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The foundations of the EU sustainable
filnance framework

1. EU TAXONOMY

A common classification of Ecnnomi;\

activities substantially contributing

to environmental objectives, using
kscience-based criteria.

J
* Taxonomy Regulation: adopted
on 18 June 2020
2. DISCLOSURES 3. TOOLS
~
: : : 3 oad toolbox f r companies, market
Comprehensive disclosure regime for both non- = i i
. : e : “-.-IT. ipants and financial intermediaries
financial and financial institutions to provide U i
; ; : . = develop :L!:ta||‘|ahle nvestment
investors with the information necessary to ,
. : : Jolutlc while preventing green
make sustainable investment choices. aching :
\_ 2 J
= Sustainable Finance Disclosure Regulation (SFDR) = EU Climate Benchmarks Regulation applies
applies since March 2021 since April 2020

= Corporate Sustainibility Reporting Directive (CSRD) » Standard for European green bonds (EuGB),
proposed by the Commission in April 2021 proposed by the Commission
» Sustainability preferences: adopted by the

Commission in April 2021
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The EU Taxonomy — defining sustainable
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A classification system A measuring tool A transition tool
Provides clarity on what is an environmentally Measures the degree of sustainability of an Helps investors and companies to plan and
sustainable activity and under which circumstances. investment and the degree of green activities report on the transition. It sets the objectives
of companies and the direction of fravel for different
economic activities.

Ultimately, it helps raise the needed investments to build a net zero, resilient and

environmentally sustainable economy.
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The Taxonomy is ...

X ) 7

Set out In Evidence & science- Dynamic
EU law based
- Criteria need regular
- Taxonomy Regulation - Clearly spelled-out update o
- Delegated Regulation rationales for any choice - The sets of activities
(prioritization of activities, _ cc_)vered for each
setting of criteria...) objective need to become
- Robust conceptual more comprehensive over
framework and time

methodology
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Transition of what?

Economy Company

Financial portfolio Economic activities

Q Y,
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6 environmental interlinked objectives

CLIMATE CHANGE OTHER OBJECTIVES

Adaptation

Mitigation Transition to a circular economy

Sustainable use and protection of
water and marine resources

Protection and restoration of
First Technical Screening Criteria biodiversity & ecosystems

in the Climate Delegated Act (April Technical Screening Criteria
2021) under development
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Basic conditions

Activities are green if they...

Substantially Do no significant
contribute harm

To at least one of the six + To any of the other five Minimum
environmental objectives as environmental objectives as social safeguards

Comply with

defined in the proposed defined in the proposed

regulation regulation

Slutpli7 L P et Elr [l UN Guiding Principles and OECD Guidelines
Technical Screening Criteria
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The Taxonomy technical screening criteria
are dynamic

tco,

or other
quantifiable
environmental
Objective

.. % non-
recycled
resource input

This graphic represents
a high impact sector/

activity with transition ! here on
to net zero by 2050. i i

2020 2030 2040 2050
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Types of activities

Activities not included are not necessary harmful activities

Activities that in and of
themselves contribute
substantially

to one of the six environmental
objectives

Enabling activities that enable other
activities to make a substantial
contribution to one or more of the
objectives where that activity:

» does not lead to a lock-in in
assets undermining long-term
environmental objectives,
considering the economic lifetime of
those assets;

Transitional activities where there
are no technologically and
economically feasible low-carbon

alternatives, but that support the . h bstantial iti
transition to a climate-neutral as a substantial positive :
* environmental impact on the basis
economy of lifecycle considerations.

European
Commission
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Types of activities

Activities not included are not necessary harmful activities

Activities that in and of
themselves contribute
substantially

to one of the six environmental
objectives

Enabling activities that enable other
activities to make a substantial
contribution to one or more of the
objectives

Power generation activities from
solid fossil fuels explicitly
excluded

Transitional activities where there
are no technologically and
economically feasible low-carbon
alternatives, but that support the
transition to a climate-neutral

economy*

European
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An example of criteria

Production of electricity from geothermal energy

_ Climate change mitigation Shortened from Climate DA

SUBSTANTIAL Life cycle emissions lower than 100gC0O2e/kWh (illustrative example only)
CONTRIBUTION

Italics: EU regulatory requirements

Climate change Water and Circular economy Pollution Biodiversity and
adaptation marine prevention and | ecosystems
resources control

DO NO Performing a - Water use and n/a Adequate abatement - Environmental impact
SIGNIEICANT robust climate risk protection systems in place to assessment carried out

and vulnerability management reduce emission and mitigation measures
HARM assessment plans levels in order not to implemented
CRITERIA - EU water hamper the - Appropriate

An adaptation legislation achievement of air assessment in/near

plan for the requirements quality limit values biodiversity-sensitive

implementation of set out in EU areas

solutions and legislation

integrating the

adaptation

solutions



IVities

Progressive development of act

The EU taxonomy — what could it look like?

