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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
	Invesco 
	Activity
	Investment Services

	Are you representing an association?
	☒
	Country/Region
	International


Introduction
Please make your introductory comments below, if any:

<ESA_COMMENT_ESG_1>
Invesco welcomes the opportunity to comment on the ESAs’ draft RTS on Taxonomy-aligned disclosures under SFDR. In addition to the more specific responses to the questions posed by the ESAs below, we would like to make three high-level remarks that we believe need to be considered in developing these RTS:

1.	Coherence and consistency with broader sustainable finance regulation: these product-level disclosures are part of a much wider package of regulations and it is therefore essential that consistency and coherence is maintained across the board. In particular, we believe that the approach suggested in some parts of this RTS could be better aligned with the approach proposed under the TR Article 8 disclosures for investee companies and asset managers, as well as the proposed eco-label for green investment products currently under development. 

2.	Qualitative disclosures on the Taxonomy: we believe that the ESAs approach places too much of a focus on the Taxonomy KPI, to the detriment of more qualitative information that investors may find more useful or meaningful. In particular, when we compare these proposed disclosures with those set under for Article 8 disclosures under the Taxonomy, the Article 8 disclosures, in our view rightly, ensure that corporate can contextualise the KPIs on which they report. We believe that a similar logic should apply to the product-level disclosures and should allow product providers to provide more context as to how they integrate the Taxonomy into their investment process. For example, a product provider may wish to set out how they are investing in companies that don’t yet meet the Taxonomy thresholds but are actively undertaking steps to transition and therefore are expected to become Taxonomy-aligned over time or they may wish to demonstrate how they are actively engaging with companies to encourage them to increase their Taxonomy-alignment over time. 

3.	Scope and treatment of non-Taxonomy-aligned investments: The EU Taxonomy is but one tool that can be used to measure sustainable investments, which is defined more broadly under the SFDR, as well as those making use of the Climate Transition Benchmarks and Paris-Aligned Benchmarks under Article 9(3). As of today, the Taxonomy remains limited to climate change mitigation and adaptation and will only over time be expanded to include other environmental objectives. Product providers are likely to utilise a broader range of frameworks for assessing sustainable investments, such as the Sustainable Development Goals or in-house sustainability frameworks, which should not be de-legitimised in the eyes of investors. While we broadly agree with the ESAs’ approach to the scope of products that should be required to comply with these additional Taxonomy-related disclosures, we believe that some of the proposed wording is too heavily focused on the Taxonomy as the sole tool to assess sustainability, and needs to be revised to be made more neutral towards other approaches which meet the definition of a sustainable investment under SFDR or making use of CTB/PAB benchmarks. We would also suggest that product providers report on what percentage of the portfolio is Taxonomy eligible as well as aligned, since there are likely to be significant proportions of the portfolio that are ineligible for the Taxonomy. 

4.	Addressing data gaps: a key challenge for the industry in implementing these new requirements will be the lack of reliable Taxonomy-aligned information available. While investee companies subject to the Taxonomy will be required to disclose such information, there is a timing mismatch between the entry into effect of these product disclosures and the timing of reporting by the investee companies. This will be exacerbated by the most recent Delegated Acts proposed by the European Commission, which proposes that companies only report on the percentage of Taxonomy-eligible activities in 2022 and only report their Taxonomy-aligned KPIs from 2023 onwards. Even once these obligations take effect, only a subset of the investment universe will be subject to the mandatory Taxonomy reporting requirements, leaving investors with significant data gaps that they will be required to address in order to report against this framework. This challenge is only aggravated by the fact that, as of today, the Delegated Acts specifying which economic activities qualify as environmentally sustainable under the Taxonomy have yet to be finalised and then only for climate change, with the other environmental objectives yet to be defined. This means that any systems which tries to model such data cannot yet be built. Beyond the operational challenges this represents, this raises serious questions for investor protection, since the reliability of these disclosures and the underlying data could give a misleading view to investors as to the environmental sustainability of a product. As highlighted in ESMA’s earlier report on TR Article 8 disclosures for asset managers, product providers will need to rely on estimations and modelled data in order to provide Taxonomy-aligned reporting given the significant proportion of investments that will not be providing Taxonomy-aligned reporting under NFRD. We believe that to address any potential concerns regarding greenwashing, product providers should disclose what percentage of the data is based on publicly reported information and what percentage is based on modelled data or estimations. 

