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GREEN TREASURY BONDS

This edition of Investor Insights is about the Australian Office of Financial Management's
(AOFM) Green Treasury Bond program. In January 2024, the AOFM announced plans to issue
the first Green Treasury Bond between April and June 2024. The bond will mature in June 2034.
The bond size will depend on the number and scale of eligible green expenditures selected for
green bond financing.

This paper discusses:

+ the rationale for issuing green bonds

« the important role of investor engagement in
developing the Green Bond Framework

+ the progression towards the initial issue and the
outlook for the green bond program.
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BACKGROUND ISSUANCE OF GREEN
TREASURY BONDS

In April 2023, the Australian
Government announced the introduction of

a Sovereign Green Bond program. The green Green Treasury Bonds are identical to regular
bond program is a priority of the Australian Treasury Bonds, but the proceeds of green
Government's broader Sustainable Finance bond issuance will be allocated to Eligible Green
Strategy, which sets out measures to increase Expenditures that meet the Green Bond Criteria
transparency and credibility of green finance set outin the Framework. The bonds come with
markets. The consultation paper was released in additional monitoring and reporting. Green
November 2023. Treasury Bonds will form a part of the broader

debt issuance program.
The AOFM published the Green Bond

Framework and accompanying Second Party Chart 1 shows that the first Green Treasury Bond
Opinion (SPO) report in December 2023. will be issued at around ten years in tenor and be
The Framework outlines the Australian just longer than the existing May-34 bond line.

Government's climate change and environmental
priorities and how green bonds will finance
eligible expenditures. This includes the basis for
identifying, selecting, managing, and reporting on
spending financed with green bonds. The AOFM
and Treasury consulted widely with domestic and
international investors, other sovereign green
bond issuers, and market participants to assist in
developing the Framework.

Chart 1: Treasury Bonds on issue
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Source: AOFM as of 31 Jan 2024
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https://ministers.treasury.gov.au/ministers/jim-chalmers-2022/media-releases/investor-roundtable-aligns-efforts-deliver-cleaner
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https://www.aofm.gov.au/securities/green-bond-program
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THE RATIONALE FOR
ISSUING GREEN BONDS

In 2022, the Australian Government updated its
legislated Nationally Determined Contribution
(NDC) under the Paris Agreement, committing to
achieve net zero emissions by 2050 and reducing
emissions to 43 per cent below 2005 levels by
2030. Australia’s transition will be capital-intensive
and require significant investment. To achieve
these objectives, the Australian Government

has committed to a substantial pipeline of
investments, many extending over multiple years.
It is likely that new projects will be developed
over time.

The launch of a green bond program will achieve
several pivotal objectives. It will:

boost the scale and credibility of Australia’s
green finance market and attract more green
capital to Australia by increasing transparency
around climate outcomes and the scale of
green investments available

enable investors to back public projects that
drive Australia’s net zero transformation and
support environmental objectives

increase transparency and improve
sustainability-related reporting by public sector
entities

contribute to further diversification of the AGS
investor base.

SOVEREIGN AND
AUSTRALIAN GREEN
BOND MARKET

Internationally, around 30 sovereigns have

issued green bonds, and several others have
announced plans to issue green bonds in the
future. Green bonds form a modest proportion of
the debt portfolios of these sovereigns, averaging
just over 2.5 per cent of their outstanding debt.
Other sovereigns have issued sustainability bonds,
which are used to finance eligible expenditures
with both environmental and social themes.

Broad engagement with active sovereign and
semi-government green bond issuers, together
with investors experienced in assessing sovereign
green bond programs has helped Australia
incorporate lessons into our own program.
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Chart 2: Green bonds issued by sovereigns and proportion of debt outstanding
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The Australian green bond market has grown by SSAs, state governments, and corporate
substantially over the past decade. There is issuers. The sovereign green bond program will
an established Australian dollar green bond significantly amplify the scale and reach of the
market and investor base for green bonds issued Australian green bond market.
Chart 3: Green bonds issued in Australian dollars*
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Source: Bloomberg, as of 31 Jan 2024
*Kangaroo Bonds are Australian dollar-denominated bonds issued by non-resident entities in Australia.
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THE GREEN BOND
FRAMEWORK

The Green Bond Framework sets out the
Government's climate change and environmental
policies and outlines how green bonds will be
used to finance eligible green expenditures.

This includes:

the types of projects and expenditures that can
be financed or refinanced with green bonds

processes for project evaluation and selection

how proceeds will be managed, tracked and
monitored

ongoing reporting on the allocation of
proceeds and the impact of the projects.

Consultation with investors, climate and nature
policy experts, and state and international green
bond issuers helped in the development of the
Framework. It has been developed in accordance
with and is compliant with International Capital
Market Association (ICMA) Green Bond Principles
and is informed by the Climate Bonds Initiative's
Taxonomy.

Chart 4: Investors consulted

The Framework details that eligible projects and
expenditures financed by Green Treasury Bonds
must align strongly with one or more of the
Australian Government's three key green goals,
which are:

Climate change mitigation
Climate change adaptation

Improved environmental outcomes.

Investor input into the Framework

The AOFM and Treasury jointly conducted a round
of formal engagement with over 40 investors

to inform the development of the Green

Bond Framework and the issuance program.

The consultation involved in-person and virtual
meetings focused on aligning the Framework to
international standards, issuer-level credibility,
eligible expenditures, exclusions, lookback
periods, allocation periods, and reporting.

Chart 4 shows the diverse group of investors
consulted. Investors consulted covered a broad
spectrum by type and region and by their focus on
environmental policies and programs.

