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To: Committee Secretary 

PO Box 6100 

Parliament House 

Canberra ACT 2600 

  

5 December 2023 

 

Dear Committee Secretary, 

 

Re: Senate Standing Committees on Environment and Communications – Inquiry into 

greenwashing 

 

We refer to the inquiry into greenwashing referred to the Senate Standing Committees on 

Environment and Communications. 

 

Greenwashing and the capital markets: the case of the public debt 

market of green bonds 

 

I am writing to bring attention to the issues surrounding greenwashing from a capital 

markets perspective. Specifically, this letter focuses on the risks and opportunities related 

to the environmental performance of firms that access the growing niche of the green debt 

market, where green bonds have a crucial role in fostering a sustained environmental 

performance, aligned with international efforts in the transition to a low carbon society. 

 

In terms of green bonds, the commitment to redirect financing towards a low-carbon 

economy has brought sustainable finance to the forefront. Companies' environmental, 

social, and governance (ESG) practices have received increased scrutiny, particularly in 

the context of climate risk and energy transition. The significance of this scrutiny is 

highlighted by the integration of ESG factors into regulations, market policies, and 

business strategies. 
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Amidst this transition, the emergence of green bonds as a financial instrument plays a 

pivotal role. Green bonds offer a mechanism for companies to finance eco-friendly 

projects, contributing to the global shift towards a low-carbon business model. However, 

there is room for improving the credibility of the environmental claims associated with 

these bonds. Specifically, some bonds are labelled as green without adhering to widely 

accepted use of proceeds and reporting standards for green bonds, leading to increased 

scepticism about their actual environmental impact, and/or post-issuance poor 

environmental performance 1 . The absence of a global standard and legal definition, 

coupled with market criteria relying on voluntary compliance, makes it challenging to 

definitively classify bonds as green. Questions arise about whether a bond is considered 

green based on the issuer's claim of compliance with Green Bond Principles, inclusion in 

a green bond index, or confirmation by an independent third-party review. The lack of 

direct investor protections increases the risk of greenwashing and related concerns in the 

market. An example of issues involving ESG related classification is seen in the 

greenwashing case lodged by ASIC against Vanguard Investments Australia2, where a 

bond fund was marketed to investors as being made up of ethical securities while the 

actual fund was partially exposed to industries with high CO2 emissions. Despite being 

unrelated to green bonds, this case reinforces the importance of ESG related 

classifications and ‘labels’ in this setting, where clearer rules are beneficial to the parties 

involved (e.g. issuers, investors, clients, intermediaries). 

 

Moreover, greenwashing is not directly addressed in the capital markets legislation in 

Australia, where the Corporations Act 2001 and the Australian Securities and Investments 

Commission Act 2001 have non-specific prohibition of the dissemination of misleading or 

false statement. Specifically, in the green bonds setting, there is a voluntary principles-

based regime comprising market-based directives to assist issuing firms. Some of the 

voluntary governance mechanisms are green ratings, green bond index, and more notably 

external verification. Accordingly, issuing entities have provided to market participants 

external verification report as a credibility-enhancing mechanism to sign their green 

commitments. This external verification, also known as external review, attestation, or 

 
1 See full report f rom Baker Mackenzie Critical about the challenges facing the 
green bond market at https://www.bakermckenzie.com/-/media/f iles/insight/publications/2019/09/if lr--
green-bonds-%28002%29.pdf  
2 See further details in the ASIC’s announcement available at https://asic.gov.au/about-asic/news-
centre/f ind-a-media-release/2023-releases/23-196mr-asic-commences-greenwashing-case-against-
vanguard-investments-australia/ 

https://www.bakermckenzie.com/-/media/files/insight/publications/2019/09/iflr--green-bonds-%28002%29.pdf
https://www.bakermckenzie.com/-/media/files/insight/publications/2019/09/iflr--green-bonds-%28002%29.pdf
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2023-releases/23-196mr-asic-commences-greenwashing-case-against-vanguard-investments-australia/
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2023-releases/23-196mr-asic-commences-greenwashing-case-against-vanguard-investments-australia/
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2023-releases/23-196mr-asic-commences-greenwashing-case-against-vanguard-investments-australia/
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second party opinions, is conducted by independent third parties, and focuses on 

evaluating the issuer's green bond framework against the Green Bond Principles3 (GBP) 

four pillars: 

 

i. use of proceeds: this is the cornerstone of a green bond issue whose proceeds 

should support eligible projects with clear environmental benefits. Green projects 

categories are usually but not limited to renewable energy, energy efficiency, 

pollution prevention and control, environmentally sustainable management of 

living natural resources and land use, terrestrial and aquatic biodiversity, clean 

transportation, sustainable water and wastewater management, climate change 

adaptation, circular economy adapted products, production technologies and 

processes, and green buildings. 

