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The Challenge

®* The transition to a sustainable global economy requires scaling up the
financing of investments that provide environmental and social benefits
which bring about significant opportunity in the capital markets:

® To reach the goals of the Paris Agreement, $12.1 trillion will be
needed over the next 25 years i.e. $5.2 trillion above current
business-as-usual projections*

® Achieving the Sustainable Development Goals (SDGs) will take
between S5 to $7 trillionee by 2030 and could open up $12 trillion of
market opportunities as well as create 380 million new jobs¢

®  Only about 10% of current infrastructure investments come from the private
sectores. Conversely, almost $100 trillion of funds are managed by
institutional investors in OECD countries, of which only a minor percentage
is invested in sustainable assets”

® The recognition of this funding gap has led to the advent of bond products
that incorporate Environmental, Social and Governance (ESG) themes also
known as Socially Responsible Investments (SRI). The bond markets
through Green, Social and Sustainability Bonds can play an essential role in
attracting private capital to finance these global needs
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*"Mapping the Gap: The Road From Paris", Bloomberg New Energy Finance, Ceres, 2016
oo The United Nations Conference on Trade and Development (UNCTAD)

O The Business & Sustainable Development Commission

A Institutional Investors: The Unfulfilled S100 Trillion Promise — The World Bank
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Green, Social and Sustainability Bonds

® Green, Social and Sustainability Bonds are any type of bond
instrument where the proceeds will be exclusively applied to
eligible environmental and social projects or a combination of
both e
reen Social
Bond Bond
* The Green Bond Principles (GBP),Social Bond Principles (SBP),
and the Sustainability Bond Guidelines (SBG), referred to as the
“Principles” have become the leading framework globally for

issuance of green, social and sustainability bonds

® Green, Social and Sustainability Bonds are regulated instruments
subject to the same capital market and financial regulation as
other listed fixed income securities

Green Bond Finance projects with a clear environmental benefits (e.g. renewable
energy, energy efficiency, climate change adaptation)

Social Bond Finance projects that address social issues and/or seek to achieve

positive social outcomes especially for a target population (e.g. poor,
vulnerable, unemployed, uneducated etc.)

Sustainability Bond Finance a mix of green and social projects



Market Potential

approach in financial markets

Socially responsible, and ESG (environmental, social and governance) investing is becoming a mainstream

Historically, sustainable investing has been largely more applicable in equity markets: 45% of fixed income

investors integrate ESG analysis compared to 76% for listed equities* but this is changing

‘professionally managed’ assets globally¢

Annual green bond issuance
has multiplied 13x since 2013

‘| to over $155 billion in 2017

* The green bond label is being applied to
a wider range of financial instruments:

* Fannie Mae’s Green MBS and green
tranches in REMICs

e First Green Sukuk (Tadau Energy —
\YEIEVSE))

e First labelled and Certified green loan
(MEP Werke — Germany)

e First green tranches in a US CMBS deal
(CSAIL 2017-C8)

0Global Sustainable Investment Alliance (GSIA) 2017

*CFA, 2017

Over the last two years, sustainable investments grew 25% to $23 trillion making up about a quarter of

A combination of regulatory promotion and the trend of investors putting more emphasis on ESG values
have driven the demand for scalable ESG bond products

Social and sustainability bond
issuance has grown 17x since
2013

The launch of the Social Bond Principles
and the Sustainability Bond guidelines in
2017 have correlated with increased
issuance to a total $38 billion

¢ 2017 social bond issuance volume almost
400% growth on 2016, 180% growth for
sustainability bonds YoY

e Qver 25 issuers have now issued Social
and Sustainability Bonds including
corporates and commercial banks
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- Origins to the 18th century when quakers and Methodists began exclusionary criteria for their investments
- Over the last decade, there has been more focus on active inclusionary approach to investing: policy, awareness of social challenges such as climate change, ongoing socio development issues targeted by global governments through SDGs
- Predominantly equity focused initially and still tilted in that regard though fixed income now up and coming – pension funds GPIF example
- In the ESG fixed income space, by far the most popular products are use of proceeds bonds – familiar – same risk etc. :various names but“green bonds” and “climate bonds”, but thematic “social bonds”, sustainability bonds


Green Bond and Social Bond Principles

The common feature of green bonds, social bonds and

sustainability bonds is their predetermined use of proceeds The
and voluntary alignment with four core components of the ( Sﬁ?l?;? ?eosnd
GBP and SBP.* | ’

The GBP and SBP are based on four pillars and external

review recommendations: A The
Social Bond

Principles

Process for
Project
Evaluation
and Selection

Use of

PTG Under the Governance, it is the

Executive Committee that
decides on updates of the GBP
and the SBP with the input of
members and observers through
annual consultations organised
by the Secretariat

Management

of Proceeds el

*Environmental Social and Governance (ESG) bonds also integrate governance criteria
which are not featured in the GBP, SBP or SBG; and may refer to an issuers overall 5
sustainability credentials rather than a specific use of proceeds.



