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As Richard Sandor discussed with you today, please find attached a copy
the press release regarding our grant to support his work on designing a
carbon emissions trading market, embargoed for release tomorrow morning.
Richard has also worked closely with the Vice President, and he asks that
you pass on a copy to him as well.

Thank you for your interest in this important work. If | can answer any
questions, please do not hesitate to call.

If you experience any difficulties with this transmission, please call
[312] 782-2464.
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Joyce “Millennium Initiative” Funds Pilot
for First U.S. Carbon Trading Market

Leading Economist and Trader to Design
Market-Based Strategy for Addressing Climate Change

CHICAGO .... In the third of its new millennium grants, the Joyce Foundation is funding work to
design the first U.S. market for the trading of carbon emissions. Carbon dioxide and other
greenhouse gases are believed to be causing climate changes, such as global warming, that many
scientists call the biggest environmental challenge facing the world at the start of the new
millennium.

A one-year, $347,000 grant to the Kellogg Graduate School of Management at Northwestern
University will fund internationally recognized financial innovator and trader Dr. Richard L.
Sandor to carry out the design phase of a Midwest-based voluntary carbon trading market. Such a
market has long been touted as a strategy that would rely on the private marketplace, rather than
regulation, as the most efficient means to bring down emissions. This project will begin to test the
premise in real-life trading conditions. If the design phase is successful, a second phase would set
up the actual market and trading mechanism.

Sandor, a visiting scholar at the Kellogg Graduate School, is the chairman and CEQ of
Environmental Financial Products, L.L.C., which specializes in developing and trading 1n new
environmental, financial and commodity markets. He is widely recognized as a founder of the
interest rate derivatives markets, now traded worldwide, and has also designed innovative market-

based environmental protection programs.

The grant to develop the voluntary carbon-trading scheme is one of a series of Joyce Millennium
Initiatives being launched by the Chicago-based foundation this month. Ranging between $250,000
and $1 million, the grants are “intergenerational” -- intended to reinforce and carry forward
landmark achievements of the twentieth century, as well as promote bold, change-oriented
initiatives for the century to come.




“The unique moment of the Millennium offers us a twin opportunity: to reinforce invaluable
concepts of the past that should not be lost to future generations, as well as to catalyze bold new
actions that will shape their future,” said Joyce President Paula DiPerna. “Climate change is a
product of the Industrial Age, but society continues to irresponsibly place the resolution of the
problem at the feet of the next generation. This project puts some of the responsibility back where

it belongs — on those of us who are reaping the benefits of the earlier Industrial Age.”

Carbon dioxide (CO) is released when fossil fuels such as coal and gas are burned to make
electricity, run automobiles, and power other features of the industrial economy. Carbon dioxide
traps the sun’s heat inside the earth’s atmosphere, much as a greenhouse traps warm air. “A carbon
market lets firms collaborate to find the least expensive means for cutting pollution,” said Sandor.
“Prices from the emissions trading process help reveal the true cost of reducing emissions.”
Emissions trading markets have proven successful in efficiently reducing sulfur dioxide emissions,
a byproduct of coal-burning power plants that causes acid rain.

“Markets offer a tool for producing more environmental protection at a lower cost to consumers,”
Sandor added. “The challenges of introducing a large emissions market are best addressed through
a leamning-by-doing approach in a pilot market. And the Midwest is the best place to do that. The
seven states where Joyce grantmaking is concentrated contain approximately 25 percent of the U.S.
manufacturing capacity and 19 percent of its population. The area is home to leading corporations
in the automotive, energy, pharmaceutical, agribusiness and technological sectors, and it contains
some of the largest organized futures markets and stock exchanges as well. In itself the Midwest is
large enough to be a major industrial power. That means that any results of a pilot trading program
are clearly scalable to the national and international levels.”

Sandor will recruit an advisory panel to gather expert input on business and environmental aspects
of the market. Key issues to be addressed in the design phase include identifying potential market
participants, accounting for carbon emissions, developing the infrastructure for trading, and
monitoring progress in reducing emissions.

According to Jim Thompson, former Governor of Illinois and head of the National Governor’s
Association Global Climate Change Task Force, and currently managing partner at Winston &
Strawn, “The Midwest has a Gross Domestic Product of almost two trillion dollars and a diverse
industrial, financial and agricultural economic base. This makes it an ideal location to demonstrate
the effectiveness of greenhouse gas emissions trading in addressing the problem of climate
change.”

Dennis Jennings, partner and leader of the Global Risk Management Solutions Group (Energy and
Mining) at PricewaterhouseCoopers LLP, said: “This pilot program provides an excellent vehicle
for U.S. industrial corporations to practically determine the most cost-effective way for them to
meet self-imposed reductions of greenbouse gases.”

The potential danger of carbon dioxide buildup in the atmosphere was first identified over a century
ago. Inrecent years scientists have expressed increasing alarm over resulting changes in the earth’s

climate, notably rising temperatures (global warming); the ten warmest years of the twentieth
century all came after 1980, according to the U.S. Environmental Protection Agency. Studies also



show an increase in precipitation, decrease in Arctic Sea ice and northern hemisphere snow levels,
and a rise in sea level. Such changes, if left unchecked, could lead to coastal flooding, resurgence
of such diseases as malaria and cholera, drought and erosion in some areas, plus loss of forests,
crops and animal species that cannot adapt quickly enough to changing conditions — all of which
could cause serious economic disruptions as well.

In 1990, the Intergovernmental Panel on Climate Change, a group of 2500 scientists convened by
the United Nations, urged substantial reductions in global emissions of carbon dioxide and other
“greenhouse gases” {0 prevent further disruptions. The United States and 142 other nations
committed to voluntary stabilization of emissions at the 1992 Rio Summit, but failed to implement
them. 1997 saw creation of the Kyoto Protocol, setting a fifteen-year time frame to reduce
emissions below 1990 levels. The United States has signed but has not yet ratified the Kyoto

agreement.

The grant to Kellogg Graduate School for development of the carbon-trading model was developed
by Joyce Environment Program officer Margaret O’Dell. It is the third of the newly launched
Joyce Millennium Initiatives being announced this month. Other grants include $525,000 to the
Young Women’s Leadership Charter School of Chicago to help develop a curriculum that
addresses contemporary challenges in math and science teaching and redress the ongoing under-
representation of women in math and science leadership; and $345,754 to UCLA to record and
transmit the experiences of students of all races who reaped the benefits of the Supreme Court's
Brown vs. Board of Education decision, which will have its fiftieth anniversary in 2004.

Based in Chicago with assets of approximately $1 billion, the Joyce Foundation supports efforts to
strengthen public policies 1 ways that improve the quality of life in the Great Lakes region
(Illinois, Indiana, lowa, Michigan, Minnesota, Ohio, and Wisconsin). It makes grants in Education,
Employment, Environment, Gun Violence Prevention, Money and Politics, and Culture.

Proposals for Joyce Millennium Initiatives are at the invitation of Foundation staff.



TO: Roger Ballentine
FR: Jeff Seabright
RE: FINANCE AND CLIMATE CHANGE

I have done more thinking on the finance and climate agenda, and believe we should meet this
week — Thurs or Friday — with Aldy, Cumby, Lawrence, Paul Weinstein, others to review
options. There is no doubt that this issue is real and ripe for attention; less clear is what WE can
or should do about it.

The broad agenda includes both the emerging emissions trading business, as well as the need to
“mainstream” carbon in market analysis and valuation. There is enough on the positive side of
the ledger to focus the message more on efficient markets and rewarding innovators, and less on
diminishing the value of carbon heavy assets.

The question of the “it” — an event focussed on what is happening already and what is emerging
on the horizon in terms of financial community engagement would be a strong message in its
own right, and help demonstrate domestic action. An optimum outcome would include calls for
action on next steps by the industry, i.e. a common approach/metric for incorporating carbon.

On the “what”, I am more inclined to see if a group from the outside would convene an event in
DC or maybe NY with a strong agenda and commitments from senior Administration officials to
participate.

Dirk is keen to get ED and Krupp personally to engage to bring along ED’s Board members who
work on Wall Street (including a possible letter to the Administration asking for a dialogue).
One option suggested by Dirk is a Wall Street/ED event at which Adm. officials might attend.
Eileen tells me that PEW has something in gestation on the subject but would not share.
Attached is a slightly revised 2 pager that I did, a very good note from Natsource sent last week
by Neil Cohn, a revised Innovest proposal and various articles you may find of interest.

Price Waterhouse Coopers collaborated on the Natsource paper.

I am happy to re-work based on your input.

CC: Gardiner, Bledsoe



Finance and Climate Change

Summary: Wall Street can and should play a larger role today in mainstreaming carbon risks
and benefits in asset valuation, which would in turn accelerate corporate commitments 1o
become more climate friendly. A high-level dialogue with senior policy makers could help
achieve this goal.

White House climate change outreach efforts to date have focussed almost exclusively on
manufacturing and basic industry, utilities and technology developers. We have not aggressively
engaged with the financial sector, which arguably has the greatest potential to leverage change.
Capital markets are the “financial oxygen” on which companies depend for debt and equity
financing, and are therefore effective tools to both punish and reward corporate behavior.

Over the last decade, institutional investors increasingly have recognized the linkage between
environmental performance and financial performance. Inclusion of environmental concerns as
contingent liabilities on balance sheets is now common practice, but has not extended to carbon
dioxide and other greenhouse gasses. The recently released “Dow Jones Group Sustainability
Index”, which tracks environmentally responsible companies which consistently outperform their
peers globally, is another confirmation of this enviro-finance link.

The one aspect of climate that has captured limited attention is the nascent carbon reduction and
offset market. Price Waterhouse Coopers recently created a group focussed exclusively on carbon
trade issues. In addition, two of the largest Wall Street firms, Cantor Fitzgerald and Tullett &
Tokyo Liberty have taken major initiatives into carbon trading. Howard Cantor is personally
engaged in his company’s new carbon desk and the global currency and bond broker Tullett &
Tokyo Liberty has recently purchased Natsource which has an active emissions brokerage to
gain a foothold in this nascent carbon market.

Although climate change is likely to have a greater impact on the U.S. business community and
financial markets than other environmental issues in the decades ahead, Wall Street has not yet
“mainstreamed” the issue, due largely to lack of information about the potential impacts of a
carbon-constrained world. Other countries, however, are moving ahead: Germany, Switzerland
and Australia have legislation pending that would require companies to include carbon reporting
in their annual reports. In the UK, imminent greenhouse gas emissions legislation has prompted
European investment banks to convene recent roundtable sessions with greenhouse gas market
experts in order to begin the process of addressing these issues.

Companies that own large and growing stationary sources of greenhouse gas emissions arguably
carry a carbon “liability”- a fact that should be incorporated in any calculation of net present
value. Similarly, companies that have progressive emissions management strategies may be more
richly rewarded in a carbon-constrained world and their value should reflect that in some
measure. There are clearly risks and opportunities to the future revenue streams of companies
but the impact of greenhouse gas emission constraints is not yet formally legislated and therefore
not easily quantified. The potential impact of the issue has not come to the attention of many
Wall Street senior managers this has impeded the development of the relevant risk management



tools. However, there is now a widespread recognition that some form of carbon regime will
likely take effect over the next twenty years.

As Mark Moody-Stuart, CEO of Shell, has stated:
“Applying a rough estimate for future carbon prices to new long term investments,
despite all the inherent uncertainties, seems to me an imminently more sensible way to
manage the risk and win competitive advantage, than continuing to assume, as we have
historically done, that the costs of emitting carbon will remain or return to zero.”

To help broaden and deepen Wall Street’s understanding of climate change and its impact on
their industry, it may be useful to convene a trilateral dialogue among policymakers in the
Administration, financial leaders and business leaders. The meeting would focus on “best
practices” of successful companies, assessment of carbon liabilities, potential for carbon assets
and profits from trading, the need for common disclosure and accounting approaches to carbon,
and the potential for a corporate-led initiative to “value” carbon in trade and investment.

Some major players on Wall Street have demonstrated environmental credentials and could be
looked to for leadership, e.g. John Hill Wilson (Managing partner at Morgan Stanley and ED
Board member); John Rosenwald (Vice Chairman, Bear Stearns also on ED Board); Hank
Paulon (CEO Goldman Sachs is on TNC Board) etc.

From the Administration perspective, the optimal outcome of such an event would be a
commitment by several “blue chip” companies to work towards a common approach to including
carbon liabilities, premised on the assumption that some form of global carbon regime will
emerge. The signal sent by such a move by major financial houses would significantly accelerate
corporate commitments to address climate change.



