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Introduction

The implementation of the do no significant harm (DNSH) principle is a major step forward in ef-
forts to subject investments, and in particular public investments, to closer scrutiny of their con-
tributions to the green transition. In the past, monetary assessment methods for evaluating environ-
mental impacts, such as cost-benefit analysis or cost-effectiveness analysis, have often been criticised
for their shortcomings? 2 3, as they focus on concepts that are linked to monetizable costs only. In this
logic, other values, such as social values, could not be captured, because they are harder to monetise
so these methods often led to making decisions based on only one type of value*. Hence, a multi-
criteria valuation method is needed to allow for a more flexible approach that considers a variety of
objectives, which the DNSH framework represents.

Decisionmakers are often faced with difficult trade-offs, when considering, for example, policy
measures that contribute to climate change mitigation but compromise other environmental objec-
tives. The DNSH is important because it requires a more holistic consideration of the impacts that
reforms and investments will have on other policy areas. This presents an excellent and essential
opportunity to prevent harmful trade-offs and improve environmental outcomes. Previously used
funding mechanisms did not take a long-sighted approach to investment and did not take all factors
into account. As a result, they focused on a specific environmental or social objective without sufficient
consideration of other objectives. For example, the targets and metrics used to evaluate investments
focused on carbon emissions at the expense of other important environmental data such as clean wa-
ter, waste, and biodiversity management. With the DNSH principle, there is a holistic approach to in-
vestment which takes into account good performance in a given environmental aspect, while also
meeting minimum standards in other aspects®.

However, while the DNSH is an important step towards meeting multiple objectives at a time, our anal-
ysis of Member States’ National Recovery and Resilience Plans (NRRPs) under the Recovery and
Resilience Facility (RRF), has shown® that the application of this principle did not reach its full
potential; there have been significant gaps and inconsistencies. For example, in contrast to the life
cycle approach laid out in the EU taxonomy for sustainable investment (EU taxonomy), neither the
environmental impact, the acquisition of new equipment, nor a possible increase of energy use was
taken into account for digitalisation measures. Additionally, re-use policies were missing across com-
ponents.

A more robust and coherent application and implementation of this principle is critical, especially
as this method will now also be used for future funding instruments at EU level. This policy brief
investigates the application of the DNSH assessment in the Member States’ (MS) National Recovery
and Resilience Plans (NRRPs) as a basis for guidance for a more rigorous and evidence-based applica-
tion in the future. Based on our analysis of the shortcomings of the DNSH application in the NRRPs, we
present proposals for substantive improvements for its application in public financing. In addition,
drawing on qualitative interviews with relevant officials, we propose recommendations for procedural
improvements, workflows, and governance for how policymakers apply the principle in practice. Itis
important to reflect on the lessons learned from DNSH application in the NRRPs so that the process
can be improved to deliver on the aspirations of this tool to ensure multiple environmental objective,
as well as environmental objectives that are embedded within other objectives, are equally considered
and met across all sectors.

This brief is structured as follows: First, we explain the background of the DNSH principle, its links to
the EU Taxonomy and the Recovery and Resilience Facility as well as its application in future funding
instruments at EU level. Next, we provide an analysis of application of the DNSH in Member States’
NRRPs, followed by a critical reflection on the substantial and procedural shortfalls of the application
of the DNSH principle. Building on this, we conclude with concrete recommendations for the DNSH
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application, both on content and procedural aspects, to ensure for a more stringent and robust DNSH
assessment in the future.

What is the DNSH principle?

This section gives a background on how the do no significant harm principle was created and how it is
applied in EU funds today. This should better contextualise the purpose of the DNSH and how it is
presently being used.

DNSH and the EU Taxonomy

The background of the DNSH and the EU taxonomy are interlinked, and therefore this section will ex-
plain both, and their relation. The EU taxonomy is a system of classification which defines economic
activities that are environmentally sustainable 7. The Taxonomy Regulation (Regulation (EU)
2020/852)8, which entered into force on 12 July 2020, establishes six environmental objectives:

Climate change mitigation

Climate change adaptation

The sustainable use and protection of water and marine resources
The transition to a circular economy

Pollution prevention and control

The protection and restoration of biodiversity and ecosystems

cukwNE

To be considered environmentally sustainable, an economic activity must meet four criteria:

a) Contribute to one or more of the above-listed objectives;

b) Do no significant harm to any of the above-listed objectives;
c) Be carried out in compliance with minimum safeguards’; and
d) Comply with technical screening criteria.

In short, the DNSH is one of the criteria that an economic activity must meet in order to be consid-
ered environmentally sustainable, by way of causing no significant harm to the six environmental
objectives established under the EU taxonomy.

