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Joint meeting of the Committee on Economicand Monetary Affairs (ECON) and of the
Committee on Environment, Public Health and Food Safety (ENVI)
Scrutiny Session of 17 May 2021

This briefing has been prepared to support the parliamentary scrutiny of the Delegated Act (DA) on
climate change mitigation and climatechange adaptationas foreseen by Regulation (EU) No 2020/852 on
the establishment of a framework to facilitate sustainable investment (Taxonomy Regulation)'. In
accordance with the empowerments set out in Articles 10 and 11 of the Taxonomy Regulation, the
Commission shalladopta delegated act establishingscreeningcriteria to determine the conditionsunder
which an economic activity qualifies as contributing substantially to climate change adaptation or
mitigation and whether it does not cause significant harm to one ormore of the environmental objectives
listed under Article 9.

The EU’s Taxonomy Regulation creates a classification system for environmentally sustainable economic
activities (‘green list’). This system will provide a common toolbox for market participants toassess whether
investment projects have a substantial positive impact on the climate or the environment.

The approved Delegated Act contains technical screening criteria (TSC) for economic activities that can
make a substantial contribution to climate change mitigation or adaptation while avoiding significant
harm to other environmental objectives.

The Taxonomy Climate Delegated Act will continue to evolve over time. More activities can be added to its
scope by means of amendments in order to reflect technological progress and the screening criteria will
be subject to regular review. A complementary Delegated Act willbe adopted laterin 2021 on agriculture
and certain energy sectorsnotyet included in the Delegated Act approvedin principle by the Commission
on 21 April 2021.

' Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a framework
to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Text with EEA relevance).
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https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R0852&from=EN

Background: The Taxonomy Regulation, entered into force in July 2020, is a classification system,
establishing a list of environmentally sustainable economic activities. It mentions the following six
environmental objectives*:

—_

climate change mitigation;

)
2) climate change adaptation;
3) thesustainable use and protectionofwaterand marineresources;
4) thetransitiontoacirculareconomy;
5) pollution preventionand control;
6) theprotectionandrestorationofbiodiversity and ecosystems;

and sets out the four following overarching conditions?®to establish the degree to which an investmentis
environmentally sustainable. An economicactivity qualifies as environmentally sustainable if it:

e substantially contributes(SC) to one or more of the above mentionedenvironmental objectives;
e does notsignificantly harm (DNSH) any of the environmental objectives;

e s carried outin compliance with the minimum safeguardsin Article 18;

e complies with technical screening criteria established by the Commission.

The Taxonomy Regulation empowers* the European Commission to adopt delegated acts that define
technical screening criteria for each of the six environmental objectives to specify how competent
authorities and market participants shall comply with the obligations (Articles 10(3), 11(3), 12(2), 13(2),
14(2) or 15(2)).

The Regulation is part of the Commission’s Action Plan on ‘Financing Sustainable Growth’ of March 2018,
launching a strategy for sustainable finance with the aim of redirecting capital flows to help generate
sustainable and inclusive growth. It provides uniform criteria for companies and investors to determine
which economic activities can be considered ‘green’. This includes the aim to increase transparency and
consistency in the classification of such activities and limit the risk of greenwashing and market
fragmentation.

The development of EU taxonomy relies on extensive and continuous input from experts from various
fields. Since 2020, the Platform on sustainable finance® advises the Commission on developing the EU’s
taxonomy and brings togetherexpertise on sustainability from the public sector, industry, academia, civil
society and the financial industry. The Platform is the successor of the Technical Expert Group (TEG) on
Sustainable Finance established in 2018 to provide the Commission with assistance in developing
legislative proposals. The TEG delivered its final report containing recommendations on the EU Taxonomy
and implementation guidance. Further scientific support came from the Commission’s Joint Research
Centre (JRQ).

To keep up with research, the EU Taxonomy framework will be regularly updated. It is intended as a
transparent science-based instrument developed to help companies and investors make sustainable
investment decisions.

Z Article 9.

® Article 3.

