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Published by UNEP Finance Initiative in June 2022

Disclaimer

This publication may be reproduced in whole or in part and in any form for educa-
tional or non-profit purposes without special permission, provided acknowledgement
of the source is made. The United Nations Environment Programme Finance Initiative
(UNEP FI) would appreciate receiving a copy of any publication that uses this publication
as a source. No use of this publication may be made for resale or for any other commer-
cial purpose whatsoever without prior permission in writing from UNEP FI.

The designations employed and the presentation of the material in this publication do
not imply the expression of any opinion whatsoever on the part of UNEP FI concerning
the legal status of any country, territory, city or area or of its authorities, or concerning
delimitation of its frontiers or boundaries. Moreover, the views expressed do not neces-
sarily represent the decision or the stated policy of UNEP Fl, nor does citing of trade
names or commercial processes constitute endorsement.

© Maps, photos and illustrations as specified

unepfi.org

All desktop research and interviews for this Guide were carried out between January
and April 2022. The Guide was formally launched at GEFI's ASEAN Summit 2022, held
virtually on 29 June 2022.

This Guide includes information in summary form and is therefore intended for general
guidance only and is not a substitute for the exercise of professional judgment. GEFI
and UNEP do not accept any responsibility for the consequence of acting or refraining
from action as a result of any material in this Guide. The data used in this Guide is based
on published information available at the time of drafting and information from inter-
views undertaken. Whilst every care has been taken in the preparation of this Guide, no
responsibility is taken by Global Ethical Finance Initiative (GEFI) and the United Nations
Development Programme (UNDP) as to the accuracy or completeness of the data used
or consequent conclusions based on that data. If you wish to receive further information
on matters expressed in this Guide, please contact GEFI at info@globalethicalfinance.org.
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Executive summary

Small to Medium-sized Enterprises (SMEs) play a vital role in the Malaysian economy,
representing 97.2%' of total business establishments in 2020 and 48% of total employ-
ment? as well as contributing 38.2% of Gross Domestic Product (GDP).2 SMEs in Malay-
sia, and across the globe, have been negatively impacted by the coronavirus disease
COVID-19 (covid) pandemic. As Governments commit to ‘build back better’ the recov-
ery from covid provides an opportunity to align spending and initiatives to build a more
sustainable future and start taking action to combat pressing issues such as climate
change.

SMEs in Malaysia are at an early stage of embedding sustainability as business as
usual, their main focus during the pandemic primarily has been survival. While many
corporates have made headway on sustainability initiatives, especially around net-zero
commitments, there is a risk that SMEs are left behind.

Banks are uniquely positioned to support SMEs in taking action on sustainability, both
through finance related activities such as developing sustainability products as well as
through broader activities such as capacity building. During the covid pandemic, Malay-
sian banks primarily supported SMEs through the disbursement of Government fund-
ing and ensuring continuity of business through digitalisation. There has been some
wider activity to date but as we recover from the covid pandemic, momentum is building
amongst Malaysian banks to further support SMEs on their sustainability journey and
progress areas such as product development, capacity building, offering a one-stop-
shop for sustainability initiatives and accelerator programmes.

Part 1 of this Guide provides a framework for action that Malaysian banks can take
in supporting SMEs in the sustainable recovery from the covid pandemic in three key
areas, namely:

1.  Bank Wide Approach
2. Supporting SMEs
3. Product Development

The framework identifies 19 key suggestions for bank wide approach and supporting
SMEs and provides a step-by-step guide for product development. Each of these areas
is supported by a number of practical steps augmented with examples of work already
being undertaken by Malaysian and international banks, found in Appendix 1 and 2 of
this Guide.

The framework has been developed within the international, Malaysian, local banking and
SME environment, detailed in Part 2 of this Guide. The framework is intended to supple-
ment existing sustainability tools, frameworks and initiatives rather than replace them.
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There are a number of Islamic banks as well as conventional banks offering Islamic
finance products in Malaysia. There is a natural alignment between Islamic finance and
sustainability and Malaysian banks are using initiatives such as Value-based interme-
diation (VBI) to develop their sustainability practices, this is covered in further detail in
Part 3 of the Guide.

Banks can play a significant role in supporting SMEs on their sustainability journey and
there is appetite among Malaysian banks to further assist SMEs in progressing their
sustainability journey. Further support could be through assisting SMEs in measuring
greenhouse gas (GHG) emissions, educating internal staff, capacity building for SMEs,
further development of sustainability products and a greater consideration of the social
and governance aspects of sustainability, these are covered in more detail in Part 4 of
this Guide.

The responsibility for assisting SMEs on sustainability should not lie with banks alone and
support is also required from Government and other industry players to incentivise action.
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Definitions

SMEs in Malaysia are defined by SME Corp Malaysia as “firms with sales turnover not
exceeding RM20 million or number of full-time employees not exceeding 75 for the
services and other sectors” and “firms with sales turnover not exceeding RM50 million
or number of full-time employees not exceeding 200 for the manufacturing sector”.*

Sustainability is understandably a complex and relatively new concept and there is no
one standard definition in Malaysia for what sustainability means for SMEs. Therefore,
this Guide refers to SMEs being on a “sustainability journey”; for the purposes of this
Guide we are viewing sustainability as taking Environmental, Social and Governance
(ESG) considerations into account when making business decisions. As per the Euro-
pean Commission's definition for sustainable finance “Environmental considerations
might include climate change mitigation and adaptation, as well as the environment
more broadly, for instance the preservation of biodiversity, pollution prevention and the
circular economy. Social considerations could refer to issues of inequality, inclusive-
ness, labour relations, investment in human capital and communities, as well as human
rights issues. The governance of public and private institutions—including management
structures, employee relations and executive remuneration—plays a fundamental role in
ensuring the inclusion of social and environmental considerations in the decision-mak-
ing process.” The Guide aims to assist Malaysian banks in helping SMEs to embed
ESG practices as business-as-usual. Relevant sustainability topics for SMEs may include
renewable energy, energy efficiency, tracking and reducing GHG emissions, circular econ-
omy, plastic usage, water usage, labour certification, human rights and diversity. The use
of the term journey is in acknowledgement that SMEs are at different stages in integrat-
ing ESG considerations depending on their size and industry sector.

Based on conversations with the Banks on how they can support SMEs on sustainability,
especially in relation to product development, this Guide has focused primarily on envi-
ronmental aspects i.e. greening finance and financing green, rather than social or gover-
nance factors as the Banks, to date, are predominantly focused on solar energy. There
was some discussion around social and governance considerations by banks when
working with SMEs i.e. human rights, labour etc in ESG due diligence questionnaires but
further work should be considered in this area.

Guide for Malaysian Banks Supporting SMEs in the Sustainable Recovery from COVID-19 9
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Part 1. The framework

The framework sits within the context of the international and Malaysian, local banking
sector and SME environment. The framework is intended to build on existing global and
national initiatives rather than replace or duplicate them.

\nternationga|

Malaysia

Bank-wide
approach

Product Supporting

development SMEs

GEFI conducted a desk-based review and spoke to several Malaysian and international
banks to inform the development of the framework. The Malaysian banks were selected
by the United Nations (UN) as they represent a cross-section of development, commercial
and Islamic banks. They include Principles for Responsible Banking (PRB) signatories and
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local banks and international banks. Structured interviews were held with each organisa-
tion and the key findings are noted in the Guide either in direct reference to a specific bank
or amalgamated anonymously into general themes and conclusions. Further details on
the methodology can be found in Appendix 4.

This section of the Guide outlines specific actions that banks can take in three key areas
to support SMEs on their sustainability journey, these areas are:

1.  Bank Wide Approach
2. Supporting SMEs
3. Product Development.

. These areas have been identified based
Bank-wide approach . :
on action already being undertaken by

the Banks as well as leading market
L -l practice. Practical examples of how
i S these actions are being used by the
Formalise approsch Sustainability It Mgt ar disdcsas ) .
Dasambley  Gowmenw sty Banks can be found in Appendix 1 and
SRS R I 2 of this Guide.
21 N o & AN
=[]
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Supporting SMEs
8
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Firbied Banline roemment  Capadty Rilding  Shaee intights feom Rt SME
sustainability in - ransition plan largar corporate sutainability
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Product development
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sustanabiity research Lvwrs and regulations and benchmarking paartrers
framasacark(s]
I [zsuti=1
A =+ o
Consider use of an Raview thee Coneider sooine Product developed, Efuscztion of
dsting SME sstzinablity spocific ances ploted and refined relationship
prochuct characieristics of from SMEs mangers
thay producy
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1.1  Bank-wide approach

Understanding and codifying overarching sustainability ambitions and approaches can
assist banks in supporting SMEs in their sustainability journey. This can be done through
developing formalised policies, processes, ambitions and procedures and embedding
these within the organisation. The following action can be taken:

Internal processes

1. Formalise approach to sustainability this could be done in the following ways:

1.1 Establish overarching guiding sustainability principles, themes and strategies
and design roadmaps and action plans to achieve these.

1.2 Align approach to local and internationally recognised frameworks, many of
the Banks interviewed noted using frameworks such as the UN Sustainable
Development Goals (SDGs), PRB, Task Force on Climate-Related Financial
Disclosures (TCFD), Value-based Intermediation (VBI) and the Bank Negara
Malaysia’s “Climate Change Principles-based Taxonomy” (CCPT).

1.3 Make public sustainability commitments around net zero and amounts of the
portfolio aligned with sustainability.

1.4 Incentivise senior staff to deliver on sustainability-linked targets and include
targets on sustainability for relationship managers to ensure that sustain-
ability performance is viewed as being equally important as financial perfor-
mance e.g. include sustainability-linked KPIs in renumeration, set target to
deploy x amount of sustainability lending to SMEs.

2. Establish sustainability governance within the organisation to guide the sustain-
ability approach and embed this from the Board to the transactional staff. This will
help to strengthen the bank’s overall integration of sustainability within its busi-
ness strategy. Initiatives could include setting up groups with representatives from
across the business to:

2.1 Implement sustainability frameworks and strategies.

2.2 Develop sustainability targets, monitor progress, and ensure these are met.

2.3 Provide clarity on sustainability ownership, roles, responsibilities, and report-
ing requirements.

2.4 Focus on material sustainability topics and identify risks and opportunities.

2.5 Work with relationship managers to embed requirements of sustainability
policies.

3. Develop internal sustainability frameworks to provide guidance and a stan-
dardised, formalised processes and approach for sustainability products and
services. Many of the frameworks have been designed to make it simple for SMEs
to access sustainable financing without having to establish their own in-house
frameworks. Frameworks typically include content such as:

= Exclusion sectors that will not be financed.
= Minimum thresholds for sustainability objectives.
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» Key themes/focus areas covered—these can be linked to other relevant frame-
works such as the SDGs, the EU Taxonomy external sustainability accreditations.

« Guidance on management of proceeds.

» Impact indicators to be reported.

The Banks identified the following operational steps in developing an internal
sustainability framework.

1. Review existing international and local sustainability frameworks and consider where alignment
may be appropriate.

2. Review what other national and international banks are doing. What are they classifying
as sustainable?

3. Assess which sustainability topics are relevant to Malaysia and consider how
these can be included.

4. Identify the sustainability parameters relevant to your customers.

5. Evaluate how the framework fits with the bank’s existing sustainability
strategy/approach.

6. Consider targets that should be included within the framework.

7. Pilot the framework and amend as necessary.

8. Release the framework.

9. Verify the alignment of the framework.

10.Annual/frequent review of the scope,
coverage & appropriateness of the
framework.

