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Abstract 

A ‘green bond’ is distinguished from a regular bond by its label, which signifies a commitment to 

exclusively use the funds raised to finance or re-finance ‘green” projects, assets or business 

activities. In a world where there is an ever-increasing awareness on climate concerns. The 

green bond is a financial instrument that raises industry engagement by encouraging investments 

in sustainable projects, processes and technologies with transparency that provides green bond 

issuers opportunities to have a closer dialogue with the investors and adapt the issuance of 

green bonds in line with the challenges, risks and the expectation of the investors.      
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Green bonds were created to fund projects that have positive environmental and/or climate 

benefits. The majority of the green bonds issued are green “use of proceeds” or asset-linked 

bonds. Proceeds from these bonds are earmarked for green projects but are backed by the issuer’s 

entire balance sheet. A bond is a debt instrument with which an entity raises money from 

investors. The issuer of a green bond publicly states that capital is being raised to fund ‘green’ 

projects, which typically include those relating to renewable energy, emission reductions and so 

on. Green bonds are like any other debt instrument but the funds raised from such bond sale are 

used exclusively for renewable energy projects. Green bonds are bond issues whereby the 

proceeds are ring-fenced and exclusively applied to finance or re-finance in part or in full new 

and/or existing projects that will promote progress on environmentally sustainable activities. 

There is no common definition of “green” bonds and market practice has been for issuers to 

choose their own definition. The general idea is that the proceeds from the issue of these types of 

debt instruments will be used either to fund projects which have a discernible, positive 

environmental impact, often in the renewable energy sector, or be used to invest in generally 

ethically sound business lines or assets, such as green residential mortgages or low-emission 

vehicles. 

A “green bond” is differentiated from a regular bond by its label, which signifies a commitment 

to exclusively use the funds raised to finance or re-finance “green” projects, assets or business 

activities. In a world where there is ever-increasing awareness on climate concerns, the Green 

Bond is a tool that raises industry engagement by encouraging investments in sustainable 

projects, processes and technologies with a transparency that allows investors to understand the 

challenges and thus diversify risk. At the same time, the Green Bond provides issuers with an 

opportunity to have a closer dialogue with investors and adapt issuance. 

Financial Characteristics of Green Bonds 
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Like any other bond, a green bond is a fixed-income financial instrument for raising capital from 

investors through the debt capital market. Typically, the bond issuer raises a fixed amount of 

capital from investors over a set period of time (the “maturity”), repaying the capital (the 

“principal”) when the bond matures and paying an agreed amount of interest (“coupons”) along 

the way. A green bond is differentiated from a regular bond by being “labelled”, i.e. designated 

as “green” by the issuer or another entity, whereby a commitment is made to use the proceeds of 

green bonds (i.e. the principal) in a transparent manner, and exclusively to finance or refinance 

“green” projects, assets or business activities with an environmental benefit.  

 

Types of green bonds 

Green Bonds are standard bonds with a green as a bonus feature. The green credentials of green 

bonds can be broadly structured and categorized as follows: 

Green use of proceeds bond 

This is a standard recourse-to-the-issuer debt obligation for which the proceeds shall be held in a 

sub-portfolio or otherwise tracked by the issuer and attested to by a formal internal process that 

will be linked to the issuer's lending and investment operations for projects. 

Green use of proceeds revenue bond 

This is a non-recourse-to-the-issuer debt obligation in which the credit exposure in the bond is to 

the pledged cash flows of the revenue streams, fees, taxes, etc., and the use of proceeds of the 

bond goes to related or unrelated green projects. Notably, the underlying collateral need not 

always be “green” as demonstrated by the green bonds issued by Toyota in March 2014. The 

structure involved the securitization of auto loans to collateralize its green bonds, the issuance 

proceeds of which were allocated to fund the development of environmentally-friendly 

automobiles. 

Green project bond 

This is a project bond for a single or multiple green project(s) for which the investor has direct 

exposure to the risk of the project(s) with or without potential recourse to the issuer. 

Green securitized bond 

This is a bond collateralized by one or more specific projects, including but not limited to 

covered bonds, asset-backed securities and other structures. The first source of repayment is 

generally the cash flows of the assets securing the bonds.  

