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About This Document
In terms of Environmental, Social, Governance themes (ESG), climate change has been
the top priority for Aegon Asset Management since 2014. This document provides an
overview of Aegon Asset Management’s work on Climate Change through September
2017, including findings from our climate change investment risk project, interviews
with our investment team on how they are managing these risks and seeking
investment opportunities to support the global energy transition.
Much of what is published in this paper was published earlier as part of the
2016 Responsible Investment Report.
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Climate Change
"At Aegon Asset Management, we are currently seeking to define
what climate change means in concrete terms for investors."

Climate change, in its multi-faceted complexity, is unlike any other issue that
humanity has faced. There is now broad consensus that the climate is changing, that
unmitigated it will have far-reaching consequences for our planet and life on it, and
that a global energy transition is required to avoid these impacts. But that is where
the certainties end.
There are a number of uncertainties on how or when governments will implement the Paris Climate Agreement;
what effect these possible measures will have on companies and industries; how the energy transition will play out
and to what extent fossil fuels should still be used to meet the growing global energy demand; and on whether
nuclear energy should be more widely used in order to reduce greenhouse gas emissions, or reduced because of
the other risks it poses.
Therefore, at Aegon Asset Management, we are currently seeking to
define what climate change means in concrete terms for investors:
• Is it legitimate to continue to invest in fossil fuels?
• Should investors ‘decarbonize’ their portfolios? What effect does this have on risk and return,
and what effect (if any) does it have on the companies we invest in?
• Can you identify and measure climate related investment risks? For the companies we invest in,
how does their failure to deal with climate change affect their equity value or credit-worthiness?
• To what extent can investing in clean energy mitigate climate-related investment risks?
• What should investors ask companies to do in order to be "2 degree compliant?"
• When is an investment portfolio "2 degree compliant?"
• What role can or should investors play to stimulate governments to take action or to
facilitate the clean energy transition?
• Are companies we invest in exposed to "stranded assets," and can they be identified?

We use our investment management expertise to help people achieve a lifetime of financial security.

4

5

"We believe that the energy transition will come
with new investment opportunities."

Climate Investment Risk 2016
As a company that is prioritizing Responsible Investment
we are looking at how to address these questions as part of
a continuously evolving debate. Understanding that there
are no simple answers to this complex issue, Aegon Asset
Management has set three clear objectives on climate change:
1. To be an active participant in the debate
We ensure the Responsible Investment team is well-informed
in order to advise and involve other functions in the company
(senior management, portfolio managers, investment research,
and risk management) on the climate change debate and risks
that can affect our business. The team recommends courses
of action and responds to questions from regulators, clients or
other stakeholders. We ensure that Aegon Asset Management
and other Aegon companies can clearly articulate their position
to external stakeholders.

Aegon N.V. divests from coal mining
In early 2016, the California Insurance Commissioner asked all
insurance companies doing business in California to voluntarily
divest from their thermal coal investments. Aegon’s exposure
to coal was already very limited due to our assessment that
environmental policies, competition from renewables and low
gas prices were making investments in the sector unattractive.
Based on further analysis on investment risks in the sector by
Aegon Asset Management, the Responsible Investment Strategy
Committee decided to divest from any remaining investments in
its general account and to add coal mining companies (defined as
companies that derive 30% or more of revenues from thermal coal
manufacturing) to its exclusion list.
Aegon N.V. endorses government action
Aegon N.V. has endorsed a number of initiatives encouraging
governments and the G20 to make good on their commitment to
tackle climate change. This included joining a Dutch coalition of
companies asking the Dutch government to create a climate law to
ensure the Paris climate goals are met.
The Task-Force on Climate-Related Financial Disclosures (TCFD)
In December 2015, the Financial Stability Board (FSB) established
a Task-Force on Climate-related Financial Disclosures (TCFD)
chaired by Michael Bloomberg, to develop a global framework of
key financial metrics that will act as a climate risk mitigation tool to
safeguard the climate and international financial stability.
Aegon has supported implementation of the TCFD
recommendations that were published in June 2017. In addition to
providing feedback on the preliminary recommendations, Aegon
CEO Alex Wynaendts signed a Statement of Support for the TCFD.

Understanding the implications and implementing the
recommendations at Aegon will be a key focus for our newly
established Climate Working Group over the next several years.

About The South Pole Group
The South Pole Group had an advisory role in the climate risk
project described in this paper. The group is one of the leading
providers of sustainability solutions for climate change and
renewable energy, offering a full spectrum of sustainability
services, including climate policy and strategy advisory, in addition
to high quality carbon credits. They have developed over 400+
emission reduction projects in renewables, forestry, agriculture,
industry, households and public institutions. The South Pole Group
is 'for-profit' and passionately 'for-the-planet' at the same time.