Article 17 of the Regulation sets out very briefly what is considered to be “significant harm” to each of
the six environmental objectives, “taking into account the life cycle of the products and services pro-
vided by an economic activity, including evidence from existing life cycle assessments” and further
explaining that “when assessing an economic activity against the criteria [...], both the environmental
impact of the activity itself and the environmental impact of the products and services provided by that
activity throughout their lifecycle shall be taken into account, in particular by considering the produc-
tion, use and end of life of those products and services.”

To determine what activities can be considered sustainable for each objective, the Commission
had to define technical screening criteria through Delegated Acts. On 9 December 2021, Commis-
sion Delegated Regulation (EU) 2021/2139 was published® which defined the criteria for the climate
change mitigation and climate change adaptation objectives, including whether an activity contributes
substantially to these objectives and causes no significant harm to the others. The criteria set out

(1) The minimum safeguards referred to in point (c) of Article 3 shall be procedures implemented by an undertaking that is
carrying out an economic activity to ensure the alignment with the OECD Guidelines for Multinational Enterprises and the UN
Guiding Principles on Business and Human Rights, including the principles and rights set out in the eight fundamental conven-
tions identified in the Declaration of the International Labour Organisation on Fundamental Principles and Rights at Work and
the International Bill of Human Rights.

(2) When implementing the procedures referred to in paragraph 1 of this Article, undertakings shall adhere to the principle of

‘do no significant harm’ referred to in point (17) of Article 2 of Regulation (EU) 2019/2088.
institute for
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methods by which the environmental performance of the economic activity will be measured, including
defining the boundary for this measurement and the qualitative or quantitative conditions which must
be met to enable the performance of the activity in a way that is considered environmentally sustain-
able.

Box 1: An example of the technical screening criteria

The technical screening criteria for passenger cars include an emission performance threshold of
50g CO2/km until 2025 that should not be exceeded. From 2026 onwards, only vehicles with emis-
sion intensity of 0g CO2/km are taxonomy eligible. To avoid significant harm to other environmental
objectives, waste management measures must be in place both in the use phase (maintenance) and
at the end of the fleet's life, including the reuse and recycling of batteries and electronics. Vehicles
must be reusable or recoverable to a minimum of 95 % by weight. In addition, tyres must meet the
external rolling noise requirements in the most populated category and the rolling resistance coef-
ficient (which affects the energy efficiency of the vehicle) in the two most populated categories, as
set out in Regulation (EU) 2020/740, and ensure compliance with existing EU regulation on hazard-
ous waste and end of life treatment of vehicles (circular economy) and pollution.

While there may be technical criteria for some aspects of the taxonomy (climate change mitigation and
climate change adaptation), as of the publication of this policy brief, a delegated act which covers the
other four environmental objectives (the sustainable use and protection of water and marine re-
sources; the transition to a circular economy; pollution prevention and control; and the protection and
restoration of biodiversity and ecosystems) has not yet been published, thus limiting the guidance
available for applying the DNSH to those objectives. According to the European Commission??, these
delegated acts should be adopted in 2022.

Box 2: Nuclear energy and natural gas in the EU taxonomy

On 2 February 2022 the Commission approved in principle a draft complementary Delegated Act'!
that was formally adopted on 9 March 20221, This Delegated Act sets out technical screening criteria
for “economic activities in certain energy sectors”, namely nuclear energy and natural gas, in rela-
tion to the same two objectives: climate change adaptation and climate change mitigation. This doc-
ument effectively allows the use of natural gas and nuclear energy as ‘transitional’ energy sources,
stating that:

“As outlined in the Taxonomy Regulation, the Taxonomy covers more than climate neutral and
renewable investments. It also covers economic activities that are clearly not climate neutral or
renewable but could, under strict conditions and for a limited time, enable the transition towards
a sustainable energy system, such as the economic activities in the natural gas and nuclear sector.
They should not hamper the development of renewable resources.”

This inclusion was based on feedback from the Technical Expert Group (on natural gas) and the Joint
Research Centre (on nuclear). The Delegated Act justifies this inclusion by saying that there is not
yet enough energy from renewable sources to meet the needs of the energy market in the EU. How-
ever, on 14 June 2022, MEPs objected to the Commission’s plan to include nuclear and gas in the
taxonomy*2. The resolution!? to veto the Commission’s proposal to include nuclear and gas is sched-
uled for a vote during the Parliament’s plenary session on 4-7 July 2022.

In the context of the Recovery and Resilience Facility (RRF), Member States needed to provide a
DNSH case-by-case assessment for each reform and each investment of their RRP, regulated by
Article 18 of the RRF Regulation*. The Commission published technical guidance!® on the application
of do no significant harm (DNSH) specifically for this context. This guidance lays out that Member
States (MS) should apply the DNSH to all measures in their National Recovery and Resilience Plans

i This is not in force until it is published in the Official Journal
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(NRRPs), both reforms and investments. This guidance allows MS to take a simplified form for the as-
sessment in three cases:

MS need only provide a brief justification for the objectives
they contend are not significantly impacted and focus the
DNSH assessment more substantially on those that are
more significantly impacted.

