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New regulations focus on sustainability in the financial 
services sector (Part 3 – Taxonomy Regulation) 

Part 1 of this advisory series  provides an overview of the key provisions of the Disclosures Regulation1. Part 2 in this series considered the BMR 
Amendment2. This part looks at the key provisions of the regulation on the establishment of a framework to facilitate sustainable investment 
and amending the Disclosures Regulation (the “Taxonomy Regulation”)3  with the majority of the provisions entering into force on 12 July 2020. 

This regulation applies to (i) measures adopted by the European Union or its member states that set out requirements for financial market 
participants or issuers in respect of financial products or corporate bonds that are made available as environmentally sustainable; (ii) financial 
market participants (as defined in the Disclosures Regulation) that make available financial products (as defined in the Disclosures Regulation); 
and (iii) undertakings which are subject to the obligation to publish a non-financial statement or consolidated non-financial statement pursuant 
to the Accounting Directive4. 

The Taxonomy Regulation establishes the criteria for determining whether an economic activity is environmentally sustainable (“Environmentally 
Sustainable Criteria”) for the purposes of establishing the degree of environmental sustainability of an investment. Consideration must be given 
to an economic activity in the context of the following six environmental objectives:
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1. climate change mitigation;

2. climate change adaptation;

3. the sustainable use and protection of water and marine resources;

4. the transition to a circular economy;

5. pollution prevention and control; and

6. the protection and restoration of biodiversity and ecosystems (the “Environmental Objectives”). 

Environmentally Sustainable Criteria  

(a) The economic activity contributes substantially to one or more of the Environmental Objectives in accordance with the information set 
out in the boxes entitled “Substantial contribution to climate change mitigation”, “Substantial contribution to climate change 
adaption”, “Substantial contribution to the sustainable use and protection of water and marine resources”, “Substantial 
contribution to the transition to a circular economy”, “Substantial contribution to pollution prevention and control”, 
“Substantial contribution to the protection and restoration of biodiversity and ecosystems” and “Enabling activities” as relevant;

(b) the economic activity does not significantly harm any of the Environmental Objectives in accordance with the information set 
out in the box entitled “Significant harm to environmental objectives”;

1
2
3
4

  Regulation (EU) 2019/2088. 
  Regulation (EU) 2019/2089. 
  Regulation (EU) 2020/852. 
  Directive 2013/34/EU. 

https://www.walkersglobal.com/images/Publications/Advisory/2019/Walkers_-_Focus_on_sustainability_in_FS_-_part1.pdf
https://www.walkersglobal.com/images/Publications/Articles/2019/Walkers_-_Focus_on_sustainability_in_FS_-_part2.pdf
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Environmentally Sustainable Criteria  

(c) the economic activity is carried out in compliance with the minimum safeguards implemented by an undertaking carrying out 
an economic activity to ensure alignment with the OECD Guidelines for Multinational Enterprises and the UN Guiding Principles 
on Business and Human Rights including the principles and rights set out in the eight fundamental conventions identified in 
the Declaration of the International Labour Organisation on Fundamental Principles and Rights at Work and the International 
Bill of Human Rights. Undertakings should also adhere to the principle of “do no significant harm” set out in the “Sustainable 
Investment” definition in the Disclosures Regulation; and 

(d) the economic activity complies with technical screening criteria that have been established by the Commission in delegated acts.

The Taxonomy Regulation provides that the European Union and its member states shall apply the criteria in the box entitled “Environmentally 
Sustainable Criteria” for the purposes of any measures setting out requirements for financial market participants or issuers in respect of financial 
products or corporate bonds that are made available as “environmentally sustainable” from 1 January 2022 in respect of climate change mitigation 
and climate change adaptation and from 1 January 2023 in respect of the other four Environmental Objectives. 

