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Introduction

This Practice Note establishes a framework for the identification and analysis of pure play companies
whose business activities are almost entirely focussed on positive green or social activities (PPC). Its
objective is to support borrowers, lenders, coordinators and other stakeholders in identifying and
designating PPCs in the context of sustainable finance instruments.

The focussed business model of PPCs provides lenders and investors with direct exposure to a specific
industry, enabling clearer analysis and evaluation. In particular, it allows market participants to consider
and value companies against specific and comparable peers, target sustainable thematic financing and
investing, align with lender sustainable targets and commitments and consider appropriate financial and
systemic risk of sustainable factors.

Across banks, asset managers and relevant stakeholders, PPCs have started to be treated as a distinct
economic exposure with a variety of financing instruments being used to allocate capital at entity-level as
well as project level. Recently, this has led to the use of “green pure-play labels” as well as unlabelled
sustainable loans based on lenders’ sustainable finance frameworks. This remains a nascent and
fragmented market with varied methodologies and frameworks used for identifying PPCs and applying
PPC designations to sustainable financing.

This Practice Note aims to promote consistency, transparency and integrity in the financing of PPCs by
providing market participants with a credible benchmark for analysis of PPCs. It is intended to be used by
borrowers seeking PPC status, lenders assessing a company for PPC designation and other market
participants involved in sustainable finance transactions. By establishing robust criteria and procedures,
this Practice Note seeks to facilitate the growth of impact-focussed companies and support the
development of a credible, scalable market for sustainable finance.

This Practice Note is not intended to create a new loan label or category of sustainable
financing and is not intended to amend all or any part of the Green, Social or Sustainability-
Linked Loan Principles published by the APLMA, LMA and LSTA (GSS Principles).!

The APLMA, LMA and LSTA will continue to monitor the development of market practice in assessing and
financing PPC status, and will update this Practice Note from time to time to reflect any material changes, as
well as any updates to the GSS Principles.

What is a pure play company?

There is currently no formal or universally agreed definition of a PPC. As a result, lenders have developed
their own internal criteria, assessment frameworks, methodologies and classifications when considering
and evaluating such borrowers.

This Practice Note sets out the eligibility criteria for a company to be designated as a PPC based on
market practice at the date of publication for the use in sustainable loan transactions. The eligibility
criteria for a PPC (Eligibility Criteria)is based around the following:

(i) selection of an appropriate eligibility metric and setting of quantitative eligibility threshold;
(ii) assessment and application of environmental and social safeguards;
(ii) reporting in the context of a sustainable loan transaction; and

(iv) review.

'In this practice note, Green, Social and Sustainability-linked Loans refers to instruments labelled in accordance with the GSS Principles.
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A PPC is a company whose operations derive, in aggregate, at least 90% of either its revenue or assets (or
appropriate alternate metric) from eligible green or social projects and/or activities (Eligibility Threshold ).
This threshold is intended to ensure that the near totality of a company’s core operations meaningfully
contribute to environmental or social objectives.

Selection of an appropriate eligibility metric
and assessment of eligibility threshold

Assessment of Eligibility Threshold

The Eligibility Threshold used to assess PPC status is intended to ensure that the near totality of a company’s
core revenue or assets (or an appropriate alternative metric) meaningfully contribute to environmental or social
objectives. Eligible green or social projects and/or activities shall contribute directly to environmental or social
objectives (as the case may be).

Only one metric (Eligibility Metric) may be used (i.e., revenue or assets (or an appropriate alternative metric)),
not a combination for the purposes of assessing PPC status during the term of any financing.

To ensure consistency and transparency, the Eligibility Metric selected to assess compliance with the Eligibility
Threshold should be calculated using data from the most recently completed financial year reporting where
available, for example, audited financial statements or annual reports. Relevant supporting information may
include business descriptions, segmental revenue analysis and expenditure. Where the borrower is subject to
sustainability reporting, that reporting may also be used to support the case for the selected Eligibility Metric.

Selection of Eligibility Metric

Revenue and assets are commonly used as practical and efficient metrics because they are already audited as part of
standard financial reporting processes, making them both accessible and reliable. In this case, borrowers can also rely
on existing audited financial statements or balance sheets, which reduces additional reporting requirements and
minimises administrative complexity.

