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Bonds with a sustainability focus

We are conscious of our responsibility towards the environment, society and future generations. With a holistic approach, we are

committed to underpinning our business with ethical principles as well as social and environmental responsibilities, thereby

fostering sustainable and beneficial development. By doing so we create added value — for our stakeholder groups and for the

environment.

From niche product to market segment

The first bonds with a sustainability focus were issued in 2007
(in the form of green bonds) by the European Investment

Bank (EIB) and the World Bank. On the one hand, the aim was
to raise capital for environmentally friendly projects and,

on the other hand, to offer investors an instrument that takes this
goal into account. Originally launched as niche products,
bonds with a sustainability focus now account for a significant

share of the international financial markets.

Different structures

A bond with a sustainability focus is a fixed-income investment
issued by corporations, governments, or other organisations

to raise capital specifically for projects or initiatives that have a
positive environmental or social impact. These bonds are
intended to support clearly defined sustainability goals. Strict
guidelines and voluntary certifications (such as that of the
International Capital Market Association, ICMA) are intended to
prevent greenwashing. In contrast fo conventional bonds,

with bonds with a sustainability focus investors are assured that
their money will only be used for responsible projects. In
addition to the earmarked use of funds, compliance with standards
and reporting are other key elements. This ensures that the
bonds actually meet sustainable criteria and that investors are
transparently informed about the performance. Within the
group of bonds with a sustainability focus, a distinction is made
between the following categories:

Bonds with a

sustainability

focus

Green Social Sustainability Sustainability-
bonds bonds bonds linked bonds
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The intended use of a bond with a sustain-
ability focus is precisely defined and
usually linked to ecological and/or social

projects. Moreover, these bonds have
similar characteristics and yields to tradi-
tional bonds.

Green bonds are issued specifically fo finance projects with

a positive environmental impact, such as renewable energies or
energy efficiency measures. Climate bonds are a subset of
green bonds. They focus exclusively on projects that deal with

adaptation to climate change or with climate protection.

Social bonds are similar in design to green bonds, but finance
projects that contribute to social sustainability (e.g. access to basic
services, social housing or educational initiatives).

Sustainability bonds are a mix of green bonds and social bonds,
i.e. the money is used exclusively to finance a combination of

environmental and social projects.

Sustainability-linked bonds (SLBs) are all types of bonds whose
financial or structural characteristics may vary. These are
subject to the condition that the issuer achieves the predefined
sustainability goals. Issuers thus expressly commit to make
future improvements in sustainability results within a predefined
time frame. SLBs are a forward-looking, performance-based

instrument.

Wir begleiten Sie im Leben.



Traditional bonds

Structure

nominal value at maturity.
Risk

and the value of the bond changing).
Investors

Types of use
spending without specific sustainability goals.

Valuation Valuation is mainly based on financial key figures and
the creditworthiness of the issuer.
Yields Yield is mainly based on general market conditions and

the creditworthiness of the issuer.

Issuance trend

The European Investment Bank (EIB) pioneered the green bond
market in 2007 with its Climate Awareness Bond. In the early
years, interest in sustainable bonds remained very manageable
and was almost exclusively covered by supranational organ-
isations. It was only in 2014 when the International Capital Market
Association (ICMA) published its set of rules — the “Green

Bond Principles” which still play a leading role to this day - that
demand slowly increased. From 2015, it received further

support due to the ratification of the Paris Climate Agreement. In
addition to green bonds, social bonds and sustainability

bonds have become more important with the formulation of the
17 United Nations Sustainable Development Goals. More-

over, companies have also discovered this financing option for
themselves. Since the launch in 2007, the global issuance

of bonds with a sustainability focus has grown significantly every
year and reached USD 1,200 billion in 2021. The increase

from 2020 to 2021 - the result of an above-average number of
social bonds issued to tackle the financial aspects of the
Covid-19 crisis — is particularly striking. From 2022, issuing activity
was again somewhat lower, which was also due to factors

such as the war in Ukraine or the development of inflation. How-
ever, issues running into the billions show that interest in bonds
with a sustainability focus remains high.

