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The European Union's Platform on Sustainable Finance has released a comprehensive report 
titled "Simplifying the EU Taxonomy to Foster Sustainable Finance," aiming to enhance the 
usability and effectiveness of the EU Taxonomy framework. This initiative seeks to streamline 
sustainable finance practices across the EU.

What is EU Taxonomy?

Key Recommendations

The EU Taxonomy is a classification system that establishes a list of environmentally 
sustainable economic activities. It serves as a tool to help investors, companies, and 
policymakers identify and invest in projects and activities that contribute to the EU's 
environmental objectives. However, stakeholders have raised concerns about the complexity 
and reporting burdens associated with the current framework.

After extensive consultations with investors, banks, insurers, corporates, SMEs, auditors, and 
consultants, following areas for improvement were identified:

One of the significant changes proposed was the reduction in reporting burdens by one-
third. The report suggests-
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Reducing Reporting Burdens

Voluntary OpEx KPI Reporting

Ensuring operational Expenditure 
(OpEx) Key Performance 

Indicator (KPI) reporting is 
voluntary, except for research 

and development (R&D) 
activities.

International Standards Alignment

Increasing compliance with 
international financial reporting 

standards to better integrate 
sustainability information into 

financial statements.

Improved Reporting Templates

Refining reporting templates to 
focus on relevant and decision-
useful sustainability information.

Materiality Thresholds

Introducing materiality thresholds 
in the businesses reporting of 

turnover, OpEx, CapEx, and 
combined financial company 

KPIs, in order to meet EU 
Accounting Directive standards
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The Green Asset Ratio (GAR) is a key financial metric that reflects the share of a financial 
institution’s assets aligned with the EU Taxonomy. The report recommends:

Simplifying the Green Asset Ratio (GAR)

Estimates and Proxies Allowed

Including estimated data and 
proxies supported by provisions 

that protect against 
greenwashing issues.

Targeted Retail Reporting

 Focusing retail exposure 
reporting on activities that drive 

achievement of sustainability 
goals.

Materiality for Combined KPIs

Applying the materiality principle 
to combined KPIs to reduce 
reporting on less significant 

business segments.

Consistent GAR Calculations

Ensuring the numerator (green 
assets) and denominator (total 
assets) are structurally aligned 

for consistent calculations.

The “Do No Significant Harm” (DNSH) principle ensures that sustainable activities do not 
negatively impact other environmental objectives. The report recommends:

Practical Approach to 'Do No Significant Harm' (DNSH)

Simplified DNSH 
Compliance

Simplifying the 
compliance process,  

especially by easing the 
requirements for 

evidence submission 
under EU regulations.

'Comply or 
Explain' for DNSH

Adopting a ‘comply or 
explain’ approach for 

DNSH 
assessments,particularly 

for turnover KPIs, as a 
temporary measure to 
address compliance 

challenges.

Regular DNSH 
Reviews

Executing periodic 
assessments of DNSH 

criteria to their 
practicability across 
financial and non-
financial entities.
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SMEs often face challenges in aligning with the EU Taxonomy. To address this, the report 
recommends

Supporting SMEs in Accessing Sustainable Finance

Simplified Approach for Unlisted SMEs

Introducing a simplified, voluntary 
approach for banks and investors to 

evaluate their exposure toward unlisted 
SMEs.

Tailored EU Taxonomy for Listed SMEs

Developing a tailored EU Taxonomy 
framework for listed SMEs, easing 

administrative complexity to support 
sustainable finance initiatives.

Additionally, the report’s emphasis on supporting SMEs is a crucial step toward ensuring that 
smaller businesses can participate in the EU’s sustainable finance initiatives without facing 
disproportionate compliance burdens. This could result in increased financing for sustainable 
projects across a wider range of industries, further advancing the EU’s environmental goals.



The European Commission is expected to review these recommendations and assess their 
feasibility for implementation. If adopted, these changes could significantly enhance the 
practicality and effectiveness of the EU Taxonomy, ensuring that it remains a cornerstone of 
sustainable finance across Europe.

Potential Implications and Future Developments
If implemented, these recommendations could 
make the EU Taxonomy more accessible, reducing 
complexity and encouraging broader adoption of 
sustainable financial practices. By simplifying key 
metrics such as GAR, DNSH, and financial reporting 
KPIs, the EU aims to foster a more investment-
friendly environment for green and transition 
finance.
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