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Utilities are a capital expenditure (CapEx) -heavy 
industry due in part to the investment required to 
develop renewable energy generation capabilities 
whilst strengthening transmission and distribution 
infrastructure. Much of the CapEx focused on 
supporting these efforts is considered ‘green’ by 
many market participants due to its facilitation of 
the energy transition and its alignment to credible 
taxonomies for defining sustainable investments. 
Utilities tend to rely extensively on debt issuance for 
their financing needs, and in Europe the green hybrid 
bond format has become an increasingly popular tool 
for these issuers to support growing CapEx programs 
as the region increases its climate ambitions. In order 
to leverage the full potential of these instruments, 
and to facilitate investor tracking of their 
sustainability benefits, it is important these issuers 
adhere to best practices, including transparency 
around underlying projects financed through these 
green hybrid programs.

Through the identification of best practices in green hybrid bonds, Calvert 
aims to ensure that our evaluation process is cognizant of the complexities 
of this instrument, with sufficient leeway to appreciate the nuances that a 
specific issuer and transaction may have. By doing this, we seek to realise 
the opportunities that the green hybrid market provides to investors in 
terms of financing utilities’ green CapEx, allowing us to help facilitate the 
sector’s energy transition.
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Merits of the Hybrid Structure
Hybrid bonds are a subordinated1 financial instrument 
that have both bond and equity features, with an initial 
fixed coupon and the ability of the issuer to defer coupon 
payments and convert the principal to common equity. 
A green hybrid bond combines these features with those 
of a labelled green bond, allocating the specified use 
of proceeds raised through the transaction to finance 
environmentally beneficial projects. These instruments 
generally conform to the voluntary International Capital 
Market Association (ICMA) Green Bond Principles (GBP). 
All instruments labelled green that conform to these 
Principles identify a specific environmental use of the 
proceeds raised along with describing how projects will 
be selected, how proceeds will be managed, and how the 
Issuer will report on the ultimate allocation to certain 
projects and their corresponding impact. 

Issuers may choose to issue in green hybrid format to 
keep credit ratios at more manageable levels whilst 
raising capital to fund green CapEx at a lower cost than 
equity. Credit rating agencies (CRAs) determine the equity 
content of hybrid instruments based on the intended 
use of the hybrid program and the features of the notes 
themselves (such as the ability to convert the principal 
into common equity or defer coupon payments). This 
equity treatment subsequently enables leverage metrics, 
such as Debt to EBITDA, to look more attractive in the 
eyes of CRAs. These hybrids are structured such that they 
lose this equity treatment as the coupon steps up and 
becomes floating on the first call date. CRAs generally 
expect to see a replacement offering to maintain the size 
of the issuer’s hybrid stack, enabling the instrument to 
function as a long-term and static capital component. 

In the European market, where green hybrids became 
more popular towards the end of the 2010s and issuers 
tend to call the bonds at the earliest opportunity to avoid 
losing equity treatment, we see a significant stock of 
such instruments now coming due for refinancing. Given 
that issuers see these instruments as a static component 
of their capital stacks, many will use the proceeds from 
new green hybrids to buy back existing green hybrids at 

the first call date, and then re-allocate the same set of 
original green projects to the new green hybrid offering. 
The Green Bond Principles allow for this reallocation of 
eligible projects so long as they are not earmarked and 
linked to other green bonds that are still outstanding. Still, 
we believe this practice deserves further scrutiny from 
responsible investors on a case-by-case basis, based on 
the considerations outlined below.

Key Considerations for Responsible Investors

1 This reallocation practice raises potential concerns 
over the additionality of certain hybrid 
instruments (whether the security in question can 

credibly be said to contribute to improved outcomes 
associated with an issuer’s business activities). It may also 
lead to double counting the impacts of the project in 
question between holders of the various securities. 

