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Introduction

Changing our economic systems is both necessary
and inescapable. Our planet and societies face
interconnected challenges like climate change’, the
ongoing loss of biodiversity?, and the rise in
inequality worldwide®. The great pressures on our
planetary boundaries and social foundations stem
from an economic system directed at maximising
short-term financial profit*. We must strive for a
society that respects ecological balance and works
for the benefit of all®.

In order to face these challenges, we need to better
understand how structural changes occur and how
they can be guided in the right direction. Of course,
changes come in many shapes and forms:
transitions, transformations, optimisations, big
changes, small changes. Comprehending what drives
these different types of changes will help us to
effectively promote the right changes in society.

We see the need to better understand and leverage
change increasingly reflected by the scientific
community®, governments, civil society’ and
businesses®. For example, a report of the Lancet
Planetary Health Commission has called for four
critical transformations to keep the earth liveable:
reducing and reallocating consumption, changing
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our economic systems, leveraging technological
change and transforming earth-system governance®.
Across these critical transformations, we think that
the financial sector must play a larger and a more
purposeful role in using money to drive the urgent
changes our societies need. Therefore, Triodos
Bank’s mission is making money work for positive
change in society. To do so, we want to finance
change and change finance.

This white paper describes how a financial
institution can become a more effective
changemaker, by exploring how to evaluate the
transformative potential of companies. By
integrating insights from transitions theory and
focusing on both the scale and depth of systems
change, we equip financial institutions with a
framework to become more proficient in not only
adapting to change, but actively shaping the future.

Now, more than ever, financial institutions should
take the responsibility to steer on positive impact
that accelerates sustainability transitions. Impactin
the presentis no longer enough: financing impact
that improves our future is an obligation.
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1. Systems and systems change

To understand how change happens in society, it is
essential to gain a basic ability to think in
systems'". Systems are a series of interconnected
parts that work together in a network, operating
according to a set of rules that collectively generate
outcomes and impacts. The parts of the system do
not just individually respond to an event, but
instead systems react as a whole. Systems are
made of three ingredients: parts, interconnections
and a collective function2.

Donella Meadows, environmental scientist
and renowned proponent of systems
thinking, tells us: “Is there anything that is
not a system? Yes—a collection without
any interconnections or function. Sand
scattered on a road by happenstance is not,
itself, a system. (...) Some people say that
an old city neighbourhood where people
know each other and communicate
regularly is a social system, and that a new
apartment block full of strangers is not—
not until new relationships arise and a
system forms”. Systems are thus defined
by mutual and interdependent relations
between their parts.

Systems can be any size, from a petri dish to the
whole universe. However, our goal is to spark
societal-level positive changes (sustainability
transitions), so we need to consider systems on a
societal level. Societal systems are made up of
cultures, institutions and practices that arise from
the interactions between individuals, society,
technology and ecology’®. Different actors take part
in societal systems, such as companies,
governments, universities, and households, while
intangible factors like laws, values, habits and
norms also play a role in systems.

A systems thinking approach allows us to see
beyond individual components and understand the
broader patterns and dynamics that drive change.

Systems thinking provides a powerful framework for

understanding and addressing interconnected
factors. Instead of only addressing the immediate
issue, you take into account how all the parts fit
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together to form the whole. Moreover, the whole,
the system level behaves in different ways that the
individual parts. For example, tipping points —
sudden, difficult to predict, nonlinear and
irreversible changes of the state of a system only
occurs at a system level and cannot be traced back
to an individual actor. These emergent properties of
a system should be understood to change such
systems. Understanding these complex
interrelations helps to anticipate the consequences
of actions, identify leverage points for intervention,
and design more effective and sustainable solutions
for positive societal change.

Depth of systems change

Systems change can happen naturally but can also
be steered purposefully by ‘intervening in a system’.
Intervening for systems change is about changing
relations, structures, culture or practicesin a
system so that there are different outcomes and
impacts. Societal-level systems change towards an
identified objective can also be called a societal
transition. There are levels to systems change;
systems change can be deep or shallow.

