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INPUT TO STAKEHOLDER REQUEST
MECHANISM - AMENDMENTS TO MAKE
REPORTING SIMPLER AND MORE COST-
EFFECTIVE FOR COMPANIES

VCI, the German Chemical Industry Association, supports the European Commission's
efforts to reduce burdens and simplify processes. We welcome the proposals launched
on the Omnibus | however, it does not go far enough. More broadly, it's necessary to
evaluate the effectiveness of the EU Taxonomy framework by analysing its positive
uptake in certain economic sectors and its underperformance in others to make it a fit-
for-purpose framework and should therefore be voluntary.

1.1. The draft delegated act does not significantly reduce bureaucracy for non-
financial undertakings

Proposed amendments to Delegated Regulations (EU) 2021/2139 (“Climate
Delegated Act”) and (EU) 2023/2486 (“Environmental Delegated Act”) as regards the
DNSH criteria for pollution prevention and control (“Appendix C”)

VCI welcomes the changes adopted on Appendix C as regards the deletion of paragraph
f) bis, as the assessment required was excessively broad and not in proportion with the
purpose of the DNSH principle. Appendix C remains as one of the main challenges for
VCI membership since it is directly linked to the core economic activities for the chemical
sector included in the EU Taxonomy. In general, Appendix C should not go beyond the
requirements and definitions set out in Regulation 1907/2006 (REACH Regulation), which
sets clear and widely adopted rules for restricting certain chemicals in specific processes
and constitutes the standard for chemical compliance in the EU. Therefore, compliance
with said Regulation should already be considered as not doing significant harm (DNSH)
to the Pollution Prevention and Control (PPC) objective. A more proportionate approach
on Appendix C would also be in line with Article 19(1)(k) of the EU Taxonomy Regulation,
which requires that the technical screening criteria (TSC) must “be easy to use and be
set in a manner that facilitates the verification of their compliance”. However, the current
design of Appendix C places an excessive burden on companies.

e Draft Annex VI - X paragraph 1 of letter f) — Delete “used under controlled
conditions”

Under REACH the identification of a substance of concern according to REACH Art. 59(1)
triggers information obligations but no authorisation requirement. The latter only applies
for substances listed in REACH Annex XIV. Thus, we recommend to replace “and
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meeting the criteria laid down in Article 57 of Regulation (EC) No 1907/2006 and that
were identified in accordance with Article 59(1)” by “included in Annex XIV”. Furthermore,
the concept of “controlled conditions” is unclear in the context of Appendix C and risks
leading to divergent and excessively stringent interpretations, ultimately hampering data
comparability. We therefore urge for deleting of the term “controlled conditions” in
paragraph 1 of letter f):

“substances, whether on their own, or in mixtures or in an article, in a concentration above

0,1 % weight by weight (w/w), included in Annex XIV and-meeting-the-criteriataid-down
in-Article-57-of Regulation (EC) No 1907/2006 anrd-that-were-identitied-in-accordance-with

Article-69(1)-of that Regutation for a period of at least 18 months, except if it is assessed

and documented by the operators that no other suitable alternative substances or

technologies are available on the market and—that-they—are—used—under—controfled

e Draft amendment to Delegated Regulation EU 2021/2178 Art. 2 par. 1a —
Materiality Threshold

VCI welcomes the introduction of a materiality threshold but sees a need for further
improvement. For activities making up <10% of turnover, CapEx or OpEx only the
assessment of technical screening criteria (TSC) is voluntary, not the assessment of
Minimum Safeguards (MS) or the calculation of their turnover, CapEx or OpEXx. It is
unclear whether and how the non-material KPIs need to be included in the reporting
templates, since the templates only use ambiguous terms such as “eligible” and the text
mentions “reporting separately” their turnover, CapEx and OpEx.

The majority of effort for calculating taxonomy KPlIs is spent on a) determining the
(eligible) turnover, CapEx and OpEx for each activity and b) providing documentation for
the multiple TSC and MS for aligned activities (shares), whereas comparably little effort
is spent on c¢) providing documentation for non-alignment due to one of the TSC or MS.
Since companies are incentivized to use this exemption for c) (instead of b)), the main
efforts a) and b) remain unchanged.

To achieve a significant effort reduction, no reporting on the eligible turnover, CapEx or
OpEx of non-material activities shall be required, neither separately nor as part of the
reporting templates. This would make it optional whether companies want to screen all
their investment CapEx for activities with whom they create no turnover (CapEx
category c), which is a considerable burden. Further focusing on "activities that are
material for the business" indeed aligns well with the concept of core activities. This
approach can help ensure that the materiality threshold is applied to the most relevant
aspects of the business, potentially reducing bureaucratic complexity and enhancing
clarity.

