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1. Origins and process of elaboration 
While there is now a wide consensus around established methodologies for the measurement of Green House 
Gas (GHG) emissions against the targets (Nationally Determined Contributions or “NDCs”) that countries have 
committed to, economic actors are faced with difficulties when trying to identify “true” green projects, assets, 
and companies. The lack of universally recognised definitions and methodologies for classifying economic 
activities and their impact on the environment is a major hindrance for companies, investors, asset managers, 
and banks wishing to make their portfolios more environmentally friendly. This can lead to disputes over the 
integrity of green capital allocation which has been dubbed “green washing”.  

To date the most convincing attempts at an international classification have come from the capital markets in 
the context of issuing so called “green bonds” or “climate bonds”. The International Capital Market 
Association (ICMA) and the Climate Bonds Initiative (CBI) have developed the Green Bond Principles and the 
Climate Bonds Standard, which have become in many ways benchmarks for determining what was green and 
what was not. Several countries have also published classifications and catalogues, which became known as 
“taxonomies”, after the science of naming, describing, and classifying living organisms. 

The European Commission established in December 2016 a High-Level Expert Group (HLEG) on Sustainable 
Finance, which recommended in its January 2018 report (among other things) to ‘establish and maintain a 
common sustainability Taxonomy at the EU level’: 

If Europe is to mobilise capital at scale for sustainable development, it needs a technically 
robust classification system to establish market clarity on what is ‘sustainable’. This system 
would cover a wide range of activities, investments and assets that can be clearly linked to 

the Paris Agreement and the Sustainable Development Goals (SDGs).  

Such a ‘sustainability Taxonomy’ would identify under which conditions or criteria any given 
investment or financial product will contribute to the EU’s sustainability objectives. The 

Taxonomy would enable market growth by re-orienting capital flows towards assets that 
contribute to sustainable development; by creating much needed comparability across 

standards, labels, products and jurisdictions; and by enabling market participants to invest 
in sustainability with greater confidence and ease.1  

The subsequent EU Action Plan on Financing Sustainable Growth (March 2018) followed up by calling for the 
development of a taxonomy intended to provide firms and investors with a common framework for identifying 
to what degree economic activities can be considered to be environmentally sustainable.  

A Technical Expert Group (TEG) was formed to make recommendations relating to the overarching design of 
the EU taxonomy (“the Taxonomy”), as well as extensive implementation guidance on how companies and 
financial institutions can use and disclose against it. The TEG published its final report in March 20202. 

 

1 Extract from the Final Report by the High-Level Expert Group on Sustainable Finance (January 2018). 
2 Taxonomy: Final report of the Technical Expert Group on Sustainable Finance, March 2020. 
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The Taxonomy Regulation (TR) issued in June 20203 created the legal basis for the Taxonomy. The TR sets out 
the framework and environmental objectives for the Taxonomy, as well as new legal obligations for financial 
market participants, large companies, the EU and Member States. The TR empowers the Commission to 
adopt “delegated and implementing acts” which contain practical implementation guidelines like, for 
instance, detailed qualitative and quantitative criteria for an activity to demonstrate contribution to climate 
change mitigation, adaptation, and other environmental benefits. The first draft Delegated Act was released 
in November 2020. It contained two annexes spelling out the detailed eligibility criteria for climate change 
mitigation and adaptation. The publication was followed by a public consultation which ended in December 
20204.   

The European Commission has approved in principle the final Delegated Act on 21 April 2021. Its formal 
adoption took place on 4 June 2021 when all the language versions were made available. It will enter into force 
at the end of the scrutiny period of co-legislators (four months that can be extended by another two months), 
upon publication in the Official Journal and it will apply from 1 January 2022. 

As the EU taxonomy is being constantly developed and expanded to cover the eligibility criteria for other areas 
of sustainability than just climate change, other delegated acts will be produced by the European Commission. 
Interested parties and stakeholders will need to keep watch of this ongoing legislative process. 

An IT tool on the EU taxonomy for sustainable activities will be published on the official website Europa 
shortly. It will make the contents of the taxonomy easy to access for a variety of users. 

 

3 Regulation (EU) 2020/852 (Taxonomy) on the establishment of a framework to facilitate sustainable 
investment. It entered into force on 12 July 2020. 
4 At the close of the consultation period on 18 December 2020, 46,591 comments had been received.  
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2. Taxonomy principles 
The Taxonomy is understood as a tool for financing the transition to a more sustainable economy. It must 
incentivise capital to flow towards improvements in environmental performance and resilience of all sectors of 
the economy, which do not directly undermine ancillary environmental goals. Applying the Taxonomy will be 
mandatory for any entity willing to label a product or activity as “environmentally sustainable as per EU 
legislation”.  

The Taxonomy aims to define what is environmentally sustainable in general and does not limit itself to 
addressing climate change. It defines six environmental objectives: 

1. Climate change mitigation 
2. Climate change adaptation 
3. Sustainable and protection of water and marine resources 
4. Transition to a circular economy 
5. Pollution prevention and control 
6. Protection and restoration of biodiversity and ecosystems  

The first two objectives (‘climate change mitigation’ and ‘climate change adaptation’) have been the focus of 
the Taxonomy and the draft Delegated Act so far, although the other four objectives will be covered as a 
matter of course. 

The Taxonomy applies to economic activities5, as opposed to “investible entities” (for instance companies). 
This allows businesses or organisations having a diverse portfolio to specify the proportion of their activities 
that substantially contribute to environmental objectives.  