About Carbon Tracker
The independent financial think tank Carbon Tracker was involved
in the climate risk project described in this paper. Carbon Tracker
provides in-depth analysis of the impact of climate change on
capital markets and investment in fossil fuels; mapping risk,
opportunities and the route to a low carbon future. Carbon Tracker's
team of financial, energy and legal experts have a ground breaking
approach to limit future greenhouse gas emissions. Carbon Tracker
aims to have the technical knowledge, connections and reach to
get inside the mind-set of the global financial community and
effect change on a global scale. Carbon Tracker is a non-profit,
independent organization, free from the commercial constraints of
mainstream analysts and able to set its own research agenda.

As a result of our active participation, Aegon N.V. joined a
coalition of Dutch companies calling on the Dutch government to
create a climate law and appoint a climate minister to ensure the
Paris Climate Agreement goals are met. Aegon N.V. also signed
a letter to the G20 governments encouraging them to make
good on their commitment to tackle climate change. Finally,
Aegon Asset Management is following the work of the Financial
Stability Board (FSB) Taskforce on Climate Related Disclosures
and participated in the consultation on the taskforce's
recommendations.
2. To assess climate-related investment risk
Regulators, clients, NGOs and other external stakeholders are
demanding we analyze climate-related investment risks and
report on them. For this purpose, we organized a project in 2016,
working together with the Portfolio Risk Management function,
described later in this document.
3. To identify climate-related investment opportunities
We believe that there needs to be an energy transition and that
it is already happening. We also believe that this will come with
new investment opportunities – for example, by investing in
renewable energy (wind, solar, hydro, geo-thermal), energy
efficiency, or electricity storage businesses. Despite the rapid
growth of these markets, we find that there is a shortage of
investable projects that meet our investment criteria. We
are committed to deepening our understanding of these
emerging business models in order to identify profitable
investment opportunities. For this reason in early 2017
we launched a Clean Energy Project (more details on
this project can be found in an interview later in this
document).

Carbon footprinting is not the answer – yet
Aegon Asset Management first looked into climate investment
risk in 2014, by conducting a carbon footprint analysis on three
large fixed income portfolios. Although we found that all three
portfolios were less carbon intensive than their benchmarks,
the main benefit of the analysis was the opportunity to learn
about the carbon footprint methodology. We found that a carbon
footprint cannot be used as an accurate and reliable risk indicator,
either at company or portfolio level, and is at best an indication of
exposure to possible future regulation or increased competition.
In 2015, working together with the Institutional Investors Group
on Climate Change (IIGCC), we had an opportunity to further
analyze carbon footprinting methodologies, strengthening our
belief that conducting a carbon footprint analysis on all of our
investment portfolios (as some stakeholders have suggested)
would not provide further insight into investment risk. We will
continuously monitor carbon footprint measurement tools as
more robust models are developed to effectively assess climate
investment risks.
2016: Climate Investment Risk Project together
with Portfolio Risk Management
In order to delve deeper and involve more disciplines, Aegon
Asset Management ran a project to analyze investment risks
related to climate change in the second half of 2016.
To apply more of a risk management philosophy to this
challenge, the project was co-managed by the Responsible
Investment team and Larina Baird, a portfolio risk manager at
Aegon Asset Management (an interview with Larina can be
found in this document).
We also formed a project group with representatives from various
Aegon and Aegon Asset Management units; the group included
portfolio managers, analysts, risk managers and client-facing
employees. Project group members were interviewed individually;
the conclusions were discussed and recommendations were
made. We also held a session with investment analysts and
portfolio managers to discuss how climate-related factors might
impact the business drivers of energy and utility companies.
The project was supported by sustainability consultants, the
South Pole Group, who benchmarked our approach, provided
input for the discussions, and challenged our thinking. The
independent thinktank Carbon Tracker also acted as a sparring
partner, based on their analysis of the impact of climate change
on investments in fossil fuels.
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Conclusions and recommendations
The project group agreed on a number of ‘certainties and
uncertainties’ in climate change investment risk (see below for
more details). Based on its findings, the key conclusion is that
climate change is happening and will have a financial impact
on the companies we invest in. However, there is significant
uncertainty on what actions will be taken by governments to
combat climate change and how the energy transition will occur.
The long-term nature of the issue makes it more complex, as
we expect climate change will remain on the agenda for the
next several decades. Even with forward-looking metrics, it is
impossible to forecast with a reasonable degree of certainty the
impact that climate change will have on industries, let alone on
individual companies’ credit-worthiness, more than two to three
years into the future.

measure and manage this risk today. The key recommendation
was that Aegon Asset Management should ensure it remains well
positioned to track relevant developments (government actions,
company reporting, data innovations), to assess what they mean
in terms of impact on companies and industries. This could be
done through the establishment of a more permanent climate
change working group.

