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Legal and regulatory disclaimer

The Net-Zero Banking Alliance (NZBA) expects members to be committed to complying
with all laws and regulations applicable to them. This includes, amongst others, antitrust
and other regulatory laws and regulations, as well as the restrictions on information
exchange and other collaborative engagement they impose. Further, each member is
responsible for independently setting its own individual targets in its own judgment and
in line with its own business goals (subject to, and consistent with, all fiduciary and
contractual duties, laws, and regulations).

This document does not create binding obligations on any person, including NZBA and
its members, as it reflects mere guidance. The content set out within this paper does
not constitute advice to members of NZBA. Further, any views expressed in this paper
do not necessarily represent the views of each individual member, including those in
the relevant working group that assisted in the preparation of the paper. This paper is
intended as a general guide for emerging practices and is not prescriptive as to actions
or decisions to be taken by members.

About the Net-Zero Banking Alliance

NZBA is a global member-led initiative supporting banks to lead on climate mitigation in
line with the goals of the Paris Agreement.

Members look to the Alliance for insights on how to unlock opportunities and demon-
strate progress as they develop and execute their individual net-zero strategies for
financing the transition.

NZBA provides guidance, technical support and an internationally recognized framework
which supports banks’ climate mitigation work. It increases understanding of rapidly
evolving areas such as transition planning and transition finance, works with members
to develop emerging practice around new approaches and metrics, and builds member
capacity for sectoral engagement.

NZBA is the largest global banking alliance focused specifically on climate mitigation
and the flagship climate initiative of the Principles for Responsible Banking (PRB), the
UN'’s sustainable banking framework.

NZBA is convened by the UN Environment Programme Finance Initiative. Learn more
here: unepfi.org/net-zero-banking/
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Executive summary

Transition finance plays a vital role in enabling high-emitting sectors to decarbonize.
Building on the previous work of the Net-Zero Banking Alliance (NZBA) and other orga-
nizations, this report provides practical insights into how banks are integrating tran-
sition finance to support the decarbonization journey of their clients.

Drawing from banks’ transition finance approaches and input from NZBA member
banks, the report consolidates emerging practices, identifies common challenges, and
fosters a shared understanding of credible transition finance approaches for banks.

Key insights and findings:

1. Framework integration: An increasing number of banks are developing transition
finance approaches to complement their sustainable finance frameworks, with eight
NZBA member banks featured in this report. These frameworks provide transpar-
ency regarding their criteria to categorize transition finance transactions.

2. Scope and coverage: Banks' transition finance approaches cover activity-level and,
increasingly, entity-level financing. Transition finance eligibility lists typically focus
on hard-to-abate sectors, alongside cross-cutting activities across industries, such
as carbon capture and electrification.

3. Assessment criteria: Banks use a combination of criteria to assess transition
finance transactions, often specifying an activity eligibility list for dedicated-purpose
financing and requiring a credible transition plan for general-purpose financing.

4. Governance: There is no standard approach to overseeing transition finance. Banks
employ varied governance models for their transition finance approach, from central-
ized committees to decentralized decision-making, often involving sustainability,
credit, and risk teams. Internal audit or independent verification processes are used
to ensure robustness and transparency.

As the approaches of banks to transition finance mature, NZBA will continue to share
emerging practices to support the integrity, scalability, and credibility of transition
finance, enabling banks to play a leading role in financing a just and orderly transition
to a low-carbon economy.
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Background to transition
finance for banks

As the global economy moves toward a low-carbon future, banks play a pivotal role
in enabling this transition. Transition finance has emerged as a critical mechanism to
support high-emitting sectors in adopting more sustainable business models and reduc-
ing greenhouse gas (GHG) emissions over time. For banks, integrating transition finance
into their strategies and processes not only aligns with evolving regulatory and stakeholder
expectations but also positions them well to capture emerging business opportunities.

The main overarching challenge faced by banks in developing their transition finance
approach is that transition finance is a relatively new topic, without established global
standards and guidance. Banks face high complexity in applying their transition finance
approach in an international, regional, and local context. As such, flexibility and adapt-
ability are key principles of banks’ transition finance approaches.

This absence of a globally accepted definition of transition finance challenge is
compounded by the dynamic nature of transition finance. Activities and sectors consid-
ered as transition finance today, for example, may be classified as green or stranded
assets in the future as low-carbon alternatives emerge and new technologies are deployed.

Further, since the low-carbon transition is unique to each country, certain activities
and sectors may be considered under transition finance in certain jurisdictions, but
not in others. Consequently, it is complex to develop a global list of eligible transition
finance activities.

