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Green Bond –Overview

ÅȬ'ÒÅÅÎBondsȭare the fixed income financial
instruments that are linked to promoting and
implementing climate change and environment
solutions. With this instrument, the issuer of the
green bond gets the capital to finance green
projects while the investors receive fixed income
in the form of interest. When the bond matures,
the principal is repaid.

ÅIn a way, green bonds are the same as any
corporate, in fact they are a subset of corporate
bonds,where the useof proceedsare pre-allocated
to a greenactivity

Corporate Bonds (Fixed Income)

Green Bonds (subset of Corp Bonds)
Proceedsare to be utilized for financing the assets/
projects implementing climate change and
environmentsolutions

Need for Green Bond ?

Technologies used are largely capital intensive 
fixed investments in nature

Technologies generally tend to have low 
variable cost in the project lifetime

Assets generate steady paybacks and low-risk 
revenue streams over long periods of time 
once the investments are up and running
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Green Bond story so far - India
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LƴŘƛŀΩǎ CƛǊǎǘ DǊŜŜƴ .ƻƴŘ 
issued by Yes Bank Ltd. 
It raised INR 1000 Cr.

First Green Masala 
Bond issued by IFC for 
RE* and EE* projects
It raised INR 315 Cr.

Note: IFC- International Finance Corporation; RE - Renewable Energy; EE - Energy Efficiency Projects; IREDA: Indian Renewable Energy Development Agency; 
IRFC: Indian Railway Finance Corporation's

IDBI Bank Ltd. issued first state-
owned commercial bank Green 

Bond on Singapore Stock Exchange
It raised USD 350 Mn.

SEBI Issued Green 
Bond guidelines

India's first certified Green Bond on 
London Stock Exchange by Axis 
Bank Ltd. It raised USD 500 Mn.

NTPC Ltd. first Indian 
Corporate to offer Green 

Masala Bonds 
It raised INR 2000 Cr.

RBI Increased ceiling limit for 
partial credit enhancement 
to 50% of issue size from 
20% for Corporate Bonds

Launch of LƴŘƛŀΩǎ 
first international 

exchangeτIndia INX

L&T Infrastructure Finance 
ƛǎǎǳŜǎ LƴŘƛŀΩǎ ŦƛǊǎǘ SEBI 
approvedGreen Bond
It raised USD 103 Mn.

Green Masala Bond issued by 
state-owned financial 

institution IREDA

LƴŘƛŀΩǎ ŦƛǊǎǘ listed 
Green Bond on India
INX issued by IRFC

State Bank of India 
Ltd (biggest bank) 

raised USD 650 Mn. 
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India has formal definition of “Green” Bond (SEBI)
India is secondcountry (after China) to provide national level guidelines

ü In January2016, Securities and ExchangeBoard of India (SEBI; regulator) published its official green bonds requirements for
Indian issuers.

üAsper the guidelinesdebt security shall be consideredas‘Green’or‘GreenDebtSecurities’,if the funds raised are to be utilized for
asset(s)fallingunder any of the following broad categories

Renewable and sustainable energy 
including wind, solar, bioenergy, other 

sources of energy which use clean 
technology, etc.

Clean transportation including 
mass/public transportation, etc.

Clean transportation including 
mass/public transportation, etc.

Climate change adaptation

Energy efficiency including efficient and 
green buildings, etc.

Sustainable waste management including 
recycling, waste-to-energy, efficient 

disposal of wastage, etc.

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

Biodiversity conservation
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Other regulatory push

SEBI also has notified formal disclosure norms 
(May 2017)

RBI introduced Corporate Bond measures 
(August 2016)

ü RBI raised the ceiling limit for partial credit
enhancementto 50% of issue size from the earlier
limit of 20%

ü It allowed banks to issuerupee denominated bonds
overseas under the extant framework of
incentivizing issuanceof long-term bonds by banks
for financing infrastructure and affordable housing

ü In order to encourageactivity in the corporate bond
market, the RBI allowed brokers to participate in
corporate bond repo market

ü To facilitate direct trading in corporate bonds, RBI
in consultation with SEBI,decided to allow foreign
portfolio investments (FPIs) to transact in corporate
bondsdirectly without involving brokers.

ü These norms are over and above the SEBI (Issue
and Listing of Debt Securities) ILDS Regulations,
2008

ü The scopeand definition of‘GreenBonds’was kept
wide open to include most type of green projects,
further, SEBI is empower to include any other
categoryof project from time to time.

ü As part of the guidelines, the issuer would have to
make disclosures including use of proceeds,list of
projects to which green bond proceeds have been
allocated in the annual report, and periodic filings
madeto the stock exchanges.
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How does Indian norms compare with ICMA

Use of 
Proceeds

ICMA (June 2018) SEBI Remarks

List provided for the eligible
greenprojects

List provided (earlier covered in
presentation) for eligible projects;
SEBIalso has discretion to include
anyother project if assessedto be fit

Most of the eligible greenprojectsare
adequatelycovered by SEBIin its list,
further there is scopeof includingany
project that isnot specifiedin list

As per ICMA,the issuershould
clearly communicate the
environmental objectives, the
process for evaluation and
methodology adopted to
manage potentially material
environmental and social risks
associatedwith the projects.