"How will companies in the affected industries
react to government action and carbon prices?"

We concluded that there is an ‘emerging-risk’ as defined by
Aegon N.V.1, but the limitations of current methodologies to
measure climate risk, a lack of data and reporting standards,
and the very long-term nature of the energy transition,
make it exceedingly difficult to accurately identify,

"Investors poorly positioned to address the changing environment
will be vulnerable to risks."

Certainties and Uncertainties in Climate Investment Risk
We have identified the following certainties:
• Climate change is happening and will have widespread
impact on human and natural systems.
• At the COP 2015 Paris conference, governments 		
committed to combat climate change and have begun to
enforce new rules and regulations to curb greenhouse
gas emissions.
• There will be an energy transition – the global economy
needs to phase out of fossil fuels, and technological
innovation is needed to support this transition.
• Industries and companies will be significantly impacted;
some may disappear altogether, others may be transformed.
• Investors poorly positioned to address the changing
environment will be vulnerable to risks.
• Different types of climate investment risk are distinguished:
physical risk (risk of damage caused for example by
increased frequency of extreme weather events), transition
risk (risk of failing to adapt to changing market
circumstances and consumer preferences), and regulatory
risk (risk of failing to comply with the regulatory measures
that are expected).

However, there are also many uncertainties:
• It is not clear which actions governments will take
following the Paris Climate Agreement, and when.
Will they introduce caps on emissions, carbon taxes, or
subsidies on renewable energy? Will they stimulate or
impede nuclear energy (which has no carbon emissions
but comes with other risks)?
• Many economists say putting a price on carbon would be
the most effective way to deal with climate change. Will
this happen? Will there be one global price, or local 		
and regional prices? How high will the price(s) be?
• How will companies in the most affected industries –
energy, transportation, utilities – react to government
action and carbon prices? Will they adapt or face decline?
When will action take place? How will this impact their
equity prices or creditworthiness?
• What are the winning energy business models of the future?
Will the world be powered by windmills and solar panels or
will we have new technologies that are yet to be developed?
• How will this affect government finances? Will countries
that are oil dependent default on their sovereign debt?
• If you can better quantify climate-related factors, how
would an analyst determine its appropriate weight with
all other factors that should be considered for an
investment? Is this different for fixed income investors
than for equity investors?
1

Aegon defines emerging risk as, "A newly developing or changing risk, which is perceived to have a potential significant impact on Aegon’s financial strength,
competitive position or reputation. An emerging risk may not be fully understood yet or factored into terms and conditions, pricing, reserving or capital setting."
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Understanding Climate Related Investment Risk
Larina Baird, Portfolio Risk Management
Aegon Asset Management

Larina Baird, based in the Chicago office, co-managed the
Climate Risk Project in 2016, along with Harald Walkate. Here
she discusses her views on Aegon Asset Management’s exposure
to climate change risks. As a Global Risk Project and Operation
Leader, Larina is involved in a large variety of risk-related
projects within Aegon Asset Management, representing the risk
management philosophy and ensuring a risk-oriented culture.
What experience did you have with ESG before
getting involved in the Climate Risk Project?
Prior to this I had some involvement with ESG issues through
conversations or work related to the Responsible Investment
Policy and client mandates. I’m a curious person by nature and
often dig deeper into topics to look for opportunities to improve
processes related to understanding and managing risks. Thus,
when Aegon Asset Management started working with MSCI ESG
data I spent some time researching the data, the definitions,
coverage, and thinking about how these data could be used for
risk purposes, as well as the pros and cons of putting together
portfolio-level ESG statistics, for example.

"Investment risk management is not as
straightforward as some people think."
Investment risk management is not as straightforward as some
people think – it is often assumed that we just want to avoid risk,
including ESG risk, as much as possible. But every use of money
has risk. Thus, we need to have processes in place that assist with
selecting the appropriate type and degree of risk that is most
likely to yield the returns our clients are seeking while complying
with all client mandates. Also, there are challenges to how we
analyze situations and translate them into investment decisions
that are good for our clients – portfolio managers are inundated
with information, but usually there isn’t a ‘cut-and-dried’ metric
that indicates precisely where companies are on a risk scale.
In these cases, there is a need for well informed, experienced
human judgment. I believe there are always opportunities to
make one decision over another, and ESG should have a place in
this decision-making. For example, if we have a definite indication
that a company is a poor investment from an ESG perspective,
why invest if we can find a similar alternative with better ESG
performance? But, processes and data need to exist to prove that
definitive answer.
Do you think of climate change as an ESG issue or
just as any other investment risk?
To me the label doesn’t really matter. Of course I understand
that ESG people see it as an ESG issue but we need to analyze

it for what it is. If we think this is an investment risk – and in
our Climate Risk Project group we agreed it is – we need a plan
to make sure it is treated like any other risk. Meaning we need
to involve the right functions to ensure they feed into decision
making when appropriate, work to create a reporting dashboard
so we understand how we are exposed to this risk at a portfolio
and company level and keep on top of the available data and
measurement tools.

