Climate
| Bond
Certified
Introduction to the

Climate Bonds Standards
& Certification Scheme

December 2015




The Climate Bonds Initiative: What we do

» Information flows for ratings agencies & index providers

> Climate Bonds Standard & Certification Scheme

— Definitions for investors and guidelines for bond issuers
— Assurance through certification

> Outreach to inform and stimulate the market

— Policy models and government advice
— Efforts in emerging markets to grow issuance (China, India, etc)
— Facilitating discussions on securitization, covered bonds, Islamic Finance

» Partners Program

Climate
— Platform for market participants to get ‘ Bond

involved during the formative stages Certified
— Tailored way to support the CBI’s efforts to
accelerate growth in green bond issuance and demand
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Launched: Coalition of investors + governments + development banks

INDCs => 3-5 year green investment plans
Investor-country dialogue
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Launched:
Aggregation
Platform
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Launched: Guide for Governments

Basic steps

- Demonstration bonds

- Investment pipelines

- Catalyst banks / funds
Support tools

- Regulatory Credit support
- Aggregation

Financial system

Build bond markets

Risk weighting

Central bank buying
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I How to Issue a Green Bond

IN FIVE STEPS
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2015 saw almost $42 billion of labelled green bonds
issued 45

11.8
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Spreading across the world during 2015

United States ~
$10.5bn J China $1.0bn

“ Japan $0.5bn

ong Kong $0.3bn

%4 of total
issued amount
came from the
US - $10.5bn
mainly driven
by municipal Europe

green bonds. remains

US surpassed ’ the region

supranational hosting the

institutions and most green

is the largest bonds, with Markets keep on growing; seven countries (U.K.,
green bond $18.4bn - China, Germany, Japan, Netherlands, Norway, and
issuing country issued in U.S.) have shown significant growth in green bond
in 2015. 2015. market size this year.




Renewable energy is largest segment

2015 green bond proceeds

Waste and Pollution 5.6%

Agriculture and Forestry 2.2% Any issuer can g0 green
Climate Adaptation 4.1%

Benefits

* Investor diversification
* Stickiness

Sustainable * Longer tenors

Water

9.3% * Corporate portfolio

Climate
| Bond
Certified
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It’s about mitigation and adaptation/resilience

Sf)lar, wind grid Sustainable water mngmt
I Bioenergy, Geothermal Water infrastructure
Hydro, Marine

Storm adaptation

Low-carbon buildings

Waste & pollution mngmt
D Greening industry

Methane reduction
Recycling

Low emission vehicles
Electric Vehicles
Rail, BRTs

Agriculture
Food supply chain
Forestry, wood, paper

ICT & Broadband
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Investors are calling for standards, assurance

and certification of Green / Climate Bonds

* Investor demand for Green Bonds & Climate Bonds is strong, and will increase in line with the
delivery of quality products into the market

e Standards, assurance & certification have been identified as key to improved confidence and
transparency, and further strong growth within the mainstream debt capital markets

* The Green Bond Principles, released in March 2015, encourage the development and use of
standards for certification of Green Bonds, as do various investor statements

* The Climate Bond Standard represents an important step, moving from broad integrity
principles to a robust and effective Certification scheme

— Standard with clear mandatory requirements (use of proceeds, tracking, reporting)
— Specific eligibility criteria for low carbon and climate resilient projects & assets
— Assurance framework with independent verifiers and clear procedures

— Certification by an independent Climate Bond Standards Board made up of
$34 trillion AUM

Climate Bonds EEI = NoX B



(B;Z?t‘?ﬁed + low transaction costs

' Climate Environmental credibility

$34tn Standards Board Climate Science Framework

Potsdam Institute Climate Science / Climate Analytics

Investor Network on

CLIMATE RISK
Verifiers
B CALSTRS e -

- @ SUSTAINALYTICS

FZRST
ENV:RONMENT
\ £ “atelier ten

Wg@@

Investor Group on q
& O ‘ T4V NORD

Climate Bonds == RO 1


http://upload.wikimedia.org/wikipedia/en/2/25/CalSTRS_Logo.gif

Key features of the Climate Bonds Standard

Green Bond Principles are fully integrated

— Climate Bond Standard V2.0 basically converts the GBP into a set of requirements and
actions which can be assessed, assured and certified in a robust and repeatable way

* Provides a detailed set of technical criteria for eligible projects and physical assets
— removes the subjective judgements which the GBP approach requires

* Wide variety of bond types are eligible for certification

— The Standard has specific requirements for each of these bond types to address
particular risks which are apparent for that structure

* The Standard is structured to provide a consistent approach to selection of investments, use
of proceeds, reporting by issuers, and assurance while allowing the detailed technical criteria
for each of the investment areas to be developed, approved, and updated

Environmental standard, not a financial standard.
Investors must do their own credit analysis

1 Climate Bonds ESI= oY B




Development of detailed technical criteria

Completed

Ready soon!

