ISS-CORPORATE >

External Review Services
Use of Proceeds Bonds
& Loans

Methodology

July 2026

www.iss-corporate.com


http://www.iss-corporate.com/

Use of Proceeds Bonds & Loans ISS'CORPORATE b

Methodology

Table of contents

1. BaCKGIOUNG &L PUIMPOSE ..ottt st st sss s sttt 3
2. Applicable Standards and Regulatory FrameWOrK ... ssssssssssessenes 3
3. Information QUAlity AN SOUICES.........orieeereeeriere e sss s sessss st sss s sss s esssssss st 3
4. PrE-ISSUANCE REVIEWS ...ttt sttt sttt st b bbb 8888kt sb et n b nsees 4
4.1.  Part 1: Alignment with Use of Proceeds PrinCIPIES ...t sssssssssesssssenees 4
42. Part 2: Sustainability Quality of the Use Of ProCeeds............orenceieeineeisceissesiseeiessessssesesseseens 6
43.  Part 3:Issuer's/Borrower’s Sustainability Strategy .......ccocooieiiiiiiii e 8
5. Optional Additional ASSESSMENT IMOAUIES.........c.veeieerierieeceeeee ettt sttt snssanes 9
51.  EU Taxonomy ASSESSMENT MOAUIE.........oviiiieceeieseeeeeiteeetes st st ssss st seas 9
5.2.  European Green Bond Regulation Assessment MOAUIE...........cccrvinrnrierninsinninnissssseise s 10
5.3. Climate Transition Finance AssesSMeNt MOUIE ... sssesssesssessanes 10
Annex 1. Applicable Standards and ANalytiCal SOUMCES..........couvwurerrierereeneeeeee e sssessssesssse s sssesseees 11
ANNEX 2. ASSESSIMENT SIGNAIS ...oovivrieiieeee ettt ss et ss st s st 12
Annex 3. Quality Management and REVIEW PrOCESS.........ccrireereeeeeeeeeseeisseeiseesss s sssesssssssssessssessass s ssssssneees 14

www.iss—corporate.com 2 of 15


http://www.iss-corporate.com/

Use of Proceeds Bonds & Loans ISS'CORPORATE b

Methodology

1. Background & Purpose

This document outlines the key elements of the methodology applied by ISS-Corporate (“ICS") to assess
whether use of proceeds instruments are aligned with the relevant market principles and whether the
eligible categories financed or refinanced through such instruments demonstrate an appropriate level of
sustainability quality. The methodology applies to green, social and sustainability bonds, loans and other
use of proceeds instruments, including, where relevant, deposits, commercial paper and Sukuk structures.

ICS's external reviews of use of proceeds instruments are structured around three analytical components.
First, ICS assesses the alignment of the issuer’s or borrower’s framework, or equivalent transaction
documentation, with the applicable use of proceeds principles. Second, ICS assesses the sustainability
quality of the use of proceeds, including (a) the contribution of financed categories/activities to the UN
Sustainable Development Goals (SDG) and (b) outlines the management of associated environmental and
social risks and impacts. Third, ICS provides a qualitative assessment of the consistency of the framework
with the issuer’s or borrower’s broader sustainability strategy and, where relevant, the stated rationale for
issuance.

2. Applicable Standards and Regulatory Framework

ICS's methodology incorporates the requirements and guidance set out in the following market standards,
as applicable to the instrument type under review:

»  Green Bond Principles, Social Bond Principles and Sustainability Bond Guidelines, as administered by
the International Capital Market Association (ICMA).

»  Green Loan Principles and Social Loan Principles (and related guidance), as published by the Loan
Market Association (LMA), the Loan Syndications and Trading Association (LSTA) and the Asia Pacific
Loan Market Association (APLMA).

Where relevant to the scope of the mandate, ICS may also perform additional assessments against other
standards or taxonomies selected by the issuer or borrower. These may include the European Green Bond
Regulation, the EU Taxonomy Regulation and its delegated acts, the Climate Bonds Standard, the Climate
Transition Bond Guidelines, the Guide to Transition Loans, and other implemented or proposed national,
regional or international taxonomies and sustainability standards.