4. Report and disclose key sustainability information publicly and in line with inter-
national sustainability leading market practice i.e. Global Reporting Initiative (GRI),
TCFD to provide transparency.

Working with stakeholders

5. Undertake staff training on sustainability issues from industry experts such as
the Malaysian Green Technology and Climate Change Corporation (MGTC) and
GreenTech Malaysia etc. Sustainability training could initially include a general
introduction to sustainability followed by more in-depth content on specific topics
such as the green technology market, sector specific sustainability challenges, how
to calculate GHG emissions and using the banks in-house sustainability tools e.g.
ESG questionnaire used for on-boarding new customers. Educating relationship
managers is key as those that are well-informed on sustainability can more effec-
tively speak to customers about it.
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1.2

10.

11.

12.

13.

14.

Conduct customer research and surveys to understand where customers are on
their sustainability journey, what's driving them, what is relevant to them and where
they want to get to.

Collaborate with other stakeholders such as other banks (through PRB working
groups), civil society (through events and surveys), public finance and investors
and engage them on sustainability topics.

Seek guidance from industry experts on key sustainability topics to ensure staff
are well informed and the pertinent and bespoke sustainability issues for different
sectors are clearly understood. This could be done through external engagement
with organisations such as Sustainable Energy Development Malaysia (SEDA),
Universities or through the development of an in-house team.

Provide a one-stop shop for sustainable solutions to make it straight-forward and
simplify the process for SMEs to purchase and install sustainability products e.g.
one place where customers can access everything they need to install a solar prod-
uct, from a feasibility study through to financing and installation and then on to
after sales support and warranties.

Supporting SMEs

Embed sustainability in standard credit assessment processes to understand the
SMEs sustainability starting point. This can be done through a sustainability ques-
tionnaire, focused on high-impact areas, and reviewing the impact date of potential
investments.

Complete a baseline assessment and provide recommendations to transition to
understand where customers are now on their sustainability journey, where they
need to get to and how they are going to get there.

Engage with SMEs through capacity building to increase awareness on what
sustainability is, why it is important and what action they need to take to be more
sustainable. Sustainability training can include information on renewable energy,
transition, tracking GHG emissions, circular economy, plastic usage, labour certi-
fication, human rights and diversity etc. Training can be delivered to large groups
of customers or one-to-one. Several banks have delivered training in collaboration
with external partners such as CM2 Capital Markets Malaysia, Climate Governance
Malaysia and SEDA.

Share insights from larger corporate customers who are more advanced on their
sustainability journey with SMEs, this could be sharing leading market practice on
use of technology, methodologies and/or approach for sustainability practices.

Report SME sustainability successes to provide proof of concept to other SME
customers to increase confidence in the products and approach. Highlight the
positive impact of embedding sustainable practices e.g. cost savings or winning
international supply chain contracts.
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15.

16.

17.

Organise a roadshow to promote sustainability products to SMEs to raise aware-
ness of what is available and its benefits.

Accelerate sustainability solutions by championing green SME businesses
and helping them to thrive through accelerator programmes. Partners to the
programme may benefit from one-to-one coaching, peer to peer support, advice
on how to scale their businesses and the opportunity to access networks. These
programmes could be done in collaboration with local Universities and/or aimed
at students.

Facilitate collaboration to help SMEs navigate the climate action landscape
and connect businesses to relevant partners, resources and insights. Partners
may include industry bodies, government-linked companies or large businesses,
connections to industry peers and ecosystem partners.

Other

18.

19.

1.3

Digitalisation—this was noted as a key focus for the Banks during covid to ensure
survivability of SMEs. Banks have set up digital programmes help SMEs run the
day-to-day operations digitally and scale up their businesses through easier access
to customers, suppliers and finance.

Supply-chain financing—sustainability requirements placed on large corporates is
driving sustainability action in SMEs, this is especially relevant if your supply chain
is likely to be impacted by environmental legislation e.g. an emissions tax. Many
SMEs will be required to engage with sustainability to participate in global supply
chains. Banks can play a role in sustainable supply chains through capacity build-
ing in SMEs on sustainability or financing whereby sustainability compliant SMEs
access faster payment or lower rates.

Product development

Banks can take different approaches to developing sustainability products for SMEs
including layering sustainability aspects onto existing SME products or simplifying
corporate sustainability products to make them appropriate for SMEs. Many of the
banks interviewed noted that they took the former approach of layering sustainabil-
ity considerations onto an existing SME product. The operational steps noted below
are based on this approach as well as the use of an internal sustainability framework.
Several banks noted the difficulties in using sustainability-linked corporate products for
SMEs due to the complexities being too challenging for SME customers, e.g. the moni-
toring and reporting requirements for sustainability linked loans.
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Operational steps:

Refer to internal sustainability framework for product and services development.

|—> Undertake market research to identify which areas customers are interested in, understand
the key issues and trends as well as the client and sector priorities. The approach may focus
on the customers who will be most impacted by climate change and/or be most impacted by
regulation. Engage the relationship managers in this process.

|-> Consider the impact on clients of any sustainability-related national and international law,
including any financial implications i.e. carbon taxes.

|—> Complete analysis and benchmarking on what sustainability products are being
offered by other banks—both local and international.

|—> Work with industry partners to gain technical insights.

|—> Select an existing SME product where the applicable sustainability frame-
work(s) can be applied.

|—> Consider the sustainability characteristics of the product and where these
will be applied e.g. during the application process, ongoing monitoring
and reporting. Consider key questions such as what underlying data and
metrics are required? Is this information available? What challenges need
to be overcome to gather the relevant information?

|—> Consider sector specific nuances from SMEs—what sector specific
impact should be included?

|—> Test and develop the product.

|-> Refine and improve the product, including where further sustain-
ability metrics could be included.

|—> Educate relationship managers on the product and sustain-
ability to understand why sustainability is important and
how it is incorporated into the product.

|—> Use the learnings/shortfalls of existing product to make
improvements as well as consider other products that
could be developed.

The operational process above covers key sustainability considerations during product
development only and need to be considered alongside the Bank's usual procedures for
the development of new products e.g. investment feasibility, risk and compliance, inter-
nal processes.
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The focus of sustainability SME lending by Malaysian banks to date has been predom-
inantly around solar energy financing while benefitting from the Syarikat Jaminan
Pembiayaan Perniagaan (SJPP) Government Guarantee and Credit Guarantee Corpora-
tion (CGC) programme. Typically if Malaysian banks are only offering one sustainability
product it is geared towards solar energy, see Appendix 2 for more examples. Banks in
Malaysia are also considering transition financing and sustainable supply-chain financ-
ing as well as use of proceeds loans for sustainability areas such as energy efficiency,
renewable energy, waste reduction & management, water (utilisation & management),
buildings, transportation, manufacturing and activities or financing for a purpose under-
taken by a company in other business sectors which provide positive impact to the
environment.
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Part 2. Foundations of
the framework

This section of the Guide provides insights on the international and Malaysian perspec-
tives as well as the local banking sector and SME environment, the foundations on which
the framework is based.

2.1 International perspective

International government policy and the sustainable recovery
from covid

The covid pandemic has caused widespread disruption across the globe. Governments
have responded swiftly to the pandemic and allocated rescue spending to the areas
where it was needed most, to support healthcare and protect businesses and house-
holds from the immediate shocks®. As we move on from the pandemic Governments
have a choice on how to allocate recovery spending. This presents an opportunity to
address the existential threat posed by climate change and developing and implement-
ing a vision for a more sustainable future.

Recent figures from the OECD Green Recovery Database show that of the USS 3,200 bn
of covid recovery spending across 44 OECD countries and partner economies, ¢.21%
(USS 677 bn) has been focused on green recovery measures. This represents ¢.4% of
total rescue and recovery spending.” Aligning recovery spending to combatting climate
change and achieving the SDGs provides an opportunity to rebuild the economy whilst
securing a more sustainable future.

Countries across the globe have taken varying approaches to the covid recovery and the
integration of sustainability factors. The leaders in 2020 for green recovery spending, as
a percentage of total recovery expenditure, were Finland, Denmark, Norway, Germany,
France and Poland with over 30% of recovery spending being considered green.®
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International examples: Sustainable covid recovery packages
Certain economic recovery plans include aspects of green and sustainable funding:

» South Korea announced in July 2020 the Korean New Deal, with a USS144 bn
recovery package where over one-third is allocated to the ‘Green New Deal’ fund-
ing projects around infrastructure, renewables, energy efficiency and green tech-
nology as well as USS5.6 bn to support green technology SMEs and innovation.®

= The European Commission where 30% of the ¢.€800 bn EU Recovery Fund (Next
Generation EU) and the 2021-27 EU budget will be targeted towards climate
change-related spending.'®

= The economic recovery plan for the United States includes a USS2 tn investment
with USS555 bn for climate change programs, making it the largest climate
change law in United States history. Most of the climate change funding is in
relation to tax incentives for producers and purchasers of renewable energy
but also includes funding for electric vehicles (EVs), energy-efficiency, climate-
friendly farming and forestry research and other renewable energy initiatives.™

Climate risks and net zero

Global perspectives

In addition to the opportunity to commit covid recovery spending to green and sustain-
able initiatives, Governments have also been aligning to a more sustainable path through
net-zero commitments, mandatory carbon taxes and the introduction of regulation
around climate reporting. As of April 2022, over 130 countries have set or are consider-
ing a net-zero target, some of which are enshrined in law.'?

International examples: Climate risks and net zero and
supporting SMEs

Singapore

Singapore has an aim to halve its emissions from their peak in 2030 by 2050.™
Singapore has a number of initiatives to promote a green and sustainable future:
it implemented the first carbon pricing scheme in Southeast Asia in January 2019,
the carbon tax level has been set to S$S5/tCO,e until 2023 with the view to reach-
ing $50-80/tCO,e by 2030.™ As part of its 2022 Budget, the Singapore Govern-
ment announced that it will issue S35 billion of green bonds by 2030 to fund green
infrastructure projects as well as publish a Green Bond framework in late 2022.'°
Singapore has a Green Plan to 2030 which includes programmes around the devel-
opment of green spaces, reduction of waste and water usage, increase in public
transport, renewable energy, green buildings and EVs'®.
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Specifically in relation to SMEs, the Singapore Enterprise Sustainability programme,
launched in October 2021, is a SS180 million programme to support workshops,
capacity building and product development for enterprises on their sustainability
journey." In November 2020, the Monetary Authority of Singapore (MAS) launched
the world's first grant scheme to support green and sustainability-linked loans. The
grant covers costs for banks engaging sustainability assessment and advisory
services for the development of framewaorks, external reviews and reporting as well
as funding specifically for frameworks targeting SMEs.™

United Kingdom

The UK has a legally binding net-zero target by 2050"™ and, as well as interim
targets, the UK has shown significant leadership in introducing regulations to
embed climate risk in organisations and will be the first G20 country to make TCFD
disclosures mandatory for large businesses and financial institutions.?° The UK
Government is also moving towards making the publication of net-zero transition
plans mandatory?' and has also launched its "Together for our Planet ‘Business
Climate Leaders’ campaign to encourage micro, small and medium enterprises
(MSMESs) to commit to half emissions by 2030 and achieve net zero by 2050. The
commitment can be made through the UK Business Climate Hub.

