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SUSTAINABLE FINANC

WHAT IS SUSTAINABLE FINANCE?
While the majority of sustainable finance activity has been on
the equities side, the fixed income markets have also seen the
development of green and sustainability linked products. On
the loans side, the US loan market saw its first green loans and
sustainability linked loans in 2018.

IS SUSTAINABLE FINANCE
REALLY CATCHING ON?
Yes. The first half of 2019 has seen global sustainable finance
volume grow steadily. Refinitiv LPC has recorded nearly $45
billion of global green and sustainability linked loan (SLL)
volume through June—a 47% increase over the volume
completed at the same time last year. EMEA continues to be
the regional leader in terms of issuance in TH19 with nearly
70% of the global volume, or $31.1 billion. APAC (ex. Japan) has
seen $4.8 billion in issuance in the same period. However, the
biggest growth in regional volume has been in the Americas.
With more than $8.1 billion in green loan and SLL volume
through 1H19, that three-fold increase is evidence that
sustainable finance is gaining traction in the US. In addition to
increased activity, these loans are being done in new sectors.

The energy sector had been the leader, but now property
development, insurance and specialty chemicals are among
some of the sectors that have also seen these loans.

WHAT IS A GREEN LOAN?
Green loans look to facilitate and support environmentally
sustainable activity by offering financing for green projects.
Green loans are a natural complement to, and are
intentionally aligned with, green bonds—a well-established
fixed income instrument based on the Green Bond Principles
maintained by ICMA. The proceeds of a green loan must
be used to finance or refinance one or more eligible green
projects. Eligible green projects may relate to, but are
not limited to, renewable energy, energy efficiency, clean
transportation, climate change adaptation or green buildings.
In addition to its designated use of proceeds, a green
loan must align with certain transparency and reporting
components as set forth in the Green Loan Principles (GLP).
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WHAT ARE THE GREEN LOAN PRINCIPLES?
The GLP were last published by the LSTA, the Loan Market
Association (LMA) and Asia Pacific Loan Market Association
(APLMA) in December 2018. This global standard builds on and
refers to the GBP to ensure consistency across both products.
The GLP adopt the same four core components as the GBP,
described generally below:

Use of Proceeds: the proceeds of the loan are used
to finance “green projects” as described in the GLP

Project Evaluation/Selection: the borrower has developed
a process for green project evaluation and selection

Monitoring: the borrower manages and tracks the use
of the loan proceeds, and

Reporting: the borrower makes and keeps available
up-to-date information on the use of proceeds.

The GLP also include a recommendation for an external review,
where appropriate. These core elements together promote
transparency, disclosure and reporting, which in turn lends
integrity to the green loan product.

WHAT IS A SUSTAINABILITY LINKED LOAN?
SLLs are a type of loan where the borrower is incentivized,
typically through margin, to meet ambitious, predetermined
sustainability performance targets. Unlike green loans, the
use of loan proceeds is not a factor. If a borrower meets the
predetermined target, there is a discount in the borrower’s cost
of borrowing (or a premium if the borrower fails to meet the
target). In this way, an SLL represents one of the most direct
ways of incentivizing a borrower to improve its sustainability
profile. Through the setting of meaningful performance targets,
lenders can make a real impact in motivating companies—
whether those borrowers are already leaders in sustainability
or just beginning to work toward sustainable goals.

HOW DOES A SUSTAINABILITY LINKED
LOAN COMPARE TO A GREEN LOAN?
They are two distinct loan products. While green loans have
the advantage of kinship with green bonds—a well-known
product—the necessary linkage of their proceeds with projects
can prove challenging in the context of the corporate loan
market. Indeed, Refinitiv LPC has attributed only 16% (less
than $10 billion) of TH19 global volume to green loans. Many
corporate loans are used for general corporate purposes and
given that there is no use of proceeds determinant tied to SLLs,
SLLs can be applied to a broader swathe of the corporate loan
market. In 1H19, 84% of global volume (about $50.6 billion)
is attributed to SLLs. Although these are two distinct types of
loans, market participants can certainly structure a loan to
meet both the characteristics of a green loan and an SLL.

WHAT ARE THE SUSTAINABILITY
LINKED LOAN PRINCIPLES?
The LSTA, together with the LMA and APLMA, published the
Sustainability Linked Loan Principles (SLLP) in March 2018. Like
the GLP, the SLLP set forth a voluntary, high-level framework
for SLLs to enable market participants to clearly identify and

understand its key characteristics based on four key
components, described generally below:

Relationship to the borrower's overall CSR strategy:

The borrower should clearly communicate its sustainability
objectives to its lenders and how these objectives align with
the sustainability performance targets (SPTs) proposed for
use in the loan.

Target setting-measuring the sustainability of the borrower:
The SPTs selected for each transaction should be ambitious
and meaningful to the borrower’s business and should be tied
to sustainability improvement in relation to a predetermined
performance target benchmark. For instance, a sustainability
linked loan may be tied to borrower’s internal key performance
indicators or tied to external ratings.

Reporting: The SLLP encourages the borrower to make and
keep readily available up to date information relating to its SPTs.

Review: For each transaction the need for external review

is to be negotiated and agreed between the borrower and
lenders. For loans where information relating to the SPTs

is not made publicly available or otherwise accompanied

by an audit/assurance statement, it is strongly recommended
that a borrower seek external review of its performance
against its SPTs.

WHY ARE SUSTAINABLE LOANS ATTRACTIVE?
Sustainable finance—whatever the flavor—provides opportunities
for borrowers and lenders. For borrowers, there may be
obvious business benefits, such as risk mitigation and lower
borrowing costs, but it is also a means of internally and externally
communicating a borrower's commitment to sustainability.
Moreover, as ESG considerations become more integrated in
credit analysis, it serves to show that these considerations are
taken seriously by a borrower. For lenders, their involvement in
these transactions can also demonstrate their commitment to
sustainable finance and communicate that commitment to their
internal and external stakeholders.

WHAT IS THE ROLE OF THE LSTA?
The LSTA intends to encourage growth of these sustainable
products as well as preserve flexibility and foster innovation in
this dynamic space. The LSTA will continue to offer voluntary
standard frameworks, where appropriate, as well as educate
our membership and all loan market participants on sustainable
lending. Furthermore, the LSTA supports the inclusion of such
considerations in the broader loan market. It is important that loans
continue to play their traditional role of financing companies while
encouraging broad sustainability improvement where possible.

NEED MORE INFORMATION?

Please contact Tess Virmani, Associate General Counsel
& Senior Vice President, Public Policy, at tvirmani@Ista.org.
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