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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 respondent named ABCD, the response form would be entitled ESA_ESG_ABCD_RESPONSEFORM.

Q5 The consultation paper is available on the websites of the three ESAs and the Joint Committee. 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.
Publication of responses

All contributions received will be published following the close of the consultation, unless you request 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 documents. 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 under 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.
General information about respondent

	Name of the company / organisation
	Capital Group

	Activity
	Investment Services

	Are you representing an association?
	☐

	Country/Region
	UK


Introduction

Please make your introductory comments below, if any:

<ESA_COMMENT_ESG_1>

Capital Group recognizes that ESG is a dynamic factor that is reshaping clients’ and regulators’ expectations on companies and asset managers.  We agree that investors should have access to relevant and reasonably comparable ESG disclosures and welcome the opportunity to provide feedback to the ESAs consultation paper concerning ESG disclosures.  
As one of the largest and most experienced investment management companies in the world, our organisation combines a rich heritage of asset management expertise with fundamental research and long-term orientation; the latter is achieved via broad access to management and systematic engagement with corporate and sovereign security issuers around the world. 
For that, ESG integration is a strategic priority for Capital Group.
· By systematically integrating ESG principles we are further enhancing our investment decisions and strengthening the trust our clients place in us. 
· At the same time, investors and issuers are turning to us for perspective and leadership on ESG goals and choices. By engaging with them, we bring  clear insight on the most impactful ESG priorities.
· Our strategy on ESG integration is fully reflecting the Sustainable Finance Disclosures Regulation’s (SFDR) objectives, in particular the ones related to managing relevant financial risks stemming from climate change / environmental degradation / social issues and fostering transparency and long-termism in financial and economic activity. 
· We aim at systematically incorporating material ESG considerations within our fundamental research in order to contribute to better long term investment decisions and authentically demonstrating the role of ESG perspectives in our investment process. 

Given our insight into markets’, investors’ and investee companies’ needs, we believe that for sustainability disclosures to meet their objectives the focus should be on delivering information that is meaningful, relevant and understandable from an investor’s perspective. 
The choice of investor is first and foremost linked to a particular investment strategy and/or product. 

This requires that investors have relevant information and substantial understanding about how ESG integration affects a particular investment strategy / product, their investment results and what is their investment’s impact on ESG-related goals. Such product-related information can also further enhance the offer of a wider range of ESG products that can fit differentiated investors’ objectives and in that way, channel capital towards sustainable investment and inclusive growth. 
On the other hand, aggregating this specific product-level information at the entity level and across different products and investment strategies employed would not meet this substantial criteria, i.e. information with added value from an investor’s perspective.

With this consideration and based on our role of a diligent steward of our clients’ assets and an investor systematically engaging with companies to mitigate ESG risks and ensure long-term investment results, we wish to raise the following concerns in this consultation paper.

· Aggregation at the entity level can’t provide meaningful information for investors

We understand that the ESAs mandate is, among others, to prepare RTS on the principal adverse impact at the entity level (ways to identify and measure this impact) and not at the level of the product. In doing so, the ESAs propose a number of detailed information that is to be aggregated at the asset management companies’ level and across all different products they manage. However, what such an aggregation disregards is that investment strategies and products vary significantly in terms of underlying assets, investment horizon, composition etc. From an investor’s perspective, this aggregate information of the entity’s adverse impact is not useful or relevant and to the contrary can become misleading. 
As mentioned above, empowering informed decisions in relation to ESG investments requires substantial understanding in relation to a particular investment choice. Therefore, what remains crucial for investors is understanding how such indicators are impacting their own investment choices and therefore the products they are invested in. For an individual or a corporate looking into investing while integrating ESG considerations what remains highly relevant and useful are the characteristics of a product not the aggregation among different strategies/products of the asset manager, especially as this aggregation may include strategies that would not relate to an investor’s choice. Such information can end up being misleading for investors, highlighting performances and footprint as an average and not reflecting the performance of the specific product marketed to them. Even if the idea is to provide investors with additional information about the type of activities financed overall by an asset management company, we still believe this aggregation across very different investment strategies would be very challenging due to the different composition, type of investee companies and underlying markets.
We also believe that this granular reflection of the adverse impact at the entity level is not necessarily consistent with the SFDR objective to foster transparency and comparability for end-investors among different financial products and reduce information asymmetries with regard to the integration of sustainability risks.

