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How green is your proposed loan?  

 

 

In recent years there has been a clear uptick in the volume of lending to support green, 
sustainability-linked and social-linked projects. The real estate lending space has shown itself 

to be a particularly popular ground in which lenders can stretch their "green" muscles. This is 
not particularly surprising as, conceptually, it is easy to see there can be clear environmental 

benefits of a project which aims to improve the green credentials of the built environment. 

As the market has developed it has also become obvious that to maximise transparency and 
to ensure "green washing" and box-ticking exercises do not take place, the green credentials 

of a particular project need to be clearly articulated and understood at the outset. 
Furthermore, "green reporting" (or the ability to measure a borrower’s compliance with stated 

"green" requirements) is key to ensure that the project meets the required expectations. 

In this article Stephenson Harwood and Hollis explain how expert third-party advisors can help 
real estate financiers navigate their way through the green lending maze. 

 

Green loans – The background 

In March 2018 the Loan Market Association ("the 

LMA") (in association with the Asia Pacific Loan 

Market Association and the LSTA ) first published its 

Green Loan Principles (“GLP”) together with 

accompanying Guidance. These aim to provide 

guidance to both borrowers and lenders on what it 

means for a loan to be "green".  

The GLP offer four main framework components 

which are intended to provide clarity and uniformity, 

as well as ensuring that the integrity of the green 

loans market is preserved. 

1 Use of proceeds 

The essential characteristic of a green loan is that 

the proceeds are used for financing a new or existing 

"Green Project". The LMA stress in the GLP that this 

Green Project must be adequately described in the 

loan documents and any marketing materials of the 

borrower.  

Whilst there is no fixed definition as to what 

constitutes a "Green Project" the LMA have provided 

an indicative list, which includes, as a standalone 

example, "Green Buildings which meet regional, 

national or internationally recognised standards or 

certifications".   

There are also other categories that relate directly to 

projects featuring real estate, such as: 

• "Energy Efficiency" – this would be relevant to 

new developments or retrofits that include 

insulation, smart heating and cooling systems, 

or use of energy supplied via solar-panelling or 

wind turbines installed on the building; and 

• "Pollution prevention and control" - this could be 

relevant to new or refurbished buildings where 

the design includes greenhouse gas control, 

waste prevention, recycling facilities or 

energy/emission-efficient waste to energy 

systems. 

2 Process for evaluation and selection 

The LMA have identified that it is important that 

borrowers clearly communicate their environmental 

sustainability objectives to their lenders at the 

outset. This gives a lender the opportunity to 

scrutinise these proposals and assess how any 

potential environmental issues with the project can 

be managed and monitored. 

3. Management of proceeds 

Given the importance of the use of proceeds in the 

criteria for a green loan, these uses should be 

https://www.lma.eu.com/application/files/9115/4452/5458/741_LM_Green_Loan_Principles_Booklet_V8.pdf
https://www.lma.eu.com/application/files/7215/8866/8713/GLP_Guidance_V06.pdf
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carefully monitored. In practice, this means that the 

proceeds from a green loan should either be (i) 

credited to a dedicated bank account that has the 

sole purpose of holding funds for the Green Project, 

or (ii) appropriately tracked by the borrower to 

maintain transparency and promote the integrity of 

the green loan. A dedicated account is the simplest 

and most usual approach.  

4. Reporting 

The LMA recommend that borrowers annually update 

their information relating to the use of the green 

loan proceeds (including details of the green 

project/projects to which proceeds have been 

allocated) and make this readily available to their 

lenders. 

Despite being very well-suited to the real estate 

finance market, the GLPs were originally drafted with 

no particular sector in mind. However, in 2020 the 

LMA issued two sets of further guidance for the real 

estate finance market, recognising that a green loan 

can be used to purchase or refinance an existing 

green building (the "Green Buildings Guidance"), as 

well as to provide the funding to develop new green 

buildings, or (in the LMA's "Retrofit Guidance") to 

retrofit existing non-green buildings.  