* See overview of empowerments in Table 1 at the end of the paper.
% Article 20.


https://ec.europa.eu/info/publications/sustainable-finance-renewed-strategy_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/overview-sustainable-finance/platform-sustainable-finance_it
https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en
https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en
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ITEMS FOR DISCUSSION:

1. Draft Commission Delegated Regulation (EU) .../... of xxx supplementing Regulation
(EU) 2020/852 of the European Parliament and of the Council by establishing the
technical screening criteria for determining the conditions under which an economic
activity qualifies as contributing substantially to climate change mitigation or climate
change adaptation and for determining whether that economic activity causes no
significant harm to any ofthe other environmental objectives

2. ANNEX | to the Commission Delegated Regulation (EU) .../... supplementing Regulation
(EU) 2020/852 of the European Parliament and of the Council by establishing the
technical screening criteria for determining the conditions under which an economic
activity qualifies as contributing substantially to climate change mitigation or climate
change adaptation and for determining whether that economic activity causes no
significant harm to any ofthe other environmental objectives

3. ANNEX Il to the Commission Delegated Regulation (EU).../... supplementing Regulation
(EV) 2020/852 of the European Parliament and of the Council by establishing the
technical screening criteria for determining the conditions under which an economic
activity qualifies as contributing substantially to climate change mitigation or climate
change adaptation and for determining whether that economic activity causes no
significant harm to any of the other environmental objectives

Background: Article 10(3) and Article 11(3) of the Taxonomy Regulation require the Commission to
establish technical screeningcriteria® to determine the conditions underwhich certain economic activities
qualify as contributing substantially to climate change mitigation and adaptation, the first two
environmental objectives.

Upon the publication of the inception impact assessment in March 2020, the Commission received
reactions from 409 respondents. During the consultation process ahead of the approval of the Delegated
Act, the TEG publishedits final reporton EU Taxonomy,on which a draft Delegated Act was built. Based on
the examination of the feedback on the draft text in November 2020, the text was recalibrated and
modified.

6 The technical screening criteria for determining whether an economic activity contributes substantially to climate change
mitigation or climate change adaptation should ensure that the economic activity has a positive impact on the climate objective
or reduces negative impact on the climate objective. The technical screening criteria for ‘do no significant harm’ should ensure
that the economic activity has no significant negative environmental impact. Consequently, those technical screening criteria
should specify the minimum requirements that the economic activity should meet in order to qualify as environmentally
sustainable. These technical screening criteria should build, where relevant, on existing Union legislation, best practices, standards
and methodologies, as well as on well-established standards, practicesand methodologies developed by internationally reputed
public entities.Where there are no viable alternatives for a specific policy area, the technical screening criteria should also build
on well-established standards developed by internationally reputed private bodies.
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https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12302-Climate-change-mitigation-and-adaptation-taxonomy#ISC_WORKFLOW
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-teg-final-report-taxonomy_en.pdf

Scope: This Delegated Regulation specifies the first set of technical screening criteria under which certain
economic activities qualify as contributing substantially to climate change mitigation and climate
change adaptation and for determining whether those economicactivities cause significant harm to any
of the other relevant environmental objectives. The actitselfis short with only three Articles. The detailed
criteria are set out in the two accompanying Annexes. Article 1 relates to technical screening criteria on
climate change mitigation and refers to Annex |, while Article 2 relates to technical screening criteria on
climate change adaptation andis linked to AnnexIlI.

An economic activity pursuing climate change mitigation should contribute substantially to the
stabilisation of greenhousegas emissions by avoiding or reducing themor by enhancing greenhouse gas
removals. An economic activity aiming to contribute to climate change adaptation should substantially
reduce or prevent the adverseimpact of the present of future climate, or the risks of such adverse impact
on the activity itself, or on people, nature or assets. The current criteria cover the economic activities of
roughly 40% of EU-domiciled listed companies in sectors, which are responsible for almost 80% of direct
greenhouse gasemissions in Europe.

e Thecriteria for forestry is built on a proportionate and flexible process. Forest owners must provide a
forest management plan, undergo a climate benefit analysis to calculate carbonstock and sink levels,
and perform an audit forthe compliance with all technical screening criteriaevery 10 years. Compared
to the previous draft text of the Act, changes were introduced to reduce complexity and burdens
notably for smaller forest holdings. The criteria will be reviewed based on upcoming legislation
(including the revision of the Renewable Energy Directive), in accordance with the biodiversity and
climate neutrality ambitions of the Union.

