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BEST PRACTICES 2019 

CICERO Shades of Green AS provides independent, research-based evaluations of green and sustainability bonds. Our 
second opinions are rated Dark Green, Medium Green and Light Green to offer investors better insight into the 
environmental quality and climate risks. CICERO Shades of Green stands out in the market in several ways: 

 Leading global provider of second opinions in the green bond market since 2008 
 Transparency on climate risk with Shades of Green ratings 
 Voted Best External Reviewer by investors for three consecutive years 

Our second opinions are built on climate science, drawing on competence from CICERO Center for International 
Climate Research, one of the world’s foremost institutes for interdisciplinary climate research. To professionalize the 
second opinion services, CICERO Shades of Green AS was established in 2018 as a subsidiary. 

This Best Practices 2019 report showcases examples from our portfolio of green bond second opinions by project 
category. These examples highlight approaches to some of the environmental considerations in each sector. 
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METHODOLOGY FOR GREEN AND SUSTAINABILITY FINANCE FRAMEWORKS 

The Shades of Green methodology was introduced in 2015 and is rooted in and developed to apply CICERO’s 
climate science to the green finance market. This climate-science based rating method, focused on avoiding lock in 
of greenhouse gas emissions over the assets’ lifetime and promoting transparency on resiliency planning and 
strategy, is what sets our second opinions apart. Green finance projects have environmental strengths, weaknesses 
and pitfalls and require the issuer to have effective governance procedures to deliver the desired impact. Our second 
opinions take a long-term view on activities that support a low-carbon and climate resilient society. We assess green 
and sustainability finance frameworks and communicate them in a way that is understandable and useful to 
investors. We do this by reviewing: 

 Project-specific environmental strengths, weaknesses, and pitfalls, with a focus on avoiding locked-in emissions 
over the lifetime of the asset as well as resiliency planning 

 The issuer’s governance procedures that support implementation of the environmental ambitions of the 
framework 

 Alignment with ICMA Green Bond Principles (and other principles or standards when relevant)  
 
Our second opinions are graded Dark Green, Medium Green or Light Green, reflecting a broad, qualitative review 
of the climate and environmental risks and ambitions of the investments. The shading methodology aims to provide 
transparency to investors that seek to understand and act upon potential exposure to climate risks and impacts. 
Investments in all shades of green projects are necessary in order to successfully implement the ambition of the Paris 
Agreement.  
 

  

Figure 1: Shades of Green methodology. 
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For sustainability finance frameworks, the social benefits are reviewed in addition to the green considerations. 
Consistency and effectiveness of eligible social asset categories are reviewed against the issuer´s overall social targets 
and the United Nations Sustainable Development Goals (SDGs). SDGs highlighted by the issuer are assessed by 
clarifying which specific SDG targets are supported by each eligible social asset category. Moreover, the assessment 
points to relevant SDGs and targets that may not have been identified by the issuer. The assessment covers the 
issuer´s capacity for anticipating and assessing adverse social risks when selecting eligible green and social projects. 
We also review whether the issuer has implemented policies that require project beneficiaries to have systems in 
place to avoid, reduce or minimize adverse social impacts. More details can be found in the section ‘Sustainability 
Bond Best Practices’ on page 16. 

 

THE SECOND OPINION PROCESS 

The independent second opinion process is a desk-based review that considers relevant principles and other 
standards as well as cutting-edge climate science (see graphic below). As soon as we receive a framework and 
relevant supporting documentation such as sustainability and emission reports, environmental and climate internal 
policies etc., we start drafting the second opinion and raise questions for clarification if needed. Issuers will typically 
receive a draft second opinion with written questions for discussion within one to two weeks of receipt of the 
framework. The issuer will receive a final second opinion within three to five weeks, assuming the full responsiveness 
of the issuer and the completeness of the documentation. 
 
 

 

Figure 2: CICERO Shades of Green's second opinion process. 
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OUR PORTFOLIO OF SECOND OPINIONS 

We have completed over 130 second opinions (including updates) for more than 120 unique issuers around the 
globe. These issuers include corporations, financial institutions, multilateral development agencies, and public-
sector entities with headquarters in Europe, Asia, Africa, and North America. In 2019, about 75% of the frameworks 
we assessed were green bond frameworks. Other frameworks include green finance, sukuk and sustainability 
finance frameworks.  

We work with both international and domestic issuers, drawing on the global expertise of the Expert Network on 
Second Opinions (ENSO) to broaden the technical, language and regional expertise. The ENSO network consists of 
independent non-profit research institutions specializing in climate change, environment and society (see Figure 1 
below). 

About 180 billion USD equivalent worth of green bonds in more than 30 currencies have been issued globally under 
frameworks assessed by us. The majority of issuers we work with are headquartered in Europe, followed by Asia and 
North America. CICERO Shades of Green has seen a marked concentration in renewable energy, energy efficiency, 
green buildings, and clean transportation. Both of these observations are generally consistent with trends in the 
broader green bond market in Q1 2019: Europe led the market with 49%, followed by North America with 31% and 
Asia-Pacific with 39%, North America with 16%. Renewable energy, buildings and transport are the most common 
use of proceeds.   

