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About us

portfolio.earth is a new initiative born out of rising
concerns that our finance sector is not taking the
human-induced sixth mass extinction seriously and
is actively providing capital to sectors that gov-
ernments and scientists agree is deemed harmful
to biodiversity.

portfolio.earth is a collaborative effort - a collective
of individuals working with others to take on the
finance industry’s role in contributing to the destruc-
tion of nature.

We aim to bring together diverse voices to amplify the
incredible pressure that is mounting upon the finance
industry and its role in bankrolling extinction, find new
ways to tell this story, and double down on the changes
we need to see.

For more information please contact
info@portfolio.earth or visit our website
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Summary

Every minute a truck-full of plastic ends up in our
oceans. Governments and scientists agree that the
current volume and persistence of plastic pollution is
unprecedented in human history. Plastic packaging
is the main culprit.

With growing public outcry around the world,
companies and governments are slowly waking up.
The banks which lend to these companies, and with-
out whom the plastic packaging industry would not
function, are co-responsible for creating persistent,
harmful pollution. Out of step with reality, and the
wishes and concerns of their customers, these banks
are silently and indiscriminately financing this toxic
and persistent product.

Findings

For the first time, this report analyses the
finance banks provided to key companies along the
plastics supply chain. The report finds that between
January 2015 and September 2019, banks provided
loans and underwriting of more than USD 1.7 trillion
(equivalent to Russia’s GDP) to forty key plastic chain
actors. This includes all lending to those companies
within this fixed time period.

The total is equivalent to USD 790 million per
day in finance to companies with involvement in the
global plastics supply chain. While many banks have
shown some awareness of the issue, none of the 20
banks which provide the lion’s share of funding have
developed any due diligence systems, contingent
loan criteria, or financing exclusions when it comes
to the plastics packaging industry.

This means banks are not acknowledging their
responsibility nortaking actionto understand, meas-
ure, and reduce the impacts of their loans within the
plastics value chain.

The banks which provided the bulk of finance
included in the report are headquartered in the USA
and in Europe. The ten largest financiers were Bank
of America, Citigroup, JPMorgan Chase, Barclays,
Goldman Sachs, HSBC, Deutsche Bank, Wells Fargo,
BNP Paribas and Morgan Stanley. Together, they
accounted for 62 per cent of the finance identified.

Demands

To address plastic pollution, a fundamental shift
away from business models that depend on sin-
gle-use packaging towards those that prioritise
reuse and more localized supply chains and services
is needed.

Banks should make funding of corporate
actors within the plastic packaging supply
chain contingent on companies implement-
ing best practice.

Governments should stop protecting banks
and re-write the rules of finance to hold
banks liable for the damage caused by their
lending.

Companies must adopt international best
practice to reduce the production and use
of virgin plastic and increase the reusability
of plastic packaging products.

The report finds that between January 2015
and September 2019, banks provided loans
and underwriting of more than USD 1.7 trillion
to forty key plastic supply chain actors.

BANKROLLING PLASTICS



Why this
matters

Plastic pollutionis out
of control

Plastics, and the chemicals they are made from,
permeate our daily lives. Persistent harmful pollution
from plastic packaging has now reached every corner
of the planet from the deepest oceans to the top of
Mount Everest. The largest contributor of plastic
waste is packaging.

Scientists and governments agree that pollution
from plastics is ‘escalating and accumulating at an
‘alarming rate’, and the future level of pollution in
terms of volume and persistence has ‘no previous
analogue in human history’.

Worldwide, about 2 million plastic bags are used
every minute. Each bag is used on average for 12
minutes, but can take hundreds or thousands of years
to decompose. According to the United Nations,
ingestion of plastic kills an estimated 1 million marine

birds and 100,000 marine animals every year. More
than 90 per cent of all birds and fish are believed
to have plastic particles in their stomach. What'’s
more, the average person eats about 100 particles
of microplastics in every meal and on average 70,000
particles a year.

Public concernis mounting

ASouth-East Asian survey commissioned by the
United Nations found that 91 per cent of consumers
in the region were concerned about plastic waste. In
Europe, over 53 per cent of consumers name plastic
waste as a major environmental concern. Studies
show that nearly half of all consumers worldwide
now expect manufacturers to take a lead and cam-
paigns calling for extended producer responsibility
are increasingly successful.

Despite public outcry over the serious impacts of
plastic pollution, and efforts by some companies
within the plastic value chain to reduce their

impacts, none of the banks analysed have developed
due diligence systems, contingent loan criteria

or financing exclusions when it comes to this

industry. This means banks are currently not taking
responsibility to understand, measure, and reduce the
impacts of their loans within the plastics value chain.

6 EXECUTIVE SUMMARY

Business and government are
waking up slowly

This global public outcry led to a set of govern-
ment and business responses. As of June 2020, it
was reported that 69 countries had passed a full or
partial ban on plastic bags. Some companies have
made comparatively strong commitments to reduce
plastic packaging.

Future plastic growth trends are at
odd with public opinion

The delivery of companies’ commitments have
been called into question by environmentalists.
What’s more, according to the World Economic
Forum, the world’s leading plastic manufacturers are
planning to increase production by almost one-third
over the next few years.

Covid-19 has delayed efforts to curb the use of
plastics, with policies and legislation being stalled.
Disposable masks and gloves are clogging up our
rivers and oceans, alongside additional plastic pack-
aging from our food and beverages. Meanwhile, the
plastics industry in some countries has used this
pandemic to scale up its lobbying, arguing against
plastic bans in the name of public health despite
push-back from the health sector.

Worldwide, about

2 million plastic
bags are used every
minute. Each bagis
used on average for
12 minutes, but can
take hundreds or
thousands of years
to decompose.

Banks are silent and out of touch
withreality

Despite public outcry over the serious impacts
of plastic pollution, and efforts by some companies
within the plastic value chain to reduce theirimpacts,
none of the banks analysed have developed due
diligence systems, contingent loan criteria or financ-
ing exclusions when it comes to this industry. This
means banks are currently not taking responsibility
to understand, measure, and reduce the impacts of
their loans within the plastics value chain.

By indiscriminately funding actors in the plastic
supply chain, banks have failed to acknowledge
their role in enabling global plastic pollution. They
have fallen far behind the crowd of other actors that
contribute to the plastic pollution crisis.

BANKROLLING PLASTICS 7
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Role of banks in
plastic packaging

The movement to end plastic pollution and to
ban single-use plastic packaging has become
one of the most visible campaigns globally.

A South-East Asian survey commissioned by the
United Nations found 91 per cent of consumers in the
region were concerned about plastic wasteissues. ' In
Europe, more than 53 per cent of consumers named
plastic waste as one of their three major environmental
concerns, followed by climate change at 44 per cent. 2

Despite this, the role of the banking sector in
enabling the plastic industry has not been investigated
until now.