What we would suggest, instead, is for a focused approach to be in place at the product level, whereas information required at the entity level to stay high-level and be considered complementary, in case investors also wish to know more about the ESG impact of the manager in charge of their portfolios. In order to avoid misleading investors, this later information at the entity level should be provided in a way that reflects the differences among strategies; for that, it needs to be principle-based instead of a detailed break-down per assets, type of activities financed etc. 

A qualitative assessment in the format of a narrative explaining the ESG integration or the substantial process regarding ESG factors taken at the entity level is a more pragmatic, useful approach ensuring meaningful information. 
· A mandatory pre-selected list of indicators at the entity level isn’t fit for purpose and consistent with SFDR Level 1
SFDR Level 1 requires investment managers to consider principal adverse impact (or to “comply or explain”) which is a high-level requirement. To the contrary the detailed specific list of 32 mandatory principal impact indicators – further broken down in a granular way - together with the two tables of optional indicators, as suggested in the draft RTS, is an approach not required under the SFDR Level 1. Our main concern is that an ex ante specification of the indicators that lead to adverse impact in every situation cannot capture in a pragmatic way potential impacts on ESG factors of every strategy; this could further lead to a risk of “false positives” or even “false negatives” and is a one-size fits all approach not appropriate to reflect the dynamic nature of externalities produced by different products and underlying activities. 
Rather than having a mandatory pre-selected list of indicators, we would strongly support a high-level and principles-based approach at Level 2, allowing asset managers the possibility to capture adverse impacts of funds in the way that best fits the funds’ characteristics, assets and strategies. 

· Challenges related to lack of relevant data are not duly taken into consideration

The lack of sufficient data in relation to the principal adverse impact of the activities of investee companies is a challenge well acknowledged both by the public and the private sector. The forthcoming review of NFRD will aim at addressing them, but the challenges related to different timelines (the revised NFRD will be applicable at least two years after the application of SFDR) and the geographical scope (NFRD will capture either companies based in the EU or at the maximum of some presence in the EU, but not the wide range of investee companies) remain. 

We understand that the ESAs aim at offering some solutions via allowing in case of information not readily available directly from companies to make reasonable assumptions and proprietary additional research or cooperate with third party data providers or external experts. Still, we consider that there are important risks with own assumptions. Also concerning solely relying upon data and scores of external data providers, there are implications mostly due to current lack of consistency and co-relations among different providers’ assessments on same assets and companies. 
We believe the proposed sustainability disclosure requirements based on indicators and data that for now are not available, raise the risks for non-consistent or accurate information and the burden for financial institutions to come up with such data and information. Instead, what we believe would be important is for the ESAs to take due account of such liabilities and risks; this is one more reason to avoid moving forward with a granular split of the information foreseen in the RTS and the principal adverse impact indicators.

As mentioned, these are our key and high-level concerns in relation to the general approach suggested in this consultation paper for SFDR Level 2 and the reasons we consider that this isn’t the appropriate one either to meet investors’ need for useful information or from the point of view of an investor in assets of investee companies.
Given, however, that the consultation paper makes a detailed suggestion on the presentation and content of sustainability disclosures and in an effort to ensure a number of helpful improvements, we will also provide specific comments on the indicators of principal adverse impact and the product disclosures. These are included in our response to the below questions of the consultation. 
<ESA_COMMENT_ESG_1>

· : Do you agree with the approach proposed in Chapter II and Annex I – where the indicators in Table 1 always lead to principal adverse impacts irrespective of the value of the metrics, requiring consistent disclosure, and the indicators in Table 2 and 3 are subject to an “opt-in” regime for disclosure??
<ESA_QUESTION_ESG_1>

We have concerns with the approach taken in Chapter II of the draft RTS that the pre-selected list of indicators are to be considered in every strategy as leading to principal adverse impacts on the environment and society, irrespective of the value of financial market participant’s result for the indicator’s metric. 
Firstly, we believe that this is a one-size-fits-all approach that can’t fit for the wide variety of asset classes in every product - necessarily some of these indicators can be irrelevant for certain asset classes and material for others. 