The absence of clear sectoral decarbonization pathways in most countries and regions
is another challenge faced by banks and their clients in deploying transition finance.
A stable policy and regulatory environment that encourages decarbonization of
high-emitting industries in line with country’s emissions targets would enable transi-
tion finance to grow.
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NZBA publications on transition finance

NZBA published three reports on transition finance over the course of 2022 and 2023,
which are summarized below:

The NZBA Transition Finance Guide' discusses the role of tran-
sition finance in the net-zero journey and includes a stocktake of
existing frameworks. It provides two guiding principles in structur-
ing a transition finance framework:

1. Clients must have a credible, feasible, and sufficiently ambitious
transition plan

2. Transition finance must meaningfully advance a client’s net-zero
journey

The Transition Finance Case Studies? report includes five case
studies from NZBA members, which provide insights on the follow-
ing transition finance topics:

= Definition

» Strategy

» largets

» Stakeholder engagement

» Implementation challenges

» Size, business model, and geographic considerations

Developing Metrics for Transition Finance® includes additional tran-
ERl  sition finance metrics, which may be used by banks when reporting
on their transition finance efforts. These metrics help to:

Developing Metrics
for Transition Finance

1. Better show the magnitude of financing provided to transition-
iIng companies.

2. Provide credible forward-looking guidance on the amount of
decarbonization being supported.

3. Act as a complement to existing metrics, such as sustainable
finance targets and emissions reduction.

1 UNEP FI, NZBA Transition Finance Guide, October 2022
2 UNEP FI, NZBA Transition Finance Case Studies, January 2023
3 UNEP FI, NZBA Developing Metrics for Transition Finance, December 2023
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Integrating transition finance
within banks

Banks are developing transition finance approaches that are complementary to their
sustainable finance framework, based on emerging guidance frameworks and regional
taxonomies. They face common challenges in developing and implementing their tran-
sition finance approaches.

Table 1: Summary of features to integrate transition finance within banks

Common elements of banks’ Elements found in some banks’
transition finance approaches transition finance approaches

External resources
used to develop
transition finance
approach

= Most banks used resources from: =« Regional guidance and
CBI, ICMA, GFANZ, OECD, TFMR, taxonomies (e.g. EU, ASEAN,
NZBA* Japan, Singapore)

= Some banks include transition
finance in their sustainable
finance target

Relationship with
sustainable finance
framework

= Transition finance approach is
complementary

Which external references are used to develop a
bank's transition finance approach?

The approach to defining green, sustainable, or transition finance is highly heteroge-
neous amongst banks. In the absence of a globally accepted definition of transition
finance, banks are using a set of external references to define transition finance. This
includes a mix of industry guidance and regional taxonomies, as summarized in Table 2.

4 Acronyms: Climate Bonds Initiative (CBI), International Capital Market Association (ICMA), Glasgow Financial
Alliance for Net Zero (GFANZ), Organisation for Economic Co-operation and Development (OECD), Transition
Finance Market Review (TFMR)
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Table 2: Common external references used to develop banks'’ transition
flnance approaches

Global guidance documents Regional guidance and taxonomies

European Union Taxonomy for Sustainable
Activities

CBI Financing Credible Transition White Paper

Singapore-Asia Taxonomy for Sustainable
Finance

ICMA Climate Transition Finance Handbook

GFANZ Scaling Transition Finance and Real-
economy Decarbonization

ASEAN Taxonomy for Sustainable Finance

OECD Guidelines on Climate Transition Finance ASEAN Transition Finance Guidance Version 2

Transition Finance Market Review: Scaling Japan Ministry of Economy, Trade, and Industry
transition finance (MET]I): Transition Finance
NZBA Transition Finance Guide Australia Sustainable Finance Taxonomy

How does a transition finance approach
complement banks’ other sustainable finance
frameworks?

Many banks have established frameworks to categorize their sustainable or green
finance activities. A subset of those banks has developed, or is in the process of devel-
oping, a complementary transition finance approach. While sustainable or green finance
frameworks focus on activities or entities that provide climate solutions or are already
aligned with a net-zero pathway (e.g. renewable energy), transition finance frameworks
typically focus on high-emitting sectors.

As such, transition finance approaches are key complements to green or sustainable
finance frameworks as they target different sectors and activities contributing to the
common Paris Agreement objective of limiting global temperature increases to well-be-
low 2°C, striving for 1.5°C. Furthermore, most banks count eligible transition finance
activities towards their overall sustainable finance target, alongside green or other
sustainable finance activities. As an example, Allied Irish Bank’s (AIB) Sustainable Lend-
ing Framework is illustrated in Figure 1.
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Green and transition lending—contributing to 70% new lending target

Use of proceeds lending (linking to a dedicated ~ General purpose lending (linking to the borrowing
economic activity or project) company's profile)

"Transition"

Loan use to finance
a company which is
able to demonstrate
a credible and
measurable plan
to transition to low
carbon/carbon neutral

E.g.

