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[bookmark: _Toc280628648]Responding to this paper 
The European Supervisory Authorities (ESAs) welcome comments on this consultation paper setting out the proposed Regulatory Technical Standards (hereinafter “RTS”) on content and presentation of disclosures pursuant to Article 8(4), 9(6) and 11(5) of Regulation (EU) 2019/2088 (hereinafter Sustainable Finance Disclosure Regulation “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:
· Insert your responses to the questions in the Consultation Paper in the present response form. 
· 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.
· 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.
· 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.
· 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 12 May 2021.
· 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[footnoteRef:2]. 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. [2:  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.] 





General information about respondent

	Name of the company / organisation
	Eurosif
	Activity
	Government, Regulatory and Enforcement

	Are you representing an association?
	☐
	Country/Region
	Europe


Introduction
Please make your introductory comments below, if any:

<ESA_COMMENT_ESG_1>
We are broadly supportive of the proposal of the ESAs regarding the amendments to the regulatory technical standards for taxonomy-related sustainability disclosure. Through this consultation response, we want to emphasise three main points. 	

One set of Regulatory Technical Standards – We fully support amending final RTS to have one set of SFDR RTS, including the original standards and the additional ones related to Taxonomy disclosures seems important for the simplicity of the legal procedure and to have a “single rulebook” for all sustainability-related disclosures.

Choice of KPIs for alignment, but no blending of KPIs across portfolios - We support the proposal of the ESAs to apply one approach and use the same KPI (one out of turnover, Capex and Opex) for all investments when calculating the Taxonomy alignment of a financial product. Allowing a Financial Market Participant (FMP) to use a mix of KPIs (‘blending’) will make it more challenging to understand the level of alignment as it will require an analysis of the weighting methodology applied between Capex, Opex and turnover. Additionally, we think there is merit in distinguishing between pre-contractual disclosures and periodic reports. The former contains an ex-ante target or commitment by FMPs while the latter provide an ex-post report of how the portfolio has aligned with the Taxonomy during the report period. Therefore, we would understand having one KPI chosen by the FMP in pre-contractual disclosures while maybe having more KPIs such as turnover (revenues) and capex (planned investments for transition) in the periodic report.

Alignment calculated over the entire portfolio of the product, regardless of whether the assets are assessable under the EU Taxonomy - Last, the denominator of the KPI should have all investments of the financial product, including sovereign bonds and other assets for which taxonomy alignments are challenging to assess. Excluding these assets from the denominator could artificially raise the share of taxonomy aligned investment by reducing the asset base in the denominator, hence including them is crucial for transparency and comparability purposes. ESMA also supported this reasoning in its final report on Technical Advice on Article 8 of the Taxonomy regulation.
<ESA_COMMENT_ESG_1>


: Do you have any views regarding the ESAs’ proposed approach to amend the existing SFDR RTS instead of drafting a new set of draft RTS?
<ESA_QUESTION_ESG_1>
We support the proposal of amendment to existing RTS rather than creating a new ruleset of RTS, as the main consideration is the ease of access and the facilitated use the RTS for disclosing entities.
<ESA_QUESTION_ESG_1>

: Do you have any views on the KPI for the disclosure of the extent to which investments are aligned with the taxonomy, which is based on the share of the taxonomy-aligned turnover, capital expenditure or operational expenditure of all underlying non-financial investee companies? Do you agree with that the same approach should apply to all investments made by a given financial product?
<ESA_QUESTION_ESG_2>
We agree that Financial Market ParticipantsFMPs should apply the same consistent approach to all investments within the same financial product regardless of KPIsfor consistency purposes. Allowing an FMP to use a mix of KPIs (‘blending’) will make it more challenging to understand the level of alignment as it will require an analysis of the weighting methodology applied between Capex, Opex and turnover.
, for consistency purposes and to avoid blending (and potential gaming). Blending would also not be appropriate because turnover and capex are not in the same order of magnitude, thus not summing up correctly.