Natsource on the Financial Markets and Climate Change

Business increasingly recognizes that whatever the fate of international negotiations on the Kyoto
Protocol, growing scientific consensus about the occurrence of anthropogenic climate change will
inevitably result in some form of greenhouse gas (GHG) emissions restrictions. Prudent business
managers need to consider what preparations are necessary to thrive in a “carbon-constrained”
future business environment. The financial sector, as an engine of economic growth and
development, has unique role to play in preparing companies for this environment. Now is an
appropriate time for financial leaders on Wall Street to consider exactly what this role might be.

Natsource has been actively involved in the development of the evolving risk-management-driven
GHG reductions market. Consequently, we have a strong understanding of the associated risks
and opportunities facing companies. In view of this experience, Natsource recently was invited to
present to a roundtable session of investment banks in London to discuss the role of the financial
sector in GHG markets. We would be delighted to share these views with colleagues on Wall
Street.

There are several relevant issues, which could be further discussed in our meeting. A few of the
most important topics are:

« Equity price valuation: From an equity analyst's point of view, questions are likely to focus
on how a company’s future revenue flows will be affected by emissions restrictions and
markets for emissions permits. At a general level, there is a sense that fuel producers such
as oil and gas companies may face net costs, while more environmentally benign companies
may earn net revenues under regulated carbon constraints. But there is a need for more
sophisticated analysis. Under most proposed GHG regulation energy companies will not be
liable for the carbon embedded in the fuels they produce, but rather for the actual GHG
emissions that result directly from their business activities. As an asset class, sellers of high
carbon fuels may encounter slackening demand growth as consumers shift to ever more
price-competitive low-carbon fuels. This may lead to absolute revenue loss within a sector.
But how might a company perform relative to competitors within its sector? For example if an
oil company effectively manages its direct emission exposure and diversifies its business
activities away from high-carbon fuels, should this company’s equity valuation reflect this
strong potential for revenues? How should this be quantified? Answers to these questions
require an understanding of the GHG market, allowance pricing, and GHG risk management.

e Accounting: As legislation to restrict GHG emissions advances at various levels of
government, and as markets for emissions permits originate and mature, accurate accounting
practice will necessitate that companies report their GHG-related assets and liabilities. Wall
Street leaders should contribute their input on the nature of relevant standards and
methodologies to the Federal Accounting Standards Board.

¢ Lending/project finance: Companies use capital markets to finance new investments. The
willingness of investors to lend on favorable terms depends on investments’ risk and
expected rate of return. The establishment of GHG emission constraints changes traditional
calculations of rates of return. For example, investment in a coal-fired plant may be much
less attractive in the future as emissions restrictions impose increasing costs. Conversely, a
wind power development may not have been attractive to investors in the past, but the
prospect of an additional and substantial stream of revenue from associated GHG credits
might make the project competitive. In addition, the GHG market can be a source of up-front
project finance through the forward sale of embedded emission reductions, thus reducing the
initial capital requirements of climate-friendly projects. Investment banks will need to amend
lending and project finance criteria to account for these changes in valuation, and the types of
business activities that receive finance will change accordingly.



Trading: Companies facing GHG emissions restrictions will need to develop strategies for
compliance, hedging risk, and exploiting opportunities. These strategies will include a mix of
internal emissions abatement measures and participation in markets for emissions permits
and derivatives. But many industries that may be affected by GHG restrictions have little
trading experience or littie capacity to operate in sophisticated markets. Trading may not be
their core activity, and companies may find it advantageous to outsource their trading
requirements to specialized traders with the technical capacity and expertise to manage
positions effectively and reliably. There is precedent in power markets for investment banks
to trade the positions of generation companies in return for guaranteed minimum rates of
return. Of course, investment banks will use liquid GHG market to trade for their own
account.
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FINANCE AND CLIMATE CHANGE:

THE MILLENNIUM SUMMIT

CHALLENGES AND OPPFPORTUNITIES FOR U.S.
INVESTORS

PROPOSAL PRESENTED BY
INNOVEST STRATEGIC VALUE ADVISORS

THE CHALLENGE:

The groatest challenge facing the world at the beginning of the century is climate
change, according to the consensus among hundreds of business and governmenta!
leaders at the World Economic Forum’s prestigious Annual Meeting in Davos. Not only
did the audience choose climate change as the world’s most pressing problem, they
also voted it as the issue where business could most effectively adopt a leadership role.

As the debate surrounding global climate change becomes more focused on
economics and finance than politics and science, it is becoming clear that the
public policy agenda must find a way of effectively harnessing the power of the
financial markets if it is to achieve success. Unfortunately, the enormous potential
of the financial markets to reinforce -- rather than undermine - the White House’s
climate change agenda has scarcely even been touched. By the same token, Wall
Street itself remains largely unaware of the importance of the climate issue to
the U.S. economy and its power to effect positive change.

The capital markets have proven highly effective at punishing and rewarding
corporate behavior in any number of areas, providing they are given accurate,
timely, and credible information about company performance. Applying this logic
to the climate change issue is compelling. Major industrial companies are without doubt
one of the greatest sources of greenhouse gas emissions. Corporate industrial behavior
is in turn heavily conditioned by the quality and availability of their “financial oxygen” —
debt and equity financing. If the two constituencies can be strategically aligned, the cpital
markets have enormous potential to reinforce and accelerate public policy objectives as
they relate to climate change.

To date, beyond the general truism about this need to involve the markets there has
been little if any discussion of the precise role that the U.S. financial community could
play. The main reason that the markets’ potential to serve as an engine for progress on
climate change has been greatly under-utilized is that, for the most part, the markets
have neither the information nor the motivation to use it. Institutional investors have not
yet recognized the close — and growing — linkage between industrial companies’



environmental performance and their financial performance and international
competitiveness.

Even if they did recognize this connection, they would be hard-pressed to find the
information they need to make investment decisions. Major investors have received very
litde balanced and credible information on the subject, yet no environmental

performance issue is likely to have a greater impact on the U.S. financial markets and
business than climate change.

THE RESPONSE:

A high-level, invitation-only White House Summit on finance, investment and climate
change. Such a Summit would provide leading members of the U.S. financial community
with their first organized opportunity to understand the linkages between environmental
and financial performance, and why the climate change debate will aimost certainly affect

them directly.

THE OBJECTIVES:

I. To elevate awareness of both the risks and opportunities created by climate
change among leaders of the two constituencies with arguably the greatest ability
to affect both economic and environmental outcomes: the corporate and
investment communities.

2. To communicate White House climate change policy directly to influential
corporate and investment leaders who will have a substantial stake in its success.

3. To create a series of ongoing initiatives designed to ensure that there will be
tangible, ongoing follow-up to the most promising initiatives identified at the
summit.

THE BACKGROUND:

Public awareness of the relationship between financial performance and environmental
issues is increasing. In recent months, consider:

= Climate change figured prominently in President Clinton’s most recent State of the
Union Address. He proposed the commitment of $2.4 billion to address the issue,
fully 40% greater than Congress's last approved level. The impact of the President’s
proposal would be dramatically reinforced and accelerated if the U.S. investment
community accorded climate change a similarly high priority. But first they need the
information.

Leading industrial companies are recognizing the growing importance of the emerging
sustainability paradigm — the “triple bottom line” in which social, economic, and
environmental criteria are priorities. Furthermore, companies such as DuPont,

Enron, and Dow Chemical Company are now directly addressing the issue of climate
change In their public reports.



Public recognition that investors do not adequately address environmental risks in
their investment decisions is growing. The explosive growth of “socially responsible”
investing is one manifestation of this trend. More than any other environmental issue,
climate change has the potential to create the kind of commercial turbulence that
Investors need to become aware of.

® Major financial and investment institutions are also under increasing pressure to
examine significant but “non-traditional” issues. Prominent institutional investors
such as CalPERS are now explicitly linking companies’ attractiveness as investments
with their environmental performance. These investors consider environmental
performance to be an increasingly important part of companies’ corporate
governance and social responsibility.

* Governments the world over are united in their belief that market-based
mechanisms are the key to achieving the Kyoto targets — indeed, a study by the
Boston-based Tellus Institute finds that that the U.S. could exceed its objective while
significantly reducing its energy costs and creating new jobs.

* Nascent markets for GHG emissions credits have been set up that appear to presage

the emergence of a global trading architecture which could be worth upwards of

$60-billion within 5 to 10 years.

THE TARGET

By bringing together leading figures in investment and finance from across the United
States to discuss the risks and opportunities that climate change inheres, we aim to
bridge the disconnect that exists betweean the business, financial and public sectors. To
this end, we anticipate our target audience comprising senlor executives from such
organizations as:

e Citigroup e Barday’s Global investors

e Merrill Lynch e State Street Global Advisors

e Salomon Smith Barney ¢ Deutsche Bank/Bankers Trust
e Goldman Sachs e Mellon Bank

e . J.P. Morgan o Scudder Kemper

e Morgan Stanley ¢ Chase Manhattan

* Fidelity Investments ¢ Bank of America

» Charles Schwab ¢ Prudential

e Vanguard e Northern Trust

e CalPERS e New York State Common
* TIAA-CREF Fund

¢ Teachers Retirement System
of Texas



THE DRAFT PROGRAM:

What follows is a draft of how the Summit program might look. Specific invitations to
financiers, industry CEQ’s, and climate change experts would, of course, be at the sole
discretion of the White House.  The proposed program aims to view climate change
from the perspective of leading practitioners from the business and investment
communities in order to identify where the latter group can play a role, what this role
will be and what steps should be taken and by whom. Perspectives will be offered from
across the full spectrum of investment decision-making; accounting and law; company
management; the public policy makers; and finally, the investment community itself.

1. CLIMATE CHANGE: UPDATE ON SCIENTIFIC AND POLICY
CONSIDERATIONS

These presentations will establish the foundations for the climate change issue from a
scientific and public policy perspective. The objectives are to elucidate the present
thinking of these important constituencies and to map out possible future courses of
acdon over the short-to-medium term. Special attention will be paid to discerning how,
in economic terms, the climate change issue will affect U.S. industries.

* Mr. David Sandajow
Asst. Secretary of State for Oceans and International and Scientific Affairs

* Mr. Frank Loy

Under Secretary for Global Affairs, Department of State

2. ACCOUNTING FOR CARBON: LIABILITIES AND
OPPORTUNITIES

The stakes for U.S. businesses and industries are high. The U.S. is the largest
global emitter of carbon, both on an absolute and per capita basis, and U.S. business and
industry stands to be significantly affected by the economic turbulence that climate
change mitigation measures could bring. The full cost of such measures remains
unknown, although authoritative estimates searr at $100-300 billion/year in gross national
product. Yet for leading companies climate change is not just about risk. It is
about opportunity - an opportunity to create value in an entirely new way.
Many companies have already begun to explore the opportunities created by emissions
trading, for example. The next two sessions will elaborate on this theme by examining
how companies stand to win or lose due to climate change. Here, the meeting will

examine how accounting, disclosure and other legal instruments may be brought to bear
on company risk, liability and opportunity profiles.

* Senior Managing Partner
PriceWaterhouseCoopers (or another ‘Big 4’ accounting house)



* Mr. Donald Carr
Senior partner in environmental law and climate change specialist at Winthrop,
Stimson, Putnam & Roberts, Washington, D.C.

3. CORPORATE PERSPELCTIVES: INITIATIVES BY LEADING-EDGE
COMPANIES

This session will provide real-world examples of how major companies perceive the risks
associated with climate change and how these risks and challenges have been converted
to business opportunities and sources of competitive advantage. Attention will be
devoted where possible to putting dollars and cents to the companies’ activities, and to
determine how current and future GHG emissions mitigation initiatives might affect
future earnings, strategy and stock price.

Companies will be invited to share their experiences in addressing climate change from a
strategic and financial perspective in particular. Opportunities to boost profitability
through top-line revenue growth and reduced expenditure will be highlighted.

[Between 2 and 4 CEOs would be invited to present, depending on the length of the
meeting.]

* Mr. Kenneth Lay
Chairman and CEO, Enron

* Mr. Charles Holliday
Chairman and CEO, DuPont

= Mr. Michael Bowlin
Chairman and CEO, ARCO

*  Sir john Browne
Chairman and CEO, BP Amoco

4. OPPORTUNITIES AND CHALLENGES: AN INVESTUOR’S
PERSPECTIVE

This key session will allow investment and financial professionals to articulate their own
opinions on the issue. Views will be sought from various key actors from within the
international financial and investment community: public pension funds, the World Bank,
investment banking and asset management. The focus of the session would be entirely
congruent with the objectives of the meeting itself, i.e., emphasis would be placed
squarely on elaborating concrete steps by which this group could begin to play a role in
mitigating climate change.



