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Box 4. Additional attributes for the use of "transitional” activities

"Transitional” activities refer to high-emitting activities that may serve as intermediary decarbonization options
for an Aligning entity. These are activities that may replace a relatively higher-emitting activity, but that are
themselves not considered viable or sustainable under a net-zero economy, that is, they should be transitory
activities in the context of science-based net-zero pathways. For instance, the EU Taxonomy considers
“transitional activities” as economic activities that result in substantial reductions in GHG emissions for which
there are no technologically and economically feasible low-carbon alternatives (subject to specific conditions
and requirements.)''?

Because of economic, technological, and/or infrastructural dependencies, "transitional” activities are subject
to "lock-in” risks. The assessment of “transitional” activities can become further complicated as different
regions or jurisdictions may deem such activities as viable in the medium term or candidates for immediate
phaseout based on specific regional considerations.

Financial institutions could consider a "transitional” activity as part of Transition Finance — Aligning strategy
where the following conditions are satisfied:

. No other noflow carbon alternatives exist;
. The "transitional” activity demonstrates significant contribution to lifecycle GHG emissions reductions;
. The "transitional” activity demonstrates the ability to enable the Aligning entity to align to a 1.5 degrees
C pathway and/or meet its 2030 to 2035 interim targets; AND
V.  There is a retirement date specified within the Aligning entity’s established net-zero transitien plan that
details how the “transitional” activity supports the entity’s alignment to 1.5 degrees C pathways and
when and how the “transitional” activity will be phased out.

Financial institutions should identify and consider disclosing exposures to “transitional” activities separate
from other exposures under the four key transition financing strategies and provide transparency regarding
their assumptions and rationale in support of their assessment.

For added rigor and credibility, financial institutions should consider:

» Establishing concrete timelines for recurring reassessment of "transitional” activity against the
Attributes above
+ Including planned capex specified for the deployment of succeeding no/low-carbon alternatives
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