To be compliant (‘Taxonomy-aligned’ or ‘Taxonomy eligible’) and declared sustainable, economic activities 
need to meet three tests: 

1. substantially contribute to at least one of the six environmental objectives above; 
2. do no significant harm (DNSH) to any one of the other environmental objectives; and 
3. comply with minimum safeguards, essentially of a social and governance nature.6  

 

5 Economic activities follow the NACE statistical classification used in the EU. In its report the TEG provided a 
mapping to additional classification systems.  
6 Meaning the standards embedded in the OECD Guidelines on Multinational Enterprises, the UN Guiding 
Principles on Business and Human Rights and the ILO Core Labour Conventions. 
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Source: Final Report of the Technical Expert Group on Sustainable Finance (March 2020) 

The ‘substantial contribution’ test means that, in practice, many economic activities are not considered by the 
Taxonomy because their impact on the environment is minimal. For climate change mitigation for instance, 
sectors responsible for 93.5% of direct GHG emissions in the EU were prioritised7. The inclusion or omission of 
certain economic activities may not be final as the Taxonomy is being developed8. 

EXAMPLES OF TSC FOR CLIMATE CHANGE MITIGATION: The Taxonomy provides a list of 88 economic 
activities deemed substantial for climate change mitigation and 95 for climate change adaptation respectively. 
These economic activities belong essentially to the manufacturing, energy, water management, transport and 
construction sectors. Because they do not ‘substantially contribute’ most services such as tourism, hospitality, 
asset management or banking activities for instance are not listed. The list of activities was subject to intense 
negotiations between the Commission and the member states. For instance, agriculture and electricity 
generation from natural gas were part of the initial November 2020 draft but have finally been left out. The 
Commission adopted a two-step approach, dealing with less controversial technologies like renewables as 
part of a first batch of implementing rules, while leaving gas and nuclear for a later decision by the European 
Parliament and EU member states. 

The test 3) above shows the comprehensive nature of the Taxonomy, where economic activities need not 
meet just environmental criteria but ESG standards as well. It is in this way that the Taxonomy can be called a 
standard for sustainability in its wider sense. 

 

7 This figure is quoted from the TEG final report (March 2020). The list of eligible activities has since evolved. 
8 For example, the health, media, aviation and nuclear industries are not classified at the moment. 
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For each environmental objective, the Taxonomy Regulation recognises two distinct types of substantial 
contribution that can be considered Taxonomy-aligned:  

 Economic activities that make a substantial contribution based on their own performance: For example, 
an economic activity being performed in a way that is environmentally sustainable, like renewable energy 
or zero-carbon transport.  

 Enabling activities (or ‘greening-by’ activities) that, by provision of their products or services, enable a 
substantial contribution to be made in other activities. For example, an economic activity that 
manufactures a component that improves the environmental performance of another activity but does not 
lead to a “lock-in”9 of a carbon intensive activity. Wind turbine manufacturing and energy storage fall into 
this category. 

 

Source: Final Report of the Technical Expert Group on Sustainable Finance (March 2020) 

Within each economic activity, the environmental performance needs to be measured and benchmarked to 
assess whether it contributes to the environmental objectives. For that purpose, the Taxonomy sets 
performance metrics and thresholds (referred to as ‘Technical Screening Criteria’ or TSC). The Delegated Act 
spells out the TSC in great detail for each economic activity, providing clear and unambiguous guidance.   

It should be noted that the Taxonomy does not provide a “green rating”: Economic activities either pass the 
threshold and are declared Taxonomy-compliant or they don’t. No hierarchy is established between activities 
based on their level of contribution. 

The Delegated Act also includes criteria for DNSH for each of the other environmental objectives, so that it is 
possible to determine whether each activity is Taxonomy aligned or not.  

 

9 The term “lock-in” refers to the tendency for certain capital-intensive technologies to persist over time, 
owing to a combination of linked technical, economic and institutional factors. 
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3. Designing and updating the Technical 
Screening Criteria 

The first TSC for activities which substantially contribute to climate change mitigation and climate change 
adaptation (environmental objectives 1 and 2 of the Taxonomy) were proposed by the TEG in their March 
2020 report. They were guided by the following principles: 

• apply as threshold for climate change mitigation objectives a performance that allows net-zero 
emissions by 2050 and a 50–55% reduction by 2030 against 1990 levels, consistent with the 
commitments under the EU Green Deal;  

• measure the positive environmental impact on the basis of life-cycle considerations;10  

• maintain technological neutrality;11 

• use existing EU methodologies and classifications where possible; and  

• base the criteria on scientific practices12. 

The TEG designed detailed criteria, quantitative and/or qualitative, providing precise guidance as to what 
makes an economic activity Taxonomy-aligned. The TSC are specific to each environmental objective and 
each economic activity.  

EXAMPLES OF TSC FOR CLIMATE CHANGE MITIGATION: (i) the manufacture of energy efficiency 
equipment for buildings is an enabling activity. A window manufacturer will be declared Taxonomy compliant 
if its products meet a U-value (measure of thermal transmittance) lower or equal to 1.0 W/m2K (ii) the 
construction of a water treatment plant is compliant if the net average energy consumption is lower than 0.5 
kWh per cubic meter produced water supply (iii) the manufacture of rechargeable batteries is an enabling 
activity which is compliant by its own merit with no metrics defined (iv) Rail transport is Taxonomy compliant 
if the trains have zero direct CO2 emissions (v) electricity generation using photovoltaic technologies is 
compliant by its own merit and no metrics are defined (vi) afforestation is compliant subject to an 
afforestation plan of a duration of at least 5 years and a climate benefit analysis demonstrates that the net 
balance of GHG emissions and removals over a period of 30 years is lower than a baseline. 

