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UK Finance Response to HM Treasury’s Consultation on the UK Taxonomy

UK Finance is pleased to respond to HM Treasury’s consultation on a UK Taxonomy
(the “consultation”). We are the collective voice for the financial services industry.
Representing around 300 firms, we act to enhance competitiveness, support
customers, and facilitate innovation.

Key messages

» Government should focus first and foremost on real economy policy
incentives and existing sustainable finance policy measures. The most
impactful way for the Government to mobilise capital towards a net zero economy
is to change the investment case through real economy and industrial policies.
Progress in implementing existing sustainable finance commitments, such as the
endorsement of the International Financial Reporting Standards (IFRS)
sustainability disclosure standards, will also contribute to the consultation’s
objectives. The development of any taxonomy, which as seen in other jurisdictions
is resource intensive both for governments/lawmakers and for firms, should not be
prioritised above these.

> Diversity of views on a UK taxonomy. There is a diversity of opinion among UK
Finance members on whether a UK taxonomy is necessary to achieve the
consultation’s stated objectives, within the wider context of government policy on
sustainability.

o A proportion of members do not see a taxonomy as distinctly valuable for
achieving the Government’s stated goals and consider existing regulations
and new policy measures to be more effective and important to supporting
the UK’s net zero transition and unlocking sustainable investment in the real
economy.

o Other members consider there to be value in a UK-endorsed taxonomy that
is voluntary, and interoperable with existing global taxonomies for labelling
purposes and to provide confidence and consistency for existing
disclosures.

» Should the Government decide to proceed with a UK taxonomy, it should be:

o Voluntary for companies, in terms of both reporting requirements and use
for designing, labelling and marketing products.

o Designed to help mobilise transition finance, demonstrating the
credibility and integrity of transition-related financial products and strategies
(while recognising that the capacity for a taxonomy alone to mobilise finance
is limited — see further detail throughout).


https://www.gov.uk/government/consultations/uk-green-taxonomy

UK Finance Response to HM Treasury’s Consultation on the UK Taxonomy

o Internationally interoperable, given the global nature of the UK’s financial
services sector. This must be balanced against the need to provide a UK
specific view of what is and is not sustainable, which is seen as a key benefit
of a potential UK taxonomy.

> A UK Taxonomy should not serve as a reporting/disclosure framework. The
primary purpose of a taxonomy is to categorise activities, not to provide (detailed)
reporting guidance. Using a taxonomy for disclosures can lead to significant
challenges, including inconsistencies in data availability and methodological issues
that hinder comparability across institutions.

> Further consultation: Given that this consultation only asks about use-cases of a
taxonomy, Government should consult further before introducing any new regime.

Assessing Taxonomy Use Cases

There are different views across the UK economy of what we understand a taxonomy
to mean. This impacts the debate around whether the UK should adopt a green
taxonomy. For the purpose of this consultation, we use HM Treasury’s definition of a
taxonomy: “a classification tool which provides its users with a common framework to
define which economic activities support climate, environmental or wider sustainability
objectives.”

Given the four years since the original commitment to a taxonomy, we welcome the
consultation and the opportunity to input on whether there is a clear value case,
reflecting upon progress in other areas such as sustainability disclosures, transition
planning and the findings of the UK Transition Finance Market Review (TFMR). This
consultation also provides an opportunity to reflect on the approaches taken in other
jurisdictions.

We agree that any taxonomy or classification system should be responding to the
stated objectives contained in paragraph 2.1 of the consultation. The Government’s
leading mission is to drive economic growth, promoting investment and innovation in
the country. Within this, the Chancellor has an ambition for the UK to be the world
leader in sustainable finance. While a taxonomy may offer clarity and consistency, we
do not believe it is a necessary condition for either of these two objectives.

Finally, while there is a split over whether a taxonomy offers distinct value, UK Finance
members strongly believe that the introduction of additional reporting through a green
taxonomy would act against the Government’s growth mission and drive up the cost
of doing business in the UK. In January, the US President signed a moratorium on all
new regulatory reporting, and the EU is considering simplifying its sustainability
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disclosure and due diligence regime. While we do not know what the outcome of the
EU “omnibus” simplification process will be, the Government should be watching this
process carefully to ensure the UK learns lessons from EU experience and does not
become comparatively burdensome.