(1) if the measure will have little to no impact on
all or some of the six environmental objectives
in the taxonomy

(2) if the measure is marked as contributing

. . If a measure is marked as contributing 200% or substan-
100% to one of these six objectives / g ’

tially to an objective, then that measure is considered
DNSH compliant for that objective. The MS then must
demonstrate that the other objectives are not significantly
harmed.

(3) if the measure contributes substantially to
one of the six objectives

For the substantive assessment, MS must confirm that the measure does not contribute to the factors
listed in article 17 of the Taxonomy Regulation'® and give a justification, providing supporting docu-
ments if necessary. If the justification provided is not sufficient, the Commission may decide the meas-
ure would possibly entail significant harm to the objective. Annex II'” provides a list of supporting el-
ements of evidence that MS can optionally refer to for support and annex IV provides worked examples
of implementation of the assessment.

As outlined above, the DNSH is one of the criteria for economic activities to meet in order to be envi-
ronmentally sustainable. However, a clear and consistent definition of what “significant harm” means
is still not fully defined by the Commission. The RRF helped define the DNSH for the Taxonomy objec-
tives that didn’t already have technical screening criteria through a delegated act, but it was context-
specific to support MS in constructing their NRRPs. As the DNSH continues to be applied to other EU
funding mechanisms (see next section), more definition and guidance is still needed.

Application of the DNSH principle in EU funds

As set out in the section above, the Commission developed technical guidance for the application of
the DNSH principle for its application in the National Recovery and Resilience Plans. In addition to the
application of the DNSH principle in the NRRPs, the Commission included the DNSH principle as part
of the Common Provisions Regulation®® from 30 June 2021 to mainstream climate actions across EU
funds. The Common Provisions Regulation represents a single rulebook to govern eight EU funds. To-
gether, they represent a third of the EU budget.

The 8 funds covered by this common regulation are:

e European Regional Development Fund (ERDF)

e European Social Fund Plus (ESF+)

e Cohesion Fund

e Just Transition Fund (JTF)

e European Maritime, Fisheries and Aquaculture Fund (EMFAF)
e Asylum and Migration Fund (AMIF)

e Internal Security Fund (ISF)

e Border Management and Visa Instrument (BMVI)

The DNSH principle is presented as a tool to support the Union’s commitments to implement the Paris
Agreement and the United Nations Sustainable Development Goals. 30% of the EU budget shall con-
tribute to supporting climate objectives. In this context, the funds under the Common Provisions Reg-
ulation are intended to support the achievement of this objective and promote activities that meet EU

climate and environmental standards and priorities.
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However, the Common Provisions Regulation does not set out any details on the concrete application
of the DNSH principle in EU funds, nor does it specify how the compliance with the principle will be
assessed by the Commission. To date, beyond the application of the DNSH principle in the NRRPs and
the delegated act on sustainable activities for climate change adaptation and mitigation objectives
there is also not a specific guidance published by the Commission on the application and the assess-
ment of the DNSH principle for its specific context in the EU funds. How exactly the Member States will
have to take the DNSH principle into account in the acquisition of EU funds and how the adherence to
this principle will be monitored and assessed is therefore still unclear.

Likewise, compliance with the DNSH principle is a criterion for the new Guidelines on State aid for
climate, environmental protection, and energy (“CEEAG”)?. The new guidelines on the State aid rules
for projects that support environmental protection were formally adopted in January 2022. They pro-
vide a framework for Member States to support activities that are needed to reach the goals of the
European Green Deal and aim to help Member States meet their EU energy and climate targets. Here
too, the legal text provides little information about the form in which and how rigorously the DNSH
principle must be taken into account.

In general, it can be said that the DNSH principle is becoming increasingly important as a criterion for
the disbursement of EU funds. This is a positive development as it ensures that the various environ-
mental objectives are considered simultaneously and that measures which at first glance are not re-
lated to the environmental objectives do not jeopardise them. The application of the principle in the
NRRPs is considered exemplary, as is also made clear in the footnotes of the Commons Provisions
Regulation and the Guidelines on State aid for climate, environmental protection, and energy. Against
this background, it is even more important that the framewaork for the application of the principle and
the evaluation of compliance with the principle is rigorously and universally comprehensible as well as
implementable.

What is still lagging behind, however, are concrete explanations of how the DNSH principle is applied,
implemented, and assessed in these funding mechanisms. The European Commission has launched a
Taxonomy Compass that aims to “make the contents of the EU Taxonomy easier to access for a variety
of users”. The matrix displays for taxonomy-eligible activities to which objectives they substantially
contribute and what technical screening criteria they must meet. The tool provides an overview of the
conditions for economic activities that contribute to climate change mitigation and adaptation to be
taxonomy eligible and lists the DNSH criteria. The tool is relatively easy to navigate thanks to the built-
in filter option, search function, and the possibility to search for sectors. However, understanding the
critical thresholds requires a high level of expertise, notably in waste management, circular economy,
and pollution.