2 By the time projects are reallocated to the new 
green hybrid, they will generally have been 
operational for over five years, materially longer 

than what is generally considered an acceptable 
lookback period.2

3 The mismatch in tenor between the first call date 
of green hybrids and the lifetime of green projects 
(which often reach 25 years) raises a question of 

how many subsequent re-offerings of green hybrids 
could retain credit for the outcomes associated with the 
initial projects – for example, the annual greenhouse gas 
(GHG) emissions avoided associated with the generation 
of a renewable power project.

Overall, these considerations may weaken the case for the 
green hybrid instrument, from the perspective of investors 
with corresponding sustainability preference, as there 
are other green bonds in the market that provide direct 
exposure to more recently financed or forward-looking 
projects. However, for CapEx-heavy industries like utilities, 
the green CapEx opportunity set (volume of capital which 
could be allocated to environmentally beneficial projects) 
usually exceeds the size of the issuer’s bond programs. 
As a result, the main limitation today on labelled green 
bond issuance these companies would face is often their 
own leverage limits as opposed to a shortage of eligible 
green projects. 

1 Subordinated bonds are a form of debt which ranks after other corporate debts instruments for repayment, if a company falls into liquidation or 
bankruptcy. 
2 “Lookback period” refers to the maximum backward-looking timeframe within which a green bond issuer is allowed to select projects that are deemed 
eligible to receive allocations from a specific green bond’s proceeds raised. The traditional maximum allowable lookback period is 24-36 months.
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Best Practices for the Allocation of Use 
of Proceeds
We believe investors who seek to finance progress on 
the energy transition must develop criteria against which 
green hybrids can be evaluated to ensure these programs 
are sufficiently robust. In our analysis of European utilities, 
we observe that over four cycles of primary hybrid 
call dates (around 24 years), most renewable energy 
projects—which represent the majority of the eligible 
projects associated with utilities’ green bonds—would 
likely remain active and provide positive GHG impacts 
in the form of GHG reduction or GHG avoidance (using 
an assumed lifespan of 25 years for solar and wind 
projects). Thus, we can say that green hybrid programs 
that predominantly finance projects such as renewable 
power (or those with similar lifespans) may be deemed 
credible even if some amount of proceeds are  
allocated to existing projects, subject to the  
following considerations:

NATURE OF PROJECTS BEING ALLOCATED TO NEW HYBRIDS

The issuer should include explicit contingencies in their green 
financing framework3 to address additionality concerns and 
assure investors of their allocations to new projects. As 
an example, Engie, a French utility company, in its Green 
Financing Framework, reserves the right to refinance older 
projects, but commits to earmark at least 50% of proceeds 
from new green offerings to new investments in Eligible 
Green Projects.4 

Allocating proceeds explicitly to new projects would be a 
meaningful addition to the opportunity set for investors. 
If proceeds from hybrids are allocated to existing projects, 
then they should be reallocated to projects that are 
within their useful lifespans and are anticipated to produce 
material impact through first call date of new notes. 
Issuers could also address additionality concerns with 
guarantees of frequency of new project injection into the 
program or the eventual selection of new projects after a 
certain number of call dates. 

TIMING OF HYBRID CALLS

The timing for calling older green hybrids is not always 
consistent, and there can be some overlap between the 
offering of new green hybrids and the call date of the 
older security. We note that CRAs appear to allow for 
issuance of new hybrid notes up to 18 months ahead of an 
upcoming call of an existing note, with a typical range of 
around 6-12 months of overlap. Issuers may even wait until 
the coupon reset date (1 month after the call date of the 
previous note). 

If existing projects will be earmarked for new hybrids, 
issuers should clearly communicate the intended overlap 
window, and ensure de minimis levels of overlap (with a 
maximum in the range of 6-12 months) for the old and new 
hybrids both associated with the same projects.

BALANCE OF GREEN PROJECTS TO OUTSTANDING 
GREEN ISSUANCE

At the issuer level, this balance should be positive such 
that the issuer has sufficient eligible projects to cover 
future green bond issuances. Some utilities already adopt 
a “portfolio,” or “eligible pool” approach for their green 
financing programs. While this approach is sensible from 
the perspective of frequent green bond issuers with 
growing pools of eligible projects, for investors evaluating 
the outcomes associated with these programs it is 
important for issuers to provide as much transparency as 
possible on the project- or asset-level composition of such 
pools. Investors should advocate for clear information 
about new project additions and removals, enabling more 
accurate assessments of their investments. 