 

10 Some technologies or investments see their performance deteriorate in time. The impact is measured not 
just at the time of investment but over the entire life of the activity. 
11 The selected criteria must not discriminate amongst technologies, provided they have the same impact on 
environmental objectives. 
12 For instance, the thresholds chosen for climate change mitigation activities are generally based on levels of 
CO2 equivalent emissions and benchmarked against the EU Emissions Trading System. 
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The guidance also includes DNSH criteria, covering all environmental objectives, which makes for a long list of 
conditions and metrics.13 The Delegated Act also provides generic (not activity specific) DNSH criteria for a 
number of environmental objectives and a classification of climate-related hazards.  

The European Commission incorporated these in the draft Delegated Act published in November 2020 with 
some modifications14. Following the public consultation which took place in November - December, and 
intense negotiations between the Commission and member states, the Delegated Act of April 2021 contained 
the final TSC for climate change mitigation and climate change adaptation, which were officially adopted and 
should enter into force in 2021.  

The TSC are meant to be expanded and updated regularly in recognition of the fast-changing nature of both 
science and technology, and continuing negotiations among member states. Also, the TSC for the other four 
environmental objectives not linked to climate change need to be drafted.  

The TEG was always intended as a temporary body laying the foundations of the Taxonomy. It was succeeded 
by a new permanent structure established under Article 20 of the Taxonomy Regulation: The Platform on 
Sustainable Finance, which became operational in December 2020. It is composed of a wide range of experts: 

 50 members selected for their qualification; 

 7 members of public entities directly appointed through Article 20 of the Taxonomy Regulation - European 
Environment Agency, the European Investment Bank, the European Investment Fund, the three European 
(financial) Supervisory Agencies,15 the European Agency for Fundamental Rights; and 

 10 invited observers from international and European organisations. 

The Platform is supported by working groups of experts and will continue elaborating and refining the TSC 
going forward. The 50 selected members of the Platform have a mandate limited to two years. After the two 
years, the Commission will have the possibility to extend their mandate or to appoint new members. 

One of the key responsibilities of the Platform is to elaborate the second set of TSC, which cover economic 
activities substantially contributing to the other four environmental objectives not directly related to climate 
change. They should be developed and adopted by the end of 2021 for an application by the end of 2022. 

 

13 The Annex 1 of the Delegated Act containing TSC for climate change mitigation, is 195 pages long. The 
Annex 2 covering climate change adaptation is 293 pages long. 
14 Some of these modifications have proved controversial. During the consultation period, on 7th December 
2020, a group of 123 scientists from 27 countries have issued an open letter expressing their concerns at the 
proposal that energy generation could be classed as sustainable if its emissions meet a fixed limit of CO2 per 
kWh when the TEG had proposed a reduction in five-year increments, eventually to zero. 
15 The EBA, the ESMA and the EIOPA. 
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4. The Taxonomy in practice: to whom 
does it apply? 

The Taxonomy is designed for three groups of users: 

 Financial markets participants16 i.e., those offering financial products in the EU. They must incorporate 
disclosures with reference to the Taxonomy.  The disclosure requirements vary depending on product 
categories 

 Large companies subject to disclosure requirements under the Non-Financial Reporting Directive (NFRD) 

 EU governments and regulators when setting standards for eco-labels, green financial products or green 
bonds 

 

 

 

 

 

 

Source: Final Report of the Technical Expert Group on Sustainable Finance (March 2020) 

It should be noted that the Taxonomy focuses on financial markets, as the largest providers of funds to the 
economy, and emphasizes disclosures which will make it easier for investors to decide where to allocate their 
funds. 

The disclosure obligation in the Taxonomy lies with the providers of the financial products (issuers and sellers 
of securities and financial products). They will be obliged to comply with the regulation when they want to 
market a financial product as “environmentally sustainable as per EU legislation”. Their duty would be to 
provide an explanation of their strategy for ensuring the environmental sustainability of their investments. 
However, they are not obliged to invest in Taxonomy-eligible activities.  

 

16 The list is precisely defined by other EU regulations, and includes for instance an insurance undertaking 
which makes available an insurance-based investment product (IBIP); an alternative investment fund manager 
(AIFM); an investment firm which provides portfolio management; an institution for occupational retirement 
provision (IORP) or a provider of a pension product; a manager of a qualifying venture capital fund; a manager 
of a qualifying social entrepreneurship fund or a UCITS management company. 

Financial market participants offering 
financial products in the EU, including 
occupational pension providers;  

1. Large companies who are already 
required to provide a non-financial 
statement under the Non-Financial 
Reporting Directive; and 

2. The EU and Member States, when 
setting public measures, standards or 
labels for green financial products or 
green (corporate) bonds.  

3. 
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Two other prominent applications of the Taxonomy will be: 

 The EU Green Bond Standard17,  

 The Ecolabel for financial products18. 

The Taxonomy is therefore becoming a major reference within the EU. 

The practical case of banks 

Banks are not included in the ‘financial market participants’ definition. There would be no obligation to use the 
Taxonomy unless portfolio management services are provided. However, banks may choose to adopt the 
Taxonomy framework on a voluntary basis if they see benefits to harmonisation and standardisation. In 
practice, banks will find it difficult to report on the sustainable character of their loan portfolios until 
borrowers, especially SMEs, adopt the same Taxonomy disclosure principles. To properly assess the 
sustainable content of the activities underlying their loans, bank customers should provide the required 
information (activities classifications, criteria, metrics, and thresholds), while banks would need to enhance 
their operational systems and procedures to collect and manage these information flows.  