Further, the lack of minimum thresholds for activity-level reporting makes the reporting
duty disproportionate, leading to unnecessary reporting burdens for non-core or non-
substantial activities. Companies often have to report on minor supporting activities,
which do not significantly impact their Taxonomy KPls. The introduction of a cumulative
10% materiality threshold is a significant improvement, but should not be on a
cumulative basis (i.e. non-financial undertakings should be able to omit any economic
activity below said threshold).
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e Draft amendment to Delegated Regulation EU 2021/2178 Art. 2 par. 1a —
OpEx reporting

There is additional unclarity regarding the OpEx reporting for activities below 25%
turnover, since the phrase “omit reporting” suggests that all reporting on eligibility or
alignment (either separately or somehow in the templates) is optional, while the context
description sounds contradictory. However, the especially low relevance of OpEx
reporting calls for a clear voluntariness.

The current contradictions within the document pose challenges for companies and
auditors. At the same time, disclosure of taxonomy-related OpEXx is less relevant than
turnover and CapEx: Companies sustainability profile is primarily defined by their
taxonomy-related turnover data followed by their CapEx figures (including CapEx
plans). Furthermore, other EU initiatives like the Green Bond standard or the recently
announced taxonomy-aligned benchmark are connected with "green" turnover and
CapEx but have no connection with OpEx.

Given that OpEx is cumbersome to calculate and adds little value to financial market
participants, disclosure on (eligibility and alignment) of Opex should be voluntary.

e Draft Annex VI - X - Heading

The current interpretation of “use” prevents alignment of (the manufacturing of)
substances (e.g. chemical precursors key for the transition towards a sustainable
economy) that fulfill both the substantial contribution and the DNSH criteria but require
the involvement of restricted substances during the manufacturing process that are not
present in the final product nor in contact with it (e.g. intermediates, substances
required for fuel/combustion, etc.). In most cases, these types of emissions are covered
by the DNSH criteria to the pollution prevention and control (PPC) objective, which refer
to the relevant BAT-AEL values. To including “use of” leads to confusion from a legal
perspective, as the regulations and directives mentioned in Annex C cover different
areas of application, for example the referenced RoHS regulation covers only placing on
the market and not “use of”. Therefore, we advocade to word “use of” to be removed.

e Draft Annex VI - X paragraph d)

While the new text for d) clarifies that the exceptions in Annex Ill and IV of RoHS
Directive are applicable also for EU taxonomy reporting, it fails to include the equally
important clarification which products are in scope of d).

The previous commission notice C/2023/267 (https://eur-
lex.europa.eu/eli/C/2023/267/0j) already provided the missing clarification in question
176: “Compliance with point (d) of Appendix C only applies within the scope of the
Directive 2011/65/EU (RoHS Directive). The scope of the RoHS Directive is set in
Article 2 of this Directive®. The referenced Article 2 states “This Directive shall [...] apply
to electrical and electronic equipment falling within the categories set out in Annex I.”
Consequently, only manufacturers and sellers of certain electrical and electronic
equipment need to consider d) for their taxonomy reporting. Though already clarified,
user-friendliness of the EU taxonomy would increase by including this fundamental
clarification directly in the legal text instead of providing it just in a commission notice.

Recommended change: Include the commission notice’s clarification and rephrase d)
as: “(d) substances, whether on their own, in mixtures or in articles, listed in Annex Il to
Directive 2011/65/EU and falling in the scope of Article 2 of that Directive, except where
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there is full compliance with the applications listed in Annexes Il and IV of that
Directive”.

e Draft Annex I-V and deletion of templates — 1-5 in Annex VII Regulation
2021/2178

The removal of templates 1-5 and the shortening of other templates removes redundant
information and thus increases reader-friendliness of financial reports. However, it
provides only negligible burden reduction, since eligible turnover, CapEx and OpEXx of
all activities and the aligned turnover, CapEx and OpEXx of all material activities are
presumably still necessary to fill out the templates.