= Adairy farm
that has plans
to introduce
carbon reducing
technologies

= An energy company
that has a plan to
transition from
fossil to renewable
energy sources and
has an appropriate
carbon reduction
target.

L A\ J

List of projects and activities in the framework can Transition plan
be directly applied to make decision assessment required on
a case-by-case basis

Figure 1: Scope of Allied Irish Bank’s Sustainable Lending Framework (AIB, 2024)

However, caution is needed when distinguishing between different types of sustainable
finance activities. For example, Westpac, in its Sustainable Finance Framework, classi-
fles activities as either green or transition and note that general purpose financing to
entities that meet a mix of green and transition criteria should only be classified in one
category, and not both to avoid double counting (Westpac, 2024).
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Scope of activities covered

Banks have adopted a range of approaches to transition finance with a number of
common features related to financing types, financial product types, and scope of activ-
ities covered.

Table 3: Summary of scope of activities included in banks’ transition finance approaches
Common elements of banks’ Elements found in some banks’
transition finance approaches transition finance approaches

Types of financing = List of eligible activities for = Criteria for general purpose
dedicated purpose financing financing to clients

Types of financial = Corporate lending = Retail finance
product = Debt and equity capital markets = Securitized products
= Trade finance = Project finance

Sectors and = See common priority sectors in = See less common sectors in
activities covered Table 4 Table 4

= Carbon capture and storage,
electrification, energy efficiency

Does the transition finance approach cover activities
only or also entity-level financing?

As noted in the Transition Finance Market Review (TFMR, 2024), transition finance is
currently focused on activity-level financing, with an ambition to increasingly incorpo-
rate more entity-level financing that supports the delivery of credible transition plans.
The market infrastructure surrounding the assessment of credible transition plans is in
development, which limits the ability for banks to support entity-level transition finance.

This is reflected in banks' transition finance approaches. While all these approaches
include lists of activities and projects that qualify as transition finance, only a portion
incorporate transition finance criteria for entities or clients. Furthermore, entity-level
transition finance is generally limited to corporates operating within one industry that
derive a vast majority of their revenues (e.g. at least 90 per cent) from activities included
in the bank’s transition finance framework.

Most banks' transition finance frameworks acknowledge this cautious approach towards
entity-level transition finance. They indicate that their approach will continue to evolve
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and will seek to expand the scope of entity-level transition finance as industry principles,
approaches, and transition plans mature.

An alternative approach is to use sustainability-linked loans for general purpose financ-
ing to clients and use transition loans for specific activities with proceeds used to
decarbonize high-emitting clients.

Transition opportunities across various levels
in the economy

Best-in-class Corporate-level shifts
decarbonisation from fossil fuels to
targeting individual low-carbon and/ or

assets/activities sustainable operations

Upstream & downstream Projects aligned with
activities enabling national decarbonisation
large-scale, systematic policies or strategies

decarbonisation
Figure 2: Transition opportunities across various levels in the economy (DBS, 2025)

Beyond activity-level and entity-level transition finance, certain transition opportunities
exist across various levels in the economy. For example, DBS includes country-level and
systems-level opportunities in its transition finance framework.

Country-level transition finance includes projects aligned with national decarbonization
policies or strategies. Systems-level transition finance includes enabling entities or
activities that do not themselves contribute directly to emissions mitigation but rather
facilitate the transition of other carbon-intensive activities (DBS, 2025). Examples of
these enabling activities are presented in Figure 3 and include suppliers, traders, and
distributors in transitioning companies’ value chains (UOB, 2022).
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Development of technology Manufacturers/ distributors of
machinery parts for
Energy/ Fuel Waste Heat
Efficiency Recavery
co, 3]
& n
Technology
CCS/CCUsS installation
Manufacturers/ distributors of Distributors, traders, logistics
electrification equipment providers for
Biofuels/ R
Sustainabhility
@ @ Loml-:_E:l;bon Aviation Fuel
Electric arc furnace Electric cracker in High
as part of smelting petrochemical efficiency Blue/ Green
process in Metals & manufacturing fuels/ Hydrogen/
Mining lubricants Ammonia

Figure 3: Examples of enabling activities for transition finance (UOB, 2022)

Which financial products are included in banks’
transition finance approaches?

