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Foreword for the Green Bond Guidelines 2020 and Green Loan and Sustainability
Linked Loan Guidelines 2020

Approximately three years has passed since the publication of the "Green Bond Guidelines 2017" in 2017,
and the total amount of issuance in Japan's green bond market has greatly expanded since its inception, to
approximately 820 billion yen in 2019.

In the meantime, however, the environmental problems surrounding us are becoming increasingly
serious. In Japan, flooding and landslides have been of frequent occurrences due to heavy rains and other
events in various parts of the country, causing significant damage. There are concerns over the increasing
frequency and extremity of water-related disasters caused by increased rainfall and rising sea levels due to
climate change. Severe marine pollution from plastic waste has also become apparent. Australia is
experiencing large-scale and severe forest fires due to climate change. The top five global risks identified in
the Global Risk Report 2020 prepared by the Global Economic Forum that are likely to occur in the next
decade were all environmental issues; extreme weather, failure of climate change mitigation and adaptation,
large-scale natural disasters, large-scale biodiversity loss and ecosystem collapse, and human-made
environmental disasters.

The global situation surrounding sustainable finance is undergoing major changes amid the
materialization of risks and increased awareness of crises associated with climate change and planetary
boundaries. Beyond increasing global ESG investments and issuance of green bonds, there has been an
accelerating trend toward climate-related financial disclosures since the delivery of the final
recommendations of the Task Force on Climate-related Financial Disclosures (TCFD). In addition, the
Network for Greening the Financial System (NGFS) has begun to work on the climate change risks, and
interest in climate change is increasing among central banks and supervisors. In the EU, policy
implementation is progressing based on the Action Plan on Sustainable Finance, including the
development of an EU Green Bond Standard and an EU Taxonomy. Developments surrounding transition
finance have also begun. In addition, Positive Impact Finance, which generates environmental and social
impacts, is being promoted for the creation of a sustainable society and economy.

Amid the progress of these various measures, attention is increasing on green bonds as green bonds can
have a clear impact on the environment by supporting companies that are making reliable green investment
proposals. In the Sustainable and Responsible Investment Guide for Central Bank’s Portfolio Management
(released by NGFS in October 2019), green bond investment was cited as the most well-known responsible
investment strategy by central banks. The Bank for International Settlements (BIS) launched the Green
Bond Initiative and established the Green Bond Fund for central banks in September 2019. ICMA has also
revised its Green Bond Principles as appropriate and published a supplementary Guidance Handbook.

The publication of the Green Loan Principles in 2018 has also raised interest in Green Loans. Green
Loans are loans for financing projects with environmental benefits, and by aligning the basic framework
with green bonds, it is expected that seamless financing for green projects will become active.
Furthermore, the Sustainability Linked Loan Principles were released in 2019, increasing the number of
cases of Sustainability Linked Loans. Considering that the ratio of indirect financing is high in Japan and
that it is financial institutions that are working directly with and providing funds to local SMEs, Green
Loans and Sustainability Linked Loans have a major role to play in creating a sustainable society that has
realized the SDGs.

These Guidelines have been revised and developed in light of these developments, including the
revision of the Green Bond Principles (GBP) and the publication of the Guidance Handbook. In this
revision and development, consistency with the Green Bond Principles, Green Loan Principles, and
Sustainability Linked Loan Principles have been taken into consideration, and content is in line with
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international trends. In addition, the concept of sustainability bonds have been explained, and examples
based on issuance cases in Japan have been enhanced.

As noted above, the crisis associated with climate change and planetary boundaries require immediate
action. For the transition to a decarbonized society and the realization of a sustainable society that
embodies the SDGs, it is absolutely necessary for market participants, including issuers and borrowers,
investors and financial institutions, intermediaries, and service providers, to mainstream the consideration
of ESG factors. We strongly hope Japan will make further progress in ESG finance initiatives in all asset
classes, not limited to Green Bonds, Green Loans, or Sustainability Linked Loans, and that Japan will
truly become a big power in ESG finance.