1. To what extent, within the wider context of government policy, including sustainability
disclosures, transition planning, transition finance and market practices, is a UK
Taxonomy distinctly valuable in supporting the goals of channelling capital and
preventing greenwashing?
a. Are there other existing or alternative government policies which would better
meet these objectives or the needs of stakeholders?
b. How can activity-level standards or data support decision making and
complement other government sustainable finance policies and the use of
entity-level data (e.g. as provided by ISSB disclosures or transition plans)?

Across all members there is consensus that the most impactful way for the UK
Government to mobilise capital towards a net zero economy as part of its growth
mission and mitigate greenwashing is to primarily focus its resources on:

» Changing the investment case through real economy and industrial policies to
incentivise investment in sustainable and transition activities. These should be
complemented by the publication of detailed investor-targeted sectoral
pathways for key sectors of the economy.

» Implementing their existing sustainable finance commitments, such as the
endorsement of the IFRS sustainability disclosure standards.

» Those areas of sustainable finance where it can play a leading role globally and
position the UK as a hub. One example of this would be transition finance,
building on the work already done by the TFMR and its “Scaling Transition

Finance: Findings of the Transition Finance Market Review" report.

These interventions will comprise significant work for the Government, regulators, non-
financial companies and the financial services sector. The development of any
taxonomy, which, as seen in other jurisdictions is resource intensive, should not be
prioritised above these.

Views on a UK green taxonomy

UK Finance members have a variety of views as to whether a UK taxonomy would be
distinctly valuable in supporting these stated objectives. We therefore set out two
predominant viewpoints from across UK Finance membership.

We call on the UK Government to provide clarity on its direction of travel as soon as
possible, to provide certainty.


https://www.theglobalcity.uk/insights/scaling-transition-finance
https://www.theglobalcity.uk/insights/scaling-transition-finance
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1. Against a UK green taxonomy

One group of members does not think there is a need for a UK taxonomy or framework
to define green and transition activities, and do not view it as additional or
complementary to the wider UK sustainable finance policy landscape and principles-
based regulatory approach. There is concern among these members that creating a
standalone UK green taxonomy would, by introducing a new classification tool, go
against the Government’'s ambition to reduce regulatory burden and enhance
competition. These members are predominantly capital markets firms with significant
corporate and investment banking operations within the UK.

Most firms within this group contend that a UK taxonomy would not meet the stated
objectives in paragraph 2.1 of the consultation, because there is limited evidence that
taxonomies (i) shift the economic incentives for companies in the real economy to
pursue sustainable investment opportunities, (ii) change the risk profile of transition
finance projects, or (iii) make sustainable or transition investments more scalable or
viable. The members do not believe a taxonomy would successfully channel more
capital to sustainable investments.

These members feel that the Government’s stated objectives of channelling capital
and preventing greenwashing will instead be met through:

> Financial Conduct Authority (FCA) anti-greenwashing rule. The anti-
greenwashing rule has created a principles-based approach to preventing
companies from greenwashing.

> Industry-wide classification systems. Financial institutions already use the
Climate Bonds Initiative (CBI), the International Capital Market Association’s
(ICMA) Green Bond Principles, the FCA's Sustainability Disclosure
Requirements (SDR), Sustainable Finance Disclosure Regulation (SFDR) and
the EU Taxonomy for products and activities.

> Reporting requirements. Detailed sustainability disclosures under the
Corporate Sustainability Reporting Directive (CSRD) and International
Sustainability Standards Board (ISSB) standards will improve the availability of
sustainability-related information, as well as detailed information on companies’
impacts and activities.

» Transition plans. Transition plan reporting norms, including the Transition Plan
Taskforce disclosure framework, have provided frameworks to help companies
articulate how they will achieve sustainability objectives.

» TFMR: Chapter 4 of the TFMR discusses in detail the challenges involved in
transitioning entities to net zero and identifies credible transition plans as the
most effective lever to achieve credibility in the transition finance market.
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These members believe that, where firms do wish to use a taxonomy (for example, for
the purposes of an internal sustainable finance framework), there are already
taxonomies globally which can respond to this need, and which make a standalone
UK taxonomy or official adoption of another global taxonomy redundant.