¢ Energy activities are subjecttoa cross-cutting 100g CO2e/kWh lifecycle emissions threshold, except
where evidence clearly shows relevant technologies are well below this level. Bioenergy is no longer
labelled as a transitional activity and will undergo a revision based on the upcoming Commission’s
policies. The criteria for hydropower have beenrevised compared to the previousdraft text to better
align them with the Water FrameworkDirective.

e The scope of some manufacturing activities has been broadened to promote the development of
hydrogen markets. The criteria for hydrogen reflect the multiple low-carbon applications and go
beyond the recommendations of the TEG. For the manufacture of iron, steel and aluminium,
adjustments were introduced to better recognise different manufacturing processes and delineate
distinct activities.

e The criteria for waste water systems were strengthened compared to the TEG recommendations to
ensure betteralignment with the ambition level required by the Taxonomy Regulation. The calculation
methodologyfor watersupply recasts the Drinking Water Directive.

e The scope of transport infrastructure is broader for climate change adaptation than for mitigation.
Based on the wide range and diversity of the feedback, changes were mostly technical: electrified rail
and zero tailpipe emission transportis no longer labelled “transitional”, the criteria for DNSH to
biodiversity for maritime transport activities are improved, and the criteria for interurban coaches were
adjusted to reflectits role in modal shift.

e Tointroduce more flexibility and consistency across Member States, the acquisition and ownership
of buildings can either provide an EPC class A certificate or be within the top 15% in terms of energy
performance on a national or regional scale. The feedback concerning the level of ambition on
construction andbuildings was rather mixed.

e Research, development and innovation (R&D&I) on technologies and other solutions dedicated to
climate changeis included as an enabling activity that can contribute to helping economic operators
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meet taxonomy criteria.For ICT, the scope for digital solutionsthatcan deliver emission reductionsin
other sectors hasbeen broadened.

State of play and procedure: On 21 April 2021, the College of Commissioners has come to a political
agreement and approved the final text of the Climate Delegated Act. Once the text will be translated into
all official languages (approximately by the end of May), the DA will be officially adopted by the
Commission and submitted to the co-legislatorsfor scrutiny.

Under Article 290 TFEU, the Parliament may object to the delegated act, but cannot amend it. In
accordance with Art 8(4) and 23(6) of the Taxonomy Regulation, the deadlinefor the EuropeanParliament
and the Council to object is four months from the date of notification with the possibility to be extended
by two months at the initiative of the European Parliament or of the Council. Given that the delegated
act has not yet been adopted and submitted to the co-legislators, the scrutiny period has not started.
Following the adoption, should no objection be made, the delegated act is planned to apply from
1 January 2022.

The Taxonomy Climate Delegated Act is intended as a living document that will evolve over time. The
technical screening criteria will be subject to regular review to reflect technological progress. This ensures
that new sectors andactivities,including transitional and enabling activities, can be addedto the scopeby
means of amendments. In this vein,a complementary Delegated Actwillbe adopted later in 2021 and deal
with agriculture and certain energysectors thatare currentlynotincluded.

e Asareactionto opposing views, the Commission is exploring the inclusion of natural gas and related
technologies as a transitional activity to facilitate the transfer from coal and oil to renewable energy
sources.

e In light of the ongoing negotiations on the Common Agricultural Policy (CAP), the inclusion of
agriculture has been delayed to provide greater coherence across the differentEU instruments.

e For the time being, nuclear energy it is not covered by the Delegated Act, which reflects a delicate
compromise on the inclusion of this activity.” As a first step, the JRC drafted a technical report on the
‘do no significant harm'aspectsof nuclear energy. This report is currently being reviewed by two sets
ofindependent expert groups®. The two assessment reports, alongwith the JRC report, willinform the
Commission'sdecision.

In addition, a second delegated act for the remaining four objectives shall be adopted by 31 December
2021, with a view to ensuringits application from 1 January 2023, in accordance to Articles 12to 15.