While financial databases separate out some
industry sectors contributing to biodiversity loss,
pollution, or climate change, enabling a clear picture
of financial flows to them (see Bankrolling Extinction
report), plastic packaging is not one of them.

This means that in order to assess the amount
of finance linked to the plastic value chain, it is nec-
essary to investigate all lending provided to specific
companies within it. This report analyses loans to
forty companies which operate within industry sectors
linked to the plastic value chain. These companies
were chosen from sectors including producers of
polymers that are largely used for plastic packaging,
plastic packaging manufactures, Fast Moving Con-
sumer Goods (FMCG) companies, and some of the
world largest retailers. Together, the ten companies
from each supply chain sector make up a significant
percentage of their respective markets.

Table 1: Key Actors along the Plastic Packaging Value Chains Included in the Research

PLASTIC RAW MATERIAL PLASTIC PACKAGING

FMCG COMPANIES 718 RETAILERS™

PRODUCERS?45678910 MANUFACTURERS 12131415

BASF Amcor/Bemis Anheuser -Busch Ahold Delhaize

Chevron Philips AptarGroup Coca-Cola Amazon.com

Dow Chemicals Berry Global Danone Costco Corporation
DuPont Coveris JBS CVS Health Corporation
Exxon Mobil Huhtamaki Mars Schwarz Group
Formosa Reynolds Group Nestle TescoPLC

INEOS Sealed Air PepsiCo The Home Depot Inc
LyondellBasell Silgan Procter & Gamble The Kroger Co.

SABIC Sonoco Tyson Foods Walgreens Boots Alliance
Sinopec Zhuhai Zhongfu Unilever Walmart

BANKROLLING PLASTICS 9
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By indiscriminately funding actors in the plastic
supply chain, banks have failed to acknowledge
their role in enabling global plastic pollution.
They have fallen far behind other actors that

contribute to the plastic pollution crisis.

Anumber of the companiesin Table 1 have made
pledges of various strength and detail to address the
amount of plastic they produce, use, or sell. A very
small subset of companies have made commitments
considered more ambitious and impactful. Unilever
for instance has promised it will have cut in half its
use of virgin plastic® by 2025 and Nestlé promised
to reduce its use of virgin plastics by one third in the
same period.?’

Despite public outcry over the serious impacts
of plastic pollution, and efforts by some companies
within the plastic value chain to reduce their impacts,
none of the banks analysed have made funding con-
tingent on such pledges.?

By indiscriminately funding actors in the plastic
supply chain, banks have failed to acknowledge their
role in enabling global plastic pollution. They have
fallen far behind other actors that contribute to the
plastic pollution crisis.

Key findings

Between January 2015 and September 2020,
banks provided loans and underwriting of more than
USD 1.7 trillion to these 40 key value chain actors.

More than eighty percent of this funding (USD
1.4 trillion) came from just 20 banks, out of a total of
265 lenders identified. This suggests a small number
of banks can drive global efforts to reduce environ-
mental harm caused by plastic pollution.

Of note also is that the three largest lenders —
Bank of America, Citigroup, and JP Morgan Chase
— are all headquartered in the United States.

10 THE LARGEST LENDERS TO THE INDUSTRY

Table 2: Top Twenty Lenders to 40 actors in the Plastic Packaging Value Chain
(Jan 2015 - Sept 2020; million USD)

BANK HQ LOANS & % OF TOTAL
UNDERWRITING
Bank of America United States 171,737 10.31%
Citigroup United States 145,816 8.76%
JPMorgan Chase United States 143,766 8.63%
Barclays United Kingdom 117,923 7.08%
Goldman Sachs United States 97,042 5.83%
HSBC United Kingdom 96,201 578%
Deutsche Bank Germany 77,398 465%
Wells Fargo United States 74121 4.45%
BNP Paribas France 55,852 3.35%
Morgan Stanley United States 54,211 3.26%
Mizuho Financial Japan 50,602 3.04%
Mitsubishi UFJ Financial Japan 43,587 2.62%
Credit Suisse Switzerland 40,218 242%
Société Générale France 35,775 215%
Santander Spain 33,960 2.04%
SMBC Group Japan 33,189 1.99%
ING Group Netherlands 31,084 1.87%
Toronto-Dominion Bank Canada 23574 142%
NatWest United Kingdom 22,207 1.33%
Royal Bank of Canada Canada 21,760 1.31%
Other 295,191 17.73%

Figure 1. Just over 90 per cent of the funding for the 40 key supply chain actors came from banks headquartered in just eight countries.

UNITED KINGDOM

CANADA

3.3%

FRANCE

6.2%

UNITED STATES

46.4%

Nearly half — 46.4 per cent — of the finance was
contributed by banks from the United States, followed
by the United Kingdom (15.5 per cent), Japan (7.7 per
cent), France (6.2 per cent), Germany (5.5 per cent),
Switzerland (3.5 per cent), Canada (3.3 per cent), and
the Netherlands (3.1per cent). Overall, banks head-
quartered in European countries accounted for 38 per
cent of the total investment value.

NETHERLANDS

31%

This concentration of finance
from banks Headquartedin

afew jurisdictions indicates
that legislative measures, such
as introducing lender liability
which holds financiers and
investors responsible for the
impacts their financing has on
biodiversity, could be highly
impactful even when initially
implemented in a small number
of geographic regions.

BANKROLLING PLASTICS 11




Efforts of arelatively
small number of banks to
make funding contingent
on the implementation

of strong corporate
commitments toreduce
and replace plastics could
have significant positive
impacts throughout the
value chain.

Itis also noticeable that the banks which make up
the largest lenders overall are also, with a few excep-
tions, the key lenders in the individual industry sectors.

This means the efforts of a relatively small
number of banks to make funding contingent on the
implementation of strong corporate commitments to
reduce and replace plastics could have significant
positive impacts throughout the value chain.