Regulations on climate risks for large businesses and financial institutions are expected
to trickle down to small corporates and SMEs as large businesses understand the climate
risk presented by supply chains and financial institutions through their loan book. Finan-
cial institutions must engage with internal and external stakeholders on climate as well
as develop climate-linked financial products if they are to comply with these regulations.

SME Focus on Survival

In recent years there has been significant momentum from financial institutions and
large corporates around sustainability, including net zero. In November 2021, Mark
Carney, UN Special Envoy for Climate Action and Finance, announced $130 trillion of
assets committed to net zero by 2050 from 450 banks, insurers and asset managers in
45 countries as part of the Glasgow Financial Allianz for Net Zero (GFANZ).?? As of April
2022, 683 of the 2,000 largest publicly-traded companies in the world by revenue had
made a net-zero commitment.?

In contrast, research completed by Lloyds Banking group in the UK found that although
nine out of ten SMEs (91%) see sustainability as an important consideration, 40% did
not know how a net-zero goal would affect their business. When looking at the progress
made towards net zero so far, almost half (47%) of the smallest businesses surveyed
(10-19 employees) said they have no commitment, nor any current plans to commit
to net zero, compared to just 5% of the largest SMEs.?* SMEs have been focused on
survival during the covid pandemic and there is a risk they may be left behind in the
sustainability journey. There are some initiatives underway by international banks such
as HSBC Group, Lloyds Bank and NatWest to support SMEs on sustainability.
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The focus of international banks in supporting SMEs in sustainability to date has
been through capacity building, developing frameworks, understanding customers
baseline position, guiding them on the transition and providing products. A few
noteworthy initiatives being undertaken by international banks include:

=« HSBC has a £500m Green SME fund offering 1% cashback loans to SMEs to
invest in green activities, loan size starts at £1,000 and is available to busi-
nesses with a turnover of less than £25m.?° This fund was the first green offer-
ing for small businesses with a cashback proposal in the UK. Loans must meet
HSBC's eligible criteria? for green activities to quality for cashback, this criteria
has been independently reviewed by Sustainalytics.?” HSBC has a Sustainability
Assessment Tool which helps businesses assess where they stand, plan next
steps and take action.?? HSBC also has a Sustainability Hub including informa-
tion on how to get started on sustainability, sector information, a Guide to net
zero, sustainability insights and products offered.?

» Lloyds Bank has a hub of information for SMEs on their journey to net zero
including a Practical Guide for SMEs and case studies on sustainability success
stories. The hub includes specific resources and guidance for businesses at
different stages of their sustainability journey from ‘Getting Started’ to ‘Products
and Services'.*° Lloyds offers term loan (£50k min) and asset finance (£25k min)
facilities to customers with £3—-25m turnover. Eligibility for the funding includes
reduction in GHG emissions, energy efficiency, renewables, environmental
sustainability as well as investment in low carbon vehicles and sustainable
actions around water. The benefits of the sustainability loan for term lending is
0% arrangement fee and for asset finance is up to a 25 bps reduction on the all
in fixed rate. 3" Lloyds also has a Green Buildings tool to help customers under-
stand their properties and make them more sustainable and energy efficient.®
Lloyds is currently partnering with Net Zero club to pilot the use of carbon calcu-
lators for SME clients.*

» NatWest Group has several initiatives to support SMEs on sustainability, includ-
ing green loan and green asset financing products, a climate hub, a climate
accelerator and a carbon tracker App (in pilot), further details of which can be
found in Appendix 1.
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2.2 Malaysian perspective

Government sustainability policy in Malaysia

As of 2020, Malaysia was one of several countries where no covid recovery spending
was focused on the green recovery.®* However, the Government of Malaysia has recently
released its USS 80 bn 2022 budget which includes a number of sustainability initia-
tives.3®

Malaysian government sustainability funding: 2022 budget

= Exempting import duty, excise duty and sales tax for EVs.

» Establishing a platform under the Voluntary Carbon Market.

= Providing a c.USS 240m* Low Carbon Transition Facility (LCTF) through the
Bank Negara Malaysia (BNM), for MSMEs to adopt sustainable and low-carbon
practices.

= Outlining an intention to issue a Ringgit Malaysia denominated sustainability
sukuk (c.USS 2 bn)*.

» Funding for various environment and biodiversity projects (each < USS 36m)*.%

*Budget quoted in Malaysian Ringgit, converted to USS at a rate of T MYR RM =
USS 0.24

The Banks noted a few Government plans and financing support that were driving action
in Malaysia around sustainability, these are predominantly around green technology.

Malaysian government: Green technology plans and support

» The Malaysian Government's Green Technology Masterplan—sets out the strate-
gic plans for green technology development to create a low-carbon and resource
efficient economy.®’

= The Malaysian Government's Green Technology Financing Scheme—a special
financing scheme introduced by the government to support the development of
Green Technology in Malaysia.*®

» The Malaysian Government's Tax Incentives—investment tax allowance for
purchasing green technology equipment/assets and an income tax exemption
for providing green technology services.*

Malaysia's commitment to net zero

As of April 2022, few Malaysian banks had made net-zero commitments although many
were engaged with the topic and, following the Malaysian Government's commitment
to be net zero by 2050 or sooner, acknowledged that making a net-zero commitment
was likely to be a matter of when not if. The commitment to net zero from the Malaysian
Government is especially pertinent to development finance institutions (DFIs) which are
wholly owned by Government Ministries as net-zero commitments made by the Govern-
ment will flow down to these DFls.
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Malaysia has also been forward-looking in the development of its climate regulations,
overtaking many other countries in the consideration of climate stress-testing. Guidance
and funding provided by the Bank Negara Malaysia demonstrate a trajectory for Malay-
sia in embedding climate risk into business practice and pushing banks to act.

Bank Negara Malaysia: Climate funding and guidance for
financial institutions

Financing facilities

= Bank Negara Malaysia’'s LCTF—capital expenditure finance for SMEs to adopt
sustainable practices for business resilience. To apply for special pricing for
funding SMEs must meet sustainability KPIs. This is seen as positive as it will

increase familiarly of measuring and reporting on sustainability targets within
SMEs.#0

Guidance

= Value-based Intermediation—a set of guidelines for the Islamic finance industry
in Malaysia.

= Bank Negara Malaysia's CCPT—guides financial institutions on how to classify
their economic activities into three broad climate categories.*'

« Bank Negara Malaysia's Climate Risk Management and Scenario Analysis—
published in December 2021 for public consultation setting out the proposed
requirements for financial institutions on climate risk management and scenario
analysis.*?

SMEs in Malaysia

SMEs are a fundamental part of Malaysia's economy, representing 97.2%* of total busi-
ness establishments in 2020 and contributing 38.2% of GDP** In 2020, there were over
1 million SMEs in Malaysia employing 7.25 million workers (representing 48% of total
employment).*® The largest SME sector in Malaysia is the services sector, accounting
for over 85% of SMEs in 2020.

SMEs in Malaysia have been significantly impacted by the pandemic. A series of surveys
conducted by the Ministry of Entrepreneur Development and Cooperatives (MEDAC) and
SME Corp found that under the Malaysian Government’s Movement Control Order (MOC)
72.4% had to temporarily close business operation and 58.6% recorded no sales.

SMEs play a vital role in Malaysia's economy and to preserve this, and protect jobs, it is
important that they are supported as part of the recovery from covid, and this should be
done in a sustainable manner.

According to data produced by Bank Negara Malaysia in Q1 2022, the disbursement of
lending to SMEs has varied during the covid-pandemic with the lowest monthly disburse-
ment in April 2020 and the highest since 2014 in March 2021.%
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Financial challenges faced by SMEs

SMEs face many financial challenges, both during covid and as we recover, the Banks
highlighted the following as being key:

1.  Loss of customers—SMEs were impacted by having to close during the MOC. To
mitigate the impact of this, digitalisation strategies were employed during covid to
enable SMEs to gain access to customers through ecommerce platforms.

2. Limited cash availability—SMEs used their savings for survival during covid and
now have limited cash to pay day-to-day expenses and service loans.

3. Staffing shortages—Malaysia is facing a labour shortage problem which can make
staffing challenging and costly for SMEs.

4. Increased cost base—inflation increases are making materials increasingly more
expensive for SMEs.

5. Lack of track record for credit—especially micro-SMEs do not have a documented
trading history or proven track record which makes it difficult access finance, this
especially pertinent as many SMEs are now more in need of finance to assist with
their recovery from covid.

Malaysian government covid-recovery support for SMEs

To ease the burden of the covid pandemic the Malaysian Government introduced a mora-
torium for SMEs and individual borrowers in Malaysia.*® Bank Negara Malaysia, also, in
Q1 2022, had several facilities to support SMEs.
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Bank Negara Malaysia: Financial support for SMEs

« Targeted Relief and Recovery Facility—for services sector businesses affected
by reintroduction of containment measures (except for tourism and tourism-re-
lated subsectors).

» Agrofood Facility—to support the increase agrofood production for Malaysia
and exports.

= Business Recapitalisation Facility—equity or blending debt/equity financing to
support growth without increasing indebtedness.

= Low Carbon Transition Facility—to support the adoption of sustainable prac-
tices for business resilience. Used to fund capital expenditure or working capital
to initiate or facilitate the transition to low carbon and sustainable operation.

= High Tech Facility—National Investment Aspirations—for high-tech and inno-
vation-driven SMEs.

« SME Automation and Digitalisation Facility—support to automate processes
and digitalise operations to improve productivity and efficiency.

= Micro Enterprises Facility—for microenterprises including gig workers on digital
platforms and the self-employed.

= All Economic Sectors Facility—to enhance access to financing for SMEs and to
support growth.

=« PENJANA Tourism Financing—dedicated fund for businesses in the tourism
sector still affected by the pandemic under the PENJANA initiative.

To date, covid support for SMEs has primarily focused on assisting with short-term liquid-
ity needs and digitalisation to ensure the survival of SMEs. Moving forward support for
SMEs needs to concentrate on a long-term sustainable recovery and resilience building.

Sustainability and Malaysian SMEs

The consensus amongst the Banks indicates the key focus for Malaysian SMEs during
the covid pandemic has been survival and the majority of them are in the early stage
of their sustainability journey. There is no clear definition of what sustainability means
for Malaysian SMEs and many banks interviewed noted limited interest and awareness
from SMEs around sustainability, highlighting that SMEs engaged in global supply-
chains were more aware due to engagement from larger corporates. Customers are
also becoming increasingly impacted by the effects of climate change i.e. flooding and
are looking to banks to support them.

Reasons for lack of engagement by Malaysian SMEs on
sustainability

There following reasons were given by the Banks for the limited engagement to date:

1. Focus—the emphasis for SMEs is survival, they are reluctant to consider sustain-
ability unless there is a proven financial benefit.

2. Awareness—SMEs do not know what sustainability means or what their material
environmental and social risks are. There is also generally a lack of training for
SMEs on sustainability in the wider environment.
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3. Capacity—unlike some large corporates that have whole departments dedicated
to sustainability, SMEs do not have the capacity to investigate and progress their
sustainability journey.

