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Responding to this paper

The European Supervisory Authorities (ESAs) invite comments on all matters in this consultation
paper on ESG disclosures under Regulation (EU) 2019/2088 on sustainability-related disclosures
in the financial sector (hereinafter “SFDR”) and in particular on the specific questions summarised
in Section 3 of the consultation paper under “Questions to stakeholders”.

Comments are most helpful if they:

contain a clear rationale; and
describe any alternatives the ESAs should consider.

When describing alternative approaches the ESAs encourage stakeholders to consider how the
approach would achieve the aims of SFDR.

Instructions

In order to facilitate analysis of responses to the Consultation Paper, respondents are requested
to follow the below steps when preparing and submitting their response:

Q1 Insert your responses to the questions in the Consultation Paper in the present response
form.

Q2 Please do not remove tags of the type <ESA_QUESTION_ESG_1>. Your response to each
question has to be framed by the two tags corresponding to the question.

Q3 If you do not wish to respond to a given question, please do not delete it but simply leave
the text “TYPE YOUR TEXT HERE” between the tags.

Q4 When you have drafted your response, name your response form according to the following
convention: ESA_ESG_nameofrespondent. RESPONSEFORM. For example, for a re-
spondent named ABCD, the response form would be entitted ESA_ESG_ABCD_RE-
SPONSEFORM.

Q5 The consultation paper is available on the websites of the three ESAs and the Joint Com-
mittee. Comments on this consultation paper can be sent using the response form, via the
ESMA website under the heading ‘Your input - Consultations’ by 1 September 2020.

Q6 Contributions not provided in the template for comments, or after the deadline will not be
processed.
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Publication of responses

All contributions received will be published following the close of the consultation, unless you re-
quest otherwise in the respective field in the template for comments. A standard confidentiality
statement in an email message will not be treated as a request for non-disclosure. A confidential
response may be requested from us in accordance with ESAs rules on public access to docu-
ments. We may consult you if we receive such a request. Any decision we make not to disclose
the response is reviewable by ESAs Board of Appeal and the European Ombudsman.

Data protection

The protection of individuals with regard to the processing of personal data by the ESAs is
based on Regulation (EU) 2018/1725". Further information on data protection can be found un-
der the Legal notice section of the EBA website and under the Legal notice section of the EIOPA
website and under the Legal notice section of the ESMA website.

" Regulation (EU) 2018/1725 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 23 October 2018 on the protection of
natural persons with regard to the processing of personal data by the Union institutions, bodies, offices and agencies and on the free
movement of such data, and repealing Regulation (EC) No 45/2001 and Decision No 1247/2002/EC, OJ L 295, 21.11.2018, p. 39.
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General information about respondent

Name of the company / organisation Deutscher Derivate Verband
Activity Banking sector

Are you representing an association?

Country/Region Germany

Introduction
Please make your introductory comments below, if any:

<ESA_COMMENT_ESG_1>

The DDV welcomes the opportunity to reply to the ESAs’ “Joint Consultation Paper on ESG disclosures - Draft
regulatory technical standards with regard to the content, methodologies and presentation of disclosures pursuant
to Article 2a, Article 4(6) and (7), Article 8(3), Article 9(5), Article 10(2) and Article 11(4) of Regulation (EU)
2019/2088”. The DDV recognises that the alignment of the real economy towards sustainability is one of
the most important and demanding challenges of today’s global society. The members of the DDV are will-
ing to contribute to this objective and have been actively involved in standard setting for sustainable in-
vestment products for almost two years. Even though the DDV is of the opinion that financial legislation on
its own will not be sufficient to fulfil the full potential of the sustainable finance agenda, disclosure on sus-
tainable financial products is definitely an important step that can be taken to encourage retail investors to
become engaged in a meaningful way.

That said, responding to this consultation is a challenging exercise. In addition to the highly prescriptive
approach taken by the ESAs and the complexity contained in the draft RTS (specifically in Annex I), misa-
lignments at Level 1 result in inherent consequential problems at Level 2, which strongly impair a level
playing field for the manufacturers of sustainable financial instruments. In particular, the draft RTS cannot
be assessed against the background of a uniform product definition at Level 1, but rather on the basis of a
regulatory patchwork: the term "financial product”, which determines the scope of application of the SFDR
and thus of the draft RTS, is not congruent with the term "financial instrument" under MiFID I, which is de-
cisive for the target market definition and the suitability test in investment advice and portfolio manage-
ment. Moreover, some “financial products” qualify as a PRIIP under Regulation (EU) No 1286/2014, while
some do not (e.g., individual portfolio management), and there are products that qualify as a PRIIP, but
not as a “financial product” (e.g., structured investment products issued as bonds). The transparency re-
quirements specified by the draft RTS therefore apply from the outset only to a part of the MiFID Il and
PRIIP product universe. In particular, they are not applicable to bonds, such as green bonds or green
structured bonds, which qualify as financial instruments under MiFID Il and — at least the latter — as
PRIIPs.