Having said, weWe would like to take the opportunity to draw ESAs attention to the importance of distinguishing between pre-contractual disclosure and periodic reporting when it comes to the KPI choice allowed for Financial Market Participants (FMPs)FMPs. Bear in mind as these that these two disclosures have a different purpose.: Tthe former being would contain an ex-ante target or commitment of FMPs to align with the Taxonomy while, and  the latter would provide an ex-post report of how the investment portfolio over a certain period of time has aligned with the Taxonomyresults of investments. 

Following this reasoning, as pre-contractual disclosure we agree believe that for pre-contractual disclosure an FMPs should be able to select one or more KPIs out of Turnover, Capex or Opex as the basis of calculation for Taxonomy alignments. 

However, for periodic reports we believe that FMPs should report on all three KPIs to allow for the best comparison between products, as the information should be readily available. We see this proposal as additional useful information for the end-investor. Turnover will for example be very important for investors seeking to align their capital with companies that are as much as possible already taxonomy aligned by investing in financial products focusing on this. The Capex indicator may however be more interesting for investors focusing on transition finance and seeking to select financial products focused on this theme. And both together will provide a complete picture of transition challenges for particular industries.. By mandating all three KPIs disclosure ex-post, it preempts a situation where FMPs choose Opex in pre-contractual documents and are no longer accountable for their actual investment results. Opex as an indicator gives a snapshot of costs of a previous year but says little about how these costs relevant to business continuity nor the future direction of investee companies.


If a choice is made for only KPI to be disclosed in pre-contractual disclosures and one in periodic reporting, we would insist on the same KPI being required to avoid situations where on KPI is displayed ex-ante and another one ex-post.
<ESA_QUESTION_ESG_2>

: Do you have any views on the benefits and drawbacks of including specifically operational expenditure of underlying non-financial investee companies as one of the possible ways to calculate the KPI referred to in question 2?
<ESA_QUESTION_ESG_3>
Of the three KPIs for non-financial companies identified in Article 8 Taxonomy, Opex seems the less useful of the three.
 We are therefore relatively sceptical about the use of Opex to calculate Taxonomy alignments and the extent to which it will inform investors in the most transparent way, if a fund chooses this option KPI as the only one to disclose its taxonomy alignment. Whereas Capex gives a clear signal about the strategy of a company around investments in a long-term horizon, Opex indicates the expenditures generally linked with the immediate short-term operations of the company. The latter will hence not reflect appropriately the – mostly long-term - ambition of investee companies in term of environmental sustainability. And for short-term developments, turnover aligned with the Taxonomy may be a more useful KPI. 
<ESA_QUESTION_ESG_3>

: The proposed KPI includes equity and debt instruments issued by financial and non-financial undertakings and real estate assets, do you agree that this could also be extended to derivatives such as contracts for differences?
<ESA_QUESTION_ESG_4>
At this stage, there has been no evidence on how derivatives – given their various types and nature of underlying - could align with the Taxonomy. 
We do not support the idea of derivatives being eligible for taxonomy-aligned investments, therefore such asset should not be included in the KPI. Whereas the KPI aims to indicate “how and to what extent” the economic activities underlying the financial product qualify as environmentally sustainable under the TR, we firmly believe it should only include asset types that enable FMPs to hold shares, have the voting rights and engage with the company management on the strategy. This is the one way that FMPs can may have a voice and potential impact on the revenues, and CAPEX and OPEX plans of companies.

We point two main arguments not to include derivatives in the KPI. First, derivatives products do not allow any opportunities to engage with the company as shareholder/bondholder. Second, whereas each company can issue a limited number of shares or bonds, the intrinsic characteristic of derivatives potentially providing limitless position vis-à-vis one company could artificially increase the exposure of FMPs to taxonomy-aligned activities, and therefore not truthfully reflecting the extent to which activities the product invests in qualify as environmentally sustainable under the TR.