The potential voluntary adoption of the Taxonomy by banks could enlarge the perimeter of the Taxonomy 
with relevant effects in terms of:  

 Larger amount of capital channelled to sustainable activities through bank loans  

 More effective and faster ability to meet sustainability targets  

 Increased transparency of the financial market with lower greenwashing risk  

 Improved ability for banks to meet the sustainable preferences of their customers and other stakeholders  

In particular, the role of the banks could be very relevant to support and meet the financing needs of mid-sized 
corporations and small and medium-sized enterprises (SMEs) which have more difficulties accessing capital 
markets to finance their sustainable investments when compared to large corporations and listed companies.  

There are even more potential roles for large international banking groups which usually act across different 
financial sectors with several products and services: commercial banking (bank loans), investment banking 
(equity, bonds, and project financing), wealth management (asset management, pension funds, etc.) and 
financial services (advisory and payments). Considering the different activities performed by the banks and the 
underlying varied financial products, it is evident that there could be a large positive impact from the voluntary 
adoption of the Taxonomy by the banking sector.  

 

17 The final report on the EU Green Bond Standard was published by the TEG in June 2019. 
18 The Ecolabel is being developed by the Joint Research Committee of the EC. EU Ecolabels have been used 
since 1992. However, this would be the first time that there is an attempt to apply the Ecolabel to financial 
products. 
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The challenge posed by the application of the EU taxonomy to the banking sector has led to an original 
experiment. From January to August 2020, 26 banks tested the EU taxonomy on more than 40 live or recently 
closed transactions and existing client relationships, across a large spectrum of Nomenclature of Economic 
Activities (NACE) macro sectors and economic activities.19 The testing exercise featured a diverse and 
balanced range of banking products, client corporate structures and geographical locations.  

Banks generally viewed the EU taxonomy as a positive initiative to strengthen sustainable finance by bringing 
consistency and transparency to the industry.  However, they identified a number of challenges. The 
application of the Taxonomy to retail loans, trade finance transactions and general-purpose facilities was 
particularly testing for banks, which nonetheless managed to develop early-stage methodologies to address 
these specific challenges. The availability and quality of data and information proved to be the most difficult 
challenge in evaluating DNSH criteria. Finally, banks anticipated operational complexities in assessing and 
classifying multisector clients, managing increasing documentation requirements and upgrading IT processes.  

The report20 made practical recommendations to apply the EU taxonomy to core banking products:  

1. As far as possible, define the use of proceeds of the loan or credit facility. 

2. When use of proceeds is not specified, classify exposure on the basis of clients’ business activities. 

3. Decide into which Taxonomy category the transaction, activity or company falls - Mitigation, 
Adaptation, Enabling, Transitioning, etc.  

4. Require clients to disclose the necessary information to meet TSC and minimum social safeguards. 

5. TSC for substantial contribution should be strictly met based on evidence. 

6. Subject to a materiality judgement, DNSH and social safeguards assessments may rely on assumed 
compliance of clients and assets with relevant legislation. They may also rely on certification schemes 
and labels and require timing flexibility. Indeed, it may be challenging to conclude assessments 
before transactions are finalised. 

 

19 Testing the application of the EU taxonomy to core banking products: High level recommendations (EBF- 
UNEP FI January 2021) 
20 Source: Ditto 
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5. The Taxonomy in practice: How to 
implement it? 

Companies and issuers of securities will need to go through a five-step process in order to apply the 
Taxonomy: 

1. Identify the activities conducted by the company or issuer or those covered by the financial product 
(e.g., projects, use of proceeds) that could be eligible.  

2. For each potentially eligible activity, verify that its performance meets the relevant TSC, e.g., 
electricity generation <100g CO2/kWh.  

3. Verify that the DNSH criteria are being met by the issuer. Investors using the Taxonomy would most 
likely use a due diligence-like process for reviewing the performance of underlying investees or would 
rely on the legal disclosures from those investees.  

4. Conduct due diligence to avoid any violation to the social minimum safeguards stipulated in Article 13 
of the Taxonomy Regulation.  

5. Calculate alignment of investments with the Taxonomy and prepare disclosures at the investment 
product level.  

Large companies may have multiple economic activities and funds may have more than one asset in their 
portfolio. To report on Taxonomy alignment: 

 Companies will add together the turnover of economic activities which are Taxonomy-aligned, which will 
allow them to report a consolidated percentage of compliance at group/company level.  

 Funds will determine the overall percentage of Taxonomy alignment by the portfolio asset value invested 
in Taxonomy-eligible activities. That percentage could be calculated as the weighted sum of the 
percentage of revenues generated by Taxonomy-eligible activities per company in the fund, in the case of 
equities or corporate bonds.  

The TEG Final Report offers several concrete examples to illustrate the concepts and methodology used by the 
Taxonomy. In the example below, this energy producing company has a 50% Taxonomy-compliant turnover. 

 

Source: Final Report of the Technical Expert Group on Sustainable Finance (March 2020) 
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Turnover gives a clear but static picture of where a company or fund currently is relative to the Taxonomy. 
Further, recognising that partial steps towards meeting TSC should also be encouraged, expenditure or 
investments as part of a plan to achieve an activity threshold are recognised as eligible under the Taxonomy 
and will be reported. This will give investors a very good sense of a company’s direction of travel, particularly 
as regards the “transitional activities” (see next section). In this way companies which are not yet aligned with 
the EU objectives can make investors and stakeholders aware of their efforts in that direction. It helps 
investors assess the credibility of a company’s strategy and transition plans, so that they can decide whether 
they agree with their strategic approach. For loans or project financing, the percentage will be determined by 
the expenditures made in those activities. 

As well as precise TSC for economic activities, the Delegated Act also provides guidance for the ‘do no 
significant harm’ or DNSH criteria.  