To gain a better understanding of how intervening in
systems works, it is helpful to examine the
concepts developed by Donella Meadows,
particularly her idea of 'leverage points' in systems.
Leverage points are places to intervene in a system.
Meadows proposed a ranking system for leverage
points on different levels, from shallow to deep. She
referenced 12 different levels of systems change
leverage points™, but other authors have more
recently summarised these into four levels, ranked
below from shallow (parameters) to deep (intent)
leverage points for systems change’®,'®. Changing
only parameters and processes can be
characterised as surface-level systems change.
Deeper systems change is achieved by changing the
design or mindsets in a system (deep systems
change). These levels can be visualised in an
iceberg model'’:
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Parameters
Changing physical impacts
and material flows

Processes
Changing rules and processes in a
way that can be easily undone

Design
Changing structures, information flows, goals
and rules in a way that cannot be easily undone.

Mindsets

Changing norms, values and beliefs.

> React

> Anticipate

> Redesign

Figure 1 - Depths of systems change on an iceberg model

1. Parameters

Parameter changes are shallow changes that
incrementally and more directly alter the physical
impacts and material flows within a system.
Tackling the parameters in a system can be called
‘reacting’. In the iceberg model, these are also the
most visible changes (above the water level).
Changes often manifest themselves in parameters.

2. Processes

This relates to adjusting specific, narrow processes
or changing the way in which a couple of different
parts of the system interact with each other in short
and simple feedback loops. This does not tackle the
parameters directly, but rather addresses rules,
relationships or processes. However, these are also
changes that can be relatively easily undone or
reversed. Tackling the processes in a system can be
called ‘anticipating’.
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3. Design

Changing the way different parts of the system
interact with each other structurally involves
changing information flows, changing more
structural or fundamental rules and legislation,
changing business models, and comprehensively
changing the goals of the system in a way that
cannot be easily undone or reversed. Tackling the
design in a system can be called ‘redesigning’.

4, Mindsets

This involves changing the values, norms, intent,
goals, beliefs, and paradigms in which the system
operates. Tackling mindsets in a system can be
called ‘inspiring’.
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eating red meat, considering housing a human right,
acknowledging indigenous peoples as wardens of
nature.

For any problem, it can be a good exercise to come
up with potential solutions and categorise them
according to the four levels of change to understand
their relative systemic depth.

Deeper changes are more long-lasting and often
more comprehensive in tackling multiple
parameters at once. However, they are also far

Reacting

1y

Changing
a parameter
Including additives
to cow feed so that

they emit less
methane.

more difficult to realise. Moreover, the four levels of
depth interact. Each deeper level directly influences
all shallower levels, and sometimes the other way
around. For instance, the 1.5-metre society (a
parameter-related change) still influences the way
in which humans interact socially (a mindset-
related change) and is manifested in more remote
work (a more design-related change). In figure 2 we
share an example of each of the four levels applied
to the transition of reducing GHG emissions in cattle
farming.

Depth of systems change

Figure 2 — Example of depth of systems change applied to the transition of reducing GHG emissions in cattle farming
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2. Transitions and transformations

What are transitions?

Transitions are processes of change in the
structure, culture, and practices of a system in
society for a certain goal like sustainability. This
includes well-known examples such as the
energy transition and the digital transition.
Importantly, successful transitions combine both
technological and social and behavioural
changes.

In transition management theory', there are four

main transition phases incorporating new social

practices, ideas and technologies:

> Experimentation, including research and
development

> Growth

> Consolidation and scaling

> Mainstreaming established technology or
social practice (also called maturity)

Most transitions are ‘non-linear’, meaning that
they rarely follow the transition phasesin a
predictable and sequential manner. Instead,
moving between one phase to the other is often
enabled by ‘windows of opportunity’ which are
influenced by larger, external ecological or
socioeconomic trends or shocks™. Trends and
shocks that can have a significant impact include
things like digitalisation, wars and conflicts,
pandemics, trade wars and policies?, the rise of
Al, elections and volcanic eruptions. Transitions
can be accelerated when smaller actors like
startups or grassroots movements with a new or
alternative product or idea (also referred to as a
‘niche’ actors) are able to take advantage of
opportunity windows to challenge the status quo
(also referred to as ‘the regime’) and present
alternatives.