A more workable solution would be to substantially narrow the list of indicators that are considered relevant for investors in every case and are measurable in a consistent way across investment strategies. In our view such indicators would include: 
•
Carbon emissions

•
Water use

•
Board gender diversity

•
Human rights

•
Cluster munitions

•
Anti-corruption and anti-bribery
However, even for those indicators, we still question whether any value should be considered as adverse impact. For instance, in the case of the indicator related to total energy consumption or the existence of policies on deforestation or whistle-blower protection it is wrong to automatically assume that any result leads to a principal adverse impact.
In that context, we would support 
1. Further narrowing the list of pre-selected indicators to some high-level indicators that make sense for every product and strategy (see above the list of high-level areas we consider can be material and relevant for investors to understand ESG exposures);
2. Leave flexibility to asset managers to select the indicators that are relevant for a specific asset class or underlying activity financed;
3. In terms of presenting the adverse impact we would strongly advocate for a quality not quantitative assessment of the adverse impact based on the manager’s deep understanding of the activities of the investee companies and the underlying assets. Such assessment can be presented mostly in a way of a narrative explaining the ESG integration and the risk-based approach implemented at the entity level. 
4. If metrics and values are to be added that should only be for a shorter universal list of indicators and in that case, instead of having any value automatically considered as adverse impact, thresholds or additional criteria should also apply to determine the turning point to adverse impact. Again as this is a very complex calculation largely differentiated among products, we believe such a selection of thresholds should not be pre-determined. Asset managers should be asked to disclose the criteria against which for a specific indicator a value is considered of adverse impact. 
<ESA_QUESTION_ESG_1>

· : Does the approach laid out in Chapter II and Annex I, 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>

No, as already mentioned we believe the approach foreseen in Section II and the template in Annex I do not adequately address differences in terms of investment strategies and asset classes and is a one-size-fits-all approach. In this way, this is an non-proportionate approach and can’t be adjusted to the type of the product and the nature of underlying assets.
It is also important to note the critical issue of access to data related to the assessment of the adverse impact. As mentioned in our general remarks, we believe that in spite of the efforts to provide solutions, the existing lack of readily available information in relation to investee companies is a problem that will remain for the next years. By counter-proposing access to such data either via third data service providers or own assessment and engagement with the companies, the important burden and costs associated to these efforts, as well as the important liabilities and relevant challenges don’t seem to be taken into account. 
<ESA_QUESTION_ESG_2>

· : If you do not agree with the approach in Chapter II and Annex I, is there another way to ensure sufficiently comparable disclosure against key indicators? 
<ESA_QUESTION_ESG_3>

As mentioned in our response to Question 1, we would strongly recommend to move away from the long-list of pre-selected indicators and from the approach that these indicators lead to automatic assumptions regarding principal adverse impact. 
Instead our suggestion would be for a high-level and principle-based approach that can provide guidance as to the clarity of information presented to investors together with flexibility for asset managers to select those indicators that best demonstrate the adverse impact for different investment strategies. 

Our suggestions for a more efficient and proportionate approach include the following:

A. Indicators for principle adverse impact cannot be a fixed list; they should be properly calibrated to the type of strategy, asset class and the characteristics of different products
When determining the indicators that can capture the adverse impact of an activity, the key factors to consider are the following ones:

· Can it accurately capture the principal adverse impact for an asset class
· Can it help measure in a consistent way adverse impact
· Is the result/information delivered useful for investors’ decisions
· Is the information relevant from the perspective of an investor in a company
· Are there available data for this indicator.

All these factors can determine whether an indicator can represent the adverse impact of an activity at the entity level in a way that is accurate, can be demonstrated (data-based) and is meaningful for investors’ decisions.
We believe that it isn’t feasible for one list of indicators to meet all these parameters regardless the underlying asset and the product. For that, any suggested indicators should be optional and to the extent relevant and material. In addition, asset managers should be given the possibility to use alternative indicators that better reflect the adverse impact for different products giving a more accurate depiction of the impact of the activities of the asset management company.

B. Only a small number of the suggested indicators can be universally relevant for all assets and products

In terms of the suggested indicators in the Annex I, we believe that only a small number of them can be relevant and material for measuring the adverse impact across different asset classes and investment strategies.