3. Information Quality and Sources

External reviews are conducted on the basis of information provided by issuers or borrowers, together with
publicly available disclosures, scientific studies and reports. Issuers or borrowers are expected to provide
both public disclosures and all relevant non-public internal documentation. At a minimum, the assessment
requires a written financing framework or, where no framework is available, a completed questionnaire and
equivalent transaction-level documentation. Additional supporting information may include annual reports,
sustainability reports, investor presentations, allocation policies, project lists, historical data, exclusion
criteria, due diligence procedures and evidence relating to the issuer’s or borrower's sustainability strategy.
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For the purposes of the review, ICS gives particular weight to information that is clear, transparent,
documented in writing and sufficiently specific to support an assessment of project eligibility, process
design, management of proceeds, reporting commitments and the management of environmental and
social risks and impacts. ICS may also draw on sources, including industry sustainability issue mapping,
country and corporate research, where relevant to the scope of the review. Where information is
incomplete, insufficiently documented or otherwise limits the assessment, ICS reflects such limitations
explicitly and transparently in the review outcome. This is particularly relevant when evaluating the
specificity and transparency of eligibility criteria and the adequacy of environmental and social risk
management measures.

4. Pre-Issuance Reviews
ICS provides external reviews for use of proceeds instruments that assess:

» the alignment of the framework or transaction documentation with the applicable use of proceeds
principles;

» the sustainability quality of the use of proceeds, including SDG contribution, and the management of
environmental and social risks and impacts; and

» an overview of the issuer's or borrower’s sustainability strategy, drawing on the key
sustainability objectives and priorities defined by the issuer or borrower.

Table 1

Aligned | Aligned with
exceptions* | Not aligned

Use of Proceeds

Part 1 Process for Project Evaluation and Selection Aligned | Not aligned
Management of Proceeds Aligned | Not aligned
Reporting Aligned | Not aligned
2.A. Contribution to the UN Sustainable Development Goals Positive | Moderate | Negative
Part 2

2.B. Management of Environmental and Social Risks and

Qualitative commentary
Impacts

Part 3 Overview of the issuer's or borrower's sustainability strategy Qualitative commentary

4.1. Part 1: Alignment with Use of Proceeds Principles

Part 1 assesses whether the framework, or equivalent transaction documentation, is aligned with the
applicable use of proceeds principles. The analysis follows the four core components of the principles: (1)
Use of Proceeds; (2) Process for Project Evaluation and Selection; (3) Management of Proceeds; and (4)
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Reporting. To conclude on alignment, all core components and key disclosures expected under the relevant
principles must be present and assessed positively.

In this methodology, ‘'must’ denotes a requirement for an ICS ‘Aligned’ conclusion (based on the relevant
standard and evidence availability), while ‘should’ reflects a recommended disclosure/practice under the
underlying principles.

For the Use of Proceeds component, ICS conducts a sustainability quality assessment to determine whether
each financed category or activity is eligible under the applicable green and social principles. When a
framework includes multiple categories, and one or more of them do not demonstrate a clear positive
contribution — but also do not constitute an obstruction — ICS may still assess the overall framework as
Aligned. This determination depends on the nature, materiality, and treatment of such categories within the
framework, including their relevance to the issuer’s or borrower’s transition strategy.

If the retained categories show limited transparency, rely on business-as-usual or compliance-related
practices, or lack clear eligibility criteria, ICS may require the issuer or borrower to demonstrate appropriate
remediation measures or justify the transitional relevance of such expenditure. In such cases, the framework
may be assessed as aligned with exceptions.

However, if any retained category is assessed as an obstruction, the overall framework is assessed as Not
aligned.

Table 2

“

Use of proceeds: The framework
should define eligible
categories/activities and describe
their expected environmental and/or
social benefits in qualitative and/or
quantitative terms.

Process for project evaluation and
selection: The framework must
describe a structured process for
selecting projects to ensure their
eligibility and managing related
environmental and social risks and
impacts.

Management of proceeds: The net
proceeds (for bonds) or an equivalent
amount (or, for loans, credited to a
dedicated account and tracked

WWW.iSS-COFpO rate.com

ICS assesses whether (i) the eligible categories/activities are
consistent with the project categories contemplated by the
relevant principles; (ii) the eligibility criteria are defined clearly and
transparently; (iii) the expected environmental and/or social
benefits are described and, where feasible, quantified; and (iv)
information on the intended allocation of proceeds is provided, or
the timing of such disclosure is clearly stated.