NOTE: While it is often possible to measure the impact of an economic activity following the TSC, the DNSH 
criteria may require due diligence21. For example, when assessing an equity or debt investment in a wind farm, 
investors can classify the entire investment as contributing to climate mitigation because it does not create 
any CO2 emissions. Investors should still, however, perform a DNSH analysis to consider the underwater noise 
in the construction phase, the percentage of recyclable materials used in the turbine and the impact on other 
ecosystems such as bird flight and habitat, and visual impact.  

The social dimension of economic activities (compliance with minimum safeguards, see footnote 6) will be 
assessed through due diligence carried out in accordance with the OECD Due Diligence Guidelines for 
Responsible Business Conduct22. 

NOTE: For enabling activities, the Taxonomy applies differently to the user of the technology concerned and 
the manufacturer or implementer of that technology. The former activity may not meet the TSC as a whole, 
and therefore cannot count its turnover as Taxonomy-aligned but could count the Capex in the enabling 
technology. The enabling technology manufacturer can count its turnover as Taxonomy-aligned if all criteria 
are met. For example, the installation of a highly efficient boiler may not bring a building in line with the 
Taxonomy renovation criteria. In this case, though the building manager could consider the boiler expenditure 
to be Taxonomy-eligible, the building itself would not be a Taxonomy-eligible asset. The company producing 
or installing the boiler could consider revenues associated with this economic activity Taxonomy-eligible

 

21 The TEG Technical Report (June 2019) asserts that “for around 70% of DNSH criteria, compliance with the 
Taxonomy can be demonstrated through compliance with EU environmental legislation.”  
22 The OECD Due Diligence Guidance for Responsible Business Conduct provides practical support to 
enterprises on the implementation of the OECD Guidelines for Multinational Enterprises by providing plain 
language explanations of its due diligence recommendations and associated provisions. 
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It is important to note that the Taxonomy Regulation does not establish a standard or label, and hence there 
are no minimum thresholds for the share of sustainable activities at company or at portfolio-level under the 
proposed Taxonomy Regulation. The future voluntary Ecolabel for financial products, currently under 
development by the EC, is expected to establish thresholds at holding and/or portfolio level. 

Finally, the Taxonomy does not explicitly require any formal verification of Taxonomy-related disclosures. The 
disclosures must be part of the non-financial statement under NFRD, which itself does not require verification. 
However, it is considered good practice to seek external assurance as recommended in the TCFD framework. 
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6. What about “transitional activities”? 
Economic activities that today have no technologically and economically feasible low carbon alternative are 
called “transitional activities”23.  For them there is a need to establish transition pathways and adapt the TSC. 
The thresholds are set at a level that will only be achievable by the best performers of each sector, in most 
cases based on GHG emissions per unit of output produced.  Such activities will be deemed to make a 
substantial contribution if: 

 their environmental performance is among the best-in-class24; 

 they do not prevent the development of low-carbon alternatives; and 

 they do not create a lock-in of carbon-intensive assets.  

The TSC are expected to become ever more stringent in future, allowing these transitional activities to 
progressively decarbonise. Reporting on eligible Capex will be a good indicator of the efforts made in this 
direction. 

NOTE: For example, GHG emissions from the soda ash production processes should be lower than 0.789 
tCO2e per tonne of product, reflecting the average value of the 10% most efficient installations in 2016 and 
2017. Energy generation from gaseous or liquid fossil fuels was originally considered a transitional activity 
when it met stringent criteria. Following negotiations with stakeholders, the Delegated Act excluded them, 
although this decision may be subject to change. Power generation activities that use solid fossil fuels (coal, 
lignite) are not considered environmentally sustainable economic activities and therefore are definitely 
excluded from the Taxonomy. 

The transitional activities are sometimes disregarded as sustainable investments given the complexity of 
assessing their greenness.  They may nevertheless make a substantial contribution to mitigation objectives by 
constantly improving their GHG emission performance although they are not low carbon today. By developing 
screening criteria and thresholds for these activities, the Taxonomy will provide a wider investment universe 
than is currently available under traditional green investment criteria.  

 

23 For example, this includes the manufacturing of steel, aluminium, soda ash, anhydrous ammonia, nitric acid, 
chlorine, plastics, organic basic chemicals or cement. 
24 Following the EU Emissions Trading System, this is generally the average GHG emissions of the best 
performing 10% of the installations manufacturing that product in the EU and EEA-EFTA states. 
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7. The challenge ahead 
To assess whether an economic activity is carried out in compliance with the Taxonomy, three types of 
information are needed:  

1. Revenue or turnover breakdown by Taxonomy-related activities, or expenditure allocation to each 
Taxonomy-related activity.  

2. Performance against the TSC, or environmental management data where this is an acceptable proxy 
for compliance with the TSC including the DNSH criteria.  

3. Management data on social issues including labour rights policies, management systems, audits, and 
reporting.  

The main challenge the Taxonomy faces is that very few companies break out information on green revenues 
in line with any recognised framework. Companies within the same industry often label activities differently 
and categorisation is at the discretion of the companies.  

While the Taxonomy would not impose regulations on companies to change reporting practices, a clear 
structure for what investors need gives companies guidance on how to report revenue information. In 
addition, large, listed companies reporting in accordance with the Non-Financial Reporting Directive (NFRD) 
must disclose their development, performance, position, and impact related to the environment (including 
climate change). Using the Taxonomy as a tool for clarifying the reporting company’s performance and impact 
would not only strengthen reporting and compliance with the NFRD but also offer improved comparability. A 
European Commission proposal for a Corporate Sustainability Reporting Directive (CSRD) would amend the 
existing reporting requirements of the NFRD. 
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8. The special case of climate change 
adaptation 

The Taxonomy reporting will apply to the six environmental objectives listed previously. Climate change 
mitigation can follow a quantitative approach where an economic activity can be assessed for alignment with 
net-zero emissions by 2050 (as well as meeting the other criteria).  