 

ii. project evaluation and selection: the green bonds issuing entity is expected to 

transparently communicate the environmental sustainability goals of eligible green 

projects, the criteria used to categorize these projects, and the measures taken to 

identify and manage social and environmental risks. These guidelines aim to 

enhance transparency, accountability, and the alignment of green bond projects 

with environmental sustainability objectives. 

 

iii. management of proceeds: the green bond's net proceeds must be clearly 

accounted for by the issuer, aligned with the issuer's lending and investment 

operations for eligible green projects. Throughout the bond's existence, the 

tracked proceeds should be regularly adjusted to reflect allocations to these 

projects. To ensure credibility, the GBP recommends external verification, 

possibly by an external auditor, to validate the issuer's internal tracking method 

and fund allocations from green bond proceeds. 

 

iv. reporting: issuers of green bonds are advised to maintain readily available and 

regularly updated information on the use of proceeds, renewing annually until full 

allocation, and promptly in case of material developments. The annual report 

should provide a project list, brief descriptions, allocated amounts, and expected 

 
3 Green Bonds Principles – Voluntary Process Guidelines for Issuing Green Bonds (version June 2021 
with June 2022 Appendix 1). Available at https://www.icmagroup.org/sustainable-f inance/the-principles-
guidelines-and-handbooks/green-bond-principles-gbp/ 

https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
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impacts. Transparency is crucial, emphasizing qualitative and, where possible, 

quantitative performance indicators. 

 

The scrutiny resulting from external verifiers not only enhances the credibility of the 

issuer's commitment to environmental goals but also provides investors with assurance 

regarding the environmental credentials of the green bonds. As an example of 

international policy, the European Commission established an EU voluntary high-quality 

standard for green bonds (EUGBS), which is part of the European Green Deal. Specifically, 

the European Commission created a regime for the registration and monitoring of external 

verifiers4, reinforcing the importance of the third-party attestation of green bonds. This 

move aims to reduce greenwashing risks in this niche of the capital markets by enhancing 

transparency and credibility in the use of green bond proceeds. 

 

Specifically, an external verification can be provided prior to the green bonds issuance 

(pre-issue report), and over the green bonds life-cycle (post-issue report). Pre-issue 

verification reports attest that the issuer’s green framework and related documentation 

are aligned with the GBP principles. One of the reasons for considering external 

verification reports as an important governance mechanism to mitigate greenwashing is 

the scrutiny of the issuing entity’s environmental claim by a third party. In Australia, where 

the green bonds market is relatively behind other countries5, most corporate green bonds 

have been issued by financial institutions. Examples of these reports are briefly discussed 

below based on publicly available ones provided by Macquarie Bank6 and Commonwealth 

Bank 7 . Both banks hired Sustainalytics to attest their Green Finance Frameworks to 

support bonds issues. Amongst the main elements assessed by Sustainalytics are: 

 

• Macquarie specifically excludes lending to industries related to controversial 

activities (e.g. fossil-fuel, and production of biomass suitable for food production). 

 

 
4 See Appendix 1 - European Commission’s news on European green bond standard. 
5 For example, green bonds issued by non-banking listed Australian f irms totalled less than US$1 billion 
f rom 2013 through 2021. In contrast, non-banking listed companies in South Korea for example issued 
around US$18 billion over this period. 
6 See Appendix 2 – Sample of  Macquarie Bank’s External Verif ication Report publicly available at 
https://www.macquarie.com/assets/macq/investor/debt-investors/macquarie-green-f inance-second-
party-opinion.pdf  
7 See Appendix 3 – Sample of  Commonwealth Bank of  Australia’s External Verif ication Report publicly 
available at https://www.commbank.com.au/about-us/investors/sustainability-funding.html 

https://www.macquarie.com/assets/macq/investor/debt-investors/macquarie-green-finance-second-party-opinion.pdf
https://www.macquarie.com/assets/macq/investor/debt-investors/macquarie-green-finance-second-party-opinion.pdf
https://www.commbank.com.au/about-us/investors/sustainability-funding.html
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• Requirement of certification standards for green buildings such as GBCA 6 star, 

BREEAM Excellent. 

 

• Macquarie’s comprehensive internal screening procedures to ensure that it does 

not lend to sensitive sectors through its Environmental and Social Risk (ESR) Policy. 

Also, the involvement of relevant departments, notably the oversight of ESR by the 

Chief Risk Officer. 

 

• Macquarie’s overall commitment to mitigate climate change based on its record of 

accomplishment of deals to support numerous large-scale renewable energy 

projects globally in onshore and offshore wind, solar, tidal, hydro and biomass. 