In the first year, implementing new templates even increases burdens. In addition, the
new templates lack clarification if and how non-material turnover, CapEx and OpEx
need to be included in any KPIs. Further ambiguity of the templates has been pointed
out by DRSC’s consultation feedback and will lead to late, individual agreements
between companies and their auditors on the interpretation, if not clarified more
precisely already in the draft delegated act. For achieving any significant burden
reduction and removing uncertainties, it needs to be clarified that turnover, CapEx and
OpEx of non-material activities do not need to be reported separately or in any of the
templates (not even in the “portion of eligible activities”). In addition, it is questionable if
it needs detailed KPI templates if an undertaking cannot report aligned shares. This
would reduce the number of templates from 4 (after the Omnibus changes) to 1.
Further ambiguities of the templates need to be clarified directly in the delegated act
and not with a FAQ at a later point in time.

1.2. Taxonomy and ETS eligibility — Many white spots

Concerned legislation: Commission Delegated Regulation (EU) 2021/2139 of 4 June
2021 supplementing Regulation (EU) 2020/852 of the European Parliament and of the
Council by establishing the technical screening criteria for determining the conditions
under which an economic activity qualifies as contributing substantially to climate change
mitigation or climate change adaptation and for determining whether that economic
activity causes no significant harm to any of the other environmental objectives.

Issue: The EU Taxonomy is grappling with a range of usability issues regarding the
reference to EU Emission Trading System (ETS). One of these issues is the unfair
treatment of economic activities that are Taxonomy eligible but can never be aligned due
to the Technical Screening Criteria (TSC) set out by the regulation not being applicable
to that activity.

Main challenges: The Technical Screening Criteria (TSC) for many economic activities
under the EU Taxonomy reference EU Emissions Trading System (EU ETS) benchmarks
through footnotes, e.g. “Reflecting the average value of the 10% most efficient
installations...” and “Calculated in accordance with Regulation (EU) 2019/331”. However,
not all plants or processes relevant to these economic activities are always covered by
the EU ETS. The EU ETS only covers specific high emitting processes described in detail
by Guidance Document nr. 9 on the harmonised free allocation methodology for the EU-
ETS post 2020. As the chemical industry is highly complex, some of its eligible activities
(e.g., chemicals produced as by-products) are not covered by the TSC with the specific
EU-ETS boundaries. Therefore, some of these activities cannot be assessed and must
generally be reported as not taxonomy-aligned.

For example, the manufacture of soda ash in a caprolactam production network (3.12.
Manufacture of soda ash) is not covered by the EU ETS (see guidance document nr. 9,
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exemption on p. 178). Hence, under the current rules it is impossible to screen this activity
and consequently for this activity to be taxonomy aligned, but it is nonetheless eligible.
There is no apparent environmental logic behind this as the issue stems from
misalignment of the TSC, i.e. a lack of data.

This uncoherent situation does also apply to notably: CCM/CCA 3.7. Manufacture of
cement, 3.12. Manufacture of soda ash, 3.14. Manufacture of basic organic chemicals,
3.16. Manufacture of nitric acid.

Impact: Redressing the inconsistency of TSC with regard to ETS benchmarks will result
in more accurate and therefore comparable Taxonomy reporting as well as a reduced
administrative burden.

Change recommended: (1) A straightforward way to resolve this usability issue would
be for the Commission to clarify (in an FAQ or other instrument) that activities with TSC
including a reference to the EU ETS, are taxonomy eligible when the plant relevant to this
activity is indeed within the specific ETS system boundaries. This would result in more
targeted and accurate reporting leading to greater comparability between figures across
companies and industries. This would also be in line with the rationale to address high-
emitting processes first (i.e., those covered by the EU ETS). In addition, a generally
applicable materiality principle is necessary to increase comparability. This is currently
not firmly established at all companies.

(2) Certificates from non-European countries for non-European activities/production
assets should also fulfil the technical screening criteria/ criteria for substantial contribution
as long as they are comparable to the European standard. DNSH criteria for chemicals
should reference to existing chemicals legislation which would also define thresholds of
concentration. Without those thresholds the definition is up to individual companies and
auditors which creates legal uncertainty.

1.3. Taxonomy and ETS - Disadvantaging electrification

Concerned legislation: Commission Delegated Regulation (EU) 2021/2139 of 4 June
2021 supplementing Regulation (EU) 2020/852 of the European Parliament and of the
Council by establishing the technical screening criteria for determining the conditions
under which an economic activity qualifies as contributing substantially to climate change
mitigation or climate change adaptation and for determining whether that economic
activity causes no significant harm to any of the other environmental objectives

Issue: We have identified an inconsistency in relation to the EU ETS for the activity CCM
3.14 Production of basic organic chemicals and in particular high-value chemicals (HVC)
by steam cracking. Due to the direct link between the TSC and the EU ETS (EU
2019/331), the sector-specific guidelines must be followed. Regarding the ETS
calculation for steam crackers, the relevant guidelines require companies to calculate the
emissions for steam cracking with a standardized CO2 backpack for the electricity used.
Regardless of where and how the electricity is generated, emissions are reported using
a standardized rucksack of 0.376 kg CO2/kWh). Under the current EU ETS, this is
necessary to compare the performance of operating cracker plants.