"At Stephenson Harwood we frequently advise our 

clients (both borrowers and lenders) on the extent to 

which real estate lending proposals are compliant 

with the LMA GLPs," explains Archie Campbell, Real 

Estate Finance partner. "While achieving a loan 

which fully complies with the LMA's GLP is the "gold 

standard", parties can sometimes find full 

compliance difficult. It is often possible for a loan to 

have good green credentials, even where it doesn't 

fully comply with (or fit within) the LMA's GLPs. 

Obviously, the loan then cannot be marketed as 

being fully LMA-compliant, but in our experience this 

is not always the parties' top priority." 

Understanding the existing asset or 

proposed project 

Where the green loan is for the refinance of an 

existing green building, lenders need to understand 

what it is that makes that building "green" as it 

stands. Alternatively, if the green loan is for a 

retrofit or new development project, what it is that 

will make the asset "green" once the works are 

complete.  

The borrower may already hold certain reports. For 

example, when they acquired the site (or as 

preliminary investigations into the proposed 

development) they may have commissioned their 

own technical due diligence inspections to establish 

the existing condition and sustainability of the 

building, and/or the viability and costs associated 

with making it "green". 

If such reports are already available, Hollis can assist 

with analysing and explaining these to lenders. Or, if 

not, Hollis can prepare them from scratch, 

incorporating ESG, cost and feasibility advice where 

applicable. In the case of investment financing, 

Hollis’ reports will serve to establish the existing 

condition and sustainability/energy efficiency of the 

building (i.e. its "greenness") and delve into key 

points including: 

• Energy 

• Water usage 

• Waste management 

• Flood control 

• Ground Contamination 

• Building Fabric review 

• Building equipment review 

• Renewable energy and site initiatives 

• Occupier welfare 

• Transport links and parking  

• Property management 

Head of ESG Consulting at Hollis, Katherine Beisler, 

adds: "Our ESG due diligence report has become a 

standard request for many of our clients and the 

information from these can often help to inform 

purchase price. One of our clients, for example, 

recently forward funded a project in Amsterdam and 

was able to cite the lack of BREEAM rating that was 

identified in the due diligence report to negotiate a 

better price." 

In the case of refurbishment/development project 

financing, Hollis will conduct these reports as part of 

a full and detailed development appraisal, which 

should be undertaken at pre-contract stage (with 

input from ESG specialists) based on the project 

plans.  

What does "green" really mean? 

"There is currently no legal definition of what 

constitutes a green building," explains Archie 

Campbell, Real Estate Finance Partner at Stephenson 

Harwood. 

The array of different (and sometimes overlapping) 

criteria and certification standards currently available 

in the market can also sometimes cause confusion 

for lenders and borrowers. 

https://www.lma.eu.com/application/files/2316/0552/7456/01_LMA_Case_Study_REF_Investments_Green_Buildings_V06.pdf
https://www.lma.eu.com/application/files/9116/0552/7477/02_LMA_Case_Study_REF_Investment_Retrofit_V05.pdf
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Nonetheless, ratings and certifications, such as EPC, 

BREEAM, LEED, Fitwel, WELL, GRESB, etc., can be 

used as a reliable benchmarking tool for gauging a 

building’s "greenness" and Hollis’ ESG team are often 

brought in to advise lender clients on the 

appropriateness of a proposed certification in the 

context of a green loan.  

Katherine Beisler elaborates: "For existing buildings, 

we would flag anything with an EPC below B, for 

example. For new buildings, we would recommend 

building for zero operational emissions and a 

BREEAM score of "excellent". The tools and 

certifications we select to benchmark performance 

will always be tailored to what the client is expecting 

from the investment and ensuring it aligns with their 

own ESG strategy and goals." 

What are green finance frameworks, and 

how can they assist? 

Increasingly, lenders and borrowers are developing 

their own "green finance frameworks". These are 

commonly general (non-asset/project specific) 

guidelines which set out the criteria to be met for a 

loan to be considered "green". 

Lenders will sometimes wish to take control of what 

they consider to be a "green project" by setting their 

own internal standards or eligibility criteria. The 

particular criteria to be included within a framework 

will differ from lender to lender (depending on their 

internal policies, their particular areas of focus and 

the types of assets/projects they typically lend 

against). However, where a lender wishes its loans 

to achieve full compliance with the LMA's GLPs, the 

framework it prepares is likely to be closely tied to 

the four core components of the GLPs (use of 

proceeds; process for project evaluation and 

selection; management of proceeds and reporting). 