In addition, the EU Taxonomy Compass does not give any guidance on a DNSH assessment for activi-
ties that are not covered by the EU taxonomy. As the only technical guidance for Member State’s DNSH
assessments, this is thus insufficient on its own because the DNSH principle must be ensured for all
economic activities that are funded under the instruments of the Commons Provisions Regulation.

Limitations of DNSH application in prac-
tice

The first testing ground for the use of the DNSH principle was in the NRRPs produced by MS in 2021
through the implementation of the RRF. In their NRRPs, MS were required to place sufficient attention
on adherence to the DNSH principle and this therefore provided a good opportunity to observe the
application of the principle. In this section, we examine the application of the DNSH principle in prac-
tice, and the limitations that this process uncovered.
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Insufficient application of DNSH in NRRPs

The limitations of the DNSH assessment for NRRPs outlined above are exemplified in several cases
where organisations, including ourselves, have argued the DNSH principle seemed insufficiently ap-
plied?°. The Greens/EFA Group—a coalition of over 70 Green, Pirate, and Independent MEPs—flagged
that whilst the EC has provided extensive guidance on the DNSH principle, there are a “large number
of measures [in the NRRPs] that do not appear to comply with this guidance”?!. As part of an ongoing
assessment of NRRPs, a network of Civil Society Organisations (including BankWatch Network, Climate
Action Network Europe, European Environmental Bureau, and EuroNatur) has similarly warned of
measures that risk non-compliance with the DNSH principle??. Generally, areas of concern include
fossil-based heating systems & gas boilers, thermal power plants, and irrigation and flood-pro-
tection investments.

Numerous NRRPs include gas boilers and related investments, purportedly solely as a transitional fuel.
Examples include Czech Republic, whose NRRP anticipates fossil gas as a potential coal replacement,
whilst Poland’s NRRP similarly embraces fossil gas and leaves the door ajar for potential lock-in at the
systematic level. These do not appear to be “future-proof” investments and could in fact potentially
lead to harmful lock-in effects with regards to gas-related investments, contradictory to the EC’s DNSH
guidance®. Romania’s plans also include measures reliant on natural gas, although the EC notes that
these can “exceptionally be approved, in accordance with Annex III of the DNSH Technical guidance”
as Romania supposedly faces “significant challenges in the transition away from carbon-intensive en-
ergy sources”?*, Although Romania’s RRP ostensibly seems to anticipate future adaptation to hydro-
gen or other green gases, campaign groups still warn of the dangers of expanding the existing fossil
gas infrastructure, and the risk of locking in a fossil-dependent energy system.

Finally, NGOs have called attention to the 120-million-euro Pisao dam project within Portugal’s RRP,
also known as the Crato Multipurpose Hydroelectric Plant?®. Its inclusion in the plan has sparked con-
cern by organisations such as The Study Group on Spatial Planning and Environment (GEOTA), who
warned that the construction of the dam could be a “black hole of consequences with no return”?® as
the project could severely affect biodiversity by destroying riparian habitats and cork oak forests, and
possibly detrimentally affect a threatened species of steppe birds?’ .The President of Portuguese NGO
ZERO, Francisco Ferreira, has called for “the need for a Strategic Environmental Assessment of the
RRP, as recommended by several European NGOs, which is already being made in some countries”?® .
The EC emphasises that Portugal “is committed to conduct[ing] full environmental impact assess-
ments relevant to these measures”?°. However, in terms of compliance measures, the only safeguard
mentioned in the EC’s assessment is that these commitments are “included in two milestones, ensur-
ing no payment request linked to the fulfilment of these milestones can be approved without DNSH
compliance.” Considering the scale of potential damage caused through the project, there is a risk
these measures are not adequately assessed.

As highlighted above, these examples both point to the potential shortfalls in the assessment of
NRRPs, where the binary nature of the rating system precludes room for nuance or extra safeguards
to be put in place. This subsequently leaves the door open for potentially harmful measures to be em-
bedded in the NRRP, and yet be awarded the same grade as other MS by the EC’s standardised as-
sessment criterion.

Reflections on the Technical Guidance for NRRP

As discussed above, a unique technical guidance document was developed to guide MS in ensuring
policy measures in their NRRPs met DNSH principles. This guidance took a simplified form for the spe-
cific NRRP context, which presents several challenges. Firstly, within this guidance, some elements
are vulnerable to ineffective application of DNSH. The ‘simplified form’ that is encouraged lends itself
to potential shortcuts. For example, after emphasising the importance of the life cycle of an activity,
the guidance subsequently states that “life cycle considerations rather than carrying out a life cycle

8 .
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assessment suffices for the purposes of the DNSH assessment in the context of the RRF”, which they
describe in practice as “attributional or consequential life cycle analyses (e.g., including the indirect
environmental impacts of technological, economic or social changes due to the measure) are not re-
quired’°. Reducing the need for a detailed assessment in this way is likely a strong contributing
factor in why discussions around life cycle are significantly vague or insufficient within the
NRRPs.