Figure 2: Top Ten Financiers of Plastic Packaging Supply Chain Sector Companies (Jan 2015 - Sept 2020, million USD)

PLASTIC RAW MATERIAL PLASTIC PACKAGING

MANUFACTURERS MANUFACTURERS FCMG COMPANIES RETAILERS

Citigroup 44,785 Credit Suisse 12,309 Bank of America 67,240 Bank of America 59,089
JPMorgan Chase 41,379 Goldman Sachs 9,822 Citigroup 61,854 Goldman Sachs 53,409
Bank of America 39,263 Wells Fargo 9,383 Deutsche Bank 54543 JPMorgan Chase 47876
Barclays 25,091 Citigroup 9163 JPMorgan Chase 49,312 Barclays 46,197
HSBC 24,776 Bank of America 6,145 Barclays 42,946 Wells Fargo 40,205
Morgan Stanley 16,311 HSBC 5768 BNP Paribas 38,953 Citigroup 30,013
Goldman Sachs 14,654 JPMorgan Chase 5,199 HSBC 36,704 HSBC 28,953
Mizuho Financial 12,809 Barclays 3,689 Morgan Stanley 26,012 US Bancorp 13156
Deutsche Bank 12,680 Deutsche Bank 3457 ING Group 24,579 Mizuho Financial 12,954
SMBC Group 12675 Morgan Stanley 2815 Santander 24,261 MitsubishiUFJ 10463

Financial
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Despite broad
awareness of the
issue and global
campaigns toreduce
the production of
plastic, thereisno
discernible trend
indicating banks are
reducing funding of
the plastics industry.

The majority of loans and underwriting provided
by banks was for the companies within the FMGC (42
per cent of finance) and retail sectors (29 per cent).
Polymer producers (24 per cent) and plastic pack-
aging manufacturers (6 per cent) received a much
smaller share of the overall finance. This is broadly
consistent with the global market value of the latter
two sectors being much smaller than the market
value of FGMC and retailing companies.

Despite broad awareness of the issue and global
campaigns to reduce the production of plastic, there
is no discernible trend indicating banks are reducing
funding of the plastics industry. This is shown by the
graph below that summarises the funding for plastic
packaging manufacturers. These companies often
operate predominantly within the plastics sector but
some of them also produce packaging from other
materials such as paper.

Figure 3: Bank Loans to Representatives in Key Industries in
the Plastic Packaging Value Chain (Jan 2015 - Sept 2020; million
USD)value chain (Jan 2015-Sep 2020; million USD)
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Figure 4: Loans to 10 Key Actors in the Plastic Packaging
Manufacturing Sector ((Jan 2015 - Sept 2020; million USD)
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While plastics have played an important

role in society over the last 70 years and will
continue to do so, any plastics which are not
recycled end up in the environment, either as
uncontrolled pollution or in waste repositories.
At the present rate of growth, plastics
production is estimated to double within

the next 20 years.2®

Bank lending which funds the plastics supply
chain in an unsustainable manner contributes to
environmental pollution.

In orderto reduce theimpacts of plastic on biodi-
versity and to eliminate plastics from the natural envi-
ronment, landfills, and incinerators, it is imperative
that the way we produce, process, and use plastic,
and plastic packaging in particular, changes radically.
One proposed solution is the wide implementation of
a “circular economy”.

In contrast to the current economic model
which relies on making, using, and disposing of
products, a circular economy promotes a produc-
tion and consumption model that is restorative and
regenerative. It aims to ensure that the value of
products, materials, and resources is maintained in
the economy at the highest utility and value for as
long as possible, while minimising waste generation
by designing out waste and hazardous materials.?*
A study of seven European nations found that a shift
to a circular economy could reduce greenhouse-gas
emissions by up to 70 per cent and grow the work-
force by about 4 per cent.?

Pollution from plastic packaging has been at the
forefront of the debate about the circular economy
butthere has been little progress to date. Eventhough
numerous companies have made high-level commit-
ments, these are insufficient to dent the production
and use of plastic packaging. To achieve this, amuch
tighter framework which also includes the finance
sector will be required.

A limited number of banks have started to adopt
policies that allow them to limit investments for other
high biodiversity impacting sectors such as fossil
fuels, forest products, and some agricultural commod-
ities. However, this has not yet occurred for plastics.

Even though many have demonstrated aware-
ness of the issue,?®?” and are planning to reduce
plastic in their own office operations, none of the 20
banks that provide the lion’s share of funding within
the plastic packaging value chain have developed
any due diligence systems, contingent loan criteria,
or financing exclusions when it comes to the plastics
industry.?® This means banks are currently not taking
responsibility to understand, measure, and reduce the
impacts of their loans within the plastics value chain.

The circular economy is a nothing less thana
blue print for a fundamental transformation of

our economic system —

a transformation that

is urgently needed, that is entirely possible,
and thatis indeed desirable.”

BANKROLLING PLASTICS 15



Bank, government and
corporate actions and
commitments on plastic

How banks should respond

Bank lending which funds the plastics supply
chain causes and contributes to pollution of the
environment by harmful, persistent plastics. Any
plastics which are not recycled, end up in the envi-
ronment, either as uncontrolled pollution or in waste
repositories. To mitigate their role in enabling plastic
pollution, banks should:

Align their lending portfolios with public
policy on plastic reduction, reusability,
recycling and net plastic released to the
environment;

Publicly report their historic and ongoing
impact through their lending contribution
to activities which create plastics waste in
the environment.

Cease the financing of new plants using
virgin feedstock for the production of sin-
gle-use plastic packaging for consumer
products.

How governments should change
the financial rules

To address the problem of plastics pollution,
governments should affirm that persistent plastics
that end up in the environment, in particular the
marine environment, endanger the health of biodi-
versity and the public welfare of current and future
generations. Governments and financial institutions
should both recognise that investment in the plastics
supply chain without sufficient investment in the
plastics value recovery chain (reduction, recovery,
re-use and recycling), causes and contributes to this
harm. To remedy the problem, governments should:

Extend investor liability for any future envi-
ronmental or health related legal challenges
to those responsible for plastic pollution,
especially effects of it entering the food
chain.

Introduce a mandatory tax on virgin plastic
at the point of importation to or production
within a country, in order to raise its price
relative to recycled plastics, achieving
equivalence by channeling the receipts from
the tax into incentives to recover and reuse
plastics waste streams. This would require
trade related controls to ensure equivalence
in imported packaging.

Invest in a new generation of recycled
plastics markets by establishing forward
contracting arrangements akin to renew-
able energy feed in tariffs to incentivise
investment in modern recycled plastics
value chains.

1 6 THE ROLE OF BANKS IN REDUCING PLASTIC WASTE AND FOSTERING A CIRCULAR ECONOMY

How companies should act

To mitigate their direct role in enabling plastic
pollution, companies should adopt international
best practise to reduce the production and use of
virgin plastic and increased the reusability of plastic
packaging products. Banks should make financing
of corporate actors within the plastic packaging
supply chain contingent on companies implementing

best practise.