Why does this pose a problem from a DDV perspective?

The current drafts of the Delegated Acts amending the MiFID Il Delegated Regulation (EU) 2017/565 and
the MIFID Il Delegated Directive (EU) 2017/593 require that financial advisers and individual portfolio man-
agers explore the potential “sustainability preferences” of their clients before rendering investment advice
or portfolio management. On the one hand, the notion of “sustainability preference” uses the nomenclature
of the SFDR, by making reference to Article 9 products (“sustainable investments”) and Article 8 products
(“promote environmental or social characteristics”). On the other hand, the exploration of the client’s “sus-
tainability preferences” is not limited to financial products but encompasses the whole range of financial
instruments irrespective of their qualification as financial products under the SFDR. As a consequence,
financial advisers or individual portfolio managers can be allowed (or are even supposed) to recommend a
client with an ESG preference a financial instrument (such as a green bond) — although it is not a financial
product — as long as it complies with the sustainability features set out in either Article 8 or Article 9 of the
SFDR. To be able to do so, the financial advisers or portfolio managers have to rely on information pro-
vided to them by product manufacturers (e.g., in the case at hand, the issuer of the green bond), which
gives them assurance that the green bond actually complies with Article 8 or Article 9 of the SFDR trans-
parency requirements. In other words, we expect that issuers of the green bonds have to (at least to some
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extent) de facto comply with the SFDR and the draft RTS if they would like their green bonds to be eligible
for the ESG suitability test under MiFID Il. Accordingly, one would expect that the ESAs’ draft RTS would
reflect not only the typical features of financial products but also of other financial instruments, such as
bonds. However, it does not. This is of great concern to us because we believe that the concept of a level
playing field for all product manufacturers is at risk here. Furthermore, bearing in mind that the European
Commission’s Renewed Sustainable Finance Strategy has put all Level 1 sustainable finance legislation
under review, it cannot be excluded that the scopes of applicability of the SFDR and MiFID Il will be
aligned in the near future. Although the ESAs are not in a position to anticipate this political outcome, we
believe that the ESAs should already be pursuing an “open architecture” approach rather than an exclu-
sive approach when designing the draft RTS. This could help the draft RTS adapt to new legislative devel-
opments at Level 1, instead of requiring a total recalibration of the whole concept. At the same time, this
is the reason why we are taking the opportunity to respond to the present consultation even though manu-
facturers of structured products are not currently subject to the SFDR.

Before responding to selected questions, we would like to take the opportunity to remark on the current
regulatory setting in general and on the draft RTS in particular from the point of view of manufacturers of
structured products, which shall in the following (and due to the reasoning set out above) be regarded as if
they were financial products within the meaning of the SFDR.

1. ESG disclosures in the context of Sustainable Structured Investment Products

When it comes to structured products, different components need to be considered with regard to the use
of proceeds.

SSIPs can usually be split into two components. A “bond component” and a “derivative component” linked to a sus-
tainable underlying. Both components should be assessed separately and then be aggregated for disclosure
reasons.

Again, the DDV calls on the ESAs to avoid exclusively focusing the draft RTS on issuers of “financial prod-
ucts” within the meaning of the SFDR, and also to take into account financial instruments that are not fi-
nancial products but are recommended to clients with an ESG preference pursuant to the suitability test
regime under MiFID II. At the same time, consideration should be given to the nature of structured prod-
ucts as stipulated in Article 8(3) as well as Article 9(5) of the SFDR, where it is stated:

“When developing the draft regulatory technical standards referred to in the first subparagraph, the ESAs
shall take into account the various types of financial products, their characteristics and the differences be-
tween them, as well as the objective that disclosures are to be accurate, fair, clear, not misleading, simple
and concise.”

Even though the DDV is confident that any disclosure requirements applicable to funds are generally also
viable for SSIPs, we encourage the ESAs to have different financial instruments already in mind particu-
larly with respect to the “disclosure architecture” and the specific regulatory anchor (e.g., the Prospectus
Regulation with regard to SSIPs).