Second, the guidance does not require clear measurable metrics, stating that the thresholds and met-
rics found in the Technical Screening Criteria (TSC) are not required3. The TSC contains detailed qual-
itative and quantitative criteria of how to measure activities on the EU taxonomy against the DNSH
principles. The fact the TSC’s detailed information and guidance is presented only as optional risks
ineffective application of DNSH with the possibility that important criteria will not be met.

Finally, the Commission promotes a flexible approach to application of DNSH criteria in the RRPs, in-
dicating that “flexibility should be granted to allow Member States in limited circumstances and on a
case-by-case basis to demonstrate avoidance of adverse lock-in effects by relying on accompanying
measures in the RRP”32, While the Commission allowed for this flexibility due to the fast nature of the
process and the steep learning curve facing MS to embrace DNSH, the approach does not facilitate
learning or deep reflection required to fully incorporate its principles. This flexibility combined with
the simplistic scoring approach can, unintentionally, make the DNSH assessment appear more an
‘administrative hurdle’ MS must get over, or a box to tick, than part of a deeper learning and trans-
formation process.

Furthermore, such flexibility risks the emergence of loopholes, and potentially harmful actions being
approved. The EC notes that “measures related to power and/or heat generation using fossil fuels, as
well as related transmission and distribution infrastructure, as a general rule should not be deemed
compliant under DNSH for the purposes of the RRF, given the existence of low-carbon alternatives”33.
Limited exceptions are permitted on a case-by-case basis, “specifically to Member States that face
significant challenges in the transition away from more carbon-intensive energy sources, such as coal,
lignite or oil, and where a measure or combination of measures can therefore lead to a particularly
large and rapid reduction in GHG emissions”*. The EC stipulates that these should be compliant with
conditions in Annex III of the DNSH guidance to “avoid carbon-intensive lock-in effects”. Yet regard-
less of the emphasis of the case-by-case nature and ‘limited exceptions’, there is a risk that al-
lowing such flexibility can lead to DNSH principles being bypassed.

Vague application of kev principles

Certain elements emphasised as important to the DNSH principle are generalised and vague when it
comes to application. How ‘life cycle’ is addressed serves as an exemplar of this. Within the report and
annexes related to the Technical Screening Criteria (TSC) process, life cycle is spoken about as a broad
concept with little specifics involved. As part of the TSC process, the adoption of a life cycle approach,
one that avoids errors such as incorrectly assuming an activity is sustainable that causes harm
throughout its life cycle from production to waste, is considered. These documents then cite two ex-
ample questions to consider regarding life cycle (p33)3*:

1. What would generate significant harm during the life cycle of the activity?

2. Canthis risk be addressed by complying with EU legislation and best practices,
international standards, or guidelines?

Beyond this, little else is mentioned about life cycle thinking, especially regarding specifics and meas-
urements. The only explicit mention of a life cycle indicator is found in the Annex report in relation to
energy activities, where it references the use of either ISO 14067 or a GHG Protocol Product Lifecycle
Standard-compliant Product Carbon Footprint (PCF) assessment to demonstrate the life cycle impacts
to produce 1 kWh activity is within a certain threshold.3¢
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As another priority of the EU, the digital transition, is addressed through the RRF, a life cycle assess-
ment should be considered along the supply chain and life cycle of electronic goods in addition to pol-
icy measures. Likewise, many NRRPs include provisions to produce and promote electric vehicles in
order to reduce dependence on fossil fuels. However, the lifecycle of these vehicles is also not required
to be assessed, which is crucial considering the negative environmental impact of producing batteries
for these vehicles®.

European Commission assessment

The European Commission’s (EC) analysis of NRRPs includes a specific section dedicated to evaluating
how suitably the plans address DNSH. These sections tend to be brief, around 1-2 pages of an approx-
imately 80-100-page document, outlining the key aspects and providing a summary conclusion,
whereby a grade from A — C is applied. Unlike other aspects of the assessment, adherence to the DNSH
principle is graded in binary terms where ‘A’ means “no measure does significant harm to environmen-
tal objectives (the principle of ‘do no significant harm’)” and ‘C’ means “one or more measure does sig-
nificant harm to environmental objectives (the principle of ‘do no significant harm’)”38,

In their assessments, the EC assessed all the NRRPs as a grade A. Given constant back and forth be-
tween Member States and the European Commission during the process of developing NRRPs and the
explicit requirement for measures to abide by DNSH principles, this is to be expected. However, this
presents some challenges. A simplistic scoring system does not fully account for the diversity of NRRPs
across Member States, both in the measures they contain and details they provide. Given the diversity
of NRRPs it seems unlikely that all NRRPs would have achieved similar-enough results in applying
the DNSH principle to warrant the same grade. In our assessment of 13 NRRPs we found significant
variations®®. For example, some assessments are straightforwardly positive, such as Croatia and Spain,
which are described as having numerous measures that are compliant with DNSH principles from the
outset, alongside detailed DNSH assessments for each measure. Others, such as Slovakia and Den-
mark, are described by the EC as having conducted “adequate” or “broadly adequate” DNSH analyses
respectively, whilst still being rated an ‘A’ on par with all Member States.

