions on a weekly basis.
“Producers/Merchants” are what we would call natural participants as they are required to buy or sell allowances for compliance.

“Swap position”, “Managed Money” and “Other sectors” are more financial. 15



2 Price Scenarios

* Financial players do not increase their long

position

* Financial players continue to increase their
long position from 48.5M long to 115M in

the coming year

Financial participant activity will be key to monitor
and is expected to increase prices, which will
improve the price signal for emitters.

We have increased our price forecast from
$18.50 to $20.20 by the end of 2020 compared
to an expected price floor of $16.71 in 2020 and

$17.88 in 2021.

Price Forecast
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