 

Figure 3: Expert Network on Second Opinions (ENSO) members’ headquarters: International Institute for Sustainable Development 
(IISD), the Basque Center for Climate Change (bc3), CICERO Shades of Green, the Stockholm Environmental Institute (SEI), the 
Institute of Energy, Environment and Economy at Tsinghua University (from left to right). 
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While the vast majority of issuers align frameworks with the voluntary ICMA Green Bond Principles, some issuers 
also refer to regional or other principles or standards such as the ASEAN Green Bond Principles or country-specific 
green regulations. We are now also seeing frameworks align with the ICMA Green Loan Principles and Sustainability 
guidelines, or issuers that develop green financing frameworks that capture a broader range of financial instruments. 

CICERO Shades of Green has the largest market share globally: we reviewed the green bond frameworks for 68%of 
issued green bonds globally (by number of green bonds issued), and 27% by value.1 This is up from 48% (by number) 
and 21% (by value) of issued green bonds since 2016. The marked growth since 2016 is largely due to Fannie Mae’s 
entry into the market with our second opinion for their Green Mortgage-Backed Security (MBS) framework. Fannie 
Mae is the single biggest issuer of green bonds by value (more than $55bn USD), representing 60% (by number) and 
10% (by value) of the total green bond market.  

Figure 2 shows the green bond market’s cumulative issuances from 2008 to 2019 by second opinion provider. In this 
period, we have assessed 27% of the total cumulative value of bonds; 11% of the value has been issued without a 
second opinion.  

 

Figure 4: Market Shares of External Reviewers by cumulative value of bonds issued from 2008-2019. Data adapted from CBI 
(August 2019) data base with average monthly ECB currency conversion rates.  

 
1 Data source (August 1, 2019): Climate Bond Initiative (2019) database and the average monthly currency exchange rates.  
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We have worked with a broad range of issuers, with a focus on corporate and financial institutions. Figure 3 shows 
issuers we have assessed by type and overall green shading. Of the more than 120 issuers we have worked with, 
approximately two thirds are corporates or financial institutions, including development finance institutions. Among 
the variety of public issuers are sovereign governments (Republic of Indonesia), municipal banks in all the Nordic 
countries, and municipal and regional governments around the world such as in the US, Canada, Sweden and Norway.  

The largest sector representation among the corporates is real estate developers or property managers followed 
by the energy sector. Examples include Fannie Mae, Freddie Mac and Akademiska Hus in real estate and Ørsted, 
Vattenfall and Korea Southern Power (“Kospo”) in the energy sector. We have also worked with a few forestry-
focused entities, such as Södra Skogsägerna and the Landshypotek Bank, transportation companies (ADIF Alta 
Velocidad and Nobina), and manufacturing companies (Electrolux and Stenametall). 

Financial institutions include commercial banks, export credit agencies, development banks and pension funds. We 
have provided the second opinion for the first pension fund (CPPIB) and the largest commercial bank ICBC, whose 
framework focuses on the Chinese Belt and Road Initiative. We have also worked with many of the major multilateral 
development institutions, including the World Bank, EBRD, AfD, IFC, ADB, and KFW. We recently completed a second 
opinion for Indonesia’s national development and infrastructure bank, PTSMI, and to the Nederlandse 
Waterschapsbank (NWB) that lends out to regional water authorities.  

 

 

 

Figure 5: Number of Assigned Shades of Green (2015-2019) per Issuer Type (local governments include municipality banks) (August 
2019). 
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BEST PRACTICES FOR GREEN INTEGRITY 
 
Since we introduced our Shades of Green methodology, we have assigned a green shading to 110 frameworks, 
providing an opportunity for reflecting on best practices. Figure 4 represents cumulative CICERO Shades of Green 
by use of proceeds categories relative to how often these categories occur in the frameworks. As illustrated in 
Figure 6, a little more than half of the frameworks reviewed have been considered Dark Green overall, with almost 
the entire remainder considered Medium Green. This reflects issuers’ focus on renewable energy, green buildings, 
energy efficiency and clean transportation projects.  

In Figure 6, we share examples that demonstrate how our methodology has been applied at the project category 
level noting sector trends and common concerns and highlighting best practices.  

 

According to the last IPCC report2, the largest share of anthropogenic CO2 emissions globally are caused by electricity 
and heat production (25%), agriculture, forestry and other land use (AFOLU, 24%), industry (21%), transport (14%), 

 
2https://www.ipcc.ch/site/assets/uploads/2018/03/WGIIIAR5_SPM_TS_Volume-3.pdf, page 9 

Figure 6: CICERO’s Assigned Shades of Green (2015-2019) per project category and overall (August 01, 2019). 

https://www.ipcc.ch/site/assets/uploads/2018/03/WGIIIAR5_SPM_TS_Volume-3.pdf
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other energy (9.6%) and buildings (6.4%). Taking into account indirect emissions by sector through energy and heat 
consumption yields a higher share especially for the buildings sector consuming 48% of the total primary energy 
produced (now totaling at 18.4%) and industry (now 32%). 

