Kindly hosted by:

D The Financial MiNTEL
Services Forum

The Move to A Circular Economy

24 January

#FSFEvents

W @TheFSForum - @mintelnews - @LBGNews - @ TheClearingNow - @ING_news - @circulareconomy

Y The Financial Services Forum

CORPORATE PARTNERS:

-

B-'-!‘ Bfightl.//’\\\,,i"; PUBLICIS.SAPIENT @



https://twitter.com/TheClearingNow
https://twitter.com/ING_news

L

The Financial
Services Forum

Gerald Naber

Ellen MacArthur Foundation

#FSFEvents

W @TheFSForum - @circulareconomy

Y The Financial Services Forum

-

BT

CORPORATE PARTNERS:

Bright T ALK

PUBLICIS.SAPIENT

Kindly hosted by:

MINTEL



https://twitter.com/circulareconomy

ELLEN MACARTHUR
FOUNDATION

ELLEN MACARTHUR
FOUNDATION

PHILIPS \ 44

RENAULT




The linear economy
s ripe for
disruption

i\

ellenmacarthurfoundation.org @ @circulareconomy



(‘ New swm that is

restorative and regenerative
by design




A circular economy is based on

three principles:

Design out
waste &

pollution

MANANANAN-

ﬂ:products
& materials in
u:/

p=

Regenerate
natural
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Where do we stand?
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8% CASCADED

RECYCLING?

4% PROCESS
LOSSES

14% COLLECTED
FOR RECYCLING

2%
CLOSED-LOOP

RECYCLING'
14% INCINERATION

AND / OR ENERGY
RECOVERY

78 MILLION
98% VIRGIN TONNES 40% LANDFILLED
FEEDSTOCK

(ANNUAL PRODUCTION)

32% LEAKAGE



The New Plastics Economy

1 CREATE AN EFFECTIVE AFTER-USE
PLASTICS ECONOMY

OTHER
MATERIAL

RECYCLING STREAMS

RADICALLY IMPROVED
ECONOMICS & QUALITY

DESIGN &
PRODUCTION

RENEWABLY SOURCED
VIRGIN FEEDSTOCK

DECOUPLE PLASTICS FROM 2 DRASTICALLY REDUCE THE

FOSSIL FEEDSTOCKS LEAKAGE OF PLASTICS INTO
NATURAL SYSTEMS & OTHER
NEGATIVE EXTERNALITIES
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INNOVATE CIRCULATE
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@NewPlast

#LinelnTheSand






ELLEN MACARTHUR
FOUNDATION

B Committed EUR 200mIn

CIRCULATE CAPITAL
Mobilised USD 1 trillion Committed USD 100 million

Q) aLuanceTo L sre INTESA ] S\NPAOLO

Committed USD 1 billion Committed EUR 5 billion




Thank you!

Gerald.Naber@ellenmacarthurfoundation.org
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Circular Supply

Chain

Logistics

manufacturing

———————

. Marketing
Sourcing & Sales

]
: Product \;
; development ,

Product
use

End of life

Reverse di l
Recovery & logistics Isposa

Recycling

Product Life

Mark Cliffe, ING Group Chief Economist Extender
Financial Services Forum, London
24th January 2019



https://twitter.com/ING_Economics

Financing the circular economy
Increased collaboration and complexity requires new approaches

Circular business models require multiple forms of capital from loans, bonds, equity to P2P
Cash flow lengthening needs optimisation to make circular business more financeable
Contracts become pivotal in financing circular business cases

Creditworthiness needs more attention as pay per use may attract less creditworthy users
Value creation in second hand markets can increase financeability

Design for disassembly can increase the residual value of products

Supply chain finance unlocks untapped financial resources

Integrated solutions are called for to deal with increased collaboration and complexity
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Appetite for circular finance is growing, but still limited...
Big corporates rely more on internal funds, startups on equity and P2P

Regular
products

‘Regular’ Loans
Lease
Supply Chain Finance

Defining ‘circular companies’ and ‘circular projects’
Raising awareness
Finance of circular related activities

Green Bond » Use of proceeds for circular activities
Link to ‘green
roducts’ Green Loan
P e Sustainable KPIs linked loan. KPIs related to Circular
, targets or improvement
Sustainable Improvement Loan g P
Business Product-as-a-Service * Tailor made solutions
Model

Development

Sharing platforms

Develop business cases and funding sources, eg.
Circular Supply Chain Accelerator (Cisca)




Will market forces alone drive the Circular Economy?
Six challenges facing circular business

Demand

From ECON 101... Would you pay more to go green?