‘—————————————————

NACE framework

Technical Screening Criteria

Do no

Technical Screening Criteria

Technical Screening Criteria

Progressive development of activities per environmental (and potentially social) objectives

I o T e ———— . — — — — — —>

Substantial L Substantial DNs Substantial DNs
DI FURIIELGL Contribution S'gr?;';ant Contribution H Contribution H
| Activity 1 | Activity 1 Activity 1|
g | Activity 2 | Activity 2 Activity 2
E [ Actvitys | Activity 3 Activity 3
| Activity X |
| Activity 1 | Do No Criteria per Criteria per
o | Activity 2 | Criteria per significant Activity: 09 73 Activity: B 05
I Activity: Harm Thresholds, signf. Thresholds, signf.
ﬁ | Activity 3 || Thresholds, Evaluation/ Principles, Harm Principles, Harm
Principles, Hotspot Metrics Metrics
|| Activity X | Metrics Analysis
][ Activityr |
I Activiy2 |
8
Q [
& | Activity 3 |
| Activity X | [ Activity X_| Activity X_|
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Wide emissions and economic coverage

First set of activities in Climate DA

Electricity generation

Solar, wind, geothermal,
hydro, non-fossil gas,
transmission

Transport

Very low emissions, to zero
tailpipe by 2025: electric,
hydrogen

Maintaining carbon
Improving carbon
performance

Best practice farming

13

@ HHHE

Buildings
New, existing and
renovations

Supply chain / SMEs
OVER 80% ooy
of direct
greenhouse gas
g emissions in the ICT
EU E—
40%b of EU

listed company
activities are
Taxonomy
eligible*

o

Energy efficiency, adaptation

*Bloomberg company activity analysis conducted for Platform on Sustainable Finance

Manufacturing
Transition
Components

Aluminium, Steel,
Concrete, Plastics
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Taxonomy Regulation

Delegated regulation

Delegated Act on CC mitigation and
adaptation criteria

Adopted in April 2021

Nuclear on hold

Complementary Delegated Act
Adoption in 2021 (?)

Agriculture and gas (if and when green)

Delegated Act on criteria for objectives 3-6

Adoption in 2022

Delegated Act on disclosure obligations (Art. 8)
For larger (NFRD) financial and non-financial companies
Adopted in July 2021

2022: disclosures on CC mitigation and adaptation (covering
FY2021) — only eligibility reporting

2023: disclosures on all objectives (covering the FY2022)
Turnover, CapEx and OpEx KPlIs for NFCs

GAR and GIR for financial institutions

European
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Sustainable Finance Disclosure Regulation

Obligations for financial market participants

Product-level disclosures as amended by Taxonomy Regulation

Art. 7

SFDR

All other financial products

Art. 7

Taxonomy

Statement:
The Taxonomy is not taken into account
+ info on sustainability risks (Art. 6 SFDR)

ESAs published relevant RTSs on Oct 22, will apply as of July 2022

15
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Sustainable Finance Disclosure Regulation

Obligations for financial market participants

Entity-level disclosures

Level 1 applies as of March 2021
ESAs published relevant RTS in Feb. 2021, will apply as of 1 July 2022.
Principal adverse impacts (SH) that investment decisions have on sustainability factors
Statement on due diligence policies in relation to:
climate and the environment

social and employee matters, respect for human rights, anti-corruption and anti-bribery matters

No explicit link with Taxonomy
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Capital Requirements Regulation
Investment Firms Regulation

Pillar 3 disclosures under Art. 449a CRR2
Scope: large listed banks

Applicable from June 2022 on an annual basis during the first year and biannually
thereinafter

Coverage:
gualitative disclosures on ESG risks
guantitative disclosures on climate change transition and physical risks

guantitative information and KPIs on climate change mitigating measures,
Including the green asset ratio (GAR) on taxonomy-aligned activities

EBA consultation on draft ITS closed on 1/6
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Corporate Sustainability Reporting Directive

Replaces Non-Financial Reporting Directive

« SCOPE

« all large and all listed companies (incl. listed SME,
but no micro-SME). Up from 11K to 49K firms.

« AUDITING

* limited assurance, with an option to move towards
reasonable assurance at a later stage

« STANDARDS

« will be developed by the EFRAG. First set
planned by Oct 2022, second set (incl. simplified
standards for SMEs) by Oct. 2023, first company
reports expected in 2024

* machine-readable information

Double materiality perspective

OPPORTUNITY for company, climate and society

/y RISK of negative impact on climate \

Fa

COMPANY \

Policy

RISK of negative Legal

impact on company: 4 Technology
transition risk Market

SOCIETY
RESPONSE

Reputation

RISK of negative impact on company:
acute and chronical physical risks

if company contributes to
climate mitigation/adaptation \

©

CLIMATE
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EU Climate benchmarks

and benchmarks' ESG disclosures

EU Climate
Transition
Benchmarks

EU Paris-

aligned
Benchmarks

The portfolio is on a de-carbonisation trajectory, meaning a measurable,
science-based and time-bound trajectory to reduce carbon emissions.

The portfolio's carbon emissions are in line with the Paris Climate
Agreement goal to limit the global temperature to 1.5° compared to
pre-industrial levels.

