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New unified standard for EU Green Bonds —

Current developments

NEW VOLUNTARY STANDARD FOR THE USE OF THE LABEL AS AN EU GREEN BOND
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Executive Summary

On 5 October 2023, members of the European Parlia-
ment approved an EU regulation on European green
bonds.

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” (in short: “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.
Issuers intending to use the proceeds of the issue to
finance investments or expenses must publish an in-
vestment plan.

There will be high transparency and disclosure re-
quirements to be verified by external auditors.

The EuGB regulation creates a high quality and trans-
parency standard for green bonds and is therefore to
be welcomed from investors’ point of view.
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A. Background

With the so-called 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
sustainable finance and accelerating the transition to a
low-carbon economy. These include, for example, the re-
vision of existing frameworks such as the Benchmark Reg-
ulation?, the CSRD? or the IDD?, but also entirely new reg-
ulatory instruments such as the Disclosure Regulation® or
the Taxonomy 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 in the sense of the Taxonomy Regulation:
the envisaged regulation for EU Green Bonds.

1 Regulation (EU) 2016/1011 of the European Parliament and of the
Council of 8 June 2016 on indices used as benchmarks in financial instru-
ments and financial contracts or to measure the performance of invest-
ment funds and amending Directives 2008/48/EC and 2014/17/EU and
Regulation (EU) No 596/2014.

2 Directive of the European Parliament and of the Council amending Di-
rective 2013/34/EU, Directive 2004/109/EC, Directive 2006/43/EC and
Regulation (EU) No 537/2014, as regards corporate sustainability report-
ing, COM (2021) 189 final.
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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 char-
acteristics (so-called “sustainability-linked bonds”). How-
ever, up to now there has been no uniform regulatory
framework or a sound classification as a “green bond” to
which one could refer and which could also serve as a
point of reference for investors. The intended regulations
now aim to create a uniform framework for this practice
for the first time and thus also reduce the risk of green-
washing.

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 even a green

3 Directive (EU) 2016/97 of the European Parliament and of the Council
of 20 January 2016 on insurance distribution (recast).

4 Regulation (EU) 2019/2088 of the European Parliament and of the
Council of 27 November 2019 on sustainability-related disclosures in the
financial services sector (SFDR).

°Regulation (EU) 2020/852 of the European Parliament and of the Coun-
cil of 18 June 2020 on the establishment of a framework to facilitate
sustainable investment, and amending Regulation (EU) 2019/2088 (Tax-
onomy-Regulation).
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bond with a volume of EUR 1.8 billion was issued in Sep-
tember 2022. Another example is the Luxembourg Green
Exchange, 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.% In this respect, the Council of the European Union
and the European Parliament reached a political agree-
ment on 28 February 2023. In terms of content, the pre-
liminary agreement resulted in a number of changes com-
pared to the first proposal of the EU Commission. These
related in particular to the use of issue proceeds and the
grandfathering of EU Green Bonds already issued.

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 very requirements of the proposal. Generally,
the proceeds of the issue should be used in accordance
with the taxonomy and comprehensive transparency
should be ensured prior to the issue and during its term.

6 Proposal for a Regulation of the European Parliament and of the Coun-
cil on European green bonds, COM (2021) 391.
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B. New requirements for EU Green Bonds due to the
regulation

On 5 October 2023, the European Parliament finalized
and approved an EU regulation on European green bonds.
The Members of the European Parliament adopted the
regulation for EU Green Bonds with 418 votes in favor, 79
against as well as 72 abstentions.

The following elements of the EU financial framework are
particularly relevant:

e The EuGB issuance proceeds are to be used for the fi-
nancing of activities that comply with the taxonomy.
But a flexibility reserve of 15 %is provided for govern-
ment and corporate issuers. This can be used for ac-
tivities that do not meet the technical review criteria
at Level 2 of the Taxonomy Regulation, if they are ac-
tivities for which technical criteria have not yet been
developed, or if they are development assistance ac-
tivities. But it is a prerequisite that the activity fi-
nanced 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 activity on
various aspects of the environment, including climate
change, air quality, water conservation, biodiversity
and waste management. In general, only ecological
(“E”) indicators apply. However, any social aspects
were not taken into account.