Also, the acquisition of the Green Investment Bank, one of the leading investors in 

green infrastructure in the UK and Europe. 

 

• Green bonds are a valuable tool for CBA’s carbon neutrality achievement by 2030, 

targeting a 45% reduction in scope 1 and 2 emissions and a 25% reduction in scope 

3 emissions by 2030. 

 

• Reporting commitments by both institutions, based on an annual Green Finance 

Report comprised of allocation and impact reporting of the green bonds proceeds. 

Also, an auditor will provide annual assurance on their reporting commitments. 

 

These examples show the use of objective measures and standards to elect projects with 

a positive environmental impact on the issuer’s environmental performance. Additionally, 

the annual reporting of the green bonds related impact metrics enhances the transparency 

in the use of proceeds. An example of this incremental disclosure is seen in Woolworths 

Group’s 2023 Green Bond Report8 on the impact and use of green bonds proceeds, which 

is externally audited by an independent party. Some of the assurance procedures provided 

in the report are the assessment of the related policies and procedures, the selected 

performance information for nominated projects, and the documentation supporting 

assertions made in the Subject Matter, checking of calculations used in the impact 

reporting, and the accuracy and completeness of the disclosed information. Despite not 

 
8 See Woolworths’ publicly available report at 
https://www.woolworthsgroup.com.au/au/en/investors/our-performance/debt-investors.html 

https://www.woolworthsgroup.com.au/au/en/investors/our-performance/debt-investors.html
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directly disclosing the methods to calculate these metrics in this report, it is important to 

highlight the importance of the ongoing reporting to external stakeholders about the use 

and impact of green bonds. The appropriate use of green bonds proceeds is crucial to 

support the environmental claim of these securities, where independent parties play a key 

role. 

 

To better understand the environmental performance9 of listed firms raising green capital 

in the international bonds market, an analysis focusing on their pre-issuance performance 

indicates their superior environmental performance in the year prior to the green bonds 

issuance compared to listed companies issuing non-green bonds. Otherwise said, 

companies that access the green bonds market are usually exhibit a better environmental 

performance prior to the bonds issuance relative to their international peers that issue 

regular (non-green) bonds. Overall, this initial evidence suggests that companies use the 

green bonds market as a leverage to continuously improve their environmental 

performance. It is encouraging to see early evidence that green finance is being effectively 

used to support environmentally-friendly projects despite the lack of a lower cost of 

capital observed in green bonds issues 10. Considering the core role of the renewable 

energy in the decarbonisation of firms’ business operations, initial findings suggest that 

green bonds issuing firms are already in the transition to a low-carbon economy compared 

to their peers reliant on regular bonds. 

 

Overall, these findings contribute to the debate on policy making around greenwashing 

risks and opportunities to strengthen the green bonds market. The existing market-

orientated practices and the high visibility of environmental factors could contribute to the 

relatively high entry-level issuing firms from an environmental perspective. Accordingly, 

policymakers can focus on the improvement of the existing governance mechanisms to 

optimise the potential of the green bonds market in Australia. To foster credibility and 

transparency, a more specific legislation is crucial in establishing the monitoring of 

external verifiers, clear criteria and reporting requirements aligned with the Treasury’s 

task in the development of a comprehensive sustainable finance strategy. Otherwise said, 

 
9 Measures of  environmental performance are f irm’s environmental score of  the f irm, use of  renewable 
energy, amongst other measures. 
10 An empirical study (Larcker, D.F. , Watts, E.M. , 2020. Where’s the greenium? Journal of  Accounting 
and Economics) show no yield dif ferential between green and non-green bonds issued by US 
municipalities, suggesting that investors are unwilling to receive less return f rom these environmentally  
f riendlier f ixed-income securities. Similar results were found in a sample of  international listed 
companies (Flammer, C., 2021. Corporate green bonds. Journal of  Financial Economics). 
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a joint task effort bringing together the Parliament, Treasury, industry representatives and 

academics would contribute to the development of policies to mitigate greenwashing risks 

and consolidate the green bonds market in Australia. By establishing an effective 

framework, authorities can instil investor confidence, promote genuine environmental 

commitments, and facilitate a more effective transition to a sustainable, low-carbon 

economy. 

 

Sincerely, 

 

Dr. Luiz Fernando Distadio 

Lecturer 

Academy of Excellence in Financial Crime Investigation and Compliance 

Griffith University 
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Appendix 1 – European Commission’s news on European green 

bond standard 
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Appendix 2 – Sample of Macquarie Bank’s External Verification 

Report 
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Appendix 3 – Sample of Commonwealth Bank of Australia’s 

External Verification Report 
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