Using the criteria mentioned above, our analysis shows that some indicators can be largely relevant for different strategies employed at the entity level, which are:
•
Carbon emissions

•
Water use

•
Board gender diversity and to an extent gender pay gap
•
Human rights

•
Cluster munitions

•
Anti-corruption and anti-bribery

Even for these indicators, the more granular the break down the more the risks that these indicators aren’t any more fit for purpose for every strategy and asset class. 
On the other hand, there are other indicators included in the Annex I that we consider aren’t material for every underlying investment, such as: energy consumption intensity, biodiversity and ecosystem preservation practices, natural species and protected areas, deforestation, water emissions and exposure to areas of high water stress, processes and measures for preventing trafficking in human beings, number of convictions and amount of fines for violation of anti-corruption and anti-bribery laws etc.
C. Measuring adverse impact cannot be an automatic process relying solely on a set of externally selected indicators
We have concerns with the suggestion for a list of indicators automatically leading to adverse impact with no substantial input and choice for the manager to determine the specificities of how each indicator affects the underlying investments and their impact on ESG factors. 
ESG integration is a dynamic process based among others on a continuous engagement with investee companies, understanding of the evolution of their activities and applying of risk mitigation policies. A requirement for adverse impact measurement to rely solely on externally selected indicators is contrary to this dynamic process; it leads to a “tick-the-box” exercise than one based on fundamental understanding of the specific features of the activities of investee company, their transition nature and the balances between different asset classes in the same portfolio. 

Instead of this automatic process we would strongly favour a substantial review of the adverse impact that is the only way for investors to receive meaningful information on what are the activities financed by an entity. Therefore, we would ask for possibility to select the most relevant indicators (apart from the few ones that can be universally material and to calculate on the basis of relevant parameters leading to meaningful results.

Asset managers should be asked to disclose the criteria against which for a specific indicator a value is considered of adverse impact.

<ESA_QUESTION_ESG_3>

· : Do you have any views on the reporting template provided in Table 1 of Annex I?
<ESA_QUESTION_ESG_4>

We already mentioned in our response to the previous question that the list of indicators presented in Annex I cannot be a closed-ended one nor mandatory for every strategy/asset. 
What is suggested in article 4 of the draft RTSs regarding the adverse sustainability impacts statement can be a workable approach (including a description of adverse impacts, policies to identify and prioritise principal adverse sustainability impacts, actions to address them and engagement policies, as well as references to international standards). If such description would be based on a narrative and a policy explanation this would be the high-level approach also consistent with SFDR Level 1. However, in Annex I this description is complemented by a detailed break-down via a mandatory set of indicators. Instead of this template with pre-selected indicators, we would support a description of the ESG integration in the way of narrative and explanations as to how the adverse impact is taken into consideration.

Moreover, if the ESAs wish to provide further guidance and ensure a certain comparability via a list of indicators, such references should still remain indicative and up to asset manager to assess based on the relevance and materiality for underlying investments.
<ESA_QUESTION_ESG_4>

· : 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>

Regarding the existing list of indicators, we perceive only a few of them as largely relevant and material for a wide range of assets. Based on the approach explained (any list of indicators should be optional/indicative and up to asset managers to select the appropriate ones for assets and strategies employed), we wish to make a number of suggestions on how to improve the breaking down of information per indicator in a way that can ensure the information is relevant and useful for investors.

· Greenhouse gas emissions this is an indicator that can be universally relevant

· We believe carbon emissions and carbon footprint should become a single “carbon emissions per $1m invested”
· For weighted average carbon intensity we would suggest standardising by size of investment; this would make the information more relevant from investors’ perspective and more easily comparable

· Exposure to solid fossil fuel sector: the calculation of this metric isn’t clear, especially as to how to aggregate across companies that have diversified percentages of revenues from fossil fuels.

· Energy performance
- this is an indicator relevant for specific assets

· Total energy consumption of investee companies from non-renewable energy sources (in GWh), expressed as a weighted average can’t be useful for investors as a standalone figure, as it won’t mean much. The alternative measure of share of non-renewable energy consumption of investee companies compared to renewable energy sources, expressed as a percentage can be a better decision tool, so it would be better if this indicator is relevant to keep this percentage as a more meaningful benchmark.

· Breakdown of energy consumption by type of non-renewable sources of energy
is very detailed, may not be relevant for all different companies and underlying activities and would end up being a burdensome disclosure due to absence of such granular data. 

· Energy consumption intensity of investee companies per million EUR of revenue of those companies (in GWh), expressed as a weighted average wouldn’t be useful information for investors as they will have no benchmark to assess that. If the breakdown is to take place per NACE sector the level of details is so dense that we question if the benefit for investors would counter-balance the important efforts and costs to deliver such information.