Pre-contractual disclosures and disclosures in periodic reports

Where a financial product (i) has sustainable investment as its objective and an index has been designated as a reference benchmark; (ii) has 
sustainable investment as its objective and no index has been designated as a reference benchmark; (iii) has a reduction in carbon emissions as its 
objective, and invests in an economic activity that contributes to an Environmental Objective within the meaning of the “Sustainable Investment” 
definition in the Disclosures Regulation; or (iv) promotes environmental characteristics, the following information must be disclosed in its pre-
contractual disclosures and its periodic reports in addition to the disclosures required in accordance with the Disclosures Regulation: 

a. the information on the Environmental Objective(s) to which the investment underlying the financial product contributes;

b. a description of how and to what extent the investments underlying the financial product are in economic activities that qualify as 
environmentally sustainable. This description shall specify the proportion of investments in environmentally sustainable economic 
activities selected for the financial product, including details on the respective proportions of enabling and transitional activities, as a 
percentage of all investments selected for the financial product; 

c. where a financial product promotes environmental characteristics the following additional disclosure is required, “The “do no 
significant harm” principle applies only to those investments underlying the financial product that take into account the EU criteria for 
environmentally sustainable economic activities. The investments underlying the remaining portion of this financial product do not take 
into account the EU criteria for environmentally sustainable economic activities.”

Where a financial product does not fall within any of the above categories, the following statement should be included in its pre-contractual 
disclosures and its periodic reports: 

“The investments underlying this financial product do not take into account the EU criteria for environmentally sustainable economic activities.”

Where an undertaking is subject to the obligation to publish non-financial information pursuant to the Accounting Directive it is required to 
include in its non-financial statement or consolidated non-financial statement information on how and to what extent the undertaking’s activities 
are associated with economic activities that qualify as environmentally sustainable. Non-financial undertakings need to disclose: 

a. the proportion of their turnover derived from products or services associated with economic activities that qualify as environmentally 
sustainable; and

b. the proportion of their capital expenditure and the proportion of their operating expenditure related to assets or processes associated 
with economic activities that qualify as environmentally sustainable. 

These disclosures are required to be included from 1 January 2022 in respect of climate change mitigation and climate change adaptation 
and from 1 January 2023 in respect of the other four Environmental Objectives.
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Technical screening criteria
While the Taxonomy Regulation sets out requirements for technical screening criteria, it also tasks the European Commission with adopting 
delegated acts to establish technical screening criteria relating to each of the Environmental Objectives in accordance with these requirements. 
Prior to these delegated acts being adopted the European Commission must consult with the Platform on Sustainable Finance, a group established 
in accordance with the provisions of the Taxonomy Regulation. 

The deadline for the adoption of the delegated acts in respect of climate change mitigation and climate change adaptation is 31 December 2020, 
with a view to ensure their entry into application on 1 January 2022 with the deadline for adoption of the delegated acts in respect of the other 
four Environmental Objectives by 31 December 2021, with a view to ensure its entry into application on 1 January 2023.

Amendments to the Disclosures Regulation
The provisions of the Disclosures Regulation relating to: (i) transparency of the promotion of environmental or social characteristics in pre-
contractual disclosures; (ii) transparency of sustainable investments in pre-contractual disclosures; and (iii) transparency of the promotion of 
environmental or social characteristics and of sustainable investments in periodic reports are amended to reflect the information set out in the 
paragraph entitled “Pre-contractual disclosures and disclosures in periodic reports” above. 