Supporters of a UK taxonomy point to its value for labelling products. Opponents
have expressed that as a reference point for obtaining labels, taxonomies could be
too limiting for the investable universe and do not always align with the way investors
articulate their sustainability preferences. As an example, the Loan Market
Association’s Green Loan Principles require proceeds to be allocated to green
purposes but do not define what those green purposes must be.

2. In favour of a green taxonomy

A different group of members believes that having a UK-endorsed, science-based
reference for what is considered to be “green” or aligned with net zero and nature-
positive objectives will offer value to the financial services sector and that this should
be done by developing a clear set of definitions for economic activities.

The idea of developing a “taxonomy” to provide clarity has become controversial
because of implementation challenges in other jurisdictions and differing assumptions
about what it would entail, but for these firms a framework for defining “green” at a
basic level can help give them legal certainty when communicating with clients and
other stakeholders, acting as a useful alignment tool, including when labelling
products.

In the long run, this could give the UK a much better understanding of the level of
sustainable investment in UK markets, raise awareness about green finance, promote
common understanding on green activities, facilitate green finance flows, and provide
a foundation for further applications.

Having a clear set of principles and guardrails around what is (and is not) green or
transitional for UK purposes would be distinctly valuable for the following use cases:

» Market consistency: having a common understanding of what is green and
transitional would encourage a more consistent approach to sustainable
finance in the market — for example, through increased consistency between
financial institutions’ sustainable financing frameworks. This would be a useful
tool to reduce perceptions or accusations of greenwashing and compatibility
with existing policy, such as the FCA anti-greenwashing rule.

» Increased confidence: having a shared definition of green and transition
activities would provide increased confidence to firms across the supply chain.

» Access to financing: it would make it easier for businesses when dealing with
multiple financial institutions to meet the requirements of each institution’s
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sustainable financing framework and obtain financing where these frameworks
are based on the same underlying principles. This could facilitate access to
financing, especially for SMEs, who may have limited resources to understand
lenders’ differing definitions of what constitutes green finance.

» Labelled products: existing market principles for labelled products, such as the
Green Bond Principles and Green Loan Principles, require proceeds to be
allocated to green purposes but do not define what those purposes must be.
Having clear science-based definitions would facilitate the labelling process
and enhance market credibility. This could encourage greater corporate
issuances of labelled products and potentially help channel increased financing
towards sustainable investments through associated green marketing.!

The use cases for a taxonomy above apply to retail and commercial lending. There
are mixed views on how they apply to investment activities. Some members feel that
a taxonomy or framework would provide useful cover for labelling and disclosure
decisions. However, as discussed on page 5, others do not feel a taxonomy can be
leveraged to mobilise capital for the transition.

Members who support greater clarity on green and transition activities fall into two sub-
groups:

2a. Those who see the value in having a UK specific definition of what
constitutes green and transition activities.

2b. Those who feel the UK should endorse and/or adopt an existing green
taxonomy to allow for maximum interoperability.

2a. Development of a standalone UK taxonomy

For this group, a UK-specific taxonomy would allow UK definitions to align with
Government policy objectives and long-term net zero trajectories. In the absence of a
UK taxonomy, the UK will be led by the approach taken in other taxonomies without
having control over its contents or development.

For these members, there is an opportunity for the UK to develop a taxonomy that
offers improved functionality and usability and addresses the complexities and
challenges of the EU Taxonomy.

1 Some members have expressed that as a reference point for obtaining labels, taxonomies could be
too limiting for the investable universe. For detail on this, see page 5.
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2b. Adoption or endorsement of an existing taxonomy

Other members do not feel there is sufficient divergence between the EU and UK to
justify the resourcing (including internal implementation resource and external legal
advice costs) required to create a UK specific taxonomy. This is due to the risk of
divergence in definitions for companies who already use an existing taxonomy — for
example, whether an activity can be held in a green portfolio if it is classified as green
in the EU but not in the UK.

To address this, these members propose that the UK could outline where its definitions
for economic activities align with another global taxonomy, for example the EU
taxonomy, and then specify areas of additionality.? This would allow companies
already using existing taxonomies to continue to define existing green activities as
green, while recognising the specificities of the UK market.

Members in this group have a strong preference to adopt or endorse the EU taxonomy,
which is a science-based and technology neutral framework. Because of this, they feel
that deviations from EU eligibility criteria are not justified by any meaningful
regional/geographical differences. To achieve this, the EU Taxonomy would be
incorporated into the UK Taxonomy, adjusting for references from EU law into UK law.
Alignment should also take into consideration guidance issued on the adopted
taxonomy for its effective implementation.

