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ENERGY MARKETS IN 2020: A SEASON OF TURMOIL

The crisis is hastening the retirement of some older plants and facilities, but it is also
dampening consumer spending on new and more efficient technologies.

 The global energy demand is expected to decline by 6% in 2020, a decrease
not seen since World War II

 A 25% collapse of oil demand in April has no equals for the oil & gas industry

 Energy-related greenhouse emissions should decline by 8%, the biggest annual
reduction ever recorded

 For the first time in the history, oil prices turned negative

Covid-19 is testing the 
limits of the global 
energy and climate 
system. 

 Fuel supply investments hit hardest in 2020 while utility-scale renewable
power has been more resilient

 Some of the most dramatic cuts are in the oil and gas sector – in many cases
above 50%

 Investment in power sector are outpacing those in oil & gas at record levels

Total investment in the 
sector to plunge by an 
unprecedented 20%, or 
almost $400 billion. 
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ENERGY MARKETS IN 2020: CHANGES TO THE ENERGY-
RELATED CAPITAL STOCK

Source IEA, May 2020

CHANGES TO THE ENERGY-RELATED CAPITAL STOCK IN 2019 AND 2020 AS A SHARE OF TOTAL STOCK IN THE 
PRECEDING YEAR 
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OIL PRICE VS. S&P 500 AND US TREASURIES 
SINCE 1989 (100 = DEC-1989)

OIL PRICE VS. S&P 500 AND US TREASURIES 
SINCE 1999 (100 = DEC-1999)

Source BNP Paribas AM, Bloomberg, June 2020Past performance is not an indication of future performance. TR: Total Return
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WHY PREFUNDING IS THE SOLUTION?

IMPROVES EFFICIENCY OF 
MATCHING LIABILITIES 

HELPS MITIGATE OPERATING 
EXPENSES VOLATILITY

REDUCES BALANCE SHEET, 
COST OF CAPITAL AND 

CREDIT RATING PRESSURE

OFFERS MORE CORPORATE 
OPTIONALITY

OPENS UP DELEVERAGING 
OPPORTUNITIES

IS CRUCIAL WHEN FACING 
EARLY DECOMMISSIONING
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A COMBINED BNPP SOLUTION

TRANSITION / 
DECOM BOND 

ISSUANCE

EQUITY 
ISSUANCE

RISK
MANAGEMENT

PRE-FUNDING 
A DECOMMIS-
SIONING FUND

INVESTMENT 
STRATEGY

CASH FLOW 
MANAGEMENT

BNPP CIB BNPP AM 

 Pre-fund long-term liabilities with “Transition” bonds fully or
partially dedicated to decommissioning

 Sustainable decommissioning investment objectives with clear ESG
targets in line with the corporate strategy

 Holistic process covering all financial aspects of decommissioning:
 Funding and corporate risk management;
 Investment management; and
 Governance arrangements.

FEATURES

 Bespoke (ESG-compliant) investment solutions for clients through
decommissioning cash-flow matching portfolios

 Produced by a combination of liquid and illiquid solutions

 Generating net positive carry

 Controlled execution under strict portfolio management, risk
management and governance processes

 Choice of vehicle

 Potentially using the Investment Reserve to (co)finance energy
transition activities

 Access to the Investment Reserve in case of earlier then planned
decommissioning

INVESTMENT FRAMEWORK AND STRATEGY

Source: BNP Paribas Asset Management, June 2020
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KICK-START THE INVESTMENT RESERVE: ISSUING A 
“TRANSITION” BOND

WHAT WOULD IT BE?

A bond issued to pre-fund the decommissioning of old brown assets as well as land reclamation
and repurposing activities in line with low-carbon and inclusive economy objectives.
The proceeds of the bond could target in priority pre-funding of decommissioning of brown assets,
such as coal fired power plants, mines, O&G facilities.

WHY IS THIS 
PRODUCT 

INNOVATIVE?

Current green / transition bonds have been financing mainly greenfield projects or decommissioning
of assets by issuers dedicated to this activities (i.e. the entity decommissioning is different from the
owner/operator of the asset)
The current proposition would be a first in the market looking at effectively removing brown assets
and also financing land rehabilitation with a dual environmental and social perspective.