· Biodiversity
- this is an indicator relevant for specific assets 
· Biodiversity and ecosystem preservation practices can be presented for those investments / investee companies that undertake relevant operations, in which case it is relevant to assess, monitor or control the pressures corresponding to the indirect and direct drivers of biodiversity and ecosystem change. 

· Regarding natural species and protected areas, we believe there is important gap of relevant data and for such a share to have any relevance the indicator needs to apply for companies whose operations are relevant to such conservation areas. 

· The share of investments in investee companies with operational sites owned, leased, managed in, or adjacent to, protected areas and areas of high biodiversity value outside protected areas is one open to different interpretations and in that way can lead to non-comparable results. In addition, if such an indicator would lead to automatic adverse impact without further clarifications or factors considered as per given case, this would provide inaccurate information to investors. We don’t consider therefore this is a relevant indicator.

· In the case of deforestation policy, we question whether the sole absence of it is sufficient to indicate adverse impact even for companies with no relevant activities. Therefore, for this indicator to lead to meaningful information it needs to be linked to companies of relevant sectors. We would also avoid the duplicative inclusion of the investee companies and investments without a deforestation policy. One metric for investee companies of a relevant sector should be sufficient.
· Water use – this is an indicator that can be universally relevant (however some sub-indicators in this category are not, see below) 
· Water emissions generated by investee companies as a weighted average per million EUR invested isn’t necessarily leading to adverse impact; this is an area where additional factors need to be considered such as recycling of the water, prior to determining existing adverse impact. 

· Exposure to areas of high water stress is again a more narrow indicator relevant to specific sectors and geographical coverage. Also, even if the response is Yes this shouldn’t automatically lead to adverse impact without considering other parameters such as potential efficient use of water etc. We would also suggest to delete the duplicative indicators here on share of investments and investee companies.
· Untreated discharged waste water by the investee companies expressed as a weighted average can be a relevant metric, however further clarifications would be necessary as to how the weighted average is to be calculated for the disclosures regarding that indicator to be comparable.
· Waste
- this isn’t an indicator that can generate comparable results
· The hazardous waste ratio expressed as a weighted average in tonnes of waste generated by investee companies per million EUR invested, is largely depending on the size of investments and therefore isn’t a source of information with comparable results and can be confusing as a standalone figure. The same stands for non-recycled waste generated by investee companies per million EUR invested.
· Social and employee matters – we believe only a small subset of the relevant indicators can be universally relevant

· Implementation of fundamental ILO Conventions and links to due diligence policies is a very general reference and includes many areas covered in the ILO conventions not necessarily relevant for all companies. Moreover, some of these policies may cover same issues (e.g. gender pay gap, forced labour etc.) already covered by other indicators and therefore end-up in a duplication. This indicator can be more relevant for public entities and relevant investments, e.g. sovereign bond investments.

· Excessive CEO pay ratio within investee companies compared to the median annual total compensation for all employees can be a factor to address adverse impact, however, this isn’t an automatic assessment and depends on many other factors. We would therefore suggest not including this to the first universal list of indicators, but can be added in the indicative metrics that an asset manager can consider. 

· Board gender diversity as an average ratio of female to male board members in investee companies is a measurable and quantifiable indicators where data are available. Measurement for this indicator should also be consistent with other regulatory requirements for board gender diversity. 
· Absence of specific whistle-blower protection policies cannot lead automatically to adverse impact, especially as more general policies and safeguards may be in place in a comparable way. As for other indicators we see no value in splitting between investments and investee companies.
· As above the absence of specific prevention policies for workplace accidents shouldn’t be the sole metric when assessing adverse impact. This may lead to strange results with companies with no policy and no accidents performing against this indicator the same as companies with a number of workplace accidents but a policy in place. This is again an example where indicators cannot lead to adverse impact without considering all relevant parameters (such as efficiency and implementation) or setting relevant thresholds.

· Human rights policy – in our view, only a small subset of the relevant indicators can be universally relevant

· The presence of a human rights policy can be a sensible indicator, but it can’t be a standalone metric for principal adverse impact. As in the case of above mentioned policies what remains relevant and meaningful is the implementation and level of efficiency of such policies. For that, understanding adverse impact in relation to this indicator shouldn’t be an automatic process but requires the managers’ assessment of how this policy is effective.
· Same comments apply for due diligence processes of entities to identify, prevent, mitigate and address adverse human rights impacts.

