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1. Purpose. The purpose of the Corporate Knights Sustainable Economy Taxonomy (CKSET) is to
accelerate the transition to a low-carbon, sustainable economy by providing an integrated global
standard for identifying and quantifying company revenues and investments that are aligned with
a sustainable economy, broadly defined as an economy in which the UN Sustainable
Development Goals are achieved.

2. Compatibility. CKSET adopts design principles and specific benchmarks from other taxonomies,
including the EU Taxonomy for Sustainable Activities, the Climate Bonds Taxonomy, the
Taxonomy Roadmap of the Canadian Sustainable Finance Action Council, and others. A
comparison of CKSET and the EU Taxonomy for Sustainable Activities is maintained that details
the compatibility of the two taxonomies.

3. Governance Committee. CKSET has been developed by and is maintained as an internal
project of Corporate Knights Inc. A CKSET Governance Committee oversees changes to and
approves the content of CKSET. Current membership of the committee (July 2024):

Chair: Toby Heaps, CEO, Corporate Knights Inc.

Ralph Torrie, Director of Research

Matthew Malinsky, Director of Sustainable Economy Intelligence
Michael Yow, Director of Rankings and Ratings

Gabriel Faucher, Chief Data Scientist

Chloe Sainshury, Data Scientist/Senior Research Analyst
Sanna Uppal, Analyst

Althea Reyes, Analyst

Muhammad Talha, Analyst

Ruby Kuo, Analyst

Anirudh Gandhi, Analyst

Saranyan Maraikkadar, Analyst

Jessica Carradine, Analyst

Chris St. Prince, Director of Operations

Adria Vasil, Managing Editor

4. Scope. All economic activity that takes place anywhere is within the scope of CKSET. Its focus is
on products and services, and as such CKSET is distinct from but complementary to conventional
ESG assessment frameworks. At Corporate Knights, CKSET has been applied to the products
and services of over 3,000 companies, including the companies in the MSCI ACWI, with data
from 2019 forward to create a database of sustainable revenue and investment with more than
20,000 records. Sustainable investment includes capital expenditures, research and
development, and acquisitions. A growing number of global companies utilize CKSET for their

internal sustainability assessments and strategic planning analyses.
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5. Limitation. CKSET defines products and services that are sustainability-aligned, but it does not
include an assessment of the ESG performance of the companies generating the sustainable
revenue and investments. To evaluate ESG and other risks, CKSET should be used in concert
with other evaluation and screening tools. At Corporate Knights, use of CKSET to identify
sustainable investment and sustainable revenue is integrated into our Global 100 Methodology for
systemically evaluating company sustainability against ESG key performance indicators and “red
flag” screens for egregious corporate behaviour.

6. Design Principles. A set of design principles and guidelines serves as a reference for the
development of definitions and benchmarks incorporated in CKSET. Design principles include the
following:

a. Best available technology. CKSET sets the gold standard for sustainable products and
services by establishing science-based definitions and benchmarks for the highest
possible level of alignment with a sustainable economy operating within planetary limits.
Products and services that are misaligned with this objective are excluded from the
taxonomy altogether, and for all others the starting point for defining alignment is “best
available technology” that avoids carbon lock-in that is incompatible with science-based
pathways for avoiding climate change exceeding 1.5 to 2°C.

b. Sustainability alignment. While the taxonomy puts forward definitions for what
constitutes “sustainable” products and services, no specific technology or service
offering is sustainable. Sustainability is an emergent property of the whole economy,
and as such the best one can do in evaluating products, processes and services is to
identify characteristics of those products, processes and services that are aligned with
the achievement of a sustainable economy.

c. Pragmatic. There are few if any products or services that are perfectly aligned with
sustainability, and so the selection of benchmarks and definitions requires setting
priorities and accepting compromises. Given the immediacy of the climate emergency,
there is a tendency to emphasize the greenhouse gas emission profile in establishing
benchmarks, but CKSET endeavours to take a holistic approach to sustainability and
covers social dimensions as well. The energy component of a sustainable economy, for
example, would comprise highly efficient and convivial technologies matched in scale
and quality to human energy needs that run on renewable energy; that generate no
greenhouse gas emissions, no air or water pollution, no toxic or radioactive waste, and
no waste heat; that protect and enhance biodiversity; that fail safely; that are
manufactured under healthy working conditions with no forced labour; that distribute
costs and benefits equitably among the current population and between the current and
future population; that create no geopolitical risks; and that are 100% recyclable.
Clearly, a working tool like CKSET with the goal of accelerating adoption of best
practices must take a pragmatic approach to defining the standards by which products
and services in the energy sector are deemed “sustainability-aligned.”

