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Top 5in 2018: Green bond issuance rankings

No. 1 No. 2 No.3 No. 4

USA China France Germany
Amount: Amount: Amount:; Amount:
USD34bn USD31bn USD14bn USD7.6bn
Market share: Market share: Market share: Market share:
20% 18% 8% 5%

Issuers: 63 Issuers: 69 Issuers: 12 Issuers: 14

ABS Financial corporate Sovereign Sovereign Sovereign
USA China France Belgium Ireland
Amount: USD20bn Amount: USD9.6bn Amount: USDébn Amount: USD5.5bn Amount: USD3.5bn

Use: buildings Use: multi-sector Use: multi-sector Use: mainly transport Use: multi-sector

The largest green bond markets tend to have high levels of reporting
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The wider labelled universe: sustainability bonds,
social bonds, SDG bonds, blue bonds

The labelled bond market has expanded beyond green bonds.
Sustainability and social bonds have been around for a few years
now, but they really came into their own in 2018, with SDG bonds
also emerging as issuers and investors started adopting policies and
strategies linked to the UN's 17 Sustainable Development Goals.”®

Green bonds and the Sustainable Development Goals
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Climate Bonds supports the Sustainable Development Goals (SDGs)
overall and see many links between green bond finance and specific
SDGs, in particular SDGs 6,7,9,11,13, 14 and 15.%" Notwithstanding this,
CBI remains focused on green bonds, which are specifically linked

to climate-change-change mitigation, adaptation and resilience.
Consequently, the proportion of proceeds allocated to social projects
which are not also green needs to be no more than 5% for inclusion
in the CBI green bond database.

| 13 5051 15 e
&
[]

14 IllIEl[IlW WATER

O o

Sustainability and SDG bonds

Sustainability and SDG bonds may allocate proceeds to green assets
only or a mis of green assets and social projects. 2018 sustainability
bond issuance totalled USD21bn, according to Climate Bonds data.
This represents an 114% growth compared to 2017. Adding these
bonds to CBI's green bond tally of USD167.6bn results in a total of
USD188.6bn, or a 10% year-on-year increase.

Sustainability bond frameworks often provide separate green and
social eligibility categories. If specific allocations per category are not
provided, CBl assumes an equal split. For instance, Korea Railroad
Corporation issued a EUR110m (USD127m) senior bond in October
2018. The issuer's Green, Social and Sustainability Bond Framework
includes five green eligibility categories (transport, energy, energy
efficiency, waste and adaptation) and three social categories (access
to basic infrastructure, employment generation and socioeconomic
advancement and empowerment).”® Applying an equal split among
categories results in 38% of funding allocated to social projects, and
the rest for climate-aligned projects.

Région Occitanie (France) also came to market in late 2018 with

a EUR200m (USD235m) senior unsecured bond. According to

the Green and Social Bond Framework, funding will be allocated

to projects in ecological and energy transition, natural resources
protection, social action, and education and culture.® This points to a
50% split of funding between social and green projects.

SDG Bond Frameworks

2018 has witnessed the emergence of SDG frameworks, which

distinguish between green and social eligibility criteria and

allows the issuer to classify a bond as “green”, “sustainability” or
“social” depending on the use of proceeds.

These frameworks allow the issuer to keep a clear distinction
between bonds that finance environmental projects and social
projects. This makes it easier for investors with a dedicated mandate
to identify bonds that comply with their investment criteria. BBVA
became a frontrunner in this field, with a EURIbn green bond issued
in May under its newly developed SDG Bond Framework.””7
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Label diversification is increasing beyond green bonds
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In cases such as these, Climate Bonds would not include the bonds
in the CBI green bond database as the social component appears
to exceed our 5% limit. While it is obvious that some of the funding
will go towards the types of assets and projects that are financed
by green bonds, the lack of detail on allocations precludes us from
estimating the volume of proceeds going to green assets/projects.

We have also started seeing ESG-linked loans. For instance, in

early 2018, Dutch bank ING provided its first Asian sustainability
performance-linked loan to Wilmar International, a palm oil producer
from Singapore.®' Sustainalytics will track annually improvement of
targets based on ESG metrics. If the performance milestones are met,
the interest rate for part of the loan will be reduced for the following
year. While the performance-linkage is a positive feature, it is unclear if
the loan will finance assets or projects with a clear climate benefit and
what part of the loan will be used to fund that. Consequently, the deal
is not included in the CBI green bond database, as there is insufficient
information to determine alignment to the Climate Bonds Taxonomy.