Additional draft technical standards are to be developed relating to the: 
1. principle to “do no significant harm” set out in the definition of “Sustainable Investment” in the Disclosures Regulation. These draft 

standards are to be submitted to the European Commission by 30 December 2020; 

2. details of the content  and presentation of the information relating to the transparency of the promotion of environmental or social 
characteristics in pre-contractual disclosures. These draft standards are to be submitted to the European Commission by 1 June 2021 
in respect of climate change mitigation and climate change adaptation and by 1 June 2022 in respect of the other four Environmental 
Objectives;  

3. details of the content and presentation of the information relating to the transparency of sustainable investments in pre-contractual 
disclosures. These draft standards are to be submitted to the European Commission by 1 June 2021 in respect of climate change mitigation 
and climate change adaptation and by 1 June 2022 in respect of the other four Environmental Objectives; and 

4. details of the content and presentation of the information relating to the transparency of the promotion of environmental or social 
characteristics and of sustainable investments in periodic reports. These draft standards are to be submitted to the European Commission 
by 1 June 2021 in respect of climate change mitigation and climate change adaptation and by 1 June 2022 in respect of the other four 
Environmental Objectives. 

Further updates 
Work is being undertaken in relation to the establishment of EU labels for green financial products. Amendments are being considered to the 
legislation governing UCITS, AIFMs, insurers and investment firms and advisers to clarify how sustainability risks and other sustainability factors 
can be integrated into organisational, operational and risk management processes. Part 4 of this series considers the proposed amendments to 
the legislation governing UCITS and AIFMs.  
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Substantial contribution to climate change mitigation
The economic activity contributes substantially to the stabilisation 
of greenhouse gas concentrations in the atmosphere at a level 
which prevents dangerous anthropogenic interference with the 
climate system consistent with the long term temperature goal 
of the Paris Agreement  through the avoidance or reduction 
of greenhouse gas emissions or the increase of greenhouse 
gas removals including through process innovations or product 
innovations, by:

(a) generating, transmitting, storing, distributing or using renewable energy 
in line with Renewable Energy Directive, including through using innovative 
technology with a potential for significant future savings or through 
necessary reinforcement or extension of the grid;

(b) improving energy efficiency except for power generation activities that 
use solid fossil fuels;

(c) increasing clean or climate-neutral mobility;

(d) switching to the use of sustainably sourced renewable materials;

(e) increasing the use of environmentally safe carbon capture and utilisation 
and carbon capture and storage technologies that deliver a net reduction in 
greenhouse gas emissions;

(f) strengthening land carbon sinks, including through avoiding deforestation 
and forest degradation, restoration of forests, sustainable management 
and restoration of croplands, grasslands and wetlands, afforestation, and 
regenerative agriculture;

(g) establishing energy infrastructure required for enabling the 
decarbonisation of energy systems;

(h) producing clean and efficient fuels from renewable or carbon-neutral 
sources; or

(i) enabling any of the above in accordance with the information in the box 
entitled “Enabling activities”. 

An economic activity for which there is no technologically and 
economically feasible low carbon alternative shall qualify as 
contributing substantially to climate change mitigation where it 
supports the transition to a climate neutral economy consistent 
with a pathway to limit the temperature increase to 1.5°C above 
pre-industrial levels, including by phasing out greenhouse gas 
emissions, in particular emissions from solid fossil fuels, and 
where that activity:

(a) has greenhouse gas emission levels that correspond to the best 
performance in the sector or industry;

(b) does not hamper the development and deployment of low-carbon 
alternatives; and

(c) does not lead to a lock-in of carbon-intensive assets considering the 
economic lifetime of those assets.
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Substantial contribution to climate change adaptation
The economic activity includes adaptation solutions that either 
substantially reduce the risk of the adverse impact of the cur-
rent climate and the expected future climate on that economic 
activity or substantially reduce that adverse impact without in-
creasing the risk of an adverse impact on people, nature or 
assets; or

The adaptation solutions shall be assessed and ranked in order of prior-
ity using the best available climate projections and shall, at a minimum, 
prevent or reduce:

(a) the location-specific and context-specific adverse impact of climate 
change on the economic activity; or

(b) the potential adverse impact of climate change on the environment 
within which the economic activity takes place. 

The economic activity provides adaptation solutions that, in ad-
dition to satisfying the conditions set out in the box entitled 
“Enabling activities”, contribute substantially to preventing or 
reducing the risk of the adverse impact of the current climate 
and the expected future climate on people, nature or assets 
without increasing the risk of an adverse impact on other peo-
ple, nature or assets.