Such a change reaches a tipping point,” when
change in part of a system becomes self-
perpetuating beyond a threshold, leading to
substantial, widespread, frequently abrupt and
often irreversible impact”?'. For example, niche
remote working tools like Zoom became
mainstream during the COVID-19 pandemic and
are still widely used in the hybrid workplace?2.
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Similarly, the Russian-Ukraine war will have a
lasting effect on the structure of European energy
systems, because countries like Germany and the
Netherlands are moving away from their reliance
of Russian gas imports, boosting technologies
like heat pumps?.

What are transformations?

A transformation or a transformative change is a
specific type of transition that involves profound
changes at a deep level and/or on a large scale of
systems change. A transformation involves a
deep or widespread change in the design and
norms of a system, going beyond more surface-
level factors like parameters and processes. In
other words, a transformation is a system-wide
reorganisation in the design and intent of the
structures, culture and practices that determine
how impact is made?*.

A transformation or a transformative
change is a specific type of transition that
involves profound changes at a deep level
and/or on a large scale of systems change.

What are optimisations?

In addition to transformation, another distinct
transition type is optimisation?s. Optimisation
refers to making incremental steps to improve the
existing system, rather than substantially
changing the system. Optimisation solutions
focus on adjusting impact parameters and
processes on a relatively small scale, while
transformations involve deeper or widespread
change. Therefore, optimisations and
transformations are differentiated by depth and
scale. Both optimisations and transformations
are positive changes if they help work towards
lasting and real sustainable outcomes. Some
optimisations can be seen as building blocks for
later transformations. However, optimisations
can also lead to ‘locking in’ non-sustainable
systems, thereby preventing deeper system
changes in the long term.
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Figure 3 - The multilevel perspective (Geels & Schot, 2007)
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3. Evaluating transformative potential

Financial institutions and other organisations
should strive to better understand how they can
effectively contribute to transformations. Yet,
determining whether a transition has been a
transformation or an optimisation, can only be
done after the transition has happened. When
deciding whether to finance an initiative, and
under which conditions, a bank like Triodos Bank
should look at the transformative potential of a
client or investment, rather than the impact that
the client already has made. Transformative
potential is the potential of positively
contributing to a transformation. It describes how
a company or organisation can contribute to
bringing about deep and widespread systems
change.

Maintaining a systemic and long-term
perspective is crucial for determining whether a
certain company or initiative has transformative
potential. Only when there is a clear vision of both
the goal and the pathway for societal change
within the whole system or sector, it can be
related back to individual actors like companies
orinitiatives. Such an evaluation requires
expertise of the system or sector in which the
organization operates.

What

shallow
Product/services limited
HOW partial alignment
Com pa ny conventional
characteristics -

maintaining the status quo Comprehensive change

Depth of systems change

Scale of systems change

Mission & motivation

For instance, understanding the extent to which a
large battery can contribute to solving local grid
stability and enable more renewable energy
integration requires knowledge about energy
systems.

Transformative companies might produce a
similar product or service as a non-
transformative company, but with a different
approach. For example, the contribution of an
organic farmer to transforming the food system
will be higher if they engage in experimentation to
further increase agrobiodiversity, or if they use
their experience to be vocal about local food
policies. Transformative potential can thus
manifest itself both in whatthe company does
and howthe company does it. We have identified
six different factors that help us evaluate the
transformative potential of companies: depth,
scale, mission and motivation, experimentation,
collaboration and comprehensive change.

Experimentation

Collaboration

Figure 4 - Framework for evaluating transformative impact potential in companies and other organizations
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3.1 The What: Understanding the
company and the sector

When a lender or investor needs to determineif a
company’s product or service has transformative
potential, it is crucial to have a solid
understanding of the company’s sector and a
clear idea about how the company can transform
its sector, community or society at large. Using
our definition of transformation as a transition
that is profound in level of depth and/or scale of
systems change, we need to understand the
depth and scale of change that a company can
contribute to.

