EU Taxonomy

Overview




General

Overview

The EU Taxonomy Regulation (EU) 2020/852 (“Taxonomy
Regulation”) is primarily aimed at financial market players
and large (especially listed) corporations with a view to
promoting financial investments in sustainable projects.
Even if the real estate sector is not directly affected by
the Taxonomy Regulation, it should be assumed that,
given the demand for sustainable investments in the
financial sector, the requirements of the Taxonomy
Regulation will also have to be complied with de facto by
the other players in the value chain of a property. Project
developers would do well to check that their projects
comply withthe Taxonomy Regulation as early as possible
and to make adjustments if need be. In the short to
medium term, real estate projects (existing projects and
developments) will be divided into “good” properties
(i.e. taxonomy-compliant) and “bad” properties (i.e.
those that cannot be classified as sustainable within the
meaning of the Taxonomy Regulation), which in turn will
be reflected in prices. Investors should not compromise
on taxonomy compliance, as the negative effects will
only be felt many years later.

Impact on real estate projects

In transactions, taxonomy compliance will play a major
role on the buyer side, especially in the review of the
purchase as well as in the compliance guarantees
provided by the seller. Principals in construction projects
will have to design the technical project parameters
accordingly and also pay attention to compliance
with the documentation requirements. However, the
Taxonomy Regulation is in a state of flux and new
challenges are to be expected.

Our real estate practice already has practical experience
dealing with the subject of EU taxonomy in transactions
and construction projects. We would be happy to use
our expertise and experience to support you during your
project as well.

This leaflet is intended to provide a simplified overview
of the principles and operation of the Taxonomy
Regulation, but is not intended to be a substitute for
advice in specific cases.

The six environmental objectives
Climate change mitigation

Climate change adaptation

Sustainable use and protection of water and
marine resources

Transition to a circular economy
Pollution prevention and control

Protection and restoration of biodiversity
and ecosystems
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Objectives of the Taxonomy Regulation

® Creation of uniform terminology within the
Member States

® Transparent understanding of which activities are
considered sustainable

® Elimination of doubts amongst
participants with regard to greenwashing

market

Timeline Entry into force of the

screening criteria for
environmental objectives 3
to 6 and the transparency
requirements

01.01.2023

Publication of the final version
of the screening criteria for
environmental objectives 1 & 2

08.06.2021

Publication of
the Taxonomy
Regulation

22.06.2020

Adoption of delegated acts
climate objectives 3-6

ca. end of 2021
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21.04.2021 06.07. 2021

Publication of the draft
screening criteria climate
objectives 3-6

01.01.2022

Approval of the draft technical
screening criteria for
environmental objectives 1& 2

Entry into force of screening
criteria 1 & 2 and the
transparency requirements




Method of assessment

Is the Taxonomy Regulation applicable?

Check Article 1(2)

‘ Taxonomy Regulation is

N not applicable, but take
_> . ) ! .
0 into account its indirect

effect

Yes

Does the economic activity contribute substantially to one or more environmental objectives?

Check Article 10 to 15

Activity/financial product
is not sustainable

Does the investment significantly harm any of the other environmental objectives?
Check Article 17

Activity/financial product
is not sustainable

Is the investment carried out in compliance with the minimum safeguards laid down in the Regulation?
Check Article 18

Activity/financial product
is not sustainable

Does the economic activity comply with the technical screening criteria for the individual economic sectors?
Delegated acts

Activity/financial product

Yes

l

v/, Economiic activity / financial product is environmentally
sustainable!

is not sustainable

Degree of environmental sustainability to be determined (Green, transitional activity
(Article 10(2)), enabling activities (Article 16)).



Transparency &
Disclosure Requirements

Transparency for Financial Transparency in non-financial
Products statements
Where a financial product has a sustainable Any undertaking which is subject to an obligation
investment as its objective (Article 9 of Regulation pursuantto Article 19a or Art 29a of the Non-Financial-
(EV) 2019/2088, “Disclosure Regulation”), Reporting Directive to publish a non-financial
information must be disclosed on the environmental statement must include in it the following additional
objective to which the financial product contributes information (Article 8 Disclosure Regulation):

and a description of how and to what extent the
investments underlying the financial product are in
economic activities that qualify as environmentally
sustainable. In addition, the description must

® how and to what extent the activities are
associated with economic activities that qualify as
environmentally sustainable under the Taxonomy

specify for each financial product the proportion of Regulation,

investments in enabling and transitional activities e the proportion of their turnover derived from
(Article 5 Disclosure Regulation). sustainable products or services; and

Where a financial product (only) promotes ® the proportion of their capital expenditure and,
environmental or social characteristics (Article 8(1) if applicable, the proportion of their operating
Disclosure Regulation), the financial product must expenditure related to sustainable assets or
be accompanied by a statement that the ,do no processes.

significant harm” principle applies only to those
investments that are sustainable within the meaning
of the Taxonomy Regulation (Article 6 Disclosure

Undertakings pursuant to Article 19a of the Non-
Financial-Reporting Directive are public interest
undertakings employing an annual average of more

Regulation). than 500 employees which either have a balance
Financial products that neither make sustainable sheet total of EUR 20 million or turnover of EUR 40
investments nor promote environmental or social million as at the reporting date. Article 29a concerns
characteristics must be accompanied by the a similar regulation for groups of companies

following statement (Article 7 Disclosure Regulation):

Public interest undertakings are listed companies,
credit institutions, insurance companies and those

~The investments underlying this financial that are expressly designated as such by law.
product do not take into account the EU

criteria for environmentally sustainable
economic activities.”
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