Table 3: Examples of How Bank Funding can be Contingent on Corporate Best Practice for Plastic Packaging
Commitments and Action Plans

COMMITMENTS & « Commitment to cut in half the production, use, and sale of virgin plastic packaging and related
POLICIES polymers by 2025

+ Signing of New Plastics Economy Global Commitment (or equivalent goals)

« Commitment to a zero waste, circular plastic packaging economy including extended producer
responsibility with extensive take-back programs and support for fiscal measures to make recycled
feedstock economically preferred

+ Development of measurable goals and timelines for absolute reduction of production and use of
plastic packaging or polymers for plastic packaging

+ Explicitly favour reduction and reusability over recyclability

TRANSPARENCY + Commitment to cut in half the production, use, and sale of virgin plastic packaging and related
& PROGRESS polymers by 2025
MONITORING

+ Signing of New Plastics Economy Global Commitment (or equivalent goals)

+ Commitment to a zero waste, circular plastic packaging economy including extended producer

responsibility with extensive take-back programs and support for fiscal measures to make recycled
feedstock economically preferred

+ Development of measurable goals and timelines for absolute reduction of production and use of

plastic packaging or polymers for plastic packaging

+ Explicitly favour reduction and reusability over recyclability

BANKROLLING PLASTICS 17



In addition, in order to address Finance accountability
framework for finance to

global plastic pollution, banks will protect biodiversity

need tO p|8.y a mUCh mOre aCtIVG In addition to the recommendations, the Finance
for Biodiversity (F4B) Initiative has developed a
I’O|e and |ay the grOU ndWOrk fOI’ a Finance Accountability Framework to reduce the
. . . impact the finance system has on the global biodi-

Cl I’CU |ar economy and Slg n IfICant versity crisis. The Framework states:
redUCtIOH |n the pI’OdUCtIOn and USG + Financial institutions should take account of citi-
. . . zens’ individual and collective biodiversity-related
Of Sl ng | e' USG p|aSt|C paC kag | ng . rights and preferences in their financing decisions,

with governments clearly defining those rights

» Financial institutions should publicly disclose
actual and expected biodiversity impacts and
associated risks

+ Legal systems should make financial institutions
liable for biodiversity impacts

+ Governments and public agencies should trans-
parently align all public finance to biodiversity-re-
lated policies, goals, and commitments

+ Financial institutions should ensure that their activ-
ities are consistent with biodiversity-related public
policies, goals, and commitments

+ The governance of global finance should accept
accountability for impacts on biodiversity.

T
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Production

The word plastic comes from the Greek
plassein which means to mould. Plastic is

a comparatively cheap, easily formable,
hydrophobic, bio-inert material. After World
War ll, plastics entered and transformed the
daily lives of expanding consumer societies
around the world. The ability to cheaply
produce a material that can be shaped freely
allowed people with limited incomes to
become prolific consumers.

Plastic packaging also allowed the extension of
shelf life of some perishable foods and protected food
from contamination. Today, packaging accounts for 42
per cent of global plastic resin (the base of all plastics
such as polyethylene) production and® single-use
plastic has become the embodiment of a throw-away
consumer society.

The properties that make plastic desirable
however, also make it one of the most hotly-debated
environmental problems. While plant cellulose was
the raw material for early plastics, today it is nearly

exclusively made from hydrocarbons derived from
the refining of fossil fuels such as oil and natural gas.

Up to 12.7 million tons of plastic enter the ocean
every year,® equal to a truckload of plastic being
dumped into the ocean every minute.® Without major
transformation in how plastic is produced and used,
this figure will rise to 29 million tons inthe next20 years.
This is the equivalent of 50 kilograms of plastic on
every metre of coastline around the world.®* Concern-
ingly, scientists recently discovered there is ten times
more plastic in the Atlantic than previously thought.®

Plastics freed us from the confines of
the natural world, from the material
constraints and limited supplies that
had long bounded human activity”

BANKROLLING PLASTICS 21



The impacts of
Covid-19 on the
use of plastic

The Covid-19 pandemic which began in
December 2019 has increased the prevalence of
single-use plastics. Thailand’s Environment Insti-
tute for instance, reported an increase in plastic
waste from 1,500 tons to 6,300 tons per day, owing
to soaring home deliveries of food. In the UK, illegal
waste disposal increased by 300 per cent during the
pandemic. Wuhan produced more than 240 tons
of waste daily at the height of the outbreak, com-
pared with 40 tons previously.®” At the same time,

necessary single-use plastics used in equipment
as gowns, syringes, and gloves provide critical
protection from infection in medical facilities and for
frontline staff.®® Furthermore, during the pandemic
some local and federal governments have pushed
back legislations in areas such as deposit schemes
for plastic containers® or temporarily prohibited
reusable plastic bags.*

In the UK, illegal waste disposal
increased by 300 per cent during

the pandemic.

22 THE PROBLEM WITH PLASTIC

Wuhan produced more
than 240 tons of waste
daily at the height of the
outbreak, compared with
40 tons previously.

BANKROLLING PLASTICS 23



Impacts on the
environment

The largest contributor to global plastic ’ '
waste.is packaging which is responsible .
for around 47 per cent of all plastic waste —

generated. This waste impacts biodiversity
. inmultiple ways. - :

{1 o
If we have any hope of finding ways

for seven billion people to live well on

planet with finite resources, we have to
learn to use our resources efficiently.
Plastic bags are neither efficient nor
environmentally friendly,”

David Suzuki, the author of How plastic bags are hurting the environment.*?

24 THE PROBLEM WITH PLASTIC

Ingestion

Marine species can ingest larger pieces of
plastic or become entangled causing death from
suffocation or severe injuries. Marine wildlife such
as seabirds, whales, fishes, and turtles often mis-
take plastic waste for prey, and many die of star-
vation as their stomachs are filled with plastic
debris. More than 800 marine and coastal species
are affected by marine debris, the vast majority
of which consists of plastic.*® In addition, toxic
contaminants also accumulate on the surface of
plastic materials because of prolonged exposure
to seawater. When marine organisms ingest plastic
debris, these contaminants enter their digestive
systems and the food web.* Up to 9 in 10 seabirds,
1 in 3 sea turtles, and more than half of whale and
dolphin species have ingested plastic.*

Habitat damage

Coral reefs are amongst the most biodiverse
ecosystems on the planet, but they are extremely
fragile and strongly affected by plastic waste.
Structurally-complex corals are especially prone to
impacts from plastic and it has been estimated that
11.1 billion plastic items were entangled on coral
reefs across the Asia-Pacific region in 2010. This
number is set to increase 40 per cent by 2025.4

Up to 9in 10 seabirds,
1in3seaturtles,and
more than half of whale
and dolphin species
have ingested plastic.*®

When corals comein
to contact with plastic,
the likelihood of them
being affected by
disease increases
from 4% to 89%

BANKROLLING PLASTICS




Ghost fishing

Ghost fishing occurs when abandoned, lost, or
otherwise discarded fishing gear (ALDFG) continues
to indiscriminately trap, entangle, and often kill
marine life and affect marine habitat.*’ It has been
estimated that that 5.7 per cent of all fishing nets,
8.6 per cent of all traps, and 29 per cent of all lines
are lost around the world each year.*®

Itis believed ghost gear
makes up around 10%

of plastic pollutionin the
ocean, and the majority of
large plastic in its waters.*°

Impacts beyond oceans

Up to 80 per cent of plastics are carried into
the ocean by rivers which act both as a source and
as a sink, preventing a portion of plastic waste from
reaching the ocean.®® Impacts on biodiversity in
rivers are similar to the ocean ecosystem with death
and injuries of species due to digestion and entan-
glement, and the leakage of toxic additives and the
accumulation of toxins.'