5.	Implementing sequencing and phase-in: As set out above, there are significant challenges in terms of complying with the Taxonomy-related reporting in light of the lack of reliable data from investee companies, which will not be available until 2023 under the most recent proposals by the European Commission. We believe that until such data is made available by investee companies under Article 8 of the Taxonomy, product providers should only be required to disclose qualitative information regarding how they contribute to the environmental objectives set out in the Taxonomy but should not be required to make quantitative disclosures on the Taxonomy KPI until such time as there is sufficient data to make such disclosures meaningful, which is unlikely until 2024.  
<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>
While we are in principle supportive of having a unified set of rules that can ensure that product disclosures are consistent and coherent for investors, our primary concern in relation to the proposed approach by the ESAs would be in respect of the timing implications of such an approach. As set out by the ESAs in the consultation, the proposed combined RTS would only be finalised towards the end of June or early July. Given the need for the RTS to be adopted by the European Commission and then subject to scrutiny by the co-legislators of threefor3 months, the final RTS may not appear in the Official Journal until October, leaving very little time for the industry to prepare for the entry in to force for the RTS. 

Given that these additional Taxonomy-aligned disclosures only apply to a subset of Article 8 and Article 9 products, we would advise against delaying the adoption of the existing RTS by attempting to combine the two sets of rules, to ensure that the wider population of Article 8 and 9 funds have sufficient time to prepare the required disclosures in time for January 2022. 

As per our introductory comments above, in light of the lack of final rules on Taxonomy-alignment and lack of reliable data on which product providers can base these disclosures, we would urge the ESAs to have a phased-in approach to compliance with these revised RTS, based on the following:

· From 1 January 2022: high-level principles-based compliance, requiring TR Article 5 and 6 funds to set out the environmental objectives to which the product contributes and qualitative disclosures on to what extent they are aligning with the Taxonomy. 
· From 1 January 2024: Quantitative reporting on the Taxonomy KPI
<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>
While we understand the objective is to have a single Taxonomy alignment number to aid investor comprehension, we do not agree that product providers should have to apply the same approach to all investments made by the financial product, as this is likely to be misleading to investors where it does not match the investment strategy pursued. 

When assessing an investee company’s contribution to an environmental objective, it is highly likely that portfolio managers will seek to use a combination of turnover and Capex, depending on the company. For example, turnover is likely to be used to assess “pure green” companies that are already actively commercialising green technologies, while CapEx is likely to be more relevant for companies in established sectors that are looking to transition their business to more sustainable activities but have yet to generate significant revenues from these activities. Requiring disclosures on only one of these indicators is therefore likely to give a misleading picture as to the Taxonomy-alignment of the financial product and the basis on which the underlying investments were made. 

We would also highlight that adopting such an approach would lead to significant inconsistencies with other areas of EU legislation, most notably the proposed Eco-label, which uses a combined Taxonomy “greenness factor” utilising both turnover and Capex to determine eligibility. 

We would therefore suggest that the ESAs align with the eco-label methodology for calculating Taxonomy-alignment or allow product providers to show a combination of KPIs. 

An issue that is not made clear by the ESAs is whether such Taxonomy-alignment should only cover the environmental objective to which the product contributes, or whether the KPI is designed to cover all Taxonomy-aligned investments. For example, should a fund that targets only climate change be reporting only on the extent to which the underlying investments meet the Taxonomy criteria for climate change mitigation or adaptation or should it be reporting a total number of Taxonomy-alignment across all six environmental objectives? We would suggest that only Taxonomy-aligned investments that contribute to the environmental objective of the product should be included, but we would suggest that this should be clarified in the RTS. 

We would also highlight that it is not clear in the periodic reporting, whether product providers should be reporting on Taxonomy-alignment of the entire portfolio or only that portion that is designated as sustainable investments. Since the Taxonomy is based on economic activities, it is likely that some investee companies that may have low levels of Taxonomy alignment that may be included in the broader portfolio, without the Taxonomy-alignment being significant enough to be classed as a sustainable investment. 
<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>
TYPE YOUR TEXT HERE
<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>
We believe that derivatives whose underlying is an equity of debt instrument, for example a total return swap on a listed equity index, should be included in such disclosures.
<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>
TYPE YOUR TEXT HERE
<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>
While in principle, we would be in favour of excluding assets that cannot be assessed for Taxonomy-alignment in the denominator to avoid giving a misleading picture as to the maximum potential Taxonomy-alignment of a product, we believe that it is important to retain consistency between different disclosures obligations, in particular the TR Article 8 disclosures by asset managers. 