(Depending on time available, speakers invited could include:)

5.

Mr. James Wolfensohn
President, International Bank for Reconstruction and Development (World Bank)

Mr. John Rosenwald
Vice Chair, Bear Stearns

Mr. John Whitehead
Ex-Chair & CEQ, Goldman Sachs; Director or NY Federal Raserve Board

Mr. Ron Denham
Ex-Chair & CEO, Salomon Bros.

Mr. Deryck Maughan
Vice Chair, Citigroup

Mr. Jim Burton
CEO, CalPERS

Mr. Cariton Bartels
Managing Director, Cantor Fitzgerald - investment Brokerage Services, New York.

Mr. fim Martin

Chairman, Innovest Strategic Value Advisors, New York; formerly Chief Investment
Officer, TIAA-CREF, North America’s largest pension fund.

THE WHITE HOUSE POLICY AGENDA

This portion of the meeting will provide the White House with an opportunity to present
its own analysis of the climate change issue, how these forces of change might influence
the U.S. economy and how the financial community might augment public policy efforts
in practical terms.

President Clinton, Vice President Gore, or a senior White House official

Mr. Roger Ballantine
Deputy Assistant to the President for Environmental Initiatives



6.

WRAP UP: NEXT STEPS

In order to maintain and accelerate the momentum created by the Summit, it is
recommended that a number of concrete follow-up initiatives be announced and
pursued. Among the most promising could be the following:

Creation of a high-profile working group on carbon reporting and accounting.
Led by a partner or partners in one or more “Big 4” accounting firms, or possibly
under the umbrella of the U.S. professional accounting body.

Creating 2 U.S. exchange where an orderly, systematic market in carbon
emissions allowances trading would occur. This would be analogous, albeit on a
much larger scale, to the market already created for SO, emissions permits. The

Chicago Mercantile Exchange would be a logical starting place for this initiative.
Launching a new, private sector “Climate Fund”, which would invest in major
companies who are best positioned to benefit from the business opportunities
created by climate change. Among other benefits, such a Fund would strongly
encourage companies to improve their “carbon efficiency” in order to attract
investment from the Fund.

Creation of an ongoing, four-party dialogue designed to increase the profile of
climate change and to develop innovative solutions. Modeled on the President’s
Council for Sustainable Development, the four constituencies which could
potentially be brought together in a process of this type would be:

Business and industry

Financiers and investors

Government and public-policy makers
Civil society/NGO'’s

An ongoing series of workshops for financial analysts. Survey evidence suggests
that the Wall Street analysts have a strong influence on investors, but that they
are currently Jess aware of the financial relevancy of environmental issues than
aither corporate CEO’s or mainstream institutional investors. k will be critically
important to increase their appreciation of the financial and competitive
consequences of climate change.



ABOuUT INNDOVEST

Innovest Strategic Value Advisors (ISVA) is a New York investment advisory firm
specializing in environmental finance. ISVA's chairman is the former Chief investment
Officer with TIAA-CREF, the largest pension fund in the United States, ISVA’s Board of
Directors also includes former senior executives from Citigroup and Chemical Bank, as
well as a former G7 finance minister. The firm’s clients have included several of
America’s largest institutional investors, as well as over 20 Fortune 500 companies. At
present, over $50 million in assets is being managed on the basis of innovest's proprietary
EcoValue "2| investment research platform.



Natsource on the Financial Markets and Climate Change

Business increasingly recognizes that whatever the fate of international negotiations on the Kyoto
Protocol, growing scientific consensus about the occurrence of anthropogenic climate change will
inevitably result in some form of greenhouse gas (GHG) emissions restrictions. Prudent business
managers need to consider what preparations are necessary to thrive in a “carbon-constrained”
future business environment. The financial sector, as an engine of economic growth and
development, has unique role to play in preparing companies for this environment. Now is an
appropriate time for financial leaders on Wall Street to consider exactly what this role might be.

Natsource has been actively invotved in the development of the evolving risk-management-driven
GHG reductions market. Consequently, we have a strong understanding of the associated risks
and opportunities facing companies. In view of this experience, Natsource recently was invited to
present to a roundtable session of investment banks in London to discuss the role of the financial
sector in GHG markets. We would be delighted to share these views with colleagues on Wall
Street.

There are several relevant issues, which could be further discussed in our meeting. A few of the
most important topics are:

e Equity price valuation: From an equity analyst’s point of view, questions are likely to focus
on how a company's future revenue flows will be affected by emissions restrictions and
markets for emissions permits. At a general level, there is a sense that fuel producers such
as oil and gas companies may face net costs, while more environmentally benign companies
may earn net revenues under regulated carbon constraints. But there is a need for more
sophisticated analysis. Under most proposed GHG regulation energy companies will not be
liable for the carbon embedded in the fuels they produce, but rather for the actual GHG
emissions that result directly from their business activities. As an asset class, sellers of high
carbon fuels may encounter slackening demand growth as consumers shift to ever more
price-competitive low-carbon fuels. This may lead to absolute revenue loss within a sector.
But how might a company perform relative to competitors within its sector? For example if an
oil company effectively manages its direct emission exposure and diversifies its business
activities away from high-carbon fuels, should this company’s equity valuation reflect this
strong potential for revenues? How should this be quantified? Answers to these questions
require an understanding of the GHG market, allowance pricing, and GHG risk management.

e Accounting: As legislation to restrict GHG emissions advances at various levels of
government, and as markets for emissions permits originate and mature, accurate accounting
practice will necessitate that companies report their GHG-related assets and liabilities. Wall
Street leaders should contribute their input on the nature of relevant standards and
methodologies to the Federal Accounting Standards Board.

* Lending/project finance: Companies use capital markets to finance new investments. The
willingness of investors to lend on favorable terms depends on investments’ risk and
expected rate of return. The establishment of GHG emission constraints changes traditional
calculations of rates of return. For example, investment in a coal-fired plant may be much
less attractive in the future as emissions restrictions impose increasing costs. Conversely, a
wind power development may not have been attractive to investors in the past, but the
prospect of an additional and substantial stream of revenue from associated GHG credits
might make the project competitive. In addition, the GHG market can be a source of up-front
project finance through the forward sale of embedded emission reductions, thus reducing the
initial capital requirements of climate-friendly projects. Investment banks will need to amend
lending and project finance criteria to account for these changes in valuation, and the types of
business activities that receive finance will change accordingly.



Trading: Companies facing GHG emissions restrictions will need to develop strategies for
compliance, hedging risk, and exploiting opportunities. These strategies will include a mix of
internal emissions abatement measures and participation in markets for emissions permits
and derivatives. But many industries that may be affected by GHG restrictions have little
trading experience or little capacity to operate in sophisticated markets. Trading may not be
their core activity, and companies may find it advantageous to outsource their trading
requirements to specialized traders with the technical capacity and expertise to manage
positions effectively and reliably. There is precedent in power markets for investment banks
to trade the positions of generation companies in retumn for guaranteed minimum rates of
return. Of course, investment banks will use liquid GHG market to trade for their own
account.
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INSIDE TRACK

ENVIRONMENT BENEFITS QF AN ECOLOGICAL APPROACH

Go green, invest
and then prosper

Edward Alden on claims that investing in
companies that care about the environment is a
way to outperform the market'

shoulder often on Wall
City

Matthew Kiernan has

experienced the colid
Street and in the
of London.

The head of Toronto-based
Innovest Strategic Value Advi-
sors. Mr Kiernan has spent the
last three years trying to peddle a
controversial idea to financial
analysts and institutional inves-
tors: that companies that care
about the environment outper-
form those that do not.

“People of my ilk are generally
deemed by Wall Street and the
City as ephemeral, woolly-
minded. granola-eating types. he
says. ~The opposite is true.”

Mr Kiernan is part of a small
but growing number of financial-
ly-munded environmentalists who
are building a compelling case
that investing in companies with
strong environmental manage-
ment is a way to outperform the
broader market consistently .

in a live simulat:on last vear
conducted by Innovest and Mor-
gan Stanley, an enhanced index
weighted towards companies
with suong environmental man-
agement outperformed the Stan-
dard & Poor's 500 by nearly 2
percentage points. A similar
three-vear back test showed a

gain of nearly 3% percentage
points.

Innavest’s results are much
like those of other environmen-
tally-focused money managers
using comparable approaches.

But ithey have done little to
thaw the frosty reception on the
street.

development programme
survey) last year of US financial
analysts and chief financial offi-
cers showed that environmental
factors barely register in weigh-
ing coyporate performance. Only
10 perjcent or analysts reported

nsense, that if you want to

vironmental performance
at the expense of finan-
tformance,” says Mr Kier-
t. he argues. is simply
Environmental perfor-
ratings are “a potent,
nt, robust proxy for supe-
grategic management,”
translates into stronger
s and greater shareholder

wrong
mance‘
prey
rior
which
earni
value. .
The scepticism may come in
part from the comparison with
socially responsible investment
funds. Those funds. which are

gut instinct is to say this:

growing rapidly and now control
nearly $100bn (£625m) in assets in
the US, exclude certain compa-
nies from their portfolies on ethi-
cal grounds, particularly eschew-
ing companies in the nuclear,
armaments or tobacco industries.
Most analysts believe that adding
such ethical criteria distorts
investment decisions.

Innovest and others taking a
similar approach, however, do
pot automatically exclude these
companies. Where a socially
responsible fund might avoid
mining or chemical companies
because those industries are gen-
erally heavy polluters, Mr Kier-
nan argues this is precisely
where an environmentally-fo-
cused approach has the greatest
value.

An example he cites is the com-

parison between Mobil Oil, which

recently entered a merger agree-
ment with Exxon, and Unocal,
both large US petroleum compa-
nies. Standard & Poor's regards
them as virtually identical credit
and investment risks, but accord-
ing to Innovest's environmental
risk and performance ratings,

-..‘Poqple of my ilk are
: generally deemed by

Wall Street and the
City as ephemeral,
woolly-minded,
granola-eating types

Matthew Kieman
Head of Toronto-based Innovest
Strategic Value Advisors

Mobil is far the superior com-
pany. Its toxic wastes per dollar
of revenue, for instance, are half
those of Unocal.

Not surprisingly, Mr Kiernan
says, Mobil stock has far outper-
formed Unocal during the past 10
years, and particularly during
the last three years when Mobil's
environmental rating has

iy i 1

Linda Descano. senior
vice-president environmental
affairs at Salomon Smith Barney,
the US investment bank, agrees
that “there is a growing business
case for the link between envi-
ronmental performance and
financial performance.” But she
says that most people on the
street still think of the environ-
ment as an ethical issue rather
than as something driving busi-
ness strategy.

At most. anaiysts will acknowl-

But rarely will they acknowledge
that a better emvironmental
record may translate into supe-
rior performance, she says.

Part of the problem is practical
Most companies don't gather
environmental data in a way that
is useful for analvsts.

Ralph Earle, who beads the
Massachusetts consulting firm
the Assabet Group, says that
gathering consistent. objective
{nformation to compare corporate
envlronmental performance is

difficult. To be useful
for investors. the information
must be available promptly. Two-
year-old data on toxic emissions
might tell you little about the
present or future environmental
performance of a company.

Despite widespread scepticism.

Mr Kiernan has won some con-
verts. Bill Coughlin, managing
director at Delta Capital, says the
environmental approach “is out-
side Wall Street’s little box, their
strategic manual of how to ana-
lyse companies. But times are
changing so rapidly it would be
ludicrous to ignore anything.”

The biggest hurdle for Innovest
and others pushing environmen-
tally-driven investing may be the
perception that they care more
about the environment than they
do about money.

Mr Kiernan says his goal is to
make money by exploiting a link
between environmental and cor-
porate performance that inves-
tors are only slowly acknowledg-
ing. “We try to be as
empirically-driven, as non-ethi-
cally-driven, as we can be.

“The fact that we hope to save
the planet is a byproduct.”



Ecological wak

A fresh generation of analysts is divided abou

Should fund managers go
green? The idea that
investors shouid play a
role in sustainable development
is argued with increasing
urgency within bodies such as
the UK government, the EU and
the United Nations.
The issue is also promoted by
pressure groups, such as Friends

Underpinning these arguments

is the view that the financial
markets have a potentially cru-
cial influence on company strat-
egy. And the long-term nature of
most investors' interests means
they have a natural interest in
ensuring that companies invest
sustainably.

But most fund managers dis-
miss environmental concerns as
trivial or misguided. As one ana-
lyst put it: “Any attempt to link
up financial decisions with mor-
als or emotional decisions does
not work.”