The specific structure for a green bond can be determined based on the circumstances of the 

issuer and the applicable green projects. 

Stakeholders 

• Green Bonds issuer(s):  Any company, government agency or financial institution that 

develops, registers and sells a bond.  



Periyar Journal of Research in Business and Development Studies, 3(2), July-December 2018, ISSN 2456-0987(O)  
38 

Bi-annual e-Journal published by Periyar Management and Computer College, New Delhi 
 
 

• Green Bonds investor(s): Individuals, companies or institutional investors who buy 

green bonds with the expectation of a financial return. They include individuals, 

companies and institutional investors (e.g. endowment funds, hedge funds,insurance 

companies, asset managers, investment companies, investment trusts, mutual 

funds, pension funds, sovereign wealth funds, etc.).  

• Green Bonds partner(s): A broad spectrum of organizations interested in developing a 

commercially viable green bonds’ market, including financial institutions, development 

banks, NGOs, credit rating agencies, etc. 

• Credit rating agencies and auditors: institutions responsible for verifying compliance 

with the standards for green bonds or established credit standards.  

• Regulators: Financial authorities responsible for regulating capital markets; they 

examine the qualifications of underwriters as well as the securitization of credit assets 

and bonds’ custodial arrangements; and regulate the issuance, clearing and settlement 

provisions. Regulators include securities commissions and other regulatory bodies, 

including stock exchanges and central banks. 

Credit guarantors and other intermediaries: Creditor guarantors provide credit guarantees 

and credit enhancement products in secondary markets, thus modifying the risk profile of the 

underlying bond. A wide range of financial intermediaries offers a variety of intermediation and 

credit enhancement services, including raising investor capital, establishing special purpose 

vehicles etc. 

Common green project categories 

 

Emergence of Green Bonds 

The first green bond was issued in 2007 and was initially1characterized as a niche product 

pioneered by a handful of development banks. The “Climate Awareness Bond” was issued by the 

European Investment Bank (EIB) in 2007, followed by the World Bank issuing a “Green Bond” 

in 2008. Between 2007 and 2012, governments began to join international organizations and 

issue their own green bonds.Although several factors are driving rapid growth in demand for 

http://financial-dictionary.thefreedictionary.com/Bond
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green bonds today, the initial rise of the market is often attributed to the work carried out by the 

United Nations (UN) since the 1990s to combat the climate-change problem. The market began 

to gain traction by 2013, when corporate green bonds were issued by Electricité de France and 

Bank of America. The Paris Climate Change Conference that followed in late 2015—which 

resulted in nearly 200 countries coming together in an attempt to limit global warming to less 

than 2° Celsius—was effectively a culmination of the UN’s work, and is now providing fresh 

impetus for the world to explore the possible financial solutions available. Some now estimate 

that upwards of $100 trillion of investment will be required over the next 14 years if the 

agreement’s targets are to be met. With substantially more investment funds required to be 

generated, therefore, green bonds are now increasingly considered to be among the most useful 

instruments to help countries achieve those target. 

In 2016, the issuance of green bonds skyrocketed. According to Bloomberg New Energy 

Finance, the year saw the total global issuance of labelled green bonds—that is, green bonds that 

have been marked as such by the issuer—reach $95.1 billion. This was more than double the 

amount issued in 2015, and brings the total cumulative issuance since 2007 to over $215 billion.  

Exhibit 1: Funds raised through Green Bonds globally 
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Exhibit 3 : Use of green bond funds 
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It should be emphasized, however, that the green-bond market is still very much in its infancy at 

present. As recently asserted by Michael Sheren, an adviser to the Bank of England and co-chair 

of the Group of 20’s Green Finance Study Group, “There’s about $100 trillion of institutional 

money in the world, and less than 1 percent is invested in anything green”. Lack of liquidity still 

remains a challenge to overcome, and potential issuers may still be apprehensive about boosting 

the supply of green bonds, given the relative effort required to bring a green bond to market and 

the fact that traditional bond markets are significantly more liquid. Given the popularity among 

investors that has been observed to date, however, it seems only a matter of time before the 

green-bond market reaches a critical mass.  