The banks analyzed in this report have different business models and have activities
across various jurisdictions. As a result, different financial products are included in their
transition finance approaches. The main common financial products include:

» Corporate lending
= Debt and equity capital markets
» Trade finance

Other financial products included in some transition finance approaches include:

= Consumer lending and mortgages
= Securitized products

= Project finance

= Islamic finance

For example, Barclays’ Transition Finance Framework includes an illustration of which
financial products and services are eligible for both sustainable finance and transition

Transition Finance Emerging Practices
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finance, and how these contribute to the bank’s sustainable and transition finance target.
Barclays also specifies that the financing of new facilities and the refinancing of existing
facilities are both eligible under its Transition Finance Framework (Barclays, 2024).

Non-exhaustive

Scope Financing types eligible
products list
= DCM' )
= ECM?
Sustainable . Corporate
Finance lending _ USD 1 tr
Fram:works . 'grade _ﬂ.nagcmg Barclays
(v4.1) = Securitize Sustainable

products
= Infrastructure
and project
Transition = Dedicated financing
Finance Transition purpose financing .« Consumer
Framework finance = General purpose lending and
(v1.0) financing mortgages

and Transition
Financing Target
by end 2030

1 Debt capital markets
2 Equity capital markets

Figure 4: Scope and eligible financial products under Barclays’ Sustainable Finance
Framework and Transition Finance Framework (Barclays PLC, 2024)

As the market of labelled transition bonds and loans grows, some banks indicate that
these instruments will qualify as transition finance if they are supported by an externally
verified transition finance framework aligned to international principles and guidelines.
This external verification can be in the form of an independent second-party opinion or
an external certification (e.g. Climate Bonds Initiative).

Which sectors and activities are covered under
banks' transition finance approaches?

Although there is no globally accepted definition of transition finance, there is an emerg-
ing consensus amongst banks with a transition finance approach that high-emitting
sectors should be prioritized, as opposed to an economy-wide approach proposed by
other stakeholders.

As such, all sectors included in the Guidance for Target Setting for Banks (UNEP Fl,
2025) are included in the eligible activity list of banks’ transition finance approaches,
namely: agriculture, aluminium, cement, coal, iron and steel, oil and gas, power genera-
tion, real estate (commercial and residential) and transport (aviation, automotives, ship-
ping). In addition, other high-emitting sectors are included in most banks’ eligibility lists,
including: chemicals (ammonia, hydrogen, plastics), bioenergy, and mining of critical
minerals for the transition.
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Table 4 illustrates the most common sectors included in banks’ transition finance
approaches, alongside sample eligible activities. Across these sectors, a number of
cross-cutting activities are considered as eligible under banks’ transition finance
approaches, such as carbon capture and storage, electrification, and energy efficiency.
These cross-cutting activities are not mentioned in Table 4 but are considered as eligible
under most sectors of banks’ transition finance approaches.
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Sector included

Sample activities in banks’ TF
approaches

Advanced bioenergy crop, nutrient management, reduced tillage

Aluminium recycling, novel anode technologies, retrofitting
of smelters

Sustainable aviation fuels (SAF), low-carbon, and fuel-efficient
aircraft production

Second generation biofuels, retrofitting of ethanol plants into

Y SAF plants, biomass gasification

Coal to gas switch, blending of alternative materials to replace

Cement ) S
clinker, electric kilns

. Retrofitting of petrochemical plants, electric steam crackers,
Chemicals : . .
blue (gas with CCS) ammonia production

Coal Co-firing with ammonia, managed phaseout of coal plants

Blue hydrogen production, switch from blue/grey to

Hydrogen low-carbon hydrogen

Scrap-based production, iron ore electrolysis, blast furnace

Iron & steel . . .
retrofit (e.g. direct reduced iron and electric arc furnaces).

Electrification of equipment, mining of critical minerals for use
in energy transition

Oil & gas Eliminating flaring, methane emissions reduction

Power Nuclear power, retrofits of transmission lines,
generation waste-to-energy facilities

High-efficiency biomass heaters, renovation of

- I -
eal estate existing buildings

Biofuels transport, alternative fuels for heavy-duty transport,

Transport : :
P battery electric trains

Vessels powered by alternative fuels, retrofitting of vessels,
operational efficiencies

Legend: Included in some approaches (less than 50%), includedrinimostrapproaches (50=75%), included
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In addition to lists of eligible activities, some banks also specify which activities are
excluded from their transition finance classification framework, such as incineration
of unsegregated waste, first-generation biofuels or gas plants, and unabated hydrogen
production from natural gas. Other banks specify ‘sunset’ dates for certain technolo-
gies (e.g. 2030) to ensure that transition does not last indefinitely and that carbon lock-in
does not occur. Finally, some banks have overarching exclusion policies which also apply
to potential transition finance transactions.