While revenue or assets are the primary metrics for determining PPC status, there are instances where alternative
sector-specific or operational metrics may be used to calculate the Eligibility Threshold. In such cases, any alternative
metric must offer equivalent transparency and credibility in demonstrating alignment with the environmental or social
objectives of the company.

An alternative metric may be selected depending on the company’s business model, operational maturity, nature of
the borrower’s activities, sectoral characteristics, or stage in the commercial lifecycle. For example:

>

in the case of established operating businesses, revenue is often the more relevant indicator, as it
directly reflects commercial activity and the scale of impact-generating operations;

>

for early-stage companies, project developers, power generators, the asset base or generation mix
(for power generators) may offer a more meaningful measure of exposure, particularly where capital
is already deployed in eligible projects?;

investment funds, real estate vehicles, or structured finance entities, which typically do not produce
revenue in the traditional sense, may use asset-based metrics such as Total Assets, Net Asset Value
or Fair Value.

2 An indicative, non-exhaustive list of eligible green and social projects and activities are set out in the Green Loan Principles and Social Loan
Principles respectively.

8 For example, a newly established renewable energy company developing utility-scale solar farms has not yet commenced commercial
operations and therefore does not generate revenue. However, 95% of its capital has been deployed into eligible solar infrastructure projects. In
this case, the company may qualify as a green PPC based on its asset allocation, as it meets the 90% threshold using the asset-based approach.
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In order to attain PPC designation for the purposes of sustainable financing, a borrower is required to evidence
compliance with the above requirements. The assessment for PPC status should be made by lenders taking
into account applicable law and regulation, as well as prevailing market practice at the time of the transaction.

In the context of a sustainable finance transaction, the same Eligibility Metric should be used for the term of
the financing with the Eligibility Threshold confirmed at origination of the transaction and reassessed during the
term of the financing.

Environmental and Social Safeguards

In addition to meeting the Eligibility Threshold, a company must evaluate and evidence the following qualitative
environmental and social safeguards in order to be designated as a PPC:

(i) the absence of significant or unmitigated harm to other environmental and/or social objectives
including (without limitation) avoiding adverse impacts on biodiversity, water use, pollution
prevention, circular economy outcome, and fundamental labour and human rights; and

(i) the portion of its business that falls outside the Eligibility Threshold (i.e. up to the remaining
10% of either its revenues or assets (or an appropriate alternate metric)) does not include
activities that can be considered incompatible with a PPC designation. The identification and
treatment of any activities that may be considered incompatible with PPC status include: (A)
those that may cause significant or unmitigated harm to environmental and/or social
objectives (including for the avoidance of doubt those that fall within the Eligibility Threshold);
(B) any activities determined by the lender group (by consensus) to be incompatible with a
PPC designation, taking into account applicable internal policies, regulatory expectations,
recognised market frameworks; and (C) the specific facts and circumstances of the borrower.

Exposure to such activities may result in a company being deemed ineligible for PPC status, independently of
whether the Eligibility Threshold is otherwise met. Such activities may however, depending on context, be
capable of mitigation and should not therefore automatically result in ineligibility.

An assessment of the above environmental and social safeguards can be based (without limitation) on lender
policies and frameworks, regulatory guidance, recognised sustainability frameworks and established market
frameworks. Incompatible activities are assessed solely for the purposes of sustainability assessment (in the
case of this Practice Note, the status of a PPC) and do not imply that such activities are unlawful, improper or
inconsistent with the company’s broader corporate strategy.

These environmental and social safeguards are designed to ensure that PPCs offer genuine exposure to
environmental or social impact and are not merely partially aligned with environmental or social objectives.
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Reporting

To uphold the integrity of PPC status, in circumstances where PPC status is relevant to the structure and
terms of a transaction, clear expectations must be set for how alignment with PPC Eligibility Criteria is
assessed, monitored, verified, and reported over time (including for the avoidance of doubt, over the term of
any loan facility). A company shall undertake annual reassessment during the term of any financing in order
to support PPC status which should include:

> confirmation of the Eligibility Metric selected;

> assessment of the Eligibility Threshold including a breakdown of the eligible projects and/or activities
contributing to, the Eligibility Threshold; and

> a statement confirming that an environmental and social safeguard assessment has been undertaken
with relevant information to support (i) the absence of significant or unmitigated harm to other
environmental and/or social objectives; and (ii) the portion of the company’s operations falling
outside the Eligibility Threshold (i.e. up to 10% of its revenue or assets (or other appropriate metric))
does not include activities that are incompatible with a PPC designation; and information and
updates that may affect PPC status including (but not limited to) any material changes to operations,
ownership or organisational structure.