Up to 80% of plastics are
carried into the ocean byrivers.

Climate change

Aside from direct impacts on biodiversity from
plastics, there are also indirect impacts in the form
of global warming contributing-greenhouse gas
emissions from fossil fuels used for the production of
virgin plastics and resins. If plastic production grows
as predicted, these emissions could reach 1.34
gigatons per year in 2030 —equivalent to the emis-
sions released by 295 new 500-megawatt coal-fired
power plants®? and more than the current emissions
of Japan.® It has been argued that if the growth in
plastic production continues unchecked, carbon
emissions along its lifecycle will reach 56 gigatons by
2050, the equivalent of 14 per cent of the remaining
carbon budget globally, threatening the world’s ability
to meet emission targets.>

Biodiversity and microplastics

The effects of plastics on biodiversity are not lim-
ited to large and very visible bits of plastic. Evidence is
emerging that microplastics (particles smaller than 5
mm) and nanoplastics (particles smaller than 100nm)
are also a threat to biodiversity. Scientists observed
a decline of approximately 50 per cent in the total
number of organisms exposed to both microplastics
and macroplastics in comparison to a control group.®
%6 Microplastics have also been shown to affect bio-
logical growth and reproduction of living organisms®’
and cause significant damage to populations of
soil-dwelling organisms that maintain the fertility of
the land.®® While there are still significant knowledge
gapsregarding the impact these particles have onthe
environment, they are already present in air, soil and
sediment, freshwater ecosystems, oceans, plants,
and animals. Microplastics have reached the most
remote environments including the polar regions
where they have been found on Arctic beaches, sea
ice, the sea surface, and the seafloor.>® Microplastics
are the same size as zooplankton which underpins
the marine food chain and in some waters, where
plastic accumulates, there may already be more
microplastic particles by mass than zooplankton.®

If plastic production grows
as predicted, emissions
could reach the equivalent

of those released by 295 new
500-megawatt coal-fired
power plants and more

than the current emissions

of Japan.

Scientists observed adecline
of approximately 50% in the
total number of organisms
exposed to both microplastics
and macroplastics
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Plastic production
and trends

Since the use of plastics became widespread
in the 1950s, global production increased
rapidly and more than 400 million tons of virgin
plastic are now manufactured annually,®' the
equivalent of 760 tons every minute, every day.

Figure 5: Global Distribution of Plastics Production®
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In 2015, it was estimated plastic
packaging accounted for 36 per cent
of all plastic production, and for

47 per cent of all plastic waste.
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Figure 6: Plastic Production and Waste 2015 (Mt)%® Table 4: Plastic Resin Types - Uses & Applications®

100% RESIN NAME %USEDIN MAIN USES
90% GROUP PACKAGING
0
80% LDPE, LLDPE (Linear) Low Density 301% Singe use plastic bags; shrink wrap, garbage liners;
70% Polyethylene
Industry Machinery
60%
? . Electrical/Electronic PET Polyethylene 22.5% Bottles for soft drinks, water, juices; Jars for jellies,
50% . Building & Construction terephthalate peanut butter, pickles;
40% T tati
. ransportation HDPE High Density Polyethylene 20.8% Bottles for shampoos, cleaning products;
30% . Consumer & Industrial Products Milk bottles;
20% [ other
. . Textiles PP Polypropylene 18.3% Containers for yoghurts, snack wrappers, take out
10% and delimeal containers
0 . Packaging
Production Waste PS Polystyrene 51% Cups, plates, bowls, takeaway containers
Plastic packaging accounts not only for the largest share of plastic production - its contribution to Other 3.2%

plastics waste is even larger. In 2015, it was estimated plastic packaging accounted for 36 per cent of all
plastic production, and for 47 per cent of all plastic waste.®*

Figure 7: Global Primary Plastic Production by Major Uses (1950 - 2015)%°
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Figure 8: Global Consumers Packaging Market (percent of units sold)®

The main plastic molecules (polymers) used for

packaging are low density polyethylene (LDPE), Lin-

Flexible ear low-density polyethylene (LLDPE), and polyethyl-
Plastos ene terephthalate (PET). While LDPE and LLDPE are
mostly used for plastic bags, plastics wraps, liners

Other
Paper 5%
5%

Others
8%

Msifl of juice and milk cartons, and containers for food,
cosmetics, and cleaning products, most soft drink

Paper and other plastic bottles are made of PET. Harder
Containers containers for single-use consumer products such as

10/ . .
10% shampoo and cosmetics containers are often made

Foil Rigid Plastics from High Density Polyethylene (HPDE).
1% 19%
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The plastic packaging
supply chain

Most plastic resin is made from oil or gas.®®
The critical actors in the plastic packaging supply
chain are the producers of resins and polymers who
then pass on their products to packaging producers
which use these materials in the products of Fast
Moving Consumer Goods (FMCG) companies and
many other industries. Retailers provide the point
of purchase for their own branded products and for
most FMCG products. Other actors include various
distributors and producers of additives such as
phthalates which are toxic chemicals that act as
binding agents and make plastics soft and flexible.

Scientists estimate that as of 2015, 6.3 billion
tons of plastic waste has been generated. Nearly 80
per cent of that was accumulated in landfills or
the natural environment, where it persists since
none of the major plastics can biodegrade. Only 9
per cent have been recycled and 12 per cent incin-
erated.” Plastic waste is so prevalent and persistent
it has been predicted that by 2050 the weight of all
plastic in the ocean will exceed the weight of all fish
in the world’s oceans.™

Figure 9: Simplified Plastic Packaging Value Chain
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Plastics and a short history of
corporate greenwashing

When the plastic economy first emerged in the
1950s, it did not take long before concerns over human
health and the environment were voiced. Alarms were
raised over visible plastic pollution and the persistence of
plastic in the environment. This did not remain unnoticed
by companies that used or produced large amounts of
plastic. In response, in 1953 large US beverage compa-
nies such as Coca-Cola and Anheuser-Busch, along with
Phillip Morris and others, formed a non-profit organisation
called Keep America Beautiful (KAB). The organisation’s
mission was to educate and encourage environmental
stewardship in the public. While this was communicated
as an honourable cause it was later criticized as one of the
first instances of corporate greenwashing.”? Greenwash-
ing is the attempt by companies to show they are doing
more to protect the environment than is actually the case,
for example through the use of misleading information or
by deflecting.