"ESG focused individuals look at
investments in a different way."

"If we think this is an investment risk we
need a plan to make sure it is treated like
any other risk."
What we found in this project is that right now we can’t do too
much to accurately measure our climate change risk. Currently
the risk actually appears to be relatively limited in the sense that
we don’t think this is going to have a big impact on our returns
in the short to medium term. But we can start to develop good
forward looking plans and processes to make sure we address
risks as the climate change story develops.
What have you learned about Responsible
Investment and ESG from this project?
As a risk manager I get very excited about working with and
learning from other disciplines – I want to be exposed to ‘out of
the box’ thinking and to be challenged a little bit on new issues.
New people, other disciplines, other companies, can provide this
opportunity. And ESG focused individuals look at investments in a
different way, so I’ve enjoyed our cooperation and look forward to
continuing to work together.
That being said I think the ESG community sometimes looks
at ESG risks in isolation and forgets that investors look at a
hundred other factors in analyzing a company – the point is to
integrate ESG in this process, not to replace the process with an
ESG assessment. Take utilities and climate change: the analyst
will assess how the utility would be affected by possible new
regulations on emissions, looking at "probability times impact."
But he or she will make a similar assessment for many other
eventualities that might affect the company over a five to ten
year timeframe, and will then come to a balanced investment
recommendation based on the totality of factors.
That, to me anyway, is what ESG integration should be all about.

Next Steps in Climate Investment Risk
The recommendation to establish a more permanent climate risk working group
was recently approved by the Responsible Investment Strategy Committee. The
group, which met for the first time in July 2017, will follow developments around
climate change mitigation and the energy transition. The group will also advise
Aegon N.V. and Aegon Asset Management on further measures to take, including the
development of slides on ESG and climate risks for the Aegon N.V. risk management
dashboard, actions coming out of the FSB Taskforce on Climate-Related Disclosures
(TCFD) recommendations and further cooperation with academics, experts or think
tanks such as Carbon Tracker.
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Clean Energy
As part of our work on climate change and the energy transition Aegon Asset Management
has the ambition to better understand developments in clean energy technologies and to
invest more in this area. It is clear that the planet is undergoing an energy transition and is
moving from fossil fuels to an economy driven by more efficient use of energy, by maximizing

My colleagues Lynn Ambrosy and Aron Hansen, among others,
worked for several months to structure and close this complex
investment," says Ryan Jacobs, Asset Manager at AURA, who
manages the fund. "The investment is designed to generate
an attractive financial return for our client, while the energy
produced by the solar facilities in the fund will provide clean,
affordable energy to many thousands of homes."

production of renewable energies and by cleaner conventional energies. This energy
transition will require a significant amount of capital over the next decades. As a major

"The investment is designed to generate an

investor with the aim to support climate change mitigation, we want to investigate how we

attractive return for our client, while the energy

can best facilitate the energy transition.

produced by the solar projects will provide

Structuring tax-advantaged investments is a business that
AURA has specialized in for nearly 30 years through its
Community Investments Group. Until recently, however,
AURA's focus was solely on Low Income Housing Tax Credits.
Now, the new solar fund marks the first time that AURA has
transferred its longstanding expertise in tax credits for low
income housing to the renewable energy sector. Ryan says,
"We are taking the collective experience and expertise we
already have in our Production, Legal, Asset Management,
Fund Management, Real Estate Distribution, and Engineering
and Environmental Services groups, and applying it to solar
and offering it to the broader market. Going into solar is a
natural extension of what we already do and broadens the
spectrum of our responsible investments."

clean, affordable energy to many thousands
In order for our company to grow its share in this segment we
need to better understand developments in clean and renewable
energy markets and potential investment opportunities. We also
want to understand if clean energy investments can mitigate
risks for our current fossil-based energy investments. Part of our
exploration focuses on the challenges arising from the long term
nature of investments in renewables that often do not match our
clients' preference for shorter maturities.
Below, we highlight a number of investments that have been
made across our company, and portfolio managers and analysts
in different Aegon Asset Management units provide their views
on the market.
Solar tax credits – United States
In 2014, Aegon US Realty Advisors (AURA), began investing in
the Solar Investment Tax Credit (SITC). The SITC is a federal tax
policy mechanism implemented to support the deployment of
solar energy in the US by offering a dollar-for-dollar reduction
in an investor’s federal income tax. The SITC program has been
widely successful in incentivizing the development of rooftop
solar for residential and commercial applications as well as
utility-scale solar facilities in the US. Since its implementation in
2006 solar installation has grown by over 1,600%. The general
sense in the solar industry is that with improved, more efficient
technology and lower manufacturing costs, the cost of a new
solar installation (measured as USD per MWh) will continue to
decline over the next decade.

