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What are Sustainable Bonds?

e Green bonds
e Social bonds
e Sustainability bonds

e Sustainability-linked bonds
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Why issue Sustainable Bonds?

Some of the reasons why issuers issue sustainable bonds include:

e demonstrate significant ESG investments the company is making (such as in
renewable energy)

e pricing advantages as increased demand from ESG-focused investors can result
in better pricing than may otherwise be the case
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What are the terms of Sustainable Bonds?

The International Capital Market Association (ICMA) is the primary authority for the
terms of various sustainable bond financings in the United States.

The ICMA has notably developed the following principles and guidelines:

Green Bond Principles

Social Bond Principles
Sustainability Bond Guidelines
Sustainability-Linked Bond Principles

The principles and guidelines are available at
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http://www.icmagroup.org/

What are the core components for alignment with the

ICMA Green Bond Principles?

The four core components for alignment with the ICMA green bond principles are:
e Use of Proceeds

e Process for Project Evaluation and Selection

e Management of Proceeds

e Reporting
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Standalone Issuances v. Framework Issuances

e Standalone Issuances —
— early issuances
— single project or group of projects

e Framework Issuances —
— evolved to create flexibility
— broad set of eligible projects — green and social
— longer time horizon for allocation of proceeds
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What is a Standalone Issuance?

Discrete Project or Group of Projects

Use of Proceeds —

— limited to that project or group of projects

— includes specific facts of project(s)

— timeframe for full allocation — as short as 1 year

Management of Proceeds —
— allocation to that project or group of projects

Reporting —
— limited time frame
— through completion of project or group of projects
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What is a Framework Issuance?

e Frameworks Contemplate Broad Set of Eligible Projects —
— both green and social

e Timing —
— lookback and forward
— lookback 1-3 years
— forward 1 year through maturity

e Management of Proceeds —
— cross-disciplinary team
— evaluating projects, approve expenditures, oversee allocation and reporting

e Reporting -
— through life of securities
— management attestation
— auditor supporting report
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Who is involved in Developing a Framework?

Multi-disciplinary Team
Investor Relations

Independent Accountants

Lawyers

Second Party Opinion Giver
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Disclosure and Frameworks

e Frameworks v. Offering Documents
— corporate websites
— second party opinions
— offering documents

e Frameworks — Evolving?
— corporate sustainability discussion
— framework details
— shorter form
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Benefits of Framework Issuances

Flexibility around Timing

Broad scope of Eligible Projects

Telegraph Importance of Commitment to Sustainability

Single Investor Presentation
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Benefits of Standalone Issuances

e Shorter Timeline
e Fewer Parties
e Reduced Cost

e Less Involved Ongoing Reporting Obligation
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Disclosure Considerations

e Form 8-K
— Item 1.01 — Entry into a Material Definitive Agreement

— Required Disclosure:
— Date of agreement or amendment
— Identity of the parties to the agreement or amendment

— Brief description of any other material relationship between the company and
any of the parties
— Brief description of the terms and conditions of the agreement or amendment
that are material to the company
— Company may redact portions of the agreement that are not material and would likely
cause competitive harm if publicly disclosed
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Disclosure Considerations

e Form 10-Q or Form 10-K
— Financial statement footnotes
— Short-term or long-term financing/debt

— MD&A and Liquidity
— Material source of liquidity?
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Disclosure Considerations

o KPIs used as part of sustainability-linked financing

e 2020 guidance on disclosing KPIs in MD&A is intended to cover KPIs that
management uses in evaluating the company’s business and performance, which
may not be the same as the KPIs used in financing

e Be cautious and intentional when disclosing KPIs as part of sustainability-linked
financing to clarify scope of the KPIs
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Disclosure Considerations

 Proposed Climate Related Disclosure Rulemaking

— SEC included questions for public consideration on whether additional disclosures should
be required if a registrant leverages climate-related financing instruments, such as green
bonds or other forms of sustainability-linked financing.

— Specifically asked whether the SEC should require disclosure of key performance
metrics tied to sustainability-linked financing instruments.
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Sustainability Linked Loans

e History: From sophisticated publicly listed investment grade borrowers to broad
adoption across public and private markets

e Sustainable Finance Context:

— Project Based Sustainable Finance (Green Bonds, Green Loans, etc.) use for
green projects

— Performance Based Sustainable Finance (Sustainability Linked Loans) general
corporate purposes

e Features: KPIs, pricing ratchet up or down, sustainability structuring agent,
market terms
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Sustainability Linked Loans

E 500 250
]
450
2 =
@ 400 I ©
(o] ¢
E l [ | et 200
S 350 ©
= l g
@ 300 —
2 ! e5
o I = 150
@ 250 l . L &
i 02
2
o 200 5=
3 _ S
o] ]
2 150 - I EE 10
3] E 3
D 100 - ] n 5
2 _ - ©wo
(73] [ 1 — >
— 50 - w
3 | || - T
28 Al al el  asess_smsss=00n F 50
o D B E® e e ® 8 RS S 5 T o= oo =]
v - - - - B b . - - - - o (] oy & o o o o ed o o4
g o o g9 o Jd g 9 oo g g9 999 oggogggogag Q0
- N B T - NP oW - NS oW - NS ow MG w - MOB
I Green Loans Sustainability-Linked Loans Social Bonds SDG Bonds P ——— I =B ES . . l I = . I I . l l I I
Il Social Loans Green Bonds Il Sustainable Bonds R~ ® 2% @ 222292288 3 3o 59399
oo g 9 oo o g oo g o gagodgd o g g o0 o gag
*Includes Schuldschein T R Y A B - Ad BT T NS M e T - s
*A small selection of bonds may receive both SDG and Green, Social or Sustainable bond credit. . Green Loans Sustainability-Linked Loans

Source: Refinitiv LPC, Green Lending Review (October 2022)

Morgan Lewis



Sustainability Linked Loans

Key Considerations

ESG Strategy and Plan

« Establishing KPIs and Third-Party Ratings
» Reporting Requirements

« “Rendezvous Clause”

» “Greenwashing” and Disclosure Risks
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Further Reading
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https://www.morganlewis.com/-/media/files/publication/outside-publication/article/2022/esg-in-the-credit-agreement-a-closer-look-at-sustainability-linked-loan-mechanics-reuters.pdf
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