ICS checks whether the issuer or borrower has established a
coherent and documented selection process for eligible projects,
whether sustainability risks associated with the financed
categories/activities are identified and managed appropriately,
whether harmful activities are excluded where relevant, and
whether the selected categories are linked to the issuer’s or
borrower's sustainability strategy, and whether the specific target
population has been identified for social instruments.

ICS checks whether the issuer or borrower commits to full
allocation to eligible categories, whether proceeds are tracked
appropriately and are managed through a bond-by-bond
approach or portfolio approach, how unallocated proceeds are
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“

appropriately) must be tracked and managed, and whether additional arrangements are in place for
allocated to eligible categories deposits, commercial paper, loan tranches or Sukuk structures
through a formal internal process. where relevant.

Reporting: The issuer or borrower ICS checks whether the issuer or borrower commits to annual
should commit to transparent allocation reporting until full allocation or until maturity, whether
allocation and impact reporting at reporting will be made public or shared with participating lenders

least annually (and in case of material  as appropriate to the instrument type, and whether the framework
developments), as appropriate to the  specifies the level, scope and expected content of allocation and
instrument type. impact reporting.

4.2. Part 2: Sustainability Quality of the Use of Proceeds

Part 2 evaluates the sustainability quality of the use of proceeds in two ways. First, ICS assesses the
contribution of the financed categories/activities to the UN Sustainable Development Goals. Second, ICS
outlines how the issuer or borrower identifies, manages and mitigates environmental and social risks and
impacts associated with the financed categories/activities, based on a set of assessment criteria tailored to
the nature of the categories and the issuer or borrower profile.

4.2.1. Contribution to the UN Sustainable Development Goals (Part 2.A)

For the purpose of the SDG assessment, ICS generally distinguishes between two broad types of use of
proceeds categories or activities: (1) Products and services directly provided to end-user institutions (such
as corporate entities, public sector entities, non-profit organisations) or to end consumers and users
external to the issuer or borrower; (2) Operational improvements within the issuer’s or borrower’'s own
operations, comprising expenditure aimed at reducing negative externalities or enhancing positive
externalities across operations. For financial institutions, this distinction is not applied due to limited
visibility into borrowers’ operational practices and the diversified nature of lending portfolios.

ICS evaluates the direct sustainability impact of each financed category/activity using a three-point scale:
Obstruction, No Net Impact, and Contribution. The assessment is based on the intrinsic sustainability
characteristics of the category or activity and the associated eligibility criteria, rather than issuer- or
borrower-level performance.

ICS applies a most-direct-impact approach, mapping financed categories and eligibility criteria only to
those UN Sustainable Development Goals to which the categories or activities are most directly linked,
while taking due account of material negative externalities associated with the financed categories or
activities. The assessment outcome indicates whether the financed activity makes a positive contribution to,
has no meaningful contribution to, or contributes negatively to specific UN Sustainable Development Goals.
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Table 3

Applicable
issuers or
borrowers

SDG mapping in
relation to assessment
outcome

Assessment
outcome

Scope of financed

Assessment area . . ..
categories/ activities

Products or services Mapping of the

Products and provided to external All issuers or financed category to the
services institutions or to borrowers 17 UN Sustainable
consumers/users Obstruction | No  Development Goals with
Net Impact | the clearest and most
Processes and Contribution direct linkage, while
. . . Corporate . L
Operational operations intended to suers or taking a holistic view of
improvements improve internal any associated negative
borrowers

operational performance externalities

ICS also assigns an overall summary assessment for Part 2.A using a three-point scale: Positive, Moderate
and Negative. A Positive conclusion is used where no category/activity is assessed as an Obstruction and
the share of categories/activities assessed as No Net Impact remains at or below 10% and does not exceed
10 categories/activities limited to No Net Impact Case 1 and Case 2. A Moderate conclusion is used where
no category/activity is assessed as an Obstruction, but the share of categories/activities is assessed as No
Net Impact exceeds 10% or more than 10 categories/activities are assessed as No Net Impact, again limited
to No Net Impact Case 1 and Case 2. A Negative conclusion is used where at least one category is assessed

as an Obstruction.

