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GREEN & SUSTAINABILITY LINKED LOANS

PRACTICAL GUIDE

This guide provides a short overview of green
loans and sustainability linked loans (SLLs). It
is one of a series of guides focused on finance
products which can support the net zero
transition.

IB)) N A SNAPSHOT

Aloan is a sum of money that one or more individuals
or companies borrow from banks or other financial
institutions so as to financially manage planned or
unplanned events.

M Green loans are used to finance green projects
such as those focused on reducing CO, emissions —
or developing environment friendly goods and
services. TRANSITION FINANCE VS GREEN

M Sustainability linked loans incentivise the borrower’s FINANCE

achievement of ambitious, predetermined
sustainability performance objectives. Their terms,
especially the interest rate, are dependent on the
borrower’s sustainability performance.

The European Commission defines sustainable finance
in the following way: “ Sustainable finance is about
financing both what is already environment-friendly
today (green finance) and what is transitioning to
environment-friendly performance levels over time
(transition finance)”.

The increasing importance of sustainable
finance

Sustainable finance increasingly rises on the international agenda.
At Cop28 (2023), 13 national governments, including the
UK, endorsed the Declaration on a Global Climate Finance
Framework focused on making finance available, accessible
and affordable and unlocking the investment opportunities
associated specifically with climate related finance.

According to the Intergovernmental Panel on Climate
Change’s (IPCC) Sixth Assessment Report, annual climate
finance flows need to increase by a factor of three to six to
meet the average annual needs of all regions and sectors to
align with the Paris Agreement.

Green bonds are one of the main mechanisms for
sustainable financing with the global green bond market
growing at an average annual growth rate of about 95% since the
first green bond was issued in 2007.

SLBs firstemerged in 2019. Since then the market has
experienced huge growth globally from $9 billion in 2020 to
$100 billion in 2021.

Investors, financiers and lenders have a crucial role to play in
accelerating the transition to net zero carbon assets.



https://finance.ec.europa.eu/sustainable-finance/overview-sustainable-finance_en#:~:text=supports%20sustainable%20growth.-,What%20is%20transition%20finance%3F,over%20time%20(transition%20finance)
https://corporatefinanceinstitute.com/resources/commercial-lending/loan/#:~:text=A%20loan%20is%20a%20sum,a%20given%20period%20of%20time
https://fintechmagazine.com/articles/timeline-the-major-milestones-in-sustainable-finance
https://www.cop28.com/en/climate_finance_framework
https://www.cop28.com/en/climate_finance_framework
https://www.ipcc.ch/report/ar6/syr/downloads/report/IPCC_AR6_SYR_LongerReport.pdf
https://www.rics.org/news-insights/wbef/green-bonds-and-risk-perception-on-construction-projects#:~:text=Green%20bonds%20are%20one%20of%20the%20main%20instruments,have%20positive%20environmental%20or%20climate%20change%20related%20impacts.
https://www.rics.org/news-insights/wbef/green-bonds-and-risk-perception-on-construction-projects#:~:text=Green%20bonds%20are%20one%20of%20the%20main%20instruments,have%20positive%20environmental%20or%20climate%20change%20related%20impacts.
https://www.rics.org/news-insights/wbef/green-bonds-and-risk-perception-on-construction-projects#:~:text=Green%20bonds%20are%20one%20of%20the%20main%20instruments,have%20positive%20environmental%20or%20climate%20change%20related%20impacts.
https://www.lse.ac.uk/granthaminstitute/explainers/what-are-sustainability-linked-bonds-and-how-can-they-help-developing-countries/
https://www.weforum.org/agenda/2022/11/cop27-sustainability-linked-bonds-net-zero-transition/
https://www.weforum.org/agenda/2022/11/cop27-sustainability-linked-bonds-net-zero-transition/
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Green loans

Green loans are defined in the Green Loan Principles (GLPs)
as any type of loan instrument exclusively for financing, re-
financing or guaranteeing existing eligible Green Projects.

These are aligned to the four core Green Loan Principles
(Use of Proceeds, Process for Project Evaluation and
Selection, Management of Proceeds, and Reporting) and
provide a high-level framework of market standards and
guidelines, to ensure consistent international methodology,
whilst also allowing the loan products to retain flexibility.

The GLPs aim to support issuers in financing environmentally
sustainable projects that drive the transition towards a net-
zero carbon economy and have positive climate impacts.
They consist of voluntary recommended guidelines that

can be applied by issuers and borrowers on a case-by-case
basis. The GLPs recognise several broad categories of
eligibility for Green Projects with the objective of addressing
key areas of environmental concern such as climate change,
natural resources depletion, loss of biodiversity, and air,
water and soil pollution.

Sustainability linked loans

Sustainability linked loans (SLLs) motivate borrowers to
achieve specific environmental, social, and governance (ESG)
goals. SLLs are any type of loan instruments which incentivise
the borrower’s achievement of ambitious, predetermined
sustainability performance targets. The Loan Market
Association (LMA) model for SLLs provides a framework for
drafting SLL provisions, the Sustainability Linked Loan Principles.

SLLs are carried out by linking the loan terms, particularly the
interest rate, to the borrower’s, achievement of predefined
sustainability performance targets. The borrower commits
to specific ESG goals, such as reducing carbon emissions or
improving energy efficiency.