Social bonds

Social bond issuance also increased in 2018, albeit less dramatically
compared to sustainability bonds, with USD14.2bn worth of deals
coming to market in 2018 - a 37% year-on-year growth. Adding
social bonds to green and sustainability volumes would yield an
annual total of USD202.5bn, or 11% above 2017 volumes.

Notably, CBI treats bonds which finance social projects with a climate
angle - e.g. social housing upgrades to improve energy efficiency by
25% or more - as green bonds and analysed accordingly. However,
bonds which finance social goals / projects without a clear climate
angle, would not be included in the CBI green bond database.

NWB Bank is an example of a repeat issuer of both green and social
bonds. The Dutch financing institution has issued 7 social bonds
between 2017 and 2018, for a total of EUR5.2bn (USD6bn). As stated
in the Social Bond Framework, proceeds will be fully allocated to
affordable housing projects in the Netherlands.®?

Spanish state-owned bank Instituto de Crédito Oficial debuted

in the social bond market in November 2018 with a EUR500m
(USD566m) senior unsecured deal. According to the Social Bond
Framework, eligible projects include loans to fund SMEs located in an
underperforming region of Spain that are not involved in industries
considered to have a potential negative social or environmental
impact, including alcohol, tobacco, gambling and coal mining.%?
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2018 issuance including sustainability and social bonds

250

23.7bn  226.4bn

200

167.6bn
150

100

USD Billions

Green Sustainability Social Other Total

Other labelled bonds

Some labelled green bonds are excluded from the CBI green bond
database, because CBI screens the use of proceeds for alignment to
the Climate Bonds Taxonomy and limits non-aligned allocations to
5%.7 Excluded bonds of USD58.9bn in 2018 comprised sustainability
and social bonds, as well as such excluded green bonds.

Green bonds allocating a significant share of proceeds to working
capital represent 20% of excluded deals in 2018. The majority of
bonds under this category are from Chinese issuers, as working
capital is an eligible category under the guidelines released by
National Development and Reform Commission (NDRC).

Bonds which are not aligned account for 18% of 2018's excluded
volumes. One of the main reasons for exclusion under this category
is the allocation of proceeds to fossil fuel related projects, including
improvements in energy efficiency of fossil fuel-based technologies.
Chinese issuers represent around half of the exclusion category's
share due to the financing of coal assets, which is allowed under the
People's Bank of China green bond catalogue.

Factoring in all labelled issuance brings the 2018 total of labelled
bonds to USD226.4bn, or 13% up over the 2017 volume of
UsSD199.3bn.

Are blue bonds green? ... and other labels

There are many more labels in the market: climate-awareness bonds,
solar bonds, wind bonds, PACE bonds, etc. This can be confusing but
needn't be. CBl uses the labels for initial identification, but then looks
through to the assets and projects that the debt finances to
determine, if they are climate-aligned.*

Blue bonds which fund marine conservation and sustainable
fisheries are green in this sense as they finance sustainable land use
and marine resources, and land and marine conservation.

Forest bonds could also be green when they fund sustainable
forestry, forest conservation and/or aforestation. In 2016, the IFC
placed a USD152m "forests bond" to protect tropical forests in Costa
Rica and avoid deforestation. It offered investors coupons in either
cash or carbon credits.®*

Blue Forest Conservation has set up a US platform to combine public
and private funding for forest protection and restoration, with the
aim of reducing the risk of wild fires, protecting water resources,
avoiding carbon emissions and creating rural jobs. The pilot forest
resilience bond was launched in 2018 in Tahoe National Forest.®
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Sustainable land use and natural resource conservation is one of
the pathways to build climate resilience. More broadly, adaptation
and resilience (A&R) needs presents new opportunities, in both
developed and developing countries.®? Blue bonds and forest bonds
are likely a harbinger of more labels to come for A&R financing. In
anticipation of increased interest in accessing the bond market to
fund this, CBI convened an Adaptation and Resilience Expert Group
to discuss and develop the A&R Principles, which will provide high-
level guidance for determining when projects and assets are
compatible with a climate-resilient economy.®¢

Another new label is climate action bonds, a term recently used by
Italian gas utility Snam to highlight that their deal is funding the
transition to a low-carbon economy but may not be seen as a green
bond by some. Eligible categories include renewable energy, LED
lighting and conservation areas, but also emission reduction projects
for existing gas grid infrastructure.®

Fossil fuel power generation and infrastructure does not meet CBI's
green bond screening criteria, so the bond is not included in the CBI
green bond database. Notwithstanding this, the label and/or
variations, which reference transition could be useful for companies
that are financing their brown-to-green transformation.