Table 4

Case 1 - Insufficient

criteria

Case 2 - BAU / Compliance

driven

Case 3 - Methodological
evidence gap

Eligibility criteria are not
sufficiently transparent,
specific, or measurable to
demonstrate consistent
positive outcomes.

Core issue

Vague eligibility definitions;
limited metrics or
thresholds; limited ability to
verify outcomes.

Typical
characteristics

WWW.iSS-COFpO rate.com

Activity primarily reflects
business-as-usual,
compliance-driven

expenditure.

Activities expected in normal
operations; limited
incremental benefit;

primarily compliance driven.

While a positive contribution
may exist, the evidence is
insufficient to demonstrate a
net positive impact under
our methodology, especially
where impacts are indirect
or controversy risks remain.

Not covered by taxonomy;
evidence indirect or not
recognised; unclear impact
pathway; controversy risks
remain in the evidence.
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Case 1 - Insufficient Case 2 - BAU / Compliance Case 3 — Methodological
criteria driven evidence gap
. Impact cannot be Impact s likely limited or Impact may be plausible, but
Interpretation . o
. demonstrated due to weak non-additional. not provable within
of impact o .
criteria. methodology constraints.
Assessment Aligned with exceptions. Aligned with exceptions. Distinct treatment; aligned
implication logic applies only to Case 3.

Note: Case 3 reflects situations where there may be an indication of positive environmental or social contribution, but the
available evidence is not sufficient, sufficiently direct, or sufficiently aligned with ICS’s methodological standards to support a
positive classification. This does not imply absence of impact, but rather a limitation in evidentiary support under the
methodology.

4.2.2. Management of Environmental and Social Risks and Impacts (Part 2.B)

This section outlines whether, and to what extent, the issuer or borrower has established processes to
identify, manage and monitor the environmental and social risks and impacts associated with the financed
categories or activities. The analysis relies on assessment criteria selected based on the nature of the use of
proceeds categories/activities and the issuer or borrower profile. Publicly available policies, internal
documents and, where appropriate, national legislation and market standards may be used to support the
assessment.

The assessment areas may encompass a broad range of topics, including, but not limited to, sustainability
governance, labour rights, health and safety, biodiversity, community engagement, waste and water
management, user safety, supply chain impacts, non-discrimination, responsible lending practices, and
responsible marketing. The applicable assessment areas are tailored to the nature of the entity, and differ
across corporates, financial institutions, and sovereign or sub-sovereign issuers or borrowers.

Each assessment area is reviewed against the specific measures identified in the issuer's or borrower’s
policies, procedures, governance arrangements and due diligence processes. The review is factual in nature
and is intended to determine whether the issuer or borrower has established credible processes to identify,
manage and monitor the most relevant sustainability risks and impacts associated with the financed
categories/activities.

4.3. Part 3: Issuer’'s/Borrower’s Sustainability Strategy

Part 3 provides a qualitative overview of the issuer’s or borrower’s sustainability strategy, drawing on the
key sustainability topics and priorities defined by the issuer or borrower. This analysis serves to provide
contextual information for the sustainability quality assessments and to assess whether the financed
categories or activities are coherent with the broader strategic direction communicated by the issuer or
borrower.

ICS reviews public disclosures and supporting documentation to identify the issuer’s or borrower’s material
sustainability topics, the process used to define them, sustainability targets and timelines, science-based
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targets where relevant, capital and operating expenditure linked to sustainability objectives, stakeholder
involvement, sustainability risk management, reporting practices, collective commitments and prior
sustainable or sustainability-linked issuances. Where relevant, ICS also considers the stated rationale for
issuance and whether the instrument is presented as supporting stated sustainability ambitions or strategic
priorities.

Table 5

| Reaemens | e

ICS reviews public disclosures to identify the issuer’s or
Material sustainability objectives and borrower's material sustainability topics, the process used to
priorities should be publicly defined. define them and the extent to which these topics are linked to
the financed categories/activities.

