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European ship financing on the
Procrustean bed of environmental

taxonomy

he European Maritime Law Or-

ganization (EMLO), a non-profit

organization encompassing
outstanding legal practitioners and
academics, organized a series of we-
binars in 2021 dealing with environ-
mental aspects and sustainability of
maritime transport. One of those ad-
dressed the European environmental
taxonomy and ship finance. The webi-
nar took the format of a Questions and
Answers (Q&A) session.

Dr. Anna Bredima, lawyer, member .
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of the Board of EMLO ancd the Scans
of ECSA (European Community S
owners' Associations) representng e
Cyprus Union of Shipowness IOUS
interviewed Mrs. Katalin Dobramssis-
Bartus, Acting Secretary Gerem o
ECSA and its Director of Econormic a0
Financial affairs in a dual capacy o
a background in economics 2nz 2w

This interview gives 2 summary o e
challenges and opportunities the s
ping industry, as a transitional mous
try, is facing.

- ]
green

. Tman e

S = == o perpose of the Tax-
aney Sepuamon regarding shipping
O e = e scope of operations of
e Jesaumes & T DAT ) concerning
TROTITE aTWEs

I oD O amoer=t=nd the initial aim
ane e smpe of Shus legislative initia-
SNE e mems 3o go Back in time. The
Mmeees Cosmmisson —after signing the
=ans amesment— published its Com-
mumseEREnae Sestainable Finance with
e mimsene == behind it: “if there is
Temsee asalatie only for sustainable

SMEER - DECEMBER 2021




orojects in Europe, businesses will only
nave sustainable activities”

Hence, they targeted different initia-
tives towards the financial services sec-
for and investors to “encourage” them
to finance only sustainable projects. The
Green Deal of the von der Leyen Com-
mission made taxonomy a horizontal
r=gulatory initiative.

Taxonomy is one piece of the Sustain-
zble Finance Agenda, which provides a
cefinition for classifying which econom-
' activities can be considered green. It
s economic activity based assessment
znd not looking at company eligibility.
cligible economic activities are listed by
NACE Codes (Nomenclature of Econom-
« Activities) and the economic activity
‘or the maritime industry is asset based,
L2. itis looking at the vessel,

Whether the eligible activities are

1axonomy aligned or not, they have to

meet three sets of requirements:

indirect scope. Based on the direct
scope, we can mention that it ad-
dresses ~for the time being- environ-
mental sustainability.

Financial services
banks), financial services member
state regulators, investment firms
and large companies have to report
on how big portion of their portfolio
is taxonomy compliant. The indirect
scope is captured through market
pressure.

In order to be able to define this
portion, shipping companies will be
required to provide this information
towards their banks and investors,
even if the reporting and the disclo-
sure requirements are not obligatory
for them.

It is essential that investors have in-
formation on what they can consider
sustainable.

providers (i.e.

What is the EU taxonomy?

The EU taxonomy is a classification system, establishing a list of environmentally
sustainable economic activities. It would provide companies, investors and
policymakers with appropriate definitions for which economic activities can be
considered environmentally sustainable. In this way, it should create security
for investors, protect private investors from greenwashing, help companies
become more climate-friendly and mitigate market fragmentation.

Source; European Commission

1) substantial contribution (SC) to one
or more environmental objectives
defined by the Taxonomy Regulation

2) the Do No Significant Harm (DNSH) to
the other environmental objectives

3) compliance with social and labour
minimum requirements, as set out
by international conventions (OECD
& ILO).

The criteria are fine-tuned and de-
ailed by the technical screening crite-
ia defined by the delegated acts.

The Taxonomy has a direct and an
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Sustainability and politics

According to the current technical
screening criteria, if the vessel trans-
ports fossil fuel, no matter how green
the vessel is, it would not qualify as
green investment. How do we handle
this? Does this rule exclude the entire
tanker fleet?

This is a political decision which needs
explanation. In principle, yes, the aim
of the.regulator was to penalize fossil
fuels at any level. However, we must
take into account the fact that transi-

tion is a necessary in-between step
before becoming fully sustainable. Ad-
dressing those market players who ac-
tually can have an impact on the given
economic activity is key. This has been
partly recognized at technical level,
but the process is highly politicized.
The wording “dedicated to" needs fur-
ther interpretation and might provide
the possibility to include tankers. For

Katalin Dobranszky-Bartus

example, if a tanker, which would be
defined as green vessel based on its
operation, and if in principle can be
also be used for transporting sustain-
able fuel, once market demand and
supply require, should not be excluded
from taxonomy compliance.

What are, in your view, the implications
at the international level? Isn't it a dan-
gerous path for the EU to dictate unilat-
erally the taxonomy standards? Are the
Chinese, Japanese and other competi-
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Shipping

tors of the EU fleet subject to the same
conditions? Do you see other jurisdic-
tions following the EU policymakers?