{9.LΩǎdisclosure criteria asks the
issuer to define environmental
objectives.
Processto be defined and followed
to determinethe eligibleprojects

Largelysimilar,however,SEBIdoesnot
ask to define the potential risk and
exclusioncriteria

Transparencyis key factor that
ICMAemphasizeshere. Theuse
of auditor or third party external
reviewis recommended

SEBIemphasizeson the systemand
procedureto trackthe deployment.
Issuer appointment of independent
third party is to verify the usageis
alsoallowed(thoughoptional).

The essenceis maintained. SEBIhas
further laid down the list of quarterly
and annual disclosureto be done by
the issuer. This is inline with the
excisingdebt issuancenormsin India

Project 
Evaluation 
& Selection

Mgmt. of 
proceeds
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Indian bond market in comparison to Asia 
Outstanding Local Currency Corporate Bonds (USD Billion)

Country Mar'17 Mar'18 Proportion (%)

China 2146 2511 47
South Korea 1093 1195 22

Japan 703 723 13
India 371 422 8
Malaysia 125 164 3
Singapore 102 112 2

Thailand 85 103 2

Hong Kong 101 94 2
Indonesia 24 29 0.5

Philippines 19 21 0.4
Vietnam 2 3 0.1
Source: CARE Ratings 

TheAsiancorporate bond market hasreacheda sizeof $ 5.3
trillion as of end Mar’18, a 13% growth over Mar’17. The
increasecan be ascribed to the growth in the bond markets
of all the countries except Hong Kong that witnessed a
declineof around 6%.

China dominates the market accounting for around 47% of 
the total outstanding bonds followed by South Korea (22%)
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India’scorporate bond market is 16% of the GDP,
higher than that of Japanat 14% of GDP,Philippines
(6.9%), Indonesia(2.9%) and Vietnam(1.3%).

Outstanding Bond to GDP (%)
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Indian bond market in comparison to Asia

Corporate Bonds Spreads =  Local currency corporate bond yield ςLocal currency benchmark government bond yield 

Corporate Bond Spreads (AAA ɀ5 year; bps) 

China Spread South Korea Spread Malaysia Spread India Spread

30-Sep-16 59.5 Mar-17 29 Mar-17 50.5 31-Mar-17 96
30-Sep-17 111 Mar-18 28 Mar-18 83.9 28-Mar-18 30

In case of India, the spread of yields of the 5 year AAA rated bonds over G-Secs has narrowed by (-)66 bps 
from 96 bps as on 31st Mar’16 to 30 bps as on 28th Mar’18.

The spread of the 5 year AAA rated bonds over G-Secs at 30 bps is much lower than the prevailing spreads 
in China and Malaysia.
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Green Bond market depth - India
Market Depth

ü The cumulative green issuancefrom India between 2015 and
2018 November stands at USD7.15 Bn (includes latest SBI
issuance);

ü In 2017, Indian public and private sector companies issued
USD3.9bn worth of greenbonds,2.5 times higher than in 2016.
The majority of them (51 percent) were sold by public sector
entities.

ü Globally,the proportion of greenbond in overall debt hasbeen
in rangeof ~1% sameis at 0.35% for India

ü Under G20 data set India ranks 5th in terms of quantum of debt
issuedas‘GreenBond’aspercentageof overall debt

ü The global and domestic investors hasbeenpositive on issuers
from India, same is indicated from the (times of)
oversubscription witnessed in issuances

Company (Issue) Oversubscription (Times)
IREDA (2016) 5.10 
Rural Electrification Corporation 3.90 
EXIM Bank 3.00 

IRFC 3.00 
Axis Bank 2.20 

YES Bank 2.00 
AZURE Power 2.00 
IREDA (2017) 1.74 
Greenko Group 1.50 
NTPC 1.45 

Source: CARE Ratings

Rank Country
Green Bonds as share of 

Overall Debt (%)

1 France 0.75%
2 South Africa 0.58%
3 Germany 0.47%
4 Maxico 0.38%
5 India 0.35%

6 European Union 0.29%
7 China 0.26%

3ÏÕÒÃÅȡ #ÌÉÍÁÔÅ 4ÒÁÎÓÐÁÒÅÎÃÙȭÓ "ÒÏ×Î ÔÏ 'ÒÅÅÎ 2ÅÐÏÒÔ φτυϋ
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Green Bond market depth - India
Public and private corporates driving issuance

ü Private sector banks have applied the proceeds raised
largely to energy assets. Utility scale renewable energy
developers have re-financed operational assets through
the capital markets.