Conclusion
We believe green hybrid programs that take steps to 
address the above-mentioned investor considerations 
(whilst still providing capital structure benefits) can be 
an important tool for financing the energy transition. 
By openly discussing these considerations up front with 
issuers as part of our engagement, we hope to ensure 
market participants operate with a shared understanding 
of how these instruments are to be used, with both issuers 
and investors cognizant of the others’ viewpoint.

3 A green financing framework is the document published by the green bond issuer, outlining the criteria for selecting eligible green projects, and the 
governance process to monitor and report on them.  
4 ENGIE, “Green Financing Framework,” June 13, 2023.
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RISK CONSIDERATIONS
Investing involves risk including the risk of loss. There is no 
guarantee that any investment strategy, including those with an 
ESG focus, will work under all market conditions. Investors should 
evaluate their ability to invest for the long-term, especially during 
periods of downturn in the market. There is no guarantee that any 
investment strategy will work under all market conditions, and each 
investor should evaluate their ability to invest for the long term, 
especially during periods of downturn in the market.
A separately managed account may not be appropriate for all investors. 
Separate accounts managed according to the Strategy include a number 
of securities and will not necessarily track the performance of any index. 
Please consider the investment objectives, risks and fees of the Strategy 
carefully before investing. A minimum asset level is required.
For important information about the investment managers, please refer 
to Form ADV Part 2.
The views and opinions and/or analysis expressed are those of the author 
or the investment team as of the date of preparation of this material 
and are subject to change at any time without notice due to market or 
economic conditions and may not necessarily come to pass. Furthermore, 
the views will not be updated or otherwise revised to reflect information 
that subsequently becomes available or circumstances existing, or changes 
occurring, after the date of publication. The views expressed do not reflect 
the opinions of all investment personnel at Morgan Stanley Investment 
Management (MSIM) and its subsidiaries and affiliates (collectively “the 
Firm”), and may not be reflected in all the strategies and products that the 
Firm offers.
This material has been prepared on the basis of publicly available 
information, internally developed data and other third-party sources 
believed to be reliable. However, no assurances are provided regarding the 
reliability of such information and the Firm has not sought to independently 
verify information taken from public and third-party sources.
This material is a general communication, which is not impartial and 
all information provided has been prepared solely for informational 
and educational purposes and does not constitute an offer or a 
recommendation to buy or sell any particular security or to adopt any 
specific investment strategy. The information herein has not been based 
on a consideration of any individual investor circumstances and is not 
investment advice, nor should it be construed in any way as tax, accounting, 
legal or regulatory advice. To that end, investors should seek independent 
legal and financial advice, including advice as to tax consequences, before 
making any investment decision.
Charts and graphs provided herein are for illustrative purposes only. Past 
performance is no guarantee of future results.
The Firm has not authorised financial intermediaries to use and to distribute 
this material, unless such use and distribution is made in accordance with 
applicable law and regulation. Additionally, financial intermediaries are 
required to satisfy themselves that the information in this material is 
appropriate for any person to whom they provide this material in view of 
that person’s circumstances and purpose. The Firm shall not be liable for, 
and accepts no liability for, the use or misuse of this material by any such 
financial intermediary.
The Firm has not authorised financial intermediaries to use and to distribute 
this material, unless such use and distribution is made in accordance with 
applicable law and regulation. Additionally, financial intermediaries are 
required to satisfy themselves that the information in this material is 
appropriate for any person to whom they provide this material in view of 
that person’s circumstances and purpose. The Firm shall not be liable for, 
and accepts no liability for, the use or misuse of this material by any such 
financial intermediary.
This material may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are any 
discrepancies between the English version and any version of this material 
in another language, the English version shall prevail.
The whole or any part of this material may not be directly or indirectly 
reproduced, copied, modified, used to create a derivative work, performed, 
displayed, published, posted, licensed, framed, distributed or transmitted 

or any of its contents disclosed to third parties without the Firm’s express 
written consent. This material may not be linked to unless such hyperlink 
is for personal and non-commercial use. All information contained herein is 
proprietary and is protected under copyright and other applicable law.
Calvert is part of Morgan Stanley Investment Management. Morgan Stanley 
Investment Management is the asset management division of 
Morgan Stanley.

