Welcome, this webinar will begin shortly.
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audio, using either your computer
or by dialing in on a phone line.
This can be done from the
Event Info tab.

Low Carbon Transport Bonds

Webinar – October 2016
Focus on Road-based Projects & Assets
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The Climate Bonds Initiative: What we do
 Climate Bonds Standard & Certification Scheme
― Definitions for investors and guidelines for bond issuers
― Investor confidence through assurance and certification

 Information flows for ratings agencies & index providers
 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
― Platform for market participants to get
involved during the formative stages
― Tailored way to support the CBI’s efforts to
accelerate growth in green bond issuance and demand
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Recap: What are green bonds
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•

A bond is a form of debt

•

Usually used to finance (and re-finance) large, mature assets

•

Issued by companies, governments, municipalities, banks...

•

Important part of investment portfolios for investors such as pension funds,
insurance companies, institutional investors, etc

•

A green bond is a bond where the proceeds are used to finance environmentally
friendly assets

•

Climate challenge & opportunity: need $50-90 trillion to finance low-carbon
transition over next 5 years

It’s about mitigation and adaptation/resilience
Solar, wind grid
Bioenergy, Geothermal
Hydro, Marine

Sustainable water mngmt
Water infrastructure
Storm adaptation

Low-carbon buildings
& industrial facilities

Waste & pollution mngmt
Methane reduction
Recycling

Low emission vehicles
Electric Vehicles
Rail, BRTs

Agriculture
Food supply chain
Forestry, wood, paper
ICT & Broadband

Green bonds – a growth market
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Renewable energy is largest segment
Any issuer can go green
Benefits
• Investor diversification
• Stickiness
• Longer tenors
• Corporate portfolio

The attraction of green bonds to both parties

Issuer benefits
become more and
more apparent and
diverse…

…given strong and
persistent investor
demand for green.
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Issuer

Benefits

Investor

Benefits

• Investor diversification across regions and types
• Investor engagement & “stickiness”
• Strong oversubscription, yields tighter
• Strengthened reputation
• Alignment of CSR efforts with capital raising

• Well-understood projects reduce risk exposure
• Identical credit ratings, pricing and structures to non-green
• Trading at a small premium in secondary markets
• Strengthened reputation
• Deeper engagement with company management on green
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The importance of credibility
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•

If issuers are claiming benefits from green aspects of the bond, need to protect
investors from greenwashing

•

Need a system of ‘environmental due diligence’ to review key environmental
attributes, to complement existing financial due diligence

•

Investors can’t do this themselves
o Specialist expertise needed regarding what counts as green
o Costly to assess and verify themselves

•

Principles for a good system of environmental due diligence:
o Scientifically robust
o Transparent
o Consistent

Key dimensions to green bond labelling

Reach

• Voluntary or mandatory participation
• Recommended guidelines or principles, or
fixed standards and requirements

Scope

• Process of management of funds
• Reporting requirements
• What counts as green

Assurance
process
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• First party assessment
• Second party assessment
• Third party verification

Evolution in green bond labelling: history
•

A variety of approaches to green bond labelling have been used so far
• First issuers – multilateral banks – self labelled and self-reported or second opinions
• 2014 – as corporates entered the market in larger numbers – utilised Green Bond
Principles and second opinions
• 2015 – Climate Bonds Standard enhanced, to align with and build on Green Bond
Principles - define a climate compatible taxonomy of eligible investments and
eligibility criteria and requires independent verification
• More recently we see countries developing national green bond regulations – a key
example being China
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Evolution in green bond labelling: looking forward

14

•

Investor demand is strong, and will increase in line with the delivery of credible,
quality products into the market

•

Standards, assurance & certification have been identified as key to improved
confidence and growth

•

Critical to success will be harmonisation of cross -territory standards with national
regulations

•

Governments have a key role to play in developing and rolling out mandatory green
bond regulations as well as encouraging market development
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Key features of the Climate Bonds Standard
•

A robust and effective Certification scheme
o Clear, objective, sector-specific, climate eligibility criteria for projects & assets
o Clear mandatory requirements regarding use of proceeds, tracking & reporting
(including an assurance framework with independent verifiers)
o Certification by an independent Climate Bond Standards Board made up of
investors and international NGOs with US$36 trillion AUM

•

Green Bond Principles are fully integrated

•

Wide variety of bond types are eligible for certification
The Climate Bonds Standard is an environmental
standard, not a financial standard.
Investors must do their own credit analysis
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Overall process for certification
1. Pre-Issuance Certification

2. Post-Issuance Certification
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Climate Bonds Taxonomy and Technical Criteria
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Participants in the Certification process
Issuers to date

Standards Board
Verifiers around the world
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Background on transport’s role
•

Transport is the second largest contributor to global GHG emissions after electricity
generation; responsible for 23% of all energy-related CO2 emissions globally and 14%
of total GHG emissions