· Processes and measures for preventing trafficking in human beings can vary as to the relevance for adverse impact, which depends on the type of the industry and the geographical area of a company’s operations. It can’t be assumed that this indicator reflects adverse impact in a similar way across all investee companies. 
· The same applies for the indicators related to operations and suppliers exposed at significant risk of incidents of child labour and incidents of forced or compulsory labour. Aggregating such results may be misleading as this largely depends on the exposure of a portfolio to specific geographic areas and therefore can lead to non-comparable results across different portfolios.

· Concerning the number and nature of identified cases of severe human rights issues and incidents connected to investee companies, we believe that the term "severe" can be interpreted in different ways and again lead to non-comparable information mong asset managers.  
· Investments in entities involved in exposure to controversial weapons (land mines and cluster bombs)
is a suitable indicator. It would be better expressed as a percentage of AUM to enable comparison across funds and managers. 
· Anti-corruption and anti-bribery
- this is an indicator that can be universally relevant 

· The absence of anti-corruption and anti-bribery policies
consistent with the United Nations Convention against Corruption could be a sensible indicator.
· However, the sub-indicator around cases of insufficient action taken to address breaches of standards of anti-corruption and anti-bribery includes the unclear term “unsufficient” which will again lead to confusing, inconsistent  across the industry results.

· The sub-indicator on number of convictions and amount of fines for violation of anti-corruption and anti-bribery laws is one that can be measured in a more accurate way, however we consider that it will be difficult to access such data. Therefore, a NO response would entail liabilities.
<ESA_QUESTION_ESG_5>

· : In addition to the proposed indicators on carbon emissions in Annex I, 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>

Given the important data challenges we would question additional indicators on carbon emissions. We consider carbon emissions are within the indicators that can be universally relevant, but for the approach to stay efficient and pragmatic a break down by carbon emissions per $1m invested is sufficient at least as this stage.
<ESA_QUESTION_ESG_6>

· : The ESAs saw merit in requiring measurement of both (1) the share of the investments in companies 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>

We believe this requirement is duplicating metrics on the same factors and ends up being not only burdensome but also misleading. We believe one measurement per indicator is sufficient either as a percentage of the aggregate investments or the share of the investee companies – the later in particular in cases where the policies in place are to be considered.
<ESA_QUESTION_ESG_7>

· : Would you see merit in including more advanced indicators or metrics to allow financial market 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>

Measuring and assessing principal adverse impact is a process that should be based on fundamental understanding of the specific features of the activities of investee company, their transition nature and the balances between different asset classes in the same portfolio.

We see merits in allowing asset mangers the necessary flexibility to substantially review adverse impact and demonstrate the way they do so. Concerning the indicators they employ these depend on the assets and companies they are invested in. Therefore, we don’t believe it is important to pre-define even further or more advanced indicators but to provide the possibility to adapt the already foreseen indicators to the needs of each portfolio.
<ESA_QUESTION_ESG_8>

· : 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 environmental indicators?
<ESA_QUESTION_ESG_9>

As already mentioned in our previous responses, we believe that some of the indicators in relation to gender diversity, human rights policies, anti-corruption and anti-bribery can be relevant and meaningful as source of information for a wide range of assets. However, moving forward for all these indicators to remain valuable they need to be sufficiently high-level. If a more detailed approach is taken there are important risks that these indicators aren’t any more fit for purpose for every strategy and asset class
<ESA_QUESTION_ESG_9>

· : 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>

We understand the merits of a historical comparison on a yearly basis, enabling a better understanding of emerging issues and explanation for the differentiations observed. However, there are some key concerns with such a lengthy comparison timeframe, up to 10 years. Firstly, the composition of a portfolio and AuM can significantly vary and in that way the comparison may become meaningless. In addition, given the ESG landscape is a dynamic one in terms of transitional activities and technological developments, measurements may vary in an important way in this timespan, therefore aggregation may not lead to consistent results. With this in mind, we would advocate for a shorter timespan. Especially given the current challenge of lack of data, we would recommend to maintain a comparison scenario up to 3 years.
<ESA_QUESTION_ESG_10>

· : Are there any ways to discourage potential “window dressing” techniques in the principal adverse 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>

Given our previous remarks, we believe that the approach taken should be flexible allowing asset managers to calibrate the measurement of adverse impacts to the characteristics of the portfolio. Therefore, we would not support further detailed rules as to the methodology or the timing of the reporting across the reference period.
<ESA_QUESTION_ESG_11>