CICERO’s investors’ guide Climate Scenarios Demystified offers an overview of climate and energy scenarios.3 In our 
second opinions, we reference the International Energy Agency’s (IEA) World Energy Outlook (WEO) scenarios for 
sector context in several project categories. These WEO scenarios are widely used to assess transition risk across 
various industries. However, it is important to note that alignment with the WEO Sustainable Development Scenarios 
(SDS) (the 2-degree scenario from WEO), only gives us a 50% change of limiting global warming to 2 degrees. 
Considerations beyond 2040 need to be taken into account from climate models, such as those developed by the IPCC. 

In the following, we will present a list of non-comprehensive considerations presented for each project category to 
illustrate how we apply our methodology. Each project category highlights a brief best practice example from our 
own second opinions; these best practices should be considered within the context of the complete second opinion. 
Our second opinions are available here4.  

RENEWABLE ENERGY 
Global electricity demand increased 4% in 2018, with low-carbon generation expanding 6% to meet a considerable 
share of this growth. Nevertheless, power sector CO2 emissions rose by 2.5%, with coal responsible for 80% of this 
increase. In 2018, 42% of all energy-related CO2 emissions came from the power sector, causing it to remain the 
largest source of energy-related CO2 emissions.1 Investments in the rapid transition to renewable energy powered 

economies are therefore increasingly critical.  

 While renewable energy is generally low-carbon, local environmental impacts such as on biodiversity and 
landscape, and lifecycle emissions from construction and operation are concerns for these projects. We also 
consider resilience to climate change, for example the impact of flooding or drought on hydro projects. 

 Large constructions such as large hydropower plants that includes dams are of concern both when it comes 
to lifecycle emissions and local impacts.  

 For bioenergy, we consider type and source of feedstocks. Peat is not considered a renewable energy source.  
 For large-scale geothermal projects, we ask for emissions data as well as consider broader impacts, such as 

the potential for heavy metal pollution.  

Issuer spotlight: Reykjavik Energy (OR), Iceland’s largest geothermal energy producer, owns and operates water 
supply, sewage, electricity generation and fiber-optic network assets across southwestern Iceland. Its Dark Green-
rated green bond framework is designed to promote and improve geothermal energy production and associated 
technologies. The company aims to reduce emissions by 60% by 2030 and has piloted a cost-effective carbon capture 
technology, CarbFix, to progress towards this target. It is also transitioning to an all-electric fleet of vehicles and 
investing in innovations to electrify traditionally fossil-fueled processes such as borehole exploration. 

 

 
3 https://www.cicero.oslo.no/en/posts/news/scientists-demystify-climate-scenarios-for-investors  
4 https://cicero.green, mailto:info@cicero.green   

https://cicero.green/
https://www.cicero.oslo.no/en/posts/news/scientists-demystify-climate-scenarios-for-investors
https://cicero.green/
mailto:info@cicero.green
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GREEN BUILDINGS 

In a low carbon 2050 perspective, the energy performance of buildings is expected to be improved, with passive 
house technology becoming mainstream and the energy performance of existing buildings greatly improved through 
refurbishments. The building sector accounts for over 40% of primary energy consumption in most countries. In 
addition, a large share of industry emissions come from production of building materials and a large share of 
transportation emissions comes from transportation building materials. Efficiency of building envelopes needs to 
improve by 30% by 2025 to keep pace with increased building size and energy demand – in addition to improvements 
in lighting and appliances and increased renewable heat sources.5,6 Energy efficiency improvements in buildings are 
thus important building blocks towards reaching the 2°C goal. 

 Although voluntary environmental certifications such as LEED and BREEAM or equivalents can measure or 
estimate the environmental footprint of buildings and raise awareness of environmental issues, they fall 
short of guaranteeing an environmentally friendly building. They do not guarantee a reduction in 
greenhouse gas emissions nor necessarily include considerations of resiliency.  

 In addition to certifications we consider  
1) Energy efficiency targets that exceed regulations. 
2) Low carbon transportation solutions in connection with the building. 
3) Construction phase concerns including building materials and construction site emissions.   
4) Resiliency. Flooding risk, in combination with extreme weather and sea level rise, has been observed in 

almost all regions in the world. 7  Flood risk for properties is of particular concerns in vulnerable 
geographic regions, i.e. Europe, coastal regions of North America, and Central and South America.   

Issuer spotlight: Freddie Mac is a U.S. government-sponsored enterprise that supports the U.S. multifamily rental 
housing market. Their Light Green-rated green bond framework outlines eligible projects for energy and water 
efficiency. Qualifying borrowers are required to invest in efficiency improvements that result in a minimum of 30% 
savings in energy or water consumption savings, with a minimum of 15% being for energy savings. Freddie Mac has 
provided an analysis of the correlation between investments in water savings equipment and drought-prone areas, 
which is a step towards climate resilience planning. 