These members are predominantly headquartered in the EU, with significant corporate
and investment banking operations within the UK.

Voluntary taxonomy

Across both sub-groups (2a and 2b), there was a strong consensus that the key benefit
of a green taxonomy was in having a set of common definitions across the market and
that use of any taxonomy should be implemented on a voluntary basis, rather than
used as a reporting tool. Maintaining a voluntary taxonomy would enable entities to
derive value from the above use cases.

With the development of comprehensive sustainability reporting frameworks like the
ISSB and transition plan requirements, the value of taxonomy-based reporting has
decreased. These established frameworks are designed to offer detailed, actionable

2 For example, the EU Taxonomy does not include any pre-construction activities associated with
development of taxonomy-eligible activities, such as renewable energy generation or e-mobility, which
creates a barrier to deployment of green capital allocations into development of sustainable
infrastructure.



UK Finance Response to HM Treasury’s Consultation on the UK Taxonomy

insights into an institution's sustainability performance and transition plans, aligning
better with investor needs and regulatory objectives.

Moreover, the process of taxonomy-based reporting is often resource-intensive,
diverting management attention and financial resources that could be better used to
support the transition to a sustainable economy. The complexity and administrative
burden of such reporting can detract from the core activities of financial institutions,
potentially slowing progress towards sustainability goals. It is more effective to rely on
established disclosure frameworks that are designed to provide guidance and insights
for sustainability reporting. Therefore, it is important that if a taxonomy is developed or
endorsed, there is no risk of linking this to reporting requirements, creating regulatory
creep and legal liability for firms. Even voluntary reporting obligations, for large
financial institutions, become quasi-mandatory following external stakeholder
pressure (whether from NGOs, investors or regulators).

Other considerations

Transition finance: The UK has an opportunity to be a global leader in transition
finance, and any taxonomy could reflect this, building on the work of the TFMR. The
lack of one regulatory or market definition of “transition” as it pertains to finance
presents a challenge. A UK-endorsed framework or taxonomy could include guidance
on allocating transition finance if clear definitions are used. This could include enabling
activities.

Government use cases: Some suggest that a taxonomy could serve as a useful tool
for Government in benchmarking its forthcoming industrial policy. However, others
note that other tool can fulfil this purpose, such as sectoral next zero roadmaps.

Compatibility with market-led initiatives: If the Government chooses to develop a
taxonomy, it is essential that it doesn’t conflict with market-led initiatives, such as the
ICMA Green Bond Principles.

2. What are the specific use cases for a UK Taxonomy which would contribute to the
stated goals? This could include through voluntary use cases or through links to
government policy and regulation.

a. What are respondents’ views on the benefits of the proposed use case
(paragraph 2.2)?

b. Are there any other use cases respondents have identified?

c. How does each use case identified link to the stated goals?

d. Under these or other use cases, which types of organisations could benefit
from a UK Taxonomy?

e. For each use case identified, do respondents have any concerns or views on
the practical challenges?
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f. What is the role for government within each use case identified, if any (i.e. to
provide oversight, responsible for ongoing maintenance, implement legislation,
including disclosure requirements)?

For further details on possible use cases, please see the response to question 1
above.

3. Is a UK Taxonomy a useful tool in supporting the allocation of transition finance
alongside transition planning? If so, explain how, with reference to any specific design
features which can facilitate this.

For further details on whether a UK taxonomy could support transition finance, please
see the response to question 1 above.

4. How could the success of a UK Taxonomy be evaluated? What measurable key
performance indicators could show that a UK Taxonomy is achieving its goals?

For the purposes of responding to this question 4, we refer to the goals set out by HM
Treasury in paragraph 2.1 of the consultation.® Key indicators of success would be
widespread adoption of the taxonomy by key stakeholders, including financial
institutions, and increased market confidence in sustainable investments and labelled
financial products.