Foreword for the Green Bond Guidelines 2017

Currently, the world faces a variety of environmental issues that can threaten the survival of the human
species and the sustainability of economic activities. According to the fifth Assessment Report of the
Intergovernmental Panel on Climate Change (IPCC) published from 2013 to 2014, there is no doubt about
global warming, and extensive, serious risks are expected to affect human society from the temperature
rise with the concomitant negative impact on the availability of food and water and extreme weather
events. All human activities are based on the favorable global environment, and economic activities,
including finance, are no exception. On the other hand, the economic activities have risks such as CO2
emissions that could damage the favorable global environment. In light of these conditions, the Paris
Agreement, the first legally binding consensus on climate change in 18 years since the Kyoto Protocol,
was adopted at COP 21 on December 12, 2015, in Paris, France. The Paris Agreement brought all nations
into common cause for the first time as an international agreement to undertake ambitious efforts to
combat climate change by setting the targets of holding the increase in the global average temperature to
well below 2°C above pre-industrial levels, pursuing efforts to limit the temperature increase to 1.5°C
above preindustrial levels, and making finance flows consistent with a pathway towards low greenhouse
gas emissions and climate-resilient development, etc.

Since the favorable global environment connotes limited resources, we must not exhaust them only by
the current generation. Our responsibility is to pass on the favorable global environment on which
prosperity equal to current levels can be built to future generations. The 2°C target of the Paris Agreement
embodies our efforts to fulfill this responsibility.

However, the achievement of the 2°C target requires substantial capital. According to estimates by the
International Energy Agency (IEA), an additional investment of US$9 trillion is required from 2016 to
2050 to decarbonize the power sector as part of the effort to achieve the 2°C target. Moreover, in order to
achieve the energy efficiency targets in the building, manufacturing, and transportation sectors during the
period from 2016 to 2050, an additional investment of US$3 trillion is required. Financing all those
investment needs with public funds is not realistic, however. A more efficient way of securing capital is to
draw on market dynamics and introducing private funds is essential. Therefore, charting a pathway for
domestic and overseas private funds, including Japan's household financial assets of over 1,700 trillion
yen, is critical for such investment opportunities.

As finance, the lifeblood of the economy, has great influence over the direction of the economy and
society, the basic responsibility of the financial market participants is to contribute to the maintenance of
the favorable global environment by creating such financial flows. Furthermore, the funds in the financial
market are directly or indirectly entrusted to market participants from a variety of citizens originally.
Therefore, the essential role of fiduciaries is not only executing their legal fiduciary duty but also using the
funds for the creation of a safe and secure future society for the citizens. Moreover, in the situation where
finite nature of the global environment have become a realistic issue, protecting the favorable global
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environment means to protect the foundation of economic activities, which has medium and long-term
implications on the survival of finance itself. Along with global decarbonization efforts, the technologies,
products, and services required for decarbonization are to be considered to create variety of business
opportunities. Therefore, accommodating investment demand in the markets that appear to grow is
important for the financial market participants.

Green Bonds are bonds where the proceeds are invested exclusively in projects that offer environmental
benefits (Green Projects). The bonds explicitly create a flow of funds toward Green Projects by combining
the efforts of issuers and investors and are expected to become one of the pathways where financial market
participants can fulfill their basic responsibilities for the maintenance of the favorable global environment,
while at the same time pursuing investment opportunities. In fact, after the publication of the Green Bond
Principles (GBP) in 2014, Green Bond issuances and investments have increased significantly overseas.
While paying our highest respect to people who have developed and supported the Green Bond market, it
is expected that the variety of the financial market participants to continue actively promoting the issuance
and investment in Green Bonds in the future.

In addition, Green Bonds may help to attract people who have not been interested in investments in
conventional bonds. For example, if a local government or a local company issues a Green Bond for Green
Projects in the local community, it may create a new flow of funds that circulate within the community.
Investing local funds in projects to conserve the natural environment of the community will contribute to
regional revitalization through creating employment in renewable energy projects, regional activation by
the maintenance and development of tourism and the creation of disaster-resistant communities.

We made this Green Bond Guidelines aiming to raise the visibility of Green Bonds and expand Green
Bond issuance and investment within Japan in line with the global development of the Green Bond
market. When developing the Guidelines, we considered the consistency with Green Bond Principles,
which is widely accepted in the world.by issuing and investing in Green Bonds by broad market
participants under this Guidelines, it is expected that private funds will be appropriately invested in the
projects that contribute to the conservation of the global environment. We sincerely hope that such efforts
will ensure that environmental consideration will be embedded in every decision-making process not only
related to bonds but also to all finance activities so that a sustainable society will be achieved through
market mechanisms.