Instead of taking responsibility for the polluting
and persistent properties of their products, the industry
successfully shifted responsibility to the consumer and
helped prevent legislation that would make the industry
responsible for waste management. To this day, consumer

responsibility for plastic waste instead of extended pro-
ducer liability is still largely the norm and continues to be
favoured by industry around the world. Keep America
Beautiful still exists today, pushing a message to “help
people end littering, improve recycling, and beautify
America’s communities””® while the corporationsinvolved
successfully avoid taking full responsibility for the prod-
ucts they produce or sell. In addition, the industry knew
as early as 1974 that their claims that the majority of
plastic could and would be recycled were not achieva-
ble.”* Amongst current partners of the organisation are
companies such as Mars, Pepsico, Dow, Coca Cola, and
the Plastics Industry Association.™

Similar organisations that prolong and support the
tactic of shifting responsibility of pollution to consumers
and away from manufacturers have been set up in Europe.’™
Organisations such as Pack2Go and the Clean Europe
Network (also known as the European Litter Prevention
Association)”” work to “improve litter prevention tech-
nigues across the EU” with images of children cleaning
up single-use plastic waste products produced by plastics
manufacturers.”® The membership of Pack2Go Europe
includes key food packaging producers.

Industry reaction to COVID-19

In Europe and the United States the plastics indus-
try has also used the Covid-19 pandemic to advance
its own agenda. The American plastics and recycling
industry requested USD 1 billion worth of support from
the federal government, arguing that the American recy-
cling system was struggling due to the virus and without
such support for recycling infrastructure, jobs would be
lost.828" In Europe the industry argued that because of
the pandemic the European Commission should agree
to the “postponement of the deadline for the imple-

mentation of the SUP [Single Use Plastic] Directive for
at least an additional year at national level and to lift all
bans on some of the single-use plastics items”.®2 The
SUP bans products such as cotton bud sticks, plastic
cutlery and plates, straws, stirrers, food containers made
of expanded polystyrene, and other products from July
2021. It also mandates a reduction in the use of plastic
food containers and drinks cups and increases the
responsibility producers have for their products.®® The
EU dismissed the industry’s request.?

“People start pollution. People can stop it.” By making
individual viewers feel guilty and responsible for the
polluted environment, the ad deflected the question
of responsibility away from corporations and placed
it entirely in the realm of individual action, concealing
the role of industry in polluting the landscape.

More than 125 health experts, including virologists,
epidemiologists, emergency room doctors, and specialists
in public health and food packaging safety, have signhed a
statement on the safety of reusables during the Covid-19
pandemic. They emphasised that reusables can be safely
used by employing basic hygiene.
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Corporate and
government
tiat

Global corporate
commitments

Faced with an increasing public campaign on
plastic packaging, numerous companies have
adopted commitments to address the problems
arising from the plastic supply chain.

In late 2018, the Ellen MacArthur Foundation, in
collaboration with the UN Environment Programme
(UNEP), launched the New Plastics Economy Global
Commitment. The 450 signatories include companies,
governments, universities, NGOs, and other stake-
holders. According to the Foundation, the companies
that have signed represent 20 per cent of all plastic
packaging produced globally.?* The Global Commit-
ment calls for a circular economy for plastics that
is based on eliminating problematic or unnecessary
plastic packaging and moving from single-use toreuse
packaging models. It also calls forinnovation to ensure
100 per cent of plastic packaging can be easily and
safely reused, recycled, or composted by 2025.% ING
was the only bank amongst the top 20 investors in this
research that endorsed the New Plastics Economy
Global Commitment,® but the bank does not make
its lending contingent on companies having strong
policies to address plastic pollution.®

The Global Commitment specifically asks
companies to ensure that by 2025 they will:

Take action to eliminate problematic or unneces-
sary plastic packaging by 2025

Take action to move from single-use towards reuse
models where relevant by 2025

Ensure 100 per cent of plastic packaging is reus-
able, recyclable, or compostable by 2025

Set an ambitious 2025 recycled content target
across all plastic packaging used®
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While there has been quite broad support for
the Global Commitment and recognition for its
embrace of a circular economy, some organisations
have argued it lacks meaningful, time-bound, and
specific reduction targets.® Such timebound targets,
including actions plans and progress reports as well
as supply chain transparency and reporting, are best
practice in other sectors with significant biodiversity
impacts such as ethical supply chains in agriculture
and forestry.®!

Since the Global Commitment was launched,
a progress report across the corporate signatories
shows an increase in commitments made and
establishes a baseline for compostable, recyclable,
and reusable plastics. It is however of concern that
the progress report shows only 3 per cent of plastics
used are reusable, while 97 per cent are still sin-
gle-use.® Reusability underpins a circular economy
since recyclability alone does not ensure a reduction
in the production of virgin plastic, in particular taking
into account that only 9 per cent of all plastics have
been recycled.®

Only 3 per cent
of plastics used
are reusable,
while 97 per cent
are still single-use.

On the other hand, a 2020 assessment of the
actions of 50 of the largest US consumer-facing
companies by shareholder activist group As You Sow
concluded that companies are far too slow in adopt-
ing responsive actions and promoting reusability,
recyclability, or composability in their packaging. The
report found that most of the progress was linked to
pledges to redesign packaging to be reusable, recy-
clable, or compostable, followed by commitments
to increase recycled content and actions to support
recycling. Much less leadership was detected in the
areas of reusable packaging innovation, data trans-
parency, and producer responsibility.®
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Broken promises by the soft
drink giants

In 2005, Coca Cola briefly met a goal to use an
average of 10 per cent recycled content in its bottles
before backsliding a year later.*® Fifteen years later,
the company promises to average 50 per cent of
recycled content by 2030. The company has not
made any commitments to ensure reusability of its
bottles.® Coca Cola company produces around 3
million tonnes of plastic packaging a year, the equiv-
alent of 200,000 bottles a minute.®” Despite its new
commitment on recycled content and the company
signing the Global Commitment,* these bottles will
continue to be single-use packaging. Nevertheless,
in 2019 Coca Cola withdrew its membership of the
US Plastics Industry Association, a lobby group that
opposes the ban of single-use plastic bags.*®

Coca Cola’s main competitor PepsiCo shares a
similar history. Even though the company introduced
a bottle with 25 per cent recycled content in 1990,
ten years later there was no recycled plastic in any of
its bottles. It did meet a more modest goal to include
10 per cent recycled content in its bottles in 2005,
but the company failed to deliver on a third pledge to
increase the industry-wide container recycling rate
to 50 per cent by 2018.'° PepsiCo’s current pledge
is to have 33 per cent recycled plastic in its PET
bottles by 2025." Just like Coca Cola, reusability is
not part of PepsiCo’s current plan despite signing the
Global Commitment,'® but equally PepsiCo also left
the US Plastics Industry Association.