Potential measures of adoption of the taxonomy include:

o the number and aggregate value of products developed or modified by capital
market participants to reference the UK taxonomy criteria and thresholds;

e the extent to which the UK taxonomy is compatible with other UK sustainable
finance policies (such as transition plans) and able to link in with existing
government schemes (such as the Growth Guarantee Scheme);

e the ease of use and ability of all stakeholders (including SMESs) to utilise the UK
taxonomy;

o the level of improvement in the quality of available ESG-related data used to
inform ISSB disclosures; and/or

o the extent to which ESG data providers and other third parties align their
products and services with the UK taxonomy.

3 These goals are (i) promoting market integrity and preventing greenwashing and (ii) mobilising capital
into sectors critical for the transition.
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Key Design Questions

For the purposes of responding to questions 5-14 of the consultation, we have
assumed there is value in a UK taxonomy, notwithstanding the lack of consensus
amongst members in this respect (as set out further in question 1 above).

5. There are already several sustainable taxonomies in operation in other jurisdictions
that UK based companies may interact with. How do respondents currently use
different taxonomies (both jurisdictional and internal/market-led) to inform decision
making?

Members interact with sustainable taxonomies in other jurisdictions, particularly the
EU taxonomy, in the following ways:

e as entities subject to a reporting obligation, in particular those with headquarters
or substantial operations in the EU; and/or

e as users of the taxonomy framework, in that they use the EU taxonomy (i) to
assess the green credentials of clients or investees or (ii) for the purposes of
labelling financial instruments.

As noted in response to question 1, existing market principles for labelled products,
such as the Green Bond Principles and Green Loan Principles, require proceeds to be
allocated to green purposes but do not define what those green purposes must be.
Taxonomies can provide a consistent set of underlying definitions which facilitate the
labelling process and enhance market credibility.

6. In which areas of the design of a UK Taxonomy would interoperability with these
existing taxonomies be most helpful? These could include format, structure and
naming, or thresholds and metrics.

There is a strong consensus amongst members that interoperability with existing
taxonomies should be a key consideration for any UK taxonomy given the number of
members, and their clients, who operate on a global basis and accordingly, are
required to navigate multiple taxonomies. This must be balanced against the need to
provide a UK-specific view of what is and is not sustainable, which is seen as a key
benefit of a potential UK taxonomy.

Interoperability can occur at different levels within a taxonomy — for example: (i) at a
high-level, including structure and language; (ii) through the inclusion (or not) of
transition activities; (iii) at the level of in-scope activities and their technical screening
criteria (TSC); (iv) with respect to the inclusion of Do No Significant Harm (DNSH)
principle and minimum social standards (noting that most members believe that this is
unduly complex); and (v) with respect to how the taxonomy is used in wider regulation,
including disclosure requirements. Whilst we would encourage significant
interoperability at a high-level (for example, in relation to the environmental objectives
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— see question 9), a higher level of divergence would be acceptable in the detail of in-
scope activities and the DNSH principle (see questions 8 and 12 respectively). For
these purposes, there may be value in leaning into the work done by the International
Platform on Sustainable Finance in terms of their “Multi-jurisdiction Common Ground
Taxonomy (CGT) Methodology”. According to GTAG, there are 47 green taxonomies
in effect or being implemented across the world, and member feedback is that currently
there is no or very limited interoperability across these. Creating a framework that is
interoperable is essential but will be a significant challenge.

Where taxonomies are used for reporting requirements, one key consideration with
regard to interoperability (particularly relating to the EU taxonomy) is the inflexibility of
reporting templates. Where reporting across different jurisdictions is required, an ideal
outcome would be that any reporting undertaken under one jurisdiction counts as
compliant under other jurisdictions, through e.g. a substituted compliance regime.
Where templates are overly prescribed but differ across jurisdictions, this increases
the likelihood that companies will have to fill in multiple similar but different templates.
This risks becoming highly burdensome and offering limited value both to reporters
and users of the data. (Note that members do not support the use of a UK taxonomy
or framework in mandatory disclosures.)

Members also share the view that that if an activity qualifies as green under the EU
Taxonomy, it should also qualify as green under the UK Taxonomy, adjusting for
references from EU law into UK law. This is notwithstanding any enhancements the
UK should make, which are outlined in our response to Question 7.

7. Are there any lessons learned, or best practice from other jurisdictional taxonomies
that a potential UK Taxonomy could be informed by?