Annual reporting of PPC status may be satisfied through the provision of, (but not limited to) the following
documents and information: an annual compliance certificate; audited data (e.g. accounts and/or financial
statements); capital/operational expenditure and/or operational allocation reports; and/or annual
sustainability impact.

Lenders may rely on the provision of audited accounts, other operating reports/updates and/or
representations from the borrower, or a single dedicated report (including, but not limited to, sustainability
reports and/or annual regulatory disclosures) when available. A borrower’s publicly published disclosures
may supplement the provision of such information, where appropriate. Lenders may also request additional
information if disclosures are insufficient or inconsistent with eligibility claims.

Verification

It is for parties to the transaction to determine when and where external verification may be required in
determining eligibility of a company’s PPC status.

Any such verification may be conducted through lender-led internal assessments where clear, robust,
and auditable data is disclosed (e.g., audited accounts, verified segmental reporting, regulatory filings).
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Application to Sustainable Finance Loans

Can all loans borrowed by PPC automatically be classified as
Green, Social or Sustainability-Linked Loans?

Loans borrowed by PPCs are only considered to be Green, Social or Sustainability-Linked Loans if they are also
aligned with the GSS Principles.

However, sustainable financing extends beyond labelled sustainable loans and market participants may
structure a financing to align with internal lender sustainable financing frameworks and/or an unlabelled
sustainable finance instrument. These may not however be completely aligned with any of the GSS Principles
and, in this case, cannot be labelled as Green, Social or Sustainability-Linked Loans.

In cases where PPC status is being considered in connection with a GSS-labelled loan structure, it is not
possible to specifically map the Eligibility Criteria to relevant GSS Principles or provide a checklist for use in all
cases. This is because the application of the GSS Principles will vary in the context of the PPC's business
model, activities and sector as well as the end-use of the relevant financing.

How can PPC status be efficiently used for GSS Loans?

Where PPC status is being considered in connection with a GSS-labelled loan, early consideration of both PPC
Eligibility Criteria and requirements of the relevant GSS Principles (and, where relevant engagement with a GSS
coordinator), may support effective alignment of PPC-related assessments with GSS Principles and promote
consistency and transparency of data, analysis and disclosures.

Can PPCs be used for social loans and sustainability-linked loans?

As market understanding of social impact continues to evolve, additional pathways for recognising socially
focussed PPCs may emerge. Such determinations should be made on a case-by-case basis using clear and
measurable criteria and may also benefit from emerging social taxonomies, social standards or sector-specific
guidance. Examples of target populations that may stand to benefit from the work of social PPCs are provided
in the non-exhaustive list found in the Social Loan Principles.

Where SLLs are used by PPCs, KPIs are likely to focus on growth metrics, increase in environmental or social
capacity and expansion and impact intensity metrics.

What is the rationale for PPC designation if it does not lead to an
automatic labelling of loans as either green or social loans.

PPC designation may be used by market participants for effective signalling of sustainable strategies and
sectors with a clear indication of both sustainability risk, exposure and impact. This provides lenders and
investors with clarity and comparability compared to transitioning and more diversified borrowers. It also
allows more efficient classification of GSS loans and alignment with relevant regulation and reporting standards
such as SFDR, taxonomy and net zero commitments.

Sustainable financing in the form of unlabelled loans for PPCs may be easier to structure and align with internal
sustainable finance frameworks allowing financing to be directed at entity level and not use-of-proceeds
project level.
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Disclaimer

This document is intended as an overview and is not intended to be comprehensive. While every care has been taken in its preparation
no representation or warranty is given by the LMA or the authors as to the accuracy or completeness of the contents of this document.
Most importantly, this document is not intended to provide legal or other advice on any matter whatsoever. © Loan Market Association.

All rights reserved
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