Transition Finance Emerging Practices
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Transition finance assessment
criteria and process

Banks have adopted a number of common criteria to assess transition finance trans-
actions, for both dedicated purpose financing and general purpose financing. There are
also other criteria based on banks' business model, priority sectors, and geographical
footprint. Examples of decision trees used by banks to assess transactions against
these criteria are included in Appendix 1.

Table 5: Summary of criteria that banks use to assess transition finance transactions

Common criteria in banks’ Criteria in some banks'’ transition

transition finance approaches finance approaches

Criteria for all = Environmental and social = Avoid carbon lock-in
transition finance impacts assessment = Use best available technology
transactions = Just transition considerations

o ( CHERTI L TETEG AN o Included in bank’s list = Compatible with a 1.5°C/2°C
purpose financing of eligible activities (see decarbonization trajectory
examples in Table 4 = Lead to emissions reduction
Criteria for general « Entity has a credible transition = Entity is 1.5°C/2°C-aligned under
purpose financing plan credible external framework

= Majority of entity’s revenues are
from transition activities

Monitoring process « Clients are implementing their = Annual impact reports for dedicated
transition plan purpose transition finance

Which general criteria are applicable to all transition
finance transactions?

All of the banks' transition finance approaches reviewed for this report include an
assessment of the environmental and social impacts of eligible transition finance trans-
actions. This is often included as a “Do no significant harm (DNSH)” principle in the
bank’s transition finance approach or part of the bank’s environmental and social risks
management framework. Some banks also include distinct criteria for just transition
considerations in their transition finance framework.

The other main general criteria explicitly included in some of banks’ transition approaches
are avoidance of carbon lock-in and use of best available technology. Carbon lock-in
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occurs when carbon-intensive assets perpetuate, delay, or prevent the transition to
low-carbon alternatives, considering the economic life of these assets. Best available
technology refers to the latest proven technology to abate GHG emissions for a specific
process, which can be implemented under economically and technically viable conditions.

Some banks have also acknowledged the potential for moral hazard and emissions leak-
age arising from the failure to assess clients’ transition plans in lieu of evaluating only
eligible activities, and vice versa. For instance, Maybank has taken a proactive stance by
engaging transition finance clients to understand their transition plans and associated
strategies when mobilizing dedicated use of proceeds financing.

Which criteria are used to assess dedicated purpose
transition finance transactions?

For transactions with a dedicated purpose, the main common criteria used is the inclu-
sion of the financed activity in the bank’s eligibility list or in a recognized taxonomy
(refer to Table 4for examples of eligible activities).

For some banks, dedicated purpose transition finance transactions must support an
entity’s credible transition plan, while for others this is not a prerequisite. For instance,
smaller entities (e.g. small and medium-sized enterprises) and those operating in emerg-
ing markets may not have the available resources to develop a transition plan. This is
also valid for consumer lending.

In some transition finance approaches, eligible activities must be referenced in key
sectorial decarbonization levers identified in established 1.5°C or 2°C global scenarios
or in relevant regional or national scenario pathways (where available) so as to reflect
local market developments and jurisdictional policy.

While some banks include a distinct criterion whereby financed activities must lead to
a measurable and material emission reduction, others broaden the scope to include
enabling activities that do not themselves contribute directly to emissions mitigation but
rather facilitate the transition of other carbon-intensive activities.

Which criteria are used to assess general purpose
transition finance transactions?

For transactions with a general purpose, the main common criteria used to classify
transition finance transactions is that the client must have a credible transition plan.
Some banks, such as First Abu Dhabi (refer to Figure 5), broaden this scope to include
clients in the process of developing a credible transition plan.
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Is it in the process
Does the asset align of developing a
with the principle credible climate/
‘Do no harm"? environmental
transition strategy?

Can the assets
be qualified under
our Transition
Finance activities?

Do not classify as
Transition Finance

Figure 5: First Abu Dhabi's simplified classification logic for transition finance assets
(First Abu Dhabi, 2024)

In the absence of global standards on transition plans, banks rely on industry guidance
to assess the credibility of their clients’ transition plans. Some include specific criteria in
their transition finance approach to qualify their clients’ transition plans as credible, such
as the presence of interim targets and an ambition level aligned with the objectives of
the Paris Agreement. Another common criterion from industry guidance is the alignment
of clients’ capital expenditures with the investment needs of their transition plan.

