Bhutan Conference on Green Bond Issuance

Session 4: Green Bond Market Development and
Issuance
Topic: Green Bond Certification and Preparation
Hauman Yeung
Director of Corporate Advisory and Sustainability, Ascent Partners
Research Associate, CESEF Center, PolyU

Climate bonds Certification process for issuers
We will use Climate bond initiative as the example to elaborate the
certification process for issuers
1.
2.
3.
4.
5.

Prepare the Bond
Engage a verifier
Get Certified & Issue a Certified Climate Bond
Confirm the Certification post-issuance
Report annually
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1. Prepare the bond
•

Identify assets that meet the relevant sector criteria (e.g. Energy):
1. Inclusion:
a.
b.
c.
d.
e.
f.
g.
h.

Solar Energy
Wind Energy
Bioenergy
Hydropower
Geothermal
Other renewable energy (Sea and Ocean)
Energy distribution & Management
Energy Storage

2. Exclusions:
a. Nuclear Power
b. Fossil Fuels
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Prepare the bond -- continue
• Identify assets that meet the relevant sector criteria (e.g. Agriculture
& Forestry):
1. Inclusion:
a. Forestry activities that:
i. Avoid or substantially reduce carbon loss
ii. Deliver substantial carbon sequestration
b. Agriculture that:
i. Reduces carbon and GHG gas emissions
ii. Increases soil based carbon sequestration
iii. Improves climate resilience

2. Exclusion:
1. Forestry of timber harvesting
2. Agriculture of Peat land
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Prepare the bond -- continue
• Explanation and restrictions of the projects (hydropower as an example):
Run of river and Small hydro <15MW Small hydro facilities that require
(CDM defined)
small or no reservoirs.

Hydropower

Existing large hydro >20MW in
temperate zones

Re-powering of existing large hydro
system

New infrastructure applied to
existing facilities that increases the
efficiency and energy yield from
existing hydro-electric facilities
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Prepare the bond -- continue
• Engage a Bond distributor/underwriter
• Determine the bond terms and the coupon rate
• Draft the private placement offer letter
• Draft an undertaking on (examples only):
a)
b)
c)
d)

The project and asset are not nominated to other financial instrument
What account will dedicate to manage the proceed
The use of allocated proceed
How they are going to manage the unallocated proceed
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Prepare the bond -- continue
• Compile supporting information and create Green bond framework:
1. The environmental objectives of the Green Bond and how the issuer’s strategy
aligns with such objectives, and the rationale for issuing
2. The process by which the issuer determines how Green Projects align with the
Cert-issuer’s Taxonomy
3. A description of the Green Projects to be financed or refinanced by the Green
Bond
4. The process for linking the issuer’s lending or investment operations for Green
Projects to the Green Bond issued. The issuer shall track the amount allocated
to Green Projects in an appropriate manner until such amount equals the net
proceeds and document the allocation through a formal internal process
5. A description of the Reporting including information on the expected
frequency, the methodology and the assumption to be used for the calculation
of core impact metrics related the Cert-issuer’s Taxonomy
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Prepare the bond -- continue
• Other supporting documents:
a) Allocation report – detail on the money allocation on different projects
b) Impact report :
Impact metrics of hydro-power (environmental):
i.
ii.
iii.
iv.
v.
vi.
vii.

Run of water
Temperature of water
Plant and animal in the river and on land
Reservoir effect and cause of methane generation
Flooding of land, forest and farmland
Any special structure to mitigate the impact? (e.g. fish ladders)
GHG mitigation

Impact metrics of hydro-power (Social):
i. Relocation
ii. Archeological sites

c) Internal control system on use of proceed
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Prepare the bond -- continue
• How proceeds of the bond will be used:
1. Prepare a use of proceed statement:
Net Proceed

$200,000,000

Planning, R&D and EIA

XXXXXXX

Construction

XXXXXXX

Salaries

XXXXXXX

Relocation

XXXXXXX

2. Set up an internal audit system to monitor on the proceed
3. Set up an internal periodic reporting system (monthly or quarterly)
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Prepare the bond -- continue
• Sample
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2. Engage a verifier
• Engage an Approved Verifier to pre- and post-issuance Certification
1. Different Cert-issuer have different criteria and procedure to approve their
Verifiers
2. Verifiers normally need to have an internal training to understand the
procedure, documentation requirement and the taxonomy of the Certissuer
3. The Verifiers need to collect the relevant information provided by the
bond issuer
4. The Verifier need to verify the project using certain international
assurance standard
5. e.g. CBI request their verifier to use ISAE 3000 as the assurance standard,
verifiers need to have good experience on adopting ISAE3000
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Engage a verifier -- continue
• Verifier must be experience in three key areas:
1. Issuance of debt instruments in the capital markets and management
of funds within issuing organizations
2. Technical characteristics and performance of low carbon climate
resilient projects & assets
3. Assurance procedures and provision of assurance services in line
with accepted international standards (ISAE3000 equivalent)

• Role of a Verifier
1. Assess the eligibility of assets and the readiness of the issuer at the
pre-issuance stage
2. Provide assurance over the actual use of proceed and internal
systems & controls at the post-issuance stage
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Engage a verifier -- continue
• About ISAE 3000
1. ISAE3000 is the assurance standard for compliance sustainability and
outsourcing audits
2. Mainly deals with assurance of non-financial information
3. The standard includes:
a.
b.
c.
d.
e.

Ethical requirements
Required planning and audit procedures
Reporting requirements
Quality requirements
Professional skepticism

4. ISAE3000 recognizes two type of reports: type I report containing the
control framework (which is pre-issuance cert stage in CBI); type II report
that describes the operational effectiveness of the control framework for a
period of six months (which is post-issuance cert stage in CBI
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Engage a verifier -- continue
• Sample of an assurance report for Pre-issuance requirements
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3. Get Certified & issue a Certified Climate Bond
• Pre-issuance Certification
1. Submit the Verifier’s Report and Information Form to the Cert-issuer
2. Receive a decision on pre-issuance Certification
3. Issue your bond, using the Certified Climate Bond mark
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4. Confirm the Certification post-issuance
• Within 12 months of issuance, submit the Verifiers post-issuance
report
1. The issuer should engage the same Verifier to undertake both the
pre-issuance and post-issuance activities under the one engagement
2. The issuer must complete the Assurance Engagement and submit the
Verifier’s Report to the Climate Bonds Standard Board to maintain
the Certification status of the bond awarded at the pre-issuance
stage, proving its conformance with the Climate bond Standard
3. If the Climate Bonds Standard Board is satisfied that the issuer and
the bond are compliant with the Post-Issuance Requirement of the
Climate Bond Standard, it shall provide a statement to confirm the
cert of the bond. The issuer then has the right to continue using the
Climate Certification Mark for the duration of the bond
16

Confirm the Certification post-issuance-- continue
• Post issuance Certification
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Distribution of the bond
• Work with the distributor and underwriter to distributors
• Conduct road show to targeted investor
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5. Report annually
• Prepare a simple report each year for term of the bond
• Provide it to the bond holders and the Cert-issuer

~ Thank You ~
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