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Ref: CBEIl/2021/LTR/008 Date: 15" December 2021

To,

Dr. Bhagwat Kishanrao Karad

MOS (Finance)

Department of Financial Services

Ministry of Finance

3rd Floor, Jeevan Deep Building

Sansad Marg

New Delhi-110001

Tel: 011-23093783, 23092377

Email Id: mosfinance@nic.in ; bhagwat.karad@sansad.nic.in; mosfinance.bk@gov.in

Subject: HSBC Proposal {through CBEIl} for Priority Sector lending to Sustainable Finance

Introduction

1. Confederation of Biomass Energy Industry of India (CBEI) is the apex industry body which represents
all stakeholders of the Biomass industry including Biogas, 2G Ethanol, Briquettes & Pellets
manufacturers, Biomass IPPs, Industry segments, etc.

2. Senior and esteemed industry leaders are part of CBEI's Governing Council and Executive Committee
thereby providing direction and guidance to its activities and members furthering the cause of
sustainable green bioenergy in India.

3. We continue to represent our members and the society at large with various policy makers,
regulators, and society influencers for assisting the Biomass industry in India which is a sunrise sector
and therefore there is need to understand the potential applications better & engage for appropriate

policy interventions from time to time.
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Request for your kind attention

4. We Confederation of Biomass Energy Industry of india (CBEII) would like to draw your attention to the
proposal from HSBC for Priority Sector lending to Sustainable Finance. HSBC bank is an incoming
member of Confederation of Biomass Energy Industry of India (CBEIl) and the attached note is being
shared with due approval of HSBC bank for kind consideration from your good office.

5. On behalf of CBEII, the biomass industry & HSBC bank, we seek time from your good office to have a

detail discussion as an industry body on the attached proposal.

Looking forward for your positive response.

Jai Hind!

indwegards,

Chairman
Confederation of Biomass Energy Industry of India
Mob: +91 88980 57100 / +91 90046 73858

Email- monishahuja@cbeii.org

Encl: HSBC Proposal for Priority Sector lending to Sustainable Finance

Copy to:

Mr Raghav Handa ’ For your information please
Director-Business Corridors, Asia Pacific

Central Management Services and Office

The Hongkong & Shanghai Banking Corporation

Phone: (91) 124 6167609 Tieline: 6091-78647609

Mobile: {(91) 9958956066 / (91) 9650144997

Email: raghavhanda@hsbc.co.in
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Sustainability has taken center-stage and is alarge focus area for industry and governments internationally.
India is a key signatory to the Paris Climate Agreement Goals. India’s Nationally Determined Contribution
(NDC) is USD 2.5 trillion to achieve India’s goals for urban sustainability and renewable energy by 2030%
This translatesto a requirement of roughly USD 170 billion per year which amountsto around 8%
of India’s GDP?, while Green finance flowsin India averaged around USD 19 billion per annum for
FY 2016-17 and FY2017-182across Grants, Loans, FDI and Loans, with FY 20 Creditto Green Sector was
at USD 4.8 billion®

HSBC PROPOSAL FOR PRIORITY SECTOR L ENDING TO SUSTAINABL E FINANCE

Thus, at the moment, available sustainable finance is far from sufficient in the country and mobilization of
capital in this space is a critical priority. Additionally, the Economic Survey 2020-21 also indicated that
availability ofadequate financialresourcesrequired to implementwide-ranging NDC goalspresents
amajor challenge.

Limited public resources mean private finance will have to play a major role. In particular, sustainability
projects may hawe large capital requirements and long break -even cycle and need support of bank financing
at affordable rates. Thus, enhancement in qualification of financing of green projects by banks, as
Priority Sector Lending (PSL), will help improve lending appetite to the Sustainable sector.

EXTANT REGULATIONS

As per RBI/FIDD/2020-21/72 Master Directions FIDD.CO.Plan.BC.5/04.09.01/2020-21, the following
Sustainable Finance initiatives are eligible for classification under PSL.
Quote

14. Renewable Energy
Bank loans up to a limit of INR30 crore to borrowers for purposes like solar based power
generators, biomass-based power generators, wind mills, micro-hydel plants and for non-
conventional energy based public utilities, viz., street lighting systems and remote village
electrification etc., will be eligible for Priority Sector classification. For individual households,
the loan limit will be INR10 lak h per borrower.

Unquote

The above scheme sewerely restricts the quantum of financing for Green/ Sustainable projects or
companies and also does not cover most categories of Green initiatives.

