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Got a moment? Fast changing risks affect people, businesses, and economies in
today’s turbulent world. Perils like cybersecurity, political violence, or threats to
financial institutions. Listen in as Mosaic Insurance specialists quiz fellow experts
on trending industry topics. Welcome to this Mosaic Moment.

Hi, 'm Natalya Tyson, Underwriter of Political Risks at Mosaic Insurance. It’s a
privilege today to speak to Svetoslav Gatchev, Managing Director of Sustainable Debt
at The Nature Conservancy (TNC). A global environmental nonprofit founded in the
United States in 1951. TNC has become one of the most effective, wide-reaching
environmental organizations in the world, impacting conservation in 79 countries.
Thank you so much for joining me today, Slav.

Hey, Natalya, thanks so much for having me. Pretty much only my parents can
pronounce Svetoslav, so | usually go by Slav.

Great. We at Mosaic are very interested in debt-for-nature swaps. We were first
introduced to them last year and have now supported two placements in the Galapagos
and in Gabon. These transactions are garnering a lot of interest in the financial press, as
well as being a hot topic of discussion at the recent summit for a new global financing
pact in Paris. The International Capital Market Association has just released guidance
for blue-themed bonds to help unlock finance for a sustainable ocean economy.
They've actually estimated that between 2018 and 2022, blue transactions reached a
total value of USD$5 billion. Now, Slav, given debt swaps have been around for many
years, please can you tell us about the origin of blue bonds and what makes them
different to other similar structures?

Yeah, that's a great question. And we would have to rewind the clock back to the
1980s. Short of telling you who was at the top of the charts then, and what the fashions
were—| mean, who can forget the ‘80s if you lived through them!?—in reality, that

is when this theme initially found fertile ground. The original debt-for-nature swaps
tended to be rather small, though. They involved bilateral arrangements; think of a
donor country, a creditor nation, such as the US, and then a debtor nation, such as
Bolivia. The thought was that if the US were to reduce its claims against Bolivia, its
official, bilateral debt, then some of the savings can be channeled towards a domestic
conservation fund, which will then invest in tropical forest protection. In fact, the piece
of US legislation that authorized this was called the Tropical Forest Conservation Act,
and then they added coral to that later on. So, that was the origin of these transactions,
they were, again, a simple proposition—a simple, but powerful proposition: there is

a lot of unsustainable debt out there, and if, at the time, the richer Western club-type
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countries, participants in the so-called ‘Paris Club,’ could offer these bilateral reductions
at the stroke of a pen, then that would unlock funding, in that instance, tropical-forest
conservation. TNC WWF, Conservation International are some of the early proponents
of these transactions. And by the way, they haven’t been relegated to the Museum of
Finance, right? They’re not a relic to be looked at, they continue to have their place and
time. But we at TNC figured that this infrastructure that was created and imagined

and designed by these early 1.0, shall we say, debt-for-nature swaps can be scaled up.
And how do you do that? You do that by targeting commercial debt, as opposed to only
bilateral, official development assistance-type debt, and so, that’s what we did in Belize
a couple of years ago, followed by Barbados a year ago, and now Gabon. And, Natalya,
we're very grateful to Mosaic for supporting our Gabon transaction and also, frankly,

for supporting Pew, our friends from Pew Charitable Trusts in their endeavors in
Ecuador, because we see, you know, the Galapagos debt conversion as a very important
example as to how other organizations, not just TNC, can be doing these deals.

Great. Well, we're very excited to be a part of this. To use a recent example that we
worked on, the recent Gabon deal is really a landmark transaction being the first

blue bond on the African continent. Given African countries are among the lowest
contributors of greenhouse gases, yet they are among the most vulnerable to the
impact of extreme weather, many experience debt distress and therefore limited
ability to address climate change. It’s really unsurprising that a number of them have
expressed interest in debt-for-nature swaps. However, | think it is worth mentioning the
great deal of time and effort that goes into these structures—Gabon, | believe, was first
discussed in 2019, is that right? Aside from the obvious financial and legal negotiations
that we see, there is a lot of input from scientific, technical, and planning departments,
and discussions with key local stakeholders in building the marine spatial plan. So,
Slav, do you think the Gabon structure can be used as a partial blueprint for these
transactions going forward, to speed up the issuance?

