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Frequently Asked Questions

Green Bonds

1.

What is a green bond? Green bonds are debt instruments issued to finance environmental
projects. These projects are often focused on climate change initiatives, but not always. When
we refer to bonds as green, we typically mean that they have been labeled as such by their
issuers at the time of their placement.

Are there differences between green bonds and conventional bonds? There are no
differences between green bonds and conventional bonds other than that green bond proceeds
are used to finance environmental projects. However, this specific feature invites heightened
scrutiny with regard to transparency. Investors increasingly demand clarity on how revenues
will be used toward green projects. Because of this demand, the bonds have different implied
requirements for reporting, auditing, and proceed allocations.

Who are the issuers of green bonds? Any organization with bonding authority may issue
green bonds. The early issuers of green bonds were principally highly rated multilateral
development banks (MDBs or supranational organizations), which have a mandate to channel
funds into climate-related and environmental projects. Because the funded environmental
projects tended to be small, with the attendant execution risks, they needed the credit capacity
of the MDBS' strong balance sheets for raising cost-effective capital. Combining high ratings
with the transparency and assurance that proceeds would go solely to the targeted
environmental projects, MDBs succeeded in developing a base of investors seeking low-risk
instruments that could deliver on an environmental mission. Currently, the green bond market
has expanded in size and scope to include diverse issuers, including municipalities, cities, and
corporations.

Are there regulatory guidelines as to what constitutes a green bond? The identification
and labeling of a bond as green is typically based on the Green Bond Principles (GBP), a set of
voluntary standards established by industry participants committed to the growth of the green
bond market, including major banks and non-profits. According to GBP guidelines, a bond issue
gualifies as green if the issuer uses the proceeds solely for capital expenditures associated with
green or climate-related environmental benefits, according to certain disclosure and transparent
policing standards. The guidelines do not specify the type or the nature of the project, nor do
they specify a required level of climate or environmental benefits. Under current GBP criteria, a
third-party provider must determine that an issuer has used proceeds the way in which they
claim.

How big is the green bond market? Green bond issuance has been growing and was at USD
687 billion total outstanding as reported by the Climate Bonds Initiative as of Oct. 31, 2019.

This shows a healthy amount of growth when compared with the USD 40 billion in 2014, the
launch year for the S&P Green Bond Index. However, it still represents only a small fraction of
the global fixed income market. If capital markets were to meet the needs of repairing the
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environment and reversing the damages of climate change, the scale of investment capital
would have to be exponentially larger.

What are the issuance sizes for green bonds? Historically, as recently as 2015, issuance
size has varied, ranging from as little as USD 2 million up to USD 1.5 billion. However, with the
entry of additional issuers such as sovereigns, government-backed entities, and corporates, the
deal sizes continue to increase. Likewise, with the introduction of newer issuers, the maturity
terms of securities are broadening across the term structure of interest rates.

What factors are behind the growth of the green bond market? Several factors have been
driving interest in and the growth of the green bond market. The first contributing factor is the
growing awareness of environmental issues, including an increased understanding among
investors and the general public about the long-term implications of climate change. There is
also growing recognition that developing the infrastructure needed to reduce our carbon
footprint, and more broadly addressing climate change and other environmental issues, requires
long-term cost-effective capital at a scale that realistically can be provided only by institutional
investors via investment-grade fixed income instruments. Finally, the development of voluntary
criteria and standards for green bonds has helped to fuel their appeal among investors.

How does the composition of the green bond market currently compare with that of the
conventional bond market? At its inception date of July 31, 2014, the S&P Green Bond Index
had 118 bonds. Since then, the index has grown to a constituent number of 5,498 bonds, as of
Oct. 31, 2019. The top three issuing countries are the U.S. (18%), France (14%), and China
(9%). Historically, most green bonds were issued by multilaterals with AAA ratings. The ratings
of the S&P Green Bond Index have shifted to a more even distribution of AAA (22%), AA (20%),
A (22%), and BBB (17%), with the remaining percent being below investment grade as of Oct.
31, 2019. The breakdown among sectors, as of Oct. 31, 2019, was 47% corporate, 11%
sovereign, and 24% local government or government-backed entities. The historic leader,
supranational, now accounts for 17% and a small amount in asset-backed security structures.

What resources exist for further research?

e The World Bank. IBRD Funding Program.
https://treasury.worldbank.org/en/about/unit/treasury/ibrd/ibrd-green-bonds

e CERES. Green Bond Principles 2014. hitps://www.ceres.org/resources/reports/green-bond-
principles-2014.

« Climate Bonds Initiative. https://www.climatebonds.net/.

e Green Cities Coalition. https://greencitiescoalition.net/

e ICLEI - Local Governments for Sustainability. https://iclei.org/

e Municipal Securities Rulemaking Board (MSRB). Electronic Municipal Market Access
(EMMA). https://femma.msrb.org/.
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Copyright © 2019 S&P Dow Jones Indices LLC. All rights reserved. STANDARD & POOR'’S, S&P, S&P 500, S&P 500 LOW VOLATILITY
INDEX, S&P 100, S&P COMPOSITE 1500, S&P MIDCAP 400, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND
ARISTOCRATS, S&P TARGET DATE INDICES, GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of Standard & Poor’s
Financial Services LLC, a division of S&P Global (“S&P”). DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL AVERAGE are registered
trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow
Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC.
This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their respective
affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index calculation services, all
information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of persons. S&P
Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation services.
Past performance of an index is not an indication or guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide
positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or
other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the
impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a
security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be
investment advice.

These materials have been prepared solely for informational purposes based upon information generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, THAT THE CONTENT’'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the
possibility of such damages.

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,

investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,

include in model portfolios, evaluate or otherwise address.
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