WHO COULD ISSUE?

Issuers with ambitious transition strategy and solid sustainability strategy and ESG credentials
The issuance would enable to effectively align funding mechanism with issuers’ transition levers and
overarching sustainability strategy, signalling to the market a clear transition towards low-carbon
business.

WHO WOULD 
INVEST?

Investors with sustainability mandates and/or sustainability funds that can invest beyond “pure”
green bonds and providing they are convinced by the issuer overarching sustainability strategy and
ESG credentials and how the issuance fits within this context at issuer level.
Mainstream investors who are increasingly factoring ESG consideration in their investment
decision as way to enhance risk adjusted returns and looking to invest in issuers with strong
transitioning profiles.
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PRE-FUNDING - THE DECOMMISSIONING INVESTMENT 
RESERVE

WHAT WOULD IT BE?
Proceeds of the bond issuance are invested in a decommissioning investment reserve / fund to
meet the company’s decommissioning liabilities in line with best practices in institutional
investment.

HOW WOULD THE 
RESERVE / FUND 

INVEST?

The investment strategy takes into account the company’s own corporate finance and
sustainability objectives as well as the decommissioning profile.
Investment guidelines will aim to:

• Highlight the need to match all long-term decommissioning liabilities (not just pure
operational ones)

• Ensure consistency between decommissioning project duration and the investment
strategy horizon

• Provide a buffer for potential over-run costs
• Invest in sustainable and ESG-related asset classes

Other inputs in the development of the decommissioning investment strategy include:
• A clear affordability (i.e. issuance of the transition bond and other cash contributions) and

security of any additional funding contributions
• The capacity to meet potential funding gaps (normal operations)
• The capacity to undertake early decommissioning (in nuclear for example) or implement

complex strategic investment or corporate decisions

WHAT IS THE 
GOVERNANCE 
STRUCTURE?

The transparent investment vehicle or structure guarantees a strong governance and is open to
independent verification, regular monitoring and effective risk management.

9



BENEFITS FOR OIL & GAS PRODUCERS

REINFORCE 
SUSTAINABILITY 

VIRTUOUS CIRCLE

All aspects of the corporate strategy are replicated in the pre-funding of the decommissioning
investment reserve, which an help achieve the company’s sustainability objectives

MEET REGULATION 
AND STAKEHOLDERS 

EXPECTATIONS 

This strategy can demonstrate activities relevant for the “do no harm” category in the EU Taxonomy.
This strategy can demonstrate an increased amount of capital expenditures towards activities that benefit
the environment.
The strategy can be communicated to stakeholders that transition bond issuance proceeds are invested in
green vehicles

CAPTURE FINANCIAL 
BENEFITS

Reduce financial cost for the company: The financial decommissioning cost is partially covered by
the capital market returns.
Increase the ability to match liability: Commodity price exposure is fundamentally dissociated from
remediation provisioning and expense. Long-term investments can diversify the income generation
and reduce the conflicting demands on cash flow.
Reduce the pressure of cost of capital: Pre-funding reduces the standing requirement to maintain
debt materially in excess of investment requirements and the negative impact on long-term return
on capital.

IMPROVES 
OPERATIONAL AND 

CORPORATE 
FLEXIBILITY

Reduce the impact of expense volatility: Exposure to expense volatility with high over-run probability can be
better managed
Increase exit optionality: Corporate strategy may require divestment of an asset. Decommissioning
obligations can form a material item in the negotiation of terms of sale. The attractiveness of the asset will in
part be dictated by the ability to meet future remediation expenses and provide security to this effect.
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UNDERSTANDING A FUNDED DECOMMISSIONING 
APPROACH

LIABILITIES ASSETS STRUCTURE

D
EC

IS
IO

N
S

 Consistence between the offshore 
oil decommissioning project 
duration and the decommissioning 
fund maturity

 Accounting for all costs (not just 
planned offshore oil 
decommissioning)

 Provide estimates of over-runs

 Affordability and security of funding 
contributions

 Potential funding gaps (normal 
operations)

 Risk of early well closure

 Fund management, captive 
insurance or trust structure

D
R

IV
ER

S

 Expected future decommissioning 
costs

 Inflation considerations

 Discount rate methodology

 Contributions

 Investment principles

 Return objectives

 Risk tolerance

 Liquidity budget

 Independent verification, regular
monitoring and dynamic risk
management.