Other priority areas

15

Low Carbon
Transport

Agriculture
& Forestry

Waste &
Pollution

Resilient

Infrastructure

Geothermal

Water

Infrastructure

Industrial
Energy
Efficiency

Low Carbon
Buildings

Hydropower

Broadband

Bus Rapid
Transit

Bio-energy

Energy
Storage &
Capture




How the Technical Working Groups operate

Phases Deliverables Parties Involved

1. Research & Climate Bonds Secretariat

. Discussion
Assessment
Paper

2. Technical

LALLTE Draft Criteria; TWG members

Background

) Paper
3. Public

Consultation

Final Criteria Climate Bond Standards

4. Final Approval

1 imate Boids KSR J8



Independent Standards Board and Certification

* The Climate Bonds Standard & Certification Scheme is led by a Climate Bonds Standards
Board of pre-eminent investor entities, collectively representing $34 trillion of assets under
management:

— International Cooperative Mutual Insurers Federation; State Treasurer of California;
Institutional Investor Group on Climate Change (EU); Investor Group on Climate Change
(Australia); Ceres Investor Network on Climate Risk (US); California State Teachers
Retirement System; CDP; Natural Resources Defense Council

* The Standards Board provides oversight over the implementation of the Climate Bonds
Standard and the Certification scheme

— Approval of all standards and documentation relating to guidance and strategic
development of the scheme

— Certification decisions for individual Climate Bonds

* The Standards Secretariat provides support and coordination, working with issuers and
verifiers to step through the certification process

17 Climate Bonds EEI = NoX B
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Governance
Structure

Climate Bond » Oversee implementation of standards
Standards Board development work
« Supervision of working groups

Climate Bonds Secretariat: Research, Coordination and Administration

Compliance | Consultation
iy @@ O @D




Climate Bonds Standard V2.0
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Introduction to the Climate Bonds Standard

* Provides clear requirements for issuers and their bonds to be labelled as
Certified Climate Bonds

* Aligns with the normal phases of the bond market
— Pre-issuance
— Post-issuance

* Three parts
— General Requirements
— Climate Bonds Taxonomy and Sector-Specific Standards
— Specific Requirements for Different Bond Structures

e (Certification Process

" Climate Bonds EFl2 KX E
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Package of
documents

Climate Bonds Standard (Version 2.0)

Pre-issuance requirements: Readiness Assessment

Part A Part B Part C

General Eligible Requirements for
Requirements Projects & Assets Specific Bond Types

Post-issuance requirements: Assuarance Engagement

Sector-Specific Standards for Part B Eligible Projects & Assets

Low Carbon . Energy

Other Low Carbon Infrastructure Agriculture Waste
Renewables Buildings Resilience & Forestry Management

Guidance and Certification Documents

Guidance for
Investors & Analysts

Guidance for Guidance for
Issuers VEIES

Climate Bonds
Information Form

Certification Readiness
Agreement Assessment Protocol
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Focus of the requirements in the Standard

 Requirements in the Standard are focused on three main areas:
— Internal procedures inside the bond issuer
— Reporting arrangements which have been set up by the issuer
— Eligibility of projects & assets

* Pre-issuance checks are focused on the readiness of the issuer to meet the
requirements and the likely eligibility of projects & assets

e Post-issuance assurance is a more thorough assessment of whether the issuer and
the bond meet all of the requirements of the Standard

INITIATIVE
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Pre-Issuance and Post-Issuance certification

* The Climate Bond Standard allows Certification of a bond prior to its issuance, enabling the
issuer to use the Climate Bond Certification Mark in marketing efforts and investor
roadshows

— Pre-Issuance focuses on selection of eligible projects & assets as well as the readiness of
the issuer’s internal processes to track and report on use of proceeds

— The issuer must engage a Verifier to provide assurance over the eligibility and readiness

* After the bond has been issued and allocation of the bond proceeds has begun, the issuer
must follow through with confirming the Certification

— Post-Issuance focuses on the actual use of proceeds, ongoing eligibility of the projects &
assets, use of funds not yet allocated (“non-contamination”), and the adequacy of and
output from the issuer’s internal systems

— The issuer must engage a Verifier to provide assurance over the actual use of proceeds
and reaffirm that internal systems & controls are functioning properly

* Requirements are split in this way to align with the phases of the bond cycle such as
preparation, marketing, issuance and allocation of funds

’ Climate Bonds EEI = NoX B
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Reporting requirements made clear for issuers

 The Climate Bonds Standard (v2.0) includes explicit minimum requirements for
when and what issuers must report, and who those reports must go to:

— Reporting to the Standards Board prior to issuance of the bond
— Annual reporting to bond holders and the Standards Board

— Recognition that there may be confidentiality issues to observe
— May also report publicly as desired by the issuer or investors

* Issuers must report at least annually on:
— The projects & assets being funded by the bond, and their eligibility
— Use of proceeds, including how any unallocated funds have been deployed

 May also include reporting on the climate outcomes and other impacts of the
projects & assets funded by the bond. This is not mandatory beyond what might
be needed for demonstrating the ongoing eligibility of the projects & assets