An alternative criterion used by some banks is to ensure that the client is considered as
1.5/2°C-aligned under a credible external framework. For example, the client is certified
as "1.5°C Aligned’ or ‘Transitioning to 1.5°C Aligned’ by the Climate Bonds Initiative (CBI,
2025) or is minimally labelled as ‘Well-Below 2°C’ aligned in the SBTi Corporate Near-
Term Criteria (SBTi, 2024).

As the ecosystem to define credible transition plans continues to evolve, another option
used by banks is to only qualify general purpose transactions as transition finance
for pure-play clients that derive a majority of their revenues from transition activities.
Barclays (refer for Figure 6) and Maybank (refer to Figure 10), for example, only consid-
ers clients with more than 90 per cent of their revenues from eligible transition activities
to qualify general purpose transactions under their transition finance framework.
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Yes; exclude from this
Is the transaction eligible for being counted as sustainable financing under SFF3? Framework and
¢ No include under the SFF

Does the deal fall under any exclusions set out in the Barclays’
sustainability statements and policy positions?
|

—> Yes; exclude

Dedicated Purpose Financing

General Purpose Financing

No; exclude No; exclude

Is the proposed activity eligible as a
transition activity?

Is the recipient a pure play with greater
than 90% of eligible revenues?

No; exclude No; exclude

Does the client satisfy Barclays client
review?

Does the client satisfy Barclays client
review?

Eligible to be classified as Dedicated
Purpose Transition Financing

__________________________________

*SFF is their Sustainable Finance Framework

Eligible to be classified as General
Purpose Transition Financing

__________________________________

Figure 6: Barclays’ decision tree to identify eligible transition financing (Barclays PLC, 2024)

How are transition finance transactions monitored?

Transition finance transactions are reviewed as part of a bank’s ongoing monitoring
processes, which may include an annual review. For transition finance transactions, this
review may involve monitoring clients’ activities to ensure continued compliance with the
bank’s transition finance eligibility criteria.

For example, clients receiving dedicated purpose transition finance from banks could
submit a list of transition finance activities financed to support this monitoring process.
Some banks require this list to include a description of each activity, plus the allocated
amounts and their impacts (e.g. GHG emissions reduction).

For general purpose transition finance, banks typically focus on monitoring the progress
and implementation of clients’ transition plan. This is important for banks as it may
inform future credit decisions for additional financing towards transition activities.

Banks are also starting to monitor the aggregated financing amounts that they allo-
cate to transition finance, especially for those that include transition finance under their
sustainable finance target.
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Governance

Banks employ varied governance models for their transition finance approach, from
centralized committees to decentralized decision-making. Multiple teams are involved
in assessing and approving transition finance transactions, with relationship manag-
ers playing a key role across the process. Internal audit and independent verification
processes are used to ensure robustness and transparency.

Table 6: Summary of governance features of banks'’ transition finance approaches

Common elements of banks’ Elements found in some banks’
transition finance approaches transition finance approaches

Owner of transition = Group sustainability committee

finance approach

Review of transition = Periodic review, often on an = Expansion of approach with new
finance approach annual basis sectors and financial products

Approval of transition = Approval by representatives = Approval process may be
finance transactions from multiple teams centralized OR decentralized

= Sustainability OR business teams
assess the eligibility of potential
transactions as transition finance

Assessment of
transition finance
transactions

= Relationship managers identify
potential transactions

= Internal audit AND/OR external
independent verification of
transition finance transactions

Independent
verification

Activities outside of
transition finance
eligibility list

= Considered on a case-by-case = Enhanced review performed by
basis banks

Which group has oversight over banks’ transition
finance approaches?

Recognizing that banks have different internal governance structures, the main groups
involved in the oversight of a bank’s transition finance approach include sustainability
teams, business teams, risk management, and corporate affairs. A common feature is
that the equivalent of a bank’s group sustainability committee is ultimately responsible
for reviewing and approving its transition finance approach. This committee typically
reports to the bank’s management team or to the board and is independent from the
deal team to avoid potential conflicts of interest.
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How often is the transition finance
approach reviewed?

Due to the evolving nature of transition finance, banks review their transition finance
approach periodically, often on an annual basis. This includes reviewing their list of
eligible transition finance activities to reflect changes in relevant policies and taxono-
mies, as well as technological developments across different sectors and geographies.

Beyond the list of eligible activities, some banks include provisions to expand their tran-
sition finance approach to include additional sectors and financial products. Other banks
explicitly acknowledge that their approach for general purpose transition finance will
evolve as industry practices mature.

Which groups approve the categorization of
transactions as transition finance?