Main challenge: In the context of the taxonomy, this strict rule is absolutely detrimental
to innovative processes such as the electrification of steam crackers or other chemical
processes. Any innovative chemical process technologies that utilize electrification using
green/renewable electricity will even be penalized with a higher CO2 value with respect
to this strict calculation rule where fuel and electricity are interchangeable. As a result,
some chemical industry efforts to electrify HVC or similar production processes are
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classified as unaligned. The current taxonomy reporting therefore penalizes electrification
efforts in favor of crackers using fossil gas technologies.

Impact: This limits the chemical industry in the electrification of production processes and
ignores the benefits of renewable green electricity. Electrification and access to affordable
renewable and low-carbon energy are fundamental to climate neutrality and the chemical
industry of the future. The strict reference to the calculation methodology of the EU ETS
therefore diminishes the importance of the use of green electricity and closes off one of
the most important levers for the sustainable transformation of the chemical industry. The
sustainable transformation from fossil production processes to low-emission processes
with renewable electricity is even negatively evaluated by this criterion, as every higher
electricity consumption increases the GHG emissions calculated according to the ETS
system.

This leads to a significant discrepancy between the company's efforts to mitigate climate
change and the recognition of the activity 3.14 Production of organic raw materials. We
therefore see a compelling need to revise these criteria for a significant contribution to
align them with the actual change in the chemical industry. We call for a better definition
that makes it possible to include the positive effects of renewable energies in the specific
calculation. The strict requirement to follow the for calculating GHG emissions should be
supplemented. It must be ensured that the reduction of GHG emissions using electricity
from renewable energy sources is also applicable, visible and recognized in this criterion.

Change recommended: We suggest the following change in wording in the respective
delegated act: “Where the GHG emissions are calculated in accordance with Regulation
(EU) 2019/331, and organic chemicals in scope are produced using renewable electricity,
the fixed factor for electricity given by the regulation (EU) 2019/331 should be adjusted to
the specific factor of the renewable electricity”.

1.4. Taxonomy and the description of renewable feedstock — Disadvantaging
inorganic raw materials

Concerned legislation: Commission Delegated Regulation (EU) 2021/2139 of 4 June
2021, supplementing Regulation (EU) 2020/852, establishes technical screening criteria
to determine if economic activities contribute substantially to climate change mitigation
or adaptation without causing significant harm to other environmental objectives.

Issue: We identified an inconsistency in the description of activity CCM 3.17
(Production of plastics in primary form). While renewable feedstock is defined as
biomass, industrial biowaste, or municipal biological waste, inorganic raw materials that
do not alter natural balances or are returned via the biological cycle (e.g., air, water,
sodium chloride) are excluded from consideration as renewable raw materials.

Main challenges: The description of activity CCM 3.17 refers to the manufacture
resins, plastics materials and non-vulcanisable thermoplastic elastomers, the mixing
and blending of resins on a custom basis, as well as the manufacture of non-
customised synthetic resins. The economic activities in this category could be
associated with NACE code 20.16 in accordance with the statistical classification of
economic activities established by Regulation (EC) No 1893/2006.

An economic activity in this category is a transitional activity as referred to in Article
10(2) of Regulation (EU) 2020/852 where it complies with the technical screening
criteria set out in this Section

Impact: Currently, inorganic raw materials whose extraction from nature does not change
the balance or are returned via the biological cycle are not being taken into consideration
in the context of renewable raw materials (examples: air, water, sodium chloride, ....) and
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therefore cannot contribute to the CO2 reduction ambitions. This discourages
investments and creates uncertainty regarding the contribution of related projects to
climate protection.

Policy changes recommended: In addition to bio-based raw materials, inorganic raw
materials whose extraction from nature does not change the balance or are returned via
the biological cycle should also be listed under the footnote 155 of Commission Delegated
Regulation (EU) 2021/2139 in the context of renewable raw materials (examples: air,
water, sodium chloride, ....).

1.5. Impracticability of the TSC criteria on recycled and renewable feedstock for
plastics in primary form

Concerned legislation: Commission Delegated Regulation (EU) 2021/2139 of 4 June
2021, supplementing Regulation (EU) 2020/852, establishes technical screening criteria
to determine if economic activities contribute substantially to climate change mitigation
or adaptation without causing significant harm to other environmental objectives.