Today, AURA has a total of five SITC investments, four with
affiliated clients and one with an unaffiliated client. These five
investments are comprised of 28 utility-scale facilities ranging
in size from 2 MW DC to 50 MW DC and total nearly 2000 MW
DC. Power generation across these investments for 2016, a year
in which many of the facilities were coming online and were not
fully operational, totalled 158 million kWh. In 2017, total power
generation may reach 275 million kWh; enough to power more
than 20,000 homes.

of homes."

In 2016, AURA successfully established a USD 75 million
solar energy fund on behalf of a single unaffiliated client. The
now-closed fund has invested in eight solar facilities in North
Carolina that are operated by Cypress Creek Renewables, a solar
energy provider that owns and operates solar assets across the
United States. "The creation of our first solar energy fund was a
significant accomplishment.

"We are taking the experience we already have,
applying it to solar and offering it to the broader market."
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Windfarms in Germany and Norway
Aegon Asset Management invested in an offshore windfarm
located in the German North Sea, called Meerwind, early in 2016.
The investment was made by the Asset Backed Securities (ABS)
team, who were seeking more illiquid infrastructure investments
that could achieve higher spreads. The project, consisting of
80 turbines with a total capacity of 288 MW peak, is meeting
the electricity demand of approximately 360,000 German
households.
The Dutch Rates & Money Markets (sovereign) team at Aegon
Asset Management also made a EUR 22 million investment in
wind energy, in the Tellenes windfarm in Norway. The windfarm
includes 50 wind turbines, capable of generating 500 million
kWh of energy annually, for use in Google data centers. The
investment was made for the Government Related Investment
Fund (GRIF), and was backed by an Export Credit Agency
guarantee.
Maarten Jan Hoefnagel of the ABS team explains that
investments like these are still relatively scarce. "The
opportunities for investors like Aegon to participate in renewable
energy projects are still limited, due to Solvency II requirements.
Almost all these investments – by nature – have very long
maturities, which makes them unattractive for insurers."

Emerging market opportunities
Renewable energy investment opportunities are also arising
in emerging markets. In August 2015, AURA made its first
investment in a diversified portfolio of clean power generation
assets in high growth emerging markets, through Terraform
Power Inc. The investment will help serve commercial and
residential customers’ utility needs while delivering attractive
returns. Sarvjeev Sidhu, Global Head of Emerging Market Debt
at Aegon Asset Management, believes that renewable energy
will continue to grow in emerging markets at a much faster rate
than other countries. However, he notes that support is needed
to push new investment forward. "Currently our clients do not
provide specific impact or sustainability goals in their investment
mandates, which means that renewable energy investments will
only be considered if investment returns are equal or superior to
other potential investments," says Sarvjeev. "It’s important that
regulators and rating agencies like S&P take into account ESG
and impact elements more – this should facilitate these types of
investments and will help us get beyond this stage where these
investments are driven only by financial metrics."
Government support and intervention
How the clean energy market will develop is also highly
dependent on (international) government policy and support. In
most developed – and increasingly also emerging – countries,

new energy sources are facilitated by subsidies, or feed-in-tariffs,
often through tenders. But also the fossil-fuel industry receives
broad government support in many countries. Commentators
following the energy market feel that such support needs to
be removed in order to create a better level playing field, that is
one that also takes climate change mitigation into account. This
requires that a realistic penalty on carbon emissions is introduced,
preferably on a global scale. The penalty should reflect the true
societal costs of climate change. Most economists agree that to
create a true market competition that drives the energy transition,
there needs to be a realistic price on carbon.
That government policy is a key factor for investors is illustrated
by the United States. In December 2015, the US Congress –
with bipartisan support – extended the Production Tax Credit
(PTC), which supports the wind industry and the Solar ITC. "That
decision came as a surprise and breathed new life into the
renewable energy industry," says Ryan, the asset manager at
AURA. However, the incoming administration has created some
uncertainty around the business and regulatory environment.
"The President ran a campaign which supported traditional
energy sources and has shown that he is standing behind this.
What impact the President’s policies will have on the solar and
wind industries remains to be seen," says Ryan. Investments in