1. Consumer demand - limited appetite to pay for | 1 70% of consumers said they would pay 5%
circularity, esp. in emerging markets more for green products assuming they meet
2. Counter trends: Cult of convenience... ‘fast the same performance standards, but less
fashion’, same day delivery than 10% would pay 25% more. Source:
3. CSRinvestor pressure — can investors get higher sy
returns from circularity? a
Supply Price developments of Metals and Raw Materials
200 - 2007 =100 —Metals index - 200
1. Costs —virgin raw materials are cheaper —Industrial Raw Materials index
2. Culture - business need to rethink their models 150 - - 150
and collaborate
3. Creativity — innovation needed to make circularity 100 - - 100
economic
50 50

2007 2009 2011 2013 2015 2017 2019
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How policy can catalyse change

1. Taxes and subsidies

. Use market mechanisms to incentivise change

. Energy taxes — ‘gilets jaunes’ shows need for holistic reform, e.g.
‘carbon tax and dividend’ plan which compensates the poor

. Plastic bag tax triggers big behaviour changes

. R&D and investment support

2. Rules and Regulations

. Definitions, standards, labels, targets and measurement are key
. Rules on waste and recycling, reuse, product life extension

. Support from public investment and procurement

. International collaboration and trade

Catalyst: societal pressure \
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The clear need for sustainable business
Environmental challenges require businesses to act

Climate change

“It takes communities, cities, states, industry, business and
everyday people...”

¢ Melting of ice and the rising of the seas results in
flooding and erosion of coastal and low lying areas

e Extreme weather causing floods and decreasing
water quality

¢ Globally effecting all regions, both rural and urban

¢ Introducing risks for human health, society, economy
and wildlife

... to transform high-level decisions into real-world action”

— Patricia Espinosa, UNFCCC Executive Secretary, COP23

Resource scarcity
By 2050, the global population is expected to reach 9 billion

Current resource consumption compared to the earth’s
regenerative capacity differs by region

¢

1,5x

@ & o ¢

2

S8 6 O &

X

5x

... increasing pressure not only on Earth’s natural resources,
but also on many of the world’s most environmentally
sensitive regions

— WWF, 2017

Water distress

If no changes are made, ...

e Projected 2% annual demand growth for freshwater

will lead to serious constraints
e One out of two countries is prone to water stress

¢ Flood-prone zones need better protection

...global water demand is forecasted to outpace the
sustainable water supply in 2040 by 35%...

—ING, 2017
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Five Circular Economy Business Models | Explanation

Circular supplies

Resource recovery

Product life extension

Sharing platforms

Products as a service (PaaS)

Provide fully renewable, recyclable or biodegradable materials

Recover embedded value or useful resources/energy out of disposed products

- Adopt Cradle-to-Cradle (CtC) designs where disposed products can be reprocessed

Extend the total lifecycle of products and assets
Reduce wastage of materials by adopting the following strategies:
Resell the products and assets to another user
Repair / Upgrade the products and assets
Remanufacture the products and assets
Generate additional revenue from extended use of products

Promote a platform for collaboration among product users
Facilitate the sharing of overcapacity or underutilization

Maximise utilization, benefitting companies whose products have low utilization or ownership

Provide alternative to “buy and own” model by introducing lease or pay-for-use

- Shift business focus from volume to performance by increasing upgradability and durability

Reduce costs and cannibalization risks stemming from longevity, reusability and sharing




Five Circular Economy Business Models

Circular Supply

Chain

Logistics

manufacturing

- mm mm ooy

. Marketing
Sourcing & Sales

]
: Product ‘;
; development ,

End of life
Reverse disposal

Recovery & logistics
Recycling

Product Life
Extender

Source: Accenture




Multiple forms of capital to finance circular business models

Need to finance circular business models

Bank finance Corporate debt

Traditional corporate lending to finance circular businesses with guarantees at corporate level.