Issue: This section refers to the economic activity “3.17 — Manufacture of plastics in
primary form” included in Annex | of the Climate Delegated Act, making a substantial
contribution to climate change mitigation.

Main challenges: A theoretical full manufacture with recyclates (100%) does not reflect
the reality. Mechanically recycled products (part of the physically recycled products) and
production lines are already implemented, but many times the products exhibit recycled
shares below 100% not only because of market expectations but also to steer the
performance of the products towards the application-specific requirements via addition of
virgin material. Chemically recycled products may be derived from production processes
where, due to technical feasibility, co-feeding of primary fossil and/or renewable
feedstocks is required, and also some chemical components may not origin from recycled
streams (e.g., oxygen). Therefore, 100% recycled share, both physically and attributed,
may not be reached. In addition, it is unclear if additives, colorants etc, count as part of
the plastic for Taxonomy purposes. If yes, a 100% share of recycled feedstock can never
be reached as those will unlikely be derived from renewable/recycled feedstock.

In general, positive step towards net zero trajectory and full circularity should be
supported.

Impact: The current interpretation is binary (i.e. alignment is only possible if 100% of the
input comes from recycling both chemical or physical), which means that a product using,
for example, 1 or 99% of recycled input would not be aligned. This also hampers CapEx
investments aimed at advancing circular conomy as, for example, ian investment project
with partially recycled content t would not be taxonomy-aligned. Under the current
interpretation, any proportion of recycled input is not supported, which is not consistent
with other relevant EU legislation, such as the plastic packaging regulation, where
proportions of recycled input are recognized and supported.

Policy changes recommended: The activity 3.17 manufacture of plastics in primary
form should encourage a progressive increase in the proportion of recycled and
renweable inputs in the production process. Therefore, the word “fully” for SCC a) and
b) should be deleted to allow a lower and realistic share of recycled content.
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1.6. Third-party verification of quantified life-cycle GHG emissions

Concerned legislation: Commission Delegated Regulation (EU) 2021/2139 of 4 June
2021, supplementing Regulation (EU) 2020/852, establishes technical screening criteria
to determine if economic activities contribute substantially to climate change mitigation
or adaptation without causing significant harm to other environmental objectives.

Issue: The Taxonomy Regulation requires quantified life-cycle GHG emissions verified
by an independent third party. As per the current interpretation, the LCA assessment and
the third-party verification is required at product-level on a yearly basis.

Impact: A company in the chemical industry can produce thousands of products aligned
with the EU Taxonomy and is required to have a LCA assessment verified by an
independent third-party for each of them, which represents a significant cost and is
extremely time-consuming.

Policy changes recommended: According to the ISO 14044 LCA standard a critical
review is always required but may be carried out by a qualified internal or external expert.
A costly third-party critical review by a panel of interested parties is required only when
the results of an LCA are intended to be used for comparative assertions disclosed to the
public, such as in marketing materials. Moreover, many activities or products covered by
specific EU legislation within the Taxonomy already make reference to a verified
methodology approved by the EU.

In addition, some undertakings use a software for LCA calculation. Those softwares are
often verified by third party. The ISO standard allows to have LCA calculated in a software
and having it verified externally. In such cases, it does not make sense to require a LCA
for each product that is individually verified by third party. The verification of third party
for the whole system/software should be sufficient and is in accordance with ISO.
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Contact:

Kathrine Link

Manager, Division Sustainability, Energy und Climate Protection
Department Sustainability — Initiative Chemie?
P +49 (69) 2556- 1503 | E link@yvci.de

German Chemical Industry Association

Mainzer Landstrasse 55
60329 Frankfurt, Germany

www.vci.de | www.ihre-chemie.de | www.chemiehoch3.de
LinkedIn | X | YouTube | Instagram
Data protection rules | Compliance-Guideline | Transparency

® Identification no. in the EU Transparency Register: 15423437054-40

® The VCl is registered with registration no. R000476 in the Lobbying Register for the
Representation of Special Interests vis-a-vis the German Bundestag and the Federal
Government.

The VCI and its sector associations represent the interests of around 2,300 companies
from the chemical-pharmaceutical industry and areas related to chemistry vis-a-vis
politicians, public authorities, other industries, science and media. In 2023, the VCI
member companies realised sales of ca. 245 billion euros and employed over 560,000
staff.
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