KEY STRATEGIC DECISIONS AND DRIVERS
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BRINGING IT ALL TOGETHER (I)

RETURN OBJECTIVE RISK TOLERANCE LIQUIDITY (TIME) 
BUDGET ESG CONSIDERATIONS

SHAPE OF THE 
DECOMMISSIONING 

LIABILITIES

INFLATION 
EXPECTATIONS SPONSORING ENTITY

REGULATIONS AND 
OTHER 

CONSIDERATIONS

DECOMMISSIONING ASSET 
VEHICLE

ASSET MANAGEMENT 
ARRANGEMENTS

ON-GOING RISK 
MANAGEMENT

GOVERNANCE 
ARRANGEMENTS

INVESTMENT STRATEGY, DECOMMISSIONING LIABILITIES AND IMPLEMENTATION ARRANGEMENTS

DYNAMIC ASSET ALLOCATION

LIABILITY DRIVEN INVESTING

GROWTH ASSETS

CASH-FLOW DRIVEN INVESTING
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BRINGING IT ALL TOGETHER (II)

Source BNP Paribas AM, June 2020This is for illustrative purposes only and does not constitute any investment advice or recommendation. No 
assurance can be given that any forecast, target or opinion will materialise.

LONG-TERM INVESTMENT STRATEGY: ILLUSTRATIVE LIABILITY CASH FLOW VS. CONTRIBUTIONS & ASSET CASH 
FLOW

Fund strategy that 
establishes the investment 
strategy and the fund 
structure.

Stable investment and 
contribution strategy 
that meets the long tail.

Contribution schedule 
that establishes the one-
off contribution or level of 
on-going contributions.

Dynamic risk 
management that affects 
the investment strategy 
during the life of the 
decommissioning 
exercise.

Full funding reached at 
an early stage that 
mitigates early 
decommissioning risk.

Initial 
contribution that 
provides the 
critical asset 
mass to benefit 
from market 
returns.
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ESG

GUIDING PRINCIPLES

GUIDING PRINCIPLES FOR A SUSTAINABLE ENERGY TRANSITION AND FINANCIAL 
DECOMMISSIONING STRATEGY 

Corporate-
wide strategy Flexibility

Consistency Sustainability

Dynamic asset 
management

Liability-based 
investing

Transition / decommissioning bond  
issuance

14

Source BNP Paribas AM, June 2020



Q&A
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APPENDIX: THE 
DECOMMISSIONING CHALLENGE
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STANDARD ASSET DECOMMISSIONING PROCESS 

Exploration 
Generative 

Stage
Primary 

Exploration
Asset 

Construction
Asset 

Production 
(useful life)

Asset Closure, 
Decommission, 

Retirement, 
Rehabilitation

Monitoring 
and 

Evaluation
Lease 

Relinquishment

 Companies have decommissioning obligations in order to remedy the physical, social and environmental impact their 
activities have on the surrounding landscape, public health and communities.

 They also need to ensure a sufficient reversal of the negative impact that their fixed assets have on the environment 
upon the end of the useful asset life. 

 The estimated cost related to such obligations are reported as balance sheet provisions.

 Across the 4 sectors studied the asset life cycle generally follows the below process:
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ESTIMATED DECOMMISSIONING COSTS BY REGION

Source BNP Paribas AM, Bloomberg, May 2020
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DECOMMISSIONING: THE SCALE OF THE CHALLENGE

OVER $3.6 
TRILLION

C. GBP 51  
BILLION

OVER 35,000 
COALMINES

29,000 POWER 
PLANTS

1200Is the number of mines
open or closed. We
estimate this a
conservative number 3

THIS IS A PLACE-
HOLDER TXT

Is the decommissioning bill 
of the Oil and Gas sector in 
the North Sea UK 
Continental Shelf area 
alone2

Is the number of power
plants, 2,000 of which
coal powered, that were
highlighted in the study 1