We therefore believe it is more cautious to exclude derivatives from calculations, at the very least until it has been examined whether they can align with the Taxonomy and under what conditions – type of derivative, underlying asset, etc


<ESA_QUESTION_ESG_4>

: Is the use of “equities” and “debt instruments” sufficiently clear to capture relevant instruments issued by investee companies? If not, how could that be clarified? Are any specific valuation criteria necessary to ensure that the disclosures are comparable?
<ESA_QUESTION_ESG_5>
In our view, the RTS explains sufficiently clearly how equities of investee companies and different categories of bonds’ proceeds should enter intoenter the numerator of the calculation. We expect that Taxonomy alignments will provide FMPs an extra tool to assess portfolio exposure to companies, thereby they understand where they could most influence.
<ESA_QUESTION_ESG_5>

: Do you have any views about including all investments, including sovereign bonds and other assets that cannot be assessed for taxonomy-alignment, of the financial product in the denominator for the KPI?
<ESA_QUESTION_ESG_6>
We are very supportive of the proposal to have in the denominator of the KPI all investments of the financial product. 

For transparency and comparability purposes, Tthe denominator should contain the value of all assets in the funds, including sovereign bonds and other assets that can difficultly be assessed for whose taxonomy alignment are challenging to assess, for honest transparency and comparison purposes. Excludinge these assets from the denominator would could artificially raise the share of taxonomy aligned investment by reducing the asset base in the denominatordenominator. We believe in such a case that the disclosure would not be in line with the principle of fair, clear and not misleading communications as required by MiFID II.. 

Furthermore, This reasoning was supported by the ESMA supported this reasoning in its final report providing on Technical aAdvice on Article 8 of the Taxonomy regulation. The ESMA decidedIt advised for asset managers to include sovereign bonds in the denominator. Therefore, for reasons of consistency with Article 8 of the taxonomy regulationto ensure consistency between the Technical Advice, the future Article 8 delegated act and the RTS under Article 5 and 6 of the Taxonomy, sovereign bonds should be included in the denominator, and we do not oppose on the same additional disclosure on the share of such assets to be required., the denominator should include all assets of the financial product. 
<ESA_QUESTION_ESG_6>

: Do you have any views on the statement of taxonomy compliance of the activities the financial product invests in and whether those statements should be subject to assessment by external or third parties?
<ESA_QUESTION_ESG_7>
We believe that the choice whether to have the taxonomy alignment/compliance assessed by external or third parties should be left at the choice of the FMP, while recognising that external verification, auditing or assurances will generally enhance the quality and trust of the disclosure for its intended users.

Financial products who are investing predominantly in European large-cap companies who themselves are subject to the EU NFRD and therefore Article 8 of the Taxonomy should have access to the necessary underlying information which may itself already be verified. Therefore, it may not be necessary to verify a second time the same information.

Financial products investing in companies located outside Europe as well as small and mid-caps may not readily have access to Taxonomy alignment information from underlying companies because these companies are out of scope of Article 8 Taxonomy. For this part of their ‘investable universe’, FMPs are likely to rely heavily on external data providers. This information may not be subject to the same verification mechanisms. However, we would also expect it not to be straightforward for FMPs to find third party verifiers willing to verify these numbers.

Therefore, we would recommend making verification optional at this stage for FMPs and let the market evolve. We are however hopeful that the data quality from SMEs and non-EU companies may improve under market pressure from data providers, financiers, and institutional investors.
<ESA_QUESTION_ESG_7>

Q1 : Do you have any views on the proposed periodic disclosures which mirror the proposals for pre-contractual amendments?