DISTRIBUTION
This material is only intended for and will only be distributed to persons 
resident in jurisdictions where such distribution or availability would not 
be contrary to local laws or regulations.
MSIM, the asset management division of Morgan Stanley (NYSE: 
MS), and its affiliates have arrangements in place to market each 
other’s products and services. Each MSIM affiliate is regulated as 
appropriate in the jurisdiction it operates. MSIM’s affiliates are: Eaton 
Vance Management (International) Limited, Eaton Vance Advisers 
International Ltd, Calvert Research and Management, Eaton Vance 
Management, Parametric Portfolio Associates LLC and Atlanta Capital 
Management LLC.
This material has been issued by any one or more of the following entities:

EMEA
This material is for Professional Clients/Accredited Investors only.
In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund 
Management (Ireland) Limited (“FMIL”). FMIL is regulated by the Central 
Bank of Ireland and is incorporated in Ireland as a private company limited 
by shares with company registration number 616661 and has its registered 
address at 24-26 City Quay, Dublin 2, DO2 NY19, Ireland.
Outside the EU, MSIM materials are issued by Morgan Stanley Investment 
Management Limited (MSIM Ltd) is authorised and regulated by the 
Financial Conduct Authority. Registered in England. Registered No. 1981121. 
Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA.
In Switzerland, MSIM materials are issued by Morgan Stanley & Co. 
International plc, London (Zurich Branch) Authorised and regulated by 
the Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered Office: 
Beethovenstrasse 33, 8002 Zurich, Switzerland.
Outside the US and EU, Eaton Vance materials are issued by Eaton Vance 
Management (International) Limited (“EVMI”) 125 Old Broad Street, 
London, EC2N 1AR, UK, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority.
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo 
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM 
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 
1 1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de 
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle 
Serrano 55, 28006, Madrid, Spain. Germany: MSIM FMIL Frankfurt Branch, 
Große Gallusstraße 18, 60312 Frankfurt am Main, Germany (Gattung: 
Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM FMIL 
(Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2, 1609 
Copenhagen V, Denmark.

MIDDLE EAST
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit 
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial 
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 
709 7158).
This document is distributed in the Dubai International Financial Centre by 
Morgan Stanley Investment Management Limited (Representative Office), 
an entity regulated by the Dubai Financial Services Authority (“DFSA”). It 
is intended for use by professional clients and market counterparties only. 
This document is not intended for distribution to retail clients, and retail 
clients should not act upon the information contained in this document.
This document relates to a financial product which is not subject to 
any form of regulation or approval by the DFSA. The DFSA has no 
responsibility for reviewing or verifying any documents in connection 
with this financial product. Accordingly, the DFSA has not approved this 
document or any other associated documents nor taken any steps to verify 
the information set out in this document, and has no responsibility for it. 
The financial product to which this document relates may be illiquid and/
or subject to restrictions on its resale or transfer. Prospective purchasers 
should conduct their own due diligence on the financial product. If you 
do not understand the contents of this document, you should consult an 
authorised financial adviser.
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U.S.

NOT FDIC INSURED. OFFER NO BANK GUARANTEE. MAY LOSE 
VALUE. NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY. 
NOT A DEPOSIT
Latin America (Brazil, Chile Colombia, Mexico, Peru, and Uruguay)
This material is for use with an institutional investor or a qualified investor 
only. All information contained herein is confidential and is for the exclusive 
use and review of the intended addressee, and may not be passed on to any 
third party. This material is provided for informational purposes only and 
does not constitute a public offering, solicitation or recommendation to 
buy or sell for any product, service, security and/or strategy. A decision to 
invest should only be made after reading the strategy documentation and 
conducting in-depth and independent due diligence.