For campaigners, this argu-
ment misses the point. Investors’
self-interest should encourage
them to consider environmental
issues. Admittedly, many overtly

environmental companies, such .

as “green” retailers or waste dis-
posal managers, have performed
badly during the last decade. But
mainstream companies with good
environmental records have
tended to perform well.

studies. mostly from the US.
have found a significant correla-
tion between the environmental
credentials of companies and
share performance.

Why has this point made so
little impact on fund managers?
Are the linancial anaiysts behind
the times? Or are they right to
think that the arguments linking
the ~nvironment with financial

performance owe more to wishful
than to careful analysis?

The first possibility - that
financial institutions are being
slow on the uptake - was
endorsed by a recent European
Commission report.

“Companies increasingly see
environmental issues as being of
relevance to their business devel-
opment, yet financial markets,
particularly ‘investors, are unin-
terested,” said Delphi Interna-
tional, the consultancy.

The mbhmed this indiffer-
ence on of quality informa-
tion, the investment communi-
ty’s inertia and conflict between
the short-termism of the financial
markets and long-term sustain-
able development.

There are some exceptions. In
the late 1980s and early 1990s, a
handful of brokers published
research examining the impact of

‘They're béing green
because specific
environmental
actions make good
business sense’

the environment on investments.
And the large provisions by Brit-
ish Gas and Hanson for the cost
of cleaning up contaminated land
acted as clear “wake up” calls.

But overall, the Delphi
researchers concluded that “of all
the forces for change on the
investment sector. those coming
from within have been probably
the least effective.” it says.

But could the mainstream
financial sector be justified in its
reluctance to use environmental

issues as a guide to investment
performance?

Sceptics point out that correla-
tion is not the same as causation.
The link between environmental
and investment performance may
be because companies with good
environmental records are better
managed. More profitable compa-
nies have more money and
greater flaxibility when it comes
to environmental projects. -

There are dangers in making
syeeping generalisations about
such a complex lssue. “There is
0o reason to believe that environ-
mental performance is an equal
driver of value across all
gectors and industries,” says the
World Resources Institute, a
Washington-based environmental
think-tank.

It points out that environment
management is not a singie topic.
Rather, it says, it can be split
into several issues: the need for a
company to protect its “fran-
chise” by complying with regula-
tions and preserving its reputa-
tion: “eco-efficiency” measures
that prevent pollution and reduce
waste; and the adaptation of
product and markets to take
advantage of new opportunities.

To lump all environmental
strategies together is to ignore
the motivation of individual com-
panies: “They aren’t merely
being green: they're being green
because specific environmental
actions make good business
sense.”

* Defining the environmental

actions that make good business
sense is not easy. A recent report
from Earthscan, the UK-based
environmental publisher, on the
link between company environ-
mental and financial perfor-
mance illustrates the point by
setting out a number of potential
“green” corporate benefits

- L

t whether such investments are a blessing or a curse,

including cost savings, credit rat-
ings, recruitment, morale, risk
avoidance, employee morale,
stakeholder relations, media
attention and public respect.

In each case, however, it puts
forward a possible counter-argu-
ment. For example, promoting a
good environmental image may
increase a company’s vulnerabil-
ity to bad publicity. “It is much
easler to attack a high-profile
environmentally-aware company
like the Body Shop for a single
transgression from its stated
environmental policy because the
company has & high media pro-
file built on the back of its excel-
lence,” it says. .

Perhaps the most important
issue concerning the business
impact is the question: Do envi-
ronment improvements lead to
savings or to extra financial bur-

dens? David Edwards, author of

the Earthscan report. says enthu-
siasm about cost savings has
given way to a more cautious
approach: “As diminishing
returns on environmental invest-
ment have set in, the new genera-
tion of environmental managers
have found it difficult to replicate
the impressive successes of the
19808 and are increasingly ner-
vous of stakeholder reaction to
expensive environmental invest-
ments.”

But this debate itself suggests
that for better or worse, environ-
mental issues have a financial
impact. Regardless of whether

says Vanessa Houlder

away from examining environ.
mental issues on the grounds
that they were “moral” or “emo-
tional™.

“Once you start taking an emo-
tional standpoint, you undermine
what you're there for,” says an
insurance analyst.

This attttude was evident last
year when John Denham, a UK
government minister, proposed
that pension fumd trustees should

outline ethical positions.
His was criticised by the
pensions on the grounds
that it to recognise the
fiductary of the trustee.

that trustees can-
X of environmen-
shaping their invest-
ment [policy is a

e-up call for fund managers

Tromans. head of the environ-
mental law department of Sim-
mons & Simmons. a law firm: "It
is difficuit to see how trustees
could in fact fulfll this role prop-
erly without paying regard o
environmental matters.”

A similar debate is underway
in the US. The legal obligation of
investors to act “prudently” and
“axclusively” for the owner of the
assets has been generally consid-
ered to exclude social concerns
such as environmental issues.

But the World Resources Insti-
tute argues that this logic could
eventually be turned on its head.
Once it has been firmly estab-
ltshed that there is a !llnk
between environmental and
financial performance. then it
would be imprudent not to con-
sider a company's environmental
performance when selecting an
investment. “While this sounds
tar-fetched now, it might not be

90 far off,” it says.
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BUSINESS & THE ENVIRONMENT

* ByQuentiafettrell

- For B_ig Business, Ecological Policies Can M_ake' Sound Finéncial Sense
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For Wajl Stfeét, IﬂcreaSing Evidence that Green Bégets Green

By CLAUDIA H. DEUTSCH

financials; Storebrand checks envi-
T

FOR years now, environmental-’

ists have tried to persuade In-
vestors to eschew putting mon-

y Into companies that pollute. Not
urprisingly, Wall  Street has
ncered, Insisting that a good way to
1aximize shareholder wealth Is to
2lnimize environmenltal costs.

But now the do-gooders are con-
ronting the money folk with evi-
ence that they are wrong, couched
1 the language that Wall Street
nows best: numbers. They are
howing, through real and phantom
orifolios, that eco-cfficient compa-
-ies — those that recapture raw ma-
erials from waste, for example —
eward stockholders with more than
lean consciences.

“Analysts who don‘t respond to
alk about emissions understand if
ou say that such measures lower
1sks,” said Linda Descano, vice
‘resident for environmental alfairs
‘t Salomon Smith Barney.

The new eco-Investors do not sug-
est that environmental perform-
‘nce Is more important than finan-
.1al indicators of a stock's prospects.
‘hey avoid environmentally sound
-ompanies whose stocks seem fully
‘alued. And few will put more than §
rercent of their holdings into even
he greenest company.

Nor are they investing only in
‘clean” industries — service firms,
ay, or solar energy and windmill
nmpanies. Instead, they are buylng
he *'hest of class” stocks In basic
adustries like steel or paper.

Few posit a direct cause-and-el-
ect relatlonship between environ-
aental performance and stock price.
nstead, they say Investors would do
+ell to include environmental cri-
cria when picking stocks.

“Wall Street sees envirgnment as
rrelevant, or bad news waiting to
appen,” said Matthew J. Klernan,
hiel executive of Innovest Strateglc
‘alue Advisors, a Torento-based
irm specializing In finance and \he
nvironment that has a formula for
ying environmental performance to
tock price. “We say it is a robust
roxy for linancial performance.”
Conlirming evidence is pouring In
‘om Europe. Two years ago Store-
rand, a big Norweglan insurance
ompany, and Scudder Kemper In-
estments jointly created the Store-
rand Scudder Environmental Value
and. Scudder screens a company's

| factors. Only the stocks
that pass both screens — Sony, Du-
Pont and 3M, for example — are
included. . .

The tund, which started with 10
million of Storebrand's money, has
appreciated about $1 percent ‘since
its inception, outperforming the Mor-
gan Stanley Capital International
World Index by more than eight per-
centage points. : .

Storebrand will offer the fund to
European Institutional investors this
summer and expects to ofler it later
in the United Siates. “Wé will not
market this as a green (und, but as a
good linancial returns fund with im-
ited risk,” sald Jan-Olul Willums, a
Storcbrand senior vice president.

That is the approach at UBS Brin-
son in Switzerland. On June 186, 1997,
as part of Swiss Bank, the group
began olfering two funds composed
of 101 companles, including Johnson
& Joh ., British Tel lca-
tions and Bristol-Myers Squibb, that
showed superior financial and envi-
ronmental performance. A year lat-
er the two eco-efficiency funds,
which are distributed only in Europe,
had increased in value by 24 percent,
compared with 22.4 percent for the
Morgan Stanley index.

‘‘An eco-efficlent company is mak-
ing elficient use of its resources, and
that’s probably a strong signal that it
Is well-managed as a whole,”" said
Ingeborg Schumacher, an assoclate
director of UBS Brinson,

Now, North American environ-
mentalists-cum-financiers are buy-
ing into that idea. In January, Inno-
vest put together a phantom portfolio
that included all the Standard &
Poor's 500 companies but was over-
weighted in the stocks of 65 compa-
nies with high scores on envirenmen-
tal factors, including Boeing, Weyer-
haeuser and Xerox, and under-
welighted In those with low scores. In
the (irst half of 1998 the environmen-
tally weighted portiolio outper-
formed the S.& P. by 2.8 percentage
points.

That does not surprise Jackson W.
Robi presid
Management Company, the environ-

mentally focused division of Eaton
Vance, the mutual fund

Its stock is up 45 percent this year,
vastly outperforming the S.& P.
““Some of the best investment op-
portunities are environmentally sen-
sitive companies in otherwise ‘dirty’
industries,” Mr. Robinson said.
Suitl, for most of Wall Street, that
Idea remalns a hard sell. *'You say

‘environment’ to a bunch of analysts,
and they go, 'Ugh, risk, negative,’
said Lisa Lall, an asset manager at
Salomon Smith Barney who Is a
chalrwoman of the New York Society
of Securitles Analysts' social invest-
ment working group.

Part of the problem Is that envi-

Sound, Environmentally and Financlially

Research by Innovest identitied a number of industries in which
companies thal rale higher on its scale of environmental performance
produced better returns for stockholders than did less envirornmentally
conscious compstitors. Here are live examples. In each case, the two
companies received the same rating lrom equily analysts at Standard &
Poor’s; the company with the higher ecological rating from Innovest is

shown in bold type.

company. Winslow pumped money
into KTI Inc, a Guttenberg, N.J.,
company that uses a relatively clean
method to burn waste to generate
electricity. KTI also extracts alumi-
num and other metals for recycling.

i 1994.97

Communications equipment Compound return 1994-9

Northern Telecom +47.7%

Andrew Corp. +19.0
of the Winsi Pharmaceulicals

o Lo — ||| 526

Abbott Laboratories +326

Ulilities

Edison International F +316

Dominion Resources +10.4

Forest producis

Weyerhasuser +176

Louisiana-Pacilic - 66

Oil

Moblt | 4253

| A Clean Sweep

- A phantom portiofio of

- companias with strong
environmental racords
outperiormed the S.& P. 500-
stock index by 2.8
percentage points this year
through June.
Percent return
15%

Phantom
portiolio

ronmental data are hard to get. “’it's
a lot easier to check out a company's
margins than to figure how they
manage thelr waste,” said Jack L.
Keily, a conglomerate analyst at
Goldman, Sachs.

Still, proponents of environmental
investing are building a compelling

Source: inovest Strstegec Advisors

case for making the effort. The Alli-
ance for Environmental Innovation,
a nonprofit group in Boston, recently
reviewed 70 research studies and
concluded that companles that out-
perform thelr peers environmentally
will also outperform them on the
stock market, by as much as two
percentage points. They found no
studies that documented a negative
relationship between financial and
environmental performance. “You
can't {ind them, because the facts
just don't support that concept,” said
Ralph Earle 3d, the group's director.
In another study, released last
ycar, the ICF Kaiser Consulting
Group found that companies with
high scores on environmental cri-,
teria were “lower-beta stocks,’ fi-
nanciel jargon for less risky Invest-
ments, and would thus enjoy a lower.
cost of capital and. ultimately, &
higher stock price. In fact, the study,
which looked at 327 of the S.& P. 500
comparles, indicated that companies
can push up their stock price 5 per-
cent by improving thelr environmen-
tal performance. -
ICF Kaiser, however, is not claim-,
ing a definite cause-and-effect rela-
tionship between environment and.
stock price. **What we've done,” said,
Peter A. Soyka, an ICF Kaiser vice
president, *“is give executives some-
thing they can use to persuade thelr,
own boards that it makes sease to
run an environmentally friendly op-.
eration’ D

The New York Timey
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Business & Indusery C onnection

Environmental performance linked to proﬁtability, competiveness

Recent study contradicts traditional views

By: JAMIE CRAIG
Eguor

in 8 recent study of the oil and gas
industry, Royal DutclvShell and Exxon
emerged as the two top environmental per-
formers among a competitive set of |3 large
cap US. oil and gas stocks. The report,
“The Petrofeum Industry — Hidden Risks
and Value Potential

Edinburgh as weil as both a bachelor’s and
master’s degree in chemistry.