· : Do you agree with the approach to have mandatory (1) pre-contractual and (2) periodic templates for financial products?
<ESA_QUESTION_ESG_12>

As mentioned in our introductory remarks, sustainability disclosures should be focused on information that is meaningful, relevant and understandable from an investor’s perspective. In this regard, information linked to a specific product is more relevant and allows informed decisions aligned with investment objectives and preferences. 
We also understand the value of receiving information that investors can assess in a comparable way across different products. However, what should be also acknowledged is the important variety of investment products in terms of strategies, underlying assets, investment horizon etc. We believe that for any template for pre-contractual disclosures and periodic reports to be useful, it should allow the possibility to capture ESG considerations in a way that accurately reflects the funds’ characteristics, assets and strategies. 

With this in mind, we are concerned that in case of mandatory templates it will be difficult to sufficiently structure them around such flexibility.
<ESA_QUESTION_ESG_12>

· : 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>

As stated in our response to the previous question, to ensure information is both comparable and consistent within the wide range of products and investment strategies, any suggested template would need to allow sufficient flexibility as to the choice of the ESG characteristics it will include. We would oppose a prescriptive list of factors that should be always inserted and favour a description of the key elements linked to the characteristics and the processes of the fund as they can ensure meaningful information.
We believe such key elements are the following:

· Description of ESG characteristics or sustainable investment objectives

· Link to the investment process, i.e. if the ESG characteristics or sustainable investment objectives are pursued via ESG integration, exclusions that go beyond the legal requirements in a certain jurisdiction, investment constraints, best-in-class strategies etc. 
· Links to the investment strategy, for the cases of products in which asset selection is based on ESG consideration.

We also consider it is important that the templates are suggested as part of the existing funds’ documentation, not as new documents.

<ESA_QUESTION_ESG_13>

· : 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>

A flexible approach allowing disclosures that accurately depict ESG characteristics and investment objectives for different types of products is the most important aspect in relation to product disclosures – see our response to Question 12. 
<ESA_QUESTION_ESG_14>

· : Do you agree with the balance of information between pre-contractual and website information 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>

Pre-contractual information should include the elements that are essential for the investment decision making, whereas further information can be provided via website. In that way, the information received by investors in pre-contractual material is clear and concise.

We therefore agree that in case of further or more detailed information the pre-contractual documentation provides a link to the website.

<ESA_QUESTION_ESG_15>

· : Do you think the differences between Article 8 and Article 9 products are sufficiently well captured by the proposed provisions? If not, please suggest how the disclosures could be further distinguished.
<ESA_QUESTION_ESG_16>

No we believe that the differences are not sufficiently captured, instead there is a confusion as to how to differentiate between article 8 and article 9 products.

As mentioned in the consultation paper, SFDR intentionally framed a wide scope of the products with environmental and social characteristics of Article 8 in order to cover all financial products with different environmental or social ambitions. This is in contrast with the products of article 9 that need to qualify as sustainable investments, i.e. those of specific sustainable considerations in their investment objectives.
For that, we don’t agree with the assessment that ESG integration broadly considered should not be enough to justify that a product promotes environmental or social characteristics. We believe that the catch-all category of article 8 should include ESG integration at the entity level among the various investment approaches and strategies so that all existing approaches are covered. 
We would agree that the integration policy and the relevant ESG criteria should be demonstrated, also in the way they give effect in the investment policy. However, demonstrating the interaction with the investment process shouldn’t be prescribed in a specific way (e.g. exclusions), but allow discretion to explain which specific conditions and process are followed for the selection of assets. 

In this context, all relevant ESG approaches and strategies providing clear demonstration of their characteristics can comply with article 8.
We would also agree with the description of the type of investment strategy used to attain the environmental or social characteristics promoted by the financial product, how the strategy is implemented in the investment process on a continuous basis and the description of the policy to assess good governance practices of the investee companies as foreseen in article 17 of the draft RTS. However, we believe that the reference to the binding elements of that strategy to select the investments to attain each of those characteristics is more suitable for the exclusion strategy. Instead, for ESG integration strategies what is crucial is a rigorous investment processes based on clear criteria and the managers’ accountability on these in a way that it allows investors to have a clear understanding on the investment process and the approach and engagement with the investee companies.  
The other element in article 17 of the draft RTS is based more on the conditionality that there is a relevant commitment by the financial market participant (i.e. to reduce by a minimum rate the scope of investments considered prior to the application of the strategy) therefore we can agree with that.
<ESA_QUESTION_ESG_16>

· : Do the graphical and narrative descriptions of investment proportions capture indirect investments sufficiently?
<ESA_QUESTION_ESG_17>

We don’t agree with the suggested description of investment proportions via a graphical representation that splits total investments between the proportions that are sustainable or contribute to the attainment of

the environmental or social characteristics promoted by the financial product and the rest of them.

