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An investor-focused NGO, mobilizing debt capital markets for a rapid transition to a low carbon economy
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The investment gap

Total climate investment equaled $359 b| I I IOﬂ in 2012...

That’s roughly the same as the year before.

Ot nearly enough.

We're falling further and further behind globally agreed
goals for safe emissions levels.



e
Re-framing the issue

Enabling government / politicians to act
Political narrative: cost vs investment
20 years of lawyers and carbon pricing
Australia and carbon tax message
Framing — George Lakoff
Pro-Life vs Pro-Choice
Carbon Tax vs Pollution Charge
Green growth / Clean growth

Capital steerage
Sewers of London
USA 1950s: housing & highways
German integration 1990s

Climate Bonds =1



The bigger picture

Discovery

Risk-Bridging

Deal flow
generation




[EA/UNEP estimates
to keep climate
change @2<C =
$86tn by 2050

Global equities =
$53tn

Global bonds
outstanding = $80tn

Institutional
Investors = $83tn

US GDP = $17tn

e
The bigger picture — it is possible

»  The global institutional investor sector has some $83 trillion of assets under
management which comes with long terms liabilities such as paying pensions.

* The low carbon, resilient economy is being built today — high speed rail, low
carbon buildings, electrified road transport, offshore wind farms, solar power
stations, new data backbones. It requires capital investment of $86 trillion for
nation building infrastructure with multi-decade financial lifetimes.

The Criticality of Bonds
*  Over 60% of assets under management by institutional investors are in bonds.
» Bonds are the largest single pool of capital in the world at $80 trillion.

» Investments structure as investment grade bonds have the advantage of fitting
easily within existing asset allocation requirements of investors.

»  Climate Bonds (and Green Bonds more broadly) are simply ordinary bonds where
proceeds are directed to assets and projects important to a rapid transition to a
low-carbon and climate resilient economy.




e ]
Bonds, re-fi, and the capital pipeline

Development

High risk
Project finance Mature asset, O&M

First 2-5 years Low risk, long-term holdings for long-term investors, 15-25 years

Corporate

Asset-backed
Re-financing by utilities

Bank securitization
Corporate
Sovereign

Public sector

Public sector
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The Climate Bonds Family @ Corsifed

$22tn Climate Bond Numerous Technical Working Groups: Green Property, Industry Advisory

Standards Board Low-Carbon Transport, Bio-energy, Agriculture, Water Group
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The Basics

e Proceeds to ring-fenced green projects

e Underwriter labelled market
e Unlabelled market

e Governments & DFIs
Any entity = Corporates
* Project owners

= Corporate, but ring-fenced to assets
e Asset-backed

Ring fenced

= Green criteria referencing
e Reporting on funds allocation
e Third party review
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Growth Prospects

Target market

Bonds related to $500 b n + p . a-

Climate Change: by 2018
Renewables, Rail, Water

$100bn p.a Corporate ring-fencing

2016 Project bonds / ABS

Emerging market Green City Bond
100% inv grade

89% inv grade



Green Bond Principles
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“Underwriter-labelled” green bond
Issuance

o “Asset-linked” model pioneered by MDBs
» Corporate issuance opened up in past 6 months

 Classic bond market growth starting with high ratings and
moving down ratings bands

» Growth: corporates; munis & asset-backed next year
» 100% Investment Grade

All figures in USD, rounded to nearest billion

0. 8hn 0.5bn

2007 2008 2009 2010 2011 2012 2013 2014
Climate Bonds f=I= T I*




e
Recent Green Bonds

e Canadian Export Bank: e GDF-Suez $3.5hbn. » Toyota with an ABS
$500m orders on $300m 3x oversubscribed linked to
bond in 15 min electric+hybrids. Upsized
« World Bank, EIB, EBRD, « Iberdrola = $830m in one from $1.25bn to $1.75bn
IFC, KBN, NRW, AfDB hour e Hannon Armstrong
= EDF = $1.9bn. 3x oversub $100m
e |le de France (Paris) e Unilever = $380. 3x
» Massachusetts $100m oversub = SolarCity $120m
 Gothenburg » BoA ML $500m = Andromeda $300m

e Mid-American $2bn

» Johannesburg
e Ontario $3-500m
e California $1bn

[mrEeE @ @ O @4
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Benefits

Reputation

Investor Diversification
SRI investors $7tn global
$60tn pension + insurance funds
Corporates

Tenor

Price?  Cost vs illiquidity premium battle

Tightening?



Mix & match allows larger bonds

Low Carbon and Climate Resilience Economy
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Confidence

Standards Board, representing $22tn

3 Investor Network on

‘; CLIMATE RISK 0‘
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HOW WILL YOU SPEND YOUR FUTURE?
c c DRIVING SUSTAINABLE ECONOMIES

Institutional Investors Group on CHimate Change
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S Investor Group on I I
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Climate
Bond
Certified

“Joining the Climate Bond Standards
Board reinforces California’s leadership
role in combating climate change.”