" This isalso recognised in recital 27:Regulation (EU) 2020/852 recognises the importance of ‘climate-neutral energy’ and requires
the Commission to assess the potential contribution and feasibility of all relevant existing technologies. For nuclear energy, that
assessment isstill ongoing and, as soon as the dedicated process is complete, the Commission will follow up based on its results
in the context of this Regulation.

8 The Group of Experts on radiation protection and waste management under Article 31 of the Euratom Treaty and the Scientific
Committee on Health, Environmental and Emerging Risks on environmental impacts.
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Transparency of

Specification of content and presentation of the information to be
disclosed, including the methodology to be used in order to

To be developed
(See EBA Technical Advice,

restoration of
biodiversity and
ecosystems,
Art.15(2)

biodiversity and ecosystems and if it causes significant harm to
one or more of the relevant environmental objectives.

undertakings innon- | comply with the Article. 01.06.2021 | ESMA Technical Advice and
financial statements, EIOPA Technical Advice to
Art. 8(4) Ccom)
Approved Delegate Act,
Establishment of technical screening criteriafor determining the Annex | on Climate change
Substantial conditions under which a specific economic activity qualifies as mitigation,
contribution to contributing substantially to climate change mitigation and if it 30.12.2020 | Draft Delegated Regulation
climate change causes significant harm to one or more of the relevant (See also the Platform on
mitigation, Art. 10(3) | environmental objectives. Sustainable Finance
Consultation Response)
Approved Delegated Act,
Substantial Establishment of technical screening criteriafor determining the Annex Il on climate change
— conditions under which a specific economic activity qualifies as adaptation,
contribution to L - . . . :
climate change contrlbt{tlng'substantlally to climate change adaptation and ifit 30.12.2020 Draft Delegated Regulation
adaptation, Art. causes significant harm to one or more of the relevant (See ;f\Iso the I:-’Iatform on
113) environmental objectives. Sustainable Finance
Consultation Response)
Substantial Establishment of technical screening criteriafor determining the
contribution to the conditions under which a specific economic activity qualifies as
sustainable use and contributing substantially to sustainable use and protection of 31.12.2021
) . s L To be developed
protection of water water and marine resources and if it causes significant harm to
and marine one or more of the relevant environmental objectives.
resources, Art.12(2)
Substantial Establishment of technical screening criteriafor determining the
contribution to the conditions under which a specific economic activity qualifies as
transitionto a contributing substantially to the transition to a circular economy | 31.122021 | To be developed
circular economy, and if it causes significant harm to one or more of the relevant
Art.13(2) environmental objectives.
Substantial Establishment of technical screening criteriafor determining the
contribution to conditions under which a specific economic activity qualifiesas
pollution prevention | contributing substantially to pollution prevention and control 31.12.2021 To be developed
and control, and if it causes significant harm to one or more of the relevant
Art.14(2) environmental objectives.
Substantial Establishment of technical screening criteriafor determining the
contribution to the conditions under which a specific economic activity qualifies as
protection and contributing substantially to the protection and restoration of 31.12.2021

To be developed
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https://ec.europa.eu/finance/docs/level-2-measures/taxonomy-regulation-delegated-act-2021-2800_en.pdf
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https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=PI_COM:Ares(2020)6979284
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/201218-eu-platform-on-sustainable-finance-opinion-taxonomy-delegated-act_en.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/201218-eu-platform-on-sustainable-finance-opinion-taxonomy-delegated-act_en.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/201218-eu-platform-on-sustainable-finance-opinion-taxonomy-delegated-act_en.pdf
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ECON Secretariat
econ-secretariat@ep.europa.eu

ECON Committee webpage
http://europarl.europa.eu/econ

ENVI Secretariat
envi-secretariat@ep.europa.eu

ENVI Committee webpage
http://europarl.europa.eu/envi

All ECON Scrutiny papers can be found on the ECON Policies pages

Disclaimer: The content of this document is the sole responsibility of the author and any opinions expressed therein do not
necessarily represent the official position of the European Parliament. It is addressed to Members and staff of the EP for their
parliamentary work. Reproduction and translation for non-commercial purposes are authorised, provided the source is
acknowledged and the European Parliament is given prior notice and sent a copy.
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