48%

6%

14%

32%

Estimated Decommissioning Costs by Sector

Nuclear

Coal Power Plant

Oil & Gas

Mining

25%

38%
1%

32%

2%

2%

Estimated Decommissioning Costs by Region

Europe

North-America

South-America

Asia

Australia

Africa

Is the global estimation
of the asset retirement
obligations across the 4
power sectors studied1

1 BNPP AM UK Review of 4 power sectors, 2019 
2 O&G Authority, 2019
3 UNIDO, 2018 No assurance can be given that any forecast, target or opinion will materialise.
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DECOMMISSIONING: THE SCALE OF THE CHALLENGE

Only nuclear liabilities are partially backed 
by financial assets

Other sectors have very little or no assets set aside.
In most cases, the level of pre-funding covers only a fraction of 
the estimated decommissioning costs.4

The size of decommissioning liability 
estimates have a material impact on the 
valuation of a company
.
Closing the current generation of large scale sites can cost 
hundreds of millions more than estimates. Many cases have 
proven to be in excess of $1bn for a single asset.5

These liabilities weigh heavily on corporate balance sheets.

Nuclear and mining sectors have the highest global decommissioning costs 

It is because of :
 Dismantling cost
 Remediation to environment
 Continued maintenance and monitoring on certain facilities

 Nuclear plant fuel rods that have no permanent disposal repository can cost companies millions of dollars to 
monitor years after the end of the useful life of a power plant

 Certain mines needs $10m of expenditure in perpetuity to neutralise rock drainage from closed workings 
 Regulatory onus such as ongoing water treatment, dam maintenance and environmental monitoring stays in place long 

after the closure of site.6

4 European Commission, 2019
5 Lockgate 2016
6 Worldbank.org 2019 20
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SUPERVISION BETWEEN THE NATIONAL COMPETENT AUTHORITIES IN CASE OF BRANCHES AND APPLICABLE NATIONAL RULES AND REGULATIONS. BNP PARIBAS NIEDERLASSUNG DEUTSCHLAND IS REGISTERED WITH LOCATIONS AT EUROPA ALLEE 12, 60327 FRANKFURT
(COMMERCIAL REGISTER HRB FRANKFURT AM MAIN 40950) AND BAHNHOFSTRASSE 55, 90429 NUREMBERG (COMMERCIAL REGISTER NUREMBERG HRB NÜRNBERG 31129).

BELGIUM - BNP PARIBAS FORTIS SA/NV IS AUTHORISED AND SUPERVISED BY EUROPEAN CENTRAL BANK (ECB) AND BY THE NATIONAL BANK OF BELGIUM, BOULEVARD DE BERLAIMONT 14, 1000 BRUSSELS, AND IS ALSO UNDER THE SUPERVISION ON INVESTOR AND
CONSUMER PROTECTION OF THE FINANCIAL SERVICES AND MARKETS AUTHORITY (FSMA), RUE DU CONGRÈS 12-14, 1000 BRUSSELS AND IS AUTHORISED AS INSURANCE AGENT UNDER FSMA NUMBER 25789 A.

BAHRAIN - THIS DOCUMENT IS BEING DISTRIBUTED IN BAHRAIN BY BNP PARIBAS BAHRAIN BRANCH (REGISTERED OFFICE AT BAHRAIN FINANCIAL HARBOUR, FINANCIAL CENTRE – WEST TOWER, P.O. BOX 5253, MANAMA, KINGDOM OF BAHRAIN), A BRANCH OF BNP PARIBAS,
INCORPORATED IN FRANCE WITH LIMITED LIABILITY. BNP PARIBAS BAHRAIN BRANCH IS REGULATED AND LICENSED AS A CONVENTIONAL WHOLESALE BANK BY THE CENTRAL BANK OF BAHRAIN.

USA - BNP PARIBAS SECURITIES CORP., A SUBSIDIARY OF BNP PARIBAS, IS A U.S. REGISTERED BROKER DEALER AND A MEMBER OF THE FINANCIAL INDUSTRY REGULATORY AUTHORITY, INC. AND OTHER PRINCIPAL EXCHANGES. BNP PARIBAS IS INCORPORATED IN FRANCE
WITH LIMITED LIABILITY. CLIENTS SHOULD CONTACT AND EXECUTE TRANSACTIONS THROUGH A BNP PARIBAS ENTITY IN THEIR HOME JURISDICTION UNLESS GOVERNING LAW PERMITS OTHERWISE.