The study sheds light on a critical side
of the industry and examines:

—The full extent of the financial mine-
ficld created by looming US. and interna-
tional environmental regulations, policy
developments and related industry sustain-

detected in the environmental risk profiles
of companies regarded by mainstream Wall
Strect analysts and rating agencies as virtu-
ally identical credit and investment risks.
Both Shell snd Exxon scored high in a
25-point analysis of environmental

) manage-
ment capabilitics, as well as in their capaci-

ty to profit from environmentally driven
business opportunities. Shelly
$500 million investment in rencw-

for Strategic In-

vestors,” calls into ables and Exxons leading role
:::,"’,LL';Y '?i::, “Environmentally driven attributes can and often do ﬁ&ua OM
;’mm’;’:’:;: contribute directly to a company’s competitive %:::::;"mm" Plus poins.
prescats an argument : ”» ing to the companies by exposing
in support of the link advanmg e in the """*dpla“’ inequalities in corporate risk
between  superior — : : . exposure, management capability
environmental | per- Dr. Martin Whittaker, Innovest Strategic Value Advisors and srategic positioning. With the

formance anq superi-

American Petrolcum Institute, the
World Energy Council and other

or P
and profitability.

The report was prepared by Innovest
Strategic Value Advisors, an internationally
recognized investment advisory firm spe-
cializing in environmental finance and
investiment opportunitics.

Innuvest  Strategic Value Advisors’
invesiment modet, EcoValue "21, evaluates
environmental risk and opportunity pro-
files of companics 10 determine the impli-
cations for investors. EcoValue 21 is 8 dis-
ciplined, proprictary investment analysis
platform used to uncover lucrative hidden
value potential.

Information for the report was derived
from company published material, senior
executive intervicws, industry groups, fed-
eral apencics amd datah
mental onganizations, mdusuv expms. pni-

ability issues (for exampie, the estimated
$40 billion required for offshore facility
decommissioning).

—The internal environmental man-
agement dynamics of the top U.S. oil and
gas companies.

—How the various environmental risk
and profitability drivers are translated into
financially meningful terms.

—How leading companies are position-
ing themselves in natural gas, renewables,
alternative fuels, emissions trading and
technological innovation,

The report provides insight into criteria
that invesiors should use when considering
o1l and gas stocks. in addition to id

influential organizations repested-
ly citing environmemal maners as being
smong the most pressing of all issues faced
by the oil and gas sector, it is clear that
tomorrows winners and losers will be
increasingly defined by environmentally
driven risks and opportunities.

The report contradicts two pieces of
conventional wisdom. First, the notion
that the environment is purely & cost cen-
ter — by and large comsistent between
companies as all companies are subject to
the same environmental laws and regula-
tions — is proved untrue. The swdy
refutes the idea and sllows the correlation
of specific ecnvironmental, health and

ing the financial fundanwntals, the report
looks at company risk

safety gement el with their

for sharcholder value.

efficiency. The findings should add another
dimension to the relationship between the
business, financial and investment commu-
nity that would allow leaders to distinguish
themselves from others.

“Many companies are doing great things
when it comes to the environment that are
either being buried in the language of regu-
lations and compliance or are lumped in
with what we call ‘greenwash,™ Whitaker
said. “These insights provide a much more
serious platform for companies engaged in
environment and sustainability to build on
their achicvements and reach out to the
investment community through a means’
other than ‘cthical funds,’ for exsmple.”

The report should serve to benefit
institutional, retail and individual
investors; companies themseives; industry
groups; and all those interested in envi-
ronment and finance.

As for the future of the oil and gas
industry, Whittaker predicts a greater role
for those presenting a “business case™ for
the environment and a continuing decline in
significance of the “compliance mentality™
toward more voluntary initiatives designed
to enhance undertying corporate goals (new
markets, improved carnings, market share).

*“The oil and gas industry has 3 tremen-
dous upside potential in energy provision,
fuel technology and economic development
on a large scale. These upside opportunities
must be brought to bear upon the markets,
especially in the developing world”
Whittaker said. “Ultimately, we will see the
emergence of the lnple bottom line —
sacial, | and ic imper-
atives of susiainable development — as a

corporate strategy. Later,

" vate 7 I vsts, and

r their envi-

personal cuntacts, among other
The study taps into an undiscovered

ment expertise and

source of sharcholder value for
investors — corporate eco-efficicncy.
“Environmentaily driven mnbuln can

their capacity to prof-
it from environmen-
tally driyen business

and often do ibute directly to a comy

ny’s competitive advantage i m the market-
place. Environmental management is sim-
ply a good proxy for ovenall good
management throughowt 3 company, which
is the prime driver of shareholder value and
financial  pesformance,” Dr.  Martin
Whittaker, the report's principal author,
sawd. “This relationship will only sirengthen
a environmental regulations tighten, as
market  demands  for  environmentally
responsible products and corporate policies

oppor

“Our message to
investors would be
that cnvironment does *
make a difference w0 a

“Our message to investors would be that environment does
make a difference to a company’s bottom line. Even investors
with little interest in environmental issues should take note.”
—Dr. Martin Whintaker, Innovest Strategic Value Advisors basis. Similar reponts are

these imperatives  will
become a fundamental
tenet of business activity.”

The report was written
as part of a series of pub-
lications thal Innovest
Strategic Value Advisors
produces on a regular

available for the forest
industry, chemicals and

company'’s  bottom

line. Even investors with little interest in
environmental issues should take note,”
Whittaker said. “The results of our study
are evidence that investors, particularly
fiducraries, would be wise to add environ-
mental performance to their money man-

wi andasp on cor-
purate cost structurcs intensify.”

Whittaker is 2 scnior research analyst
for | S Value Advi Inc.
and #s an environmental consullant with a
specialization in sk management. His

B critenia. Indeed. we argue that
fiduciaries would not be fulfilling their
responsibilities if they ignored environ-
mental factors.”

Central findings of the report provide a
wake-up call for bolh companics and

arcan of expertise include the petrol

minng  and  petrochemical  sectors.
Winttaher holds o doctorate in emvironmen-
Wl saenee from e University  of

JUNE 1999

— top env | perfi
outperformed their indusiry rivals by 17
percent over the course of 1998, In addlition,
vanances as great as 500 percent’ were

Second, the report sheds light on the

belief that “big oil” is bad for the environ- -

ment. The top two companies in the sudy
are global leaders that have been associated
with negative incidents (Shell's Brent Spar
and the Exxon Valdez).

“By going beyond the headlines to look
at internal environmental management
dynamics, we feel that we can present a dif-
feremt view of corporate environmental

"engagement that investors can refate to.”

Whittaker said.

The report’s implications for investors
and indusirial companies are that investor
returms can be substantially improved by
mvemm, in companics with superior eco-

electric utilities. Plans for
reports on other sectors are underway,
including mining, heavy industry/manufac-
turing, and transportation, among others.

“Innovest Strategic Value Advisors sells
its reports primarily w0 the financial com-
munity — pension funds, mutual fund com-
panies, investment banks and the like.
Although, companies themselves, including
those wishing to be benchmarked against
others in the industry understandably take a
keen interest as well,”™ he said.

For more informatioa on . the
report, contact Martin \Whittaker at
{908) 707-0876 or visit lonevest
Strategic Value Advisors’ Web site at
www.innovestgroup.com. O
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wo facets of the convergence of

environmental and capital markets
became visible in September 1999 as final
preparations were being made for the COP 5
climate change meetings in Bonn.

The early news from the markets is good.
The cost of reducing greenhouse gases is less
than early forecasts and corporations that are
sustainable yield superior value to shareholders.

In London, British Petroleum reported on
the success of its pilot program in greenhouse
gas emissions trading and announced its plan to
expand to group-wide emissions trading in
January, 2000.

In Zurich and Chicago, Dow Jones and the
SAM Sustainability Group announced the
launch of a family of comprehensive stock
indexes — the Dow Jones Sustainability Group
index (DJSGI) — that track the share prices of
the leading companies that have a proven
record of being financially, socially and environ-
mentally sustainable. The select companies rep-
resented in the new indexes demonstrate a
real commitment to reducing pollution and
safeguarding human and natural resources.

In 1998 British Petroleum — a component
of DJSGI — announced that it would voluntari-
ly reduce its greenhouse gas emissions to 10%
below 1990 levels by the year 2010. It began a
pilot emissions trading program to accomplish
this objective in the most cost effective way.
Twelve business units initially participated. The
cost of reducing a ton of carbon emissions in
early trades was approximately $63-$70
($17-$20/ton CO,). Although the initial prices
should be viewed cautiously, they are signifi-
cantly below some early forecasts of $200 per
ton. Furthermore, the expansion to group-
wide emissions trading and the inclusion of
credit-based trading (e.g. net emission reduc-
tions associated with external investments in
energy efficiency and carbon sequestration)

should witness a further reduction in costs
associated with meeting the corporate targets.
It is important to emphasise that British
Petroleum extended its commitment when it
acquired two US companies, Amoco and Arco.

The comprehensive sustainable stock
index family includes an index with global cov-
erage, the DJSGI World, as well as regional
indexes focused on companies in Europe,
North America, Asia-Pacific, and a country
index — DJSGI USA.

The table shows salient features of the
global DJSGI index. o

The DJSGl index is fully integrated with the.
Dow Jones Global Index in the sense that it
uses the same calculation, publication and
review methodologies. Sustainability ratings for
individual companies are based on general sus-

_ tainability criteria, industry sustainability and a

corporate sustainability criteria. In addition to
public information a proprietary corporate
sustainability questionnaire is used.

The results of backcasting the price appre-
ciation performance of the indexes are very
instructive. As shown in the chart, in all
instances the sustainable indexes outper-
formed the standard Dow Jones index.
Furthermore, these superior returns were
realised with minimal increases in volatility
(risk) relative to comparable indexes. Evidence
from the markets shows that sustainability and
maximisation of shareholder value are entirely
compatible.

Both these examples of the convergence
of the environmental and financial markets pro-
vide interesting price signals.The cost of reduc-
ing greenhouse gas emissions appears to be
lower than many predicted and corporations
that cut pollution and manage for sustainability
will increase value to their shareholders.
Special thanks to Dr Alois Flatz, Dr Michael Walsh
and Rafael Marques for their valuable input.

Number of companies: 229
Selection criteria:

Coverage:

Share weighting process:
Currency:

Base value:

Salient features of the Dow Jones Sustainability Group World Index

Total market capitalisation: $4.3 trillion . .
Dow Jones Global.Index companies scoring in the top
10% .of SAM sustainability index - -~ - o
73 major industries in 22 countries, best-of-class selection
market capitalisation - '
prices and total returns expressed in US ‘dollars and euros
- set at 1,000 on.December 31, 1998°




Dow inrtiative
ignites debate

Sustainable investing has taken a giant stride towards the mainstream with the launch of the
Dow Jones Sustainability Group Indexes. But, as Mark Nicholls finds, the methodology has
proved controversial.

ost analysts, consultants and
environmental fund managers
have warmly welcomed the September launch
of Dow Jones' new family of sustainable
indexes. The heavyweight US index provider,
they say, brings kudos and publicity to the sus-
tainable investing debate. But behind the
broad expressions of approval, the company
has run into criticism for the methodology it
has chosen to calculate the indexes — high-
lighting just how controversial the rating of
companies for sustainability remains.
“They've done a good job, given the cur-
rent state of the art,” says David Coles, head
of the sustainability advisory services group at
consultants KPMG in London. “That isn't to
say that the methodology won't need to be
substantially improved. There's currently not
enough information [on sustainability] in the
public domain.”

“My first reaction is that | support the ini-
tiative,” says Matthew Kiernan, executive man-
aging director of Innovest Strategic Value
Advisors, a New York-based investment
research firm, which offers clients an alterna-
tive eco-rating methodology.“But
I'm mildly surprised that Dow
Jones would build a methodology
that is so open to question.”
Kiernan, and others, have ques-
tioned the objectivity and reliabil-
ity of the data used to select the
229 companies that make up the
flagship Dow Jones Sustainability
Group Index (DJSGI).

The New York-based presi-
dent of Dow Jones Indexes,
David Moran, is not slow to
acknowledge the difficulties in
formulating an index of this type.
“The sustainability concept is not
static — there’s always going to be
a certain amount of subjectivity
in component selection. But after

“The sustainability
concept is not static —
there’s always going to

be a certain amount
of subjectivity in
component selection”

David Moran, Dow Jones

a period of consultation, we've decided that
[the approach Dow Jones has taken] is suffi-
ciently analytically rigorous.”