Lease

Can fit pay per use earning models. Applicable to clients that are creditworthy and products with
predictable residual values in second hand markets.

Factoring & supply chain Finance

Can solve the prefinancing issue of pay per use earning models by selling uncertain future cash
flows to a financial institution.

Structured finance

Can be a financing option for large stand alone circular projects

Balance sheet reduction through
off balance finance

Can solve the issue of balance sheet extension.

Capital Markets Equity finance: Initial Public Offering

Debt finance: Green Bonds

Waluable sources of finance for mostly larger and mature circular businesses that meet the scale
and requirements of the capital markets.

Foundations and Impact
investors

Most circular businesses are still at their pilot stage, are not profitable yet or are lacking a track
record. Non-commerdial finance can bridge the gap from pilot stage to growth stage as they are
less concerned with being fully compensated for the financial risk.

Venture Capital, Private equity,
Family Offices

Finance source for the many startup businesses in the circular economy. However, their requirement
for high growth and relatively fast payback horizons might limit suitability for circular businesses.

Near banks like Google, Apple,
Amazon, etc

Offer new payment facilities and possibly working capital solutions.

Crowd funding Peer2Peer lending

Equity investment

Finance source for circular businesses that involve the (local) community or those based upon ideas
that appeal to the crowd.

26
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Pay-per-use requires more emphasis on cash flow timing

Pay per use models transforms the company cash flows...

e ..producers as one-off sales are replaced by contracted cash flows
The focus shifts from asset values to the timing of cash flows
Contracts that shorten the pay back period boost returns (see 3. vs. 2)

1. Direct sales model 2. Pay per use _ .
3. Shortening the pay back period
150 _ 150
120 Revenues = 120 Revenues equal 150 as company 150 Revenues still equal 150 but timing of
prefinances clients cash flows improves return
50 50 30 30 30 30 30 50 40 40 a0
15 15
-50 -50 -50
-100 Investment = 100 -100  Investment = 100 -100  Investment = 100
-150 -150 -150
0 1 2 3 4 5 0] 1 2 3 4 5 0 1 2 3 4 5

" ING i



Supply chain finance can facilitate circularity of supply chains

1. Supplier delivers goods to buyer ——
> E——
2. Supplier sends goods invoice to buyer through online platform —_——

=] = > S

Supplier 5. Supplier receives
immediate payment

at discount

Buyer

3. Buyer approves
invoice

4. Accounts Receivables
are transferred to bank

6. Buyer pays full amount
to bank at maturity date

Financial institution
: ' ;
Pre-Shipment Phase i Post-Shipment Phase
PO. or Order : ; : In Transit/ Order Received/ Invoice Negotiation

Future stage of SCF : Current stage of SCF

(\ J

In the future supply chain finance will evolve to earlier stages in the supply chain
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LLOYDS BANKING GROUP: HELPING BRITAIN —
PROSPER

A brief introduction

HELPING
BRITAIN
PROSPER
PLAN

201617 update

Confidential

Helping Britain get a home 3 targets

Helping save for the future 1 target

Building employability and digital skills 4 targets

Supporting businesses to start up and 5 targets

grow

Supporting the transition to a lower 2 targets
carbon economy

Tackling social disadvantage across S targets

Britain

Championing Britain’s diversity 3 targets

© 2018 Lloyds Banking Group plc and its subsidiaries



COMMERCIAL BANKING

A sense of the business

LLOYDS

BANKING GROUP

J ~ 75,000 clients

J £3m + turnover

J All Industry sectors

J UK focused plus USA, Europe,

Asia

J ~7,000 colleagues

J Directly responsible for 8/23
targets in the Prosper Plan

Confidential

Y

Sustainable &
Natural
Resources

Al

Real Estate
& Housing

b

Industrials &
Infrastructure

H

Agriculture

Multi-
Nationals

e
Ser\g HE,

Charities, PG
& TMT




SUSTAINABILITY

Support from Commercial Banking

LLOYDS

BANKING GROUP

Confidential

COMMERCIAL BAN

The sustainability
challenge

How can we help you become more sustainable?