4. Data and resources—SMEs do not know which sustainability data to use or how
to gather it e.g. how do | measure sustainability of materials produced? There is a
lack of standardised sustainability data, methodologies and technologies for SMEs
and they do not have the capacity to develop these in-house.

5. Clarity on cost implications—if SMEs cannot see the financial benefit of the
sustainable approach or product they are unlikely to proceed on the basis of
sustainability alone. Many SMEs have engaged with solar products due to the
savings through capital allowances and energy savings.

6. Standards, policies or regulations—there are limited compliance requirements in
Malaysia for SMEs around sustainability that is forcing them to act. There is no
carbon tax for the country and the enforcement of environmental laws can be
limited.

7. Cost of sustainability accreditation—the cost associated with subscribing to
certain green standards/certifications can be prohibitively high for SMEs.

2.3 Local banking sector

The local banking sector in Malaysia is being influenced to act on sustainability through
Government and Bank Negara Malaysia plans, guidance and funding, as noted in the
previous section. In addition, there are groups dedicated to facilitate collaboration
amongst financial institutions.

= Association of Banks in Malaysia—established an ESG committee that has
recently proposed ESG commitments which has seven principles that they have
requested every bank to evaluate and commit towards, number one is achieve-
ment of net zero by 2050.#

» Joint Committee on Climate Change (JC3)—collaboration among financial
industry players and regulators towards building climate resilience within the
industry. JC3 comprises of Bank Negara Malaysia, Securities Commission,
Bursa Malaysia and 19 industry players.®°

Similar to their global counterparts’ Malaysian banks are being driven to take action on
sustainability to remain competitive due to the global megatrend on sustainability within
financial institutions. Individuals within the bank, both employees and Board members,
are becoming more aware of sustainability and are pushing for banks to act.
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Malaysian banks’ approach to sustainability

The Banks had a broadly similar approach to sustainability, typically referring to long-
term economic, social and environmental sustainability. The Banks often viewed
supporting SMEs as being a sustainable activity and many referenced the SDGs as well
as green and renewable energy solutions. For development banks such as AgroBank,
Bank Rakyat, BPMB and SME Bank sustainability may be implicit in their business model
due to the requirements placed upon them from the Government. Sustainability is also
being adopted by the commercial banks and some have now set specific sustainability
targets for their lending portfolio i.e. X% of the portfolio to be labelled as sustainable
by 20XX. Further detail on the approaches taken by the Banks on sustainability can be
found in Appendix 1 and 2.

Malaysian banks role in the sustainable recovery from covid

The terms sustainable and survival were sometimes used together by the Banks when
referring to their role in supporting SMEs in the recovery from covid. Most talked about
administering Government schemes to support SMEs during the pandemic, typically
short-term cash assistance and payment moratoriums.

Digitalisation

Digitalisation was highlighted as a focus area for building resilience with the Banks
assisting SME customers to access online markets as well as supporting them in their
business operations. Covid has expedited the transition to digital banking to ensure
business continuation, the importance of transitioning to digital platforms is conveyed
succinctly in this quote from SME Bank’s Integrated Annual Report 2020 which notes
that “the strength and agility of our digital platforms have enabled us to pivot quickly to
assist the businesses, while ensuring their survivability and sustainability.”

Supporting SMEs in their sustainability journey

The desk-based review showed action being taken by the Banks in supporting SMEs in
their sustainability journey was typically around use of proceeds sustainable financing
products, primarily solar, and some capacity building. Interviews highlighted the enthusi-
asm of the Banks to support SMEs more on their sustainability journey and action being
taken in areas such as capacity building, developing sustainability frameworks, staff
training and embedding sustainability considerations into the credit approvals process.
Although the Malaysian banks interviewed are at different stages in their journey’s
most, if not all, are either currently working with SMEs or had plans to support SMEs on
sustainability. It was acknowledged that a lot of SMEs are in the infancy stage of think-
ing about sustainability and there is still a long way to go until sustainable practices are
embedded as business as usual.
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Challenges faced by banks in progressing sustainability lending
for SMEs

In progressing sustainable lending for SMEs, the Bank noted the following challenges:

1. Identification of new products—the complexity and nuances of sustainability for
different SME sectors can make it challenging to develop new products.

2. Measurement of sustainability metrics—lack of data and standardised methodol-
ogies make it difficult to track sustainability performance.

3. Resource intensive—the size of SME customers and their lack of awareness on
sustainability can make the promotion and processing of sustainability loans time
consuming.

4.  Staff buy-in—without getting relationship managers onboard it will be difficult to
promote sustainability products for SMEs.
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Part 3. Islamic finance
and sustainable SME
lending

Differentiated approach from Islamic finance

The Malaysian Islamic finance institutions interviewed noted the natural alignment
between Islamic finance, sustainability and ESG and how the implementation of a
sustainability approach may be easier for Islamic finance institutions as the consider-
ation of more than profit already exists as well as frameworks such as VBI and gover-
nance structures such as the Shariah committee.

Islamic banks have the option of raising capital funding through a Sustainability Sukuk,
the capital raised can be on-lent to SME customers with back-to-back terms including
use of proceeds for sustainable practices.

How are banks using VBI in relation to SME lending?

Whilst VBI was originally developed as a tool to promote risk-sharing structures it has
evolved to incorporate a broader ESG perspective. VBI was described by one of the
banks as ESG with an Islamic finance label/Shariah principles over it. VBI could be
adopted beyond Islamic finance but it needs to be viewed through a universal principle
lens rather than exclusively Islamic finance lens.

Malaysian banks noted using VBI in the following ways:

1.  Sectoral Guides—there are six VBIAF Sectoral Guides that have been released to
date, namely on palm oil, renewable energy, energy efficiency, oil & gas, manufac-
turing, construction and infrastructure.®” These Sectoral Guides include content
such as definitions and scope, commercial propositions and impact-based risk
management systems.

Impact frameworks—indicators from VBI can be used in impact frameworks.
Internal framework and policies development—\VBI can be used to develop sustain-
ability frameworks and inform policies such as group ESG risk acceptance criteria.
4. Credit Approval Process—ESG questionnaires and customer onboarding processes

can be informed by VBI, including Sectoral Guides.

W N
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5. Triple-bottom line classification—VBI| Guidelines and scorecard can be used to
classify portfolios in accordance with sustainability criteria e.g. “triple-bottom line”.

6. Collaboration—several banks participate in the VBI Community of Practitioners
(CoP) to share leading market practice and collaborate.

7. Wider sustainability considerations—the wider scope of VBI being sustainability

more broadly than just environmental considerations helps banks to take a more
holistic approach to sustainability.

How are banks using other Malaysian initiatives in SME lending?

Malaysian banks noted using the Bank Negara Malaysia CCPT in credit approval
processes and ongoing monitoring and tracking, including the C1 to C5 classification of
economic activities, and observed that this will force banks to act on climate change. It
was noted that there was a push from the Governor for Malaysian Banks to embed CCPT.
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Part 4. Next steps,
additional Support,
and conclusion

4.1 Next steps

Feedback from Malaysian banks during interview and at a Workshop held on 22 March
2022, to share the framework with the Banks and seek feedback, identified the following
next steps:

Measurement of GHG emissions—work should be done with SMEs to enable them
to track their GHG emissions as this will be necessary to help them understand their
impact on climate change and the development of certain sustainability-linked loans
(SME Corp Malaysia is already completing work in this area). A select number of
SMEs in each industry could be given a GHG calculation methodology to test.

Empowering SMEs to measure their GHG emissions will assist them in setting a base-
line and developing a transition plan. Malaysian Banks could utilise tools such as
the Business Carbon Calculator a free tool for SMEs accessed through the UK SME
Climate Hub (endorsed by the UN’s Race to Zero Campaign) or develop an App for
SME customers. NatWest (in partnership with the FinTech Cogo) is currently piloting
an App that provides customers with an opportunity to see CO, emissions associated
with spending as well as advice on how to go greener and Lloyds (in partnership with
Net Zero club) is piloting the use of carbon calculators with SME clients.

Education of relationship managers is key as they act as a bridge between the bank
and SME customers. If relationship managers recognise the importance of sustain-
ability and are equipped with the requisite knowledge they are better positioned to
engage with and support SME clients. Relationship managers should be trained to
understand the relevance of sustainability, the need to track sustainability metrics,
the various sustainability technologies as well as any relevant regulations impacting
SMEs e.g. carbon tax.

Further capacity building for SMEs is fundamental as SMEs are still early on their
sustainability journey. Training for SMEs could be tailored to a specific industry e.g.
palm oil or construction, and this could be done in collaboration with the relevant SME
Industry Associations. The UK SME Climate Hub includes details of ClimateFit, free
online training for SMEs on sustainability.
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Further development of products, including:

o Supply chain finance—reduced rate of financing or early payment based on the
achievement of certain sustainability requirements from the supply chain.

o Green loans—use of proceeds loans for products wider than solar, for example
energy efficiency, sustainable palm oil initiatives and biomass.

o Sustainability-linked loans—increased rates of lending for not achieving sustainabil-
ity objectives or decreased rates of lending for fulfilling them. These could be used
to fund the transition to reduce GHG emissions.

Greater consideration of the social and governance aspects of sustainability in
addition to the environmental aspects.

4.2 Additional support

Insights from Malaysian banks during interview and at a Workshop held on 22 March
2022 highlighted the following additional support:

Government Regulation

Regulation—clear Government policies are fundamental to push the sustainabil-
ity agenda. For example, the Government could mandate that a certain level of the
Bank’s portfolio must be in relation to sustainable SME funding or undertake wider
initiatives such as the introduction of a carbon tax. There should be transparency for
Malaysian banks on any wider Government regulations, such as a carbon tax, includ-
ing the timing and the implications for SMEs.

Financial Support

Funding for assisting SMEs in sustainability—banks noted the need for external fund-
ing to support them in assisting SMEs on their sustainability journey. This could be
from the Government or other institutions and potential uses include:

o Sustainability capacity building for SMEs—Malaysian banks could be given a
special, dedicated training fund for SMEs.

o Accreditation costs associated with sustainability-linked loans—accreditation costs
can be prohibitively high for SMEs, sometimes higher than the financial benefit
from the loan. The LCTF can be used to finance acquiring a sustainability certifi-
cation.*

o Guarantee or subsidies on sustainability-linked financial products to mitigate the
risk for banks and bring down the cost of financing.

Blended finance—Multilateral development banks or Bank Negara Malaysia could
issue a sustainability-linked bond and utilise this funding to support Malaysian banks
providing sustainable funding for SMEs.

Tax incentives—Banks could be rewarded with tax/other financial incentives from the
Malaysia Government for assisting SMEs in their sustainability journey.
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Collaboration

= Working with SME industry/certification bodies—to guide SMEs on their sustainabil-
ity journey, as noted above. Engaging with SMEs from different angles may encourage
them to act. Industry partners could call SMEs to join the path towards sustainability
or make pledges towards certain sustainability objectives. Working with sustainability
certification bodies could also encourage wider adoption of the relevant standards.

Capacity Building
= Raising awareness—further education of the public on topics such as the importance

of sustainability and approach to waste management could be done by the Govern-
ment through media channels.

Standardisation

» Standardised definition for sustainability across banks—different banks have differ-
ent definitions of sustainable finance which is confusing for SME customers. A stan-
dardised approach/definition for sustainable finance, especially tailored to different
sectors, would be helpful including how to measure and report on environmental
impact as well as reduce the risk of greenwashing.