Coca Cola company
produces around
3 million tonnes of
plastic packaging a
year, the equivalent
of 200,000 bottles
a minute.
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National and
international
government

Initiatives

Governments around the world have begun
to introduce regulation to reduce the impacts from
single-use plastic packaging and there is a significant
upward trend in the amount of government policies
and legislations.™*

There are 29 international policies'® that aim to
address the problem but they tend to be non-binding
agreements that focus largely on land-based sources
only.'® There are also ongoing discussions about a
global treaty to tackle the plastic pollution crisis. While
two-thirds of United Nations members states are open
to such an agreement, the United States (the biggest
per capita waste producers) has not yet indicated their
support.'”’In addition, there have also been instances
where the plastics industry has lobbied governments
to make trade agreements contingent on weakening
legislation to ban plastics in developing countries. For
instance, it has been revealed that there was close
coordination between chemical and plastic industry
representatives and United States Administration

officials as they negotiated a trade deal that would
undo environmental and public health regulations in
Kenya which is considered a global leader in the fight
against plastic pollution.®

Amongst the most visible and frequent nation-
al-level regulations are those that ban the use of plastic
bags. As of June 2020, it was reported 69 countries
had passed some sort of full or partial ban on plastic
bags. While plastic bag bans are especially popular in
Africa, a majority of the 32 countries who have opted
instead to charge a fee to limit plastic bag use are
located in Europe.'®

Considering the slow progress companies are
making to reduce and replace single-use plastic
packaging, banks have an opportunity and a respon-
sibility to ensure that the recipients of their loans do
not contribute to global plastic pollution.

Figure 10: Map of National Plastic Bag Bans (as of June 2020)'°

. Full or partial ban

Charge/tax

Under consideration
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Plastic manufacturer
commitments

Faced with an increasing public backlash from con-
sumers, industry associations made up of major manufac-
turers of plastic packaging and other plastic products have
made commitments to address plastic pollution. However,
most pledges include exceedingly long transition periods,
do not favour reusability over recyclability, do not support
extended producer responsibility, and do not prescribe
measurable milestones.

It is fundamental to a zero-waste economy for plastics
that the prevention and minimisation of plastic packaging,
in conjunction with extended producer responsibility, takes
priority over recyclability. Most commitments by plastic
producer associations fall well short of this and instead
focus on reusability and recyclability, with timelines that
stretch too far into the future to tackle the urgency of the
problem. It is vital banks make finance contingent on plastic
manufacturers adopting strong, transparent, and time-
bound commitments to reduce plastic packaging and take
responsibility for the impact of their products.

Table 5: Commitments by Plastic Manufacturer Organizations in Selected Countries

INDIA

EUROPE

UNITED STATES

CANADA

AUSTRALIA

SOUTH AFRICA

+ The All India Plastics Manufacturers’ Association (AIPMA) has not published time-bound goals but has released a White Paper on

Environment Issues

» While AIPMA is not supportive of a rapid or phase-out of single-use plastics, the organisation says it “recognizes and accepts the
responsibility of EPR (Extended Producer Responsibility) and have also initiated the work towards its implementation”'"

+ Of note is that the Indian government has mandated extended producer responsibility and prepared a national framework that
makes it mandatory for companies to collect and recycle the plastic they produce.*?

+ No such industry-wide commitments could be found in China, but the country’s ban of plastic waste imports had significant impacts
on the waste management systems of exporting countries.'® Previously, the country imported two-thirds of the globally-traded

plastic waste''*

+ The Chinese government recently announced a ban of all single use plastic. The policy will ban the production and sale of dispos-

able plastic tableware and cotton swabs by the end of 2020

+ Production of household products containing microbeads will be banned by the end of 2020 and sales of such products will be

banned two years after that''®

+ In 2018, PlasticsEurope made a voluntary pledge as a “contribution to achieve a fully circular and resource efficient Europe” through

its Plastics 2030 commitment

+ The overall Plastics 2030 commitment is to achieve “100 per cent re-use, recycling, and or recovery of all plastics packaging in the
EU-28, Norway and Switzerland by 2040”, and 60 per cent re-use and recycling of plastics packaging by 2030

+ While the press release for the 2030 commitment promised annual progress reports from 2019 onwards,'"” this changed to 2020 as

a starting point shortly afterwards''®

+ The industry also promised that by mid-2018 it would set up concrete action plans, time-based performance indicators'® and yearly
evaluations provided by an independent committee As of October 2020, no annual progress reports, actions plans, or evaluations

can be found on the PlasticsEurope website'®

+ The American Chemistry Council’s (ACC) Plastics Division has a set a goal of 100 per cent of plastics packaging being re-used,

recycled, or recovered by 20402

The above is also the case in Canada where the Plastics Industry Association and the Chemistry Industry Association set goals of
100 per cent of plastics packaging being re-used, recycled, or recovered by 2040 and 100 per cent of plastics packaging being

recyclable or recoverable by 2030'%

The Australian Packaging Covenant Organisation has similar but more ambitious goals which were adopted in 2018. It aims to
achieve 100 per cent reusable, recyclable, or compostable packaging by 2025, 70 percent of plastic packaging being recycled or
composted and for 50 per cent average recycled content to be included in packaging'?®

+ Similar to other initiatives, it does not provide separate goals for reusing and reducing plastics, nor subscribe to extended producer

responsibility

The South African Alliance to End Plastic Pollution in the Environment includes actors along the value chain and other stakeholders.
It says its first priority is to tackle single-use plastic packaging waste as well as work to improve recycling rates'?

+ While the alliance says it has a “time-based plan” to reduce plastic pollution,'? this could not be found on the website of Plastics SA
which hosts the Alliance. The industry says it has “always advocated for an industry-managed plan where the producers of packag-

ing materials are held responsible for managing their waste”'26
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Introduction

This research focuses on the plastic packaging
value chain. The companies along the value chain
used as the basis of the loan and underwriting cal-
culations were identified by portfolio.earth. Financial
research was carried out by Profundo and utilised
financial databases (Bloomberg, Refinitiv (formerly
known as Thomson EIKON), TradeFinanceAnalytics,
and |JGlobal), company reports (annual, interim,
quarterly) and other company publications, company
register filings, as well as media and analyst reports.
Corporate loans, credit, and underwriting facilities
provided to the selected companies was analysed for
the period 2015 - 2020 (September).