With climate change adaptation it is often not so clear what makes an activity fully resilient to climate change. 
Also, the context-specific nature of adaptation means that it is not possible to produce a stand-alone and 
exhaustive list of activities that could be viewed as contributing to adaptation under all circumstances. 
Adaptation responds to physical risks that are mostly location and context specific. Therefore, the Taxonomy 
approach is based on qualitative screening to identify activities that contribute to adaptation. Qualitative 
screening criteria allow for a structured process-based approach to determine if an economic activity 
contributes to adaptation.  

NOTE: To declare an economic activity Taxonomy-eligible under climate change adaptation, the Delegated 
Act in its Annex II poses three basic conditions i.e. (i) The economic activity has implemented physical and 
non-physical solutions (‘adaptation solutions’) that substantially reduce the most important physical climate 
risks that are material to that activity. (ii) The physical climate risks that are material to the activity have been 
identified from those listed in Appendix A to the Annex II of the Delegated Act by performing a robust climate 
risk and vulnerability assessment (iii) The climate projections and assessment of impacts are based on best 
practice and available guidance. 

The Delegated Act25 lists four climate-related hazards, which are temperature-, wind-, water-, and solid-mass 
related. It proposes a generic approach based on: 

 the identification of the physical climate risks that are material to the activity by performing climate risk 
and vulnerability assessment and modelling under a range of climate scenario projections 

 the implementation of physical and non-physical solutions that reduce the most important physical 
climate risks that are material to each economic activity. Only Capex will be counted as Taxonomy-aligned, 
not turnover. 

The calculation methodology for Taxonomy-aligned turnover, capex and opex, if relevant, varies depending 
on the financial vehicle (equity or debt) and the purpose of the investment regarding the environmental 
objective being pursued. In so-called ‘adapted activities’, only costs incurred can be counted (capex and if 
relevant, opex) at this stage of Taxonomy development, and only when as part of a plan developed in response 
to a risk assessment. Turnover generated from the activity cannot be counted. 

To be Taxonomy-compliant, economic activities categorized under climate change adaptation have also to 
meet the DNSH and social criteria. The Delegated Act proposes generic guidance in this respect. 

In conclusion, the TEG has recognized that the definition of environmental performance for climate change 
adaptation remains work-in-progress and that the criteria are likely to evolve and be refined by the Platform 
for Sustainable Finance. 

 

25 Annex II to the Commission Delegated Regulation dated 4.6.2021 
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9. Deadlines for disclosure 
The TR entered into force on 12 July 2020 and the Delegated Act has just been adopted (June 2021). Their 
implementation will take place in stages. Financial market participants will be required to complete their first 
set of disclosures against the Taxonomy, covering activities that substantially contribute to climate change 
mitigation and adaptation, by the 31st of December 2021. Companies will be required to disclose in the course 
of 2022. This timeline presents challenges to implementation, as corporate disclosures may not be available 
for financial market participants to use in their 2021 disclosures.  

An expanded set of disclosures covering activities that substantially contribute to all six environmental 
objectives will be required by the end of 2022. 

The publication of the Delegated Act was accompanied by the adoption of a Commission Communication on 
‘EU taxonomy, corporate sustainability reporting, sustainability preferences and fiduciary duties: Directing 
finance towards the European Green Deal’ that aimed at delivering key messages on how the sustainable 
finance toolbox facilitates access to finance for the transition. This Communication builds on the transition 
finance report adopted by the Platform on Sustainable Finance in March 2021. 

In July 2021, the Commission adopted another delegated act specifying the information companies subject to 
the non-financial reporting directive (NFRD) will have to disclose on how, and to what extent, their activities 
align with those considered environmentally sustainable in the EU taxonomy, building on the technical advice 
submitted by the European Supervisory Authorities on 1 March 2021. This delegated act provides guidance 
regarding the implementation of the Article 8 of the Taxonomy Regulation, which aims to increase 
transparency in non-financial statements. 

Given the rapid evolution of regulation, European companies are advised to keep regularly updated as to what 
the requirements for disclosures are. They have an advantage over their peers in other jurisdictions in that 
there is a single European framework across the continent, precisely defined and compulsory, creating a level 
playing field. 
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10. Overview of other taxonomies  
The EU taxonomy applies to activities located in the EU. Financial institutions such as asset managers hold 
global investment portfolios, notably with holdings in the US and Japan, but also Switzerland and offshore 
financial centres. For these global institutions, it may be useful to have a taxonomy of sustainable finance that 
may cover holdings in various jurisdictions beyond the EU26. There is an emerging dialogue initiated by the EC 
on an international approach to sustainable finance definitions. Other countries have also started to follow the 
EU TEG model. The UK has established the Green Finance Taskforce. Canada has set up the Expert Panel on 
Sustainable Finance. Australia has established the Australia Sustainable Finance Initiative.  

Many classifications of sustainable activities have appeared, often linked to the issuance of bonds, such as the 
Climate Bonds Standard (CBI), the Green Bond Principles (ICMA), and the ASEAN Green Bonds Standards. 
Most guidelines simply list sectors and industries deemed to be environmentally friendly.  None is as 
comprehensive as the EU taxonomy.  Below are discussed a few examples. 

International Capital Markets Association (ICMA) 

ICMA enacted the first version of the Green Bond Principles (GBP) in 2014, with the latest version issued in 
2018. The GBP are voluntary principles designed to provide clarity and consistency to the green bond market. 
They are followed by those issuers who choose to do so and to make reference to them. There is no 
mandatory verification or certification process.  

