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GLOBAL INVESTMENT REQUIREMENTS, 2015 TO 2030,
US$ TRILLION, CONSTANT 2010 DOLLARS

+$9 +$5 -$6 )
w835

INCLUDING OPERATING
EXPENDITURES WOULD
MAKE A LOW-CARBON
TRANSITION EVEN
MORE FAVOURABLE
LEADING TO A FURTHER
REDUCTION OF

US$5 TRILLION, FOR
OVERALL POTENTIAL
SAVINGS OF US$1
TRILLION

BASE ADDITIONAL ADDITIONAL  REDUCED REDUCED
CASE ENERGY LOW-CARBON CAPEXFROM  ELECTRICITY
EFFICIENCY TECHFOR  FOSSILFUELS TRANSMISSION!
(BUILDINGS, POWER &DISTRIBUTION
INDUSTRY,  GENERATION
TRANSPORT)

Source: New Climate Economy Report (2014)
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A domestic financial value chain

from sources to projects

Sources &
Intermediaries

Public
administration
Central and local
governments, public
agencies

Public financial
institutions

Commercial
banks and
financial
markets

Revenues,
savings and
assets of
households
and private
companies

Landscape of Climate Finance in France, in 2013
In billion current euros

Project developers Sectors
121
13.9
Public project Transport
developers

Central and local
governments, public )
operators, public mmmmm Agriculture

housing authorities

_______J
995 Industry
Private project
developers Centralized
Households, private energy
companies production
& networks

Buildings

|4CE - Institute for Climate Economics, Landscape of Climate Finance in France, 2015 edition
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= | unlocking the full potential of green bonds

=  What is the current contribution
of this ‘soaring’ market?

= How to ensure environmental
integrity and safeguard
transparency benefits?

= Can green bonds go ‘beyond

transparency’ and provide net !ﬂ%
environmental impacts? OIS

Beyond transparency:
unlocking the full potential

= Additional financing for the low- o of green bonds
carbon transition?

=  What needs to happen next?
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The added value of transparency on
environmental integrity of underlying assets

m Benefits of green bonds

Issuers v

v
v

Investors Vv

AN

Public v

Source: 14CE (2016)

Communicating the sustainability strategy
Improving and broadening relationship with debt providers
Internal synergies (finance and sustainability)

Developing better-informed investment strategies
Smooth implementation of long-term climate strategies
Helping responsible investors broaden their portfolios

Indirectly supporting the low-carbon transition (better match
green issuers and investors)
Potentially ‘lock in” climate policies (French sovereign bonds)
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Lack of trust in
information
(monitoring

and evaluation)

‘Expectation
gap’ regarding

the definition
of greenness

Green-

washing

and legal
risks

Aggravated by the ongoing diversification...
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e | benefits?

Challenge Market / Governments M

The ‘expectation Clearly lay out the objectives

Clarify  investment areas

gap’ regarding of different standards to compatible with long-term
the definition of define ‘greenness low-carbon strategies
‘greenness’

e Publicly endorse or create
standards that are aligned
with these strategies

Transparency * Further market convergence * Support the issuance of green
risk r.ela’Fed to around the enhanced bonds by public institutions
monlttgrlng and transparency frameworks driving best practices
reportin . . . .
P > e Reinforce the standardized e Mandate similar disclosure
procedures ) )
practices (e.g. through GBP) requirements for all asset-

keeping costs in check linked bonds
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w4is [ ‘snapshot’ of the ‘state of transition’?

= Currently the main role of green bonds is to provide
information to stakeholders

= There is no direct financial benefit to underlying projects
compared to traditional bonds

= Green bonds do not shift the investment flows by
themselves

= Rather, green bonds reflect the existing green
investment supply-demand structure
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But financial additionality is not that simple....

Green bonds
Outstanding green bonds by sector and ratimg, 2015
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s | environmental integrity of investments?

=" Improving the financial conditions for transition-coherent
investments and entities:

— Reducing the ‘cost’ and improving ‘terms’ of capital provision
for projects often perceived as ‘risky’

— Ensuring full subscription for entities that are unable to do so
today

— Increasing access to the bond market for smaller projects
and/or entities with lower credit ratings

= How could this occur in practice?
— Increasing ‘committed demand’ from institutional investors
— Tools: securitization and asset aggregation; credit enhancement
— Direct public support schemes?
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The ‘AAA’ of rationales for public

Intervention

Desired contribution of the

green bond market

Alignment: investment with
national LCCR development
strategy

Access: Financing eligible
underrepresented or
underfunded activities

Additionality: Maximizing the
‘environmental leverage’ of
green bonds and ensuring
individual additionality

Eligibility and monitoring requirements

Coherence check through a positive list of
eligible activities or a black-list of excluded
activities

Average additionality’ through identification
of sectors that require public support and ex-
post reporting on mitigation outcomes

Project-by-project additionality
demonstration and ex-post quantification of
mitigation outcomes
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= How to build on current practice to drive market convergence on
enhanced definition and transparency framework?

= How to strike a balance between stringency and transaction costs
with regards to the evaluation of mitigation outcomes and ex-post
reporting?

= What role for governments to align the green bond market with
investment projects coherent with long-term low-carbon and
climate resilient strategies”

= How can green bonds go beyond a ‘snapshot of the state of the
transition’ to directly stimulated green investments, e.g. by
lowering the cost of capital and improving financial conditions?

= What are the benefits and risks from the use of public support
schemes?

= Whatissues need to be key when thinking about the stringency of
selection of green bonds eligible for public support?
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FIGURE 2. POLICY OPTIONS TO DECREASE THE NET COST OF CAPITAL FOR THE BORROWER OF A GIVEN
PROJECT WITH A GIVEN RISK PROFILE

Market interest
rate for a given project
with a given risk profile

Option 1: Option 2:
subsidizing Modifying the cost of capital for the investor
interest rates (e.g. decreasing capital requirements)
Borrower Lender Option 3:
Tax cuts for investors
Tax savings | B COS’{ of
and subsidies ! ! capital il

: Tax
. Gross —_— .
Net cost of debt margin Net margin

Source: I14CE (2016) 16
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Une inltiative de la Gaisse des Dépdts et
de I'Agence Francaise de Développement
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Fifth Assessment

Report of the Intergovenmental Panel on Climate Change. n = number of scenaros, yr = year.

T
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intended nationally determined contribution, IPCC ARS

Greenhouse gas emissions (GtC0,eq/yr GWP—100 AR4)

Sources" Intergovernmental Panel on Climate Change (IPCC) Fifth Assessment Report scenario database, 1.5 °C
scenarios from scientific literature (see footnote 18), IPCC historical emission database and intended nationally

Abbreviations: AR4 = Fourth Assessment Report of the Intergovernmental Panel on Climate Change, GWP
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Credit enhancement
(e.g. move rating 7 to rating 1)

PPA Counterparty

Payments Delivers electricity
(secured by in accordance
guarantor) with PPA
Sponsors
Retains role in project operation
. —>
Investment Vehicle
Refinances project debt — raises funds by Debt
issuing debt or equity based securities discharged
L Uses part margin from refinancin
Distributes Purchases to cg-fund dgevelopment costs ?
cash flows the securities of new projects 6

Institutional Investors
Retains a long term interest

Source: Climate Mundial (2016) 19