There are a variety of views amongst members on what a UK taxonomy should look
like. Some members expressed support for high-level alignment with the structure of
the EU taxonomy subject to implementing lessons learnt (for example, with respect to
the green asset ratio (GAR) as further detailed in question10) and the need for any
UK taxonomy to be voluntary. Members note that the DNSH principle is a particular
concern here, and that is it not necessary to have interoperability with the EU
taxonomy with regard to the DNSH principle.

Some members recommend that that the Government (or another body) consider
developing voluntary reporting templates for non-financial corporates to disclose their
level of taxonomy alignment, focusing on revenues, capex, and opex. This flexible
approach, unlike the EU's prescriptive full ‘alignment' reporting, could simplify costs
for corporates by enabling them to use the same template across different financial
institutions.
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In addition, the Singapore-Asia Taxonomy for Sustainable Finance was identified as
providing a valuable example of how to incorporate transition finance considerations
into a taxonomy, for example using sunset dates as a tool for early signalling of the cut
off point for which certain assets are no longer considered green

Members have highlighted that the primary purpose of a taxonomy or framework is to
categorise activities, not to provide detailed reporting guidance. For example, some of
the lessons learnt from EU Taxonomy are:

Low GAR* Percentages: The low GAR percentages observed across European
banks raise critical questions. It is unclear whether these low levels reflect genuine
underperformance in greening balance sheets or if the GAR metric itself does not
accurately capture the progress made by banks due to the inclusion of loans to
counterparties not subject to the Non-Financial Reporting Directive (NFRD) or CSRD
in the denominator but not in the numerator, making a 100% GAR ratio technically
impossible and making GAR more reflective of the EU/non-EU profile of the Bank’s
loan portfolio.

Template Simplification: Current EU Taxonomy templates pose significant reporting
challenges. The extensive format is impractical for inclusion in the annual report
without compromising readability. Furthermore, the requirement to present all rows
and columns, including those with nil exposure, reduces the overall clarity and
usefulness of the disclosures. The volume of templates and the resultant number of
pages makes it difficult for the reader to identify important messages amid oversupply
of information.

Definition for Summary of key performance indicators (KPIs): The absence of
standardised definitions or formulas for key KPIs has resulted in inconsistent reporting
across banks.

Efforts in financing the transition are not reflected in the disclosures: The current
taxonomy focuses solely on activities that are already aligned with its criteria, which
overlooks the significant role of banks in financing transitional activities.

8. What is the preferred scope of a UK Taxonomy in terms of sectors?

We largely refrain from taking a position on what sectors are included in or excluded
from a UK Taxonomy, provided it offers long-term certainty on UK Government policy,

4 The GAR refers to the proportion of a credit institution's assets that finance and are invested in EU
Taxonomy-aligned economic activities. In 2024, European banks had to disclose their GAR and
Taxonomy alignment alongside their Taxonomy eligibility for the first time. The introduction of this new
KPI aims to standardise the disclosure of taxonomy-aligned economic activities and their impacts on
climate change mitigation.
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is aligned with scientific pathways to a low-carbon economy, and thereby supports
financial services firms’ commitments to reach net zero in their financed emissions.
However, we offer some considerations below.

As one benefit of having a UK taxonomy is the UK-centric view it provides (see the
response to question 1 above), any UK taxonomy should prioritise those sectors which
are currently important to the UK economy, identified by the Government as key from
an investment and development perspective and/or where the UK can distinguish itself
from its international peers. On this basis, we would support the inclusion of nuclear
power within the UK taxonomy. The Government should consider the role of
decommissioning within this.>

To ensure the taxonomy is credible, it should also cover hard-to-abate sectors, such
as heavy industry, transport, construction, energy and agriculture, given these sectors
will require significant amounts of capital to transition to net-zero. To encourage
consistency, in-scope sectors could be tied into any sectoral pathways published by
the Government (either now or in the future).

Finally, a UK taxonomy should clearly distinguish between ineligible activities and out-
of-scope activities. Ineligible or ‘red’ activities either do not comply with applicable
criteria or are generally incompatible with a 1.5°C aligned pathway such that they will
need to be phased out. By contrast, out-of-scope activities are not relevant from a
taxonomy perspective and fall outside the taxonomy framework — for example,
because there is no clear ‘green’ technology applicable in that sector or because the
sectoral emissions are negligible. Similar to the approach taken in the Singaporean
taxonomy, it should be made clear that such out-of-scope activities are not assessed
against taxonomy criteria and do not necessarily pose significant harm.