It is very important to recognise that, although SSIPs have a derivative component, this asset class first
and foremost should be classified as a bond and not as a derivative. Accordingly, SSIPs should be an in-
tegral part of the ESG disclosures when purchased by investment funds and portfolio managers subject to
the SFDR.

2. The benefits of Sustainable Structured Investment Products for retail clients

Structured products offer unique options for participating in sustainable investments that need to be recog-
nised. This is of particular importance in a highly dynamic market segment.

As structured investment products, SSIPs are (often non-linear) passive investments with regard to their
pay out profile. Their structuring basically serves the function of adjusting the risk-return profile independ-
ent of the choice of a specific underlying. We would like to highlight the fact that a large amount of struc-
tured products, in particular those classified as “investment products” (i.e., products that are recom-
mended by financial advisers to their retail clients), reduce the risk for the client (we estimate this to be the
case for 60-65 percent of “open interest/assets invested”). This characteristic, combined with the option of
individually choosing between many different underlyings, offers unique possibilities for end investors and
retail clients in particular. The latter generally either do not have access to sophisticated financing tech-
niques or do not have the necessary resources to build up portfolios corresponding to their risk-return
preferences in a cost-efficient manner. Structured products incorporate those techniques building on the
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infrastructure of issuers/product manufacturers and making use of economies of scale, thus lowering
transaction costs while allowing investors flexibility and freedom of choice with regard to their individual
investments. This might become of particular importance in the context of sustainable finance, especially
with regard to mainstreaming various ESG strategies and techniques in a market segment that has been
highly dynamic.

3. The contribution of Sustainable Structured Investment Products to the sustainable finance agenda

The positive effects of SSIPs due to their bond component as well as their indirect investment effect (ulti-
mately leading to direct primary financing of companies, including non-listed companies such as SMEs)
should not be underestimated. However, the focus of the draft RTS on comparability, resulting in very de-
tailed and often quantitative indicators, bears a risk of creating bias in favour of the equity-financing of
listed companies. In addition, product definitions remain unclear, which makes it difficult to position differ-
ent types of products.

As described above, an (often considerable) part of the proceeds of a SSIP remains on the balance sheet
of the issuer for other funding purposes than (indirectly financing) the underlying determining the payout
profile. They might also serve, for example, for the allocation of loans. Hence, the sustainability of the is-
suer in general needs to be assessed.

Taking the example of what we call a “Structured Green Bond”, a SSIP where the bond component follows
recognised market standards or even standards provided by regulators (e.g., the current version of the EU
Green Bond Standard) while adding a “derivative component” in order to make this financial instrument
more attractive and accessible for retail investors. The (increasing) demand of retail clients for SSIPs will
thus incentivise issuers to successively increase their exposure to eligible investments for these products.
This can also be applied to bonds issued by banks without a specific thematic focus where the general
ESG performance of the issuer needs to be assessed. Again, the demand of the client for these kind of
products will ultimately lead to an ongoing “race to the top” of issuers with regard to their ESG perfor-
mance. The DDV believes the gradual transformation of the economy as a whole to be a very important
political objective of the sustainable finance agenda.

The DDV would like to draw attention to the fact that we expect EU-wide (or even better, international)
market standards with regard to the assessment of bank financing to evolve in the near future. For in-
stance, the UN Principles for Responsible Banking were launched in September 2019, and we expect this
framework to play a more prominent role in the years to come. Also, the market for sustainability linked
loans and bonds is developing in a dynamic manner, followed by market standards such as the ICMA’s
Sustainability Linked Bond Principles, which were published only in 2020. In addition, several regulatory
as well as supervisory requirements touching upon the integration of sustainability risks will certainly lead
towards a harmonisation of strategies followed by methods and processes, and, finally, specific indicators.
We expect these developments also to be reflected in the methods used to assess the ESG quality of is-
suers. In the meantime, we believe that a principle-based approach with regard to strategies and pro-
cesses (ESG governance) is needed before focusing on individual, rather narrow quantitative indicators
that may turn out to be unreliable (because of lacking data) or incomparable (because of non-standardised
methodologies) and could finally lead to significant legal uncertainty and disproportionate liabilities.

With regard to the “derivative component” of a SSIP, the DDV would like to draw attention to the fact that
an assessment should be done with regard to the ESG eligibility of an underlying (where relevant), where
the EU Taxonomy provisions would obviously be taken into account. This description should be part of
graphical and narrative explanations with regard to the ESG quality of a financial instrument.