Benefits of Green Bonds 

‘Green bonds’ are an attractive mechanism for organizations to raise capital for sustainable 

projects. These bonds can be raised by not only financial institutions, but also by any private 

sector or public sector organization. The global green bond market is growing rapidly which is a 

result of the interest from a varied debt investors.  

Benefits to Issuers  

• Helping issuers to articulate and communicate the sustainability strategy. 

• Improving relationships with debt providers and broadening the ‘investor base’. 

• Creating internal synergies between financial and sustainability departments. 

• Improving diversification of bond issuer investor base, potentially reducing exposure to 

bond demand fluctuations. 

• Reputational benefits (e.g. marketing can highlight issuer’s green credentials and support for 

green investment). 

• Tracking of proceeds use and reporting leads to improved internal governance structures and 

communication. 

Benefits to investors  

• Helping investors to develop better-informed investment strategies through improved risk 

assessment in an otherwise opaque fixed income market through use of proceeds reporting. 

• Facilitating the smooth implementation of long-term climate strategies. 

• Helping responsible investors broaden their restricted investment portfolios.  

Benefits to Policymakers  

Indirectly supporting the implementation of sustainable development strategies by better 

matching of green issuers and investor 

Barriers to green bond market growth may include:  

• Lack of a pipeline of infrastructure projects corresponding to a long-term governmental 

commitment to sustainable development;  

•  Lack of commonly accepted green definitions;  

• Investors with limited capacity to analyze green investments;  
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• Scale and mismatch among projects, bonds and institutional investors;  

• A lack of suitable aggregation mechanisms; non standardized projects and cash flow 

instability;  

• Low credit ratings for potential green bond issuers and green projects, especially in 

emerging economies.  

The risk of ‘green washing’ 

The lack of standard definitions of what makes a bond ‘green’ has led to uncertainty over 

whether all green bonds really are ‘green’. Issuers face reputational risk and potential accusations 

of ‘green wash’. Green washing occurs when a bond’s proceeds are used to fund projects with 

little or no positive environmental impact. To prevent the risk of green washing, companies are 

advised to be guided by the two sets of currently available standards which define and regulate 

green bonds (1) The Green Bond Principles are voluntary guidelines issued by the International 

Capital Market Association which states the procedure for certifying a green bond, which have 

been adopted by 50 large issuers, underwriters and investors. They set disclosure criteria and 

where the money can go. An external consultant can provide a second opinion on the bond 

structure and on the projects financed (2) The Climate Bond Standards have been put forward 

by the Climate Bond Standards Board, an organization of funds that have among them around 

$35 trillion. 

At present, market practice has been not to include covenants or events of default in green bond 

documentation which would penalize e an issuer for failing to apply the proceeds of its bond 

issue towards the specified green use, so documentation has not given investors much comfort 

that issuers will abide by their stated principles. However, the big four audit firms and external, 

independent consultants or assessors are often engaged to provide opinions certifying that certain 

bonds meet the GBP. 

 

One of the slightly more complicated challenges is ‘do investors really care?’ Having made the 

initial investment in a green bond, how many investors track the bonds’ performance against its 

‘green credentials’? The ability of the investor(particularly in the debt market) to engage in any 

great detail is limited – not only in terms of the time they can afford to interrogate the 

sustainability performance of the assets, but also in terms of their sustainability knowledge. 

 

Greening India’s Financial Market 

The Government of India has embarked on an ambitious target of building 175 gigawatts of 

renewable energy capacity by year 2022, from just over 30 gigawatts now. This ambitious target 

needs ambitious investments. It is estimated that this leap towards renewable energy will require 

funding of US$200 billion. Assuming a debt-equity ratio of 3:1, the sector will require close to 

US$150 billion by way of debt. Some studies indicate that paucity of funds for the sector and the 

consequent higher interest rates in India drive up the cost of RE by 24 – 32% in the country as 

compared to costs in US and Europe. Similarly, the overall size of the EE market in India is 

estimated to be around US$ 11 billion. Green bond funding is crucial for India to achieve its 

green goals. Green bonds are becoming an increasingly attractive mechanism for both private 
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and public sector organizations to raise capital for projects, assets or other activities that benefit 

the economy, environment and society. With the Indian government and private sector 

increasingly focusing on renewable energy projects, the demand for such funds is expected to 

rise over time.  