Issuer spotlight: Akademiska Hus owns, develops and manages properties for colleges and universities in Sweden, 
being one of the largest property companies in the country. The Dark Green-rated framework outlines a holistic 
approach to green investments. Proceeds are allocated mostly to new and existing green buildings, which represent 
the core business areas of Akademiska Hus. Ambitious energy efficiency targets are implemented to improve energy 
efficiency of the existing portfolio of buildings by 30%. Akademiska Hus has identified climate risks related to 
increasing temperatures and humidity and is taking measures to minimize the consequences by monitoring its assets 
from the perspective of adaptation to climate change. 

 
5 https://www.iea.org/etp/tracking2017/buildingenvelopes/ 
6 http://www.iea.org/tcep   
7 https://www.cicero.oslo.no/no/posts/prosjekter/sustainableedge 

https://www.iea.org/etp/tracking2017/buildingenvelopes/
http://www.iea.org/tcep
https://www.cicero.oslo.no/no/posts/prosjekter/sustainableedge
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ENERGY EFFICIENCY 

Recent improvements in energy efficiency have partly been achieved through regulations, such as fuel-economy 
standards, building energy codes and industry targets. Efficiency improvements are also delivered by price effects, 
technological change and advances in energy management in the industrial and buildings sectors. In order to meet 
the 2-degree target, additional improvements must be made in this project category. The impact of energy efficiency 
improvements for different fuels depends on the sector under consideration. On a global level, we need to make 
things more energy efficient at a rate of 3.2% per year through 2040 in order to be in line with the IEA’s Sustainable 
Development Scenario.”8 This is double the rate of improvements in the period 2000-2016. 

 Energy efficiency investments, such as smart technology aimed at reducing energy consumption, are key to 
reducing emissions. Smart grids and grid upgrades are necessary to manage and increase the share of 
intermittent and decentralized renewable energy. Grid upgrades need to consider the amount of renewable 
energy connection. 

 We consider lock-in of obsolete technologies when proceeds are allocated to efficiency in fossil fuel 
infrastructure. Efficiency improvements can prolong the lifetime of fossil-fueled technology, thereby 
possibly increasing accumulated GHG emissions in the long term. Therefore, we consider emission grid 
factor for district heating and electricity for energy efficiency projects. Infrastructure upgrades (such as new 
pipes) directly associated to fossil fuel energy productions, such as coal, need to be considered against 
alternatives. 

 Efficiency improvements may lead to rebound effects. When the cost of an activity is reduced, there will be 
incentives to do more of the same activity. 
 

Issuer Spotlight: Vattenfall (located in Sweden) is one of Europe’s major retailers and producers of electricity and 
heat. The Dark Green-rated framework lists eligible projects within renewable energy, energy efficiency, 
electrification of transport and heating, and industry projects which promote the transition to low carbon, climate 

 
8 https://www.iea.org/weo2018/  

THE SUSTAINABLE EDGE PROJECT  

CICERO Shades of Green is a partner in the Sustainable Edge research project. The aim of the project is to develop 
a methodology that provides investors and lenders a practical tool for understanding the climate risk and impact 
of companies. The tool will be based on CICERO Shades of Green methodology and will allocate a shade of green 
or brown to corporate activities, providing transparency on which companies are best situated to contribute to 
the low-carbon, climate resilient future. The project is led by CICERO Center for International Climate Research, 
other project partners are ENOVA, Nysnø, Sparebank 1 SMN, Sparebank 1 Østlandet, Sparebank 1 SR, Sparebank 
1 Nord-Norge, Oslo Pensjonsforsikring (OPF), Schjødt and Finance Norway.  

 

https://www.iea.org/weo2018/
https://cicero.oslo.no/no/publications/internal/2881
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resilient growth and sustainable development. The industry project HYBRIT - a joint venture project that replaces 
coking coal with hydrogen produced by electrolysis using renewable sources - is enabling the transformation to fossil 
free production of steel.   

 

CLEAN TRANSPORTATION 

Transportation is responsible for 24% of direct CO2 emissions from fuel combustion. Road vehicles – cars, trucks, 
buses and two- and three-wheelers – account for nearly three-quarters of transport CO2 emissions. Global transport 
emissions grew by only 0.6% in 2018 (compared to 1.7% annually over the past decade) as efficiency improvements, 
electrification and biofuels helped limit the growth in energy demand. To be on track for the 2°C target, direct 
transport emissions must peak in the early 2020s and then fall by 13.9% until 20309. The largest amount of carbon 
savings comes from switching from inefficient modes of transport (e.g. private cars) to mass transit.10   

 For projects aimed at like-for-like replacement of transport infrastructure, the improvements in 
environmental performance depend on the fuel type and efficiency. We consider public transport projects 
that include fossil fuel elements such as hybrid buses as bridging technologies, and not a long-term solution. 
We also consider the potential macro-impacts of investments that might alter transportation patterns or 
travelers in favor of lower emissions options like riding public transportation, walking or cycling. 

 While electric modes of transportation are preferable to those that directly use fossil fuels, we should 
nevertheless be aware of the indirect GHG emissions stemming from the production and use and strive to 
keep increasing their efficiency. Some biofuels have additional complex impacts. We consider life cycle 
emissions and potential negative impacts on biodiversity. 
 