ASIA PACIFIC
Hong Kong: This material is disseminated by Morgan Stanley Asia Limited 
for use in Hong Kong and shall only be made available to “professional 
investors” as defined under the Securities and Futures Ordinance of Hong 
Kong (Cap 571). The contents of this material have not been reviewed 
nor approved by any regulatory authority including the Securities and 
Futures Commission in Hong Kong. Accordingly, save where an exemption 
is available under the relevant law, this material shall not be issued, 
circulated, distributed, directed at, or made available to, the public in 
Hong Kong. Singapore: This material is disseminated by Morgan Stanley 
Investment Management Company and may not be circulated or 
distributed, whether directly or indirectly, to persons in Singapore 
other than to (i) an accredited investor (ii) an expert investor or (iii) an 
institutional investor as defined in Section 4A of the Securities and Futures 
Act, Chapter 289 of Singapore (“SFA”); or (iv) otherwise pursuant to, and 
in accordance with the conditions of, any other applicable provision of the 
SFA. This publication has not been reviewed by the Monetary Authority 
of Singapore. Australia: This material is provided by Morgan Stanley 
Investment Management (Australia) Pty Ltd ABN 22122040037, AFSL 
No. 314182 and its affiliates and does not constitute an offer of interests. 
Morgan Stanley Investment Management (Australia) Pty Limited arranges 
for MSIM affiliates to provide financial services to Australian wholesale 
clients. Interests will only be offered in circumstances under which 
no disclosure is required under the Corporations Act 2001 (Cth) (the 

“Corporations Act”). Any offer of interests will not purport to be an offer 
of interests in circumstances under which disclosure is required under 
the Corporations Act and will only be made to persons who qualify as a 
“wholesale client” (as defined in the Corporations Act). This material will 
not be lodged with the Australian Securities and Investments Commission.

JAPAN
For professional investors, this material is circulated or distributed 
for informational purposes only. For those who are not professional 
investors, this material is provided in relation to Morgan Stanley 
Investment Management (Japan) Co., Ltd. (“MSIMJ”)’s business with 
respect to discretionary investment management agreements (“IMA”) and 
investment advisory agreements (“IAA”). This is not for the purpose of a 
recommendation or solicitation of transactions or offers any particular 
financial instruments. Under an IMA, with respect to management of assets 
of a client, the client prescribes basic management policies in advance and 
commissions MSIMJ to make all investment decisions based on an analysis 
of the value, etc. of the securities, and MSIMJ accepts such commission. 
The client shall delegate to MSIMJ the authorities necessary for making 
investment. MSIMJ exercises the delegated authorities based on investment 
decisions of MSIMJ, and the client shall not make individual instructions. 
All investment profits and losses belong to the clients; principal is not 
guaranteed. Please consider the investment objectives and nature of risks 
before investing. As an investment advisory fee for an IAA or an IMA, 
the amount of assets subject to the contract multiplied by a certain rate 
(the upper limit is 2.20% per annum (including tax)) shall be incurred in 
proportion to the contract period. For some strategies, a contingency fee 
may be incurred in addition to the fee mentioned above. Indirect charges 
also may be incurred, such as brokerage commissions for incorporated 
securities. Since these charges and expenses are different depending on a 
contract and other factors, MSIMJ cannot present the rates, upper limits, 
etc. in advance. All clients should read the Documents Provided Prior to 
the Conclusion of a Contract carefully before executing an agreement. This 
material is disseminated in Japan by MSIMJ, Registered No. 410 (Director of 
Kanto Local Finance Bureau (Financial Instruments Firms)), Membership: the 
Japan Securities Dealers Association, The Investment Trusts Association, 
Japan, the Japan Investment Advisers Association and the Type II Financial 
Instruments Firms Association.