Currently, most renewable projects are financed by bank commercial loans at 11-12 per cent 

interest per annum. The Indian banking sector is currently going through a balance sheet 

adjustment; banks are unlikely to be able to expand their balance sheets to be able to finance the 

additional requirements of the renewable sector. Green bonds may be able to fill this gap.  

Current funding mechanisms for RE and EE projects include equity, government 

subsidy/incentive schemes, specific funds set up by government agencies or donors, trade credit, 

and commercial finance. However, there are some critical factors inhibiting the flow of credit 

from financial institutions. There is a limited understanding of the different kinds of risks 

affecting RE and EE projects. Loans in this sector often have to be custom designed, owing to 

considerable differences in business models and heterogeneity in project design. This increases 

the transaction costs for financial institutions. Further, there is the issue of asset-liability 

mismatch for commercial banks, since RE and EE projects typically have longer gestation 

periods. 

In this context, green bonds can expand the pool of available investors and therefore help in 

bringing down the cost of funds. A green bond, like any other bond, is a fixed-income financial 

instrument for raising capital through the debt capital market. The key difference between a 

"green" bond and a regular bond is that the issuer publicly states that it is raising capital to fund 

projects, assets or business activities with environmental benefits, such as RE, EE or electric 

mobility projects. Thus, these bonds appeal to regular investors as well as other investors such as 

bilateral or multilateral agencies, other institutional agencies, high net worth individual (HNI) 

investors etc. who focus on use of proceeds and their friendliness to the environment, in addition 

to the yield offered. Green bonds, therefore, have considerable potential to provide large 

quantum of long-term debt capital for RE and EE projects 

Green Bonds issued in India 

• In 2015, YES Bank, India’s Private Sector Bank has successfully issued India’s first ever 

green infrastructure bonds raising an amount of INR 1,000 crores. The amount raised is 

being used by YES Bank to finance green infrastructure projects in renewable energy 

including solar power, wind power, biomass, and small hydropower projects.  

• Another leading banking institution, the Exim Bank of India, in March 2015, issued a five-

year $500 million green bond, which is India’s first dollar-denominated green bond to fund 

eligible green projects in countries including Bangladesh and Sri Lanka. 

• Axis Bank has launched India’s first internationally-listed and certified green bond and raised 

$500 million to finance climate change projects and solutions around the world. The bond 

certified by the Climate Bonds Standards Board (CBSB) has been listed in London Stock 

Exchange (LSE).The Axis Bank will utilise the bond proceeds to promote green energy in 

urban and rural areas, transportation and what is called ‘green-blue infrastructure’ projects in 

India and abroad. 
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• Exim Bank issued India’s first ever and Asia’s second dollar-denominated green bond in 

March 2015 raising $500 million through international investors  

• IDBI Bank raised $350 million in BBB-rated 5-year green bonds for renewable energy 

projects in November 2015. 

• In January 2016, IREDA issued a tax-free Rs.10 billion  green bond 

• CLP Wind Farms, the largest wind power developer in India with 1,000 MW of wind energy 

assets in the pipeline across 6 states, became the first Indian corporate (non-bank) issuer of 

green bonds in September 2015. CLP Wind Farms raised Rs.6 billion. 

• Re New Power Ventures, a leading Indian clean energy company, issued the second 

corporate green bond in the country in September 2015.The proceeds of the Rs.4.51 billion 

green bond is intended to refinance bank loans for the company’s 85 megawatts (MW) wind 

power plant in Maharashtra.  

• Hero Future Energies, the green energy arm of the Hero Group, one of India’s leading 

industrial conglomerates, issued the country’s first certified climate bond in February 2016. 

