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No Canadian Taxonomy Unless It Excludes Fossil Fuels:
A guide to a taxonomy from Climate Experts

Thursday 18th April 2024
Attention of:

Chrystia Freeland, Minister of Finance and Deputy Prime Minister
Steven Guilbeault, Minister of Environment and Climate Change
Jonathan Wilkinson, Minister of Energy and Natural Resources

Dear Deputy Prime Minister Freeland, Minister Guilbeault, and Minister Wilkinson,

Climate experts support the creation of a sustainable finance labelling system (a
taxonomy), but not if it includes fossil fuel related investments as eligible for the
sustainability label. 70 climate groups from across Canada share this view.

We encourage the government to quickly deliver a taxonomy to define sustainable
investments. Yet there are key criteria which are necessary for it to be credible, and
for it to receive support from environmental and climate experts. As we outline
below, a Canadian taxonomy must: be consistent with keeping warming below 1.5
degrees; exclude fossil-fuel related projects; respect a just transition and
Indigenous rights; and formally include balanced expertise in the next stages of
governance and decision making, including independent climate representatives.

In this brief, climate expert organizations from across Canada outline the
parameters for a taxonomy that would credibly align with the Paris Agreement
commitments of keeping global warming below 1.5-degrees.!?

A sustainable finance taxonomy is a labelling guide, or a “classification system”," to
define which projects and investments align with achieving net-zero emissions by
2050. The Sustainable Finance Action Council recommended two categories of
green and transition finance investments. This can be summarized as a “sustainable
investment label”, and the key criteria apply regardless of the categories.
Investments not included within the sustainable finance framework can
still access investment capital, but these investments should not be
labelled as sustainable. A taxonomy does not make a judgement call about

1 Throughout this brief, when using ‘Canada’ and ‘Canadian’, the authors acknowledge the
presence and history of Indigenous peoples and communities across Turtle Island, and the
violence to these peoples and communities through the creation of ‘Canada’.
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whether an investment is good or bad, but rather whether or not it is aligned with
Canada’s commitments under the Paris Agreement.

Canada is behind other regions on policy to align the financial sector with the
country’s climate commitments. Canada can only succeed on its climate
commitments if the financial sector aligns. But in the absence of clear rules,
financial flows are not yet moving in the right direction.'” The majority of people in
Canada support new regulations to clear up greenwashing in the financial sector."
Yet Canadian financial institutions face regulatory complaints for making untrue
sustainability and net zero claims.Y New policy is needed to hold the financial sector
accountable for its climate claims. A taxonomy would define which projects and
investments are ‘sustainable’ and which are ‘not’ - but only if it is credibly aligned
with ambitious climate action.

Climate experts’ concerns about the Taxonomy process to date: In 2021, the
Government of Canada tasked a Sustainable Finance Action Council (SFAC) to
recommend parameters for a taxonomy that would define sustainable finance
activities. SFAC’'s members included 25 of Canada’s largest institutions in the
banking, pension and insurance industries. Civil society groups previously raised
concerns to the Government about this taxonomy process, noting that the SFAC
membership did not have sufficient independent climate-related expertise to define
which investments align with Canada’s 2030 and 2050 emissions reduction targets,
and that the process should have followed transparent and democratic
consultation.V' The government has not yet addressed these concerns about
transparency and expertise.

The SFAC recommended to the government that subsequent stages of governance
over this sustainability label include independent climate expert organizations, with
formal representation for an environmental nonprofit representative. Pursuing this
recommendation in the next stages of decision making, for more balanced
representation, is essential for a climate-aligned and broadly supported outcome.

Climate experts’ concerns about the Taxonomy content to date: There
should only be a Canadian taxonomy if it credibly aligns with the overarching goals
of the Paris Agreement. To align with the global scientific consensus of what is
required from Canada on climate action, Canada’s taxonomy must exclude any
expansion of oil or gas production, as well as any carbon capture related to these
sectors. Below are key principles which should determine eligibility for a project or
investment under a sustainable finance labelling system in Canada.
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To be eligible under a sustainable finance taxonomy, a project or investment must:

Principles for Eligibility under a Sustainable Finance Taxonomy:

