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UK-Hungary Panel 12-13 Dec 2022:
Financing the energy transition in
Hungary

This note aims to provide context on the current state of affairs with regards to the four topics
in the focus of the online UK-HU workshop on the financing of the energy transition, namely:
(1) green bonds issuance and their role, (2) ESG risk measurement and data requirements,
(8) buildings decarbonisation and (4) renewables policy.

#1 Green bonds issuance and their role in financing the energy
transition in Hungary

Monday 12 December 2022, 10.00-11.45 CET

Green bonds are securities for which the issuer agrees to use the proceeds collected on
“green” investments and projects that serve environmental protection and sustainability. First
issued by the European Investment Bank in 2007, the range of issuers increased strongly in
the past decade, more and more companies joined the group of green bond issuers, while
later cities, provincial or member state governments and their public utility companies, and
even commercial banks followed this example. The issuer of a climate-themed bond must
declare that the bond is intended to be environmentally beneficial through labelling the bond,
ideally as “green” but other labels are used too.

Key topics for discussion

e |Is there a market for green bonds in Hungary? How mature is this market? Is there
sufficient demand for green bonds?

e For investors in this growing part of the bond market globally, there are two key
questions: how to assess sustainability, and how to assess value? Why do investors
buy green bonds in Hungary? What are their expectations?

e Do green bonds exhibit a greenium in Hungary? Do investors prefer ‘greener’ bonds
in Hungary? Are investors prepared to pay a higher price / are they really willing to
accept lower yields in order to make a difference?

e How green are green bonds in reality? How can those investing in green bonds identify
which bonds are greener: by bond credibility (i.e. bonds with external review, e.g.
certification, second-party opinion) and/or by issuer’s credibility (i.e. issuer in green
sector or issuer committed to environmental programs, targets)?




e National Bank of Hungary’s preferential capital requirements for green corporate and
municipal financing for banks in the retail, corporate and municipal lending segments
— how did this programme transform the market, what are its key impacts to date?

e Recent boom of SLBs (Sustainability-Linked Bond): rising growth in SLBs is
accompanied by rising concerns over greenwashing, as critics claim the robustness
and ambition levels of KPIs can vary dramatically across the market. The SLB market
remains in its infancy and consequently, regulations have been absent in its opening
years. How can strong market practices be developed for SLBs too?

#2 ESG-related risks, their measurement and data requirements in
Hungary

Monday 12 December 2022, 14.00-15.45 CET

International investors with global investment portfolios are increasingly calling for high quality,
transparent, reliable and comparable reporting by companies on climate and other
environmental, social and governance (ESG) matters. A year ago, in November 2021, the
IFRS (International Financial Reporting Standards) Foundation Trustees announced the
creation of a new standard-setting board (the International Sustainability Standards Board
(ISSB)) to help meet this demand. The ultimate goal of the ISSB is to deliver a comprehensive
global baseline of sustainability-related disclosure standards that provide investors with
information about companies’ sustainability-related risks and opportunities to help them make
informed decisions.

Key topics for discussion

Data access is a key barrier to disclosure of transition plans for banks and financial firms.
While the deployment of mandatory transition planning (and related ESG-reporting) among
corporate firms will sooner or later help partially address this barrier, it will not remove it
entirely.

e What are the key preconditions that are needed for transition plans (and related ESG-
reporting standards) to improve over time? How can regulation pave the way effectively
and efficiently?

e To what extent is the data needed to measure ESG risks available in Hungary today?
How are they reported, what are the main challenges in reporting, what are the main
obstacles in the process?

e Do central databases exist in the UK for collecting and structuring data that is
necessary to meet the green definition according to the EU Taxonomy, and if so, who
manages / maintains those databases? How accessible are these databases to
commercial banks?

e What are the sectors where the ESG initiatives align less clearly with the objectives of
the sector, where evaluating sustainability can be more challenging? What are the
sectors where evaluating sustainability is easier?

e In the UK, how do investors make sure that the equipment used in the individual
projects they are financing is produced in an ESG-appropriate manner (e.g., without
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the use of child labour or forced labour). This issue can become particularly relevant
for certain equipment (e.g. solar panels) manufactured primarily in Southeast Asia (or
other areas sensitive to child labour).

#3 Buildings decarbonisation and its financing in Hungary

Tuesday 13 December 2022, 10.00-11.45 CET

This document aims to provide context on the current state of affairs with regard to the
greening of the buildings sector and its financing in Hungary.

In Hungary, residential properties account for 36 percent of CO2 emissions, and for 32 percent
of the country’s energy consumption. Cost-effective technologies to cut back on emissions
from the sector are already available in wide variety. The sector, therefore, provides ample
opportunities when it comes for emissions reduction, and the energetic modernization of our
building stock should clearly be a priority on the road to decarbonisation. Our residential
buildings are the biggest consumers, where two-third of the buildings stock is energetically
outdated (single-family houses, in majority).

Key topics for discussion

e In 2021 the National Bank of Hungary introduced its Green Mortgage Bond Purchase
Programme, a targeted tool to contribute to the development of a domestic green
mortgage bond market and to promote green mortgage lending: How did this
programme transform the market? What are its key impacts to date? What are the key
challenges with the scheme?

e The Green Home Program (Z6ld Otthon Program) within the broader Funding for
Growth Scheme (NHP — N6vekedési Hitelprogram) in Hungary, with an overall amount
of 300 billion HUF (above 700 million EUR) made available under the Programme to
date: How did this programme transform the market? What are its key impacts to date?
What are the key challenges with the scheme?

#4 Renewables policies and subsidies in Hungary

Tuesday 13 December 2022, 14.00-15.45 CET

Hungary aims to achieve a target of consuming no more than 3-4 billion cubic meters of gas
per year by 2050 (compared to the current yearly 11.5 billion cubic meters), and to
significantly reduce its exposure to foreign gas by 2050 through non-fossil energy production
in the country thereby considerably strengthening its energy independence. Hungary has a
strong starting point with considerable low carbon generation thanks to a remarkable growth
of solar photovoltaic (PV) in the past decade, and the lifetime extension of its nuclear
reactors up to mid-2030s. The government has an ambitious target of 90% clean electricity
by 2030 and to meet this goal, Hungary needs to maintain and increase its low carbon power
generation. Alongside nuclear energy, a diverse renewable energy portfolio and greater
power system flexibility for the integration of high shares of renewable sources are critical.
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Key topics for discussion

e By when would it be realistic to meet Hungary’s electricity demand solely through
renewable energy sources?

o Solar-heavy RES portfolio build-up: What are the key challenges posed by
recent regulatory steps following the PV boom in recent years? Potential future
pathways for solar power in Hungary, given the 2050 target of 80 GW?

o Potential for wind energy in Hungary and lessons to be learnt from the UK’s
strategy for developing the onshore wind industry

o Role of hydrogen in power generation

e For renewable energy projects, the initial capital investment need is very high, while
the operating expenditure is relatively low (compared to fossil energy projects). Lately,
the payback period of renewable and energy efficiency projects has been increasing
drastically due to very high market prices and the costs associated with financing also
increase: How could regulation and policy measures mitigate these unfavourable
impacts? How can increasing financing costs be mitigated (e.g. via subsidies)?

e How can it be ensured that the network is there for decentralised renewable power to
be integrated over the coming years, what are the most viable plans for network
development? How will its financing look like? How can network development
investments be incentivised by policy?

e What are the key challenges in financing energy efficiency projects in Hungary and
in the UK?

e Further topics:

o energy storage capacity and grid development

o green district heating

o transparency of regulatory decisions