To produce the indexes, Dow Jones has
entered into a partnership with the Zurich-
based SAM Sustainability Group, to form Dow
Jones Sustainability Group Indexes GmbH,
also headquartered in Zurich. SAM, which
specialises in corporate sustainability assess-
ment, has provided the methodology and the
research behind the indexes. The process is
based on questionnaires sent to the 2000
largest components of the Dow Jones Global
Index. Their responses are cross-checked
against company reports, regulatory filings
and an ongoing media review. -

The DJSGI index family consists of one
global, one US, and three regional (North
America, Europe and Asia-Pacific) indexes.
Four specialised indexes are also calculated
for each of these geographical regions exclud-
ing alcohol, gambling, and tobacco stocks, and
all of the above.

Over the last five years, the US dollar
global DJSGI returned 137%, compared to
96% for the Dow Jones Global Index. The US
sustainable index, however, returned a stag-
gering 290%, compared to 194% for its main-
stream equivalent. Dow Jones is reluctant to
make too much of this, pointing out that back-
testing indexes is notoriously unreliable. The
returns will, however, give heart to those
investors who believe sustainable investing
makes good financial sense.

Returns aside, criticisms have centred on
the indexes’ reliance on questionnaires for
assessment of each company.*“You have to be
a little cautious about questionnaires. They're
useful, but you need independent verification,”
says Mark Mansley, at London-based Claros
Consulting, which specialises in ethical and
environmental investing.

Alois Flatz, head of sustainability research
at SAM in Zurich, vigorously defends the




methodology. He says that the media review
can often pick up on the less-than honest.
“Some companies that claimed that they
weren't involved in corruption cases were
automatically excluded from the index when
press reports showed large numbers of viola-
tions.” Flatz adds that because the question-
naires are signed by senior company man-
agers, there would be “legal implications” in
providing incorrect information to DJSGI
GmbH, as this could amount to misinforming
shareholders.

Dow Jones and SAM have also come
under fire for their lack of company visits to
verify the information they receive. “I'm old
fashioned,” says Kiernan. “I like to visit the
companies we rate.”

ut the drawback with company vis-

its, says Flatz, is that they would add

another layer of subjectivity to the

assessment process. Unless SAM
was to visit all of the sites of all of the com-
panies they analyse, then they would be
unable to assess companies fairly, he says. This
would also be prohibitively expensive, he
adds.

And Flaz argues that it is possible to
attempt to collect too much information from
companies. One of SAM's competitors, he
says, recently sent a 36 page questionnaire to
a German bank. The bank — which told Flatz
that it struggled to complete the 14 page
questionnaire sent by DJSGI GmbH — simply
declined to respond. “You can ask 150 ques-
tions or 1000,” he says, “and you will most
likely see the same companies leading”

Many observers agree that SAM and Dow
Jones were forced down the questionnaire
path by the paucity of third party information
available on sustainability issues. Outside the
US, where companies have a legal obligation
to provide certain information to regulatory
bodies, it can be extremely difficult to access
data without going directly to the company
itself, they say. -

But Kiernan also questions how SAM has
weighted the relative importance of the vari-
ous factors that it has chosen to ask about.
“The number of environmental audits and the
amount of carbon dioxide produced by a
company do not have the same financial
impact,” he argues. Equally, the very choice of
questions asked of companies — particularly in
the industry specific sections — is subjective,
say some analysts.

Flatz says that DJSGI GmbH has made
every effort to reach some sort of consensus,
involving external consultants and industry
experts. Some companies themselves were
asked to comment on draft questionnaires.
“At the end of the day, it will always be sub-
jective. We've tried to limit this as much as
possible,” he says. The process also involves
standards where they exist, such as the
United Nations Environment Programme
standards on environmental reporting. “What
is important is that we treat all the companies
in the same way,” he says.

Moran also points out that the judge-
ments made in assessing sustainability criteria
are not set in stone. “We're only making
judgements on the relative sustainability
prospects of a particular company in a partic-
ular industry at a particular point in time. As
the sustainability concept develops and
changes, | hope we can take that into account
as we review the index components on an
ongoing basis,” he says.

Leslie Christian, president of Seattle-
based asset ~management company,
Progressive Investment Management, believes
that all definitions of sustainability are subjec-
tive. “The index’s perceived subjectivity is no
reason to dismiss it. It's wonderful that there's
this much focus on sustainability from a com-
pany like Dow Jones.”

Adrian Henriques, head of corporate
accountability at London-based pressure
group, consultancy and auditors New
Economics, believes that the index should
encourage companies to provide ‘harder’
information on sustainability: “Given that it’s
not easy to get this kind of information, it’s
better that this index exists than not. But I'd
like to know how Dow Jones intends to
develop it, to influence companies to provide
objective, verified information.”

KPMG's Coles believes that the very exis-
tence of the index will push companies in the
direction of a greater emphasis on sustainabil-
ity issues, and towards greater accountability.
“The great plus with this index is that it will
put pressure on companies to address
sustainability.”

t the time of writing, six
European companies had signed
letters of intent with DJSGI
GmbH to launch products based
on the indexes. in mid-September, Germany's
HypoVereinsbank listed five year index certifi-
cates on the Frankfurt Stock Exchange.
Deutsche Bank is to manage a private fund
linked to the index, and Swiss insurance group
Baloise Assurance is planning to launch a
product aimed at Swiss pension funds.

As of September, Dow Jones had yet to
begin marketing the indexes, according to
Dow Jones’ European regional director Scott
Stark. Hence, the only concrete interest thus
far had come from European institutions that
had learnt about the indexes via SAM, he
says.

The response from one of those compa-
nies that has signed a letter of intent to
licence the DJSGI underlines the extent to
which sustainability analysis remains a work in
progress. Robeco plans to use the index to
benchmark its €110 miftion ($!16 million)
sustainability equity fund, the RG
DuurzaamAandeelen Fund, which it launched
in February.

“We're not 100% happy with the thor-
oughness of current research [carried out to
assess sustainability], which is why we use a
total of four consultants to screen the com-
panies included in the fund,” says Ronald

Wauijster, sustainability fund manager at the
Rotterdam-based asset management compa-
ny. Robeco also supplements its analysis with
its own assessment of the 500 companies that
comprise the fund’s investible universe.

That said, Wuijster acknowledges that
there is as yet no perfect answer. “This is a
field in a very early stage of development. It is
very easy to criticise such initiatives without
actually delivering anything yourself” And, as
Moran cheerfully notes, “in this environment,
you can expect criticism about anything you
do” E A
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Record Type: Record

To: Paul Bledsoe/WHCCTF/EOP@EOP 22!
_ 217

cc: b— ( <

Subject: CQuest Press Conference

Let’s talk about this today sometime. I'm sending you everything that | have received from this guy.
Forwarded by David Gardiner/CEQ/EOP on 12/15/99 09:55 AM

"Doris/Harold Render" <d3hr1@home.com>
12/01/99 11:38:11 AM

Record Type: Record

To: David Gardiner/CEQ/EOP

cc:
Subject: CQuest Press Conference

Note from Greg Lewis:

David, could you organize and conduct a prress conference at the White
House sometime in January 2000 where CQuest and its partners (numerous
large agricultural companies) would announce: 1) another green house

gas credit deal; 2) science "breakthroughs" in measuring and monitoring
CO2; 3) partnerships with important GHG players.

We would bring: a number of CEOs of large ag firms; as many of the State
of lowa Congressional delegation we can muster; the Governor of the
State of lowa; EDF/ERT; CH2M Hill; and others (Cantor Fitzgerald, etc.).

We would also assert that President Cointon’s Climate Challenge Program
is a success... and that we see it as an important legacy.

Please let me know soom if you're interested so that we can make plans.

Greg Lewis
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Record Type: Record

To: Paul Bledsoe/WHCCTF/EOP@EOP

cc:
Subject: Future Event - Greg Lewis

Forwarded by David Gardiner/CEQ/EOP on 12/15/99 09:56 AM

"Doris/Harold Render" <d3hr1@home.com>
12/07/99 03:23:32 PM

Record Type: Record

To: David Gardiner/CEQ/EOP

cc:
Subject: Future Event - Greg Lewis

Following are our outline thoughts on the proposed White House event:
Suggested dates - Friday, January 14, to Monday, January 31, 2000.
CQuest participants:

Greg Lewis, CEO, President CQuest
Dennis Daggett, CEO, IGF Insurance
David Miller, Executive VP, lowa Farm Bureau Federation
Rich Hahn, CEOQ, Farmers National Company (largest US farm management
company)
Gregory Holzwarth, CEO & President, Vantage Point Network, LLC
(With statements by CEO s of: John Deere; Cenex/Land O, Lakes; Farmland
Industries; Growmark-F.S. Coop System, combined balance sheets over 100
billion dollar net worth, representing most of the U.S. agricultural
coops and over 40% of U.S. farmers)
U.S. Secretary of Agriculture, Mr. Dan Glickman & selected staff
EDF/Environmental Resources Trust - Joe Goffman, Sarah Wade
CH2M Hill - Mark Fallon, Daryl Banks
U.S. Senator Tom Harkin (D) lowa and selected staff
U.S. Senator Charles Grassley (R) lowa and selected staff
Honorable Thomas Vilsack, Esg. Governor, State of lowa
Mr. Carlton Bartels, Cantor Fitzgerald



Mr. Curt Kaminer, Arizona Public Service Company (APS)
Mr. James Mackay, Capital Management Associates (CMA)

Our Planned Announcements (obviously we will deliver prepared texts to
you prior to the event)

Two new trades: announced by Mr. Bartels and Mr. Lewis
APS has purchased 7,500,000 CERCs from CQuest, all generated by
agricultural projects located in lowa and contiguous states.

Investment partners of CQuest have agreed to purchase up to 200
million CERCs from farmers across the Midwest.

Support for carbon trading and system established by CQuest

Statement by Hon. Thomas Vilsack, Governor, State of lowa.
Statement by Mr. David Miller, Ex., V.P., lowa Farm Bureau Federation

Acknowledgment of Partnership/Service Agreements with CQuest

CH2M Hill -via Mr. Fallen, Engineering, Carbon model validation, CERC
verification services.

ERT - via Mr. Goffman - provides CERC registry services

Vantage Point Network, LLC - Via CEO/President Mr. Holzwarth -
Revolutionary system to collect CERCs

Supply side depository with title service

Ground truthing services

Data verification _

GPS/GIS services to audit CERC applications

Creation of a CERC

Farm auction service for trading CERCs worldwide

Acknowledgment of Government Partnership, with CQuest by U.S. Secretary
of Agriculture Dan Glickman and NRCS officials

Funding being pursued for major project by CMA/CQuest to provide
on-site individual farm hog digester systems (anaerobic sequencing batch
reactors) which will

Reduce hog odor

improve water quality

Reduce need for nitrogen fertilizer

Create CERCs!

Funding being pursued for major project by CMA/CQuest to provide
on-site individual farm electrical generation facilities which will -
Reduce energy costs to farmers
Help utilities meet peak-load issues more economically
Create CERCs.



OUR REQUESTS
Could you consider doing the following:
Arrange for the media to attend.

Have the President appear and make a brief statement, basically
indicating that American business has accepted the Clinton Climate
Challenge and the result is a network of companies with an elegant
system at collecting, verifying carbon sequestration projects and
trading the new commodity - a CERC. (We will point out that Mr.
Clinton s efforts in this area will be a great legacy for America).
Obviously, you, personally, could make such a statement for the
President. In his absence, could Mr. Gore appear?

Greg



' L/’ David Gardiner
12/15/99 09:56:46 AM
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CQUEST MISSION
The CQuest missions are as follows:

- Generate BILLIONS in much needed annual revenue for America,s
farmers. How? We-

- Establish the best, most reliable collection and verification system
for carbon emission reduction credits (CERCs) which are created by
agricultural projects.

- Support and develop two separate markets into which to sell CERCs.

- Create and cultivate a strong CERC partnership with local, state and
federal government.

THE CQUEST CERC
LCARBON EMISSION REDUCTION CREDIT,
OVERVIEW OF CQUEST CERC CHARACTERISTICS

CQuest CERCs have these unique characteristics:



- CERCS will be based upon farming approach known as ,Best Farm
Management.,

- Some CERCS will be a specific type, designated as from a specific
location. However, composite CERCS that are a fixed ratio blend of at
least twelve different types of carbon sequestration or avoidance
projects will also be created.

- Standard units of measurement for each type of CERC project will be
employed and the agricultural CERCS will be based upon state-of-the-art
carbon sequestration measurement/modeling or proxy determination
techniques.

