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Carbon Markets; a Brief Overview

Market-based mechanisms (creation of fungible carbon credits and the markets they transact in) are
emerging as a useful way to drive beneficial emissions outcomes with increased flexibility relative to
direct taxation on greenhouse gas emissions. In addition, market-based carbon finance creates potential
for profit on projects that would be sub-economic otherwise. There are currently two separate carbon
market categories, compliance carbon markets and the voluntary carbon market (VCM). Compliance
markets cover emitters within a requlator’s purview who are required to participate by law. Government
regulators largely run these markets and the emitters are often large and stationary (refineries,
chemical plants, etc.). Voluntary carbon markets are for emitters who voluntarily wish to purchase
credits to offset their own emissions, including corporations, foundations, and even individuals.

Exhibit 1: Compliance and Voluntary Markets

Compliance Markets (also referred to as regulated or allowance) Voluntary Carbon Market

large emitters who are requlated (supply and demand), financial intermediaries
Participants (help facilitate transactions for emitter), speculators (limited, a few markets allow
financial speculation from qualified investment firms in a secondary market)

emitters of all kinds (demand) , intermediaries (traders, brokers, etc.), speculators
(no limit), project developers (supply), registries

Accessability Handful of market players based on what each individual regulator allows no limitation

Purpose

drive emissions reductions for regulated emitters to help meet jurisdictional

facilitate offsetting for all types of emitters to help accelerate global transition

climate goals
S . - from activities that actively reduce or remove greenhouse gases from the
Origination from arbitrary emissions allowance set by regulator
atmosphere
Size >US$100 billion ~US$2 billion
Regulated yes no
Credit Quality no discernable difference between credits critical component of market, credit pricing a result of quality
Examples EU ETS, Wl (California & Quebec), RGGI (NE US), Alberta TIER, etc. Global

Source: BMO Capital Markets
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K credits not interchangeable )

Why are these markets relevant for investors?

1) These markets are becoming increasingly relevant for corporations. Companies may be forced to
participate in compliance markets given their asset portfolio, with financial implications becoming
increasingly impactful. Corporations may also be participating in the voluntary carbon market to
help offset their net emissions. Some corporations may participate in both (Shell).

2) Given the commoditization of carbon through these market-based mechanisms, carbon is
increasingly being viewed as an emerging asset class.

We focus on the voluntary carbon market in this report for two main reasons — growth potential and
market complexity. We feel there is an immense opportunity for growth within the VCM, which we
discuss below. While the VCM's small relative size largely drives differences in potential growth rates
between markets, we think the ability to invest directly within compliance markets will continue to be
constrained. Market regulators have become increasingly concerned with pricing volatility within
compliance markets, with excessive speculation identified as a culprit in the case of the EU ETS. While
we think compliance markets will continue to grow, both in coverage and number, growth for those that
wish to directly invest may be limited. While compliance markets have clearly defined rules, voluntary
markets are self-requlated, opaque, and complex. We see immense opportunity for investors that can
position themselves in what we feel are high-quality areas of the market. That said, substantial risks
exist. As a result, we found it both intriguing and necessary to provide an in-depth overview of the
voluntary carbon market.
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Introduction: The Voluntary Carbon Market

There has been a lot of buzz around the voluntary carbon market (VCM) over the past few years given
increased interest in corporate carbon offsetting to help facilitate the explosion in net-zero and
emissions reduction targets. We believe this market is currently in its “carpe diem” moment and that it
has arrived at an important crossroad, with a need to meet increasing demand for offsets while still
maintaining market integrity through products that reflect actual impact. In this report, we examine key
attributes of the voluntary market and look at several risk factors. While we believe this market is slated
for impressive growth, it will be predicated on its ability to deliver high integrity products. Key
takeaways include:

Market based solutions, especially those that promote removals, are becoming increasingly
necessary. Governments have been slow to enact meaningful policy that results in change. Total
emissions continue to increase, and current projections indicate they will surpass the budget
required to limit warming to 2°C. Market based solutions such as carbon offsetting are efficient and
worth pursuing, even for projects that reflect reductions near-term. Removals will be entirely
necessary to meet global climate goals based on current emissions projections.