« Further guidance on the implementation of key initiatives such as CCPT to ensure
consistent application.

4.3 Conclusion

Malaysian and international banks have a critical role to play in supporting SMEs in the
sustainable recovery from covid and build a more sustainable future for all. A recovery
from covid with a focus on sustainability will not only help economic revival but also
drive social and environmental benefits.

This Guide has highlighted the good work being done by Malaysian and international
banks in supporting SMEs on their sustainability journey and has provided a framework
for action, identifying 19 key suggestions and providing a step-by-step guide for prod-
uct development.

Amongst the Malaysian banks interviewed there is a real enthusiasm to assist SMEs in
their sustainability journey and Malaysian banks can demonstrate leadership in this area.
Drawing on international best practice, working collectively and building on the example
shown by Bank Negara Malaysia, in embedding climate considerations, Malaysian banks
can position Malaysia as a regional leader in supporting SMEs in sustainability.

The Malaysian Government can support banks through regulation and funding and
action from industry partners can build on the existing momentum and enable SMEs,
en masse, to embed more sustainable practices into their business models. Many of
the Malaysian banks interviewed have plans to deliver more capacity building, further
educate relationship managers on sustainability, develop/expand sustainability frame-
works and develop more complex sustainability products for SMEs. These initiatives
need to be deployed promptly and effectively and developed further to grow the ecosys-
tem of SME's focused on sustainability in Malaysia.

Guide for Malaysian Banks Supporting SMEs in the Sustainable Recovery from COVID-19 33
Next steps, additional Support, and conclusion



Appendix 1. Deep-dive
case studies

International case study

(3 NatWest Group

NatWest is the UK's leading business bank serving 19 million customers across every region of the UK.

Key sustainability = NatWest Group champions potential, helping people, fami-
focus areas lies and businesses to thrive. Its sustainability approach is

based on three key pillars: learning and financial capability,
climate change and enterprise.

Sustainability-linked | Green Loan for SMEs

products for SMEs » Funding between c.£50k—£10m.

= Fixed or variable interest rate.

= No arrangement fees (benefit to customers in comparison to compari-
son to non-green loan).

= Use of proceeds requirement: clean buildings, clean energy, clean trans-
port and agriculture.

= Monitoring through spot checks on use of proceeds.

Green Asset Financing

« Funding between £25k—£10m.

= Tax reliefs (as per current legislation).

= For zero emissions vehicles and other assets e.g. anaerobic digestion,
biomass boilers etc. that may help businesses to be more sustainable
(full list found here).
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Motivations
for product
development

= Organisation alignment—NatWest made its own operations net zero in
2020 and are now focused on becoming net positive by 2025 Beyond
that NatWest has an ambition to halve its financed emissions by 2030
and to be net zero by 2050.

=« Customer need—help SMEs mitigate risks and leverage opportunities
from climate change (e.g. corporate supply chain requirements, regu-
lation, access to new markets, attract consumers, command price
premium etc.).

= Environmental Impact—SMEs in the UK contribute c30% of all carbon
emissions but have the ability to influence c50% of emissions reductions
through their own footprint but also through the role that they play in the
broader ecosystem (e.g. installation of heat pumps and charging points,
delivery of building retrofits etc.).

development

Approach to product

= Addition of sustainable features to existing SME products.

= Spent time with customers to understand their key challenges and
issues, the development of the Green Loan product was anchored in
customer insights.

Wider sustainability

= Climate Hub**—digital content providing education to SMEs on the

support for SMEs financial benefits of the net-zero transition.
= Climate Accelerator**—program of events, 1-2-1 coaching and leader-
ship training for businesses working on climate solutions.
= Carbon Tracker App—provides customers with an opportunity to see
CO, emissions associated with spending as well as advice on how to go
greener (in pilot).
**open to customers and non-customers
Further support/ = Integrated transition finance solution—assisting customers in developing
product net-zero transition plans and providing the required funding to support
development these.

Challenges for
SMEs in engaging
on sustainability

= Lack of funding, bandwidth and capabilities to engage with sustainability.
= Lack of clarity on future regulatory changes.

Challenges for

= Lack of data to assess SMEs sustainability baseline, set targets and

Banks that inhibit measure progress against.
sustainable SME = Cost to track progress makes it challenging for more complex products e.g.
lending sustainability-linked loans (SME sustainability solutions need to be simple
and cheap for SMEs to engage).
= No universal framework for the development of SME sustainability products.
= Limited customer appetite—for some customers sustainability is secondary
to financial concerns, they need to understand the financial implications.
= Lack of clarity around timing and details of Government Regulation that will
force SMEs to act on sustainability.
Support for SMEs = Accelerating SME recovery to unlock a £140bn boost to the UK economy.
and the covid natwestgroup.com/news/2021/03/accelerating-sme-recovery-to-unlock-
recovery p140bn-boost-to-uk-economy.html

= Range of support provided to SMEs
natwest.com/business/support-centre/service-status/coronavirus.html
natwestgroup.com/content/dam/natwestgroup_com/natwestgroup/
pdf/natwest-sme-recovery-report-infographic.pdf
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Malaysian case study

CIMB

CIMB Group (CIMB) is a leading ASEAN universal bank and one of the region’s foremost corporate
advisors. CIMB is headquartered in Kuala Lumpur, Malaysia, and offers consumer banking, commer-
cial banking, investment banking, Islamic banking and asset management products and services.
CIMB has ¢.500k SME customers, representing one-third of the SME population in Malaysia.

Key sustainability
focus areas

CIMB's sustainability approach focuses on maximising positive impact and
minimising negative. CIMB has a five-pronged philosophy for sustainability:

= Proactively integrate economic, environmental and social considerations
= Engage actively and openly with stakeholders

« Create net positive impact, adopting an inclusive approach

= Respect human rights and exercise a precautionary approach

= Recognise and be guided by internationally-recognised principles

CIMB's sustainability approach started in the Islamic bank.

Sustainability-linked
products for SMEs

SME Renewable Energy Financing

= Enables SMEs to finance 100% of their solar PV system with an indus-
trial hire purchase facility

= Max loan amount of RM500k

« Tenure 10 years

= CIMB has committed RM100 million to assist SMEs

= This product guaranteed under the Government guarantee via SJPP but
packaged with a guarantee from CGC.

Motivations
for product
development

= Renewable energy is one of the CIMB's key sustainability themes—CIMB
recognised the problem of lack of adoption of renewable energy financ-
ing and wanted to address this. CIMB engaged with SEDA to work
together to overcome the challenges of limited uptake of solar panels.

= Push from Government policies (The Malaysian Government has a
Green Tech Master Plan) and demand from customers.

Approach to product
development

= The Green, Social, Sustainable Impact Products and Services (GSSIPS)
framework provides a guide and an internal taxonomy for the Group to
deliver impactful sustainable finance. It is a living document that allows
for emerging sectors, technologies, and financing instruments, where we
can support clients to transition to a low-carbon and sustainable future.

= Have worked with Malaysia PV Association to undertake a nationwide
roadshow to promote the product.
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Wider sustainability -«
support for SMEs

GreenBizReadyTM programme includes capacity building on green and
sustainable topics for SMEs are well as regular mentorship. Under the
GreenBizReadyTM programme CIMB has partnered with Impacto on an
SME adoption programme, customers complete a sustainability self-as-
sessment, Impacto then provides the SME with a tailored summary
recommendation report and follows up with one-to-one sessions about
operations and strategies resulting in a customised report with check-
lists and templates for implementation for the SME.

SME Sustainable Exporter Programme is a webinar series to help
export-ready SMEs with the objective to strengthen the SMEs under-
standing of sustainability and for the SMEs to continuously grow beyond
borders and embrace sustainability as a long-term business growth
strategy. Since the launch of the programme, 250 SMEs have partici-
pated in a 10 webinar series. The SMEs came from various sub-sectors
including food and beverage, machinery parts and components, medical
equipment, furniture and fashion (garments and cosmetics) and under-
went over 2 hours per series of online orientation on various economic,
environmental, social and governance aspects that could potentially
create new opportunities for resilient growth. After completing each
session, SMEs will have a designated contact person to help them plan
the next steps of their sustainability journey by assessing their readiness
and providing recommendations for implementation.

Further support/ Products

product .
development -

Wider renewable energy offering
Financing for sustainable materials
Sustainable supply-chain financing

Other support

Capacity building

Working with SMEs to do self-assessment and improving capabili-
ties—where do they need to improve and create awareness, likely areas
include financial management, human resource and digitisation.
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Challenges for
SMEs in engaging
on sustainability
(as noted by CIMB
in relation to their
customers)

General

= Main focus out of the pandemic is survival—SMEs have limited capacity
to think about sustainability.

= Lack of understanding/transparency on the benefits—SMEs will only do
something if they see the cost benefits. i.e. does installing solar result in
a cost saving?—sustainability alone is not viewed as a sufficient reason
to do something by SMEs.

= Lack of awareness—many SMEs do not know what sustainability
means—the awareness is greater in certain segments—these need to be
identified as the right target segments for sustainability products.

= Insufficient resource, skills in-house and technology to engage as well as
monitor and report on sustainability metrics.

Solar Specific

« Cost was initially a barrier with the payback period being too long,
payback was 8 years, this has now been reduced to 4 due to reduced
cost of financing from BNM.

= Logistical challenges during Movement Control Order meant SMEs
clients could not get solar installed.

= Electricity demand fell during the pandemic so that payback of the solar
panels is less appealing.

= Lengthy and complex application process.

= No evidence of tangible benefits—SMEs are unlikely to engage if they
cannot see clear demonstrable benefits.

Challenges for
Banks that inhibit
sustainable SME
lending

General

= |dentification of products and measurement of the sustainability attri-
butes e.qg. if looking at supply chains—how do | measure sustainable
material use?

= Lack of standardised metrics and certification on sustainability—i.e. how
do | know if material used in a garment is sustainable?

Solar Specific

= Lack of appetite from customers as payback was too long.

= Lack of infrastructure in the country initially i.e. insufficient installers
available.

= Issues with processes—lengthy and complex application process and
onboarding of customer.

Support for SMEs
and the covid
recovery

= Targeted Relief and Recovery Facility—a financing facility established
by BNM to provide relief and support recovery for SMEs in the services
sector affected by reintroduction of containment measures since June
2020, except for tourism and tourism-related subsectors.

=« CIMB MicroBizReady, a programme with an objective to help micro-
SMEs to scale up their businesses with training in digitalisation, business
strategy and finance and improving the skills of small entrepreneurs
in B40 segment of Malaysia in order to take their business to the next
level. Supporting through enhanced business coaching and mentorship
from CIMB team and its partners. The programme is only for selected
underprivileged B40 Micro SME Segment which they need to undergo
an interview with Taylor’ Community, a CSR platform, before qualified for
the MicroBizReady programme.
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Appendix 2. lllustrative
examples from the
framework

1.1  Bank-wide approach

Internal Processes

1. Formalise approach to sustainability

1.1 Overarching guiding sustainability principles, themes and strategies and
associated roadmaps and action plans.

United Overseas Bank Ltd (UOB) has five guiding sustainability principles around

1) regulatory compliance, 2) business strategy and stakeholder interests, 3) being
pragmatic and progressive, 4) customer-centric and 5) values-driven. UOB has a
Group Sustainability Framework that was formalised in 2019 and provides guidance
on the management of sustainability-related risks and business opportunities in the
context of its direct and indirect impact to the environment, society and the econ-
omy. It is the responsibility of all UOB employees to comply with the Group Sustain-
ability Framework.