Hero Future Energies raised Rs.3 billion ($44 million) by issuing nonconvertible debentures 

– certified by the Climate Bonds Standard – to finance the  development of wind energy 

projects in the states of Madhya Pradesh, Telangana, and Andhra Pradesh 

• India's state-owned energy major NTPC has become first Indian corporate to raise $300 

million  through Green Masala Bond listed at the London Stock Exchange (LSE) as part of 

its efforts to promote renewable energy projects in the country. The first Masala bond by an 

Indian quasi-sovereign issuer, represents another historic event for Indian finance. 

• Motherson Sumi and Greenco Investment company have also raised funds through green 

instruments 

 

Energy research firm Bridge to India noted that with the combined issuance of $4 billion, India 

has put itself among the top ten green bond markets in the world 

SEBI Concept paper on issuance of Green Bonds 

 

In January 2016, Securities Exchange Board of India (SEBI) rolled out a path breaking concept 

paper defining the guidelines for issuance and listing of Green Bonds, as increasing number of 

financial and banking institutions in India have shown interest in launching green bonds to 

mobilise resources to support wide range of projects related to renewable energy and climate 

change adaptation and mitigation.  

 

Issuance of Green Bonds in India does not require any amendment to the existing SEBI 

Regulations for issuance of corporate bonds, SEBI (Issue and Listing of Debt Securities) 

Regulations, 2008 (hereinafter “ILDS Regulations”). The issue, listing and disclosure 

requirements as prescribed under ILDS Regulations will continue to be applicable, like any 

regular corporate bond issuance. 

 

However, for designating an issue of corporate bonds as green bonds, in addition to the 

compliance with the requirements under ILDS Regulations, an issuer shall have to disclose in the 

offer document following additional information about the green bonds, which have been based 

upon the Green Bond Principles, 2015: 

 

http://www.business-standard.com/search?type=news&q=Ntpc
http://www.business-standard.com/search?type=news&q=Ntpc
http://www.business-standard.com/search?type=news&q=Masala+Bond
http://www.business-standard.com/search?type=news&q=London
http://www.business-standard.com/search?type=news&q=Masala+Bond
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(A) Use of proceeds: Issuer shall define and disclose in their offer document, the criteria for 

identification as ‘green’ i.e. what projects, assets or activities will be considered ‘eligible for 

financing’ and quantum of funds to be spent on the projects/assets/activities. For assigning the 

status of the bonds as Green, the broad categories of areas where such monies may be invested 

may be one or more of the following: 

 

• Renewable and sustainable energy (wind, solar etc.) 

• Clean transportation (mass transportation) 

• Sustainable water management (clean and/or drinking water, water recycling etc) 

• Climate change adaptation 

• Energy efficiency (efficient and green buildings) 

• Sustainable waste management (recycling, waste to energy etc.) 

• Sustainable land use (including sustainable forestry and agriculture, afforestation etc.) 

• Biodiversity conservation 

 

However, it is to be noted that this is an indicative list and may include other categories as 

specified by Board. Further, an issuer, if proposes to utilize a proportion of the proceeds of the 

issue of Green Bonds, towards refinancing of existing green assets, it shall be clearly provided in 

the offer document and wherever possible, shall also provide the details of the 

portfolio/assets/projects which are identified for such refinancing. 

 

(B) Project evaluation and selection: The issuer of a Green Bond shall provide the details of 

decision-making process, it will/has followed for determining the eligibility of projects for using 

Green Bond proceeds. An indicative guideline of the details to be provided is as under: 

 

• Process followed/ to be followed for determining how the project(s) fit within the eligible 

Green Projects categories; 

• The criteria, making the projects eligible for using the Green Bond proceeds; and 

• Environmental sustainability objectives. 

 

(C) Management of proceeds: The proceeds of Green Bonds shall be credited to an escrow 

account, and shall be utilized only for the stated purpose, as in the offer document. The use of 

proceeds shall be tracked as per an approved internal policy of issuer and such policy shall be 

disclosed in the offer document/placement memorandum. The utilization of the proceeds may 

also be verified/supplemented by the report of an external auditor, or other third party, to verify 

the internal tracking method and the allocation of funds towards the projects, from the Green 

Bond proceeds. 