A consequence of a simplistic scoring approach is a lack of differentiation between NRRPs around
how well they are implementing the DNSH principle, and crucially, how MS could learn to improve
on their approach to DNSH. With all NRRPs assigned as sufficiently meeting DNSH requirements, ex-
amples of potentially harmful measures found within NRRPs, particularly measures offset by the in-
clusion of flanking (or compensating) measures®’, are more likely to get overlooked. Inclusion of off-
setting activities contrasts with advice from the Commission, where they suggested it was not possible
to include compensatory measures within a plan. For example, Romania receiving sufficient DNSH ad-
herence despite their plan including significant support for road investments that have the potential to
do harm to several environmental objectives - including climate change mitigation, air pollution, and
biodiversity - but compensated by “the potential harm of certain mobility investments [such as green
taxation] is offset by flanking measures”4*. Similarly, Lithuania’s NRRP supports developing renewable
fuels sectors such as biomethane, second generation liquid biofuels, and establishing filling stations
for these alternative fuels, all of which could potentially harm several environmental objectives includ-
ing climate change mitigation, prevention, and control of air pollution and biodiversity, but is ultimately
mitigated by including the requirement that biomethane gas or biofuels are exclusively produced from
the feedstocks listed in Annex IX to Directive (EU) 2018/2001 of the European Parliament and the
Council. These two cases are by no means the only examples across the NRRPs but serve to highlight
how differentiation in scoring could have use in encouraging improvement in DNSH adherence.

Ultimately, it may be that a scoring criterion as a graded assessment is not the best way to facilitate
improvement and progress towards the goals of the DNSH because scoring is inseparable from the
political context: A lower score wouldn’t come across as a learning opportunity. The full assessment
from the Commission provided a more nuanced picture of the quality of the DNSH assessments from
different MS. However, this leaves the open question of whether it was not politically feasible to assess
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any country as anything other than an ‘A’. In order for the green transition to be successful, a clear
picture of where improvement is needed is necessary and assessing plans as equally addressing
DNSH principles does not allow for an understanding of where further effort and more im-
portantly, investment, is needed to make that transition a reality. Relatedly, if MS don’t come to
understand where the weaknesses of their assessment are, it limits potential to learn how to improve.
In the current context where DNSH is now a part of further funding mechanisms, it is important that
MS have the possibility to improve their application of the DNSH assessment for the future.

Common challenges and different structures between Member
States

For this analysis, we have conducted targeted interviews with government officials on the application
of the DNSH principle in the NRRPs. This allowed us to gain valuable insights into workflows, common
challenges and differences in procedural and organisational processes in the DNSH assessment of
measures of the NRRPs.

Member States were under considerable time pressure to review their RRPs for compliance with the
DNSH criterion. At the time the plans were drawn up, the delegated acts had not yet been transposed
into EU law. Neither the Commission nor Member States had the opportunity to use existing processes
as a model, because the DNSH was being applied for the first time in the NRRPs. This fact must be
taken into account in the analysis of the implementation of the principle.

Moreover, the measures of the NRRPs had to be implemented in a short timeframe and needed to be
completed before 2026. This timeframe has pre-selected some measures and led to a prioritisation of
measures that have an impact in the short-term rather than the long-term.

Member States had regular exchanges with the RECOVER Task Force in the Commission to clarify in
advance the compliance of foreseen measures for the NRRPs with the DNSH principle. Some measures
that were initially put forward by Member States were rejected in preliminary bilateral discussions with
the Commission that could not withstand the DNSH criteria. However, a public listing of such measures
is not available. As we suggest in the next section, a compilation and publication of such a list of ex-
cluded measures as well as the arguments for exclusion would be good to generate precedents and
learn from application of the DNSH in the NRRPs. Going forward, this would increase transparency
regarding the exclusion criteria set by the Commission and improve fairness between Member States.

How Member States have organised themselves varies both internally for the preparation of the plans
but especially for the assessment of the included measure with regard to the DNSH principle. In some
Member States, such as Germany, the scrutiny of the DNSH compliance of the measures in their plan
was decentralised. In this case, the line managers of the respective policy areas were responsible for
feeding in their measures and for their DNSH assessment. This was organised differently in Spain, for
example, where the Ministry for Ecological Transition and the Demographic Challenge was responsible
for scrutinizing the DNSH assessment of all measures within the Spanish RRP. As such, a more coher-
ent DNSH assessment could be guaranteed.