emerging markets also depend heavily on regulatory frameworks
and national and global policy initiatives. "You see a lot of desire
by governments to move towards renewables when developing
their energy sector," says Sarvjeev. "For instance, China has
already taken action, targeting 20% renewables by 2030 and
in India we see massive growth in solar. But more support is
needed to help set up these companies and make them attractive
investments."
Prices of solar and wind technology went down significantly
over the past years. It is expected that economies of scale of
renewable energy technologies will drive down prices even
further. For example, recent tenders for off-shore windfarms in
the Netherlands have shown historic low kWh prices, contributing
to the expectation that renewables may out-compete fossil
fuels, even without carbon pricing, in the future. Aegon Asset
Management is preparing to play its role in this growing industry.

"It’s important that regulators and rating agencies take into
account ESG and impact elements more – this should facilitate
these types of investments."

Next Steps in Clean Energy Investments
To better understand clean energy markets, and to encourage internal cooperation in
this area, we launched a Clean Energy Project early 2017. This project brings together
Frank Meijer and Maarten Jan Hoefnagel of the ABS/infrastructure team – an interview
on the following page – as well as portfolio managers and analysts in other Aegon
Asset Management units.
The project, supported by an external consultant, aims to increase our knowledge,
networks and access to investment opportunities in clean and renewable energies,
with the ambition to grow the number of clean energy investments in 2017 and
beyond.

We use our investment management expertise to help people achieve a lifetime of financial security.

14

15

Challenges in Clean Energy Investments
Frank Meijer and Maarten Jan Hoefnagel, ABS/Infrastructure
Aegon Asset Management the Netherlands
Can you tell us how you became involved in clean energy?
Frank: The ABS team started looking at infrastructure investment
opportunities a couple of years ago: highways, bridges, airports,
and so forth. In this category we also found renewable energy
assets like wind and solar farms and we realized they’re a bit
different from conventional infrastructure projects. At Aegon
Asset Management we found renewable projects attractive
because they are impact investments and because there is a lot
of client interest in the climate change problem. However, the
underlying business models are more complex than for other
infrastructure investments, they are evolving very quickly, and are
often influenced by local government regimes, with subsidies and
feed-in tariffs, for example. We did quite a lot of work to analyze
these local regimes.
People often say that clean energy is now competitive with
fossil-based sources – doesn’t that mean that you can now
invest in them like in any other profitable business?
Maarten Jan: I understand why people make this assumption
but to be honest I think it is a misconception. Almost the only
way to invest in this market is by investing directly in assets, for
example in windfarms. Developers who build these windfarms
have access to very cheap financing because the interest rate
is so low, and then typically the assets are financed through
auction processes, driving the prices even lower. Of course this
is good for the developers and for climate change, but it is not
so good for our investment clients. As a result, currently most of
the opportunities that cross our desk don’t meet our investment
criteria.

issued the bond structured it in different tranches,
accommodating different investor requirements. We made this
investment for the insurance company, so Solvency II rules apply,
which means that relatively short maturities are preferred. In
this case, the maturity was about four years, so that worked well
for our clients. The feed-in-tariff under German regulations also
helped, as it is seen as a very reliable regime and the German
government is stable and dependable, reducing country risk.
Finally, the bond had good ratings from S&P and Fitch, which we
prefer above non-rated loans.
Maarten Jan: When Meerwind first issued this bond a lot of
our peers said it would be the first of many. They even won the
"Project Bond of the Year" award for this. But unfortunately we
haven’t seen more investment opportunities like Meerwind so far.

Recently we started working with the Responsible Investment
team and an external consultant in a Clean Energy Project.
We’ve teamed up with investors in other Aegon Asset
Management units that are investing or interested in clean
energy – we want to map the differing investment preferences
and criteria so that we can send a clear message to the market:
"this is what we like".
Maarten Jan: It has been an educational process so far. We’re
also looking at categories like hydro, geo-thermal, energy
efficiency, battery storage. It’s interesting to realize: we’re in the
middle of this transition now and we like to think we can look
back later and say ‘we made a difference’. But we also need to
be able to look our client in the eyes and say ‘we made good
investments for you!’ Of course we want to do both. And that’s
a fun challenge.

What are the next steps in clean energy investments for you?
Frank: We remain interested in this space. We also see that
institutional clients like pension funds would like to do more in
clean energy, it fits well with their impact and sustainability goals.
But of course they need to cover their liabilities so these must be
good investments from a yield point of view too.