The GBP list four core requirements: 

1. Use of Proceeds; 
2. Process for Project Evaluation and Selection; 
3. Management of Proceeds; and  
4. Reporting. 

The GBP do not provide a definition of “green” but explicitly recognise five environmental objectives: climate 
change mitigation, climate change adaptation, natural resource conservation, biodiversity conservation, and 
pollution prevention and control. In addition, the GBP provide a high-level green project mapping but do not 
promote any particular taxonomy or environmental standard. Most green assets financed with green bonds 
have been in renewable energy, real estate, green transport or sustainable water management.  

 

26 The Taxonomy criteria are likely to be relevant for all countries (EU members or not) pursuing net-zero 
emissions by 2050. For countries with net-zero emissions objectives in the years well after 2050 (developing 
countries mainly), principles for harmonisation of taxonomies on an international basis are provided. 
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Climate Bonds Initiative (CBI) 

The Climate Bonds Standard and Certification Scheme is maintained by the CBI, an international not-for-profit 
organisation founded in 2010. The four core requirements of the CBI are the same as those of the Green Bond 
Principles. 

Projects and assets seeking the CBI certification follow a two-step screening process. 

First, they need to fall into one or more of the investment areas included in the Climate Bonds Taxonomy. 
Second, they shall meet specific Sector Eligibility Criteria, a subset of the Taxonomy. Some of the Sector 
Eligibility Criteria include the ongoing demonstration of eligibility via metrics or performance indicators over 
time, while other Sector Eligibility Criteria simply refer to the inherent characteristic of the assets. Compliance 
is checked by approved independent verifiers and final certification is delivered by the Climate Bonds 
Standard Board. 

The Climate Bonds Taxonomy and Sector Eligibility Criteria are elaborated by Technical and Industry Working 
Groups, convened and managed by the Climate Bonds Initiative. First released in 2013, they are regularly 
updated based on the latest climate science and emergence of new technologies. Those are available for 
projects and assets in wind energy, solar energy, geothermal energy, marine renewable energy, bioenergy, 
low carbon buildings, low carbon transport, water infrastructure, forests, land conservation and waste 
management. Further Eligibility Criteria are being prepared covering shipping, hydro power, power grids, 
agriculture, energy efficient devices, and industrial assets. 

Although consistent with, and making references to, the GBP, the CBS is different in that: 

 The CBS is a climate change standard. To be eligible, projects and assets have to be consistent with the 2 
degrees Celsius warming limit established in the Paris Agreement.  

 It covers all debt instruments, where bonds and loans are covered by the GBP and the Green Loan 
Principles respectively. 

 The CBS contains a much more detailed taxonomy than the GBP. 

 Its approach is very detailed and prescriptive, as opposed to the GBP which are, as their name suggests, 
guiding principles.  

 It delivers a certification through a rigorous verification process, where the GBP recommend but do not 
stipulate verification by independent third parties mandatory. 

China 

China has issued separate regulations for green loans and green bonds. On green loans, China follows a light 
touch approach by which banks are required to report every six months on the loan balance of credits 
identified as green and report the impacts of these credits on energy savings and emissions reductions (as well 
as water savings). Green is defined by reference to a number of sectors such as clean energy or pollution 
prevention. 

What is usually referred to as the “Chinese taxonomy” is the regulation concerning green bonds, formally 
called “Green Bond Endorsed Project Catalogue” and released as early as 2015. The six categories of eligible 
green bonds are energy savings, pollution prevention and control, resource conservation and recycling, clean 
transportation, clean energy and ecological prevention, and climate change adaptation. Various metrics and 
thresholds apply, following domestic environmental regulation, but they are not expressed in terms of 
meeting the objectives of the Paris Agreement, and climate change mitigation or adaptation are not 
emphasized. The relationship between environmental objectives (DNSH as in the case of the EU taxonomy) is 
not specified. Fossil fuels are not excluded so a project improving the energy efficiency or reducing emissions 
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of a coal-fired power plant is theoretically eligible. The taxonomy applies to green bonds issued by financial 
institutions as well as domestic listed and non-listed corporates. On the international market, Chinese banks 
issue green bonds following the CBI standard. 

The basic principles adopted by the Project Catalogue include taking China’s realities into consideration, 
supporting projects with marked environmental benefits, being simple and clear, continuously adjusted, and 
maintaining compatibility with international practices.  

Japan 

The Ministry of Environment of Japan has Green Bond Guidelines, which are consistent with the widely 
recognised ICMA Green Bond Principles. Under the Japanese Green Bond Guidelines, the proceeds of the 
bond must be allocated to green projects that have clear environmental improvement effects. Issuers should 
evaluate and disclose these effects, and quantify them to the maximum extent possible. Metrics are provided 
in a number of sectors. 

France 

The French Ministry of Ecological Transition has established a green label for investment funds, called TEEC 
(Transition Énergétique et Écologique pour le Climat). The label is based on the Climate Bonds Initiative (CBI) 
taxonomy for green bonds. It categorises entities according to their percentage of turnover in green activities 
(in line with CBI definitions), with three tiers: Tier I are entities with at least 50% of CBI-compliant turnover, 
Tier II between 10% and 50%, and Tier III entities have less than 10% of CBI-compliant turnover. 

To receive the TEEC label, the investment funds’ Net Asset Value (NAV) should exceed certain thresholds 
differentiated for each type of fund: 

 fixed income funds (>83.5% of the NAV should consist of “green bonds”) 

 private equity funds (>75% of the NAV of the fund invested in Tier I assets) 

 listed equity funds (>20% of the NAV invested in Tier I assets and less than 25% in Tier III assets) 

The funds must also meet other criteria such as ESG compliance and reporting on environmental impact. 

