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The market is entering a period when many SLBs issued in 2020 and 2021 will be tested. Enel Group, 

the Italian electricity and gas manufacturer and distributor, has already provided one prominent 

example of coupon step-ups, after the company did not meet its 2023 emissions intensity target, 

leading to a 0.25% coupon step-up on ten of its outstanding bonds. Other issuers across utilities, 

consumer goods, real estate and industrials will face similar scrutiny in the coming years. 

This is a healthy development for the asset class. The credibility of SLBs rests on targets being 

measurable, reporting being transparent and consequences being enforced when targets are missed 

- helping reassure investors that sustainability commitments have meaningful financial consequences

rather than being purely voluntary.

In Enel's case, the company reported a significant change in its energy mix, increasing electricity 

generated from zero-emissions sources from 45% in 2015 to 83% by 2024. Enel specifically credited 

sustainable finance instruments with helping to accelerate this transition. 

For investors, this is the central appeal of the SLB structure. Capital can be directed towards 

companies with stated transition objectives, while also creating a financial incentive for those 

objectives to be delivered on time. The transparency required by SLBs also gives investors a clearer 

basis to monitor progress and engage with issuers. 

The step-up on Repsol's 2029 bond is therefore more than a single coupon adjustment. It shows that 

sustainability-linked finance can encourage better environmental outcomes while helping to protect 

investor economics when delivery is slower or more complex than anticipated, illustrating how these 

structures are intended to align financial and sustainability objectives. 

Like all corporate bonds, SLBs also carry investment risks. A coupon step-up increases the interest 

paid to investors if specified sustainability targets are missed, but it does not remove the risk that the 

issuer could experience financial difficulties or that the market value of the bond could fall before 

maturity. Investors should consider both the sustainability features and the issuer's overall credit 

quality when assessing these securities. 

[1] The interest rate paid by the issuer to bondholders
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