AmBank Group embeds ESG considerations into its strategies, business and opera-
tions, to contribute to the greater good of its stakeholders, and ensuring the longevity
of its relevance and profitability. AmBank has key sustainability themes of responsible
banking, conscious self-conduct and positive social impact. AmBank next steps is

to build a green/sustainable product roadmap which will support transitioning into a
lower carbon economy.

2021 marked the first phase for SME Bank's (the Bank) 3-Year Sustainability
Roadmap (Sustainability Roadmap/Roadmap), the Bank is now embarking
on the future of its sustainability journey with clear approach and guidelines.
The approaches being “Responsible Business Practices”’, Responsible Bank-
ing” and “Creating Social Impact”.
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The Roadmap outlines SME Bank's near-term objectives and longer-term
goals and commitments, segregated into 3 phases as follows:

= Phase 1(2021) : ESG initiation & streamlining business focus.

» Phase 2 (2022): ESG Implementation & streamlining non-business focus.

= Phase 3 (2023): ESG adoption & continuous Improvements towards
sustainability.

In the 15t Phase, the Bank has reached a key milestone in its sustainabil-
ity journey evidenced by the establishment of RM3B Sustainability Sukuk
Programme, the Bank’s 1st Non-Government Guarantee Sukuk Wakalah
Programmes which has been accorded AAA ratings by Malaysian Rating
Corporation Berhad (MARC). The Bank had in August 2021 successfully
issued its maiden RM500m Sustainability Sukuk which was oversubscribed
by 3.56 times (bid-to-cover) at a very competitive pricing. In 2022, the focus
will be on ESG Institutionalisation across the Bank and establishment of its
own Sustainable Development Goals Framework (SDG Framework) covering
financing and non-financing activities.

1.3 Public Sustainability Commitments

HSBC Group, Standard Chartered Group and CIMB Group all have an ambi-
tion to be net zero by 2050.

Some of the Malaysian banks also have portfolio sustainability targets, for
example:

= CIMB target of RM30 billion of sustainable investment by 2024.

» AmBank has a long-term target that at least 70% of its loan/ financing
portfolio would constitute exposures with Low ESG-RG by 2030. (based
on its internal rating and classification system, detailed later in the Guide).

« Alliance Bank has committed to growing RM 5 billion in new sustainable
banking business (exceeded RM 500 million target for 2022 with RM 2.5
billion in new sustainable financing) and reduce the Bank's GHG emissions
(aiming to disclose commitments on carbon emissions reduction by the
first quarter of FY23).

» OCBC Bank had earlier established a target of building a SS$25 billion
sustainable financing portfolio by 2025. By end-2021 however, it had
achieved total sustainable financing commitments of SS34 billion,
surpassing its S$25 billion by 2025 target four years ahead of schedule.
OCBC Bank has set a new target to grow its sustainable financing portfolio
to SS50 billion by 2025.

» UOB has a sustainable finance target for 2025 of SS30 billion.
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2. Sustainability Governance

Upon the development of Bank Rakyat Sustainability Framework & Policy (BRSFP), a
Sustainability Task Force was established with representatives from various business units
to ensure the sustainability implementation at Bank Rakyat will achieve its targets and to
ensure clarity of sustainability ownership, roles, responsibilities, and reporting structure.

Alliance Bank established its Sustainability Steering Committee in 2020 which led the rollout
of its Sustainability Framework. A Group Sustainability Committee followed in 2021 to
assist the Board of Directors in providing oversight on sustainability matters and promoting
sustainability through appropriate ESG considerations in the Group’s business strategies.

UOB has a group Sustainability Committee with senior members from across all business
units and control function that reviews material ESG topics, identifies risks and opportunities,
sets goals and targets, evaluates emerging issues, collates and assesses relevant data, and
monitors the progress of sustainability-related programmes and initiatives. The Sustainabil-
ity Committee reports to the Management Executive Committee and Board of Directors.

Standard Chartered has both a Sustainable Finance and an Environmental & Social Risk
Management (ESRM) team, part of its wider Sustainable Finance offering, comprised

of industry specialists and bankers who work with Relationship Managers and clients to
support them in embedding the requirements of SCB own and industry standard sustainabil-
ity policies.

3. Internal Sustainability frameworks

Standard Chartered—Green and Sustainable Product Framework (GSPF)

Based on the Green Bond Principles, Social Bond Principles, Sustainability Bond Guidelines,
Green Loan Principles, EU Taxonomy and Climate Bonds Standard and aligned to the SDGs.

The GSPF was developed by the team at Standard Chartered Bank and has been verified by
Sustainalytics.

The GSPF states activities that Standard Chartered will not finance activities in certain
sectors e.g. oil and gas, palm oil etc. It also sets out minimum thresholds and climate
change objectives e.g. will only provide financial services to clients who “by 2024, are less
than 80 per cent dependent on thermal coal (based on % revenue).” Standard Chartered also
has Positions Statements that set out minimum criteria for sectors with high environmental
and social impact e.g. extractive industries, chemicals & manufacturing.
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The GSPF includes details of Standard Chartered’ s approach to impact and notes some

high-level achievements e.g. “Over 885,000 microfinance loans enabled” and “Nearly 20,000
SME loans disbursed”. It references that more detail can be found in its impact reports, first

published in 2009.
The main content of GSPF details 20 key themes, sub-themes, eligible assets, exclusions

and associated SDG goal. The GSPF notes which themes are aligned with the EU Taxonomy
as well as relevant external certificates. Four of the themes in the GSPF are explicitly related

to covid—covid healthcare, covid sanitation, covid food security, covid socio-economic

impact mitigation. 90% of the company’s revenues must be derived from the activities in the

GSPF to be defined as Sustainable Assets.
An extract from the GSPF can be seen below:

Themes Sub Themes Eligible Activities Exclusions SDG Goal
COvID Healthcare Financing to equip, operateand - Banking that -
healthcare services add capacity and efficiency to directly finances:

essentlcll heqlthcorel Facilities Cosmetic

such as hospitals, clinics, Facilities

healthcare centres, acute care, i

emergency care, diagnostics, * Aesthetic

laboratory facilities, nursing medical facilities

home and rehabilitation Facilities « Chiropractic

Manufacturing, logistics and facilities

distribution of medical products < Acupuncture

and supplies essential to medical Facilities

response, disease control services
and vaccinations

Financing to equip, operate and
add capacity to facilities for
healthcare training

+ Hospital greenfield
construction

Financing to equip, operate and
add capacity to facilities that
house healthcare professionals

Hiring and training of medical 10 *ives
personnel to assist in the -
prevention and/or treatment of 4 )
COVID-19 v
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CIMB—Green, Social, Sustainable Impact Products and Services (GSSIPS)
Framework

The framework is EXPANDABLE, whene
mew focus areas. products O Senvicas can
ba sdgedramoved a5 and when requined

Circular Resource i Graen Carbon Capturn Cimste || Renowabls & Clean Energy,
Economy @ Effickancy i @ Buildings E‘n.'- & Storage Adaptaton | and Energy Effickency
Pollution Control |} Sustainable Furuﬂ Environmental i1 1T [
h | &Provention 1} b Management  Consarvation & Restoration : Enargy Sterage ;
[Mccess to BasicNeass hpu-u-n-l nesses T  inclusion & Welibelng
Adindable Frea/Subsidised | | EE Small & Medium- — . 1 ) i
it d s Sharing Economy ] Financial coviD-19
g @ Housing 27 Haaltheare i | Sized .@I ] Inclusion related :
H Enterprises - i "

ma.rsubmud Education, Technical ;| (SMEs)

& \Vioealional Education & Trasning Social Economy

Tranagadtation ‘ﬁ‘ Grid

& Connectivity  J%, Interconnection \ Supply Chains

’_p Dagital Technology, E-Commarca, Sustainable Agriculture
B’/ Internet & Communications & Food Innavations

______________________________________________________________________________________________________________________________________________________________________________

CIMB's GSSIPS Framework was developed following a review of several international frame-
works including the EU Taxonomy and it is aligned to the SDGs. CIMB also took aspects and
ideas from VBI in the development of GSSIPS but it is not specifically based on this.

The GISSP framework categorises activities as Green, Social or Sustainable and covers 24
key focus areas these can be seen below:%

CIMB is currently developing an internal taxonomy to provide more clarity to business units
on the principles and criteria for each focus area of the GSSIPS Framework. Further informa-
tion can be found on page 66 of the Sustainability Report 2020, found here.

OCBC—SME Sustainable Finance Framework

Recognising that SMEs’ participation is crucial for sustainable development, OCBC Bank
provides SMEs with access to climate financing solutions through its unique SME Sustain-
able Finance Framework, which has benefited more than 200 SMEs in the region. The
Framework is designed to make it simple for SMEs to access sustainable financing of up
to S$20million for their businesses and projects, without the complexity and cost of estab-
lishing a customised framework for each company. The sustainable financing provided to
SMEs can be in the form of solutions such as green loans, green letters of credit and green
banker's guarantee. Eligible SMEs must be involved in sustainable activities across any of
the nine green projects categories below:

1. Clean transportation

2. Eco-efficient and/ or circular economy adapted products, production technologies and
processes

. Energy efficiency

Green buildings

. Environmentally sustainable management of living natural resources and land use

. Pollution prevention and control
Renewable energy

. Sustainable water and wastewater management

. Climate adaptation

O o No o~ w

The framework has been reviewed by V.E in accordance with the Green Loan Principles
developed by the Loan Market Association.
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UOB—Sustainable Finance Frameworks
UOB has four sustainable finance frameworks, all of which are mapped to the SDGs, including:

1. Green and Sustainable Trade Finance and Working Capital.
2. Smart City.

3. Green Building Developers and Owners.

4. Circular Economy.

UCB's sustainable finance frameworks for:

Green and Sustainable Smart City Green Building Circular Economy
Trade Finance Developers and Owners
Climate Energy Green Green Renewable  Sustainable Waste
Change Eﬁlctency Building Transport Energy Water Management
Adapranan Construction Manag%mem

Treatment

UN Sustainable Development Goals

GO0 NIATH

o WL

The motivation for developing these frameworks was to simplify access for customers to
sustainable finance without the requirement for them to have to build their own sustainable
financing framework.

These frameworks have been developed in alignment with Loan Market Association/Asia
Pacific Loan Market Association (LMA/APLMA) Green Loan Principles and Sustainability
Linked Loan Principles. Companies applying for financing under these frameworks must
meet criteria such as having a clear sustainability strategy and objectives, achieving sustain-
ability performance targets and using the proceeds to further the sustainability agenda. The
use of loan proceeds loans and the social and environmental impact of business activities
are monitored by UOB on an annual basis.

The frameworks have been verified by external third-party verifiers such as Carbon Trust and
Moody's ESG Solutions (Vigeo Eiris).

UOB's pipeline of new frameworks include one focussed on transition finance.
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Alliance Bank—Sustainability Framework

Alliance Bank focuses on helping SMEs with sustainability risk and opportunities by provid-
ing financial and non-financial assistances to ensure long-term business viability. The Bank
adopts a nurturing approach for SMEs and business owners to transition towards sustain-
able practices.

