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What drives institutional investments into infrastructure?

Stable cash-flows / returns (94%) Sovereign ~ Hedgefunds
Wealth Funds 3%
5%

Cash flows predictable over long-term (88%)

Diversification of portfolio (87%)

Politically stable environment (86%) Pensionfunds

Insurers 31%
30%

Value preservation of the installation (79%)

Mutual Funds
31%
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Source: 'Immobilien und Infrastruktur bei institutionellen Investoren‘ , Study by the Research Center of Steinbeis Hochschule, 2012



Institutional investor perspective on climate finance Allia_nz @
What hinders institutional investments in clean energy?

Barriers to institutional investment in clean energy

Problems with = Lack of project pipeline
@ Infrastructure :Lack of mvestor_ understanding Investment Portfolio of Allianz Group
Investments Regulatory barriers (EUR 461 billion)
Problems with " Risk/return N . N
@ clean energy * Lack of carbon pricing and fossil fuel subsidies
investments * Unpredictable and fragmented policy support Cash/Other 2% includin g

= Special species of risks

renewable energy: 0,3%

Lack of suitable = Nascentand illiquid green bond markets

€ investment * Challenges with securitisation Real Estate
Vehicles * Credit issues 2%
Stocks
6%

Source: OECD, Role of Insititutional Investors in Financing Clean Energy, 2012

Fixed income 90%
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Post-financial crisis (regulatory) environment could add
barriers...

(N

Lower growth
environment

1t

Basel Ill, Dodd-Frank
& Solvency 2

Retroactive
subsidy cuts

1t

Lower political
climate ambition

Rating
downgrades
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Reducing availability of institutional capital...
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Investmerjt process
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Total AUM Restricted Liability constraints .  Investment Potential long-
institutional investor \ framework and - term capital
category governance process /
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Source: WEF, 2011
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Different finance requirements along project life cycle

Project chain

Investment chain

Equity via capital markets

Venture capital

(Growth
capital)
enture
capital Early Loan financing/ Financing via

(Seed capital)] private equity JIIVEICKLIIIE  Asset-based loans capital markets
IRR  >40% ~20% - 40%  ~15- 20% N7% - 15%7

} Early engagement means greater risks and possibly higher risk premium
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How to bridge the gap & what role for multilateral development

banks?

Enhancing deal flow, esp. in seed phase

Public
sector

Provide clear policy support
Provide guarantees / risk mitigation

Provide easy and familiar

Expertise on the clean energy side ; ) )
> & financing mechanisms & set

Rating upgrade
Aggregate to bond scale

the right regulatory framework

Build up capacity, knowledge and trust

Pri :
rivate Understand risk

sector

Ensure board-level commitment
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EU 2020 Project Bonds: a template for risk sharing?

Project
Bonds
Bond Issue and :
T ¢ underwriting PI‘DJE‘GT
atr_ge = Bond
oy Investor
minimum
SPV A-
Project |
Costs I |
IEIB Sub-debt, -
: | I EURDPEAN
'r" ______ B | CONM
Equity &
Quasi- up to 20%
: of total
EQUI’[Y Bond issue

Source: EIB, 10-2011.

Pros:
§ Allows (potentially) for scale
§ Improves (potentially) rating

§ Addresses large part of
institutional portfolios

wn

Due diligence & monitoring
expertise with EIB

Cons:
§ Excludes high(er) risk
projects/countries

§ Uptake by project
developers to be seen

§ Pilot limited in outreach to
EU and 5 - 10 projects
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Disclaimer

This presentation has been prepared by Allianz Climate Solutions GmbH. It is being furnished to the recipients for general information purposes
only. Nothing in it should be interpreted as an offer or recommendation of any services or financial products. This presentation does not
constitute investment, legal, tax or any other advice. Recipients should consult with their own financial, legal, tax or other advisors as needed.

This presentation is based on sources believed to be accurate. However, Allianz Climate Solutions GmbH does not warrant the accuracy or
completeness of any information contained in this presentation. Allianz Climate Solutions GmbH assumes no obligation to update any
information contained herein.

This presentation may not be reproduced, distributed or published, neither in whole or in part, without the prior written permission of
Allianz Climate Solutions GmbH.
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Risk sharing structure through climate bonds

Allianz ()

Custodian,

Services

Equity
Investors

Transfer Agent

Investment and [ |
Asset Manager

Equity (e.g. 15-20%)

Equity

B oiing

Equity

Fixed I

ncome

Investors

Climate Bond = Rating Agencies

Debt (e.g. 80-85%)

Climate Bond Features

8 Equity participation

§ Coupon: Euribor plus 150-200bp
plus bonus (depending on asset
performance)

Debt

Equity

§ Several loan terms possible
(maturity, ...)