Investors by geography

Source: AOFM
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Many investors consider the climate and
environmental credentials of the issuer as a
prerequisite for deciding whether to buy a green
bond. For this reason, a sovereign green bond
program aligned with the Government's policies
and commitment to climate, energy, and other
environmental goals adds credibility to the green
bond program.

Key messages from investors
about the Framework

Alignment of the Framework with the ICMA
Green Bond Principles is considered a
minimum standard, with the Climate Bonds
Taxonomy and sector criteria, and United
Nations Sustainable Development Goals being
well-regarded.

A broad range of eligible expenditure
categories are supported, especially if they
address key environmental issues for Australia.

These include projects and expenditures that
mitigate and reduce carbon emissions, support
adaptation to the impacts of climate change,
and support improved environmental and
biodiversity protection.

Many investors are highly focused on the
forward-looking impact of their investment
and tend to favour new eligible projects and
expenditures, which will be funded over the
next few years. Nevertheless, investors are
supportive of a 12-month lookback period for
existing eligible projects and expenditures.

Research and development expenditure is
broadly supported provided it makes up a
relatively small share of the eligible project
pool and can meet the requirements for
post-issuance reporting.

For some investors, ‘transition’ related funding
can be acceptable if there is a clear narrative
about how a project may help transition away
from fossil fuels. However, projects related

to development, refining and transportation
of fossil fuels, as well as programs that
predominately assist Australia’s highest
greenhouse gas emitting facilities have been
excluded from the Green Bond Framework.

Regular allocation and impact reporting is
essential for investors to form their own
assessments and reporting; this includes social
co-benefits for impact reporting.

Key messages from investors
on structural characteristics of
green bonds

Investors would like the bond to be liquid,
preferring a small number of larger lines and
building liquidity over time through regular
tenders.

A tenor of around ten years is most preferred.

Investors prefer multiple maturities and
developing a green curve in the longer term.
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WHERE ARE WE, AND WHAT ARE THE NEXT STEPS?

Green Bond Program timeline

April 2023
Green Bond
Program
announced

Appointment of
Sustainalytics to
provide SPO

Deal Roadshow

Joint
Structuring
Advisors
onboarded

With the Green Bond Framework and SPO
published, the next steps entail endorsing eligible
green projects and expenditures by the Green
Bond Committee, a deal roadshow, and finally, the
first Green Treasury Bond syndicated issue.

The Green Bond Committee has been established
as an interdepartmental committee to support

a robust governance process for eligible project
evaluation and selection. The Committee’s

role includes oversight of the Framework,
endorsements of Eligible Green Expenditures
against the Green Bond Criteria, oversight

of allocation and impact reporting, and risk
management.

A green bond roadshow will be conducted in
Australia and international locations. In addition
to marketing the green bond to investors, the
roadshow will provide an opportunity for in-depth
discussions with investors about the Green Bond
Framework, projects that will be funded, and more
details of the syndicated issue.

The first Green Treasury Bond will be issued
via syndication between April and June 2024.
The bond will mature in June 2034,

Approval of
projects by 2024

April-June

Green Bond Inaugural Green

Committee Bond

The Green Treasury Bond program

The AOFM will issue the Green Treasury Bond
and manage the overall green bond program in
such a way that it appeals to the widest range of
investors possible. This includes:

issuing the first bond into the most liquid and
in-demand part of the curve - around 10 years
in tenor

achieving a balance between the initial issue
being large, while leaving capacity for further
smaller tenders

developing a ‘curve’ in subsequent years by
establishing new green bond lines

continuing to engage with investors on all
aspects of the green bond program

publishing annual allocation and impact
reporting on the AOFM website no longer than
18 months after the first green bond issue.
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Disclaimer

The information in this publication is for general
guidance only. It does not constitute legal or other
professional advice, and should not be relied on
as a statement of the law in any jurisdiction.

As this publication is intended only as a general
guide, it may contain generalisations.

While the AOFM will make every reasonable effort
to provide current and accurate information,
neither the AOFM nor the Commonwealth of
Australia accept any responsibility for the currency,
accuracy or completeness of that information.
Any estimates, analytics, projections, forecasts or
forward looking statements are subject to risks,
uncertainties and assumptions which may cause
the actual results and performances to differ
materially from any expected future results or
performances implied by such statements. The
AOFM recommends that you exercise your own
skill and care with respect to the use or reliance on
that material or information, or seek professional
advice if appropriate.

The AOFM and the Commonwealth of Australia
disclaims all and any guarantees, undertakings,
representations and warranties, express or
implied, and shall not be liable for any loss or
damage whatsoever (including incidental or
consequential loss or damage), arising out of or
in connection with any use of or reliance on the
information in this publication.

Copyright

© Commonwealth of Australia 2024

This publication is available for your use under a
Creative Commons Attribution 4.0 International,
with the exception of the Commonwealth Coat of
Arms, the AOFM logo, photographs, images, third
party material and where otherwise stated.

The full licence terms are available from https://
creativecommons.org/licenses/by/4.0/legalcode

Attribution

Use of material obtained from this publication
is to be attributed to this agency as:

Australian Office of Financial Management

Attribution must not suggest in any way that
the Commonwealth endorses you or the use of
your work.

Third party copyright

Where a third party owns copyright in material
presented in this publication, the copyright
remains with that party. Their permission may be
required to use the material.

The AOFM has made all reasonable efforts to:

+ clearly label material where the copyright is
owned by a third party

* ensure that the copyright owner has consented to
this material being presented in this publication.
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