Issuer Spotlight: Nobina is the Nordic region’s largest and most experienced public transport company operating 
approximately 3 600 buses and moving some 319 million travelers each year mainly in Sweden, Norway, Denmark 
and Finland. It is a Swedish political goal to have 90% of buses running on renewable fuel by 2020. To reach that goal, 
traffic companies must adapt bus fleets and increase the share of buses that run on renewable fuel. Proceeds from 
Nobina’s green bond framework will be used for investments in vehicles powered by biofuels and electric vehicles as 
well as charging infrastructure for buses. Examples of biofuels are rapeseed oil methyl esters /RME or hydrotreated 
vegetable oil/HVO. Nobina’s green bond framework is rated CICERO Dark Green.  

Issuer Spotlight: Volvofinans Bank is a bank mainly offering loans and leasing to private individuals and companies 
through the Volvo car dealers in Sweden. With the update of their green bond framework in April 2019, proceeds 
will be allocated to more environmentally friendly cars, including zero emission cars such as electric and fuel cell cars, 
in Sweden. The updated framework excludes ethanol or gas-based vehicles and introduces a threshold of 60g CO2/km 
for eligible plug-in hybrid vehicles. We rated the updated framework CICERO Medium Green. With a significant 
increase in ambition toward zero-emission transport as well as with an emission threshold for hybrid cars, the 
investments contribute to behavioral change and the development of an electric charging infrastructure in Sweden. 

 
9 https://www.iea.org/weo2018/scenarios/ 
10 https://www.ipcc.ch/pdf/assessment-report/ar5/wg3/ipcc_wg3_ar5_chapter8.pdf  

https://www.iea.org/weo2018/scenarios/
https://www.ipcc.ch/pdf/assessment-report/ar5/wg3/ipcc_wg3_ar5_chapter8.pdf
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SUSTAINABLE WATER AND WASTEWATER MANAGEMENT 

The impact of climate change on the hydrological cycle can lead to risks such as increased vulnerability to water-
related hazards, water quality, decreased water supply or increased demand.11 Water risk concerns both water 
scarcity and overabundance. It is necessary to respond to those risks while planning ahead for a low-carbon and 
resilient society. 

 Sewage sludge can be considered a renewable energy source and its incineration generates substantially 
lower greenhouse gas emissions than energy generation from fossil fuels. 

 The waste sector contributes almost 5% of global greenhouse gas emissions mainly from landfill and 
wastewater methane and nitrous oxide as well as CO2 from waste incineration.12 Investments in energy 
recovery from wastewater are an important part of the transition to a low carbon, circular economy.  

 We consider environmental impacts of projects involving large construction projects, including use of 
emissions intensive materials and/or fossil-fueled equipment. 

 We take into account the geographic context and its implications for expected (and unexpected) drought 
and flood.13 In areas with high levels of water scarcity, initiatives that reduce loss of water along distribution 
pipes and that increase access to potable water are a strength. In coastal areas or flood plains, we consider 
initiatives for resiliency planning for flooding and sea level rise. 

 Water treatment plants, pumping stations, dredging equipment, and transportation of wastewater may run 
on fossil fuels. Possible lock-in emissions from operations and emissions from CH4 and N2O are considered. 

Issuer spotlight: Nederlandse Waterschapsbank N.V. (NWB) is a publicly owned financial institution that provides 
funding to regional water authorities (or Water Boards) in the Netherlands. NWB’s Dark Green-rated framework 
directs funds towards climate mitigation, adaptation and biodiversity investments that relate to sustainable water 
management. NWB is measuring and disclosing the carbon footprint of its entire loan portfolio and intends to reduce 
emissions by 95% by 2050. It has already reduced emissions by 50% since 2005. 

   

  

 
11 https://www.ipcc.ch/pdf/assessment-report/ar5/wg2/WGIIAR5-Chap3_FINAL.pdf  
12 https://www.ipcc.ch/pdf/assessment-report/ar4/wg3/ar4-wg3-chapter10.pdf  
13 https://www.ipcc.ch/pdf/technical-papers/ccw/chapter3.pdf and https://www.cicero.oslo.no/en/publications/external/5809  

https://www.ipcc.ch/pdf/assessment-report/ar5/wg2/WGIIAR5-Chap3_FINAL.pdf
https://www.ipcc.ch/pdf/assessment-report/ar4/wg3/ar4-wg3-chapter10.pdf
https://www.ipcc.ch/pdf/technical-papers/ccw/chapter3.pdf
https://www.cicero.oslo.no/en/publications/external/5809
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AGRICULTURE AND FORESTRY 

Avoiding deforestation and forest degradation combined with afforestation will play an important role in reducing 
greenhouse gas emissions and sequestering carbon to counterbalance emissions from other sources. The two most 
common approaches are protecting forest area to sequester carbon and sustainable forestry.  Sustainable forestry 
provides raw materials and goods, such as biofuels and building materials, for the low-carbon economy.  

Agriculture, forestry and other land use accounted for around 23% of total manmade green-house gas emissions 
from 2007 – 2016. A 2019 report from the IPCC estimates that emissions from the global food system, including 
upstream and downstream activities, account for between 21 to 37% of manmade emissions14. These emissions are 
driven primarily by the meat and dairy sector, and global meat consumption is growing. 15  Emissions can be 
substantially lowered through dietary changes, reduction in food waste, reducing land degradation and reducing the 
impact of the agricultural supply chain. 