e A special feature was also defined in the event of
changes to the Technical Screening Criteria of the Tax-
onomy Regulation (“EU Taxonomy Technical Screen-
ing Criteria” —in short: “TSCs”). These are a list of as-
sessment criteria developed by the EU to support
companies in assessing the sustainability of their eco-
nomic activities. If these criteria change after bonds
have been issued, issuers can use the existing criteria
for a further seven years. This applies as long as the
proceeds have not yet been allocated to specific uses,
are not covered by the investment plan and do not yet
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meet the taxonomy requirements. However, this gen-
eral grandfathering only applies to EU Green Bonds
that have already been issued, i.e. only after the fu-
ture regulation comes into force.

e [ssuers wishing to use the proceeds of the issue to fi-
nance new investments or expenditures (CapEx/OpEx)
must publish an investment plan. This specifies a
deadline before which all investments or expenditures
financed by the EuGB must be taxonomy-compliant;
this deadline must occur before the maturity date of
the EuGB

e |ssuers of EUGBs must prepare a fact sheet prior to is-
suance. Once a year until the maturity of the EuGB,
they are required to prepare an allocation report on
the allocation of proceeds and, if applicable, the pro-
gress of the investment plan. Both documents are to
be verified by an external auditor. At least once during
the term and after the full allocation of proceeds,
EuGB issuers shall publish an impact report.

e Special features apply to EuGBs issued as securitized
bonds. Bonds issued for the purpose of synthetic se-
curitization are not entitled to use the designation as
EuGBs. The EU Regulation, however, contains a green
true sale securitisation chapter, focusing on asset-
backed securities involving a prospectus and thereby
excluding private securitisations not entailing a pro-
spectus from the scope of the EuGB Regulation.

e For other green bonds that are not marketed as envi-
ronmentally sustainable, as well as for sustainability-
linked bonds, the EU Commission is to develop guide-
lines with standardized templates that can be used
voluntarily for pre-issuance information twelve
months after the EuGB Regulation enters into force.

7 Regulation (EU) 2017/1129 of the European Parliament and of the
Council of 14 June 2017 on the prospectus to be published when secu-
rities are offered to the public or admitted to trading on a regulated
market.
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C. Outlook and challenges in practice

The EU Regulation on European Green Bonds, which was
finally adopted and approved by the EU Parliament, is
provisional and still has to be confirmed and adopted by
the Council of the European Union. Only then will it be-
come final and be published in the EU Official Journal. The
final regulation will finally come into force 20 days after
its publication and is to be applied in practice twelve
months later.

However, it is still unclear whether the EuGB standard will
prevail in the market. It would be important for the attrac-
tiveness of EuGBs that fund companies and other inves-
tors can comprehensively classify investments in EuGBs as
taxonomie compliant, even if the issuer makes use of the
15 percent flexibility quota.

ESSENTIAL POINTS FOR PRACTICAL IMPLEMENTA-
TION

For market participants, the following challenges arise
from these plans in relation to EuGBs:

1) Green bonds wishing to comply with the draft EU
Green Bond Standard include a description 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 published on
the issuer's website together with a pre-issue valua-
tion of this factsheet by an external valuer.

3) A prospectus compliant with the EU Prospectus Reg-
ulation’ shall be prepared for an EuGB, which has to
be approved by the competent national authority
and published before the issuance.
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4) 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 published no later than
three months after the end of the reference year. In
addition, once the proceeds have been fully allo-
cated, an impact report must be prepared at least
once during the life of the bond.

5) Firms wishing to act as external auditors for issuers
of European Green Bonds will be registered with the
European Securities and Markets Authority (ESMA)
and comply with existing requirements on qualifica-
tions, experience, record keeping, transparency and
management of conflicts of interest accordingly.
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Copyright

GSK Stockmann — all rights reserved. The reproduction,
duplication, circulation and / or the adaption of the con-
tent and the illustrations of this document as well as any
other use is only permitted with the prior written consent
of GSK Stockmann.

Disclaimer

This client briefing exclusively contains general infor-
mation which is not suitable to be used in the specific cir-
cumstances 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 guaran-
tee nor do GSK Stockmann or any of its partners or em-
ployees assume any liability for whatever reason regard-
ing the content of this client briefing. For that reason, we
recommend you to request personal advice.

www.gsk.de
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