9. What environmental objectives should a UK taxonomy focus on (examples listed in
paragraph 3.3)? How should these be prioritised?

We welcome the list proposed by HM Treasury in paragraph 3.3 of the consultation,
as this aligns with the environmental objectives commonly included in other
taxonomies globally.

HM Treasury should prioritise the implementation of the climate mitigation objectives
for the following reasons:

e the urgent need to channel finance towards activities consistent with a 1.5°C
aligned emission reduction pathway;

5 The UK itself currently boasts one of the largest aggregated decommissioning liabilities in Europe,
sitting at an exposure of $107M.
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e interoperability with other taxonomies (such Singapore, Australia and Canada),
which have prioritised climate change mitigation in the first instance;

e consistency with other UK sustainable finance policies, such as the work on
transition planning; and

e the tools and methodologies currently available to measure climate mitigation
activities (as compared to other areas such as nature and biodiversity, where
the tools and methodologies are currently less developed).

10. When developing these objectives, what are the key metrics which could be used
for companies to demonstrate alignment with a UK Taxonomy?

Taxonomy alignment can be assessed at a project, activity and/or entity level and can
be measured by assessing revenue, capital expenditure (CapEx) and/or operational
expenditure (OpEXx).

Where entities are permitted to disclose the alignment of their CapEx and OpEX, in
addition to their revenue, this can provide a more holistic overview of a company’s
sustainable strategy. It can also be more effective at capturing transition efforts, such
as investments made to decarbonise activities which would not independently qualify
as green (such as power plants). Both the Singapore and the Australian taxonomies
capture both transition activities and transition measures (e.g. CapEx and/or OpEx).

Given the significant criticisms and limitations of the GAR in the EU context, as well
as the absence of this concept in other taxonomies (such as the Singapore or
Australian), we do not see value in porting this concept into a UK taxonomy from a
transparency or an international interoperability perspective.

11. What are the key design features and characteristics which would maximise the
potential of a UK Taxonomy to contribute to the stated goals? Please consider usability
both for investors and those seeking investment. This may include but not be limited
to the level of detail in the criteria and the type of threshold (e.g. quantitative,
qualitative, legislative)

Key design features to maximise the potential of a UK taxonomy to contribute to the
stated goals include the following:

e The primary role of the taxonomy should be to provide a clear set of definitions
of what constitute green and potentially transition activities. The taxonomy
should be science and evidence-based with transparency as to sources used
for TSC.

e The taxonomy should be globally focused and reflect the characteristics of the
UK’s pathway to net-zero and sectoral pathways for decarbonisation. This
should feed into all aspects of the taxonomy, including in-scope sectors and
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activities, as well as TSC and thresholds, but should be balanced with the
competing need for international interoperability.

e In order to retain the necessary flexibility to adapt to change over time, the
taxonomy should not be embedded within the legislative framework but should
instead be published and maintained as a standalone document (as is the case
for the Singaporean taxonomy).

e There should be a focus on clarity and coherence to facilitate use by all potential
users, including SMEs.

e The taxonomy should incorporate quantitative rather than qualitative thresholds
where possible (for example, emission-intensity thresholds based on lifecycle
emissions), noting that the availability of data will impact ability to assess
whether activity is aligned to a taxonomy or not.

e No mandatory reporting (see response to question 1).
We set out other views throughout this paper, especially in response to question 1.

12. What are respondents’ views on how to incorporate a Do No Significant Harm
principle, and how this could work?

We agree with HM Treasury’s view in paragraphs 3.6 and 3.7 of the consultation that
a DNSH principle is important for the credibility of a taxonomy but must be
implemented in a manner which is usable and proportionate in order to function
effectively. The implementation of the DNSH principle has faced significant challenges
in other jurisdictions, including the EU, and has been criticised for imposing significant
operational burdens on users and inhibiting use of the taxonomy.®

In the EU, the DNSH principle requires extensive documentation, technical expertise,
and reporting, which can be particularly onerous for smaller companies. For example,
a small manufacturing firm might need to conduct detailed environmental impact
assessments and provide comprehensive reports on their supply chain practices,
which can be both time-consuming and costly.

