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European Union institutions agree on
a standard for EU Green Bonds - Current

developments

NEW UNIFORM STANDARD FOR HIGH-QUALITY EUROPEAN GREEN BONDS

Executive Summary

Legislators struke a deal on the EU regulation for Eu-
ropean Green Bonds on 28 February 2023.

For the first time, the regulation defines binding uni-
form requirements for issuers of bonds that have to
be fulfilled in order for them to be designated as "Eu-
ropean Green Bonds" ("EUGB").

The EUGB standard remains a voluntary quality label.

15 % of the proceeds from an EUGB can be invested
in sectors not yet covered by the EU taxonomy.

A registration system and supervisory framework for
external auditors of European Green Bonds is to be
established.

High transparency and disclosure requirements to
be laid down in the form of templates.
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A. Background

With the EU Action Plan on Sustainable Finance, the EU
Commission had already developed a plan on 8 March
2018 (last updated on 6 July 2021) that includes a series
of measures aimed at creating a framework for sustaina-
ble finance and accelerating the transition to a low-car-
bon economy. These include, for example, the revision of
existing frameworks such as the Benchmark Regulation?,
the CSRD? or the IDD?, but also entirely new regulatory
instruments such as the Disclosure Regulation® or the Tax-
onomy Regulation®.

This also applies at least in part to another measure that
was intended to create the basis for using the designation
"European Green Bond" to pursue environmentally sus-
tainable goals within the meaning of the Taxonomy Regu-
lation: the envisaged regulation for EU Green Bonds.

The latter is based on a development that has been
emerging for quite some time, as a number of companies
- also in the SME sector - have already issued green bonds
or bonds that are closely linked to sustainable character-
istics (so-called "sustainability-linked bonds"). However,
up to now there has been no uniform regulatory frame-
work or a sound classification as a "green bond" to refer
to and which could also serve as a point of reference for
investors. The intended regulations now aim to create a
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uniform framework for this practice for the first time and
thus also reduce greenwashing.

Recent issuance volumes of green bonds have shown the
importance of the green bonds topic for financial market
players. For example, a green bond with a volume of up
to EUR 25 million was listed in February 2023, a CHF 175
million green bond in January 2023, an up to EUR 77.5
million green bond in November 2022 and a green bond
with a volume of EUR 1.8 billion was issued in September
2022. Another example is the Luxembourg Green Ex-
change, launched in 2016 by the Luxembourg Stock Ex-
change, the world's first and leading platform dedicated
exclusively to sustainable financing, which now houses
around 3,100 securities and has contributed to making
Luxembourg the leading centre for green, social and sus-
tainable bonds. The change was therefore already taking
place, but there was a lack of uniform specifications and
a binding classification seal.

The first proposal for a regulation on European Green
Bonds was published by the EU Commission on 6 July
2021°.

The EU Green Bond Standard is a voluntary standard
whose designation "European Green Bond" shall be avail-
able to all issuers - both inside and outside the EU - that
meet the requirements of the proposal. But in the further
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course, political differences became apparent. European
legislators disagreed on several details of the proposal.

B. Innovations in the political agreement on the EU reg-
ulation

After lengthy and difficult negotiations, the Council of the
European Union and the European Parliament reached a
political agreement on 28 February 2023. The publication
of provisional agreement is expected shortly. Neverthe-
less, the following details of the provisional agreement
are already known, which at least partially deviate deci-
sively from the previous proposal:

e The EUGB issuance proceeds are to be used
for investments in projects that comply with
the taxonomy. But a flexibility reserve of 15 %
is provided for government and corporate is-
suers. This can be used for activities for which
criteria have not yet been established to de-
termine whether the activity contributes to a
green objective. But it is a prerequisite that
the activity financed by the EU Green Bond
meets environmental standards and does not
cause significant harm to the environment
(DNSH). The DNSH assessment includes a
thorough evaluation of the impact of the ac-
tivity on various aspects of the environment,
including climate change, air quality, water
conservation, biodiversity and waste manage-
ment. In general, only ecological (“E“) indica-
tors apply. However, any social aspects were
not taken into account.

e Aspecial feature was also defined in the event
of changes to the Technical Screening Criteria
of the Taxonomy Regulation ("EU Taxonomy
Technical Screening Criteria" - "TSCs"). These
are a list of assessment criteria developed by
the EU to support companies in assessing the
sustainability of their economic activities. If
these should change after the issuance of
bonds, issuers can fall back on already existing
criteria for another five years. However, this
general grandfathering only applies to EU
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Green Bonds that have already been issued,
i.e. only after the future regulation comes into
force.

e A registration system and supervisory frame-
work for external auditors of European Green
Bonds, i.e. independent bodies responsible
for assessing whether a bond is green, will
continue to be established, as also foreseen in
the original proposal for the EUGB Regulation.
This should properly identify, eliminate or
manage actual or potential conflicts of inter-
est and disclose them in a transparent man-
ner.

e All companies that choose to use the EUGB
standard when marketing a green bond are
expected to disclose a wide range of infor-
mation about how the bond proceeds are
used, while also outlining how these invest-
ments feed into the company's overall transi-
tion plans. The disclosure requirements,
which would be set out in templates, would
also be available to companies issuing bonds
that cannot meet all the requirements to
qualify for the EUGB standard. These compa-
nies would thus subject themselves to ambi-
tious transparency requirements and, as a re-
sult, benefit from greater investor confidence.

e Until the agreement, it was still uncertain to
what extent the taxonomy should apply to
other green and sustainability-related bonds
in order to prevent greenwashing in the mar-
ket in general. The agreement now reached
provides for voluntary disclosures before and
after issuance.

C. Outlook and challenges in practice

The agreement reached between the European Council
and the European Parliament is provisional and still has to
be confirmed by the Council of the European Union and
the European Parliament and also adopted by both
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institutions to become final. Eventually, the final regula- 4)  Firms wishing to act as external auditors for is-
tion will enter into force twelve months after its publica- suers of European Green Bonds will be regis-
tion.. tered with the European Securities and Markets

Authority (ESMA) and comply with existing re-
qguirements on qualifications, experience, rec-
ord keeping, transparency and management of
conflicts of interest accordingly.

PRACTICE NOTES:

For market participants, the following challenges arise
from these plans:

1) Green bonds wishing to comply with the draft
EU Green Bond Standard must include a de-
scription of the green projects to be financed or
refinanced in their Green Bond Factsheet.

2) The bond may only be offered to the public
within the EU after the factsheet has been pub-
lished on the issuer's website together with a
pre-issue evaluation of this factsheet by an ex-
ternal reviewer.

3) Theissuer is required to prepare annual reports
on the use of proceeds of the EUGB until the
proceeds of the bond have been fully allocated.
Furthermore, these proceeds must be pub-
lished no later than three months after the end
of the reference year. In addition, once the pro-
ceeds have been fully allocated, an impact re-
port must be prepared at least once during the
life of the bond.
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Stockmann.

Disclaimer

This client briefing exclusively contains general information
which is not suitable to be used in the specific circum-
stances of a certain situation. It is not the purpose of the
client briefing to serve as the basis of a commercial or
other decision of whatever nature. The client briefing does
not qualify as advice or a binding offer to provide advice or
information and it is not suitable as a substitute for
personal advice. Any decision taken on the basis of the
content of this client briefing or of parts thereof is at the
exclusive risk of the user.

GSK Stockmann as well as the partners and employees
mentioned in this client briefing do not give any guarantee
nor do GSK Stockmann or any of its partners or employees
assume any liability for whatever reason regarding the
content of this client briefing. For that reason we recom-
mend you to request personal advice.
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