Due to the negative consequences of
regulatory fragmentation, which we all
know, a regional legislation should be
avoided for a global industry like ship-
ping. The EU -through international co-
operation- should devise the criteria to
safeguard an international level playing
field. And the EU regulators are follow-
ing this path in the field of sustainable
finance on different levels: for example,
the EU co-chairs with China the Interna-
tional Platform of Sustainable Finance
but there are other EU-driven interna-
tional initiatives as well, for example at
central bank level. More and more juris-
dictions are looking at similar solutions
as the EU taxonomy. Chile, Japan, etc.
Of course, a lot will depend on how the
taxonomy will be put in use.

Is EU taxonomy in line with IMO?

The EU has the ambition to lead the
sustainability agenda at global level.
On the one hand-it is seen as a "politi-
cal branding’, the political competition
factor, but at the same time the EU is
willing to provide resources to reach
the green goal at global level. The EU
regulators believe that IMO is too slow
to ensure that the EU Green Deal is on
the right track. So yes, we can expect
that the Taxonomy goes beyond IMO.

The taxonomy definitions take into
account the following characteristics:
diversity of activities (liner, tramp ship-
ping, deep sea, short sea shipping, off-
shore shipping), diversity of ship sizes/
types and business models, existing
ships and new ships. What guidance
would you give to policymakers in or-
der to take into account these charac-
teristics?

A one-size-fits-all approach is totally
unsuitable for the maritime sector. The
deep knowledge of the diverse char-
acteristics of the shipping industry is
essential to establish the usable defi-
nitions for sustainable maritime eco-
nomic activities, also for the sake of the
investors. Developing and aligning the
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It is key that the shipping
industry is recognized as 2
transitional industry, which

needs in-between steps

to reach green goals

taxonomy to its purpose requires <
knowledge on three different leve's
knowledge of the entire supply chain

technical expertise on the unique char-

. acteristics and not least the know-how
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of the interdisciplinary linkage of
these elements. The Sustainable =i-
nance Platform is tasked to establish
and review these definitions. It woulc
be highly beneficial for both the regu-
lator and the EU economy to include
shipping experts in the Platform.

Greenwashing and transition
The lack of common definitions to
identify which types of investment can
be identified as “green” may lead to
transitional technologies like the LNG
without accounting for the methane
slip. What is your view about the gre-
enwashing challenges?

| believe greenwashing and transi-
tion are two different matters. They are
certainly linked, but need different ap-
proach and different type of solutions.
It is key that the shipping industry is
recognized as a transitional industry,
which needs in-between steps to reach
green goals. The EU shipping industry
is dedicated to reach the green goals.
In order to climb the in-between steps
of the ladder, technology neutrality is a
key element.

The future of SMEs

Does taxonomy mean that small- and
medium-sized enterprises (SMEs) will
be driven out of the market?

There is a risk, if the definitions are
not calibrated properly, that SMEs will
face a difficult situation. The taxonomy
compliance is relatively more burden-
some for SMEs in its current form,
even though reporting and disclosure

s=gue=ments are not obligatory for
SME< ¥ Ty are not taxonomy com-
oliamt (==0 by choosing not to report),

=y “2c= difficulties in access-

: financing. There is no
==on e regulator is dedicated
2o prot=ct SMEs. They are considering

“oss e tools to ensure that SMEs are
mot owerourdened, for example by cre-
=tng ss=ncard solutions. The taxono-

~w =0 orowviae this feature, but we are

Does the taxonomy reduce finance op-
portunities in the EU? Does it simplify
or complicate shipowners’ lives?

There zr= opportunities and challeng-
**o*ny itself is a tool to meas-
ctivities are green to help the
rvices providers and inves-
tors 1o decide whether their portfolio
they investin is green or not.

n principle it should not complicate
ives of shipowners. It should be the
arrot, not the stick. In practice, how-
ver, we see negative trends, which are

results of many factors: complexity, the
scope, the hybrid and dynamic nature of
the regulation, and not least the process.

We zlso need to remember that the
taxonomy is there for defining the top
performing green activities. It raises
the guestion: how do we address tran-
sition then?

| will put on my economist hat here:
we need to have a cost-benefit analy-
sis, then ask the question whether it
is worth it and considered to be more
complicated than the simple way.

If | take off my economist hat, | would
rather say that the taxonomy is a new
dictionary for a newly developing lan-
guage, the language of sustainability,
which will stay with us for the next cou-
ple of years — even decades. It is com-
plex, that's true. And its hybrid charac-
ter makes it even more complicated
to follow/understand for the time be-
ing. But if it is calibrated well and stays
alive, we will learn how to speak this
language and it will not be as complex
anymore.
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*Dr. Anna Bredima, Senior Policy Advisor on European Affairs
Cyprus Union of Shipowners
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