Compliance and voluntary carbon markets could become intertwined through Article 6 of the Paris
Agreement, but full integration is likely a long way off. Article 6 of the Paris agreement sets a
framework for an internationally traded emissions market to help countries meet their nationally
determined contributions (NDCs). It also indicates that host countries must authorize international
transfer of mitigation outcomes, giving governments the power to restrict the trade of voluntary
credits. While this has caused some turmoil within the VCM, with certain countries restricting
activities, we do not feel that this represents a near-term risk for the market as a whole. A
functioning Article 6 market is likely several years away.

Pricing and credit quality should be directly correlated. The VCM is currently opaque with most
credits trading OTC. As a result, price discovery is challenging. We believe credit quality and price
should be directly correlated and that this should become increasingly apparent as the market
matures and transparency improves. We recommend that investors interested in gaining long-term
exposure to this market prioritize high-quality projects/credits.

Credits not listed on a top registry are challenged from a quality perspective. In our view, credits
that are not listed on one of the top registries (Verra, Gold Standard, American Carbon Reqistry,
(Climate Action Reserve, puro.Earth, Plan Vivo) are likely challenged from a quality perspective. Most
investors likely do not have the level of information or sophistication to evaluate a project absent
from a top registry. In addition, registries reduce the chance that double counting occurs. That said,
inclusion in a registry does not automatically make a credit high quality.

Corporate offsetting guidelines could shape the market. Despite recent growth in corporate
emissions reduction goals and increased popularity in offsets, we believe that proper corporate
offsetting protocols are poorly understood. We examined current offsetting strategies among the
world’s largest public companies, along with the BMO coverage universe, and found little
consistency. While there are few official offsetting guidelines, we believe there is a growing
consensus on methods of best practice which will ultimately influence demand and shape the
market. Corporations may be at risk of reputational damage if they are offsetting in a manner that
is deemed inappropriate.

In our view, the highest quality credits come from removals, specifically direct air carbon capture
and storage (DACCS). Based on our evaluation of additionality, permanence, net negativity, and
tradeoffs, DACCS (also referred to as direct air capture or DAC) and BECCS (bioenergy with carbon
capture and storage) score best relative to the other project types we examined.

We see potential growth for the VCM reaching 6.5x by 2030 and 17.4x by 2050, relative to 2020
VCM total traded volumes. In other words, the market could reach an annual volume of ~1.2 Gt
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C0,e by 2030 and 3.3 Gt CO,e by 2050. Our forecasts are based on the median from a combination
of our own top-down and bottom-up analyses. We think pricing and traded volumes could be
negatively affected by market volatility in the near term, however.

Exhibit 2: VCM Growth Projections
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Source: IC-VCM, NGFS, FactSet, MSCI, Adapted from IPCC, BMO Capital Markets

Carbon Innovation | Page 3 September 29, 2022
This is an excerpt of a report originally published on September 29, 2022.



BMO 9 Capital Markets

Base Carbon Rating History as of 09/28/2022
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Source: FactSet, BMO Capital Markets
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Source: FactSet, BMO Capital Markets
IMPORTANT DISCLOSURES

Analyst's Certification

I, Rachel Walsh, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or
issuers. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report.

Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and
their affiliates, which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in
generating new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service
to clients.

Analysts employed by BMO Nesbitt Burns Inc. and/or BMO Capital Markets Limited are not registered as research analysts with FINRA. These
analysts may not be associated persons of BMO Capital Markets Corp. and therefore may not be subject to the FINRA Rule 2241 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Company Specific Disclosures

Disclosure 1: BMO Capital Markets has undertaken an underwriting liability with respect to Base Carbon within the past 12 months.

Disclosure 2: BMO Capital Markets has provided investment banking services for remuneration with respect to Base Carbon within the past 12
months.

Disclosure 3: BMO Capital Markets has managed or co-managed a public offering of securities with respect to Base Carbon within the past 12
months.

Disclosure 4: BMO Capital Markets or an affiliate has received compensation for investment banking services from Base Carbon within the past
12 months.