Notably, however, many companies in the energy sector such as
EDF, Enel, Engie and Iberdrola have used green bonds to finance
investments in renewable energy, as well as in low carbon buildings,
low-carbon transport, sustainable water and waste management. In
fact, the green bond label is particularly valuable to companies in
transition as it showcases their aspirations and commitment to
financing climate-change mitigation, adaptation and resilience.

Outlook for 2019 labelled issuance and beyond

2018 has been a year of consolidation for the green bond market
with good progress in the development of taxonomies and
harmonisation efforts. As a result we would hope to see greater
alignment of future deals to the Climate Bonds Taxonomy (see
Appendix 2),* which should lead to fewer exclusions in CBI's
screening process.’

More broadly, clearer definitions of what is sustainable/green

and improved disclosure on the projects being financed and

their environmental impact can help investors assess the market and
individual bonds. The rising number of dedicated green bond funds
and the increased focus on ESG across the investment community is
beneficial to scaling up the green bond market.

CBI's target for green bond issuance in 2019 is USD250bn. It is an
ambitious target, because it needs to be to slow down the impacts of
climate change. Issuers, investors and governments are increasingly
aware of the need to scale up climate finance and we hope we will
see increased issuance - more issuers, more repeat issuance and a
further rise in green bond issuance from banks, acting as aggregators
for the loan market.

Canada, for instance, has started 2019 well with repeat issuance
from pension fund CPPIB, one new issuer and two deals from repeat
issuers. ASEAN, too, with one new Philippine issuer of Certified
Climate Bonds becoming a repeat issuer in short order and a second
sovereign green sukuk from Indonesia. France and Poland have both
come back to market to finance their national transitions. Japan
Housing Finance Agency entered the market with a bond financing
new energy-efficient houses. And the list goes on...

We also expect the wider labelled bond market - sustainability
bonds, SDG bonds, ESG-linked debt and social bonds - to continue
growing, and estimate that the overall labelled bond market would
reach USD300bn in 2019.
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Climate Bonds 2019 green investment picture

The October 2018 release of the IPCC SR15 report has exploded
any faint illusions that the world still has the comfort of decades to
take decisive action on climate.?® There is a plethora of reports
estimating the levels of finance in green infrastructure needed
through the 2020s to influence outcomes to 2050-2060.79°"%2

Christiana Figueres and five other climate leaders called for
USD1tn in green finance by 2020 as part of Mission2020's six
climate milestones in early 2017.%3 Two years later, taking into
account private climate-based investment, it seems the main actors
in the global financial system are yet to demonstrate the level of
capital ‘adaptation’ Ms Figueres defined as a performance measure.

The OECD estimates that USD6.9tn a year is required up to 2030
to meet climate and development objectives in its report Financing
Climate Futures: Rethinking Infrastructure. It further notes that current
energy, transport, building and water infrastructure make up more
than 60% of global greenhouse gas emissions, and stresses that an
unprecedented transformation of existing infrastructure systems is
needed to achieve the world's climate and development objectives.®*

In 2018, green bond issuance was USD167.6bn. \While green bonds
are not the be-all, end-all of climate finance, issuance needs to be
scaled up to help fund that transformation and the transition from a
largely “brown” economy to a “green” one.

2018 has been a year of progress on the path to defining and
harmonising the definition of green. The EU TEG on Sustainable
Finance has continued work on developing a EU taxonomy and
stepped up efforts to harmonise approaches globally. The Expert
Panel on Green Finance in Canada is working towards its final report
and, in Australia, investor and ESG groups have sidestepped political
inertia and are forming a Sustainable Finance taskforce. The low-
profile central bank-led Network for Greening the Financial System is
due to publish its first comprehensive report in April 2019.

China continued its steps towards greening its financial system.
Mexico, Morocco and Nigeria introduced green bond guidelines, as
did the Lima and Santiago stock exchanges. The UK is acting on its
Green Finance Taskforce recommendations to enhance London's
burgeoning role as a green finance hub.