Alliance Bank Sustainability Framework FY2022-FY2025

PURPOSE

1. We will help business owners adopt environmental, social and governance (ESG) practices in a way
that creates value for the business, the community and the environment in which they operate.
2. We aim to create a meaningful impact on sustainability in collaboration with our people and our
community.

FY2025 TOPLINE GOALS
Grow RM5 billion in new sustainable banking business
Help customers adopt sustainable life s and business practices
Reduce the Bank's greenhouse gas (GHG) emission footprint

ESG Governance

Strategy
FY2022 FY2023-FY2024 FY2024 - FY2025
: r S i t of sustai -
sustainability management sustainability goals
Improve ESG Profile of Portfolio Roll out SME Sustainability Monitor customers’ ESG impact
Solutions
Enhance Risk Management
infrastructure * Green/social funding * Introduce incentives/
+  Advisory propositions disincentives for ESG
Improve Bank's ESG practices propositions
Engagement/Advocacy with
Improve Capability and customers/stakeholders
Engagement

Enhance risk

Enhance Disclosures and mitigation/management/reporting

Communications

Talent and Resources

Bank Rakyat—Bank Rakyat Sustainability Framework & Policy (BRSFP)
Bank Rakyat has developed the BRSFP as part of its vision and mission to build a sustain-
able future for the bank and its stakeholders. By operationalising the BRSFP, Bank Rakyat
will embrace sustainability as a growth driver for the organisation which places emphasis
on generating measurable positive and sustainable impact to the economy, community and
environment in banking practices, conduct and offerings.

The BRSFP was developed in accordance with regulatory requirements, as well as refer-
enced to external initiatives, standards and guidelines such as BNM Implementation Guide
for VBI, BNM CCPT and TCFD recommendations.

SME Bank

SME Bank is in the process of developing its own SDG Framework which is intended to be
unique, integrative and practical towards becoming a sustainability-driven organisation. This
is in the early stages of development but will likely include an overarching sustainability plan
with goals, strategies, vision and missions and include guidance on the assessment of GHG
emissions. The SDG Framework will facilitate the Bank to strengthen not only its primary
role in supporting the development of SMEs via financing but also non-financing activities
that is pivotal in contributing towards global goals while creating long-term value for its key
focus stakeholders; including customers, investors/agencies, regulators, vendors, employ-
ees and society.
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Working with Stakeholders
5. Sustainability training for staff

Standard Chartered has a voluntary finance sustainability and leaders champions network of
¢.1,000 people across the organisation, employees have access to mandatory and voluntary
training and thought-leadership on sustainability topics.

CIMB ran a training session with MGTC to familarise relationship manager’s with the green
technology market in Malaysia.

NatWest ran a series of tailored, sector specific sustainability training sessions for its rela-
tionship managers. Some of its relationship managers are specialists in certain areas e.g.
agriculture, manufacturing, healthcare, real estate and retail.

AmBank will be rolling out “Know your Carbon Footprint” series which require staff personal
involvement in exercises and periodic use of GHG calculator. AmBank's internal capacity
initiatives include Sustainability 107 e-learning for all staff and Climate Change 1-1 for Board
and Senior Management. With the implementation of the ESG-risk assessments and climate
change risk assessment for financing and investment, specific training was conducted for
RMs, Credit Risk officers and relevant sales teams in retail banking to guide them on updat-
ing the sectoral ESG questionnaires. This will also assist RMs to nurture companies on their
sustainability journey. Green Financing training for business teams at AmBank has also been
conducted in collaboration with GreenTech Malaysia.

6. Customer research and surveys

Agrobank has a training and advisory arm that works to understand what customers want
through programs on entrepreneurship, marketing, business planning, financial manage-
ment etc., in collaboration with various agencies. These programs are designed to equip the
customers and potential banking customers on essential skills required in business.

UOB has a dedicated Sector Solutions Group who are subject matter experts in ESG and
sustainable financing and engage with clients to identify trends and understand sectoral
perspectives to develop new sustainable financial products.
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8. Guidance from industry experts

NatWest has a partnership with Warwick University to look at clean transport and the
Sustainable Food Trust to look at a global farming metric carbon calculator.

Standard Chartered has a four-year partnership with Imperial College London on climate
change risk management. The bank is also a founding member of the Net Banking Zero

Alliance and whose Chief Executive is Chairperson of the Taskforce for Scaling Voluntary
Carbon Markets.

9. One-stop-shop

Standard Chartered Saadiq has partnered with Plus Xnergy and Solarvest to provide custom-
ers with a one-stop shop for solar solutions including the project feasibility, documentation
necessary to get approvals, the solar panel infrastructure, after sales support and warranties.

UOB has two integrated financing platforms available in Malaysia, namely U-Solar (solar
panels) and U-Energy (energy efficiency). The platforms provide connections to service
providers who will assist in the delivery of the necessary infrastructure such as energy
service companies, installation and maintenance technicians, as well as financing to support
the installation and implementation.

1.2  Supporting SMEs

10. Credit Assessment

BPMB embed impact considerations in main part of its credit assessment through the use
of its Measuring Impact on National Development (MIND) Framework, based on VBI and
BNM Climate Change and Principle-based Taxonomy, which is centred around six SDGs
and measures 35 development indicators, BPMB may not invest if a positive impact cannot
be proven.

AmBank has embedded ESG Risk assessment and Climate change assessment to overlay
its credit assessment for its business customers by developing eight sectors specific ESG
questionnaires. The eight sectors specific questionnaires cover seven high impact sectors
(Palm Oil, Qil & Gas, Forestry, Infrastructure & Construction, Logistics, Mining, Quarrying) and
one general questionnaire to address the remaining sectors.
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Alliance Bank has developed policies and tools to evaluate ESG risk of customers upon
on-boarding and annual review:

1. an ESG Screener to categorise all accounts according to BNM's Climate Change and Prin-
ciple-based Taxonomy.

2. ESG Risk Acceptance Criteria (RAC) . On top of a General RAC, specific RACs were devel-
oped for sectors identified as ESG sensitive: Palm Qil, Mining & Quarrying, Fisheries and
Forestry & Logging. Elements from the VBI sectoral guides are incorporated into the RACs.

11. Baseline Assessment and Transition Advice

AmBank’s ESG questionnaire, used as part of the credit assessment process, results in an
internal ESG risk grade rating as well as a climate change classification in accordance with
the BNM Climate Change and Principle-based Taxonomy. The intention is that the question-
naire and rating will be used to nurture companies on their sustainability journey. There may
also be scope for better financing rates based on ESG rating improvements. The question-
naire was guided by the BNM Climate Change and Principle-based Taxonomy, VBI Sectoral
Guides and sectorial best practices.

Alliance Bank partnered with MGTC and Bursa Malaysia to provide a holistic Sustainability
assistance proposition covering advisory, solutions and banking support for businesses. As
part of Alliance Bank's commitment to promoting the adoption of sustainability practices

it works with partners to conduct gap analysis and develop sustainability roadmaps for
customers as well as offer sustainability solutions and financing.

12. Capacity Building

CIMB has the following initiatives:
= GreenBizReady™ programme includes capacity building on green and sustainable topics
for SMEs are well as regular mentorship.

= Cooler Earth summit—conference on conservation and sustainability practices for clients,
suppliers, the public, employees and customers.

UOB's innovation accelerator, The FinLab, has a Sustainability Innovation Programme that
provides training for business leaders looking to transform their companies into sustainable

businesses. Focus areas include energy efficiency, clean energy, electric vehicles and food
sustainability.

AmBank is working with CM2 Capital Markets Malaysia to build awareness for SMEs on
sustainability and also provide technical workshops on how to calculate their GHG emis-
sions. This is expected to be launched in April/May 2022.
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HSBC Malaysia including HSBC Amanah hosted the first Joint Sustainability webinar in
partnership with Climate Governance Malaysia on Transitioning into a Sustainable Future

to guide Malaysian Corporates in discovering their potential in implementing sustainability
at the core of their business model. A series of business sustainability webinars was also
hosted in collaboration with Climate Governance Malaysia, government agencies and promi-
nent industry leaders.

RAKYATpreneur and Bank Rakyat UNIpreneur (Bank Rakyat Entrepreneur Leadership Series),
is the Bank Rakyat's philanthropic initiative to assist entrepreneurs & small businesses from
underserved background with high potential of growth to progress across the business
value chain via seed funding, coaching, mentoring and monitoring session.

Alliance Bank offers a range of resources to SMEs free of charge such as webinars, informa-
tion/news and a financial health calculator (i.e. a financial health assessment tool). The Bank
has jointly organised over 45 complimentary webinar sessions to upskill SMEs and their
employees. Alliance Bank has other initiatives such as Ringgit My Way, a series of educa-
tional social media posts that promotes financial literacy awareness and management.

SME Bank, in collaboration with its subsidiary, Centre for Entrepreneur Development and
Research (CEDAR), has developed an educational awareness video on sustainability that

is shared with its new/existing customers. Following the video, SME Bank customers are
required to answer a survey on whether they have already started in their sustainability jour-
ney and/or whether they are willing to embrace ESG/Sustainability in their business opera-
tions. The initial engagement by SME Bank with its new/existing customers also includes
discussions on how they can make their business more sustainable and align to the nation’s
aspiration to be net zero.

14. Reporting SME Sustainability Success Stories

CIMB noted that the aggregator produces reports that demonstrate the benefits of solar
panels to customer—this has helped increase confidence.
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16. Accelerate Sustainability Solutions

NatWest has a climate accelerator programme for customers who are providing sustainable
solutions. Participants in the programme benefit from one-to-one coaching, peer to peer
support, advice on how to scale their businesses and the opportunity to access the reach of
the NatWest network.

In collaboration with MGTC, Alliance Bank’s EcoBiz 4 challenges university students to
develop a green social business with the environmental objective of steering Malaysians
towards a zero-waste society. Since EcoBiz's inception, we have reached more than 5,000
students from 157 universities across Malaysia.

17. Facilitate Collaboration

CIMB partners with the following organisation as part of its GreenBizReady programme:
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18. Digitalisation

UOB BizSmart and the FinLab Online provides assistance to SMEs on their digital journey.

HSBC Malaysia including HSBC Amanah has implemented the Digital Service Request
which allows customers to create, authorise and submit service requests directly through its
online banking platform, deployed LiveChat on HSBC Amanah'’s public website and HSBCnet
to provide additional channels for customers to contact HSBC team as well as enhanced
onboarding and credit and lending journey through Application Program Interface (API) and
robotic process automation.
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AmBank launched an online marketplace for SMEs, in partnership with SupplyCart. The
eCommerce platform enables SMEs to digitalise their supply chain by helping businesses
connect with buyers. AmBank has developed a user-friendly system that addresses the
day-to-day operational needs of its business clients. AmAccess Biz caters specifically to
SMEs whilst AmAccess Corp meets the needs of larger SMEs and corporate customers.
AmBank has also enabled SME Digital Onboarding and Retail Onboarding, which provide
a full end-to-end digital account opening for SME and retail customers for a contactless
experience.