- The CQuest System will emphasize both contractual and third party
definitions - precisely defining the CERC and the terms of art for CERC
projects and trading.

- CQuest will continue to work with the NRCS to update carbon models,
measurement standards and to address the issue of ,permanency,, (e.g.,
what happens if and when a farmer plows up land formerly in no-till and
releases previously sequestered carbon? Does he owe credits?).

- A closely-monitored quality assurance program backed by a field
audit/ground truthing of a continuous randomly sampled submissions
provide a statistically reliable measure of actual carbon emission
reduction performance.

- CERCS will be obtained, in certain cases, by leasing the net carbon
increase on farmland over a 10 to 20 year period.

- Any shortfall of CERCS caused by an inaccurate or fraudulent
submission is offset immediately by delivery of untainted CERCS secured
from other sources by the depository.

THE CQUEST CERC
THE CATEGORIES OF AGRICULTURAL CERCS

CQuest has developed exact definitions, protocols, measurement standards
for each of the following CERCS which are merely outlined here. In

fact, most of the following CERCS have been the subject of intense
negotiation and scientific scrutiny and engineering ,development,

pursuant to and as part of the two CERC trades conducted by CQuest.
Thus, consider these agricultural CERC categories:

- Afforestation/reforestation

- Animal waste treatment

- Anaerobic sequencing - Batch reactors (ASBR)
- Effluent injection into the soil

- Cultured wetlands

- Biomass combustion to create electricity

- Buffer Strips

- Crop management systems.

- Erosion control



- Ethanol production

- Farmstead energy efficiency and alternative energy sources (on site
electrical power sources)

- Grassland management

- Land conservation/CRP

- Nitrogen Fertilizer Reduction

- Rural roadside restoration

- Soil conservation/conservation tillage

- Watershed projects

- Wetlands development/management

THE CQUEST ACCUMULATORS

CQuest collects CERCS by contracting with agricultural companies with:
existing management/ support teams; extensive marketplace distribution;
and well-established systems to contract and work with farmers. In turn
the farmers who are the clients of these firms, trust and respect and

rely upon these firms. Each accumulator together with CQuest have
developed proprietary systems of CERC information retrieval (including
forms, electric formats, etc.).

We estimate that annually, the following CQuest accumulators (with whom
CQuest has exclusive supply contracts) can collect between 1 billion and
1.2 billion CERCS from over 200 million acres and a variety of low-tech
projects. One major attribute of the CQuest collection system is that
farmers are given the choice to sell their CERC now or bank their CERCS
and sell later at a hoped-for higher price.

Following are CQuest,s contracted-accumulators, described generally,
to-wit:

IGF INSURANCE COMPANY (IGF)

IGF is the leading seller of/administrator for MPCI (federally

subsidized crop insurance) and fourth largest crop insurer in the U.S.
IGF has over 2000 agents in the field to help with data collection. IGF
manages over 26 million acres. IGF also has significant data processing
capabilities. Finally, IGF,s subsidiary Geo Ag Plus will conduct ground
truthing services.

VANTAGE POINT NETWORK, LLC (VANTAGE POINT)

Vantage Point is a unique brand new computer services, data-collection,
farm-support/marketing support firm. Vantage Point will use the support

of its shareholders to reach over 150 million acres annually via 8,000

field agents of those shareholders, who are: John Deere; Farmland
Industries - the Double Circle Coop and also now Cenex Land O, Lakes; and
Growmark- the F.S. Co-op System and partner of ADM.

Unlike any other company in the world, Vantage Point can gather the
following pieces of information for each and every acre:

- The identity/address of the landowner and tenant (and the nature of
their financial relationship) and the agents, professionals working with



them.

- Weather data - back 10 years and in the current year

- Soil information - including type, texture, and if available soil
.maps, and definitely soil studies and surveys.

- Tillage practices

- Crop information - including type of crop, yield data

- Fuel logs

- Fertilizer and pesticide usage, application

- Information on CRP/buffer strips/wetlands

- Data, reports on erosion

- A surprising amount of other information

Importantly, all this available stored data can be updated annually.

And, strategically, 1) all this information can be checked using GIS and
GPS technology; and 2) all this information can and will be plugged into
the carbon models CQuest uses. The result? CQuest, the accumulator,
Vantage Point and the farmer can daily pull up each individual file to
check the data, the number of CERCS and the status of the market.

Vantage Point and CQuest are also working with NASA (in collaboration
with university researchers) to apply remote sensing technology to
precision farming. Vantage Point hopes to soon be able to fly over an
area and precisely map its plant quality and soil makeup and estimate
organic carbon content in two meter increments by measuring
electromagnetic radiation and thermal energy that is reflected or
emitted by all synthetic or natural objects - such as crops.

CQuest plans to work with the following several not-yet committed
accumulators and link them to Vantage Point: The lowa Farm Bureau
Federation; the lowa Natural Heritage Foundation; and Farmers National
Company - a large farm management firm.

SHERWOOD FORESTRY, LTD. (SHERWOOD) AND
CAPITAL MANAGEMENT ASSOCIATES (CMA)

Sherwood and CMA represent several large hog confinement/production
clients. Sherwood/CMA will also work with the University of lowa and
lowa State University to further develop ASBR systems, and the practice
of injecting hog effluent into the soil.

Sherwood/CMA clients inject hog effluent into over one million acres of
farmland. And, the potential for ASBR systems avoiding hundreds of
millions of CERCS annually is imminent - particularly given the
investment that clients of Sherwood/CMA will be funding CQuest,s
development and roll out, of such hog digester systems nationwide.

THE STATE OF IOWA IS A CLIENT
THE RURAL ROADSIDE DEVELOPMENT DEPARTMENT

CQuest is working with the State of lowa,s Rural Roadside Development
Department to collect CERCS from the state s efforts to plant native
grasses/trees and other vegetation along the state s county roads. The
department plans to expand the concept nationally.



THE CQUEST CERC SERVICES
A SYSTEM OF LINKED PARTNERS

OVERVIEW

CQuest is turning the concept of a CERC into a reality, and into a
commodity. CQuest,s CERCS aren_t just projects - and project specific
activity. CQuest has created a system of services to transform the
information gathered from each farmer into a viable, tangible commodity
which affords the buyer complete transactional security.

Thus, the following is an outline of the contractual relationships
CQuest has with its partners and the important, even unique services
offered by each.

CQUEST CARBON MODEL DEVELOPMENT
REVIEW AND VALIDATION

The engineering firm CH2M Hill, working with the University of lowa,s
Center for Global and Regional Environmental Research and Essential
Science, Inc. will develop, synthesize and review annually all

applicable carbon models our accumulators use, including: the CQUESTER
model, the EPIC model, and the Century-Meta Model.

This team will also perform field testing of the models. Our testing
methodology/practices and protocols are proprietary. However, our
sureties can rely upon the tests and the opinions of the engineering
partners to offer balance sheet support for our CERCs.

IN HOUSE DATA ANALYSIS/VERIFICATION

Vantage Point and IGF will each cross check all data submitted to catch
,duplicates, and to provide other data security. And Vantage Point will
check 2% of all CERC submissions via GPS/GIS inquiry.

GROUND TRUTHING

Vantage Point and IGF will utilize their field support personnel - over
10,000 strong - to actually field check 2% of all CERC submissions.

SUPPLY-SIDE CERC REGISTRY

Vantage Point will accept all CERCs and store them in an electric CERC
bank. Title will be established for each CERC - for each CERC will have
a serial number affixed to it. At this level also data checks and fraud
prevention efforts will take place.

THE SALES SIDE REGISTRY

The Environmental Defense Fund,s (EDF) affiliated nonprofit firm
Environmental Resources Trust (ERT) will act as the ultimate registry

for all CQuest CERCs. ERT will work together with CH2M Hill and CQuest
to approve practices and standards of: collection; measurement; model



validation; data verification. The result is that each CERC deposited
with ERT will receive an environmental seal of approval to go with the
clear title. Then, ERT will track the sale and/or disposition of each
CERC to prevent dual sales.

TRANSACTIONAL SECURITY IN THE CQUEST SYSTEM

AUDITS

RSM McGladrey, a Division of H & R Block will audit all CERC services
and partners.

SURETYSHIP

CQuest is negotiating with several financially powerful reinsurers who
will be paid to guarantee the existence of each CERC and its
replacement.

CLEARING HOUSE

CQuest will work with Cantor Fitzgerald and ERT to design and manage a
clearing house to further assure transactional security. ROBUST CERC
SALES

THE CQUEST SOLUTION TO A SLOW

UNCERTAIN KYOTO-ORIENTED MARKET

OVERVIEW

CQuest,s principals have already closed two CERC trades involving over
21 million tonnes of CO2. And, CQuest,s principals have partnered with
an investment banking firm to fund expanded sales and development of a
.new, CERC market. Now CQuest has the funding and resources (national
marketing firms, and networks for sales) to meet the following

objectives.

THE KYOTO MARKET

CQuest s primary partner in the Kyoto market is Cantor Fitzgerald
Brokerage, L.P. Together with Cantor CQuest is and will continue to
work with ERT to source clients - worldwide. Additionally, CQuest is
developing an Internet-sales division with Greenonline.com and Vantage
Point.

While some experts believe the Kyoto market will be 60 billion dollars
annually in the U.S. and 1 trillion dollars annually, we believe - based
upon sales leads and interest - that CQuest can realize annual sales of
300 million CERCs in the U.S. and Canada by 2001.

THE BUSINESS MARKET

ATTACHING CERCS TO CONSUMER PRODUCTS AND ENERGY
TO MAKE THEM ENVIRONMENTALLY FRIENDLY OR GREEN,
TO CREATE THE LARGEST CERC MARKET

CQuest,s partners in the business market are: Cantor Fitzgerald/Arizona



Public Service - a large Phoenix, Arizona based utility firm; ERT; CH2M
Hill; and Capital Management Associates with an extensive presence in
and network through the U.S. rural electric cooperative community and
liaisons with marketing firms. Again, Internet sales are being
developed.

Our marketing plans are proprietary and quite confidential to assure
competitive dominance. However, based upon: our extensive market
research; the sales models created by Climate Care, ERT and others; we
observe as follows:

BUNDLING CERCS WITH CONSUMER PRODUCTS

We have targeted 30 companies with over 20 products to which CERCs can
be attached to ,green up, or make them environmentally friendly, like:

. Cars/trucks
, Coal

, Paint

. Lumber

Our research indicates the annual worldwide market is over 1.5 trillion
dollars. Moreover, this market is not dependent upon any treaty, or the
Kyoto-Greenhouse Gas or Global Warming News.

MAKING SYNTHETIC GREEN ENERGY

We plan to help rural electric coops, public utility firms, and

municipal utilities offer their customers environmentally friendly
electricity by attaching CERCs to megawatts sold. We know from our
research that 6% of the households will pay up to 15% more for green
energy. We also know that a majority number of households will pay a
little more for only slightly green energy., We plan to offer both
products and capture both markets.

Additionally, CQuest/CMA investors are funding a new energy
technology/individual farm power plant - which will create green
energy, and CERCs. Result? Utility firms benefit by having an energy
source for peak times. Farmers benefit by getting lower-cost, reliabie
energy - which creates a CERC - allowing the farmer and utility to
profit!

Our market research indicates that the annual worldwide demand for such
energy exceeds 20 trillion dollars. Again, this energy market depends
upon good will and the need to be seen as environmentally friendly. Any
Kyoto spillover benefit will help.

PROJECTED SALES



CQuest and its sales/marketing consortium will not project actual

sales. However, it is our plan to sell over 500 million CERCs annually
into the business market by the close of 2002. We assume the prices per
CERC will escalate - perhaps up to $5.00 per CERC by 2002.
CQUEST S PARTNERSHIP WITH GOVERNMENT

CQuest hopes to establish good working relationships with both the State
of lowa and the U.S. Federal Government. Currently CQuest is making
headway with both levels of governance. And we are quite willing to
discuss our working relationship - and how they can be improved and
expanded.



January , 2000

Dear Colleague:

Attached, for your information, are two recent articles highlighting the latest scientific findings
on global climate change. Together, they underscore the gravity of this problem and the
importance of moving forward to meet this very serious challenge as we embark upon a new

millennium.

Sincerely,
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CQUEST MISSION
The CQuest missions are as follows:

- Generate BILLIONS in much needed annual revenue for America,s
farmers. How? We-

- Establish the best, most reliable collection and verification system
for carbon emission reduction credits (CERCs) which are created by
agricultural projects.

- Support and develop two separate markets into which to sell CERCs.