Climate Bonds EEI = NoX B



Add-ons will provide guidance for issuers on
reporting outcomes and impacts

Wind or solar assets

The '”PDaCt Installed capacity
reporting (MW)
pyramid
Electricity production
(MWh per year)
Emissions avoided
from grids (tCO,)

Certifications,
evidence, records

Localised impacts
and SD metrics
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Eligibility of projects & assets

* Atwo-step process is used to determine the eligibility of specific projects and
physical assets

e Climate Bonds Taxonomy

— Provides clear guidelines on the mitigation and adaptation investment
opportunities across the major sectors of the global economy

— Serves as an initial screen for clear inclusions and exclusions for all sectors
based off of the latest climate science and the delivery of a low carbon and
climate resilient economy

e Sector-Specific Standards
— Separate documents for each investment area identified in the Taxonomy

— Technical criteria contained in these documents must be met for projects and
assets to be considered eligible

2% Climate Bonds EEI = NoX B




Sector-Specific Standards

Low Carbon Bus Rapid
Completed
P Buildings Transit
Ko CEr e Geothermal
Transport
Ready soon! GO el Hydropower Bio-energy

& Forestry Infrastructure

Industrial Energy
Energy Broadband Storage &
Efficiency Capture

Waste &
Pollution

Other priority areas

Resilient
Infrastructure

27
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Internal procedures for issuers

* The issuer of a Climate Bond needs to have an internal “Green Bonds / Climate
Bonds Framework” which lays out the following information:

— Environmental objectives of the Climate Bond (or Bonds)

— Selection process for eligible projects & assets to be funded by the bond
proceeds

— Internal procedures to meet the requirements in the Standard, such as
management of proceeds, use of unallocated proceeds, and regular reporting
which the issuer will provide

— Sign off processes so that there is appropriate internal endorsement of the
information contained in the reports.

* Bond issuers are usually very large organisations, so this “framework” will describe
how existing procedures inside the issuer are used to meet the requirements of
the Standard as well as any new procedures to provide eligibility information

8 Climate Bonds EEI = NoX B
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Steps in the certification process (1/2)

1. Pre-Issuance Certification: Assessment and certification of the bond issuer’s
internal processes, including its

— selection process for projects & assets,
— internal tracking of proceeds,
— the allocation system for funds.

* Verifier undertakes procedures to assess the readiness of the issuer and the
proposed bond to conform with the Standard

— Follows an agreed Readiness Assessment Protocol (or checklist) to assess the
conformance with the Pre-Issuance Requirements of the Standard

— Provides a Report of Factual Findings to the issuer, who then provides it to the
Standards Secretariat

 Thisis the first part of the engagement between the verifier and the issuer, which
is followed by the post-issuance activities

Climate Bonds EEI = NoX B




Steps in the certification process (2/2)

2. Post-Issuance Certification: Assessment and certification of the bond, which must
be undertaken after the allocation of bond proceeds is underway

* Verifier undertakes procedures so that it can provide assurance that the issuer
and the bond conform with all of the Post-Issuance Requirements of the Standard

— Verifier must use accepted standards for undertaking assurance work, such as
ISAE3000, which provide clear structure and process for this work

— Limited assurance is the minimum requirement, but many issuers prefer to see
reasonable assurance

— Report produced by the verifier must contain an assurance statement

* Verifier’s report is provided to the issuer, who then provides it to the Climate
Bonds Standards Secretariat with its application to confirm the Certification

— A “publishable” version of the verifier’s report must be provided

30 Climate Bonc O @ O . |



|
Overall process for certification

1. Pre-Issuance Certification

lssuer Issuer provides Verifier Issuer submits W& ETGER:ETG
draft of undertakes updated Info confirms
prepares for : . s
Certification Information readiness Form & verifier Pre-Issuance
Form to CBI assessment report to CBI Certification

2. Post-Issuance Certification

Issuer Proceeds Verifier Issuer submits WIELEEIGER:TET:|
closes book allocated to undertakes updated Info confirms
and issues projects & assurance Form & verifier MA@ EIERTTT

bond assets procedures report to CBI Certification

INITIATIVE
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Guidance material provided with v2.0

* Version 2.0 of the Climate Bond Standard is accompanied by a variety of documents to help
each of the different actors to participate with confidence and efficiency

* Guidance for Issuers provides information on how to prepare for Climate Bond issuance, the
internal systems & controls required, how to get ready for assurance engagements, and the
steps in the Certification process

* Guidance for Verifiers provides information on the role of Verifiers, the audit standards to be
used, key risks to consider, and recommended procedures

* Guidance for Investors & Analysts explains how Certification provides confidence in the
integrity of the Climate Bond and what it is funding

* Sector-Specific Standards spell out the technical criteria for the inclusion of specific projects
& assets to be funded by Climate Bonds (e.g. wind, solar, low carbon buildings, low carbon
transport, water etc.)
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