1. Exclude any expansion of oil, gas or coal (fossil fuel) production, whether
through new projects or expansion of existing projects, as recommended by
leading climate scientists and energy economists;Vi Vil

2. Exclude any carbon capture, utilization and storage (CCUS) related to oil, gas
and coal™ x;

3. Align with limiting global warming to 1.5-degrees, which was defined as a
global target in the Paris Agreement on Climate Change*, and be consistent
with Canada’s legally enshrined ‘Nationally Determined Contribution’ to the
Paris Agreement at @ minimum; *i

4. Require company-based alignment, not only project-based alignment,
whereby the company has a science-based and credible climate transition
planxi,

5. Meet key quantitative thresholds for emissions-related performance across a
project’s lifetime, as is the case in other global taxonomies*V;

6. Respect the Free, Prior and Informed Consent of impacted Indigenous
communities and the United Nations Declaration of the Rights of Indigenous
Peoples (UNDRIP);

7. Do no significant harm to other social and environmental outcomes (e.g., a
just transition, social justice, nature and biodiversity);

8. Advance sustainable labour practices and a just transition in alignment with
the guidelines of the International Labour Organization (ILO),*¥ and advance
decent work and quality jobs including through social dialogue, social
protection and the recognition of labour rights;*V

Additionally, when implementing a taxonomy, the federal and provincial
governments must

9. Consult beyond the financial sector, in particular by developing the taxonomy
guidelines and framework with independent climate expertise, including
balanced representation on any subsequent advisory or decision-making
committees; and

10. Link the Taxonomy to other regulations, such as fund naming and securities
regulations, to ensure the guidance from the Taxonomy can be enforced and
is effective at mitigating greenwashing.
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Conclusion

Excluding an activity or project from the taxonomy would not deprive it of funding -
but the definition of ‘sustainable’ investments must truly align with the name. There
should not be a Canadian taxonomy unless it credibly aligns with the overarching
goals of the Paris Agreement, as detailed through the key principles above.

We thank you for working with us to advance a financial system that aligns with
climate action.

Sincerely,

Environmental Defence Canada

Climate Action Network Canada (CANRAC)
Reegeneration

Investors for Paris Compliance

Shift: Action for Pension Wealth & Planet Health
Stand.earth

Ecojustice

Canada Climate Law Initiative (Initiative canadienne de droit climatique)
David Suzuki Foundation

Canadian Association of Physicians for the Environment (CAPE)
Oil Change International

Protect Our Winters Canada

Equiterre

The Atmospheric Fund

Wilderness Committee

LeadNow

Climate Reality Canada

Grandmothers Act to Save the Planet (GASP)
Council of Canadians - Le Conseil des Canadies
Just Earth

Climate Action for Lifelong Learners (CALL)
Citizens Climate Lobby, Montreal Chapter
Climate Justice Thunder Bay

Etobicoke Climate Action



environmental
defence

Parkdale HighPark 4 Climate Action
Canadian Health Association for Sustainability and Equity (CHASE)
For Our Kids Toronto

ClimateFast

Alberta Wilderness Association
Seniors for Climate Action Now!
Citizens Climate Lobby

TDSB

Green 13

Say No to LNG

Youth Climate Lab

World Animal Protection Canada
East Kootenay Climate Hub
Okanagan Climate Hub

Chase Environmental Action Society
Sue Big Oil Comox Valley Team
Council of Canadians Terrace Chapter
Shuswap Climate Action Society
Wildsight Invermere

Kelowna Tree Protectors

Force of Nature (North Shore Team)
View Royal Climate Coalition

My Sea to Sky

First Things First Okanagan

Climate Justice Edmonton

West Kootenay Climate Hub
Citizens for Public Justice

Force of Nature Alliance

Canadian Interfaith Fast For the Climate
RBC Off Screen

Okanagan Transit Alliance

For Our Kids Alberta
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Pour Nos Enfants / For Our Kid Montréal
West Coast Environmental Law Association
Workshops for Biodiversity

Alberta Beyond Fossil Fuels

Dogwood

MAWO

Calgary Climate Hub

Creston Valley Climate Action Society
Greater Victoria Climate Hub
Saskatchewan Environmental Society
University of Alberta

Climate Messengers Canada

Friends of the Earth Canada

Windfall Ecology Centre
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