The categorization of transactions as transition finance may be performed by different
groups. For some banks, this function is centralized with a dedicated transition finance
committee or with an existing sustainability committee that approves other types of
transactions under the banks’ sustainable finance frameworks. For other banks, eligibility
decisions for transition finance transactions are decentralized at the relevant sustainable
finance governance forum depending on product group and business area.

A common feature in this approval process is that multiple teams are represented in the
decision-making body, whether it is centralized or decentralized. This typically includes
representatives from business lines, credit, sustainability, compliance, and legal functions.

Which teams assess the eligibility of potential
transition finance transactions?

The initial phase to operationalize a bank’s transition finance approach is often similar
between banks. As central points of contact with clients, relationship managers are
often responsible for identifying transactions that could potentially qualify under their
bank’s transition finance approach.

For some banks, assessing the eligibility of these transactions against their transition
finance approach is conducted by relationship managers or business teams, while other
banks allocate this assessment to their sustainability team. While different teams may
be responsible for this task, they often work together to collect and review information
from clients so as to validate the classification of transactions.
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Is an independent verification conducted on
transition finance transactions?

Banks employ a variety of processes to ensure the robustness of the implementation
of their transition finance approach. There is no single approach to verifying transition
finance transactions, either internally or through third parties.

Some banks involve their internal audit function to carry out periodic reviews on the
effectiveness of the transaction selection process and compliance of transition finance
transactions against their in-house criteria. This may result in reclassifying transactions
that fail to meet these criteria. The internal audit may perform a sample-based quality
assurance. Alternatively, it may review all transactions categorized as transition finance.

Some banks also commission an independent external verification of the alignment of
transition finance transactions against their in-house criteria. This verification may be
performed for every new transaction or for a group of transactions that are included in
their own particular sustainable finance targets.

As an example, Maybank’s assessment process for transition finance transactions is
presented in Figure 7 Steps 3 and 4 include reviews by both Maybank’s internal audit
team and an external assurance provider. This promotes accountability and transpar-
ency while protecting the credibility of the bank’s sustainability efforts.

Relationship manager/business teams/countries to nominate deals for recognition
as transition finance based on criteria listed in this Framework depending on the
nature of transaction

In the event the activity abides by the principle-based approach or taxonomy-based
approach, business representatives, with the support from GS will verify the deals
against the framework and ensure completeness of supporting documents provided,
before labelling the transaction as transition finance.

In the event the activity takes the net-zero strategies route, the deal team will submit
all details regarding the transaction to ESC for deliberation. If approved, the deal will
be tagged as transition finance internally.

Internal audit team will evaluate the process of nomination of the deal as well as the
merit of the nominated deals against the framework and perform verification on an
interim basis.

External assurance provider to provide limited assurance on Maybank's Sustainable
Finance figures (which encapsulates the transition finance achievement) on an
annual basis.

Figure 7: Maybank’s assessment process for transition finance transactions
(Maybank, 2025)
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How are transactions for activities outside of the
scope of the transition finance approach treated?

Although banks’ transition finance approaches usually include a list of eligible activities,
often a provision also exists whereby banks may consider transactions for activities or
sectors outside their eligibility list. This reflects the evolving nature of transition finance,
where new low-carbon technologies emerge to support the decarbonization of high-emit-
ting industries. These transactions are typically considered on a case-by-case basis,
based on a bank’s particular transition finance assessment process and governance.

For these transactions, some banks conduct an enhanced review, especially for activities
with a lower level of industry consensus compared to activities included in banks’ tran-
sition finance eligibility list. This enhanced review may include further consideration of
potential emissions lock-in, displacement of low-carbon alternatives, and the local context.

Transition Finance Emerging Practices
| Governance



Next steps and future
considerations

As transition finance continues to evolve, banks' approaches are expected to be further
refined and operationalized in alignment with emerging standards, taxonomies, and regu-
latory expectations. As such, continued transparency around banks' approaches is key.

The following areas have been identified as key priorities for ongoing development:

Fostering standardization: Banks will continue to engage with clients, regulators, and
standard-setters to promote convergence around transition finance definitions, taxon-
omies, and best practices to support comparability across jurisdictions, while recog-
nizing the local and regional context when assessing transactions. Consolidation of
principles for defining transition finance would encourage this standardication..

Improving guidance regarding entity-level financing: Transition finance is expected
to continue growing beyond activity-level transactions to include more entity-level
flnancing as market infrastructure matures. Clear industry guidance and standards
regarding credible corporate transition plans would accelerate the deployment of
entity-level transition finance.