Bill Lockyer, California State Treasurer

Over 50 organizations involved in Standards development
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Certification is straightforward

ler

New
Investors

Reputation

g &

Verify
assets &
use of
proceeds

Qualifying §:
loans or
physical
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Board approval
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Independent verif

Costs: $5,000-$50,000
Can be used for any asset (i.e. for equity as well)
Lesson: rate everything
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Process for Technical Working Group

Expert Technical Working convened for each focus area: e.g. low-carbon transport,
green property, water.

- Industry/investors/

e Develop brief. Xperts
« Reviews options  Industry Working
and draft criteria Group « Signs off on criteria
e Multiple iterations. Invited commenton e Signs of on bonds
» Makes draft criteria. to be certified
recommendation  Public consultation,
to Board webinars
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Green Property Technical Working Group

Europe Robert Tromop, Sustainable Finance Corporation, Sydney
Yamina Saheb, European Buildings, Iqternational Energy USA

Commission Agency, Paris Chris Pyke, Vice-President
Oliver Rapf, Buildings Thomas Boermans, Unit Manager,  Research, US Green Building
Performance Institute Europe Buildings, Ecofys, Amsterdam Council, Washington DC

Peter Sweatman, Climate Jacob Halcomb, Ecofys, Maggie Comstock, US Green
Strategies, Madrid Amsterdam Building Council, Washington DC
Asari Efiong, European bank of Bettina Redway, Deputy
Reconstruction & Development Australia Treasurer, California State
Tatiana Bosteels, Hermes Real Ché Wall, Flux, Australia Treasurer’s Office

Estate / lIGCC, Brussels Cath Bremner, ANZ Bank, Sydney Brian Rice, Investment Manager,
James Wilde, UK Carbon Trust, Matthew Deegan, Consultant , CalSTRS, Sacramento

London Sydney Tooraj Arvajeh, Arup, New York
Bart Adams, Consultant, DNV Niall McCarthy, Executive Jonathan Pressman,
Environmental Services, Antwerp  pjrector, Eureka Funds Environmental Markets, Markit ,
Hilary Elliott, UK National Physical ~ Management / IGCC, Sydney New York

Laboratory, London Simon Brooker, Clean Energy

Climate
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USA

Lewis Fulton, University of
California's Davis Institute of
Transportation Studies, Davis CA

Michael Replogle, Institute for
Transportation and Development
Policy, Washington DC

Gary Hoffman, Consultant, GM
Hoffman Consulting, Washington
D.C.

Elizabeth Deakin, University of
California's Berkeley Institute for
Environment Design, Berkeley CA

Benoit Lefevre, World Resources
Institute, Washington DC

Carol Lee, Director Transportation
Program, Ceres, Boston

Canada

Patrick Fancott, Ontario Ministry
of Environment, Toronto

Europe

Heather Allen, Transport
Research Laboratory, London
Karl-Josef Kuhn, Siemens, Munich

Rupert Faussett, Green Cities
program, Forum for the Future,
London

Nick Owen, Principle Consultant,
E4 Tech Consulting, London

Arie Bleijenberg, TNO,

the Netherlands Organisation for
Applied Scientific Research, Delft
Nina Renshaw, Transport &
Environment, Brussels

e ]
Low Carbon Transport

China

Cornie Huizenga, SLoCaT -
partnership for sustainable low
carbon transport, Shanghai

He Dongquan, China Sustainable
Transportation Centre, China
Energy Foundation, Beijing

Indonesia

Danang Parikesit, Prof.
Transportation, Univ. Gadjah
Mada, president Indonesia
Transportation Society

Climate
Bond
Certified




Next
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e CLIMATE BONDS VERIFIED PROPERTY

GreenProperty .

Commercial INVESTMENT GRADE ASSETS
» Top 15% of each market

* Kgs per square meter,
ratchets down to 2050

Residential

« Same 15% rule

» Use building code proxys
EE upgrades

* 30-50% emission
improvements




Eligibility Criteria

Low-carbon transport
Evs + hybrids
Rail

Bioenergy

Water

Sustainable Agriculture
Hydro

Broadband/IT

Climate Bonds EFl =KoY E



Additionality

Deal flow
- Financial skills, etc

Aggregation
-EIB / IBD

Risk-bridging



10 tweaks

1. Green mortgages and loans: These are mortgages against real estate with very high energy
efficiency specifications, or loans into low carbon economy. The tweak is to reduce the risk-
weighting of green mortgage backed securities either through Basel Il or through credit risk
definitions. This is supported by evidence that these are indeed less risky than conventional
mortgages, for a number of reasons.

2. Green securitisation: These are securities backed by green economy assets. Facilitate the
growth of this market through favourable legislation and providing first loss provision or
mezzanine finance for qualifying investments.

3. Covered bonds: These are an existing instrument issued by a bank with an underlying
portfolio of assets, with low capital requirements for the issuing banks. The tweak is to
allow clean energy lending to be an allowed category within the existing covered bonds
market.