The DDV is convinced that, even though an investment might be “indirect” through the use of derivatives,
the usage of those instruments (e.g., options and futures on an eligible underlying) significantly contributes
towards the sustainability agenda.

We would like to refer to a study by Lannoo and Thomadakis (2020) on the roles of derivatives in sustain-
able finance, which not only emphasises the key role of derivatives as a general risk management tool,
but also sheds light on their major role in enhancing transparency (information on the underlying), thus fa-
cilitating price discovery and ultimately increasing market efficiency. These roles ultimately contribute to
long-term sustainability objectives.

In addition, derivatives create immediate effective demand for the underlying, as the counterparty for a
given derivative contract is required to directly purchase the underlying the contract refers to in order to
fulfil its obligation at the end of the contractual period. Hence, the price of the sustainable underlying will
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rise. This ultimately enables the issuer of the underlying to raise more and cheaper capital for its sustaina-
ble activities. Needless to say, any “direct” secondary market transactions in bonds and shares have basi-
cally the same effect.

<ESA_COMMENT_ESG_1>
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e : Do you agree with the approach proposed in Chapter Il and Annex | — where the indicators in
Table 1 always lead to principal adverse impacts irrespective of the value of the metrics, requir-
ing consistent disclosure, and the indicators in Table 2 and 3 are subject to an “opt-in” regime
for disclosure??

<ESA_QUESTION_ESG_1>

The DDV does not agree with the approach proposed in Chapter Il and Annex I.

In our opinion, the adverse indicators do not lead to reliable and comparable results. Furthermore, the re-
quired data are (to a large extent) not yet available. The DDV also wishes to stress that the materiality of
indicators should be taken more clearly into account. While some indicators may indeed be considered to
always lead to principal adverse impacts (PAls), not all indicators are relevant to all financial market partic-
ipants or products.

We believe that the regulatory approach should be more balanced, allowing for a qualitative evaluation of
principle adverse impacts and the governance of the latter within a financial product, while reducing the
set of mandatory indicators significantly.

In addition, PAI indicators need to be streamlined with the yet to be defined DNSH indicators in the Taxon-
omy Regulation, as well as with the reporting requirements of the NFRD. Over time, a phasing-in of other
indicators could be considered.

The DDV takes a rather critical position on the proposed opt-in regime, since market participants could
choose different sets of indicators, which does not enhance comparability for investors and would be diffi-
cult to handle for financial market participants (especially portfolio managers) when aggregating these in-
dicators for different financial instruments.

Finally, we would like to draw attention to the fact that, since funds of structured products are also used to
finance non-listed companies (see |. General Remarks above), the data gap becomes even more severe.
It would be impossible to check for the proposed adverse indicators with regard to the existing credit port-
folios unless the borrower — often a non-listed company — is obliged to deliver the data. This, however, is
not even foreseen for the near future.

<ESA_QUESTION_ESG_1>

e : Does the approach laid out in Chapter Il and Annex |, take sufficiently into account the size,
nature, and scale of financial market participants activities and the type of products they make
available?

<ESA_QUESTION_ESG_2>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_2>

e :If you do not agree with the approach in Chapter Il and Annex |, is there another way to ensure
sufficiently comparable disclosure against key indicators?

<ESA_QUESTION_ESG_3>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_3>

e : Do you have any views on the reporting template provided in Table 1 of Annex I?

<ESA_QUESTION_ESG_4>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_4>
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e : Do you agree with the indicators? Would you recommend any other indicators? Do you see
merit in including forward-looking indicators such as emission reduction pathways, or scope 4
emissions (saving other companies” GHG emissions)?

<ESA_QUESTION_ESG_5>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_5>

e :In addition to the proposed indicators on carbon emissions in Annex |, do you see merit in also
requesting a) a relative measure of carbon emissions relative to the EU 2030 climate and energy
framework target and b) a relative measure of carbon emissions relative to the prevailing carbon
price?

<ESA_QUESTION_ESG_6>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_6>

o :The ESAs saw merit in requiring measurement of both (1) the share of the investments in com-
panies without a particular issue required by the indicator and (2) the share of all companies in
the investments without that issue. Do you have any feedback on this proposal?

<ESA_QUESTION_ESG_7>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_7>

e : Would you see merit in including more advanced indicators or metrics to allow financial mar-
ket participants to capture activities by investee companies to reduce GHG emissions? If yes,
how would such advanced metrics capture adverse impacts?