Progress towards these targets is regularly monitored and
reported, often verified by an independent third party. If
the borrower meets or exceeds targets, they benefit from
favourable loan terms, such as reduced interest rates; failure
to meet the targets may result in less favourable terms.

Availability and application

Green or sustainability linked loans are accessible to all
types of organisations and individuals, provided that they
meet the lender’s eligibility criteria and can demonstrate the
environmental benefit of funding the given project.

Large corporations often have the resources and capacity
to implement substantial green projects, such as building
or retrofitting sustainable manufacturing facilities, investing
in extensive renewable energy installations, or launching
comprehensive sustainability programmes.

Small and medium-sized organisations may typically use
green loans to fund sustainable business-related initiatives
such as energy efficiency retrofits, transitioning vehicles to
electric or hybrid options, or investing in renewable energy
projects.

Local governments can also use green loans for city-
wide sustainability projects such as improvements to
transportation or the development of green infrastructure.



https://www.lsta.org/content/green-loan-principles/
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/LMASustainabilityLinkedLoanPrinciples-270919.pdf
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Examples:

Green loans

In 2021, ING provided Hines with its first green loan. This green
loan financed an urban logistics park near Heathrow
airport as well as a €40 million facility for a prime office
building in Frankfurt. Both assets recorded above-
average energy performance levels and were awarded
sustainability certificates.

Also in 2021, Newport City Council began working with Egni
Co-op toinstall 6,700 solar panels across 27 sites, work
partfunded by a green loan from the Development Bank
of Wales. The programme of work enabled operational
energy savings of over 300 tCO,e per annum as well as
reducing energy costs compared to the previous electricity
supplier.

Sustainability linked loans

In January 2022, Frasers Property obtained a £110 million
five-year bilateral SLL for its UK subsidiaries, Frasers
Property (UK) Limited (FPUK) and Hillington Park. This
loan will be used to finance the majority of their new asset
portfolio with green and/or sustainable funding. FPUK
aims to achieve net zero carbon in all landlord-controlled
areas by 2030, in line with the Better Buildings Partnership
Climate Change Commitment and the Science Based

Targets Initiative (SBTi).

A further example is the Metropolitan Thames Valley (MTVH),
the G15 housing association which agreed to a £100

million SLL from the European arm of Mitsubishi UFJ
Financial Group to aid in the provision of affordable homes
throughout the UK. The MTVH expects this loan to support
the delivery of 1,000 homes a year across the UK, starting
with 815 houses in the 2023-24 financial year.

IN SUMMARY

Green loans and sustainability linked loans can be used to finance
environmental and sustainability initiatives. Green loans are
aligned to a fixed set of green loans principles, sustainability linked
loans are offered by tying interest rates to performance across a
number of environmental indicators agreed between the lender
and borrower.

Both types of loan are offered by banks and other financial
institutions and are of particular value to support the net zero
transition due to their comparative readiness of access.
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https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/LMA_Green_Loan_Principles_Booklet-220318.pdf
https://www.worldbank.org/en/news/feature/2021/10/04/what-you-need-to-know-about-green-loans
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/LMASustainabilityLinkedLoanPrinciples-270919.pdf
https://sustainablecapitalgroup.com/blog/how-to-structure-sustainability-linked-loans-the-ultimate-guide/
https://www.taylorwessing.com/en/insights-and-events/insights/2023/08/lf-sustainability-linked-loans
https://www.lexisnexis.co.uk/legal/precedents/a-beginners-guide-checklist-for-accessing-sustainability-linked-loans-slls-the-chancery-lane?msclkid=35b37af507331713ae201c645f3a2b6e&utm_source=bing&utm_medium=cpc&utm_campaign=BL%20%7C%20MS%20%7C%20LN%20%7C%20Prospecting%20Search%20%7C%20DSA%20%7C%20DA&utm_term=%2Flegal%2Fprecedents%2F&utm_content=DSA%20-%20Precedents%20-%20Generic
https://www.lexisnexis.co.uk/legal/precedents/a-beginners-guide-checklist-for-accessing-sustainability-linked-loans-slls-the-chancery-lane?msclkid=35b37af507331713ae201c645f3a2b6e&utm_source=bing&utm_medium=cpc&utm_campaign=BL%20%7C%20MS%20%7C%20LN%20%7C%20Prospecting%20Search%20%7C%20DSA%20%7C%20DA&utm_term=%2Flegal%2Fprecedents%2F&utm_content=DSA%20-%20Precedents%20-%20Generic
https://www.nortonrosefulbright.com/en-gb/knowledge/publications/4f0b5962/sustainability-linked-loans-practical-observations-and-thoughts#:~:text=Sustainability-linked%20loans%20SSLs%20are%20loans%20whose%20structure%20incentivises,a%20margin%20reduction%20if%20those%20targets%20are%20achieved.
https://www.jll.co.uk/en/trends-and-insights/investor/how-real-estate-is-starting-to-embrace-green-finance
https://www.local.gov.uk/case-studies/newport-city-council-community-renewable-energy#the-impact
https://www.frasersproperty.com/uk/press-releases/2022/first-sustainability-linked-gbp110million-loan-for-uk-business
https://www.mtvh.co.uk/news/mtvh-agrees-sustainability-linked-loan/