4. Green monoline: Credit ratings can be enhanced by government guarantee, making clean
energy infrastructure or asset backed securities allowable under Tier 1 capital. A green
monoline would be a government (or multi-government) supported enterprise that insured
green securities.

5. Tax benefits: Investment into clean technologies would benefit from favourable tax
treatment, which is economically justifiable due to the positive externalities generated.
Favourable tax treatment could be introduced for R&D, green savings accounts, VC funds,

REITS and muni-bonds —
Climate Bonds =l = KoY E




10 tweaks

6. Basel lll: currently Basel Il introduces adverse incentives for long-term investment. This
should be removed for clean energy investment.

7. Government guarantees: Credit ratings can be enhanced by government guarantee,
making green corporate or municipal securities allowable under Tier 1 capital.

8. Green development banks: existing institutions should follow government policy towards a
low carbon economy, for example should not be investing in coal.

9. Introduce a policy risk insurance facility for clean energy: some clean energy requires
policy support, which in itself introduces risk that this will be removed. Regional or
national facilities can be set up to insure this risk and hence de-risk these investments.

10. Green quantitative easing: direct quantitative easing into green infrastructure bonds.




Aim:
demonstrate to
governments
that there is
capital available
in the low
carbon market if
they develop the
pipeline of
projects.

toinvest if ...”

]
UN Climate Summit; Green Climate Bonds Coalition

Investors: buy
side statement
“We stand ready

+ standards

UNEP FI

Global Investor Council
on Climate Change:
[IGCC, INCR, IGCC, AIGCC

Investors Leadership
Group

PRI, CDP, ISFWF
ClimateWise insurers
Zurich Insurance
Allianz Insurance

+ L&G, Ontario Teachers,
SNS AM, Natixis Mirova,
CNP Assurances

Issuers: IRENA,
ICC, Transport
peaks, Green
City Bonds

Countries

Sub-national
governments

Cities — C40, etc

International Chamber

Commerce

Utility associations
Low-carbon transport
LEDS & CDKN

“Here is a pipeline of
deals over next 2-10
years.” $$$$

Development
Banks: EIB, WBK,
IDFC, KfW, AfDB,
ADB, EBRD, etc

+ Nat. Dev. Banks

“We stand ready to
help.”

Issuer capacity
development

Deal flow projections.

Credit enhancing and
other support

Banks:
Green Bond
Principles

Target: 100 banks

o@O.l



]
Regional projects

Green Sukuk
Working Group
(Islamic Bonds)

India: growing a
corporate green
bonds market

China State Council DRC:
growing a green bonds
market

Partners: FICCI, Climate Partners: Clean Energy Pilot green bonds for
Policy Initiative, IREDA Business Council of institutional investors

b - China s Objective: Govt active MENA; Gulf Bo_nds and (they already exist for
artners: China state f Sukuk Association retail market)

Council Development support or corporate

Research Centre; 1ISD; green bonds Focusing on Sovereign

China Banking Wealth Funds and

Regulatory Commission renewable energy

and other regulators; projects.

various others

Stage 1 complete

Stage 2 begins July 2014
Objectives: development

Start with high grade agenda for growing the

. market in China + 3 pilot
issuance, slowly green bonds

broadening out Climate Bonds = @ O . [




Aim:
demonstrate to
city leaderships

that there is
capital available
in the low
carbon market if
they develop a
pipeline of
projects.

]
Green City Bonds

USA Green
Munis

USA Green Munis

The home of the muni
market, full of models to
be adapted for other
cities.

This project will promote
guidelines for US Green
Muni issuance and
educate prospective
issuers about the
opportunity.

Partner: C40 Cities, CA
State Governor and
Treasurer; MA Treasurer;
Band of America, Citi

Possible partners: US
States: OR, NY;
Rockefeller Foundation.

EU Green City Bonds

This project will promote
EU take-up of the Green
City Bond model, as
demonstrated by three
French provinces and
Gothenburg in Sweden.

Partner: C40 Cities

Possible partners: DG
Klima and DG Regio at
European Commission,
EIB, CDC Climat,
EuroCities, EU Covenant
of Mayors

China Green

City Bonds

Emerging Market
Green City Bonds

The first emerging
markets Green City Bond
will be issued by
Johannesburg in May
2014. Rio could be
second.

This project will work
with interested cities to
generate Green Bond
issuance in the lead up
the Paris COP 2015.

Partners: C40 Cities

Possible partners: ICLEI,
UN Habitat, World
Bank/IFC, IDB, AfDB,

Emerging
Market Green
City Bonds

China Green City Bonds

This project will support
the development of a
demonstration Green
City Bond programin
selected chinese cities.

It will build on work done
for the State Council DRC
on ‘How to grow a green
bonds market in China’.

Partner: UNDP, C40, 1ISD

Possible partners: State
Council DRC, China
Banking Regulation
Commission.
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www.climatebonds.net

s; @ClimateBonds
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