Disclosure 5: BMO Capital Markets or an affiliate received compensation for products or services other than investment banking services within
the past 12 months from Carbon Streaming.

Disclosure 6A: Base Carbon is a client (or was a client) of BMO Nesbitt Burns Inc., BMO Capital Markets Corp., BMO Capital Markets Limited or
an affiliate within the past 12 months: A) Investment Banking Services

Carbon Innovation | Page 4 September 29, 2022
This is an excerpt of a report originally published on September 29, 2022.



BMO 9 Capital Markets

Disclosure 6C: Carbon Streaming is a client (or was a client) of BMO Nesbitt Burns Inc., BMO Capital Markets Corp., BMO Capital Markets Limited
or an affiliate within the past 12 months: C) Non-Securities Related Services.

Disclosure 8C: BMO Capital Markets or an affiliate has a financial interest in 0.5% or more in the issued share capital of Base Carbon.

Disclosure 18: A redacted draft of this report was previously shown to Base Carbon and Carbon Streaming (for fact checking purposes) and
changes were made to the report before publication.

Methodology and Risks to Target Price/Valuation for Base Carbon (BCBN-NEO)

Methodology: Given the early-stage nature of the company, we base our target price methodology entirely on net asset value.
Risks: Current risks include delivery risk, both in timing and total volume, and marketing risk of carbon credits.

Methodology and Risks to Target Price/Valuation for Carbon Streaming (NETZ-NEO)

Methodology: Given the early-stage nature of the company, we base our target price completely on NAV. Risks to our target largely arise
from credit delivery (both timing and volume) and marketing risk.

Risks: Risks for Carbon Streaming include credit delivery risk, which may be challenged on both timing and volume, and marketing risk.
Distribution of Ratings (September 28, 2022)

Rating category BMO rating BMQCM US BMQCM US IB BMQCM USIB BMOCM BMOCMIB St%lrMine
Universe Clients Clients Universe Clients Universe~

Buy Outperform 54.0 % 18.4 % 52.6 % 56.7 % 58.0 % 57.7%

Hold Market Perform 44.4 % 18.4 % 43.2 % 42.1 % 39.4 % 37.5%

Sell Underperform 1.6 % 50.0 % 4.2 % 11 % 2.5 % 4.8%

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts.

"* Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services
as percentage within ratings category.

“** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking
services as percentage of Investment Banking clients.

“#* Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.

as percentage of Investment Banking clients.
~ As of April 1, 2019.

Ratings Key (as of October 2016)

We use the following ratings system definitions:

OP = Outperform - Forecast to outperform the analyst’s coverage universe on a total return basis;

Mkt = Market Perform - Forecast to perform roughly in line with the analyst’s coverage universe on a total return basis;
Und = Underperform - Forecast to underperform the analyst’s coverage universe on a total return basis;

(S) = Speculative investment;

Spd = Suspended - Coverage and rating suspended until coverage is reinstated;

NR = No Rated - No rating at this time; and

R = Restricted - Dissemination of research is currently restricted.

The total return potential, target price and the associated time horizon is 12 months unless otherwise stated in each report. BMO Capital Markets'
seven Top 15 lists guide investors to our best ideas according to different objectives (CDN Large Cap, CDN Small Cap, US Large Cap, US Small Cap,
Income, CDN Quant, and US Quant have replaced the Top Pick rating).

Prior BMO Capital Markets Rating System

(April 2013 - October 2016)
http://researchglobal.bmocapitalmarkets.com/documents/2013/rating_key 2013 to_2016.pdf

(January 2010 - April 2013)
http://researchglobal.bmocapitalmarkets.com/documents/2013/prior_rating_system.pdf

Other Important Disclosures

For Important Disclosures on the stocks discussed in this report, please go to https://researchglobal0.bmocapitalmarkets.com/public-disclosure/
or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital Markets, 1
First Canadian Place, Toronto, Ontario, M5X 1H3.