PROPOSAL and BENEFITS:

We propose that PSL eligibility be expanded for other categories of Sustainable Finance with a fit for
purpose framework suitable to the needs of the sector (as elaborated below). Providing additional PSL
benefits for Sustainable Finance will benefit Indian companies and aid towards achievement of India’s NDC:

e Increased availability: Taking reference of FY20 owerall Indian Banking ANBC of cUSD 1.3Tn (INR
95,20,368 Crs), if c.10% of ANBC contribution by banks is allocated to sustainable finance sector, this
would make available cUSD 130B (INR 95,203 Crs) of sustainable financing. This can hence help
materially bridge the gap mentioned abowve, between ¢c.USD 19bn currently financed vs industry need
of USD 170 bn. Notably, this would still not bridge the entire gap of the sector.

e Cost Save: Classification of sustainable finance as PSL will enable Green projects and companies
raise funding at lower costs from banks. The cost differential for PSL vs other lending is above 1%.
Assuming 1% lower cost of borrowing, for a quantum as above of say USD 130bn lending, the cost
saving to the companies in India would be to the tune of USD 1.3 Bn or INR 9,620 Crores of financing
costs which may be redeployed as capital back.
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PROPOSED MECHANISM OF PRIORITY SECTOR LENDING FOR SUSTAINABLE FINANCE

1. Determination of Eligibility for classification under Sustainable Finance:

a. Currently, organizations are following internal mechanisms for green classification of
projects. HBSC recommends usage of a national standardized taxonomy to determine if
project is ‘Green’ for purpose of PSL eligible classification.

b. While we await the finalization of a Sustainable Finance (SF) taxonomy guidelines for India,
we have shared the taxonomies from EU and Singapore, based on which the Indian
taxonomy could be based.

c. We would also recommend an annual certification process for the SF classification,
through an industry recognized green certification or end-use certificate provided by a
Chartered Accountant (CA).

2. Additionsto the Sustainable Finance Categories
We suggest the inclusion of the of the following in addition to the above existing categories to help
accelerate adoption of broader Sustainability initiatives:
a. Renewable power of all non-conventional categories
b. Energy efficiency, waste & water management (including rain water harvesting), industrial
effluent treatment, etc.
Green Hydrogen through Electrolysis and associated value chain
Clean transportation (Electric vehicles, EV batteries mobility and associated value chain)
Storage Cell Manufacturing and Green Data Centers
Clean-tech providers
Immediate suppliers of companies included in above categories, covering the overall ‘Green’
ecosystem, eligible under PSL, basis supplier status certified by a CA
Green certified real estate and infrastructure projects
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3. Classification under PSL Subcategories
We recommend the classification of SF projects under various existing categories as per extant PSL
sub-categories, and would strongly not suggest an increase in the overall target for PSL. We would
rather suggest a Cap of 10% of overall PSL obligation of the Bank, and the above categories to be
aligned with extant PSL categories as below:

a. Agriculture: Sustainability Loans under categories like Biomass, Water conservation, electric
tractors, etc. and others related to agriculture

b. MSME: Sustainability Loans with entities eligible for MSME classification — including suppliers
to green projects (as per point.f above)

c. General: Sustainability Loans not falling under Agriculture or MSME criteria

4. PSL Eligibility Model for Financing for Sustainability-linked projects

4.1 At the outset, the Green certification should be carried out in line with point (1) above as per
Regulator guided taxonomy for India, endorsed by a Certification (from CA or accredited green
certification agency).

4.1 Given the sustainable finance projects with material impact would have large initial set-up costs
(well above current INR30 crore limit) and make losses during initial periods, we suggest the following
eligibility model with respect to stage of projects.

a. Initial Stage — Capex support through PSL:
For the period till projects or companies turn profitable (based on audited financials in the
preceding year of the bank financing), or for a period of 5 years from date of commencement
of business, whichewer is earlier, the entire lending amount for sustainable finance to be
classified as PSL.

b. Later Stage —working capital and ongoing expansion support:
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For the period after projects or companies turn profitable (based on audited financials in the
preceding year of the bank financing), or after a period of 5 years from date of commencement
of business, whichewer is earlier, we recommend that working capital requirements for these
projects should continue to be classified as PSL, upto 25% of total borrowing.

The abowe (a) and (b) would remain subject to SF/ Green eligibility, bank level cap of 10% to SF
sector, and profit/ time period criteria above, while we propose no caps of total borrowing of
company, or any otherrestrictions like turnover criteria which are otherwise applicable for the above
PSL categories ie solely the abowe criteria to apply with no other restrictions.

5. HSBC Growth Expectations for Sustainable Finance PSL Book
HSBC would estimate ¢.USD 1bn (c.INR 7,500 Crs) of Green Loans from our client base, of which PSL
eligibility will be dependent on the criteria and conditions of such future PSL guidelines with respect to
Sustainable Finance.

Source:

1. Economic Survwey 2020-21, Chapter 06, Volume 2
2. Landscape of Green Finance in India Report, September 2020, Climate Policy Initiative

3. RBIGreen Finance Report, RBI Bulletin Jan 2021

APPENDIX
EU Taxonomy Singapore Taxonomy
PIF PIF
EU SF SG SF
Taxonomy.pdf Taxonomy.pdf
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