BY ACCEPTING THIS DOCUMENT YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.

BNP PARIBAS (2020). ALL RIGHTS RESERVED.
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DISCLAIMER
BNP PARIBAS ASSET MANAGEMENT UK LIMITED, “THE INVESTMENT COMPANY”, IS AUTHORISED AND REGULATED BY THE FINANCIAL CONDUCT AUTHORITY. REGISTERED IN ENGLAND NO: 
02474627, REGISTERED OFFICE: 5 ALDERMANBURY SQUARE, LONDON, ENGLAND, EC2V 7BP, UNITED KINGDOM. 

THIS MATERIAL IS PRODUCED FOR INFORMATION PURPOSES ONLY AND DOES NOT CONSTITUTE:

1. AN OFFER TO BUY NOR A SOLICITATION TO SELL, NOR SHALL IT FORM THE BASIS OF OR BE RELIED UPON IN CONNECTION WITH ANY CONTRACT OR COMMITMENT WHATSOEVER OR 

2. INVESTMENT ADVICE. 

THIS MATERIAL MAKES REFERENCE TO CERTAIN FINANCIAL INSTRUMENTS AUTHORISED AND REGULATED IN THEIR JURISDICTION(S) OF INCORPORATION. 

NO ACTION HAS BEEN TAKEN WHICH WOULD PERMIT THE PUBLIC OFFERING OF THE FINANCIAL INSTRUMENT(S) IN ANY OTHER JURISDICTION, EXCEPT AS INDICATED IN THE MOST RECENT 
PROSPECTUS AND THE KEY INVESTOR INFORMATION DOCUMENT (KIID) OF THE RELEVANT FINANCIAL INSTRUMENT(S) WHERE SUCH ACTION WOULD BE REQUIRED, IN PARTICULAR, IN THE 
UNITED STATES, TO US PERSONS (AS SUCH TERM IS DEFINED IN REGULATION S OF THE UNITED STATES SECURITIES ACT OF 1933). PRIOR TO ANY SUBSCRIPTION IN A COUNTRY IN WHICH 
SUCH FINANCIAL INSTRUMENT(S) IS/ARE REGISTERED, INVESTORS SHOULD VERIFY ANY LEGAL CONSTRAINTS OR RESTRICTIONS THERE MAY BE IN CONNECTION WITH THE SUBSCRIPTION, 
PURCHASE, POSSESSION OR SALE OF THE FINANCIAL INSTRUMENT(S).

INVESTORS CONSIDERING SUBSCRIBING TO THE FINANCIAL INSTRUMENT(S) SHOULD READ CAREFULLY THE MOST RECENT PROSPECTUS OR OFFERING DOCUMENTS AND/OR KEY 
INVESTOR INFORMATION DOCUMENT (KIID) AND CONSULT THE FINANCIAL INSTRUMENT(S’) MOST RECENT FINANCIAL REPORTS. THESE DOCUMENTS ARE AVAILABLE ON THE WEBSITE.

OPINIONS INCLUDED IN THIS MATERIAL CONSTITUTE THE JUDGEMENT OF THE INVESTMENT COMPANY AT THE TIME SPECIFIED AND MAY BE SUBJECT TO CHANGE WITHOUT NOTICE. THE 
INVESTMENT COMPANY IS NOT OBLIGED TO UPDATE OR ALTER THE INFORMATION OR OPINIONS CONTAINED WITHIN THIS MATERIAL. INVESTORS SHOULD CONSULT THEIR OWN LEGAL AND 
TAX ADVISORS IN RESPECT OF LEGAL, ACCOUNTING, DOMICILE AND TAX ADVICE PRIOR TO INVESTING IN THE FINANCIAL INSTRUMENT(S) IN ORDER TO MAKE AN INDEPENDENT 
DETERMINATION OF THE SUITABILITY AND CONSEQUENCES OF AN INVESTMENT THEREIN, IF PERMITTED. PLEASE NOTE THAT DIFFERENT TYPES OF INVESTMENTS, IF CONTAINED WITHIN 
THIS MATERIAL, INVOLVE VARYING DEGREES OF RISK AND THERE CAN BE NO ASSURANCE THAT ANY SPECIFIC INVESTMENT MAY EITHER BE SUITABLE, APPROPRIATE OR PROFITABLE FOR 
AN INVESTOR’S INVESTMENT PORTFOLIO.