 Sustainable forest management should not deplete existing terrestrial resources; consider protected areas 
and biodiversity concerns. Regional context is an important consideration for agriculture and forestry, in 
particular in areas with tropical or old-growth forests.  

 We consider if forest management requirements are equal to certifications such as the Programme for the 
Endorsement of Forest Certified (FSC/PEFC) and/or stricter than environmental standards required by law.  

 Irrigation projects for agriculture can overdraw fresh water supply, threatening drinking water sources and 
fragile ecosystems. Measures to assess and protect potable water systems and availability should inform 
and accompany irrigation projects. 

Issuer Spotlight: The Agricultural Development Bank of China (ADBC) is a policy bank supporting Chinese 
government agricultural policy, including poverty alleviation and rural revitalization. Both green and sustainability 
bonds can be issued under the Dark Green-rated green bond and Medium-Green rated sustainability bond 
framework, and both green and social projects can be financed. The category environmentally sustainable 
management of living natural resources and land-use allows for the funding of agricultural projects in all shades of 
green. The aim of sustainable agriculture projects is to improve land fertility, reduce fertilizer use, improve water 
efficiency and resiliency. Although ADBC lacks targets or minimum criteria, the issuer has informed us that their 
ambition is to set individual environmental targets for all projects. The framework was reviewed by CICERO in 
collaboration with our ENSO partner the International Institute for Sustainable Development (IISD). 

  

 
14 https://www.ipcc.ch/site/assets/uploads/2019/08/4.-SPM_Approved_Microsite_FINAL.pdf 
15 https://www.jhsph.edu/research/centers-and-institutes/johns-hopkins-center-for-a-livable-
future/_pdf/research/clf_reports/2015-12-07e-role-of-diet-food-waste-in-cc-targets.pdf;  

https://www.ipcc.ch/site/assets/uploads/2019/08/4.-SPM_Approved_Microsite_FINAL.pdf
https://www.jhsph.edu/research/centers-and-institutes/johns-hopkins-center-for-a-livable-future/_pdf/research/clf_reports/2015-12-07e-role-of-diet-food-waste-in-cc-targets.pdf
https://www.jhsph.edu/research/centers-and-institutes/johns-hopkins-center-for-a-livable-future/_pdf/research/clf_reports/2015-12-07e-role-of-diet-food-waste-in-cc-targets.pdf
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POLLUTION PREVENTION AND CONTROL 
Apart from the direct climate impact, waste recycling strategies are crucial for environmental and social wellbeing. 
The waste sector contributes almost 5% of global GHG emissions mainly from landfill and wastewater methane and 
nitrous oxide as well as CO2 from waste incineration.16 

 Waste incineration with energy recovery is a sound environmental and climate friendly option to divert 
waste away from landfills. Waste incineration is however best combined with ambitious recycling policies.17 
When the capacity for waste incineration is high, it might be an incentive to prioritize incineration of waste 
for energy purposes over recycling, which is counterproductive. 

 A potential pitfall of waste incineration projects could be the transportation of waste over long distances to 
the incineration point. 

Issuer Spotlight: Stena Metall is a recycling company for a large variety of waste products. The Dark Green-rated 
framework covers an essential part of a green transition by limiting raw material use and reducing associated 
greenhouse gas emissions for a recycling center in Halmstad, Sweden. The recycling center supplies ferrous and non-
ferrous metals to smelters around the world and is one of the first in the world to meet the EU’s 95% target for 
recycling end-of-life vehicles.  

 

CLIMATE CHANGE ADAPTATION  

Physical climate change such as extreme events and flooding are affecting all sectors and regions already. Due to 
historical emissions, we are locked in for approximately 1.5°C global warming.18  Given today’s policy ambition, the 
world is most likely heading toward 3°C warming in 2100 which implies accelerated physical climate impacts.19 For 
near-term physical risk, investors and companies must consider the probabilities of physical events and resiliency 
measures to plan for and protect against the worst impacts. Adaptation options exist in all sectors, but their context 
for implementation and potential to reduce climate-related risks differs across sectors and regions. Some adaptation 
responses involve significant co-benefits, synergies and trade-offs. Increasing climate change will increase challenges 
for many adaptation options.19  

 Adaptation projects may require construction, which can introduce greenhouse gas emissions onsite and 
from the supply chain leading to potential lock-in of emissions. 

 Consider resiliency of all infrastructure projects.  