France also issues green sovereign bonds. More than 50% of proceeds need to relate to current or future years’ 
expenditures; other allocations can relate to past years’ expenditures. Expenditure should relate to one of the 
seven following green sectors: building, transport, energy (including smart grids), living resources, adaptation, 
pollution control and eco-efficiency. Nuclear energy, armament and all expenditure dedicated to fossil fuels 
are excluded. The four environmental objectives addressed are climate change mitigation, adaptation, 
biodiversity and pollution. 

UK 

On 9 November 2020, the Chancellor Rishi Sunak set out plans to bolster the dynamism, openness and 
competitiveness of the financial services sector in the UK. Recognising that financial services are a critical 
enabler in the drive for net zero, the Chancellor outlined new proposals to support sustainable financial flows 
and extend the UK’s global leadership in green finance ahead of hosting COP26. One of them is 
the implementation of a green taxonomy, presented as a common framework for determining which activities 
can be defined as environmentally sustainable.  
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11. Specificities of the EU taxonomy 
One key difference between the EU taxonomy and other systems is that the Taxonomy is a law, which has 
been elaborated within the complex European legislative process and was the subject of intense negotiations 
between the European Commission and the 27 member states. The EU taxonomy is remarkable by its 
ambition and goes further in the definition of “sustainable” than any other classification system existing 
today: 

 The Taxonomy addresses multiple environmental goals, and not just climate change. 

 It integrates ESG and DNSH principles and constitutes therefore a true benchmark for sustainability and 
not just for green. 

 It is a mandatory scheme in the sense that financial market participants will be obliged to comply with the 
Taxonomy Regulation when they want to market a financial product as “environmentally sustainable as 
per EU legislation”.  

 It focuses on economic activities instead of sectors or sub-sectors, allowing the breakdown of a company 
into its components; This makes possible corporations or funds with diverse portfolios to report on a 
percentage of compliance, when other taxonomies can only onboard entire companies or projects. 

 It is very granular in its listing of eligible economic activities. 

 It offers precise and detailed Technical Screening Criteria for an activity to qualify as sustainable. 

 It differentiates between a static view of compliance expressed by eligible turnover and a dynamic one 
represented by investment or Capex. 

 The Taxonomy includes not just low-carbon economic activities, but also transitional ones, widening the 
scope of investible companies and projects. 

 It includes enabling activities. 

 The definition of criteria for climate change adaptation represents a significant progress when other 
taxonomies focus on the more quantifiable climate change mitigation.  

For the first time companies and financial market participants will be able to measure their environmental 
performance by reference to a common, detailed standard and set of eligibility criteria. The fact that 
economic actors will be guided by a detailed methodology is likely to reduce the room for interpretation, bring 
clarity and reduce the risk of green washing. 

The trade-off for the Taxonomy’s comprehensiveness is its complexity. The difficulties in implementation are 
likely to be high, and with them the costs. Data gaps will exist for a long time before environmental reporting 
becomes embedded in economic actors’ information systems. 

An important element to note is that the Taxonomy is still work-in-progress. The inclusion of activities and the 
elaboration of TSC continues through the Platform on sustainable finance and negotiations with member 
states. 
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12. Conclusion 
The EU taxonomy represents the most comprehensive attempt to date at classifying economic activities 
according to their environmental impact. While other taxonomies exist, none is as ambitious as this one. First, 
it covers more than climate change and reaches to all aspects of environmental sustainability. It proposes a 
concrete methodology and detailed criteria to determine whether an economic activity is green or not. For the 
first time large companies and funds will be able to report their level of environmental compliance in a 
synthetic and comparable way. The Taxonomy will be enacted as a regulation and for this reason financial 
services and large businesses active in the EU will be concerned and should take notice.  

The EU taxonomy is work-in-progress. The detailed Technical Screening Criteria are still being elaborated. The 
first implementation of the Taxonomy Regulation by the end of 2021 will be the acid test as to its efficacy and 
practicality. It will surely bring to the fore many issues which have not yet been identified. One implementing 
challenge for the users will be the complexity of the Taxonomy Regulation itself. It is almost certain that the 
TR and its set of Technical Screening Criteria will evolve as the EC and users develop their experience. Also, it 
should be fully appreciated that not all criteria can be based on empirical science, and that they necessarily 
include judgemental and political choices27. The number of comments that the publication of the draft 
Delegated Act has attracted is a testimony to the interest, but also the potential controversies, that the 
Taxonomy raises. 

The role that the EU taxonomy will play in sustainable finance is potentially large, with wide ranging 
implications for investors and issuers. In future, finance and investments that are marketed as environmentally 
sustainable will need to be explained in terms of the Taxonomy criteria. Disclosures in this area will help the 
market determine whether the environmental performance of an underlying economic activity is making a 
substantial contribution to climate change mitigation objectives, and in turn it will help in channeling funds to 
those activities. Moreover, the EU taxonomy, in going further and deeper than all the previous classification 
systems, is forcing a reflection about what is “green” and how it can be practically evidenced.  Because of its 
comprehensive nature and ambition, the EU taxonomy is an important milestone that may have a deep and 
lasting influence on sustainable finance in the EU and beyond. 

 

27 The recent controversy about the European Commission proposal to include nuclear power and natural gas 
in the list of Taxonomy-eligible investments is another prominent example of how divisive those issues are. 
The European Commission has started in January 2022 consultations with the Member States Expert Group on 
Sustainable Finance and the Platform on Sustainable Finance on a draft text of a Taxonomy Complementary 
Delegated Act covering these energies. 

 