ICS reviews disclosed targets, timelines, science-based
commitments, financial budgets and transition or
implementation plans where relevant to the financed
categories/activities and the issuer’s broader sustainability
strategy.

The issuer or borrower should disclose
sustainability targets, implementation
plans or other strategic commitments
where relevant.

ICS reviews stakeholder involvement, risk management,

The issuer or borrower should provide reporting frameworks, sustainability reporting frequency,
sufficient evidence of sustainability association memberships and prior sustainable financing
governance and reporting. activity to determine whether the sustainability strategy is

supported by credible governance and disclosure practices.

5. Optional Additional Assessment Modules

Where requested by the issuer or borrower, ICS may supplement the core use of proceeds methodology
with additional assessment modules. These modules are selected according to the standards or regulatory
frameworks included in the scope of the mandate and may affect the structure of the resulting external
review document.

5.1. EU Taxonomy Assessment Module

Under this module, ICS may assess the eligibility of the financed categories/activities against the EU
Taxonomy Regulation and, where requested and supported by sufficient evidence, may assess alignment
with the applicable technical screening criteria, Do No Significant Harm criteria and minimum safeguards.
Depending on the scope of the mandate, this module may be presented as a separate section of the
external review or may replace elements of the standard risk management analysis where the assessment
covers taxonomy eligibility and, where requested and evidenced, taxonomy alignment (substantial
contribution, DNSH and minimum safeguards in accordance with applicable technical screening criteria).
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5.2. European Green Bond Regulation Assessment Module

Under this module, ICS assesses the relevant European Green Bond factsheet (Annex ), allocation report(s)
(Annex ll) and, where applicable, the impact report (Annex Ill) against the requirements of the European
Green Bond Regulation, including the applicable annex templates and the related use of proceeds and
taxonomy requirements. The module reflects the Regulation’s requirements for pre-issuance review of the
factsheet and post-issuance review of allocation reporting. Where this module is the sole standard selected
by the issuer, the structure of the external review may differ from the standard use of proceeds format in
order to reflect the structure and disclosure architecture set out in the Regulation.

5.3. Climate Transition Finance Assessment Module

Under this module, ICS may assess whether the instrument is situated within a credible climate transition
context, including the issuer’s transition strategy, governance, environmental materiality, science-based
pathway and implementation transparency. This module may be relevant to issuers in hard-to-abate sectors
or to financial institutions using proceeds to support transition activities or financed emissions reduction.
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Annex 1. Applicable Standards and Analytical Sources

The assessment may draw on the following categories of standards, sources, and analytical references, as
relevant to the scope of the review:

»
»
»

»

»
»

»

ICMA's Green Bond Principles, Social Bond Principles and Sustainability Bond Guidelines.

LMA's Green Loan Principles and Social Loan Principles.

Issuer or borrower financing frameworks, questionnaires and transaction documentation.
Annual reports, sustainability reports, allocation reports, investor presentations and other public
corporate disclosures.

Publicly disclosed eligibility criteria, allocation policies and supporting verification statements.
Relevant international, regional, national or industry standards, taxonomies or initiatives used to
benchmark financed categories/activities or risk management expectations.

Internal corporate, country and analytical sources used by ICS.
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Annex 2. Assessment Signals

ICS uses the following assessment signals when concluding on principles alignment, sustainability quality
and consistency with the issuer’s or borrower’s sustainability strategy.

Table 5

Assessment area m Interpretation

Part 1 - Use of
Proceeds
alignment

Part 2.A - SDG
assessment

Part 2.A.1 -
Products and
services SDG
assessment

Part 2.A.2 -
Operational
improvements SDG
assessment

Part 2.B -
Management of

WWW.iSS-COFpO rate.com

Aligned | Aligned with
exceptions* | Not aligned

Positive | Moderate |
Negative

Obstruction | No Net

Impact | Contribution

Obstruction | No Net
Impact | Contribution

Qualitative commentary

Aligned is used where the financed categories/activities
are assessed positively overall, including where retained
No Net Impact categories fall under the case where a
positive impact cannot be clearly substantiated under the
methodology (No Net Impact Case 3). Aligned with
exceptions* is used where retained No Net Impact
categories are linked to insufficiently transparent criteria
or mainly business-as-usual, remediation or compliance-
related expenditure (No Net Impact Case 1 or Case 2).
Not aligned is used where a retained category is assessed
only as an Obstruction.