Borrowers (and particularly larger corporate groups) 

may also have their own green finance frameworks 

which would typically include details of the types of 

green projects they are considering, plus information 

on their sustainability credentials and aims. 

Third party experts such as Stephenson Harwood 

and Hollis can assist lenders and borrowers in 

relation to green finance frameworks. This assistance 

might consist of preparing the green finance 

framework to ensure it fits within the LMA's GLP. 

Alternatively, if both parties to a loan already have 

their own framework, the assistance could comprise 

a review of the existing frameworks and analysis on 

the extent to which the respective frameworks can, 

or need to, align.   

 

Keeping it green 

"Reporting" is one of the four key core components 

of the LMA's GLP.   

"Even where the parties decide not to comply with all 

the requirements of the LMA's GLP, it would be 

extremely unusual for a lender of a "green loan" to 

impose no reporting obligations on a borrower," 

explains Archie Campbell, Real Estate Finance 

Partner at Stephenson Harwood. "Reporting is 

essential to ascertain whether a project has met (or 

retained) its green credentials and hardwiring 

reporting mechanisms into the transaction 

documentation is something we regularly help our 

clients with." 

While lawyers can help lenders to ensure that the 

lending documentation explains how and when 

reporting and monitoring of a green project will 

work, lenders and borrowers will commonly also 

engage third party experts to conduct and oversee 

the ongoing monitoring and reporting. 

Hollis regularly assists clients with monitoring and 

reporting on green loans for both investment and 

refurbishment/development projects.  

In the case of the former, lenders should undertake 

– or require the borrower to undertake – periodical 

reporting on the aspects of the building which make 

it "green" to ensure its performance still lives up to 

that title. Hollis often assists lender clients in either 

compiling or interpreting these reports in the context 

of the green loan criteria. 

For developments/refurbishments, documenting and 

monitoring the project across the lifetime of the loan 

is a must. Hollis often acts as project monitor in 

these cases, and whilst the extent and scope of that 

monitoring is up to each lender, this will often entail 

duties such as: liaising with the client’s project team 

to identify sustainability performance levels being 

achieved; reviewing and reporting on performance 

following the sustainability guidelines/criteria/targets 

stipulated in the terms of the loan; obtaining copies 

of information and documentation from the project 

team and contractor that support the sustainability 

initiatives considered, adopted and/or implemented; 

and report on results achieved over and above 

statutory requirements.  

According to Katherine: "Not only will diligent 

monitoring and fastidious reporting help to keep the 

whole process on track – sustainability initiatives 

included – but it will also help to protect you if the 

borrower should default on the loan terms by failing 

to make good on their green promises." 
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Conclusion 

The commitments and pledges made at the recent 

COP26 Climate Change Conference in Glasgow 

(building on the Paris Agreement aims), reinforced 

the importance all stakeholders now place on 

ensuring a green environment. The conference also 

highlighted the key role governments envisage the 

finance industry will play in driving the transition to a 

green economy. 

Interest in green and sustainable finance, and the 

need for trusted experts to advise borrowers and 

lenders on green and sustainable lending proposals 

therefore seems set only to increase.   

Stephenson Harwood and Hollis look forward to 

helping many more lenders and borrowers with their 

green loans in the future.

Contacts 

 

Archie Campbell 
Partner, Stephenson Harwood 

T: +44 20 7809 2537 

E: archie.campbell@shlegal.com 

 

 

Katherine Beisler 
Head of ESG Consulting, Hollis 

T: +31 629 218 350 

E: katherine.beisler 

@hollisglobal.com 

 

 

  

 

 

 

 

 

 

 

© Stephenson Harwood LLP 2021. Any reference to Stephenson Harwood in this document 
means Stephenson Harwood LLP and/or its affiliated undertakings. Any reference to a 
partner is used to refer to a member of Stephenson Harwood LLP. Information contained in 
this document is current as at the date of first publication and is for general information 
only. It is not intended to provide legal advice. 
LONADMIN/16251264/241121 