Background to the Development of the Guidelines

From October 2016 to March 2017, the Green Bond Review Committee (hereinafter referred to as the
"Review Committee") met four times, where scholars and practitioner in Green Bonds discussed the details
of the Guidelines based on the following three basic approaches:

Q) Due consideration should be given to consistency with Green Bond Principles, which is widely
accepted in the world,;

(i) The Guidelines should reflect the immature market situation in Japan, where Green Bond
issuance and investment have not been actively implemented (including lowering costs and the
clerical load);

(iii) In an effort to ensure the safety of investments in Green Bonds by domestic and overseas
investors, The Guidelines should prevent “green-wash” bonds (bonds labelled as “green”
despite the fact that they have no environmental benefits, or that their proceeds have not been
appropriately allocated to Green Projects) from being issued and invested in.

In December 2016, a Green Bond opinion exchange meeting was held with Review Committee
members and European and American financial market participants well-versed in the Green Bond
Principles to exchange views on the Guidelines. In February 2017, a Third-Party Committee on Green
Bond Guidelines (provisional name) met to allow an examination of the Guidelines by independent third
parties who had no direct stake in the Guidelines. From Thursday, January 26 to Tuesday, February 14,
2017, public comments regarding the Guidelines were invited, which were later reviewed and discussed
(as appropriate) by the Review Commission. Based on these discussions, the Guidelines were developed
by the Ministry of the Environment of Japan.

Revision of Green Bond Guidelines 2020 and Formulation of Green Loan and
Sustainability Linked Loan Guidelines 2020

The "Review Committee on Green Bonds" (hereinafter referred to as the "Second Review Committee™)
was held three times between July 2019 and February 2020. Academics and practitioners related to Green
Bonds discussed the content of the Guidelines among other related matters while taking into account three
basic concepts adopted at the First Review Committee.

In August 2019, a Green Bond Dialogue was held to exchange views on the content of the Guidelines
and other related issues between the members of the Review Committee and market participants with
expertise on the Green Bond Principles, the Green Loan Principles, and the Sustainability Linked Loan
Principles.

Public comments were accepted between Thursday, December 12, 2019, and Friday, January 10, 2020,
and called for a wide range of opinions on the content of the Guidelines. In addition, opinions were also
sought from relevant overseas organizations regarding the contents of these guidelines. These opinions
were reviewed at the Review Committee and were reflected in the discussions of the Review Board as
appropriate.

Based on these discussions, the Guidelines were developed by the Ministry of the Environment of
Japan.
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Disclaimer

The Green Bond Guidelines (hereinafter “the Guidelines™) are legally non-binding and no
legal penalties will be imposed even if a certain action does not comply with the elements
(including elements described with the word “should”) described in the Guidelines. However,
it is necessary to note that if a certain action infringes upon any laws or regulations, legal
penalties may be imposed based on these laws or regulations, even though the action
complies with the elements described in the Guidelines.

The Guidelines do not constitute advice on decisions regarding investments in individuals,
other securities, or financial matters, or recommendations to purchase, sell, or hold specific
Green Bonds or other securities.

The Guidelines do not guarantee that the projects to which proceeds from specific Green
Bonds are allocated will produce the intended environmental benefits, and assume no
responsibility whether the projects realize their environmental benefits or not.

People who issue, purchase, sell, or hold specific Green Bonds or other securities shall do
so at their own risk.

The Ministry of the Environment of Japan will not be liable in any way for any loss,
damage, or expense of any kind incurred as a result of or in connection with the use of the
information presented in the Guidelines, including any modifications or abolition of the
Guidelines.
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Chapter 1 Introduction

1. Purpose of the Guidelines

In December 2015, the Paris Agreement, an international agreement regarding climate change, was
adopted at the COP 21 held in Paris, France. In this agreement, global long-term targets were set to
maintain any increase in the global average temperature to well below 2°C and to pursue efforts to limit
the global average temperature to 1.5°C above pre-industrial levels. According to ‘“The Special Report:
Global Warming of 1.5°C’ adopted at the IPCC? Session in October 2018, human activity derived CO2
emissions must reach net zero by around 2050 to limit global warming to 1.5°C. To address the long-
term substantial reduction in greenhouse gas emissions in Japan and to achieve this 2°C target, it is
necessary to mobilize large amounts of private investments towards Green Projects such as renewable
energy projects.