Substantial contribution to the sustainable use and protection of water and marine resources
Where that activity either contributes substantially to achieving 
the good status of bodies of water, including bodies of surface 
water and groundwater; or

where that activity contributes substantially to preventing the de-
terioration of bodies of water that already have good status; or

where that activity contributes substantially to achieving the 
good environmental status of marine waters; or

where that activity substantially contributes to preventing the de-
terioration of marine waters that are

already in good environmental status, by:

(a) protecting the environment from the adverse effects of urban and in-
dustrial waste water discharges, including from contaminants of emerg-
ing concern such as pharmaceuticals and microplastics, for example by 
ensuring the adequate collection, treatment and discharge of urban and 
industrial waste waters;

(b) protecting human health from the adverse impact of any contamina-
tion of water intended for human consumption by ensuring that it is 
free from any micro-organisms, parasites and substances that constitute 
a potential danger to human health as well as increasing people’s access 
to clean drinking water;

(c) improving water management and efficiency, including by protect-
ing and enhancing the status of aquatic ecosystems, by promoting the 
sustainable use of water through the long-term protection of available 
water resources, inter alia, through measures such as water reuse, by en-
suring the progressive reduction of pollutant emissions into surface wa-
ter and groundwater, by contributing to mitigating the effects of floods 
and droughts, or through any other activity that protects or improves the 
qualitative and quantitative status of water bodies;
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Substantial contribution to the transition to a circular economy
An economic activity shall qualify as contributing substantially to 
the transition to a circular economy, including waste prevention, 
re-use and recycling where that activity:

(a) uses natural resources, including sustainably sourced bio-based and 
other raw materials, in production more efficiently, including by: (i) re-
ducing the use of primary raw materials or increasing the use of by-
products and secondary raw materials or (ii) resource and energy ef-
ficiency measures;

(b) increases the durability, reparability, upgradability, or reusability of 
products, in particular in designing and manufacturing activities;

(c) increases the recyclability of products, including the recyclability of 
individual materials contained in those products, inter alia by substitu-
tion or reduced use of products and materials that are not recyclable in 
particular in designing and manufacturing activities;

(d) substantially reduces the content of hazardous substances and 
substitutes substances of very high concern in materials and products 
throughout their life cycle, in line with the objectives set out in Union 
law, including by replacing such substances with safer alternatives and 
ensuring traceability;

(e) prolongs the use of products, including through reuse, design for lon-
gevity, repurposing, disassembly, remanufacturing, upgrades and repair, 
and sharing products;

(f) increases the use of secondary raw materials and their quality, includ-
ing by high quality recycling of waste;

(g) prevents or reduces waste generation including the generation of 
waste from the extraction of minerals, and waste from the construction 
and demolition of buildings;

(h) increases preparing for the re-use and recycling of waste;

(i) increases the development of the waste management infrastructure 
needed for prevention, for preparing for re-use and for recycling, while 
ensuring that the recovered materials are recycled as high-quality sec-
ondary raw material input in production, thereby avoiding downcycling;

(j) minimises the incineration of waste and avoids the disposal of waste 
including landfilling, in accordance with the principles of the waste hi-
erarchy;

(k) avoids and reduces litter; or

(l) enables any of the above in accordance with the information in the 
box entitled “Enabling activities”.