- Create and cultivate a strong CERC partnership with local, state and
federal government.

THE CQUEST CERC
L,CARBON EMISSION REDUCTION CREDIT,
OVERVIEW OF CQUEST CERC CHARACTERISTICS

CQuest CERCs have these unique characteristics:



- CERCS will be based upon farming approach known as Best Farm
Management.,

- Some CERCS will be a specific type, designated as from a specific
location. However, composite CERCS that are a fixed ratio blend of at
least twelve different types of carbon sequestration or avoidance
projects will also be created.

- Standard units of measurement for each type of CERC project will be
employed and the agricultural CERCS will be based upon state-of-the-art
carbon sequestration measurement/modeling or proxy determination
techniques.

- The CQuest System will emphasize both contractual and third party
definitions - precisely defining the CERC and the terms of art for CERC
projects and trading.

- CQuest will continue to work with the NRCS to update carbon models,
measurement standards and to address the issue of permanency , (e.g.,
what happens if and when a farmer plows up land formerly in no-till and
releases previously sequestered carbon? Does he owe credits?).

- A closely-monitored quality assurance program backed by a field
audit/ground truthing of a continuous randomly sampled submissions
provide a statistically reliable measure of actual carbon emission
reduction performance.

- CERCS will be obtained, in certain cases, by leasing the net carbon
increase on farmland over a 10 to 20 year period.

- Any shortfall of CERCS caused by an inaccurate or fraudulent
submission is offset immediately by delivery of untainted CERCS secured
from other sources by the depository.

THE CQUEST CERC
THE CATEGORIES OF AGRICULTURAL CERCS

CQuest has developed exact definitions, protocols, measurement standards

for each of the following CERCS which are merely outlined here. In
fact, most of the following CERCS have been the subject of intense
negotiation and scientific scrutiny and engineering ,development,
pursuant to and as part of the two CERC trades conducted by CQuest.
Thus, consider these agricultural CERC categories:

- Afforestation/reforestation

- Animal waste treatment

- Anaerobic sequencing - Batch reactors (ASBR)
- Effluent injection into the soil

- Cultured wetlands

- Biomass combustion to create electricity

- Buffer Strips

- Crop management systems.

- Erosion control



- Ethanol production

- Farmstead energy efficiency and alternative energy sources (on site
electrical power sources)

- Grassland management

- Land conservation/CRP

- Nitrogen Fertilizer Reduction

- Rural roadside restoration

- Soil conservation/conservation tillage

- Watershed projects

- Wetlands development/management

THE CQUEST ACCUMULATORS

CQuest collects CERCS by contracting with agricultural companies with:
existing management/ support teams; extensive marketplace distribution;
and well-established systems to contract and work with farmers. In turn
the farmers who are the clients of these firms, trust and respect and

rely upon these firms. Each accumulator together with CQuest have
developed proprietary systems of CERC information retrieval (including
forms, electric formats, etc.).

We estimate that annually, the following CQuest accumulators (with whom
CQuest has exclusive supply contracts) can collect between 1 billion and
1.2 billion CERCS from over 200 million acres and a variety of low-tech
projects. One major attribute of the CQuest collection system is that
farmers are given the choice to sell their CERC now or bank their CERCS
and sell later at a hoped-for higher price.

Following are CQuest,s contracted-accumulators, described generally,
to-wit:

IGF INSURANCE COMPANY (IGF)

IGF is the leading seller of/administrator for MPCI (federally

subsidized crop insurance) and fourth largest crop insurer in the U.S.
IGF has over 2000 agents in the field to help with data collection. IGF
manages over 26 million acres. IGF also has significant data processing
capabilities. Finally, IGF s subsidiary Geo Ag Plus will conduct ground
truthing services.

VANTAGE POINT NETWORK, LLC (VANTAGE POINT)

Vantage Point is a unigque brand new computer services, data-collection,
farm-support/marketing support firm. Vantage Point will use the support

of its shareholders to reach over 150 million acres annually via 8,000

field agents of those shareholders, who are: John Deere; Farmland
Industries - the Double Circle Coop and also now Cenex Land O Lakes; and
Growmark- the F.S. Co-op System and partner of ADM.

Unlike any other company in the world, Vantage Point can gather the
following pieces of information for each and every acre:

- The identity/address of the landowner and tenant (and the nature of
their financial relationship) and the agents, professionals working with



them.

- Weather data - back 10 years and in the current year

- Soil information - including type, texture, and if available soil
.maps, and definitely soil studies and surveys.

- Tillage practices

- Crop information - including type of crop, yield data

- Fuel logs

- Fertilizer and pesticide usage, application

- Information on CRP/buffer strips/wetlands

- Data, reports on erosion

- A surprising amount of other information

Importantly, all this available stored data can be updated annually.

And, strategically, 1) all this information can be checked using GIS and
GPS technology; and 2) all this information can and will be plugged into
the carbon models CQuest uses. The result? CQuest, the accumulator,
Vantage Point and the farmer can daily pull up each individual file to
check the data, the number of CERCS and the status of the market.

Vantage Point and CQuest are also working with NASA (in collaboration
with university researchers) to apply remote sensing technology to
precision farming. Vantage Point hopes to soon be able to fly over an
area and precisely map its plant quality and soil makeup and estimate
organic carbon content in two meter increments by measuring
electromagnetic radiation and thermal energy that is reflected or
emitted by all synthetic or natural objects - such as crops.

CQuest plans to work with the following several not-yet committed
accumulators and link them to Vantage Point: The lowa Farm Bureau
Federation; the lowa Natural Heritage Foundation; and Farmers National
Company - a large farm management firm.

SHERWOOD FORESTRY, LTD. (SHERWOOD) AND
CAPITAL MANAGEMENT ASSOCIATES (CMA)

Sherwood and CMA represent several large hog confinement/production
clients. Sherwood/CMA will also work with the University of lowa and
lowa State University to further develop ASBR systems, and the practice
of injecting hog effluent into the soil.

Sherwood/CMA clients inject hog effluent into over one million acres of
farmland. And, the potential for ASBR systems avoiding hundreds of
millions of CERCS annually is imminent - particularly given the
investment that clients of Sherwood/CMA will be funding CQuest s
development and roll out, of such hog digester systems nationwide.

THE STATE OF IOWA IS A CLIENT
THE RURAL ROADSIDE DEVELOPMENT DEPARTMENT

CQuest is working with the State of lowa, s Rural Roadside Development
Department to collect CERCS from the state,s efforts to plant native
grasses/trees and other vegetation along the state s county roads. The
department plans to expand the concept nationally.



THE CQUEST CERC SERVICES
A SYSTEM OF LINKED PARTNERS

OVERVIEW

CQuest is turning the concept of a CERC into a reality, and into a
commodity. CQuest,s CERCS aren,t just projects - and project specific
activity. CQuest has created a system of services to transform the
information gathered from each farmer into a viable, tangible commodity
which affords the buyer complete transactional security.

Thus, the following is an outline of the contractual relationships
CQuest has with its partners and the important, even unique services
offered by each.

CQUEST CARBON MODEL DEVELOPMENT
REVIEW AND VALIDATION

The engineering firm CH2M Hill, working with the University of lowa s
Center for Global and Regional Environmental Research and Essential
Science, Inc. will develop, synthesize and review annually all

applicable carbon models our accumulators use, including: the CQUESTER
model, the EPIC model, and the Century-Meta Model.

This team will also perform field testing of the models. Our testing
methodology/practices and protocols are proprietary. However, our
sureties can rely upon the tests and the opinions of the engineering
partners to offer balance sheet support for our CERCs.

IN HOUSE DATA ANALYSIS/VERIFICATION

Vantage Point and IGF will each cross check all data submitted to catch
.duplicates, and to provide other data security. And Vantage Point will
check 2% of all CERC submissions via GPS/GIS inquiry.

GROUND TRUTHING

Vantage Point and IGF will utilize their field support personnel - over
10,000 strong - to actually field check 2% of all CERC submissions.

SUPPLY-SIDE CERC REGISTRY

Vantage Point will accept all CERCs and store them in an electric CERC
bank. Title will be established for each CERC - for each CERC will have
a serial number affixed to it. At this level also data checks and fraud
prevention efforts will take place.

THE SALES SIDE REGISTRY

The Environmental Defense Fund s (EDF) affiliated nonprofit firm
Environmental Resources Trust (ERT) will act as the ultimate registry

for all CQuest CERCs. ERT will work together with CH2M Hiil and CQuest
to approve practices and standards of: collection; measurement; model



validation; data verification. The result is that each CERC deposited
with ERT will receive an environmental seal of approval to go with the
clear title. Then, ERT will track the sale and/or disposition of each
CERC to prevent dual sales.

TRANSACTIONAL SECURITY IN THE CQUEST SYSTEM

AUDITS

RSM McGladrey, a Division of H & R Block will audit all CERC services
and partners.

SURETYSHIP

CQuest is negotiating with several financially powerful reinsurers who
will be paid to guarantee the existence of each CERC and its
replacement.

CLEARING HOUSE

CQuest will work with Cantor Fitzgerald and ERT to design and manage a
clearing house to further assure transactional security. ROBUST CERC
SALES

THE CQUEST SOLUTION TO A SLOW

UNCERTAIN KYOTO-ORIENTED MARKET

OVERVIEW

CQuest,s principals have already closed two CERC trades involving over
21 million tonnes of CO2. And, CQuest,s principals have partnered with
an investment banking firm to fund expanded sales and development of a
.new, CERC market. Now CQuest has the funding and resources (national
marketing firms, and networks for sales) to meet the following

objectives.

THE KYOTO MARKET

CQuest,s primary partner in the Kyoto market is Cantor Fitzgerald
Brokerage, L.P. Together with Cantor CQuest is and will continue to
work with ERT to source clients - worldwide. Additionally, CQuest is
developing an Internet-sales division with Greenonline.com and Vantage
Point.

While some experts believe the Kyoto market will be 60 billion dollars
annually in the U.S. and 1 trillion dollars annually, we believe - based
upon sales leads and interest - that CQuest can realize annual sales of
300 million CERCs in the U.S. and Canada by 2001.

THE BUSINESS MARKET

ATTACHING CERCS TO CONSUMER PRODUCTS AND ENERGY
TO MAKE THEM ENVIRONMENTALLY FRIENDLY OR .GREEN,
TO CREATE THE LARGEST CERC MARKET

CQuest,s partners in the business market are: Cantor Fitzgerald/Arizona



Public Service - a large Phoenix, Arizona based utility firm; ERT; CH2M
Hill; and Capital Management Associates with an extensive presence in
and network through the U.S. rural electric cooperative community and
liaisons with marketing firms. Again, Internet sales are being
developed.

Our marketing plans are proprietary and quite confidential to assure
competitive dominance. However, based upon: our extensive market
research; the sales models created by Climate Care, ERT and others; we
observe as follows:

BUNDLING CERCS WITH CONSUMER PRODUCTS

We have targeted 30 companies with over 20 products to which CERCs can
be attached to ,green up, or make them environmentally friendly, like:

, Cars/trucks
., Coal

, Paint

, Lumber

Qur research indicates the annual worldwide market is over 1.5 trillion
dollars. Moreover, this market is not dependent upon any treaty, or the
Kyoto-Greenhouse Gas or Global Warming News.

MAKING SYNTHETIC GREEN ENERGY

We plan to help rural electric coops, public utility firms, and

municipal utilities offer their customers environmentally friendly
electricity by attaching CERCs to megawatts sold. We know from our
research that 6% of the households will pay up to 15% more for green
energy. We also know that a majority number of households will pay a
little more for only slightly green energy., We plan to offer both
products and capture both markets.

Additionally, CQuest/CMA investors are funding a new energy
technology/individual farm power plant - which will create ,green
energy, and CERCs. Result? Utility firms benefit by having an energy
source for peak times. Farmers benefit by getting lower-cost, reliable
energy - which creates a CERC - allowing the farmer and utility to
profit!

Our market research indicates that the annual worldwide demand for such
energy exceeds 20 trillion dollars. Again, this energy market depends
upon good will and the need to be seen as environmentally friendly. Any
Kyoto spillover benetfit will help.

PROJECTED SALES



CQuest and its sales/marketing consortium will not project actual

sales. However, it is our plan to sell over 500 million CERCs annually
into the business market by the close of 2002. We assume the prices per
CERC will escalate - perhaps up to $5.00 per CERC by 2002.
CQUEST S PARTNERSHIP WITH GOVERNMENT

CQuest hopes to establish good working relationships with both the State
of lowa and the U.S. Federal Government. Currently CQuest is making
headway with both levels of governance. And we are quite willing to
discuss our working relationship - and how they can be improved and
expanded.



