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New ICMA Guidance on Sustainability-Linked 
Bonds 

On June 9, 2020, the International Capital Market Association published the Sustainability-Linked Bond 

Principles (the “SLBP”), setting out a core framework for issuers and their advisors in structuring, 

disclosing, and reporting on sustainability-linked bonds. 

Sustainability-linked bonds are negotiable debt instruments linked to an issuer’s achievement of certain 

predefined sustainability targets within a predefined timeline. In contrast to green bonds, which are 

primarily designed to finance specific green projects through the use of proceeds commitments, 

sustainability-linked bonds are intended for use by issuers to address their overall sustainability strategy. 

Sustainability-linked bonds incentivise the achievement of regularly monitored and externally verifiable 

sustainability objectives through the measurement of key performance indicators (“KPIs”) and 

sustainability performance targets (“SPTs”) specific to the issuer. 

The SLBP is a voluntary framework that can be utilised by any type of issuer in establishing and reporting 

on a sustainability-linked bond. As the proceeds of sustainability-linked bonds do not need to finance a 

specific project, and can be used for general corporate purposes, sustainability-linked bonds can provide 

a flexible and attractive sustainable financing option for issuers.1 

Similar to the establishment of the Green Bond Principles in 2014, the Social Bond Principles in 2018, 

and the Sustainable Bond Guidelines in 2018,2 the publication of the SLBP is expected to play a key role 

in the development of the environmental, social, and governance (“ESG”) investment market. 

The first sustainability-linked bonds were issued in 2019 by Enel, an Italian utility company, with a coupon 

linked to Enel’s strategy of having at least 55% of its total installed capacity in renewable energy sources 

by 2021. If the 55% goal is not reached by 31 December 2021, the coupon will be increased by +25bps 

until the bond matures. Though further issuances of sustainability-linked bonds have been deferred, 

believed in part to be a consequence of coronavirus-related uncertainty in debt markets3, the SLBP is 

                                                      

1  In some respects, the aims of sustainability-linked bonds are similar to those of transition bonds, which are 

aimed at helping issuers transition their businesses to greater sustainability. Unlike sustainability-linked bonds 

(which can be used for general corporate purposes), transition bonds require the issuer to allocate proceeds to 

“climate transition-related activities.” 

2  Unlike sustainability-linked bonds, sustainability bonds are bonds where the proceeds will be applied exclusively 

to finance a combination of both green and social projects. 

3   Other challenges to the market for sustainability-linked bonds include the inability of the European Central Bank 

to buy bonds with coupon pricing risk under its Corporate Sector Purchase Programme and the absence of 

precedent pricing curves against which to price sustainability-linked bonds.  See Tessa Walsh, KPI-linked bonds 

await second coming, International Financing Review (29 May 2020). 

https://www.friedfrank.com
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Sustainability-Bonds-Guidelines-June-2018-270520.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Sustainability-Bonds-Guidelines-June-2018-270520.pdf
https://realassets.axa-im.com/content/-/asset_publisher/x7LvZDsY05WX/content/financing-brown-to-green-guidelines-for-transition-bonds/23818
https://www.ifre.com/story/2380131/kpi-linked-bonds-await-second-coming-l8n2da2vv
https://www.ifre.com/story/2380131/kpi-linked-bonds-await-second-coming-l8n2da2vv
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expected to encourage more borrowers to issue bonds tied to general environmental targets following the 

rapid growth of similar products in the sustainable loan market.4 

The Core Components of Sustainability-Linked Bonds 

The SLBP sets out a framework of five core components required for sustainability-linked bonds, 

including (i) selection of KPIs, (ii) calibration of SPTs, (iii) impact on bond financial or structural 

characteristics, (iv) reporting, and (v) verification of performance. 

 Selection of KPIs: The SLBP notes that the credibility of the sustainability-linked bond will depend 

on the credibility of the KPIs selected to measure an issuer’s sustainability performance. It is key 

that issuers select KPIs that are “relevant, core and material” to the issuer’s overall business, of 

high strategic significance to the issuer’s operations, measurable or quantifiable on a consistent 

basis, externally verifiable, and able to be benchmarked using an external reference. 

Issuers are recommended to clearly communicate to investors the rationale and process behind 

their selection of KPIs, a clear definition of the KPIs, as well as the calculation methodology, and 

how those KPIs fit into the issuer’s sustainability strategy. Issuers are encouraged to use KPIs 

they have previously reported to investors in annual or sustainability reports in order to encourage 

historical comparison. The SLBP recommends a historical comparison period of three years for 

the KPIs selected. 