However, completely disregarding this principle can lead to situations where significant
externalities are overlooked when evaluating transition projects. For example, if a
renewable energy project does not consider the potential harm to local wildlife or
communities, it might lead to unintended negative consequences such as habitat

8 For example, in the GTAG’s Final Report on the DNSH Criteria published on 2 August 2023, GTAG
analysis revealed a “number of DNSH criteria that are inconsistent, overly repetitive, and difficult to
measure and understand due to ambiguity in drafting. More fundamental issues were also identified
around a lack of clarity on fundamental definitions such as ‘significant harm’.”
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destruction or displacement of local populations. Therefore, a balanced approach is
necessary to ensure that environmental and social impacts are adequately addressed
without stifling innovation and investments.

In terms of incorporating an effective DNSH principle, we would highlight the following:

e Creating clear guidelines and thresholds that are practical for businesses to
implement without an excessive administrative burden. Singapore’s approach
to DNSH is a good example of how this can be done.

e Adopting a ‘comply or explain’ approach to DNSH instead of a binary approach
allowing entities that meet some but not all DNSH criteria are able to explain
the extent to which they meet the DNSH criteria (and why they do not meet
certain criteria).

e Clearly defining what is meant by ‘significant harm’ and the design parameters
for the DNSH criteria (prioritising the use of international standards and existing
ESG data points where feasible).

e Prioritising quantitative thresholds where possible and, where qualitative
criteria are used, including detailed justifications and conditions for alignment.

e Carrying out consultations and market testing of the proposed approach.

The aim should be to balance providing sufficient clarity and guidance without
becoming overly complex and difficult to comprehend (as this can inhibit taxonomy
effectiveness). Thought should also be given as to the availability of the data required
for compliance with the DNSH principle, especially for SMEs.

Finally, until there is sufficient evidence as to the above-described balance and data
availability being achieved, the application of the DNSH principle should remain
voluntary (as is the case for Singapore for example). This would ensure ease of use
and encourage taxonomy adoption, especially amongst SMEs.

13. It is likely a UK Taxonomy would need regular updates, potentially as often as
every three years.

a. Do you agree with this regularity?

b. Would this pose any practical challenges to users of a UK Taxonomy?

c. Would this timeframe be appropriate for transition plans?

The need for regular updates will depend to an extent on what pathways are built into
the UK taxonomy. Providing users with indicative pathways over time (as opposed to
static thresholds) from inception provides a better means of encouraging long-term
investment in sustainable activities. Such pathways could be aligned with Government
sectoral pathways for decarbonisation or the Climate Change Committee’s (CCC)
carbon budgets.
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However, there will be a need for the taxonomy to retain some flexibility to evolve as
technology develops and sectors decarbonise over time. Updating the taxonomy every
three years could become overly burdensome from a reporting perspective, which
could reduce uptake where reporting is voluntary. We would suggest instead
implementing a five-year timeframe for updates to align with the CCC’s carbon
budgets, coupled with the possibility for interim changes where such updates are
critical to the scientific integrity of the taxonomy. This would maintain a good balance
between providing certainty to users and ensuring the taxonomy is consistent with the
latest scientific advice and evidence.

14. What governance and oversight arrangements should be put in place for ongoing
maintenance and updates to accompany a UK Taxonomy?

We acknowledge the importance of governance and oversight in ensuring the ongoing
success of a taxonomy. We would emphasise the importance of safeguarding the
scientific integrity of the taxonomy criteria and involving technical expertise, as well as
stakeholder engagement, to ensure the taxonomy’s success.

In addition, as indicated in the response to question 11, a taxonomy operates in a
space which continues to evolve at pace and must be able to retain flexibility, which
can be difficult to do where it is embedded within the wider legislative framework.

Given this, we would recommend that ongoing responsibility for maintenance and
updates to a UK taxonomy be delegated to an independent committee established by
HM Treasury and comprised of subject matter experts and industry representatives
(financial institutions and corporates). This will increase efficiency whilst maintaining
the scientific rigour of the taxonomy initiative and avoid the potential complexities of
using the legislative process to maintain a taxonomy on an ongoing basis.

If you have any questions on this response, please reach out to:

lan Bhullar, Principal, Sustainability Policy.
lan.bhullar@ukfinance.org.uk

Drafters:
Sophie Loveridge, Secondee, Sustainability Policy
Polly Harrold, Secondee, Sustainability Policy
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