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Nature-Based Finance — Using Bonds To Restore The Planet

Peter Elwin, Director of Fixed Income & Head of Land Use and Textiles Programmes, Planet Tracker
Francois Mosnier, Head of Oceans Programme, Planet Tracker

Wednesday, 03 August 2022
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3 Today’s Agenda

= 15:00 - 15:05 Chairman’s Introduction
= 15:05-15:25 Keynote Presentation — Peter Elwin, Francois Mosnier
m 15:25-15:45 Question & Answer



3 Today’s Speakers

Peter Elwin Francois Mosnier
Director of Fixed Income & Head
of Land Use and Textiles Head of Oceans Programme
Programmes

Planet Tracker
Planet Tracker






Who we are

* PLANET TRACKER IS A NON-
PROFIT SUSTAINABLE FINANCE

THINK TANK  PLANET TRACKER IS PART OF

THE TRACKER GROUP:

« Created to investigate the
‘P) Planet Tracker

finaneial risks and opportunities

relatedto‘environmental limits

- producing thought-provoking analytics ‘@arbon Tracker

- providing interactive toolkits
- publicising findings
- engaging with financial markets and influencers

- effecting change

planet-tracker.org | 2




Speaking today

D|r come b | X
i" @- S A Coutd i Head of Oceans Programme
% ‘.,"/:’l ,,*1; ' ?: y B . Eap o g :
5 Prevﬁbusf ;ﬁ a folg A Previously Financial Analyst,
oy > L

r

?f Un Ve%;ﬂes Sup nnuana@C A Exane BNP Parioas and C Jr)Jr,]] Grou Uo
‘f-%‘Dé‘pd}cy"’H%éé it T e ch Conservation Finance Specialist

2 WGBS 2 o AR ) mE A
ot SERsEaD Merd s Conservation Capital

‘ &y
WA
.

o>
e

) S
* R !
L 4% ¥
¥
4 aty. ¥ ’g:’. <
Fid e e
o DU 1
. & 7»./‘.1 .. if =
LN T A
S % W g
. £ 7 SAe
A N
/4 - R 3
e




What is Nature-based finance?

A sovereign example: the
Deforestation-Linked Bond

A corporate example: the Blue
Recovery Bond




What is Nature-based
finance?

01




l(ny fmancldl instrument linked
to npture Al ;

#

The instrument is linked to nature
in terms of outcomes

and/or

A natural asset is used as
collateral for the funds raised

planet-tracker.org | 6



ESG-labelled Bonds and Loans

Green
Purpose is explicitly ‘green’ (eg fund renewable energy)

Social

ooz o sz s Purpose is to fund positive social outcomes

Sustainability
Purpose combines ‘green’ and ‘social’

é Sustainability-Linked
: Performance : P
! (coupon linked to Sustainability Performance Target)

ESG-labelled bonds

planet-tracker.org | 7




How the borrower uses the proceeds is
defined in the bond terms (contractual obligation)

Requires
processes for:

Amount borrowed (bond or loan) must not
exceed project spending

NB This is a
challenge if
the projectis
small




Zew’Coupon is adjusted (step-up, step-down, or both) if
* the borrower fails to achieve the Sustainability
‘ff Performance Target

A ICMA SLB Principles - requires processes for:

planet-tracker.org | 9




Sustainability-linked bonds:

v

Time

c | [
o
S |
3 ' 5.25%
O |
Coupon | i SPT missed SPT hit Bond redeemed
5% with 25 | I
basis point l I
step-up I
I I
| | |
: 5.25%
[
I

5%

In theory an SLB could have a variable
coupon and a variable repayment

Coupon with 25 basis point
step-up AND step-down

v

Coupon

Time



“’“ « Who should receive ‘penalty’ payments?

e 0
« Step-down sounds easier to sell
politically than step-up
« Single measurement and coupon change

might create unhelpful incentives

planet-tracker.org | 11
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1.A sovereign example:

planet-tracker.org | 12




Performance or

Deforestation-Linked Sovereign Bond
(a new form of performance bond)

Policy
(Michael Mainelli, 2005)
Use of proceeds
. Nature
(F4Bi, 2020)

Performance

Sustainability-Linked
(World Bank, 2021)

Deforestation-Linked
(Planet Tracker, 2021)

£SG-labelled bonds|

planet-tracker.orgg| 13




Deforestation-Linked
Sovereign Bond

Coupon step-change
triggered (Y/N)

Deforestation SPT measurement
SPT . R
(‘Zero deforestation by 3' party verification $
2030’

SPT reporting

Coupon with
step-up

: DLSB
Issuing

Investors
country

555

Unrestricted
funding

$S$ planet-tracker.org | 14
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Issuing government is to
align subsidies and tax incentives with zero
deforestation SPT

Citizens and businesses have an indirect

DLSB provides that the issuing
government’s intentions are serious

DLSB helps establish an

Governance and reporting mechanisms required for
the DLSB wiill

A DLSB could be combined with an

planet-tracker.org | 15



Deforestation-Linked Sovereign Bond

' Ald package
s 2T NS Aid
INkearto Y
ISSURINCE Of
DLSH
Agency pays Agency receives

coupon ‘reward’ ‘penalty’ excess

Country pays
variable coupon

Flat coupon
(S)
lssui DLSB
e Investors
country
SSS
Investor
Unrestricted receives flat
funding cash flows
(no SPT link)

$S5




2. A corporate example:

planet-tracker.or gl17




« Demand for seafood
to double by 2050

* 90% of global fish
populations are either
fully fished or overfished

 Wild catch production to
decline slightly, costs on the
rise

planet-tracker.org | 18




A period of restraint

e

and commercially fisheo emporary restraints pay 3 restraint don't exist
stocks can recover by 2040  off after a few years

Business as Usual Scenario

Recovery Scenario
3% 4%
2% = il 2%
1% W
0% -2%
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A period of {4
restraint /'

i/

¢ +
| Funded by

Investors

-~

To let fish
populations
recover

Reversing the financial
incentives for overfishing

Allowing fishing
cCompanies to fish
at higher but
sustainable levels

Higher cash-flows
vs BAU

Investors are
repaid via a levy
ONn catch

planet-tracker.org | 20




Modelling the

s UULY
A

11 T USD 7bn investment over 5 "

3,000
2,000

* Fish populations growth up by 3.5%

1,000 20,000
0 10,000 : .
= * IRR: 26% for investors, 57% for fishing
-1,000 : 0 companies
-2,000 -10,000

* Fishing companies better off after 8

s Upfront cash flow paid by investors (USDmn, Ihs)
years

s Coupon paid by fishing companies (USDmn, |hs)
~Fishing Companies - Net cash flow impact from fish bond (USDmn, rhs)

planet-tracker.org | 21
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3 Comments, Questions & Answers
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3 Thank You For Listening

Forthcoming Events

Tue, 09 Aug (10:00-10:45) Bangladesh Trade, Development & Economic Prospects In The
Emerging Asian-European Supply Chain

= Wed, 10 Aug (15:00-15:45) What Does An Information Commissioner Do?
" Thu, 11 Aug (12:00-12:45) Trust In Al: Rethinking Future Command
= Tue, 16 Aug (16:00-16:45) Community Chest: Bob McDowall - Anthropology &

Technology: Complementary Aspects Of Human Behaviour

Visit https://fsclub.zyen.com/events/forthcoming-events/

Watch past webinars https://www.youtube.com/zyengroup
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