8 Annual payback of portion of
notional possible (analog to equity)

Equity Equity
Bank loan Bank loan Bank loan
REZ2 asset 1 — RE asset ... — RE asset X

Loans (e.g. up to 50%)
Banks

Services

Service Provider?

1) E.g. Technical manager, operations and maintenance, insurance, commercial, tax, legal advisors

2) Renewable Energy
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Risk sharing and scaling toolbox 1

Glen House recommendations

. A mono-line insurance mechanism providing first loss guarantee
. A clean energy loan guarantee mechanism
. Mezzanine debt enhancement
. Subsidised feed-in-tariffs for renewable energy
. A bankable power purchase agreement-like instrument for energy efficiency
. A pooled fund for small-scale VC to promote low-carbon social enterprise in LDCs
. Revolving fund for low-carbon social enterprise focusing on energy access
. Advanced market commitment for bio-carbon investments.
. A political risk insurance mechanism for climate related investments
0. A public-private fund to absorb potential first loss from high-risk investments in LDCs

RPOO~NOO~WDNEPE

Source: Recommendations from Glen House to the United Nations Green Climate Fund'’s Private
Sector Facility (GCF-PSF) from a broad coalition of Finance Sector (Banking, Investment, and

Insurance) representatives 22 May 2012 »
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Risk sharing and scaling toolbox 2

Climate Bonds Initiative

1. Create deal flow — Bond investors need scale; renewable energy and energy efficiency projects
(markets) need to be aggregated into larger offerings suitable for the appetite of the big investors;
2. Engineer investment grade offerings — High demand of low risk investments. Renewable
energy investments are seen as a “novelty”, we need to change this perception. In order to do that,
a grand pact between governments and institutional investors is needed. Governments engineer a
stream of large scale investment opportunities and does everything it can do to make sure they
are investment grade; in return institutional investors turn on the taps;

3. Be clever about public sector risk-sharing — Financial leverage (e.g. policy risk insurance
and currency risk insurance) and regulatory leverage.

4. Build green enabling institutions — Green Investment Units and Banks are needed;

5. Give tax incentives for climate bonds — very little treasury loss can be a big boost to
investment;

6. Build an economic recovery narrative — the transition to a green economy revamps our
economy across every sector and addresses the climate change threat;

7. Use Climate Bond Standards as a screening and preferencing tool — a tool that helps
investors monitor and verify the climate effectiveness of their investments;

8. Make it easy for politicians — bond investors and business issuers have to get better at
packaging politically sellable solutions, help politicians see how they can successfully sell those
plans to voters

Source: http://climatebonds.net

13
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Some stunning figures of climate finance needs...
...and well within capacity of capital markets if R/R right...

$15 trillion

$200 billion

$139-175 billion

$265-565 billion

$75-100 billion

$9 billion

$110 billion

$350 billion
$12 trillion

$3.5 trillion

$100 billion

Source: IETA, 2012

Total estimated additional investment (beyond BAU, redirecting capital from conventional to low-
carbon technologies) required internationally in the energy sector between now and 2035,
consistent with +2°C climate stabilization target.

Approximate additional (low/no-carbon) energy sector investment required in developing
countries in 2020, consistent with +2°C climate stabilization target.

Annual mitigation costs in developing countries by 2030, consistent with a +2°C climate
stabilization target.

Associated annual climate financing requirements by 2030 in developing countries, consistent with
a +2°C climate stabilization target.

Estimated costs over the next forty years to support climate adaptation in developing countries
consistent with a +2°C climate stabilization target.

Approximate amount of existing public contributions to climate change investments in developing
world climate.

Total sum of climate-related public sector commitment underway, even if delivered to their
maximum ambition.

Annual potential climate change financing shortfall.
Estimated amount of assets under control by institutional pension funds in 2010.

Estimated amount of assets under control by sovereign wealth funds in 2010.

Under the non-binding Copenhagen Accord, the annual amount of climate financing committed by
developed countries by 2020. Funding to come from a variety of public and private sources. Shared
vision is +2°C climate stabilization goal.
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Amount (USD

IEA

[EA

World Bank

World Bank

World Bank

WEF

WEF

WEF

SWF Review

SWF Review

UNFCCC
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