GIVEN THE ECONOMIC AND MARKET RISKS, THERE CAN BE NO ASSURANCE THAT THE FINANCIAL INSTRUMENT(S) WILL ACHIEVE ITS/THEIR INVESTMENT OBJECTIVES. RETURNS MAY BE 
AFFECTED BY, AMONGST OTHER THINGS, INVESTMENT STRATEGIES OR OBJECTIVES OF THE FINANCIAL INSTRUMENT(S) AND MATERIAL MARKET AND ECONOMIC CONDITIONS, INCLUDING 
INTEREST RATES, MARKET TERMS AND GENERAL MARKET CONDITIONS. THE DIFFERENT STRATEGIES APPLIED TO FINANCIAL INSTRUMENTS MAY HAVE A SIGNIFICANT EFFECT ON THE 
RESULTS PRESENTED IN THIS MATERIAL. PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE AND THE VALUE OF THE INVESTMENTS IN FINANCIAL INSTRUMENT(S) MAY GO 
DOWN AS WELL AS UP. INVESTORS MAY NOT GET BACK THE AMOUNT THEY ORIGINALLY INVESTED.

GROSS OF FEES PERFORMANCE INCLUDED IN THIS MATERIAL DO NOT REFLECT THE DEDUCTION OF COMMISSION, FEES AND OTHER EXPENSES INCURRED. RETURNS WILL BE REDUCED 
AFTER THE DEDUCTION OF SUCH FEES. 

THIS DOCUMENT IS DIRECTED ONLY AT PERSON(S) WHO HAVE PROFESSIONAL EXPERIENCE IN MATTERS RELATING TO INVESTMENTS (“RELEVANT PERSONS”). ANY INVESTMENT OR 
INVESTMENT ACTIVITY TO WHICH THIS DOCUMENT RELATES IS AVAILABLE ONLY TO AND WILL BE ENGAGED IN ONLY WITH PROFESSIONAL CLIENTS AS DEFINED IN THE RULES OF THE 
FINANCIAL CONDUCT AUTHORITY. ANY PERSON WHO IS NOT A RELEVANT PERSON SHOULD NOT ACT OR RELY ON THIS DOCUMENT OR ANY OF ITS CONTENTS. 

AS AT JUNE 2020

22



BNP PARIBAS ASSET MANAGEMENT
14, RUE BERGÈRE
75009 PARIS
BNPPARIBAS-AM.COM

https://www.twitter.com/BNPPAM_Com
https://www.linkedin.com/company/bnp-paribas-asset-management
http://youtube.com/c/BNPPAM
http://www.bnpparibas-am.com/

	Pre-funding solutions for decommissioning Liabilities�
	Slide Number 2
	ENERGY MARKETS IN 2020: A SEASON OF TURMOIL 
	ENERGY MARKETS IN 2020: CHANGES TO THE ENERGY-RELATED CAPITAL STOCK 
	ENERGY MARKETS IN 2020: OIL VS. MARKET SECURITIES 
	WHY PREFUNDING IS THE SOLUTION?
	A COMBINED BNPP SOLUTION
	KICK-START THE INVESTMENT RESERVE: ISSUING A “TRANSITION” BOND
	PRE-FUNDING - THE DECOMMISSIONING INVESTMENT RESERVE
	BENEFITS FOR OIL & GAS PRODUCERS
	UNDERSTANDING A FUNDED DECOMMISSIONING APPROACH
	BRINGING IT ALL TOGETHER (I)
	BRINGING IT ALL TOGETHER (II)
	GUIDING PRINCIPLES
	Q&A
	APPENDIX: The decommissioning challenge
	STANDARD ASSET DECOMMISSIONING PROCESS 
	Slide Number 18
	DECOMMISSIONING: THE SCALE OF THE CHALLENGE
	DECOMMISSIONING: THE SCALE OF THE CHALLENGE
	BNP PARIBAS CIB DISCLAIMER
	DISCLAIMER
	Slide Number 23