(d) ensuring the sustainable use of marine ecosystem services or con-
tributing to the good environmental status of marine waters, including 
by protecting, preserving or restoring the marine environment and by 
preventing or reducing inputs in the marine environment; or 

(e) enabling any of the above in accordance with the information in the 
box entitled “Enabling activities”.
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Substantial contribution to pollution prevention and control
An economic activity shall qualify as contributing substantially to 
pollution prevention and control where that activity contributes 
substantially to environmental protection from pollution by:

(a) preventing or, where that is not practicable, reducing pollutant emissions 
into air, water or land, other than greenhouse gasses;

(b) improving levels of air, water or soil quality in the areas in which the 
economic activity takes place whilst minimising any adverse impact on 
human health and the environment or the risk thereof;

(c) preventing or minimising any adverse impact on human health and the 
environment of the production, use or disposal of chemicals;

(d) cleaning up litter and other pollution; or 

(e) enabling any of the above in accordance with the information in the box 
entitled “Enabling activities”.

Substantial contribution to the protection and restoration of biodiversity and ecosystems
Where the economic activity contributes substantially to 
protecting, conserving or restoring biodiversity or to achieving the 
good condition of ecosystems or to protecting ecosystems that 
are already in good condition, through:

(a) nature and biodiversity conservation, including achieving favourable 
conservation status of natural and semi-natural habitats and species, 
or preventing their deterioration where they already have favourable 
conservation status, and protecting and restoring terrestrial, marine and 
other aquatic ecosystems in order to improve their condition and enhance 
their capacity to provide ecosystem services;

(b) sustainable land use and management, including adequate protection 
of soil biodiversity, land degradation neutrality and the remediation of 
contaminated sites;

(c) sustainable agricultural practices, including those that contribute to 
enhancing biodiversity or to halting or preventing the degradation of soils 
and other ecosystems, deforestation and habitat loss;

(d) sustainable forest management including practices and uses of forests 
and forest land that contribute to enhancing biodiversity or to halting or 
preventing degradation of ecosystems, deforestation and habitat loss; or

(e) enabling any of the above in accordance with the information in the 
box entitled “Enabling activities”.
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Enabling activities
An economic activity shall qualify as contributing substantially to 

one or more of the Environmental Objectives by directly enabling 

other activities to make a substantial contribution to one or more 

of those objectives, and provided that such economic activity:

(a) does not lead to a lock-in of assets that undermine long-term 

environmental goals, considering the economic lifetime of those assets; 

and

(b) has a substantial positive environmental impact on the basis of life cycle 

considerations.

Significant harm to environmental objectives
Taking into account the life cycle of the products and ser-
vices provided by an economic activity, including evidence 
from existing life cycle assessments, that economic activity 
shall be considered to significantly harm:

(a) climate change mitigation, where that activity leads to significant green-
house gas emissions;

(b) climate change adaptation, where that activity leads to an increased ad-
verse impact of the current climate and the expected climate, on the activity 
itself or on people, nature or assets;

(c) the sustainable use and protection of water and marine resources, where 
that activity is detrimental to: (i) the good status or the good ecological po-
tential of bodies of water, including surface water and ground water; or (ii) 
to the good environmental status of marine waters;

(d) the circular economy, including waste prevention and recycling, where: 
(i) that activity leads to significant inefficiencies in the use of materials or in 
the direct or indirect use of natural resources such as non-renewable energy 
sources, raw materials, water and land at one or more stages of the life 
cycle of products, including in terms of durability, reparability, upgradability, 
reusability or recyclability of products; (ii) that activity leads to a significant 
increase in the generation, incineration or disposal of waste, with the ex-
ception of the incineration of non-recyclable hazardous waste; or (iii) the 
long-term disposal of waste may cause significant and long-term harm to the 
environment;

(e) pollution prevention and control, where that activity leads to a significant 
increase in the emissions of pollutants into air, water or land, as compared 
with the situation before the activity started; or

(f) the protection and restoration of biodiversity and ecosystems, where that 
activity is: (i) significantly detrimental to the good condition and resilience of 
ecosystems; or (ii) detrimental to the conservation status of habitats and spe-
cies, including those of Union interest.
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Disclaimer
The information contained in this advisory is necessarily brief and general in nature and does not constitute legal or taxation advice. Appropriate legal or other professional advice 
should be sought for any specific matter.
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