•

According to the IEA, $15.7 trillion in additional transport investment will be required
between now and 2050 to achieve the rapid decarbonisation needed to limit global
temperature rises to 2 ̊ C

•

Current investment flows are insufficient. There is a need to scale up and shift
investment towards low carbon transport infrastructure

•

Leveraging debt capital markets towards sustainable transport infrastructure
development and services has significant potential to help achieve this

Bonds are already used for low carbon transport
Climate-Aligned Transport Bonds in 2016

1,605 bonds : 148 issuers : $464bn outstanding

• Rail dominates the transport
theme, which is the largest in the
climate-aligned bond universe
• Road-based assets include electric
vehicles, bus systems and vehicle
manufacturing
• $8.6bn of climate-aligned
transport bonds are labelled green
• US cities ramping up
• Certified Climate Bonds from New
York MTA, TCV (Australia), Axis
Bank (India) so far in 2016

Source: Bonds and Climate Change
– State of the Market in 2016

Green bond examples for road-based assets
Issuer

Date

Size

Use of Proceeds

Hyundai Capital
Services

March
2016

US$ 500m

ABS providing finance for hybrid,
electric and fuel cell vehicles

BAIC Motors

April
2016

RMB
2.5bn
(US$
380m)

60% to construction of manufacturing
facilities for energy efficient cars and
electric vehicles. 40% for working
capital.

Zheijiang Geely

May
2016

US$ 400m

Development of hybrid taxis for
London

Toyota Motor
Financial

May
2016

US$ 1.6bn

ABS providing finance for hybrid and
alternative fuel vehicles

Transport for
London

April
2015

GBP 400m Portfolio including rail infrastructuer as
well as low emission hybrid buses and
cycling improvements

So which transport assets are low carbon?
•

The primary objective is to ensure that any land transport projects or assets
certified under the CBI Standard would contribute to meeting an emissions
trajectory consistent with limiting global temperature rises to 2 ̊ Celsius.

•

Approach: set universal thresholds for CO2 direct emissions for passenger
transport (per p-km) and freight transport (per t-km), applying to all land transport
modes, which decrease over time

•

Threshold based on the global stock-wide average of emissions data - Global Fuel
Economy Initiative (GFEI) target accounted for in the IEA 2 Degree Scenario (2DS)

Eligibility criteria for various transport assets
Projects & Assets

Eligibility Criteria

Public passenger
transport (rail,
trams, buses)

•

Dedicated freight
railway lines

•

•

•
•
Private light-duty
and heavy goods
vehicles

•
•
•

Supporting
Infrastructure

•

All infrastructure, infrastructure upgrades, and rolling stock for electrified
public transport automatically qualify
For non-electrified infrastructure, the project, product or supporting
infrastructure qualify if per p-km emissions are below appropriate
threshold
All infrastructure, infrastructure upgrades and rolling stock for electrified
freight rail lines automatically qualify
Non-electrified projects, products or supporting infrastructure qualify if
per t-km emissions are below appropriate threshold
Dedicated freight lines for fossil fuel transport excluded
Qualify if the per p-km or per t-km emissions of the vehicles are
estimated to be lower than the appropriate threshold
Hybrid vehicles qualify if per p-km or t-km emissions are below
appropriate thresholds
Full electric automatically qualify
All supporting infrastructure qualifies if it contributes to achieving the
emissions threshold

What does it all mean in practice?
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•
•
•
•

Electric vehicles and charging infrastructure
Manufacturing of electric vehicles
Buses and bus systems
Cycling infrastructure and schemes

•

All projects & assets which form part of the electric vehicle value chain are automatically
eligible, including manufacturing of components and vehicles, financing of vehicles, and
investments in charging infrastructure

•

New vehicle financing for fleets and larger operators has the potential to reach decent
scale, while vehicle suppliers are also building large pools of eligible private vehicle loans

•

Financing of new capital expenditure by municipalities on public transport and cycling
infrastructure is growing, within the broader green investment portfolios for cities

Supporting infrastructure for road-based assets
is also included in the criteria
Automatically eligible:
• Dedicated charging and alternative fuel infrastructure
(when separable from fossil fuel filling stations and garages)
• Retrofits for public transport infrastructure
• Public walking and cycling infrastructure
• Cycling schemes
Eligible on a case-by-case basis:
• ICT that improves asset utilization, flow and modal shift, regardless of the
transport mode, including public transport information, car-sharing schemes,
smart cards, road charging systems
• Intermodal freight facilities
• Investment in terminals to improve journey times
• Smart freight logistics
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Q&A …
… and thank you
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•

Please reach out and ask questions arising from this discussion

•

If you would like to be more deeply involved, e.g. as a partner, please ask us about
our Climate Bonds Partner Programme

•

And please do join us for our next webinar – sign up to our blog for information

www.climatebonds.net