Positive is used where no category/activity is assessed as
an Obstruction and No Net Impact categories remain at
or below 10% and do not exceed 10 categories/activities,
limited to No Net Impact Case 1 and Case 2. Moderate is
used where no category/activity is assessed as an
Obstruction, but No Net Impact categories/activities
exceed 10% or more than 10 categories/activities are
assessed as No Net Impact, limited to No Net Impact
Case 1 and Case 2. Negative is used where at least one
category is assessed as an Obstruction.

Reflects the direct sustainability impact of the financed
category and its most relevant contribution to the UN
Sustainable Development Goals.

Reflects the directional change achieved through
financed operational improvements of the issuer’s or
borrower’s material externalities.

Used to provide contextual information drawn primarily
from the company's public policies and measures,
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Assessment area m Interpretation

Environmental and sustainability reporting, and relevant regulatory
Social Risks and requirements, reflecting the Issuer's or Borrower's risk
Impacts management commitments.

Used to provide contextual information drawn primarily

Part 3 . o from sustainability reporting and other public
Sustainability Qualitative commentary . . . . , ,

information, reflecting the issuer’s or borrower’s
strategy

sustainability commitments.
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Annex 3. Quality Management and Review Process

ICS conducts external reviews based on written information provided by the issuer or borrower and
supplementary public disclosures. The review process may include requests for clarification, additional
supporting documents, and written confirmations where the framework or transaction documentation does
not contain sufficient detail for the assessment.

The issuer or borrower remains responsible for the completeness and accuracy of the information made
available for the review. ICS performs the assessment independently and in accordance with its internal
quality management procedures, including review and sign-off processes designed to promote
methodological consistency, transparency, and proper documentation of assessment limitations.

Where relevant, the review process may rely on internal subject matter expertise and research sources to
support the assessment of project category eligibility, SDG contribution, environmental and social risk
management, and the contextual analysis of the issuer’s or borrower’s sustainability strategy. ICS conducts
the review in accordance with its Code of Ethics and related internal policies designed to promote integrity,
transparency, professional competence, objectivity, and the management of conflicts of interest.
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Empowering resilient businesses

Our data, insights, and analytics empower you to meet market
demands and make your business more resilient.

Email info@iss-corporate.com or visit www.iss-corporate.com for more information.

ISS-Corporate is a leading provider of robust SaaS and expert advisory services to companies, globally.

ISS-Corporate’s data-driven, research-backed Compass platform empowers businesses to understand and shape the signals
they send to institutional investors, regulators, lenders, and other key stakeholders. By delivering essential data, tools, and
advisory services, ISS-Corporate can help businesses around the world to be more resilient, align with market demands, and
proactively manage governance, compensation, sustainability, and cyber risk initiatives.

ISS Corporate Solutions, Inc. (“ISS-Corporate”) is a wholly owned subsidiary of Institutional Shareholder Services Inc. (“ISS")
and part of the ISS STOXX GmbH group of companies. This document and all of the information contained in it, including,
without limitation, all text, data, graphs, charts (collectively, the “Information”), is the property of ISS-Corporate or its
affiliates. The Information may not be reproduced or disseminated in whole or in part without prior written permission of ISS-
Corporate. ISS-Corporate MAKES NO EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE
INFORMATION. ISS-Corporate provides advisory services, analytical tools and publications to companies to enable them to
improve shareholder value and reduce risk through the adoption of improved corporate governance practices. The ISS STOXX
Governance and Sustainability research teams, which are separate from ISS-Corporate, will not give preferential treatment to,
and are under no obligation to support, any proxy proposal of a corporate issuer nor provide a favourable rating, assessment,
and/or any other favourable results to a corporate issuer (whether or not that corporate issuer has purchased products or
services from ISS-Corporate). No statement from an employee of ISS-Corporate should be construed as a guarantee that

ISS STOXX will recommend that its clients vote in favour of any particular proxy proposal or provide a favourable

rating, assessment or other favourable result.

© 2026 | Institutional Shareholder Services and/or its affiliates
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