Issuer Spotlight: City of Reykjavik has included adaptation as an eligible project category to support climate 
resilience, and overall risk mapping has already been performed. Although adaptation is estimated to cover a low 
share of financed projects, resiliency is also supported by other project categories. For example, project examples 
mentioned within the sustainable land-use/environmental management category support climate resilience. Due to 
the resiliency screening required for building design of new and retrofitted buildings, the green building category 

 
16 https://www.ipcc.ch/pdf/assessment-report/ar4/wg3/ar4-wg3-chapter10.pdf  
17 https://www.ipcc.ch/pdf/assessment-report/ar4/wg3/ar4-wg3-chapter10.pdf 
18 https://www.cicero.oslo.no/en/posts/news/scientists-demystify-climate-scenarios-for-investors  
19 https://www.ipcc.ch/pdf/assessment-report/ar5/syr/SYR_AR5_FINAL_full_wcover.pdf 

https://www.ipcc.ch/pdf/assessment-report/ar4/wg3/ar4-wg3-chapter10.pdf
https://www.ipcc.ch/pdf/assessment-report/ar4/wg3/ar4-wg3-chapter10.pdf
https://www.cicero.oslo.no/en/posts/news/scientists-demystify-climate-scenarios-for-investors
https://www.ipcc.ch/pdf/assessment-report/ar5/syr/SYR_AR5_FINAL_full_wcover.pdf
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also supports climate resilience. We rated the framework CICERO Dark Green. It should be noted that all long-term 
infrastructure investments, e.g. in waste management, transportation etc. should be screened for climate risk in 
order to support resilience alongside mitigation goals. 

 

GOVERNANCE  

Sound governance around climate and environmental concerns can support the successful implementation of a 
green/sustainability bond, sukuk or finance framework. Governance measures can support the intended investments 
with rules and procedures that safeguard climate and environmental aspects of issuers’ activities. The extent and 
comprehensiveness of governance structures is related to the size, capacity and type of an issuer. 

As part of our methodology, we review issuers’ internal governance procedures, with a focus on:  

 policies and goals of relevance to the green bond framework  
 selection process used to identify eligible projects under the framework 
 management of proceeds 
 reporting on the projects to investors 

Our assessment results in an overall classification of the issuer’s governance as Fair, Good or Excellent. The 
governance review and score are described in a section in the second opinion document.  

The governance score informs the overall green shading of the framework. In cases where the shading of eligible 
project categories puts the framework between two shades of green, the governance score can tip the balance in 
one or the other direction.  

ARE THE SHADES OF GREEN CONSISTENT ACROSS ALL REGIONS?  

Dark Green should be comparable in all regions and markets. Both Medium and Light Green projects should 
represent improvements vis a vis status quo and consider regional ‘best practices’ in specific project areas. Since 
this status varies among regions and markets, what is judged Medium or Light Green in an emerging market 
may not be rendered green at all in more developed regions. Thus, a housing project in a developing country 
could be Medium or Light Green, while the same project in e.g. Sweden could be assessed as not green, due to 
the already high building standards and regulations already in place. Other relevant factors include grid factors, 
physical climate risks, and topography, to mention some. 

In summary: Dark Green projects and activities are judged against the same standards globally; Medium and 
Light green assessments depend on development status of the region when it comes to quality and quantity of 
environmental protection and adaptation practices.   

 



 

16 | C I C E R O  S h a d e s  o f  G r e e n  B e s t  P r a c t i c e s  2 0 1 9  
 

Issuer Spotlight: Kreditanstalt für Wiederaufbau (KfW) is the promotional bank of the Federal Republic of Germany. 
KfW has in place a sound management and governance structure, as well as regular and transparent reporting about 
green bond project achievements to investors and the public. KfW has a variety of sustainability guidelines, screening 
procedures and ambitious targets regarding financial commitments to climate and environmental action. KfW has a 
transparent, efficient and standardized selection process in place and focuses on selected climate actions such as 
renewable energy as defined by the German Renewable 
Energy Sources Act (Erneuerbare-EnergienGesetz) or energy 
efficiency. A two-step selection process by KfW and an 
intermediary combined with KfW’s standard procedures can 
effectively remove and avoid potentially controversial 
projects or projects that no longer meet the eligibility 
criteria. The overall assessment of the governance structure 
of KfW is Excellent.  

 

SUSTAINABILITY BONDS  

CICERO Shades of Green views sustainability as an inseparable combination of social and green aspects.  Therefore, 
since the introduction of sustainability bonds to the market, CICERO Shades of Green has worked with the ENSO 
partner International Institute for Sustainable Development (IISD) for the analysis of sustainability finance 
frameworks that complements the Shades of Green approach. In addition to the climate and environmental 
dimension for each project category, we also review social dimensions of the framework and of eligible social asset 
categories in particular. IISD provides expertise on social benefits and risks to be considered for the financing of 
infrastructure and other projects with environmental and social targets.  
 

 The social benefits, consistency and effectiveness of eligible social asset categories of frameworks are 
reviewed against the issuers overall social targets and the United Nations Sustainable Development Goals 
(SDGs). SDGs highlighted by the client are assessed by clarifying which specific SDG targets are supported 
by each eligible social asset category, how potential risks are identified and which safeguarding policies are 
in place.  

 Best practices in the sustainability bond universe incorporate environmental and climate considerations into 
categories with social objectives and vice versa. The social category affordable housing might, e.g., have the 
objective to provide affordable apartments to a certain population group. However, the building sector 
accounts for a large share of primary energy consumption in most countries. Efficiency of building envelopes 
needs to improve by 30% by 2025 to keep pace with increased building size and energy demand.20 Energy 
efficiency improvements in buildings are thus important building blocks towards reaching the 2°C goal and 
should, therefore, also be considered in building related categories with social focus.  