Depth of system change

To assess depth, it is important to understand
how the company’s product or service differs
from the current offerings in a sector, community,
or area. Use the iceberg model to consider
whether the organisation’s solution has the
potential to react to, anticipate, redesign, or
inspire system change. For instance, a company
moving to a more extensive form of mixed
agriculture will have a deeper impact on
decreasing GHG emissions than a company
providing methane-reducing additives to cow
feed?. Redesigning fashion systems by
decreasing the number of fashion seasons and
style cycles will address the volume of clothing
production and consumption with greater impact
on reducing the environmental footprint 27,
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Solar irrigation company SunCulture is a good
example of an organisation that effectively
demonstrates the depth of change for
transformation in energy systems. SunCulture
offers productive off-grid solar technology for
smallholder farmers. Its flagship products are
high-quality yet affordable solar irrigation
pumps that can pump water from as deep as
100 metres for crop irrigation and livestock
rearing, as well as domestic uses. The
syndicated debt facility from Hivos-Triodos
Fund will enable SunCulture to scale up,
mitigating over 20,000 tonnes of CO, annually

as farmers replace diesel pumps with solar
ones. It will also facilitate income growth and
job opportunities in rural communities. In the
iceberg model, replacing diesel pumps with
solar pumps is a design-level change.

Triodos @ Bank



Scale of system change

Scale refers to the extent to which the change
affects the different components and players in
the system, for instance across business lines,
sectors, socioeconomic and cultural groups, and
geographically. In some cases, the company can
already reach a large part of the system, enabling
them to have a widespread impact. In other
cases, scalability can be evaluated by the
potential of the organisation to reach scale later,
or by providing a solution that can be reproduced
and scaled up by others.

Giga Buffalo, the largest utility scale lithium-
ion energy storage system in the Netherlands
in 2022, is an investment from Triodos
Energy Transition Europe Fund that
exemplifies transformation through the
importance of scale and scalability in
solutions that support the transition to
renewable energy. The energy storage
system has an output power of 25 M.
Utilising the battery enhances the
effectiveness of renewable energy systems.
Giga Buffalo could reduce up to 11,500
tonnes of CO, emissions per annum. This
equates to the electricity consumption of
around 9,000 households in the Netherlands.
Demonstrating both the financial health and
impact from the investment has helped make
the case for further development of larger
battery storage systems and other battery
technology developments. Giga Rhino was
followed by other large Giga batteries, like
Giga Rhino and Giga Giraffe, and the
development of batteries Giga Lion, Giga
Camel, Giga Blue Whale, Giga Wild Boar and
Giga Leopard.
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3.2 The How: Company
characteristics

Next, we look at four characteristics that help to
identify companies with transformative
potential?®: Mission and motivation,
Experimentation, Collaboration and
Comprehensive change.

Mission and motivation

Mission-orientation or ‘directionality’ is key to
delivering transformative change?. A company
with transformative potential has a mission
statement that focuses on changing the system
and creating positive impact. Entrepreneurs will
be faced with many types of decisions that
influence their impact on a future that we cannot
fully predict. Evaluating the mission and
motivation of the entrepreneur or organisation
helps us to trust that they will take the
organisation in the right direction.

An organisation with a mission focussed on
transforming the food system is
Herenboeren, financed through the Triodos
Regenerative Money Centre. Herenboeren
Nederland supports citizens in the
development of nature-driven cooperative
Herenboerderijen. These are mixed farms of
around 20 hectares, each providing 200-270
households (about 500 people) with
vegetables, fruit, meat and eggs.
Herenboeren wants to encourage the
responsible use of agricultural land and
bring farmers and citizens closer together to
restore the connection with our food and a
healthy earth.
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Experimentation

Facilitating and participating in experimentation
is important for building niches in transitions.
This includes not only technological innovation,
but also social practices®. Experimentation by
companies is necessary for the development of
new and more sustainable niches that can
replace the status quo and help society-level
learning®'. There are a lot of ways in which
companies can engage in experimentation. For
example, we can look at whether a company is
bringing a highly innovative product to the market
in line with a societal transformation, investing in
its research and development department, or
supporting university research. An organisation
can also experiment by trying out new ways to
build relationships with customers or clients,
such as offering direct-to-consumer food
subscriptions.