Carbon Innovation | Page 5 September 29, 2022

This is an excerpt of a report originally published on September 29, 2022.


http://researchglobal.bmocapitalmarkets.com/documents/2013/rating_key_2013_to_2016.pdf?pdf
http://researchglobal.bmocapitalmarkets.com/documents/2013/prior_rating_system.pdf?pdf
https://researchglobal0.bmocapitalmarkets.com/public-disclosure/

BMO 9 Capital Markets

Dissemination of Research

Dissemination of fundamental BMO Capital Markets Equity Research is available via our website https://
researchglobal0.bmocapitalmarkets.com/ . Institutional clients may also simultaneously receive our fundamental research via email and/or via
services such as Refinitiv, Bloomberg, FactSet, Visible Alpha, and S&P Capital 1Q.

BMO Capital Markets issues a variety of research products in addition to fundamental research. Institutional clients may request notification
when additional research content is made available on our website. BMO Capital Markets may use proprietary models in the preparation of
reports. Material information about such models may be obtained by contacting the research analyst directly. There is no planned frequency
of model updates.

The analyst(s) named in this report may discuss trading strategies that reference a catalyst or event that may have a near or long term impact
on the market price of the equity securities discussed. In some cases, the impact may directionally counter the analyst’s published 12 month
target price and rating. Any such trading or alternative strategies can be based on differing time horizons, methodologies, or otherwise and are
distinct from and do not affect the analysts' fundamental equity rating in the report.

Research coverage of licensed cannabis producers and other cannabis-related companies is made available only to eligible approved North
American, Australian, and EU-based BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of Montreal Europe Plc and BMO Capital Markets
Corp. clients via email, our website and select third party platforms.

~ Research distribution and approval times are provided on the cover of each report. Times are approximations as system and distribution
processes are not exact and can vary based on the sender and recipients’ services. Unless otherwise noted, times are Eastern Standard and
when two times are provided, the approval time precedes the distribution time.

For recommendations disseminated during the preceding 12-month period, please visit: https://researchglobal0.bmocapitalmarkets.com/public-

disclosure/ .

General Disclaimer

"BMO Capital Markets" is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank
N.A. (member FDIC), Bank of Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital
Markets Corp. (Member FINRA and SIPC ) and the agency broker dealer business of Clearpool Execution Services, LLC (Member FINRA and
SIPC) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. (Member Investment Industry Regulatory Organization
of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised and requlated by the
Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and
Australia. Bank of Montreal or its subsidiaries ("BMO Financial Group") has lending arrangements with, or provide other remunerated services
to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure that the contents
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete.
However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any
errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report
is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be construed
as advice designed to meet the particular investment needs of any investor. Nothing herein constitutes any investment, legal, tax or other
advice nor is it to be relied on in any investment or decision. If you are in doubt about any of the contents of this document, the reader should
obtain independent professional advice. This material is for information purposes only and is not an offer to sell or the solicitation of an offer
to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on
a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities
discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO
Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or
sell securities of issuers discussed herein.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local
laws or regulations. Its contents have not been reviewed by any regulatory authority. BMO Capital Markets does not represent that this report
may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory requirements in
other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited and Bank of Montreal are exempt from the requirement to hold an Australian financial
services licence under the Corporations Act in respect of financial services they provide to wholesale investors (as defined in the Corporations
Act). BMO Capital Markets Limited is regulated by the UK Financial Conduct Authority under UK laws, and Bank of Montreal in Hong Kong is
regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission, which differ from Australia laws. This document is
only intended for wholesale clients (as defined in the Corporations Act 2001), Eligible Counterparties or Professional Clients (as defined in Annex
Il to MIFID I1) and Professional Investors (as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor)
Rules under the Securities and Futures Ordinance of Hong Kong).

Carbon Innovation | Page 6 September 29, 2022
This is an excerpt of a report originally published on September 29, 2022.


https://researchglobal0.bmocapitalmarkets.com/
https://researchglobal0.bmocapitalmarkets.com/
https://researchglobal0.bmocapitalmarkets.com/public-disclosure/
https://researchglobal0.bmocapitalmarkets.com/public-disclosure/
https://www.finra.org
https://www.sipc.org
https://www.finra.org
https://www.sipc.org

BMO 9 Capital Markets
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