<ESA_QUESTION_ESG_8>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_8>

o : Do you agree with the goal of trying to deliver indicators for social and employee matters,
respect for human rights, anti-corruption and anti-bribery matters at the same time as the en-
vironmental indicators?

<ESA_QUESTION_ESG_9>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG 9>

e : Do you agree with the proposal that financial market participants should provide a historical
comparison of principal adverse impact disclosures up to ten years? If not, what timespan would
you suggest?

<ESA_QUESTION_ESG_10>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_10>
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e : Are there any ways to discourage potential “window dressing” techniques in the principal ad-
verse impact reporting? Should the ESAs consider harmonising the methodology and timing of
reporting across the reference period, e.g. on what dates the composition of investments must
be taken into account? If not, what alternative would you suggest to curtail window dressing
techniques?

<ESA_QUESTION_ESG_11>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_11>

e : Do you agree with the approach to have mandatory (1) pre-contractual and (2) periodic tem-
plates for financial products?

<ESA_QUESTION_ESG_12>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_12>

o : If the ESAs develop such pre-contractual and periodic templates, what elements should the
ESAs include and how should they be formatted?

<ESA_QUESTION_ESG_13>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_13>

e :If you do not agree with harmonised reporting templates for financial products, please suggest
what other approach you would propose that would ensure comparability between products.

<ESA_QUESTION_ESG_14>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_14>

e : Do you agree with the balance of information between pre-contractual and website infor-
mation requirements? Apart from the items listed under Questions 25 and 26, is there anything
you would add or subtract from these proposals?

<ESA_QUESTION_ESG_15>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_15>

e : Do you think the differences between Article 8 and Article 9 products are sufficiently well cap-
tured by the proposed provisions? If not, please suggest how the disclosures could be further
distinguished.

<ESA_QUESTION_ESG_16>

The DDV is of the opinion that the definitions are not sufficiently clear and that investors will have difficulty
grasping the difference between both types of products. What exactly distinguishes “sustainable invest-
ments” from those “promoting social and environmental characteristics™? And how is this linked to the Tax-
onomy Regulation? This poses a particular challenge regarding potentially overlapping definitions. The
proposed changes to the MiFID Il Delegated Directive and to the MiFID Il Delegated Regulation make
things even more confusing, where “sustainable investments” for products according to Article 8 of the

10
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SFDR are required (if the PAI are not considered), though the Level 1 provisions of the SFDR do not stip-
ulate such a requirement.

We believe that a clear delineation is necessary between both types of products and that both types of
products should be recognised to contribute to the transition towards an increasing sustainable economy.
Having said that, only when the delineation of the different kinds of products is clear enough can proper
guidance for retail clients be formulated, which, in any case, should abstain from stigmatising any product
at the point of sale. Both types of products have to define clear ESG objectives, indicators, and metrics,
and report on these.

In addition, according to Article 16 of the draft RTS, products in accordance with Article 8(1) of the SFDR
should make a statement that “this product does not have as its objective sustainable investment”, while
also stipulating for the same product that “where a financial product invests in a sustainable investment”
additional explanations should be given. This provision in itself does not appear to be very consistent, as
financial products that invest in sustainable investments would still need to carry the disclaimer that they
do not have sustainable investments as their objective (thus investing into sustainable assets only by de-
fault?). This, we assume, would be difficult for retail investors to understand.
<ESA_QUESTION_ESG_16>

e : Do the graphical and narrative descriptions of investment proportions capture indirect invest-
ments sufficiently?

<ESA_QUESTION_ESG_17>

Given that the notion of “indirect investments” covers a broad range of different investment concepts, the
requirement to provide for graphical and narrative descriptions as set out under Articles 15(2) and 24(2)
should be applied in a way that allows for sufficient flexibility. We would like to illustrate this with the fol-
lowing example: While SSIPs are commonly issued as bonds (and, therefore, should be regarded as
bonds and not as derivatives), parts of their proceeds create effective demand for an ESG-eligible under-
lying. In such cases, the “indirect investment” deriving from derivatives contracts with ESG-eligible under-
lyings should be explained in the narrative explanation while the graphical representation should inform
the investor about the proportion of sustainable and non-sustainable “overall” use of proceeds of the SSIP.
It is our understanding that this presentation concept would be in line with the requirements set out in Arti-
cles 15(2) and 24(2). If the ESAs agree with this understanding, we do not see a need for any further spe-
cific provisions on “indirect investments”.