A company that is transformative by
exemplifying the power of experimentation
well is The Biobased Factory, financed by
Triodos Bank Netherlands. Biobased
building materials like miscanthus, hemp
and sorghum are important emerging
sustainable alternatives to building
materials like cement, with high
environmental impacts. The Biobased
Factory develops machinery that can be
used to process the crops for different use
cases across the building, chemical and
logistics sectors. They work together with
pioneering farmers growing such crops. For
this collaboration, it is very important that
the machinery is modular and moveable,
since the processing needs to happen close
to the harvest area to limit both expenses
and carbon emissions. By making its
machinery more cost-effective through
experimentation with processing biobased
materials, the Biobased Factory will
contribute significantly to normalizing
biobased materials in housing systems.

Collaboration
Transitions and transformations can only be the
result of interactions between many actors. An

important aspect that fosters innovation, spreads

12 Changemaking: financing systems change, transitions and transformations

knowledge and scales transformative change is
collaboration. Companies that actively
participate in networks that are aimed at
transitions have greater potential for
transformation because they can share
knowledge about ideas, technologies and
practices. More collaboration among market
players both within and across sectors can give
emerging ideas more legitimacy®2. Collaboration
between companies can help to leverage
networks to influence public policy and set
industry norms. On a company level, we can
evaluate the strength and extent of collective
learning and engagement of a company with its
stakeholders, such as peers, suppliers,
consumers, governments, employees, scientists,
NGOs and local communities.

The Wyre Natural Flood Management project is
a great example of amplifying the power of
collaboration for transformation. This project
applies the use of natural flood solutions
techniques on 70 hectares of the River Wyre
catchment in Lancashire, UK. The initiative is a
pioneering partnership between The Rivers
Trust, Wyre Rivers Trust, and Triodos Bank UK.
The two trusts provide technical expertise on
flood management and biodiversity
enhancement, and Triodos Bank UK
contributes to structuring a dedicated debt
facility. The beneficiaries of the project include
local utilities, the municipality and insurance
companies, working together with local
farmers and landowners to deliver sustainable
flood management. The learnings of the
project and collaboration between many types
of stakeholders are shared in a case study by
the Green Finance Institute. Other natural
flood risk management project developers, like
those in the Ribble River catchment area, are
already finding valuable lessons from this
study.
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Comprehensive change

Solutions or innovations will not work if they are
not used to replace existing business models and
practices. In their own organisations, companies
should set targets and follow through on
transitioning the organisation as a whole. This
includes phasing out unsustainable practices
both in their own operations and in their value
chains, not justphasing in a sustainable product.
Leaving more polluting parts of businesses
untouched can risk lock-ins of unsustainable
technologies and stranded assets®:. On a
company level, comprehensive change can be
shown by effective transparency, for example on
progress towards setting targets such as
science-based targets, supply chain traceability
targets, recycling targets and diversity hiring
targets. Evidence of comprehensive change can
also be shown by how the company is investing in
the right parts of the organisation by mobilising
sufficient resources.
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Signify is a global provider of light products
and services and exemplifies the
comprehensive change principle well. At the
forefront of the transition from traditional
lighting to more energy efficient LED lighting
across the world, Signify plays an important
reducing energy consumption on a large scale.
Apart from working on the phase-in of a more
sustainable lighting alternative, Signify is also
phasing out less sustainable aspects of their
operations in a holistic manner. In 2020,
manufacturing waste to landfill decreased to
zero and the use of renewable electricity in
operations increased to 100%. Signify is
committed to 90% greenhouse gas reduction
by 2040 with a transparent climate transition
plan covering Scope 1, 2 and 3. They are
continuously working on increasing the gender
balance across leadership teams. Signify also
pushes an alternative business model ‘Light as
a Service’, aiming to make 32% of its revenue
to come from circular products and services by
2025'.
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4. Spearheading transformative change at Triodos Bank

Banks and investors have the potential to be
powerful changemakers. Financial institutions
control the flow of capital, influence corporate
strategies, and shape both the economic and
social landscape. Lending and investing involve
decisions based on projections of future success,
which essentially allows financial institutions to
decide what will thrive and what will not. Most
financial decisions today are focused on short-
term gains, with risk-return profiles as the
primary guide. While assessing risks and returns
is essential, it alone is not enough to steer
financing towards a sustainable future. A
forward-looking approach can drive innovation
and social progress. By not merely maintaining
the status quo but actively shaping the future,
financial institutions can become crucial agents
of change. Their actions not only respond to
current conditions but also help create the future,
making them vital contributors to transformative
systems change both within their sectors and
beyond.
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For this to occur, financial institutions must
recognize the real-world impact of their lending
and investment decisions. They need to adopt a
long-term perspective and understand the critical
transitions that must take place to foster
sustainable progress.