In particular in the case of ESG integration strategies, the approach taken is a more holistic one and at the level of the portfolio and all assets of the product contribute to the overall objective and strategy. Moreover, such as split would risk being misleading for the investor who will need to further differentiate and understand how different investments relate to the overall strategy of the fund.
The later applies also to the division between investments used for hedging, related to money market instruments etc. Given that the ESAs already stress the importance of non-excessive disclosures that may end up being misleading for end-investors, we would argue that such a break-down may not be efficient from all investors’ perspective.

We consider that the description should focus on the strategy and approach taken regarding ESG considerations at the level of the product and provide that in a comprehensive way.
<ESA_QUESTION_ESG_17>

· : The draft RTS require in Article 15(2) that for Article 8 products graphical representations illustrate 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>

Please see our response to the previous question.
<ESA_QUESTION_ESG_18>

· : Do you agree with always disclosing exposure to solid fossil-fuel sectors? Are there other sectors that should be captured in such a way, such as nuclear energy?
<ESA_QUESTION_ESG_19>

Yes, we agree that disclosures related to solid fossil-fuel sectors is a good starting point. This type of exposure to harmful activities is measurable and comparable across assets and is one of high interest to investors. We have no further suggestions to include other sectors.
<ESA_QUESTION_ESG_19>

· : 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>

We consider that the division among different underlying investments can create important differentiations in relation to portfolios with different strategies, composition etc. This will also lead to less comparability for investors. The same applies for portfolio managed products. We would therefore highlight again that the suggested description should focus on the strategy and approach taken regarding ESG considerations at the level of the product leaving the discretion to calibrate to the specificities of each product. 
<ESA_QUESTION_ESG_20>

· : 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 investment investee companies including “sound management structures, employee relations, remuneration 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>

We agree that good governance practices is a key element for products of article 8 and 9. They are also consistent with the practice of engagement with the investee companies that Capital Group is applying at the entity level.

Therefore, we agree with the requirement of a short description of the policy to assess good governance practices of the investee companies, but we would stress that the description for such policies should be able to adapt to different investment strategies.
<ESA_QUESTION_ESG_21>

· : What are your views on the preliminary proposals on “do not significantly harm” principle disclosures 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>

The proposed disclosure in article 34(3) in relation to the article 8 (“This product does not have as its objective sustainable investment.”) is misleading for investors, as they will receive at the same time this statement and information related to the ESG characteristics promoted by the product. For investors not required to be familiar with the distinctions of article 8 and 9 of SFDR such statements may end up being confusing and contradicting.
We would suggest deleting this statement from the website disclosures for products of article 8, in particular as investors will have access to extensive information related to the ESG characteristics of the product.
<ESA_QUESTION_ESG_22>

· : 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>

No we believe that further prescribing the different investment approaches would not reflect the wide range of products and investment strategies and will end up as overly restrictive. In our view, the main objective should be to ensure a wide range of products with various degrees of ESG considerations is in place to fit different investors’ objectives. Instead of a prescriptive approach, we support a description that ensures transparency as to the strategy and ESG considerations and adjusting to the specificities of each product.
<ESA_QUESTION_ESG_23>

· : 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>

N/A
<ESA_QUESTION_ESG_24>

· : 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.

5. 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);

6. 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);

7. 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 objective 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

8. 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>

We believe the pre-contractual material should include information that remains key for the investment decision. While many of the above elements – in particular the data availability and the description of the policies to assess good governance - may be useful information, we believe it would be confusing to add them along with other more important points in the pre-contractual disclosure; they can instead appear at the website statement.
<ESA_QUESTION_ESG_25>

· : Is 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 promoted 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>

N/A
<ESA_QUESTION_ESG_26>

· : 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>

N/A
<ESA_QUESTION_ESG_27>

� 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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