But your team invested in the German Meerwind project?
Frank: Absolutely, and we are happy with this investment
– we invested in a project bond together with our French
partners LBPAM. It was a unique opportunity
in the sense that the company that

Meerwind
The Meerwind farm is located in the German Bight in the North Sea. The windfarm consists of 80 turbines with a power
output of 3.6 MW each. The farm has been up and running since February 2015 and at full capacity can produce enough
power to support over 360,000 German homes' energy usage for one year. The farm feeds into the German grid, helping
the country achieve its commitment to cut greenhouse gas emissions by 50% by 2020, compared to 1990 levels.
QR code to video:
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Green Bonds
Jesus Martinez, Doug Weih, Bradley Doyle, Eva Mulder, Wim Almeloo
Aegon Asset Management

With a mix of curiosity, appreciation and also some healthy skepticism, various Aegon
Asset Management colleagues have been following developments in the green bond
market over the past several years. As we continue to develop our view on this still
emerging class we recently had the chance to speak with a number of our colleagues:
Jesus Martinez, from the Rates & Money Markets team in the Netherlands, Doug Weih
and Bradley Doyle, respectively Head of Public Fixed Income and Senior Corporate Bond
Manager, in the US, and Wim Almeloo and Eva Mulder, Head of the Corporate Credits
team in the Netherlands and Corporate Credit Analyst.
Jesus, you have been following this market,
can you describe the recent developments?
Jesus: When I see new products, like green bonds, coming onto the
market I think it is important to look at them seriously and analyze
whether they add value to our existing range of investment
instruments. We are starting to see greater standards around the
industry. This year several members of the green bond market
established a set of 'Green Bond Principles’, which highlight the
importance of tracking proceeds, allocating funds to eligible
projects and providing periodic reports on the use.

"Everything else equal, we would choose
the green bond over the regular bond."

Why are these standards important?
Jesus: As an investor you want to know what distinguishes
this kind of bond from any other bond. What makes it green?
Currently the definition can vary substantially from one
participant to another. The Green Bond Principles are a first and
very important step, but I think this market still has room for
improvement.
Can you give an example?
Jesus: The Polish government, who have not exactly been at the
forefront of the push to tackle climate change, recently launched
a green bond. The bond is said to finance projects linked to
renewable energy, clean transport, agriculture, afforestation,
national parks and rehabilitation of landfill sites. While everyone
applauds their initiative to become a more sustainable economy,
the current market framework allows for some creativity in
labelling projects. If you look more closely at the projects issuers
want to finance, the ‘greenness’ of some of these projects is
questionable. For instance, we looked at a timber company that
has been involved in a lot of deforestation, but now wants to
qualify for proceeds from the bond for ‘sustainably extracting
timber.’ As an investor you wonder – maybe this is all genuine, but
how do you know? You’re very far removed from the activities, so

it is critical that we develop a framework around these strategies
to make sure they are really generating the impact we intend
them to.

"As an investor you wonder – maybe this
is all genuine, but how do you know?"
Doug, you’ve been following the market from the US;
what is the situation like there?
Doug: I would say that, everything else equal, we would choose
the green bond over the regular bond. But unfortunately we have
not seen many of these come to the market and overall we don’t
see them meeting the same standards in terms of pricing that we
are looking for in bonds. If clients come to us and ask us to invest
in green bonds particularly, of course we can do that. Currently
our mandates do not require us to invest in bonds for their green
credentials, so we will only invest if they deliver the same yields
as other bonds.
I think in the future this will change as the market develops and
we get more specific mandates.
Bradley: I would echo Doug’s thoughts on this. We recently
purchased 10 million of the Apple green bond; with USD 1.5
billion it was the largest green bond to be issued by a US
corporation and we wanted to increase our exposure to the
name Apple in the ten year maturity. To be honest, the fact
that it was a green bond was not a huge driver in our decision
to purchase, although if I had to choose, I’d prefer a green bond
to a regular bond.
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I also agree with Jesus’ point on standards – as investor you want
some comfort that the ‘green’ label is justified and as an asset
manager we don’t have the capabilities or resources to determine
all of this ourselves. For the Apple bond it helped that they also
used the Green Bond Principles – they engaged Sustainalytics
to issue an opinion on the ‘greenness.’ For example they verified
that proceeds of the bond would go to projects that are assessed
based on objective standards, like LEED or BREEAM building
certifications. As an investor I would like to see more of this kind
of independent assurance.
Eva and Wim, you’ve been looking at green bonds issued
by banks. Tell us what you’re seeing.
Eva: Banks have started to issue green bonds through unsecured
lending investments – so there is no pledged collateral in the
case of default. BNP and SEB have been active in green bonds,
and we recently participated in the SEB issuance. SEB has done a

lot of work to strengthen the technical elements of the bonds
and because it came at a price that we found attractive, we
decided to invest. Furthermore, because investor demand for
these products is increasing we believe we will be able to sell
it for a higher price and make a profit on the investment.
However, like my colleagues in the US, we have yet to see our
clients willing to pay a higher price for the bonds because of
their ‘greenness.’
Wim: The sector is growing but currently opportunities are
fairly limited. In the banking sector we only see about one green
bond coming to market each month, although I do think there
will be more coming. The banks we have invested in have
developed frameworks on what constitutes a green bond, and
they also monitor impacts, like GHG emissions. We like the
issuer to have a framework for these things, also because of
the ‘green default risk.’