 

 
20 https://www.iea.org/etp/tracking2017/buildingenvelopes/ 

https://www.iea.org/etp/tracking2017/buildingenvelopes/
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Issuer Spotlight: The Agricultural Development Bank of China (ADBC) is a Chinese agricultural policy bank. The green 
and sustainability bond framework includes social project categories that support the implementation of key social 
development targets defined by the issuer: poverty elimination and urban-rural integrated development. As well as 
green projects in sustainable water and wastewater, management, renewable energy and environmentally 
sustainable management of living natural resources and land-use. Projects to be financed include sustainable 
agriculture, urban green projects and affordable basic infrastructure. 

Issuer Spotlight: Trianon is real estate company that owns, manages and develops commercial and residential 
properties in Malmö, Sweden. Malmö faces a significantly higher gap between income groups, health and education 
than other cities in Sweden. The social project categories to be financed by Trianon are relevant for addressing socio-
economic development in vulnerable regions in the city, including employment generation and affordable housing. 
The sustainability bond framework also includes the green categories energy efficiency and green building. We rated 
the framework CICERO Medium Green. 
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A LOOK AT THE MARKET – EXPERT INTERVIEW WITH DR. ULF ERLANDSSON 

 
The EU published a draft of an EU classification system (EU taxonomy) to determine environmentally sustainable economic 
activities in July. Which effect do you expect for the green bond market and second opinions? 
I think it will boost green bond markets to some extent, as issuers have more definitive thresholds for their activities in order 
to start a green bond issuance process. A company may go from “issuing a green bond, where do we start?” to “we have these 
projects that are green (according to the taxonomy) – let’s see how we can do a green bond”. But there are many intermediate 
steps between the latter decision and actually coming to market with a bond, in which second opinion providers still will play 
an important role. One should not forget that a significant part of the green bond opinion relates to procedure at the issuer 
(such as how funds are channeled to the projects) rather than just technical guidance on projects. This role will still need to be 
filled, even if the work on technical detail might be smaller.  

I also see second opinion providers broadening their opinions from green bond programs to entire issuers. A key difficulty for 
end investors is deciding on the actual commitment from an issuer to fulfil green investment pledges, as well as deciding on 
the nature of their non-green-defined activities. 

Which sectors do you want to see participating in the green bond market next and which ones shouldn’t be participating? 
We must have a transition among the most polluting companies. With just 100 companies responsible for 70% of accumulated 
CO2 emissions, not engaging with that sector would be foolish. But it must be a smart, effective play. The crux will be to establish 
real commitment to the Paris targets among companies like that. In my experience, those commitments generally run quite 
thin, but I think wholehearted efforts – when they show up – must be supported.  

Remember, there are two opposing forces when buying a green bond from a company: on the good side, the green bond is a step 
toward changing culture and actual funding for green projects. On the flip side, when you buy a green bond, you indirectly provide 
funding for the whole company, not just the green projects. If the issuer can borrow money for their solar-PV plant, it releases funding 
on their balance sheet to invest more in coal operations. That example is something we are actually already seeing in the market.  

A possible solution is to use more structured formats on the green bonds from the fossil industry. For example, one could 
consider putting in clauses in the bond that if the issuer does not meet certain climate targets at the company level, the coupon 
on the bond steps-up. Let the bankers’ imagination roam free! 

What are your thoughts on proposed transition bonds versus our CICERO Light Green shading in the light of the fossil fuel 
industry’s contribution to the transition?  Are you worried about “green washing” or “SDG” washing? 
On the theme of green washing: my experience from credit markets is that issuers will lie to you. And ‘green’ issuers will not 
be different. They will do whatever they can get away with, as long as it lowers their cost of capital. What can be more 
concerning is if investors ‘want’ the story to be true. And we are currently at a juncture where a lot of investors are looking to 
increase their ESG footprint, which disincentives them to dig deep sometimes. That worries me.   

I don’t see a clearly defined difference in ‘transition’ vs ‘Light Green’ so to me that debate appears more like semantics. Light 
Green has substantial head-room for activities aligning to the Paris targets, and may have been underused historically. On the 
other side, I get a bit of a feeling that “transition bonds” are perhaps more of a marketing ploy than anything really new. 

 
Dr. Ulf Erlandsson is pioneering climate focused hedge-fund strategies within the fixed 
income space. He used to run the global credit portfolio at the Fourth Swedish State 
Pension Fund (AP4) and was responsible for their green bond portfolio build out. Earlier 
in his career, he held a position as an associate director within the quantitative credit 
strategy group at Barclays Capital and wrote several books on macro credit and credit 
trading. He earned his degree in Economics from Lund University. 
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CICERO Shades of Green AS provides independent, research-based 
evaluations of green and sustainability bonds. Our second opinions 
are rated Dark Green, Medium Green and Light Green to offer 
investors better insight into the environmental quality and climate 
risks. 
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