Company selection

This Methodology note outlines the company
selection methodology, the types of finance included
in the study, the calculated elements in the corpo-
rate financing research, and financial research data
sources.

This Methodology note is organized as follows:
Section 4.2 outlines the company selection; Section
4.3 describes the types of finance included in the
study; Section 4.4 details the methodology used to
calculate the financing contributions where these
were not provided.

The 40 groups selected for this study are
involved in the plastic packaging value chain.
They have been classified under 4 sectors:

Plastic Raw Material Producers
Plastic Packaging Manufacturers

FMCG Companies
Retailers
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Table 6: Plastic packaging value chain

PLASTIC RAW MATERIAL PLASTIC PACKAGING FMCG COMPANIES RETAILERS
PRODUCERS MANUFACTURERS

DuPont Berry Global Nestle Walmart

INEOS Reynolds Group Procter & Gamble Costco

LyondellBasell Amcor/Bemis PepsiCo Kroger

Exxon Mobil Silgan Unilever Amazon.com

Chevron Phillips Sealed Air AB Inbec Schwarz Group

SABIC Coveris JBS The Home Depot Inc
Dow Chemical Huhtamaki Tyson Foods Walgreens Boots Alliance
BASF Sonoco Coca-Cola Ahold Delhaize

Sinopec Aptargroup Danone CVS Health Corporation
Formosa Zhuhai Zhongfu Mars TescoPLC

Types of finance

This section describes the types of finance
included in the research. Financial institutions can
invest in companies through a number of modalities.
Financial institutions can provide credit to a company.
This includes providing loans and the underwriting of
share and bond issuances. Investments by the means
of holding shares and bonds of a company were not
covered by this research. This section outlines the
different types of financing, how they were researched,
and the implications for the study.

Corporateloans

In most cases, money is borrowed from com-
mercial banks. Loans can be either short-term or
long-term in nature. Short-term loans (including
trade credits, current accounts, leasing agreements,
et cetera) have a maturity of less than a year. They
are mostly used as working capital for day-to-day
operations. Short-term debts are often provided by
a single commercial bank, which does not ask for
substantial guarantees from the company.

A long-term loan has a maturity of at least one

year, but generally of three to ten years. Long-term
corporate loans are in particular useful to finance
expansion plans, which only generate rewards after
some period of time. The proceeds of corporate loans
can be used for all activities of the company. Often
long-term loans are extended by a loan syndicate,
which is a group of banks brought together by one
or more arranging banks. The loan syndicate will
only undersign the loan agreement if the company
can provide certain guarantees that interest and
repayments on the loan will be fulfilled.

Project finance

One specific form of corporate loan is project
finance. This is a loan that is earmarked for a specific
project.

General corporate purposes /
working capital

Often a company will receive a loan for general
corporate purposes or for working capital. On occa-
sion while the use of proceeds is reported as general
corporate purposes, it is in fact earmarked for a
certain project. This is difficult to ascertain.
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Shareissuances

Issuing shares on the stock exchange gives a
company the opportunity to increase its equity by
attracting a large number of new shareholders or
increase the equity from its existing shareholders.

When a company offers its shares on the stock
exchange for first time, this is called an Initial Public
Offering (IPO). When a company’s shares are already
traded on the stock exchange, this is called a sec-
ondary offering of additional shares.

To arrange an IPO or a secondary offering,
a company needs the assistance of one or more
(investment) banks, which will promote the shares
and find shareholders. The role of investment banks
in this process therefore is very important.

The role of the investment bank is temporary.
The investment bank purchases the shares initially
and then promotes the shares and finds share-
holders. When all issued shares that the financial
institution has underwritten are sold, they are no

longer included in the balance sheet or the portfolio
of the financial institution. However, the assistance
provided by financial institutions to companies in
shareissuancesis crucial. They provide the company
with access to capital markets and provide a guar-
antee that shares will be bought at a pre-determined
minimum price.

Bondissuances

Issuing bonds can best be described as cutting
a large loan into small pieces and selling each piece
separately. Bonds are issued on a large scale by
governments, but also by corporations. Like shares,
bonds are traded on the stock exchange. To issue
bonds, a company needs the assistance of one or
more (investment) banks which underwrite a certain
amount of the bonds. Underwriting is in effect buy-
ing with the intention of selling to investors. Still, in
case the investment bank fails to sell all bonds it has
underwritten, it will end up owning the bonds.
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Financial institution financing of loans and

underwriting services

Financial databases often record loans and
issuance underwriting when these are provided by a
syndicate of financial institutions. Company reports
and publications, company register filings, and the
media also provide information on loans provided
bilaterally, i.e. between one bank and the company
in question. The level of detail per deal often varies.
Some sources may omit the maturity date or term of
the loan, the use of proceeds, or even the exact issue
date. Financial databases often do not report on the
proportions of a given deal that can be attributed to
the participants in the deal. In such instances, this
research calculated an estimated contribution based
on the rules of thumb described below.

Individual bank contributions to syndicated loans
and underwriting (bond and share issuance underwrit-
ing) were recorded to the largest extent possible where
these details were included in a financial database, or
company or media publications.

In many cases, the total value of a loan or issu-
ance is known as are the banks that participate in this
loan or issuance. However, often the amount that each
individual bank commits to the loan or issuance has
to be estimated.

In the first instance, this research attempted to
calculate each individual bank’s commitment on the
basis of the fee they received as a proportion of the
total fees received by all financial institutions. This
proportion (e.g. Bank A received 10 per cent of all fees)
was then applied to the known total deal value (e.g. 10
per cent x US$ 10 million = US$ 1 million for Bank A).

Where deal fee data was missing or incomplete,
this research used the book ratio. The book ratio (see
formula below) is used to determine the spread over
bookrunners and other managers.

Book ratio:

number of participants — number of bookrunners

number of bookrunners

Thetable below shows the commitment assigned
to bookrunner groups with our estimation method.
When the number of total participants in relation to
the number of bookrunners increases, the share that
is attributed to bookrunners decreases. This pre-
vents very large differences in amounts attributed to
bookrunners and other participants.

Commitment to assigned
bookrunner groups
BOOKRATIO LOANS ISSUANCES
>1/3 75% 75%
>2/3 60% 75%
>15 40% 75%
>30 <40%" <75%"

* In case of deals with a book ratio of more than 3.0,
we use a formula which gradually lowers the commit-
ment assigned to the bookrunners as the book ratio
increases. The formula used for this:

1
Jbookratio

1.443375673

The number in the denominator is used to let the for-
mula start at 40 per cent in case of a book ratio of 3.0.
As the book ratio increases the formula will go down
from 40 per cent. In case of issuances the number in
the denominator is 0.769800358.
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