Our clients have not issued targets for green bonds – it’s also not
something that we would advise. Sometimes we see prices rise
because of the significant demand in the market and then there
may be an opportunity to add value for the client by selling rather
than by holding it to maturity.
Jesus, you developed a risk framework for green bonds,
can you tell us about it?
Jesus: Yes, I analyzed the market and identified five risks around
green bonds that any bond investor should be aware of. It is
something that we have started applying and we also hope
others find it useful as this market further develops.

Green Bond Risk Framework

"We have identified five risks around green bonds
that any bond investor should be aware of."

Liquidity risk
There may be liquidity risk in green bonds, because the projects
they finance tend to be relatively small. Ideally the investor
is compensated for this risk by an illiquidity premium on the
bond. However, current high demand for green bonds may be
squeezing these premiums, so they might not be what you
would expect to see compared to regular debt.
Development risk
Technologies in projects financed by green bonds are often in an
early stage of development which makes it difficult to predict
future performance. Therefore, when performance of green
bonds is linked to the underlying assets, this development risk
should be carefully assessed.

Green default risk
Generally accepted standards for green bond labelling and
monitoring are only now being developed, so there is a risk that
if bonds fail to deliver (for example by misuse of proceeds, lack
of transparency), this could affect yield curves of other similar
instruments. This is especially the case if investor demand
continues to rise and issuance struggles to meet demand, which
could result in lax application of standards. This risk may be
mitigated by increased research efforts by the investor.
Reputational risk
By extension of the previous point, if ‘green defaults’ are
significant in number or impact, this may also affect the
reputation of the market and green bond investors.
ESG risk
Applying a ‘green’ label to a bond does not mean by default
that it meets other investment standards, ESG or otherwise.
The investor should still perform a thorough ESG risk analysis
like he or she would for any other bond.
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Active Ownership Climate Change
In order to impact the wider climate movement Aegon Asset Management regularly uses
our position as active owners to engage and influence vulnerable companies to take
climate action.
Engagement:
In order to increase our expertise and in-house capabilities on
the subject we engage through internal and external workshops,
research projects and collaborative platforms. This has led to
consultations with academics, NGOs and industry groups and
partnerships such as the Institutional Investor Group on Climate
Change (IIGCC), the Principles for Responsible Investment (PRI),
Eumedion, Ceres and ShareAction.
In the energy sector, we initiated engagement with (amongst
others) PAO Severastal and Arcelor Mittal on their governance
strategy, scenario analysis, marketing, technological efficiency
and transparency and disclosure. While the engagements are
ongoing we have seen various levels of progress and commitment
towards managing the issue.

Voting:
Aegon Asset Management also uses our right as shareholders
to vote on climate change resolutions of the companies that
we invest in. For example, in 2017 Aegon Asset Management
joined a group of investors calling ExxonMobil, the largest
listed oil company in the world, to take climate action. In April,
the resolution was met with support. Almost two thirds of
ExxonMobil shareholders voting in favour of the motion, despite
strong opposition from management. The resolution will now
require the company to disclose how resilient its portfolio and
strategy are to a 2 degree compliant world. This could lead
to a significant turn away from oil, and potentially leave the
companies oil assets stranded.

Aegon Asset Management also initiated engagement with Cargill,
JBS USA and Pilgrims to encourage adoption and implementation
of their water stewardship policy. Both companies were open
to discussion and to improving their reporting and widening the
scope of their water policies.
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About Aegon Asset Management
Aegon Asset Management is a global, active investment manager. Aegon Asset Management uses its investment
management expertise to help people achieve a lifetime of financial security, with a focus on excellence, trust and partnership.
Institutional and private investors entrust Aegon Asset Management to manage approximately EUR 326 billion worldwide.
Positioned for success in its chosen markets (the UK, Continental Europe, North America and Asia), Aegon Asset Management’s
specialist teams provide high-quality investment solutions across asset classes. Its clients benefit from the extensive international
research capabilities and in-depth local knowledge of Aegon Asset Management, as well as Kames Capital, its UK investment team,
and TKP Investments, its fiduciary management investment team in the Netherlands.
Aegon Asset Management is part of Aegon, one of the world’s leading financial services organizations, providing life insurance,
pensions and asset management.
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