European
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EU Green Bond Standard

Legislative proposal adopted in July 2021

EU Green

Bond
Y ENGE
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EU Ecolabel for financial products

Adoption of Commission decision in 2022

Scope Criteria

Investment
funds
(UCITS and

RAIFs) 2: Exclusions based on environmental aspects

1. Investment in environmentally sustainable economic activities

Life
iInsurance
products

3: Social and governance aspects

4: Engagement

Deposit
accounts 5: Measures taken to enhance investor impact

European
Commission




The European Green Deal announced a
‘Renewed Sustainable Finance Strategy’

» Complete the work started under the 2018 Action Plan on Financing Sustainable Growth
» An evolved context provides need for additional measures in four key areas

FINANCING THE TRANSITION INCLUSIVENESS
TO SUSTAINABILITY o .

This strategy caters for the needs of, and
This strategy provides the tools and m provides opportunities to individuals and

policies to enable economic actors across @ small and medium companies to have

the economy to finance their transition greater access to sustainable finance.
plans and to reach climate and broader o

environmental goals, whatever their

starting point.

FINANCIAL SECTOR
RESILIENCE AND _
This strategy sets out how to promote an
CONTRIBUTION international consensus for an ambitious
_ _ global sustainable finance agenda.
This strategy sets out how the financial
sectoritself can contribute to meet Green w
Deal targets, while also becoming more

- ) ) European
resilient and combatting greenwashing. Commission



Financing the transition and improving

Inclusiveness

Action 1: Develop a more
comprehensive

framework and help the
financing of intermediary
steps towards sustainability

-

Recognise transition efforts
Include additional sustainable activities in the EU Taxonomy
Extend the framework of SF standards and labels

N

)

II. Towards a more inclusive sustainable finance framework

Action 2: Improve the

inclusiveness of sustainable
finance

/Empower retail investors and SMEs to access sustainable finance
Leverage the opportunities digital technologies offer for sustainable finance
Offer greater protection from climate and environmental risks
Publish a report on a social taxonomy

Gupport green budgeting and risk-sharing mechanisms

~

/
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The EU double materiality approach %:,?

lll. Improving the financial sector’s resilience and contribution to sustainability

COMPREHENSIVE EU DOUBLE MATERIALITY APPROACH

Q ., Inside out: impact on...
- (Added EU approach)

1 FINANCIAL
' = INSTITUTIONS
E_ AMD
| == INVESTORS / \

REAL PEOPLE
ECONOMY ANE
[ — FLANET
Outside in: risk from...
(Traditional finoncial materiality opproach)

The double materiality approach
consists of the systematic integration
of both financially material
sustainability risks (outside-in) and
sustainability impacts (inside-out) in
financial decision-making processes.

It is crucial that both angles of the
materiality concept are duly
Integrated for the financial sector to
contribute pro-actively and fully to the
success of the European Green Deal.

European |
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Strengthening financial sector’s resilience
and contribution to sustainability

4 )
Action 3: Enhance economic Reflect sustainability risks in financial reporting standards and accounting
and financial resilience to Identify and managing sustainability risks by banks and insurers
sustainability risks \_Manage sustainability risks at system level y
/Improve science-based target setting, disclosure and monitoring of the \
Acti 4| - financial sector’s commitments
ction 4: Increase the . . : . : :
: : : , Clarify the fiduciary duties and stewardship rules of investors to reflect
contribution of the financial S
: . sustainability impacts
sector to sustainability o _
Improve the availability, integrity and transparency of ESG market research
Qnd ratings /
4 )

Monitor greenwashing risks and assess and review the current supervisory
and enforcement toolkit to address greenwahing

Action 5: Monitor an orderly
transition and ensure the
Integrity of the EU financial
system

Develop a robust monitoring framework to measure capital flows and assist
Member States in assessing the investment gap

\Establish a Sustainable Finance Research Forum. /

European |
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Fostering global ambition

Action 6: Set a high level of ambition in developing international sustainable finance

Initiatives and standards and to support EU partner countries

@eek an ambitious consensus in international forums \

« Seek an ambitious consensus in international forums, mainstream the concept of double materiality, stress
the importance of disclosure frameworks, and agree on objectives and principles for taxonomies.

Advance and deepen the work of the IPSF
* Propose to expand the work of the IPSF to new topics and strengthen its governance.

Support low- and middle-income countries in scaling up their access to sustainable
finance

\ Support our low- and middle-income partner countries in scaling up their access to sustainable finance by

developing a comprehensive strategy and by promoting sustainability-related financial instruments.

European |
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Conclusion and discussion

« Based on the 2018 action plan on sustainable finance, the Commission has taken
unprecedented steps to establish the foundations for sustainable finance.

* This strategy sets how the objectives of the European Green Deal are translated
throughout the financial system and ensures actors across all sectors of the economy are

able to finance their transition regardless of their starting point.

* These policies build aim at fostering financial sector leadership towards achieving EU
sustainability goals.

European
Commission




Thank you

© European Union 2021

Unless otherwise noted the reuse of this presentation is authorised under the license. For any use or reproduction of elements that are not owned by the EU,
permission may need to be sought directly from the respective right holders.
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