ü Public sector participation hasalso remained robust with
marqueenameslike state-owned EXIMBank,state utility
NTPC, PNB Housing Finance and Indian Railways
Financial Corporation (IRFC),the financing arm of Indian
Railwaysall successfullyraising the capital

ü Private sector non-financial corporates dominate
issuance and have contributed 37% of total volume to
date. Government-backed entities, which include
financial and non-financial corporates, comprise 37%.
Private sector financial corporatesaccountfor 13%, asdo
development banks. Financial institutions from the
public and private sectors,taken together, make up 50%
of volumesto date.

Renewable energy dominates useof proceeds

0

0.5

1

1.5

2

2.5

3

3.5

4

4.5

2015 2016 2017

U
S

D
 B

IL
L

IO
N

Axis Bank
Azure Power
Export Import Bank of India
Greenko Investment co
IREDA
IRFC
Other Issuer

Top issuers account for 64% of issuance

83%

13%

2%

2%

Renewables dominate India 2017 use of 
proceeds 

Renewable Energy

Transport

Water

Adaptation

3.8

1.6

1.1

December 2018 11



Green Bond - Coupon Rate trend

ü Averagecoupon rate on Green Bonds for
domestic issuers is significantly higher
7.5% compared with 4.7% for
international issuance; this difference is
because of currency risk faced by INR.
Hedgingcostwould be additional

ü In India, the coupon rates for masala
bonds ranges from 7% to 10%, and for
other bonds,the rangeis 2.5%—8%

Source: Bonds & Climate Change Newsletter 
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Opportunity - India
ü As per the government estimates,

India would required USD2.5 trillion
(at 2014-15 prices) to meet climate
change action committed to be
achievedtill 2030

ü Further, India has embarked upon the
ambitious target of building 175 GW
of renewable capacity by 2022, from
just over 30 GWnow, this requires the
massivefunding of USD200 Bn.

ü Achievability is contingent upon
requisite funding at reasonablecapital
cost; greenbondsfits the bill perfectly

ü According to Bank of America-Merrill
Lynch, the domestic green bond
market hasa $125-billion opportunity
by 2025. It expectsaround $32 billion
of suchbonds being sold over the next
five years.
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Opportunity - India
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Suggestion to overcome impediments 

Scope for widening the definition of Ȭ'ÒÅÅÎȭto
improve diversification and social impact

Lack of methodologies and frameworks for
evaluating diverse projects in the Indian context

ü Smaller size of projects resulting in relatively smaller issue
sizes

ü High perceived risk for novel technologies Lack of
methodologieswhich incorporate the national context for
evaluatingprojects

ü Responsible investors also seeking to move towards
sustainabledevelopmentgoalsthrough bonds

ü No common definition of ȬÇÒÅÅÎȭfrom the domestic
perspective

Ȭ'ÒÅÅÎȭcan include nuclear energy generation, Co-gen solutions,
transmission of electricityɂincluding those from renewable
sourcesɂbesides electrification of railways, and projects for
sustainableland use. Fisheriesand aquaculture,climate-smart farm
inputs, forestry,preservationand restoration of natural landscapes,
too, fall in this category as also green buildings, smart grids,
protection of coastal, marine and watershed environments,
information support systems(including climate observationsand
early warning systems),and soil remediation,amongothers.

Supporting GreenBonds through following

ü Specificgovernment interventions
ü Guarantees(from stateowned entities)
ü Partial CreditEnhancement’s(PCE’s)
ü Development of aggregation of Asset-Backed Securities (to

mitigate the small sizeof issuancefrom India)
ü Deepening the domestic bond market (India lacks a deep

corporate bond arena; government has made certain changes
to support the growth) .
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Case Study –ReNewPower –(PCE)

Country Issuer Type Sector Date

India Corporate Renewable Energy Sep-15
Amount (USD Mn.) Coupon Rate Tenure

68 9.50% 17.5 Years

Problem
Institutional investors were wary of investing in greenbonds,especiallythose issuedby the corporate sector,asthese
are usually of speculativegrade(credit rating of BBBand below).

Problem Addressed - Example of Partial Credit Enhancement (PCE)
IIFCLprovides partial guaranteeson rupee-denominated bonds issuedby Indian companiesto finance infrastructure
projects. ADB then takes on a part of IIFCL’sguaranteerisk. Together, the partial credit guaranteesboost the credit
rating of a typical infrastructure project from ratings as low as BBB to at least AA, making the bonds attractive to
institutional investors.

IIFCL is guaranteeing a maximum of 28% of the bond, with ADB counter-guaranteeing half of that. The guarantee
raisesthe credit rating of the bond to AA+
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Concluding Remarks

ÅThere is a clear needfor government support
ÅCreation of a guaranteefund to use for credit enhancementthrough various

methods to makepriority greenbondsattractive;

ÅCertain concessions,including tax-exemptions, could also be leveraged to
grow domesticdemandfor greenbonds;

ÅIssuinga sovereigngreenbond

ÅRBImay classifyingit aspriority sector

ÅThenew India basedinternational exchangeto focuson GreenBonds
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