I like your framing of a blueprint for blue bonds. And yes, | should think so. Gabon
represented, if you will, a return to origin for TNC. One transaction that | didn’t discuss
or mention earlier, was Seychelles. That, in a way, was the first pilot project of the new
breed of debt conversions, as we call them. The Seychelles, if you will, to extend the
tech metaphor, was the 2.0, leading to the 3.0 transactions now, and that involved
refinancing Paris Club, i.e. official debt, but it was larger, right? It was $20 million, as
opposed to, in the single digits as the 1.0-style transactions. And crucially, it involved

a new loan from TNC, which refinanced about $20 million of preexisting Paris Club
debt. Then the new transactions are following the same blueprint, in that they involve
refinancing, of commercial debt, and so fast forward to Gabon, which closed in August
of this year, 2023. Now from $20 million/$22 million of preexisting debt with the
Seychelles, now we're talking about $500 million—it was the largest transaction that
TNC did, and, again, a return to Africa, and our first transaction in mainland Africa.
We couldn’t be more proud for it. And so, indeed, you're absolutely right, that the
developing world and, in particular, Sub-Saharan Africa, is facing what we believe is a
triple crisis: climate, biodiversity, and debt crisis. And unfortunately, these triple crises
are self-reinforcing. So, it’s a vicious circle, as countries face very high debt burdens,
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they can’tinvest in their own nature and their own climate commitments for the benefit
of their own nations and their people. In short, we see Gabon as a very useful example
for Africa and, for other emerging nations, because these transactions address

the triple crisis at its core, right? It helps countries with their liability-management
dilemmas, while unlocking substantial funding for conservation and for biodiversity
and climate that is reliable and sustainable in the long haul. In the case of Gabon,

we unlocked $163 million of conservation funding on the basis of that $500-million
refinancing, which will allow the country to credibly commit to protecting 30% of its
ocean.

The reinsurance we offer to support these transactions is new to the political risk
market. We're really keen to be supportive going forward. Aside from our ESG targets,
as you rightfully mentioned, we are very mindful that public finances alone will not

be enough to tackle the twin challenges of supporting specific investments aimed at
addressing development constraints, and global challenges such as climate change.
Slav, what do you see as the future of blue bonds? And what can we, as insurers, do

to better align ourselves with this product? Would that be more capacity to help build
scale, increasing tenors? What do you think would be the most helpful?

Yes, and yes, and yes, and then some more. Let me unpack that a little bit. Well, first

of all, let’s be clear, political risk insurance and credit guarantees are the alchemy

that makes these transactions possible. That is allowing us and others who are allies
on this journey, such as people that we mentioned earlier, to then organize the new
sustainable issuances at a much more competitive yield to maturity driven by Aa2-
type credit ratings that we're obtaining. And the only reason why Moody’s and others
would give the new issuances the new blue bonds, the new nature bonds, if you will,
Aa2 rating is the presence of risk mitigation. Effectively, we're substituting the credit
of emerging market issuers for that of someone else, be it USDFC, which is an entity of
the US government, multilateral banks, and others. This is absolutely a key aspect to
these deals, to reduce or eliminate sovereign credit risk as much as possible. Therefore,
political risk, private political risk insurers play such an important role, because, at

the end of the day, public-sector funding is limited, right? We all know that budgets

are stretched. We all know that all of these agencies have country limits and other
limits. That's why DFC does what it does, which is to look to reinsure itself to the tune
of 50% for each of these large political risk-backed transactions. Therefore, having
this robust interest on the part of Mosaic and your other peers is just so important.
Having the capacity, your earlier question—yes. Having the tenor to match the longer
tenors that are typically offered by DFIs—absolutely, yes. The third yes that | would add,
is to continue to innovate, and to come up also with other structures. One thing, for
example, that is on my mind is, yes, reinsurance is great, it's very important, it allows
the likes of DFC and others to offer more, so, absolutely, let’s keep it, let's double-down
on it. But then, what if, for example, your company and others, were willing to act as
credit insurers side-by-side with multilaterals? That would also be very powerful. What
if Mosaic took the role of TNC—Mosaic and others—perhaps, to complement the role
of TNC. A future transaction could involve IDB providing, let's say, up to 75%, and the
25% can be picked up by a number of private political risk insurers, NGOs, and other
organizations. In short, product innovation, including co-guarantees with multilaterals
could be very powerful and could allow us to do larger and even more meaningful
transactions.
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12:41 That's something that we can definitely work on. We actually saw an inquiry recently
where it would be more of a side-by-side relationship, so it’s very interesting that
you mentioned that. Thank you very much for your time today, Slav, and for sharing
your absolute wealth of expertise; it's been absolutely fascinating for me, and | hope
to everyone else out there as well, and we really look forward to seeing how these
structures develop in the future.

13:05 Thanks for listening. Feel free to download, follow and share on social and recommend
us to colleagues and clients. See you here next time for another Mosaic Moment.
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