ICMA updated the Green Bond Principles, incorporating SDG factors,
and published the Social Bond Principles and Sustainability Bond
Principles.? The Loan Market Association’s Green Loan Principles,
released in March 2018,2 can have an even greater impact on how
banks finance infrastructure, property and industry. A year on, the
IFC has announced that it will begin applying the GLPs to spur the
growth of the USD33bn green-loan market.®®

CBI updated its Taxonomy in 2018 and will shortly release the
Standard Version 3.0, a complete overhaul of CBI's umbrella
guidance for Certification, after a year-long development process to
expand the science-based Standard and sector Criteria.

In response to investor demand for disclosure on the impact

of green bonds, ICMA continued enhancing its suite of impact
reporting guidelines with suggested metrics and templates for Waste
Management and Resource-Efficiency Projects and Clean
Transportation Projects in 2018.%

CBI research into post-issuance reporting found that two thirds of
issuance by amount had use-of-proceeds and impact reporting.
Notably, we also found that a third of bonds, for which there was no
specific upfront commitment, did, in fact, report. This suggests
issuers understand the need for transparency and disclosure.
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Against the ticking clock that SR15 loudly amplified, pressure
comes from all quarters that climate and green investment must
increase. The predictions of annual issuance for 2019 range from
USD140bn to USD300bn.*® However, what is really needed is a
trillion a year. That continues to be the big benchmark that banks,
insurers and corporates must deliver. By end 2020 the public
scrutiny on those who are not investing in green and contributing to
the transition to a low-carbon economy will likely be sharper.

In the interim, investors are pushing harder on the world's largest
emitters. The Climate Action 100+ initiative, one of the projects that
form the ‘Investor Agenda’, has established a straight line of
corporate governance engagement between a USD32tn coalition of
institutional investors and the 160 largest global emitters.”’

Speeding the brown-to-green transition is one of the end points

of the engagement. This must mean attention moving from risk
assessments and statements of intent to actual investment from

big emitters.”® An investor letter to EU power industry generators,
grid operators and distributors reflects this coming focus, calling for
capital expenditure plans ‘compatible with the Paris Agreement’ and,
in time, with a zero-carbon economy.®® Metals, mining, the chemical
and cement industries will also face similar calls in the future.

Brown-to-green transition in practice means large companies
straddling both brown and green assets, and the sooner investor
pressure results in greener capex, the better. Inevitably, the first deals
from the high-carbon emitters will be greeted with the ever-present
cries of ‘greenwashing’. Civil society is right to be sceptical, but such
a development could trigger a positive debate in 2079.

Some of the world's biggest bank- ICBC, Bank of China and Industrial
Bank - have issued benchmark-sized Certified Climate Bonds. Top
100 banks in Australia, Canada and Europe have also issued green: 11
of the Top 15 green bond underwriters are green bonds issuers. The
creation of the Sustainable Banking Network underpins efforts to
share knowledge and maximise impact.'®

More banks need to lead on green bonds, green loans, green
mortgages and other retail and corporate banking and investment
products in 2019 and beyond. Those that do not, will in time, face
institutional investors and civil society framing the green investment
question as fundamental to their licence to operate.

A banking sector that collectively can still hold trillions in brown
investments around the world but cannot make its vital contribution
reaching the first trillion of green should expect no less.

Nation states as sovereign issuers of green bonds also have arole.
Kenya, the Netherlands and Egypt have foreshadowed 2019 green
issuance. Yet gaps remain amongst G20, OECD and EMEA nations.
Treasuries and Finance Ministries can deploy green bonds to finance
NDCs under the Paris Agreement, but, more importantly, sovereign
issuance raises the country’s climate profile for investors, and has
the power to mobilise private capital and spur additional issuance.

This year will see a strengthening of grass roots calls for more
nations to act. We are not on track to limit temperature growth
under 2°C; rather, we are on track to reach 3°C or more.

The impacts already in the planetary system are worse than we
thought. The trillions needed through the next decade to support low
carbon growth paths in China, India, Africa and Latin America are
not yet in sight.