As Triodos Bank, we are a part of a range of
systems. We are part of the banking system in
five European countries, but also the larger
European financial system. We are part of
systems in the real economy, like the energy
system through financing renewable energy and
storage projects, or as a mortgage provider in
housing systems. Since systems are complex
webs of interactions between a range of different
stakeholders, Triodos Bank cannot create
transitions by itself. Instead, individuals and
companies like Triodos Bank can contribute to
transitions across their spheres of influence34.
Triodos Bank focuses on contributing to
transitions in five themes: Energy, Food,
Resources, Wellbeing and Societal.

2.Resources

f?eso From a wasteful extract-use-
‘Il-oe dispose (linear) paradigm to

& an economy where resources

(” prudently
%

@(_b Q’)@} are truly valued and used

Circular economy
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Fossil fuel- free o energy production
economy ;‘g’ to renewable energy
@-3‘] generation and energy
Qo' efficiency

Thriving
communities

Societal transitio®

4. Society
From a society that incentivises
competition and divisiveness to
one that is rooted in solidarity
and collaboration

Figure b - Triodos Bank's five interlinked transition themes
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Articles of association Triodos Bank: Triodos Bank believes in the transformative power of money. Through
our activities as a financial institution, we make money work for positive change and promote the
conscious use of money. By doing so, we aim to contribute to social renewal based on the principle that
every human being can develop themselves in freedom, that they each have equal rights, and all bear
responsibility for the consequences of their actions on other people and the earth.

We always need to work together with other
stakeholders, and we aim to do this through
financing change, changing finance and
strengthening networks.

Financing change

Triodos Bank can contribute to accelerating

transitions in multiple ways. For example, we can

do this by financing companies who contribute to

transitions and transformations. Triodos Bank

group consists of multiple entities that provide

organisations with different types of finance,

investments, loans, donations and other money-

related instruments.

> Triodos Bank operates in five countries:
Netherlands, Belgium, Germany, Spain and
the United Kingdom, lending money to
organisations working to bring about positive
change.

> Triodos Investment Management manages 20
funds with a range of risk-return profiles.
Impact private debt and equity funds invest in
Europe and emerging markets through a
range of financial instruments. Impact
equities and bonds funds invest globally in
listed equities and bonds.

> Triodos Regenerative Money Centre lends,

invests and donates money with an innovative

and impact-first approach.

We can link these different financing activities to
different phases of transitions: experimentation,
growth, consolidation, and mainstreaming.
Financial institutions can make deliberate
choices in financing companies contributing to
these different parts of a transition. For example,
financing innovative early-stage niche players
that bring new technologies and social concepts
to transitions, including NGOs, researchers and
companies is an important part of this
contribution.
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As shown in section 3, the transformative
potential framework helps to identify
transformative aspects of clients and investees.
Using different financial instruments, Triodos
Bank puts different qualities of money to work, in
order to help companies accelerating transitions
during different phases.

An important aspect of financing change is
setting the right example, for instance by
financing entrepreneurs that would otherwise not
receive finance. For example, Triodos Bank
financed the installation of one of the first Dutch
electric wind turbine. Designing pioneering
financial products is another way to set the right
example, like when Triodos Bank launched a
mortgage whereby the interest rate is linked to
the choice of materials for the home. Setting the
right example is also important in the phase-out
of parts of the system that need to be
delegitimised?®, such as in the exclusionary
criteria in our minimum standards®.