<ESA_QUESTION_ESG_17>

e :The draft RTS require in Article 15(2) that for Article 8 products graphical representations illus-
trate the proportion of investments screened against the environmental or social characteristics
of the financial product. However, as characteristics can widely vary from product to product do
you think using the same graphical representation for very different types of products could be
misleading to end-investors? If yes, how should such graphic representation be adapted?

<ESA_QUESTION_ESG_18>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_18>

e : Do you agree with always disclosing exposure to solid fossil-fuel sectors? Are there other sec-
tors that should be captured in such a way, such as nuclear energy?

<ESA_QUESTION_ESG_19>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_19>

11
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e : Do the product disclosure rules take sufficient account of the differences between products,
such as multi-option products or portfolio management products?

<ESA_QUESTION_ESG_20>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_20>

e : While Article 8 SFDR suggests investee companies should have “good governance practices”,
Article 2(17) SFDR includes specific details for good governance practices for sustainable invest-
ment investee companies including “sound management structures, employee relations, remu-
neration of staff and tax compliance”. Should the requirements in the RTS for good governance
practices for Article 8 products also capture these elements, bearing in mind Article 8 products
may not be undertaking sustainable investments?

<ESA_QUESTION_ESG_21>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_21>

e :What are your views on the preliminary proposals on “do not significantly harm” principle dis-
closures in line with the new empowerment under the taxonomy regulation, which can be found
in Recital (33), Articles 16(2), 25, 34(3), 35(3), 38 and 45 in the draft RTS?

<ESA_QUESTION_ESG_22>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_22>

e : Do you see merit in the ESAs defining widely used ESG investment strategies (such as best-in-
class, best-in-universe, exclusions, etc.) and giving financial market participants an opportunity
to disclose the use of such strategies, where relevant? If yes, how would you define such widely
used strategies?

<ESA_QUESTION_ESG_23>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_23>

e : Do you agree with the approach on the disclosure of financial products’ top investments in
periodic disclosures as currently set out in Articles 39 and 46 of the draft RTS?

<ESA_QUESTION_ESG_24>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_24>

e : For each of the following four elements, please indicate whether you believe it is better to
include the item in the pre-contractual or the website disclosures for financial products? Please
explain your reasoning.

an indication of any commitment of a minimum reduction rate of the investments (sometimes referred
to as the "investable universe") considered prior to the application of the investment strategy - in the
draft RTS below it is in the pre-contractual disclosure Articles 17(b) and 26(b);
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a short description of the policy to assess good governance practices of the investee companies - in the
draft RTS below it is in pre-contractual disclosure Articles 17(c) and 26(c);

a description of the limitations to (1) methodologies and (2) data sources and how such limitations do
not affect the attainment of any environmental or social characteristics or sustainable investment ob-
jective of the financial product - in the draft RTS below it is in the website disclosure under Article
34(1)(k) and Article 35(1)(k); and

a reference to whether data sources are external or internal and in what proportions - not currently
reflected in the draft RTS but could complement the pre-contractual disclosures under Article 17.

<ESA_QUESTION_ESG_25>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_25>

e s it better to include a separate section on information on how the use of derivatives meets
each of the environmental or social characteristics or sustainable investment objectives pro-
moted by the financial product, as in the below draft RTS under Article 19 and article 28, or
would it be better to integrate this section with the graphical and narrative explanation of the
investment proportions under Article 15(2) and 24(2)?

<ESA_QUESTION_ESG_26>

As explained in our answer to Question 17, derivatives embedded in a SSIP are used to gain exposure to
an ESG-eligible underlying, creating effective demand for the respective ESG underlying (see also our
General Remarks above in I.). In this case, the proportion of exposure to that underlying should be al-
lowed to be disclosed within the graphical and narrative explanations (see our answer to Question 17). If
the ESAs share this view, we do not see the need to have a separate section in addition to the graphical
and narrative explanations provided for under Articles 15(2) and 24(2). In this context, the DDV would like
to reiterate that SSIPs should first and foremost be classified as bonds and should not be treated as deriv-
atives, even though derivatives might provide for indirect exposure to ESG-eligible assets in bonds and
shares purchased through secondary market transactions (see also our General Remarks above in |.).
<ESA_QUESTION_ESG_26>

e : Do you have any views regarding the preliminary impact assessments? Can you provide more
granular examples of costs associated with the policy options?

<ESA_QUESTION_ESG_27>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_27>
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