The setting up of a horizontal structure in the case of Spain helped to concentrate the expertise on this
topic and to build up the knowledge for this process, but it also doesn’t mainstream the capabilities
across ministries. While the German approach helps to mainstream understandings but building up
technical capabilities to do the assessment in a decentralised way also requires a significant time in-
vestment across ministries. It is unclear to what extent some Member States have consulted or com-
missioned external experts for supporting the DNSH assessment of the measures in the NRRPs.
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Recommendations for future DNSH ap-
plication

The DNSH assessment is an important process for ensuring that the EU makes progress on its
goals of the green and just transition while not harming the environment in the process. As we
have demonstrated, the way the DNSH is currently used has shortcomings in both the content and
criteria of the DNSH assessment itself and the procedure through which MS apply the criteria.

As the EU faces additional crises and political tensions such as the Russian invasion of Ukraine, it is
important that the DNSH is robust enough to stand up to these changes in the landscape and is not
instead watered down. In order to strengthen the DNSH, we offer several recommendations in the
content of the DNSH and for the procedure of its application as ways to create this robustness.

Content recommendations
Remove allowance of nuclear and gas

The inclusion of natural gas and nuclear energy as transitional energy sources in the Taxonomy com-
plementary Delegated Act of the Taxonomy*? presents a major weakness in the Taxonomy and for the
DNSH principle. Some MS included gas and gas-related infrastructure in their NRRPs as bridge to the
decarbonisation of their energy supply, especially in conjunction with the use of hydrogen as an energy
source. However, not all hydrogen energy is created equal; the source of the hydrogen can come from
fossil fuels, including natural gas, which either stored through carbon capture, storage, and utilisation
(CCSU) or released into the atmosphere as CO,, depending on the process used*:. Some researchers*
4% have even found that using blue hydrogen (hydrogen created from natural gas using CCSU) could
increase, rather than decrease, dependence on natural gas.

Additionally, as the EU seeks alternatives to Russian energy sources in the context of the invasion of
Ukraine, the allowance of natural gas as an acceptable energy source is outdated. The REPowerEU
plan from the Commission aims “to make Europe independent from Russian fossil fuels well before
2030”. While part of this plan is to seek alternative sources of fossil fuels to meet short-term needs, a
bigger focus is on transitioning to clean, renewable energy sources. Thus, the policy objectives set out
in the REPowerEU plan are in strong contradiction with the requirements of the taxonomy for dealing
with natural gas. Not least because the RRF is providing funding for the implementation of REPowerEU,
the taxonomy should be updated as well as the DNSH assessments in the NRRPs to ensure consistency
and credibility. Moving forward, the objectives of REPowerEU also need to be considered in the
monitoring of the achievement of the NRRPs’ targets and milestones.

Understanding that energy sources cannot be changed overnight, we recognise that having nuclear
and natural gas specified as transitional energy sources is better than allowing them outright. How-
ever, the long-term requirement for mitigating climate change and decarbonising our economies
should be taken seriously and should have begun more in earnest a long time ago. If we hadn’t already
planned our economies with so much dependence on natural gas, the current situation with Russia
would be very different today. It is also likely that we would be better situated to meet the goals of the
Paris Agreement.

Add lifecycle assessment

As mentioned in the last chapter, the importance of ‘life cycle’ is emphasised in the DNSH principle,
however the application feels very generalised and vague in the NRRPs. As explained previously, the
RRF calls for a green and digital transition, and many MS included funds in their plans for electric ve-
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hicles. However, there was no life cycle assessment required which considered the production of bat-
teries or the e-waste created through these measures. Without this assessment, we cannot fully un-
derstand the harm that is or could be caused.

That there is little mention of specifics around life cycle assessment is perhaps unsurprising. Recent
academic literature®® exploring the evolution of life cycle assessment in European policies over the last
thirty years points to growing prevalence of the life cycle concept in European policy. However, more
often this is only in a generalised manner, such as ‘life-cycle thinking’. When it comes to specific meth-
odologies like life-cycle assessment, life cycle costing (LCC), and environmental footprint, these were
often only mentioned in relation to future developments. What this study argues is that while develop-
ment of a system to verify life cycle assessment results is a significant challenge to overcome, it is
necessary if life cycle thinking is to become properly integrated within European policy beyond
the vague and generalised. Furthermore, alongside this verification, a set of mandatory life-cycle
requirements could be established. This thinking can lead to clear thresholds and metrics in relation
to life-cycle thinking being outlined in the TSC and therefore helping ensure the life cycle aspects of
DNSH are more likely to be recognised. Moreover, for life cycle thinking to be implemented, capacity
building is needed first and foremost so that the necessary expertise is available in the respective de-
partments.

