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Nordic Credit Rating's view on sustainability-linked hybrid bonds

Nordic Credit Rating (NCR) notes increasing interest in sustainability-linked bond (SLB) securities with
LGS hybrid structures. SLB hybrids can increase an issuer's appeal to impact investors and incentivise
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WHAT IS AN SLB HYBRID?

An SLB hybrid is a subordinate debt instrument with sustainability-linked targets which combines the
characteristics of both debt and equity and can be viewed as equity, debt or a combination of both.
SLB hybrids oblige an issuer to make coupon payments but also enable an equity-like ability to defer
instalments when necessary without triggering default. In this sense, they can in theory provide an
element of loss absorption before an issuer is restructured and thereby protect more senior creditors
in an event of default, although there is little historical evidence for this. For this reason, we are
unlikely to view them as a standalone driver of higher issuer ratings. However, SLB hybrids can
diversify an issuer's investor base and support senior creditors (see Nordic Credit Rating's View on
corporate hybrid securities in related research).

SLB hybrids are meant to be a semi-permanent component of an issuer's capital structure. They are
long-dated instruments, typically with call dates, and are subordinate to more senior debt but senior
to common equity. Generally, they carry a higher coupon rate to compensate investors for the
additional risk. Unlike traditional hybrid instruments, SLB hybrids contain sustainability goals. Often,
such goals are linked to the terms and conditions of the instrument. Typically, some or all such goals
act as sustainability covenants which must be fulfilled by pre-set dates to enable a pre-agreed
reduction in interest or avoid pre-agreed penalty interest payments.

ASSESSING THE EQUITY FEATURES OF SLB HYBRIDS

NCR assesses the merits of SLB hybrids on an individual basis. Under our Corporate Rating
Methodology, the standard notching approach for hybrid instruments is two notches below the issuer
rating on issuers with ratings in the 'BBB' category or higher and three notches below the issuer rating
on issuers with ratings of 'BB' or below. This standard notching approach also applies to SLB hybrids.

In our calculations of financial ratios, SLB hybrids can receive equity treatment of 0%, 50% or 100%.
In particular, the equity treatment of SLB hybrids affects net debt and interest costs after our
adjustments. These two values are components of all key metrics for corporate and real estate issuers,
and for this reason the equity treatment of a given issuer's SLB hybrid debt can affect the overall issuer
rating.

NCR does not assess the relevance or efficacy of SLB hybrid sustainability targets. Our sustainability
analysis is limited to an assessment of whether the targets are reasonably achievable within the
stipulated time frame on the basis of our knowledge of the issuer's sector of operation.

Call and step-up features

When SLB hybrids carry step-up penalties for non-fulfilment of sustainability targets, we can allow
equity treatment up to the first call date providing the following requirements are met:

the original maturity of the instrument is at least 25 years;

the first call date is no sooner than five years from issuance;

step ups not linked to sustainability targets fall at least five years after the first call date;
the issuer presents a plan to achieve the targets set out in the terms of the instrument;
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5. step ups are clearly linked to sustainability targets and, in our view, do not incentivise early
redemption, acting only as a penalty for failure to meet targets;

6. step-up rates are reasonable in relation to the original coupon rate;

7. the sustainability targets are not unreasonable, that is they are highly unlikely to result in

step-up penalties;
8. theissuer reports publicly on the targets according to pre-set terms and conditions; and
9. the targets are observable and monitored by a relevant entity.

In instances where fulfilment of sustainability targets reduces rather than increases coupon rates, we
can allow equity treatment prior to the first call date, providing the following requirements are met:

1. the original maturity of the instrument is at least 25 years;
2. the first call date is no sooner than five years from issuance; and
3. step ups linked to non-sustainability are at least five years after the first call date.

Subordination

We can allow equity treatment of SLB hybrids if they are subordinate to senior debt and other non-
deferrable debt. Subordination provides a buffer for senior debtholders, which we consider in our
recovery analysis, when applicable, and could affect the issue rating(s) on more senior debt.

Replacement commitment

We typically anticipate that issuers will replace SLB hybrids with similar or more junior instruments
on the call date, which, where applicable, would be reflected in the ratings on the issuer's more senior
issues. We acknowledge that in some instances an issuer's financial circumstances might change,
reducing the incentive to keep relatively expensive SLB hybrids in the capital structure after the call
date or that the sustainability-linked features could cease to be relevant. We would consider any such
changes on a case-by-case basis.

Deferability of coupon payments

To receive equity treatment, the issuer of an SLB hybrid must be able to defer coupon payments, with
no time limit. Deferred coupons can be either cumulative or non-cumulative. However, if the issuer
were to defer coupon payments for a protracted period, we would assess the increasing liability and
consider whether the issuer had liquidity issues or if it was selectively deferring coupon payments.
Such an assessment could affect the overall credit rating on an issuer.

Figure 1. Simplified overview of NCR's equity treatment of SLB hybrids with step ups
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DISCLAIMER

Disclaimer © 2026 Nordic Credit Rating AS (NCR, the agency). All rights reserved. All information and data used by NCR in its
analytical activities come from sources the agency considers accurate and reliable. All material relating to NCR's analytical
activities is provided on an "as is" basis. The agency does not conduct audits or similar warranty validations of any information
used in its analytical activities and related material. NCR advises all users of its services to carry out individual assessments for
their own specific use or purpose when using any information or material provided by the agency. Analytical material
provided by NCR constitutes only an opinion on relative credit risk and does not address other forms of risk such as volatility
or market risk and should not be considered to contain facts of any kind for the purpose of assessing an issuer's or an issue's
historical, current or future performance. Analytical material provided by NCR may include certain forward-looking
statements relating to the business, financial performance and results of an entity and/or the industry in which it operates.
Forward-looking statements concern future circumstances and results and other statements that are not historical facts,
sometimes identified by the words "believes", "expects", "predicts”, "intends", "projects”, "plans”, "estimates", "aims", "foresees",
"anticipates", "targets", and similar expressions. Forward-looking statements contained in any analytical material provided by
NCR, including assumptions, opinions and views either of the agency or cited from third-party sources are solely opinions and
forecasts which are subject to risk, uncertainty and other factors that could cause actual events to differ materially from
anticipated events. NCR and its personnel and any related third parties provide no assurance that the assumptions underlying
any statements in analytical material provided by the agency are free from error, nor are they liable to any party, either
directly or indirectly, for any damages, losses or similar, arising from use of NCR's analytical material or the agency's analytical
activities. No representation or warranty (express or implied) is made as to, and no reliance should be placed upon, any
information, including projections, estimates, targets and opinions, contained in any analytical material provided by NCR, and
no liability whatsoever is accepted as to any errors, omissions or misstatements contained in any analytical material provided
by the agency. Users of analytical material provided by NCR are solely responsible for making their own assessment of the
market and the market position of any relevant entity, conducting their own investigations and analysis, and forming their
own view of the future performance of any relevant entity's business and current and future financial situation. NCR is
independent of any third party, and any information and/or material resulting from the agency's analytical activities should
not be considered as marketing or a recommendation to buy, sell, or hold any financial instruments or similar. Relating to
NCR's analytical activities, historical development and past performance does not safeguard or guarantee any future results or
outcome. All information herein is the sole property of NCR and is protected by copyright and applicable laws. The information
herein, and any other information provided by NCR, may not be reproduced, copied, stored, sold, or distributed without NCR's
written permission.
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