Furthermore, the “2030 Agenda for Sustainable Development” adopted at the United Nations
Sustainable Development Summit held in September 2015 in New York, sets out the Sustainable
Development Goals (SDGs), which include the conservation of oceanic and terrestrial ecosystems. This
has led to increased expectations for the role of private investments in projects that prevent the
deterioration of natural resources and support other environmental causes.

In addition, IPBES? published a global assessment report on biodiversity and ecosystem services in
May 2019 and the Biodiversity Charter adopted at the G7 Biarritz Summit held in August 2019 in
France resolved to make efforts to mobilize public and private funds towards the conservation and
sustainable use of biodiversity.

Moreover, the Osaka Blue Ocean Vision was shared at the G20 Osaka Summit in June 2019 in Osaka,
Japan, as the world’s universal vision. While recognizing the important role plastics play in society, the
Vision aims to eliminate any additional contamination of the ocean with plastic waste by 2050 through
a comprehensive lifecycle approach including the reduction of the outflow of mismanaged plastic
waste, based on improved waste management and innovative solutions. The importance of private funds
is growing in these initiatives as well.

In recent years, the issuance of Green Bonds, bonds issued by organizations including corporations
and local governments to raise funds for Green Projects®, and investments in these bonds have
significantly increased at an international level. Green Bonds are becoming an effective tool to raise
funds for Green Projects, such as which contribute to the reduction of greenhouse gas (GHG) emissions
and the prevention of natural capital deterioration. This trend became noticeable after the establishment
of the Green Bond Principles (GBP) with the support of the International Capital Market Association
(ICMA) in January 2014. Green Bond issuances and investments started to be seen in Japan as well.
The spread of Green Bonds in Japan, however, is underrepresented in comparison with other countries
and also given the needs to introduce large amounts of private funds to achieve the afore-mentioned
international goals.

In light of the above, these “Green Bond Guidelines” (hereinafter “the Guidelines™) have been
developed to increase Green Bond issuances and investments in Japan. To maintain the credibility of the
green characteristics of Green Bonds, the Guidelines seek to prevent “green washed” bonds (bonds
labeled as “green” despite having no environmental benefits or whose proceeds® have not been
appropriately allocated to Green Projects) from being issued and invested in.

1The 21st Conference of the Parties to the United Nations Framework Convention on Climate Change

2 Intergovernmental Panel on Climate Change

3 Intergovernmental Science-Policy Platform on Biodiversity and Ecosystem Services

4“Green Bonds” not only includes bonds but also securitized bonds described on page 13 in this Guidelines
S“Proceeds” in the Guidelines means the “net proceeds” after issuance fees have been deducted.
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The Guidelines, in accordance with the GBP, which are widely accepted in international Green Bond
markets, seek to provide issuers, investors, and other market participants with illustrative examples of
specific approaches and interpretations tailored to Japan’s bond market to aid with decision-making
regarding Green Bonds. The Guidelines will both establish the credibility of the green characteristics of
Green Bonds and alleviate the costs and administrative burdens for issuers, thereby spurring Green
Bond issuances and investments in Japan.

. Basic Concepts of the Guidelines

The Green Bond market is to be developed through interactions based on sufficient information
between issuers who want to raise funds, clearly declaring that they will allocate the proceeds only to
Green Projects, and investors who want to invest in Green Projects of their choice. The final decision on
how to evaluate the appropriateness of the issuers' approaches to Green Bonds and whether Green
Bonds are invested in, would be left to the market participants.

If the expected elements of Green Bonds are clarified in the Guidelines, it will form the foundation
for interactions between the issuers and investors as well as the tool for assuring stakeholders that the
Green Bond proceeds will be used for Green Projects.

Additionally, it is important for issuers and investors that the credibility of the green characteristics of
Green Bonds is maintained within the market and society. In particular, preventing green washed bonds
from being issued and invested in is imperative for the protection of Green Bond investors.

Based on the above, the Guidelines have been developed according to the internationally accepted
GBP (as of June 2018). The Guidelines recognize that a Green Bond should be aligned with four
components: (1) Use of proceeds, (2) Process for Project Evaluation and Selection, (3) Management of
Proceeds, and (4) Reporting, so that those bonds displaying all elements described above may be
internationally accepted as Green Bonds.®

Issuers, investors, and other market participants may have different perspectives regarding certain
matters; hence, it is important to establish a mechanism in which issuers disclose information relevant
to their Green Bonds in an easily understandable way. investors or other market participa