What is really at stake in 2019 is not so much a calendar issue, it is
whether we cruise or accelerate into the 2020s.
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Appendix 1 External review types

Assurance Positive or negative assurance on compliance with the EY, Deloitte, KPMG, etc
Green Bond Principles (GBP) or the Green Loan Principles
(GLP)

Second Party Confirm compliance with GBP / GLP. Provide assessment ~ CICERO, Sustainalytics, Vigeo-Eiris,
of issuer’s green bond framework, analysing the DNV GL, SynTao Green Finance,
“greenness” of eligible assets CECEP Consulting, etc

Green bond rating Rating agencies assess the bond's alignment with the Moody's, S&P, CCX (China),
Green Bond Principles and the integrity of its green ChinaBond Rating, R&l and JCR
credentials (Japan), RAM (Malaysia)

Pre-issuance verification Third party verification confirms that the use of Approved verifiers under the Climate
proceeds adhere to the Climate Bonds Standard and Bonds Standard scheme

sector specific criteria

Assurance or SPO Assurance of allocation of proceeds to eligible green projects  Audit firms, ESG service providers,
scientific experts

Impact report Reporting that seeks to quantify the climate or As above
environmental impact of a project/asset numerically

Post-issuance verification Assurance against the Climate Bonds Standard, including ~ Approved verifiers
allocation of proceeds to eligible green projects and types
of green projects

Appendix 2 Climate Bonds Taxonomy

Climate Bonds Taxonomy Cl
imate

Bond
Certified

The Climate Bonds Taxonomy identifies the assets and projects needed to deliver a low carbon economy
and gives GHG emissions screening criteria consistent with the 2-degree global warming target set by the
COP 21 Paris Agreement. More information is available at https://standard.climatebonds.net/taxonomy.

LAND USE &
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Disclaimer: The information contained in this communication does not constitute investment advice in any form and the Climate Bonds Initiative is not an investment adviser. Any reference to a financial
organisation or debt instrument or investment product is for information purposes only. Links to external websites are for information purposes only. The Climate Bonds Initiative accepts no responsibility for
content on external websites. The Climate Bonds Initiative is not endorsing, recommending or advising on the financial merits or otherwise of any debt instrument or investment product and no information within
this communication should be taken as such, nor should any information in this communication be relied upon in making any investment decision. Certification under the Climate Bond Standard only reflects the
climate attributes of the use of proceeds of a designated debt instrument. It does not reflect the credit worthiness of the designated debt instrument, nor its compliance with national or international laws.

A decision to invest in anything is solely yours. The Climate Bonds Initiative accepts no liability of any kind, for any investment an individual or organisation makes, nor for any investment made by third parties on
behalf of an individual or organisation, based in whole or in part on any information contained within this, or any other Climate Bonds Initiative public communication.
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How to issue a green bond / loan / sukuk

Any entity which has suitable green assets can issue green bonds, green sukuk or obtain a green loan. Suitable
green assets include renewable energy, low carbon transport, low carbon buildings, sustainable water and waste
management, sustainable land use as well as climate change adaptation measures such as flood defences.

1

Define eligibility criteria for projects/assets
Create selection process

Set up tracking & reporting

2

an
external party confirmation of
compliance with GBP/GLP

an external
assessment of the issuer's green bond
framework, confirming GBP compliance
and analysing the eligible asset categories

an evaluation of the
green bond and framework against
a third-party rating methodology,
which considers the environmental
aspects of the investments. These
include products developed by
international and local rating agencies
such as R&l (Japan) and RAM (Malaysia)

third party verification, pre- and
post-issuance, which confirms that
the use of proceeds adheres to the
Climate Bonds Standard and Sector
Criteria and the Paris agreement to keep
global warming to 2°C and achieve full
decarbonisation by 2050

Climate Bonds

Prepared by the Climate Bonds Initiative

i 6

Available guidelines & standards:

Green Bond Principles (GBP),
Green Loan Principles, Climate Bonds
Taxonomy and Climate Bonds Standard

ASEAN Green Bond Standards

Ministry of Environment Japan (MoEJ)
green bond guidelines and taxonomy

3

oe

MAS grant scheme can absorb the full
cost of external reviews

offers tax deduction of issuance costs
for issuers and tax exemptions for investors until 2020

Subsidies of up to JPY50m available to cover external
reviews, green bond advisory and structuring fees

5

to confirm that the funds are
allocated to green projects / assets

Disclose environmental impacts of financed projects
in absolute terms and relative to an appropriate benchmark
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