BizSmart® Solution portal is Alliance Bank’s one-stop portal for businesses to get latest
insight, market updates and partner promotions. Through the BizSmart® Solution portal,
clients gain brand visibility among the business community with over 1,400 new business
referrals for the participating SMEs generated so far. Alliance Digital SME allows businesses
to apply online for a collateral-free financing in a convenient, fast, and secure way. It provides
a collateral-free financing up to RM500,000.

19. Sustainable supply-chains

1.3

HSBC Amanah have been looking at supply-chain financing through corporate credit, the
corporates require the SMEs to meet certain sustainability KPIs and in return benefit from a
lower rate of financing.

Standard Chartered Saadiq offers comprehensive suite of Sustainable Trade products
including sustainable suppliers programme which complements Halal360 initiative to
connect Halal trade and provide access to Islamic supply-chain solutions. As part of
commitment to support the Sustainable Finance initiative and furthering the agenda across
Malaysian Corporate and SMEs, Standard Chartered Saadiq jointly with Malaysia Interna-
tional Halal Showcase (MIHAS) held the MIHAS-Standard Chartered Sustainability Confer-
ence: "Achieving Resilience through Sustainable Supply Chains”.

Product development

Alliance Bank's sustainability themed products include:

= Solar panel financing program for businesses (in development) with portfolio guarantee
provided by CGC and SJPP.

= Portfolio guaranteed sustainability financing program for SMEs (in development.)

= Solar panel financing scheme for households in collaboration with major solar panel
system providers.

Alliance Bank will be rolling out the above sustainable loans and investment proposition in
2022. To maximise efficiency, the Bank will leverage its existing product development frame-
work and adapt current products to meet sustainability requirements.
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Alliance Bank’s sustainability themed products include:

= Solar panel financing program for businesses (in development) with portfolio guarantee
provided by CGC and SJPP.

= Portfolio guaranteed sustainability financing program for SMEs (in development.)

= Solar panel financing scheme for households in collaboration with major solar panel
system providers.

Alliance Bank will be rolling out the above sustainable loans and investment proposition in
2022. To maximise efficiency, the Bank will leverage its existing product development frame-
work and adapt current products to meet sustainability requirements.

SME Bank does not have a specific SME sustainability product offering. Fund from the
Sustainability Sukuk proceeds is allocated to ESG compliant customers, as defined by SME
Bank's Sustainability Sukuk Framework. For 2022, SME Bank has set a target of minimum
1/3 of its financing approvals to come from customers that comply to its ESG criteria.

Bank Rakyat in its Business Plan, had included the target for the following:

1. Environment & Social Financing
a. Green Financing—Focus on green sector i.e. energy efficiency/renewable energy, waste
reduction & management, water (utilisation & management), Building, Transportation,
manufacturing and activities or financing and/or investment purpose undertaken by a
company in other business sectors which provide positive impact to the environment.
b. Social Financing—Affordable homes and Program Financing to assist SME and Micro
Business's sustainability.
2. Financing Program for MSME, Micro and Cooperative—Financing programs that aim to
help in reviving the affected businesses post covid pandemic recovery

AmBank next steps is to build a green/ sustainable product roadmap which will support tran-
sitioning into a lower carbon economy. AmBank will assess developing products to support
transition in the sectors as captured under Malaysian Green Technology and Climate
Change (Note: MGTC capture 6 sectors: Energy, Water, Buildings & Township, Transport,
Waste and Manufacturing).
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For SMEs, HSBC Amanah provide a range of sustainable products in terms of lending and
trade financing. The core consideration behind these products is centred around HSBC
Amanah’s greater passion on collectively meeting its net-zero ambition. Its Green Loan
Financing proposition offers core banking facilities such as Term Financing and Revolving
Facilities to fund green activities such as renewable energy, green buildings, eco-efficient
ventures and waste prevention. HSBC Amanah also offer Green Trade Financing to fund
sustainable trade activities in adherence to Green Loan Principles. HSBC Amanah is commit-
ted to supporting customers of different sizes transition their businesses towards a more
sustainable and resilient future.

For SMEs, HSBC Amanah is guided by the Green Loan Principles (GLP) published by the
Loan Market Association. For a financing to be recognised as GLP-compliant, there are 4
green pillars for the business to adhere to:

i. Use of proceeds—the financing extended as a green loan should only be used to support
eligible green projects/activities (see below)

il. Project Evaluation and Selection—the evaluation and selection process should docu-
ment the borrower’s agreed objectives, the project’s environmental sustainability objec-
tives, how the borrower determined that the project/activity is green and the type of
green standards or certifications they seek to conform to

ill. Proceeds Management—proceeds of a green financing are typically credited into a
designated account to ensure transparency, and that use of proceeds are used for the
intended purpose

iV. Reporting—borrowers are required to keep up-to-date information regarding the use of
proceeds and will be required to sign off on a green facility compliance certificate annu-
ally for the life of the financing.

For an activity to qualify as green, it must fall under any of these categories:

= Sustainable natural resources management

= Renewable energy production and transmission
= Pollution prevention and control

= Climate change adaptation

= Green buildings

= Biodiversity conservation
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Appendix 3. lllustrative
examples for Islamic
finance

Bank Rakyat noted that it is mandated to include “Maqgasid Shariah” elements i.e. to
promote sustainable and inclusive development (environmental-friendly & no harm prin-
ciple) that are aligned with sustainability.

HSBC Amanah referenced the importance of Islamic banks use of VBI.

SME Bank noted and strictly follows the sustainability alignment of the prohibitions
within Islamic finance that are harmful to the environment and social good and fit with
sustainability.

CIMB's sustainability approach was borne out of its Islamic banking sector and Alliance
Bank's sustainability strategy approach is championed and driven out of the Islamic
bank, the various ESG initiatives and propositions are driven by relevant Group heads.

Islamic Bank's use of VBI

1.

Sectoral Guides—CIMB noted its use of VBI Sector Guides and its involvement in
the development of the O&G Sectoral Guide and in the earlier Renewable Energy
and Energy Efficiency VBI Assessment Framework. Agrobank has also been
involved in the development of policies and sectoral guides such as CCPT and
VBIAF Sectoral Guide (Palm Qil) and took part as pilot bank in CCPT.

Impact Frameworks—BPMB uses 6 indicators from the Bank Negara Malaysia that
come from VBI in its MIND impact Framework.

Internal Framework and policies development—Bank Rakyat's BRSFP was devel-
oped in accordance with regulatory requirements, as well as referenced to external
initiatives, standards and guidelines such as BNM Implementation Guide for VBI
amongst others. At Alliance Bank VBI has helped to inform the group ESG Risk
Acceptance Criteria and as such is applied beyond Islamic finance.

Credit Approval Process—AmBank's ESG questionnaire was guided by the VBI
Sectoral Guides. Agrobank has embedded VBI in aspects of its customer onboard-
ing process whether there is potential for the customers to create positive impact
towards the economy, social and environment. VBI is also embedded during the
development stage of product and programs in the Bank.
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5. Triple-bottom line classification—HSBC is building a methodology, based on VBI
Guidelines and scorecard, to classify its portfolio as ‘triple-bottom line" in terms
of activities that do not cause harm whilst ensuring positive impact from an
economic, environmental and social perspective. This is in line with an exercise
to transform HSBC Amanah into a sustainable banking entity in accordance with
triple-bottom line principles.

6. Collaboration—Agrobank, one of the pioneering banks during the formulation of
VBI, noted the value of collaboration through the VBI CoP and use the platform to
exchange views and share best practices with the members.

7. Wider sustainability considerations—Alliance Bank noted that VBI helps the
Group look beyond climate change considerations only and through a wider
sustainability lens.

Islamic Bank's use of other Malaysian Initiatives in SME lending

Agrobank noted abiding by the BNM Performance Management Framework (PMF)
which consists of four additionalities, namely Financial, Demonstration, Design and
Policy. “Additionalities” is defined as a positive impact attributable to a DFI beyond what
is delivered under a fully commercial or a profit-driven environment.
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Appendix 4. Methodology

The findings presented in this Guide and the development of the framework has been
based on the findings of a desk-based review, interviews and a Workshop held on 22
March 2022 with Malaysian and international banks. The banks listed below were
included in the desk-based review and all were invited to participate in the Workshop
and an interview, interviews were held with those banks with an asterisk next to them.

Malaysian Banks

Affin Bank HSBC Amanah*

Agrobank* Maybank

Alliance Bank* OCBC Bank Malaysia*
AmBank* Public Bank

Bank Islam Malaysia RHB Bank

Bank Rakyat* SME Bank*

BPMB* Standard Chartered Saadig*
CIMB* UoB*

Hong Leong Bank

International Banks
NatWest*
Standard Chartered*

GEFI was directed by the UN to use the Malaysian banks shown in the list above as they:

= Represent a cross-section of development, commercial and Islamic banks.
» Include PRB signatories.
= Include local banks and international banks with a local presence.

NatWest was selected as it is a UK bank leading on sustainability that has produced
several thought-leadership pieces about SMEs. Standard Chartered was selected as a
global leader on sustainability with a Malaysian presence.

GEFI did contact a few other international banks to ask them to participate in the study
but they either declined or did not respond.

The banks selected are intended to provide an indicative sample, GEFI acknowledges
that the list of banks is not a comprehensive list of all of the banks in Malaysia or all
international banks assisting SMEs on their sustainability journey.
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The desk-based review included a review of publicly available information such as the
bank’s website, annual reports, sustainability reports and press releases. The informa-
tion was reviewed for references to sustainability themes especially in relation to SMEs.

During the interview banks were asked a series of pre-prepared questions on sustain-
ability topics such as:

» Strategy and approach

« SME products and initiatives

« Challenges in supporting SMEs

« frameworks

= Islamic finance (including use of VBI)
= Supply-chain financing

= Next steps

The questions were designed to obtain an understanding of how banks were approach-
ing sustainability and what practical steps they were taking to support SMEs on their
sustainability journey. The questions were not focused specifically on one specific theme
i.e. net zero or tracking greenhouse gas emissions, but these themes were highlighted
by the banks when discussing their sustainability approach. Further research could be
completed to dig further into specific sustainability themes or topics.

Findings from the desk-based review and interviews is included in the Guide either in
direct reference to a specific bank or amalgamated anonymously into general themes
and conclusions. The Guide reflects the findings from interviews with Banks and desk-
based review only, the Banks may be completing additional relevant sustainability activ-
ities with SMEs that is not reflected in this Guide.
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United Nations Environment Programme
Finance Initiative (UNEP Fl) is a part-
nership between UNEP and the global
financial sector to mobilise private sector
finance for sustainable development.
UNEP FI works with more than 450
members—banks, insurers, and inves-
tors—and over 100 supporting institu-
tions—to help create a financial sector
that serves people and planet while deliv-
ering positive impacts. We aim to inspire,
inform and enable financial institutions
to improve people's quality of life without
compromising that of future generations.
By leveraging the UN's role, UNEP FI
accelerates sustainable finance.

unepfi.org
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The world depends on global finance
making the right choices to deliver posi-
tive change and achieve the UN’s Sustain-
able Development Goals.

The Global Ethical Finance Initiative
(GEFI) has become the hub at the centre
of the ethical finance movement. We
undertake advocacy through curating
independent conversations across a
broad coalition of financial services stake-
holders, as well as research and delivering
practical projects. We are the part for
action on ethical finance.
@finance4change

globalethicalfinance.org
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