Funding from Lloyds Bank can support a broad range of investments in sustainable business — from small improvements
inenvironmental impact, right through to large-scale renewable energy infrastructure.

Cloan Growrth Finance Initiative

You can access discounted lending for green purposes through our
Clean Growth Finance Initiative— which alms to be the mostinclusive
proposition in the market We've teamed up with leading sustainability
consultants to develop a list of qualifying green purposes.”

Commercial Real Estate

Renewable Energy Sector
These Include:
feduce Enargy Low carhon
ermissons winciency trarsfior Supporting you with sustalnability strategy
We partnered with the University of Cambridge
Whatever level ocrl f Institute for Sustainability Leadership to create
3 ‘ S{IPPOIYAY Fethior a relationship manager training programme.
W/ w your sustainabllity
goals, talk to your The training is designed to help us support clients
LLOYDS BANK R st Relationship Managar inthe fast-moving landscape of sustainability.
anarecycie afficiency to find out more.

© 2018 Lloyds Banking Group plc and its subsidiaries 4



FOOD FOR THOUGHT

LLOYDS

BANKING GROUP

How can we reduce waste and improve circular economy behaviours?

COMMIT COLLABORATE COMMUNICATE

The Princr's 5%
Fwag rathe (X )
b N T

rI-T’S TIME TO STOP

. THROWING OUR FUTURE Awm_r_l
colleagues J ‘# <

AH‘\bl“OUS Axmavken o Daest 1 the Cavemanty i Prece's

12 Durant ctestuoghils dwto duwge. Tog efher m'se o ek now o
Oued w1 W st wyp of [T —— . PROKIR Todky weie
sustainability e
1. St Largets b mprove the productivity of [esouices et we ey for our busneas
commitments 2. Work colectrvey 10 dubl the NALOA'S FIOUNCE PPOSACTVEY and 1edacs Mvaldible
waste by 2030, cortrtuting In the way that Is most reevant 1o our business.
3. Rwdashs how 1es0ucws alv Used In our prediyCis, 3 ervices and cpwraticns.
4, Collabiorate acToms sur organtsations. vikse chu s and secirs,
Ry and report on by ta share leaming and demonatente resuts.

ot 1 yoarn

e Gy by ek e b oy Wl v s oy ben. o bevmenton Lusbvssaes
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e @@ @ILL tweriace D=z, Sustainable food retailer, Company Shop,

carvarws

,,,,,,,,,, D ommees arvp [ 2ntc % [EE owente s pmmm is set to bag store expansion programme
B v teind o pmm Q] MSS mve Y s =

Orsted romm ',‘;.L raeds pe  RICOH SKY 295 G .:g;; ervara
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| am not an expert
INn sustainability.

I’'m a brand
consultant.




Brands are assets with indefinite useful lives
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This is all about long-
term value-creation.



The Circular Economy...

Mining &
Materials Manufacturing

Farming &
Collec¢tion®

Biological Technical

Materials

Materials

Soil . Biasphere
Restoration

Retail & Service Provider

; l

Cascades
Consumer

Anaerobic Digestion
& Compoéting’

Extraction of
Biochemical
Feedstock?

Leakage



The Circular Economy... Requires cooperation




Design out waste




Designed deterioration Bette Y
Than New

Patagonia® Surf Trunks from 1994
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Dematerialised service




P2P Asset Management

D9+ O A=

PEOPLE PLACES Love Alegng



Cascading resources
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e Remanufactured diesel
- — g particulate filters.
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How to create value in a Circular Economy

Design out waste
Designed deterioration
Repair and refurbish
Product as service

Dematerialised service

P2P asset management
(Sharing economy)
Resource cascading
Modular design

Remanufacture



Introducing the branao
of the future... and Its
implications for
financial services.