Triodos @ Bank
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Figure 6 — Triodos Bank qualities of money for each transition phase

Changing finance

Next, we can and will continue to influence
stakeholders to contribute to transitions through
our thought leadership. For instance, Triodos
Bank uses engagement tools to turn clients and
investees into changemakers or help them make
steps in the right direction. Triodos Bank also
lobbies policymakers and influences industry
standard setters to tip the balance towards more
mission-oriented policy®” and favourable
conditions for transitions. We also influence
peers in the financial sector to create an
environment that is conducive to accelerating
transitions. We participate in various networks
that represent the systems we are a part of, such
as the Dutch Banking Alliance, the Sustainable
Finance Lab, the Global Alliance for Banking on
Values, and the Finance Impact Hub of the Club of
Rome. Lastly, Triodos Bank can influence the
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behaviour of retail clients and the larger
community through sharing information and
campaign on sustainability transitions.

Strengthening and facilitating networks
Networks play a key role in accelerating
transitions. As well as financing change and
changing finance, a third key role for Triodos
Bank in transitions is facilitating networks of
frontrunners in client, investee and co-worker
communities. We can champion this as a way of
spreading best practices in each of our transition
themes. Triodos Bank plays a crucial role in
connecting companies in the real economy. As
such, it is essential for the bank to foster
impactful networks. We bring leading
entrepreneurs together to co-create, as we did
recently for local energy community projects,
post-growth businesses, the arts and culture
sector, the bio-based building sector and organic
farmers.

Triodos @ Bank



Does Triodos Bank engage in transition finance?

Transition finance is an emerging term in sustainable finance. This term is increasingly used in
regulatory frameworks of the European Union, such as the EU Taxonomy. We understand the
emerging definition of 'transition finance' to be financing companies shifting from polluting to
cleaner operations, with a primary focus on mitigating climate change and reducing carbon
emissions.

We believe the term ‘transition finance’ risks diverting investments from truly sustainable
solutions and is currently too narrowly focused on climate impacts. At Triodos Bank, we focus
on companies that actively contribute to society-level transitions, not companies in transition
from harmful to green. We aim to accelerate sustainability transitions that ensure individual
and collective wellbeing while maintaining the health of our planet. We prioritise societal
contributions over individual business model transitions, considering both social and
environmental factors. Triodos Bank aims to enable positive change in five integrated transition
themes: Food, Energy, Resources, Wellbeing and Societal.

While we expect companies to transition unsustainable components towards sustainability,
they must meet our exclusionary criteria. We aim to finance or otherwise enable the
sustainability transitions of companies that already meet these minimum standards, for
instance through engagement with our As One to Zero climate action plan. If not, we expect
them to meet our minimum standards with a plan for their company transition. For example, our
organic conversion loan supports farmers transitioning from conventional to organic agriculture
within approximately two years.
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5. Towards a financial sector that fosters transformations

Financial institutions must play a pivotal role in
tackling urgent global issues such as climate
change, biodiversity loss and inequality. We need
to assess the transformative potential of
financing activities to create a greater impact
beyond traditional impact and ESG investments®8,
We have shown in this paper that there is a
possibility to make a next step; to contribute
more, deeper and better to a societal
transformation. We also understand, also from
our practice, that it is not always easy. A society
where it is still allowed to finance nature
destruction, to finance pollution and underpaid
workers is a society where it is easier to make
profits in preserving the status quo in the short
term.

Of course, this is also a call upon policy makers
and society: if we would, for instance have
government policies aiming at phasing out fossil
fuels, taxing pollution and subsidising and scaling
up sustainable practices, a transformation would
be easier®. But we don’t live in a world where that
happens fast enough“’. Therefore, we need action
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from private actors. We urge fellow financial
institutions to adopt the same systems thinking
approach. The transformative potential
framework outlined in this white paper offers a
practical starting point to evaluate the
transformative potential of clients and investees.
At Triodos Bank, we will continue to learn and
develop our approach to transformative change
by building on this framework.

By using a transformative approach, financial
institutions can position their portfolios more
effectively to create transformative change,
contributing with loans and investments to
significant, large-scale changes rather than
merely incremental adjustments. This is not
because itis easy. Itis because it is necessary.
Now is the time for leadership across the
financial sector. Together, we can build a more
transformative and impactful future—one where
our financial decisions contribute to the systemic
change needed to create a sustainable and
equitable world.

Triodos @ Bank
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