Greenium

The term “greenium” describes the price premium (or yield dis-
count) that investors are willing to pay for green or sustainable
financial products compared to conventional bonds of the

same creditworthiness and maturity. This key figure has changed
markedly in recent years, however. In Switzerland and also
globally, the greenium is now close to zero, which means that in-
vestors receive the sustainable added value almost at zero

cost. This is partly due to the fact that the supply of bonds with a
sustainability focus is steadily growing, which reduces the

price premium.
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Capital for general corporate purposes or government
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Bonds with a sustainability focus

Debt instruments for which the issuer promises to make regular interest payments to the investor and to repay the

Credit risk (possibility of the issuer becoming insolvent) and interest rate risk (possibility of the market interest rates

Both types of bonds can be purchased by institutional and private investors.

Exclusive financing of projects that have a positive
environmental or social impact.

In addition to financial criteria, ESG factors are also
taken intfo account.

Comparable, possibly lower financial returns in
exchange for positive social or environmental impact.

Issuance of sustainability bonds (USD bn)
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What does this mean for investors?

Bonds with a sustainability focus thus have similar characteristics
and yields to traditional bonds. Investors who want to partic-
ipate in the fixed-income sector while also ensuring that their in-
vestment is used exclusively for sustainable purposes therefore
prefer this type of bond. For further information on our investment
solutions, please contact your Zuger Kantonalbank advisor.

Publications

Other publications on the subject of ESG can be found on our
web page www.zugerkb.ch/en/esg.
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We are signatories to or members of the following organisations

Signatory of: SWiSS
PR ) Sustainable ASSET MANAGEMENT
L 1] Invepstment Finance

Contact
esg-investments@zugerkb.ch

Legal disclaimer

This document has been prepared for information and marketing purposes only and does not constitute an offer or an invitation by, or on behalf of, Zuger Kantonalbank (ZugerKB) to buy or sell finan-
cial instruments or banking services. It is addressed to recipients designated by ZugerKB with residence in Switzerland for personal use and may not be reproduced, in whole or in part, changed or
distributed or disseminated to any other addressees without the written permission of ZugerKB. The information in this document is given as of a specific date and has been obtained from sources that
ZugerKB believes to be reliable. Nevertheless, ZugerkKB cannot make any representation that the information is accurate, complete or up-to-date. ZugerkKB does not accept liability for any loss arising
from an investment behaviour based on the information in this document. The prices and values of investments mentioned and any income resulting therefrom may fluctuate, rise or fall. A reference to
past performance does not include statements about future results. This document does not contain any recommendations of a legal nature or regarding accounting or taxes. Nor should it in any way
be construed as an investment or strategy that is appropriate for or tailored to the personal circumstances of the recipient. (V2025)

Certain information contained in this report (the «Information») originates from and/or is copyrighted by MSCl Inc., its subsidiaries (<MSCl») or information providers (the «MSCI Parties») and may have
been used to calculate scores, signals and other indicators. The information is intended for internal use only and may not be reproduced or redistributed in whole or in part without prior written per-
mission. This information does not constitute an offer to buy or sell and should not be construed as an advertisement or recommendation for any security, financial instrument or product, or trading
strategy, or as an indication or guarantee of future performance. Some funds may be based on or linked to MSCl indices, and MSCI may be compensated on the basis of fund assets under manage-
ment or other key metrics. MSCI has established an information barrier between index research and certain information. None of the Information in and of itself can be used to determine which secu-
rities to buy or sell or when to buy or sell them. The Information is provided without warranty of any kind. The user assumes the entire risk of their own use of the Information or its use by a third party
authorised by them. The MSCI parties shall not assume any warranty or guarantee for the authenticity, accuracy and/or completeness of the Information and expressly state that they disclaim any
warranties of an express or implied nature. The MSCI Parties shall not be liable for any errors or omissions in connection with the information contained herein, nor for any direct, indirect or special
damages, punitive damages, consequential or other damages (including lost profits), even if advised of the possibility of such damages.

THE USE BY Zuger Kantonalbank OF ANY MSCI ESG RESEARCH LLC OR ITS AFFILIATES (“MSCI") DATA, AND THE USE OF MSCI LOGOS, TRADEMARKS, SERVICE MARKS OR INDEX NAMES HEREIN,
DO NOT CONSTITUTE A SPONSORSHIP, ENDORSEMENT, RECOMMENDATION, OR PROMOTION OF Zuger Kantonalbank BY MSCI. MSCI SERVICES AND DATA ARE THE PROPERTY OF MSCI OR
ITS INFORMATION PROVIDERS, AND ARE PROVIDED ‘AS-1S" AND WITHOUT WARRANTY. MSCI NAMES AND LOGOS ARE TRADEMARKS OR SERVICE MARKS OF MSCI.
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