However, we believe that it would be important to include, either in the pie chart itself or in the narrative disclosure, the percentage of assets that are “Taxonomy eligible” so that investors can understand to what extent the Taxonomy-alignment KPI relates to assets that can be assessed against the Taxonomy and ensure consistency with the TR Article 8 disclosures made by investee companies. This is important not only for sovereign bonds but also for equities and corporate bonds, since, as of today, only a small portion of economic activities have been assessed and have technical screening criteria developed for Taxonomy assessment, and therefore a significant proportion of assets cannot be screened against the Taxonomy. 

In connection with this point, we strongly disagree with the formulation of the question “Why does the financial product invest in economic activities that are not environmentally sustainable?”  The wording of this question is very pejorative and could be interpreted very negatively by investors and likely to cause confusion. As recognised by the ESAs, product providers may use other methodologies or frameworks for measuring sustainable investments, including investments contributing to environmental objectives.  However, it  also fails to consider that even financial products investing in the Taxonomy are likely to be invested in economic activities that are not Taxonomy-aligned where the underlying investee company is active in multiple business lines, not all of which will be Taxonomy-eligible. We strongly urge the ESAs to delete this question in its entirety. 
<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 strongly disagree with the need to have a statement of Taxonomy compliance assessed by a third party. As a regulatory framework, it should not be necessary to have a third-party assessment on such information, since much of the information should be coming directly from the investee companies themselves and therefore additional third party assessments at the financial product level should not be necessary. 

However, we recognise that access to publicly disclosed Taxonomy data from investee companies is likely to be limited and therefore many disclosures are likely to be based on modelled data. We believe that it would make sense to require product providers to disclose the percentage of Taxonomy-alignment that is based on reported data compared with modelled data, and to include in the website disclosures information about the methodology used. 
<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>
We agree that the periodic disclosures should mirror the pre-contractual disclosures, subject to our comments above and below. 
<ESA_QUESTION_ESG_8>

: Do you have any views on the amended pre-contractual and periodic templates?
<ESA_QUESTION_ESG_9>
We would have the following comments on the amended pre-contractual and period templates:

In the main box at the top of the template, we believe that the wording relating to whether the product invests in Taxonomy-aligned activities should be re-worded to reflect the fact that only a portion of the sustainable investments may be Taxonomy-aligned, i.e. “of which a minimum proportion is invested in Taxonomy-aligned environmentally sustainable activities”. This language would align with the recently published MiFID Delegated Acts on sustainability preferences. We also do not see the need for the negative disclaimer relating to whether the product does not invest in Taxonomy-aligned activities, as this is likely to prejudice investors’ views against products that fall outside the scope of the Taxonomy, such as those with a social objective. 

In relation to the main section relating to the Taxonomy disclosures, we believe that the question “what is the minimum share of investments aligned with the EU Taxonomy” should only apply to products that consider the Taxonomy as part of their investment process, i.e. products referred to in Article 5 and 6 of Regulation (EU) 2020/852 with sustainable investments in environmentally sustainable economic activities. 

For Article 5 and 6 products that do not invest in Taxonomy-aligned activities, we believe it should be sufficnet for such funds to include a statement to that effect, rather than having to display a pie chart that says 0% and should instead follow the rules pertaining to “sustainable investments”, which should not make reference to the Taxonomy, i.e. the questions “what is the minimum share of sustainable investments that are not aligned to the EU Taxonomy” and “why does the product invest in economic activities that are not environmentally sustainable” should be removed/reformulated to refer to sustainable investments more generally, as per the earlier draft of the template. 

We would also suggest that details relating to the calculation methodology for the Taxonomy should be moved to the website disclosures rather than forming part of the template itself. 
<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>
In principle, we would agree that it makes sense to have a unified template for all products, with sufficient flexibility for product providers to only complete those sections that are relevant to the product strategy. 
<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>
As per our comments above, we are concerned that the proposed approach might put non-Taxonomy aligned sustainable investments in a negative light due to the way the questions in the template have been formulated. In our view, this is prejudicial not only to funds with a social objective, but also Article 5 and 6 TR products that are following a different strategy, for example where they are using a Climate Transition Benchmark or Paris-Aligned Benchmark, which are specifically acknowledged under Article 9(3) of SFDR. 

As per our proposal above, while we agree that the template should require product providers to clearly identify where the product seeks to invest in Taxonomy-aligned activities, we do not agree that there should be a negative disclosure (i.e. where product providers do not invest in the Taxonomy) and we do not agree that other sustainable investments that are not Taxonomy-aligned should be presented in a negative way, as is currently the case. We believe that more neutral language around sustainable investments without reference to the Taxonomy, including environmental investments that are not Taxonomy-aligned or indeed social investments would resolve this issue. 
<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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