 Calibration of SPTs: SPTs represent the targets set by the issuer for their sustainability 

performance. The SLBP explains that the SPTs identified for purposes of a sustainability-linked 

bond should be “ambitious,” representing a material improvement in the relevant KPI, and 

representing something beyond “business as usual” for the issuer. SPTs should be comparable to 

an external benchmark or external reference, consistent with the issuer’s coverall strategic 

sustainability/ESG strategy, and be determined with reference to a predefined timeline (i.e., set 

before or concurrently with the issuance of the sustainability-linked bond). Finally, SPTs should 

be set based on a combination of benchmarking approaches, including the issuer’s performance 

over a three-year track record period, in comparison to peers (where available) and industry 

standards, or with reference to scientifically based criteria or official national, regional, or 

international targets, such as the Paris Agreement on Climate Change, the Sustainable 

Development Goals5, or similar proxies. 

Disclosure of target setting should make clear the issuer’s timelines for target achievement, 

including verified baseline cases and key factors within and beyond the issuer’s control in 

achieving their reported SPTs. The SLBP encourages the appointment of external reviewers to 

confirm alignment of the bond with the core components of the SLBP in a pre-issuance “Second 

Party Opinion” and to assess any material changes to KPI methodology and SPT calibration post-

issuance. External reviewers should disclose their credentials and relevant expertise and clearly 

                                                      

4  Tom Freke and Lyubov Pronina, Sustainable Finance Boosted by New Rules on ESG-linked Bonds, Bloomberg 

News (9 June 2020). 

5  On 16 June 2020, the United Nations Development Programme (“UNDP”) released for consultation standards to 

guide private equity fund managers and bond issuers in directing activities toward achieving the globally agreed 

upon Sustainable Development Goals. 

https://www.bloomberg.com/news/articles/2020-06-09/sustainable-finance-boosted-by-new-rules-on-esg-linked-bonds
https://sdgimpact.undp.org/assets/20200430-Bonds-Standards-Final-Draft.pdf
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communicate the scope of their review.6 If no Second Party Opinion is sought, the SLBP 

encourages issuers to demonstrate or develop the internal expertise to verify their methodologies. 

 Impact on the bond’s financial or structural characteristics: The SLBP mandates that 

sustainability-linked bonds need to include a financial or structural impact on the bond’s terms, 

with such impact dependent on the issuer’s achievement of SPTs. Coupon variation of the bond 

is likely to be a common example, with a coupon varying as SPTs are consistently met or missed, 

but other variations are possible.7 The SLBP notes that the structural characteristics of 

sustainability-linked bonds should be “commensurate and meaningful” relative to the financial 

characteristics of the sustainability-linked bond. Bond documentation should include an 

explanation of the financial or structural impact of any fallback mechanisms in case SPTs cannot 

be observed or calculated, and consideration should be given to including a description of any 

exceptional events (such as material M&A activities) or extreme events (such as drastic 

regulatory changes) that could substantially impact the relevant KPI or the SPT. 

 Reporting: Issuers of sustainability-linked bonds should publish and keep available current 

information on KPI performance, including a verification report on the issuer’s performance 

against SPTs, the impact of that performance on the bond’s financial or structural characteristics, 

and any information enabling investors to monitor the level of ambition of the SPTs. The SLBP 

notes that such reporting should be published regularly, and at least annually. For clarity, the 

SLBP includes a checklist of recommended or necessary pre- and post-issuance disclosures. 

 Verification: Issuers should seek independent and external verification of their performance 

against each SPT for each KPI by a qualified external reviewer with relevant expertise, such as 

an auditor or an environmental consultant, at least once a year, and in particular for any period 

relevant to SPT performance relative to the bond’s financial or structural characteristics. This 

information should be made publicly available. Unlike the pre-issuance Second Party Opinion, 

which is recommended, the post-issuance external verification of SPT performance is a 

necessary element of the SLBP. 

Conclusion 

Similar to the growth seen in respect of green bonds following the publication of the Green Bond 

Principles, we expect the publication of the SLBP to drive increased issuer and investor interest in 

sustainability-linked bonds. For issuers, sustainability-linked bonds can provide enhanced reputation and 

stronger relationships with stakeholders, and move the market towards expected approaches to 

structuring and disclosures that will facilitate credible ESG transactions. For investors, sustainability-

linked bonds can promote the accountability of issuers in executing their sustainability strategy and 

ensure that issuers are disclosing the information necessary for investors to evaluate their sustainability 

investments properly. 

* * * 

                                                      

6  The SLBP notes that voluntary Guidelines for Green, Social and Sustainability Bonds External Reviews 

developed for the Green Bond Principles can be a useful resource. 

7  Given the potential increase on the sustainability-linked bond’s coupon resulting from failure to achieve SPTs, 

the step-up mechanism can act as a hedge for investors who intend to sell the bond in the market in the case of 

a failed SPT objective. Singularity Financial, Sustainability-linked Bond Principles mark new era for bond market 

(11 June 2020). 

https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2020/External-Review-GuidelinesJune-2020-090620.pdf
https://sfl.global/en/news_post/sustainability-linked-bond-principles-mark-new-era-for-bond-market/
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