CENTRALISED MANUFACTURE RE-DISTRIBUTED MANUFACTURE

On @
\i/

/I\
ol Yo

S Supplier
@ Manufacturer ‘TECHNOLOGIES, SYSTEMS AND STRATEGIES THAT CHANGE THE ECONOMICS AND
@ Retailer ORGANISTATION OF MANFACTURING, PARTICULARLY WITH REGARD TO LOCATION’
i —EPSRC



SHbbn

Estimated size of the

global sneaker market
in 2015

33%

Of shoes are
produced in Asia

1.5
tonnes

Of waste
to landfill



How do we help
local entrepreneurs
invest in the

franchise?

oraug




Your shoes Your basket

Home

How do we define
the core business RUNNING SHOES

and peer group?

Technology?
Manufacturing? / >
Retail? )
Something else? >
‘ NAME OF SHOE NAME OF SHOE NAME OF SHOE NAME OF SHOE
=B, N HI-RUNNER 5 s
: DO . i d RELEASED
—_— i Roaner’ 19/10/2016

LOCATIONS CHANGE COLORWAY

PRINT TIME
140 mins

£90

Powered by ciseo




\ 2 prigsy

NANE OF SHOE
1-_'."
= COLOUR CHANGE COLOUR
S Black

NAME OF SHOE " X ’

o S N e 13 | READY FOR COLLECTION N

3.3hrs

Borough

Clerkenwell

SELECTED SHOE
Lightweave

NAME OF SHOE

How do we monetise
' the value of the data
Al created in the

’wy : purchase process?



A zero inventory
store, with few
owned assets. How
do we evaluate

subscription versus
\ takeback models?
|
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LONDON AREA
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Who owns the raw

materials? Are the
shoes sold or
leased? ety
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KINGSTON
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GREENYICH

BROMLEY




What is the
reputational and
customer loyalty

impact of more
intimate customer
understanding?




Are we better able to
model demand?
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How do we balance
the value of energy,
material and data
flows?

Do we need to
certify the model?

SPORTS

PERFORMANCE

SPORTS
STYLE

PEOPLE CAN
TRACK THEIR SHOE
CONDITION AND
TRADE IN A PART
\VHEN IT NEEDS
REPLACING,

T0 REDUCE
INJURIES

PEOPLE SCAN THEIR
FOOT IN-STORE OR
ON THEIR APP, AS

EVERY SHOE IS MADE
TO MEASURE. THEY

DIGITAL TECHNOLOGIES SUCH
AS AUGMENTED REALITY OR
VIRTUAL REALITY ALLOWS
PEOPLE TO VIRTUALLY TRY
THEIR SHOES ON.

CAN CHOOSE FROM,
RATE OR CREATE
THEIR OWN DESIGN.

EVERY PAIR IS MADE TO
ORDER LOCALLY IN BOROUGH
STORES. PEOPLE CAN
CHOOSE BETWEEN BUYING A
PAIR OR A SUBSCRIPTION.

CREATE

PEOPLE CAN TRADE-IN
PART OF OR THEIR ENTIRE  RECREATE usE | penmara
mgﬂ:g IE:E':S GIVE PEOPLE STYLE THE INTELLIGENT
SHOES. EVERYTHING IS INSPIRATION THAT GETS SHOES LEARN AS
REUSED OR REMADE. GET  GIVE MORE PERSONALISED THEY ARE WORN
":5:"'!'% #gu = AND VALUABLE DATA
i IS FED BACK INTO
3 THE DESIGN
PROCESS. THE DATA
ﬁ:ﬁ: g;mm ALLOWS PEOPLE T0
SHARING WITH COMMUNITIES oo
PEOPLE CAN SHARE DATA OTHERS,
(WITH BOROUGH AND 3RD PARTIES)
FOR REWARDS AND MORE
PERSONALISED DESIEN
PEOPLE GET REWARDS FOR it

EXERCISING IN THEIR SHOES
AND COMPLETING CHALLENGES



A circular business
model only works If
the brand experience
'S circular too.
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Forthcoming The Financial Services Forum Events

« Lessons From Fintechs — 29 January 2019
« The Experience Gap — 30 January 2019
« The Ageing Population — 05 February 2019

« Open Data, Open Banking — 07 February 2019

For more 2019 events go to: www.thefsforum.co.uk/events/
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