A qualitative framework is needed so that potential risks can be identified

The measures listed in the NRRPs go far beyond the economic activities defined in the taxonomy. This
also applies to reforms for which there are hardly any reference values in the taxonomy. For example,
the German RRP includes a reform to reduce barriers to investment. What has not been taken into
account is the inclusion of criteria to ensure that the measure does not jeopardise social or environ-
mental standards and thus, potential risks were not specified in their DNSH assessment of this com-
ponent. The strength of the DNSH principle lies precisely in its ability to identify potential sources
of risk to environmental objectives where the link to sustainability considerations is not immedi-
ately clear. In order for decisionmakers to be able to first identify these potential sources of risk, a
comprehensive qualitative framework for the environmental assessment is needed. In other words,
with regard to future funding being subject to the DNSH principle, a more comprehensive system is
needed, specifying qualitative and quantitative values and guidelines for DNSH.

Mechanisms for non-compliance

As outlined in the procedural observations, a number of measures proposed by MS for their NRRPs
were excluded from the outset by the Commission in bilateral discussions because they did not meet
the DNSH principle. The fact that there is neither transparent documentation of the excluded measures
nor an argumentation as to why they are not DNSH compliant is, in our eyes, lost potential. Clear and
consistent documentation of the excluded measures and the criteria for them would be helpful to
serve as a precedent in the design of DNSH-compliant policy measures and would ensure that the
DNSH assessment is fair.

What is also missing is the definition of mechanisms in case the DNSH principle is violated during
implementation. In the disbursement of RRF funds, which is linked to the achievement of defined
milestones and targets, it is unclear to what extent compliance with the DNSH principle is monitored
and, in particular, whether a breach of the DNSH principle leads to the withholding of funds. For an
effective and robust DNSH principle, we recommend to the Commission that these mechanisms of
non-compliance are strengthened and disclosed.

Procedural recommendations

The application of the DNSH requires significant and detailed knowledge about many facets of policy
measures in many domains. As such, it is fair to expect that the ministries within MS do not necessarily
possess the knowledge necessary to complete a rigorous DNSH assessment without upskilling. We
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suggest that in order to facilitate this process, the Commission should provide a space for Member
States to access the information they need and build their capacity in order to carry out the assess-
ment. The exact format of this could come in many forms. Our recommendations are as follows:

The DNSH Digital Hub

We recommend establishing a digital hub that contains all relevant information about the application
of the principle. It would be dynamic and constantly updated as regulations and delegated acts change
and are updated. The Hub should include technical guidance and examples of how DNSH has been
applied. This could be similar in content to the technical screening criteria, but the shortfall of the latter
is that it is static, and the reader is required to sift through a lot of information to find what they are
looking for. This hub should be specifically about the DNSH.

The DNSH Expert Network

A network of experts on different policy areas who can be consulted for specific questions in terms of
life cycle, trade-offs, and risks associated with different policy measures, including providing specific
training and capacity building. This could be convened by the Commission as a vetted resource bank
for policymakers to pull from when applying the DNSH to planned investments and reforms. This could
also be a network organised by civil society to support policymakers.

A DNSH stakeholder learning platform

A place to facilitate exchange between Member States, who have a lot they can learn from each other
in this process; a support network between MS and EU which ensures the DNSH principle is applied
consistently and coherently across different principles and policy areas, Member States, and funding
mechanisms. MS should be encouraged to see compliance as a learning process, rather than a politi-
cally assessed measure. In this way, learning to mainstream DNSH becomes the priority rather than a
stamp of approval.

This could take place in different formats: it could be a regular conference where different actors come
together to share learnings; bilateral or multilateral meetings for discussion; an online forum where
policymakers can share their learnings as well as their difficulties, where they can seek guidance and
recommendations from others.

A robust and transparent monitoring system

Such a system is needed to ensure compliance with DNSH principles and that adequate action is being
taken, as other environmental organisations have already called for®’. This should also be publicly ac-
cessible and could involve monitoring committees or similar bodies at MS level—perhaps including
CSOs and other key stakeholders—which could function in an advisory or consulting capacity.

The DNSH is an important opportunity to mainstream the green transition across all economic activi-
ties. However, its technical aspects need to be elaborated for it to be more rigorous, and access to
resources and support is essential for it to be applied correctly. No MS should be hindered in attempt-
ing to apply DNSH principles to policy through lack of sufficient resources; capacity building and easy
access to support are essential for the success of the application of the DNSH.

We recommend that communication around and infrastructure of all the above recommendations are
integrated at the level of the Secretary General and possible attached to the RECOVER taskforce. Fur-
thermore, these elements need sufficient resources and mandate for implementation. The use of such
a platform or process that is created should then be mainstreamed in the EU institutions to ensure that
it is widely known and used consistently.
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