Green Bonds — 2017 Market Review

* Largest bond issued France’s €7bn inaugural green OAT (US$10.7bn)
e 3 regions account for over half (56%) of issuance: United States (USS 37.8bn, China (USS 30.7bn),

France (USS 19.4bn)
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Investments in Renewable Energy continue to be the most common use of proceeds

Allocations to Low Carbon buildings and Energy Efficiency rose 2.4 times year-on-year

Waste, Land Use & Adaptation themes continue to be smallest, partly because of ongoing debate on

what qualifies

Renewable Energy

Sustainable Waste Management
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$12bl‘l s33|,n
14% 38%
2016
$87.2bn
$13bn
15%
$19bn
21%

Low Carbon Buildings & Energy Efficiency

[ sustainable Land Use & Forestry

Clean Transport

$4bn 3%
$5bn 3%
$6bn 4% j l
$20bn
13%
2017
o $155.5bn
15%
$45bn
29%

Adaptation

Sustainable Water Management

$51bn
33%

December 2017

Source:
CBI



Green Bonds — Geographic Diversity

®* The US, China and France led the way accounting for 56% of global issuance
* Largest overall issuer was Fannie Mae with US$24.9bn from their Green MBS programme
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Source:
CBI



Social Bond Landscape

Recent Social Bond Issuers

(as at April 2018)
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Social Bonds — Market Review

Billions

Social Bonds Social Bonds
By volume issued By number of bonds issued
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In Q1 2018, social bond issuance amounted to $2.3bn from 12 trades in 5
currencies, i.e. 130% increase from volume issued in Q1 2017

Source: Dealogic, Citi, HSBC 10
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Average bond issuance: 258m/ mode $500m


Social Bonds Market

S15bn total issuance
since 2014

Over 56 social bond
issues in 11 currencies

Sustainability Bonds Market

23 social bond issuers

Issuance from 14 $21.8bn total issuance

count.rles since 2013
2017 issuance volume

almost 400% growth
on 2016

Over 43 sustainability bond
issues in 7 currencies
19 sustainability bond
issuers

Issuance from 13
countries

2017 issuance volume
almost 180% growth on
2016

11
Source: Dealogic as at Mar 31, 2018
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Issuer ratings from BBB and above
Euro largest currency issued
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Source: Citi, HSBC



@ EHEES

Despite the impressive growth of the labelled Green, Social and
Sustainability bond markets, there are a few market challenges:

® The creation of agreed sustainability classifications and
taxonomies would aid definition of eligible projects

®* |nstituting standards and labels for sustainable assets would
enhance identification of for investments, financing or
securitisation

® Harmonising quantitative and qualitative sustainability
metrics for impact reporting would improve the quality of
investment impact information to investors

* Diversifying the risk profile of bonds issued beyond use-of-
proceeds green and social bonds through financial
innovation, credit enhancements etc could result in more
liquidity and product range

13
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There are few developments that would support
a more robust, diversified and transparent green
bond market including: expansion of the market
to new issuers, transactions in new currencies;
facilitation of green asset-backed securities as
securitizations could offer investors exposure
to a diversified pool of assets; introducing green
project bonds which would allow investors
gain direct exposure to the risk of the project
with or without potential recourse to the
issuer depending on risk appetite. Increasingly,
investors are asking for more transparency on
the use of green bond proceeds and reporting
so ensuring transparency is fundamental,
but we must endeavor to maintain a balance
in promoting greater transparency and
encouraging growth in new directions so as not
to deter smaller and potential issuers.


Market Developments — Taxonomies / Standa

®* The development and tracking of green finance activities is gaining momentum while that for

social is emerging
® Several issued green bond guidelines and regulations have now built on the framework of

the GBP
® The GBP/SBP working groups focus efforts on understanding taxonomies across different

initiatives and developing reporting and impact assessment models

Market Led Official Sector Led

Green Bond
Principles
(GBP), Social
Bond Principles
(SBP) and
Sustainable
Bond
Guidelines
(SBG)

Global self-
regulatory
reference for
international
Green, Social
and
Sustainability
Bond market

Climate Bonds
Initiative (CBI)

CBI produces (i)
a standard for
GB certification,
(i) a green
asset taxonomy
and (iii) a GB
list

People’s Bank
of China

PBoC and NDRC
published
guidelines with
a list of
qualifying green
projects and
proposals for
policy incentive

European
Commission —
High-Level
Expert Group
on Sustainable
Finance (HLEG)

Published draft
Green Bond
Standards, a

classification of
sustainable

activities
applicable to
project finance,
bonds and
equity

ASEAN Capital
Markets Forum

The ASEAN
Green Bond
Standards
based on GBP
tailored to
meet the needs
of ASEAN

The Securities
Exchange Board
of India (SEBI)

Published
listing
disclosure
requirements
based on the
GBP and
international
market practice

Japan

Ministry of the
Environment

Published
guidelines
consistent with
the GBP
tailored to the
the Japanese
bond market

France
Ministries of
Finance &
Environment

Introduced two
labels for funds:
Socially
Responsible
Investment
(SRI) label and a
Transition
Energy and
Ecological for
Climate (TEEC)
label




Contacts

Green and Social Bond Principles Secretariat

Email: greenbonds@icmagroup.org |socialbonds@icmagroup.org

Web: www.icmagroup.org/green-social-and-sustainability-bonds/

, @icmagroup


mailto:greenbonds@icmagroup.org
mailto:socialbonds@icmagroup.org
mailto:socialbonds@icmagroup.org
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/
http://www.icmagroup.org/green-social-and-sustainability-bonds/

This presentation is provided for information purposes only and should not be relied upon as legal, financial, or other professional
advice. While the information contained herein is taken from sources believed to be reliable, ICMA does not represent or warrant
that it is accurate or complete and neither ICMA, nor its employees, shall have any liability arising from or relating to the use of this
presentation or its contents.

© International Capital Market Association (ICMA), Zurich, 2018. All rights reserved. No part of this publication may be reproduced
or transmitted in any form or by any means without permission from ICMA.
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