Developing sectoral decarbonization pathways: Country-level sectoral pathways are
tailored to the specific economic, social, and environmental contexts of individual juris-
dictions, ensuring that decarbonization is practical and aligned with national priorities.
Country-level sectoral pathways that encourage decarbonization of high-emitting
industries in line with that country’s Paris-aligned Nationally Determined Contribution
would enable transition finance to grow.

Improving data and metrics: The continued development and adoption of forward-look-
ing, decision-useful metrics will help banks quantify the climate impact of their tran-
sition finance transactions. Standardization of transition finance metrics applicable
to banks would foster this transparency.

This ongoing work will support the integrity, scalability, and credibility of transition
finance, enabling banks to play a leading role in financing a just and orderly transition to
a low-carbon economy.
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Appendix: Banks' transition
finance decision frameworks

Transition Finance Framework

Proposed decision framework - asset or entity financing

Proposed asset
or entity

Is the asset or Proceed with asset
entity eligible under or entity labelled
our Green and Yes —*{gs Green / ‘Social’
Sustainable Product / ‘Sustainable’
Framework?

Is the asset
or entity reflected
in the qualifyin
4 /g Does the asset .
themes and : Does the client
R or entity meet )
activities in our e or group entity
. . our minimum R
Transitions Finance have, orisitin
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(i.e. compatible ; developing a
Environmental ’ i
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; and Social Risk -
trajectory, transition strategy?
- Management
established by
. Framework?
science under
IEA NZE 2050
scenario?)

Submit to Transition Finance
Transition Finance Sub-Committee
Sub-Committee approves?

Is there a science-
based argument
for inclusion
within the
Transition Finance
Framework?*

No

| v '

Transition Finance Proceed with asset

D?'"Ot'ﬁ’*?e', -~ No —— Sub-Committee — Yes —»| orentitylabelled
as Transition approves? as Transition’

Figure 8: Standard Chartered's Transition Finance Framework (Standard Chartered, 2024)
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Dedicated Purpose Financing Sustainability-linked Financing

Does the facility correspond to an Eligible Activity in the Does the entity have or is
Sustainable Finance Framework or Transition Finance Framework? developing a transition plan?

We will consider

Client Transition
Plans (including m
system and country ~ |

level consideration)

” Refer to the Sustainable Finance Refer to the Transition Finance
before labelling a

Framework and label as Green/ Sustainable Framework and label as Transition ) - .
deal transition. Is the financing instrument linked to Do not label
the transition plan? Green or
Transition
Does the facility comply with the DBS Responsible Financing Standard? @—»
Submit for Assessment, Credit Approval and Labelling @4
lllustration of our =
high-level decision matrix Label as Green or Transition
Figure 9: DBS' Transition Finance Framework (DBS, 2025)
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ool Does the activity meet any eligible criteria in the SPF?

PRINCIPLES-BASED APPROACH
Is the activity a transition/transition linked bond/loan?

ELIGIBLE ACTIVITY APPROACH
criteria in Appendix 1?

PROPOSED
BUSINESS
ACTIVITY

PURE-PLAY APPROACH
npany derive 9 its revenue fram
le transition ac s listed in Appendix 12

NO

H
pathway/global warming target?
NO
; Activity

Is the activity o managed phase out effort
taken by the entity/country?

NET ZERO STRATEGIES

Do not label activity as

NOQ i Transition

Figure 10: Maybank’s Transition Finance Framework (Maybank, 2025)
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UNEP Finance Initiative (UNEP FI) brings together
a large network of banks, insurers and investors
that catalyses action across the financial system
to deliver more sustainable global economies.

For more than 30 years the Initiative has been
connecting the UN with financial institutions
from around the world to shape the sustainable
finance agenda establishing the world’s foremost
sustainability frameworks that help the finance
industry address global environmental, social and
governance challenges.

Convened by a Geneva, Switzerland-based
secretariat, more than 500 banks and insurers
with assets exceeding USD 100 trillion are
individually implementing UNEP FI’s Principles

unepfi.org

&9 unepfi.org
€3 info@unepfi.org

Ca\
<N
UN &

environment
programme

finance
initiative

for Responsible Banking and Principles for
Sustainable Insurance. Financial institutions
work with UNEP Fl on a voluntary basis to
apply the sustainability frameworks within their
industries using practical guidance and tools to
position their businesses for the transition to a
sustainable and inclusive economy.

Founded in 1992, UNEP FI was the first initiative
to engage the finance sector on sustainability.
Today, the Initiative cultivates leadership and
advances sustainable market practice while
supporting the implementation of global
programmes at a regional level across Africa

& the Middle East, Asia Pacific, Europe, Latin
America & the Caribbean and North America.

in UN Environment Programme Finance Initiative


http://www.unepfi.org
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