<ESA_QUESTION_ESG_8>
As state in our response to Question 2, we believe that a distinction could be made between pre-contractual disclosures and periodic disclosures as they are of a different nature and serve a different purpose. It is perfectly understandable that an FMP may want in pre-contractual disclosures to choose one particular KPI, either because of the investment strategy followed or because the type of KPI that may resonate with the target set of clients. Furthermore, a KPI in pre-contractual disclosures by the FMP is target commitment to align in the future the investment portfolio with the EU Taxonomy.
Periodic reporting disclosures are different in that they are ex-post and report back to clients on how the investment portfolio performed in the previous period. We do not see why an FMP is not required to report on more than one KPI in the periodic reporting. We suggest amending RTS Article 67a 2(b) and Article 61a 2(b) to include three graphical representations in the form of pie charts of the taxonomy alignment for each turnover, capital expenditure and operational expenditure taxonomy aligenment. Article 16b (3) should also be amended to allow the choice of one KPI for pre-contractual disclosures and mandate to use the three KPIs in period reports.
<ESA_QUESTION_ESG_8>

: Do you have any views on the amended pre-contractual and periodic templates?
<ESA_QUESTION_ESG_9>
We do not have additional remarks from those expressed in other answers.
<ESA_QUESTION_ESG_9>

[bookmark: _Hlk18829484]: The draft RTS propose unified pre-contractual and periodic templates applicable to all Article 8 and 9 SFDR products (including Article 5 and 6 TR products which are a sub-set of Article 8 and 9 SFDR products). Do you believe it would be preferable to have separate pre-contractual and periodic templates for Article 5-6 TR products, instead of using the same template for all Article 8-9 SFDR products?
<ESA_QUESTION_ESG_10>
[bookmark: _Hlk66781674]We believe keeping pre-contractual and periodic templates for products 8 and 9 SFDR is appropriate as we agree to consider Article 5 and 6 TR products as sub-categories of Article 8 and 9 SFDR products. Keeping the established templates instead of adding separate ones for products of Article 5 and 6 TR, andTR and adding ticking boxes to verify if activities are aligned with the TR as proposed in the amended templates will precisely help to identify better these sub-categories of Articles 8 and 9 SFDR products. 
<ESA_QUESTION_ESG_10>

: The draft RTS propose in the amended templates to identify whether products making sustainable investments do so according to the EU taxonomy. While this is done to clearly indicate whether Article 5 and 6 TR products (that make sustainable investments with environmental objectives) use the taxonomy, arguably this would have the effect of requiring Article 8 and 9 SFDR products making sustainable investments with social objectives to indicate that too. Do you agree with this proposal?
<ESA_QUESTION_ESG_11>
TheA proposal has as consequence of this proposal is that Article 8 and 9 SFDR products that make investments with social objectives would have to indicate whether they invest in activities aligned with the EU taxonomy. Since their prime focus is not environmentally sustainable investments, they may have to display very low alignment with the EU Taxonomy as long as no social Taxonomy is developed. Article 9 and Article 8 products having some share of sustainable investments will have investments that are required to meet the DNSH principle of Article 2(17) SFDR. However, satisfying the DNSH principle for environmental matters may not amount to making a Significant Contribution (SC) as defined under the Taxonomy. 

 Products pursuing or promoting solely the social aspect, leaving apart the environmental objective or characteristics, would be required to tick the box “in activities not aligned with the EU Taxonomy”. Although this seems very logical since social objectives or characteristics are not covered by the Taxonomy, tThis may mis-lead some uninformed investors that would interpret this unticked box as a product of lesser quality. For simplicity and transparency purposes, we suggest reviewing the templates to allow FMPs to indicate whether their products pursue social, environmental or both objectives/ characteristics. In practical terms, the following box could be added below:
· “in activities not aligned with the EU Taxonomy” 
· but promoting/pursuing social characteristics/ objectives

Following these reviewed templates, the Taxonomy alignment boxes should only be ticked for FMP that have (partly or fully) environmental objectives/ characteristics. 
<ESA_QUESTION_ESG_11>

: 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_12>
TYPE YOUR TEXT HERE
<ESA_QUESTION_ESG_12>
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