 

(D) Reporting: In addition to reporting on the use of proceeds issuers shall also provide, at least 

on an annual basis, a list of projects to which Green Bond proceeds have been allocated. This 

may also include the details of the expected environmental impact of such projects.  

 

The environmental impact report may provide for qualitative performance indicators and, where 

possible, quantitative performance measures of the expected environmental sustainability impact 

of the specific project. However, where confidentiality agreements or competition issues limit 

the amount of detail that can be made available, information can be presented in generic terms. 
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In this context, the Reserve Bank of India has also introduced a number of measures in August 

2016 to develop the corporate bond market in India: 

a) It raised the ceiling limit for partial credit enhancement to 50% of issue size from the earlier 

limit of 20% 

b) It allowed banks to issue rupee denominated bonds overseas under the extant framework of 

incentivizing issuance of long-term bonds by banks for financing infrastructure and affordable 

housing 

c) In order to encourage activity in the corporate bond market, the RBI allowed brokers to 

participate in corporate bond repo market 

d) To facilitate direct trading in corporate bonds, RBI in consultation with SEBI, decided to 

allow foreign portfolio investments (FPIs) to transact in corporate bonds directly without 

involving brokers.  

Enhancing the potential benefits of Green Bonds 

There is a potential contradiction between scaling-up the green bond market and ensuring that 

green bonds provide tangible financial benefits for issuers to develop new and additional projects 

with demonstrable environmental benefits .So far, green bonds have not directly stimulated green 

investments by lowering the cost of capital. However, growing ‘committed’ demand for green 

bonds could hypothetically result in better borrowing conditions in the future. The cost of capital 

can be decreased by bringing smaller projects to the bond market through asset aggregation, 

notably securitization. This process can be accompanied by credit enhancement strategies, for 

example, guarantees provided by international financial institutions. Public support schemes 

could reduce the cost of capital through green bonds, but have to be weighed against other 

climate policies.  

While all of these measures are geared towards adding depth to the bond market in general, their 

effect will also rub off on individual segments of the market such as green bonds. In order to 

provide a further boost to green bonds, there is a need for validation of "green" projects. A strong 

standards and certification process that clearly establishes green credentials can mitigate the risk 

of green washing—the superficial or insincere display of concern for the environment. Similarly, 

initiatives geared towards developing credit enhancement products such as loan loss reserves and 

credit guarantees will go a long way in supporting the market in initial stages and diversifying 

the issuer base 

POLICY OPTIONS TO DECREASE THE NET COST OF CAPITAL FOR THE 

BORROWER OF A GIVEN 

PROJECT WITH A GIVEN RISK PROFILE 

http://www.livemint.com/Industry/yRrRCeike3Lp1j0HpTqNBJ/RBI-spurs-72-billion-local-company-bond-market-with-new-rul.html
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Green bonds are an attractive mechanism for organizations to raise capital for sustainable 

projects. These bonds can be raised by not only financial institutions, but also by any private 

sector or public sector organizations. Indian companies are beginning to embrace green finance 

to fund environmentally friendly projects, as they heed calls from Prime Minister Narendra Modi 

to boost renewable energy in one of the world's worst polluting nations and tap rising investor 

demand. 

A healthy capital market will be critical to achieving India's ambitious climate mitigation targets, 

and green bonds can act as an effective instrument in channelizing the much-needed private 

capital.  

1. Can these bonds make a difference?  

In addition to government actions to address climate change and sustainable finance, another 

reason behind the rapid growth of the green bond market has been progress towards establishing 

a commonly accepted definition of what a green bond is, and towards developing standards 

against which green bonds can be evaluated. Developed and developing countries face rising 

financial challenges from climate. Green bonds are the perfect tools to finance railways, roads, 

airports, buildings, energy and water infrastructure, while at the same time achieving positive 

returns for the environment and society. All the projects financed by green bonds have positive, 

climate-friendly spillovers, mitigating the downside risks of traditional fixed income instruments. 

As green bonds have a high degree of transparency, investors can also quantify the benefits of 

investing in them using accessible metrics (reduced CO2, for instance, or gigawatt hours (GWh) 

of clean energy produced).  
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