d. Versatility and flexibility. Different types of economic production contribute to the
sustainability transition in different ways, and this requires flexibility in the approach to
the definitions and benchmarks. For electricity, energy- and resource-intensive primary
products, agricultural and forestry products, and minerals, the emphasis is on the
production footprint. For buildings, vehicles, equipment and infrastructure, the emphasis
is on the footprint of the products. For products such as telecommunications and
information technologies, the emphasis is on the extent to which they facilitate
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sustainability. For products and services that reduce consumption (e.g., energy
efficiency, recycling, light-weighting and right-sizing, logistics innovations), the focus is
on the extent to which they eliminate unsustainable production. For insurance and
financial products, the emphasis is on the enabling of sustainable loans, investments
and advisory services.

e. Radical transparency and verification. Radical transparency is a Corporate Knights
core value. Data are provided with documentation of sources, methods and
assumptions. Data used to qualify revenue and investments as aligned with CKSET
must be available to Corporate Knights for independent verification.

f. Use of certifications. Corporate Knights reviews hundreds of product certifications and
accepts some of them as evidence of sustainability-aligned production. To be
considered, a certification must have a fully disclosed, credible and stringent
methodology; must require third-party verification; must require continuous
requalification (preferably annually); must cover both outcomes and production
processes; and must have a multi-stakeholder governance structure to guard against
greenwashing. Certifications that pass all five of these screens are then assessed for
whether they reflect sustainability-aligned production, and if so whether the certified
production is counted as 100% sustainability-aligned or discounted. A complete list of
accepted certifications (and related discounts) is included in the published CKSET.

g. Sphere of influence. In defining the extent to which products and services are
sustainability-aligned, CKSET considers the control that producers have over the
sustainability attributes of the products or services in question, considering that
companies can often extend their sphere of influence over time with default options and
business strategy.

h. Sustainable revenue versus sustainable investment. Whereas capital expenditures
on any of the products defined as sustainability-aligned in CKSET qualify as sustainable
investment, the ownership of sustainable products defined in the taxonomy does not
necessarily lead to qualified sustainable revenue unless those products are central to
the value creation of the business. For example, capital expenditures on emission-free
vehicles qualify as sustainable investment, but owning emission-free vehicles does not
result in qualified sustainable revenue except for companies in the business of providing
passenger mobility or freight delivery. Similarly, if any business invests in a sustainable
building, it qualifies as sustainable investment, but a business does not qualify to claim
sustainable revenue by virtue of owning or occupying a sustainable building except for
the hotel and accommodation industry or businesses that lease or manage real estate.

i. Supply chains count. All products and services that form part of the supply chain for
sustainability-aligned products and services also qualify as sustainability-aligned.
Examples include the percent of a tire manufacturer’s revenue resulting from sales of
tires for electric vehicles, or the sales of a digital controls company to smart-grid or
sustainable-building developers, or capital expenditures and related sales by a machine
manufacturer to tool up for and provide gearbox components to a wind turbine
manufacturer.

j.  Financial products and services. In the special case of financial products and

services, credit in the taxonomy is restricted to revenue and includes interest earned
from loans that facilitate sustainable investments in other sectors, as well as revenue
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from investments, underwriting and advisory services that are sustainability-aligned, and
environmental insurance premiums.

7. Revision and Review. CKSET is a public document, accessible on the Corporate Knights
website, and is central to both Corporate Knights’ data products and services and Corporate
Knights’ various company ratings and rankings, including the Global 100. It is also integrated into
the Corporate Knights online data portal, through which hundreds of global companies submit
data and engage with Corporate Knights staff in the identification and verification of company
sustainable economy performance. As such, the taxonomy is in daily use and subject to constant
critical review by both CK staff and our engagement partners. Suggested revisions to the
taxonomy are compiled and maintained in a development agenda, with input from:

. members of the Corporate Knights research team, each of whom have been
assigned focus areas (portfolios) that align with the CKSET categories and for
which they monitor current technology, business, national and supranational
taxonomies, and policy developments that are relevant to the CKSET;

e industry contacts who engage with Corporate Knights in the process of
providing data for their operations, and who often have suggestions for
taxonomy revisions; and

e academic and subject-matter experts contacted by Corporate Knights for
advice and assistance in formulating definitions and benchmarks for inclusion
in the taxonomy.

At least once a year, the research team conducts a rigorous review of all the definitions and benchmarks
in CKSET, confirming they are still fit for purpose based on the current scientific literature and state of
disclosure. This definition review, combined with the development agenda of proposed taxonomy
revisions, results in a set of candidate taxonomy changes that are subject to critical review and testing.
The result is a set of documented recommendations for inclusion in a revised release of CKSET that is
put before the CKSET Governance Committee for final review. Recommendations that are accepted by
the Governance Committee (as modified according to their instructions) are then incorporated in a new
release of CKSET, which is published along with documentation of all changes since the previous
release.

Questions or comments: research@corporateknights.com
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