




Reply form
on the Joint Consultation Paper on the review of SFDR Delegated Regulation regarding PAI and financial product disclosures


		
										12 April 2023											ESMA34-45-1218									
Responding to this paper 
The ESAs invite comments on all matters in the Joint Consultation Paper and in particular on the specific questions in this reply form. Comments are most helpful if they:
· respond to the question stated;
· indicate the specific question to which the comment relates;
· contain a clear rationale; and
· describe any alternatives the ESAs should consider.
ESMA will consider all comments received by 4 July  2023. 

Instructions
In order to facilitate analysis of responses to the Joint Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Joint Consultation Paper in this reply form. 
· Please do not remove tags of the type <ESMA_QUESTION_SFDR_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 responses, save the reply form according to the following convention: ESMA_CP SFDR Review_nameofrespondent. 
For example, for a respondent named ABCD, the reply form would be saved with the following name: ESMA_CP SFDR Review_ABCD.
· Upload the Word reply form containing your responses to ESMA’s website (pdf documents will not be considered except for annexes). All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input - Consultations’. 



Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly and prominently indicate in your submission any part you do not wish to be publicly disclosed. 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 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 ESMA’s 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:1]. 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. [1:  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
	Insight Investment Europe
	Activity
	Investment Services

	Are you representing an association?
	☐
	Country/Region
	Europe


Questions
1. [bookmark: _Hlk131609827]: Do you agree with the newly proposed mandatory social indicators in Annex I, Table I (amount of accumulated earnings in non-cooperative tax jurisdictions for undertakings whose turnover exceeds € 750 million, exposure to companies involved in the cultivation and production of tobacco, interference with the formation of trade unions or election worker representatives, share of employees earning less than the adequate wage)?
<ESMA_QUESTION_SFDR_1>
While we do not object to introducing social indicators in principle, we do not support their introduction at this stage. There are already data gaps for existing PAIs that need to be resolved, and we expect significant data gaps to affect the proposed social indicators. Furthermore, we recommend the European Commission concludes its SFDR level 1 review before introducing new components to SFDR.

[bookmark: _Hlk137130000]Some points we wish to make on the specific social indicators:
· We believe that only companies that derive material revenue from the manufacture of tobacco should be included within the social indicators. This distinguishes it from distributors of tobacco which we believe should not be in scope for the social PAIs. 
· Some of the indicators are also very jurisdiction dependent and can be seen as being overly punitive for emerging market investments. Emerging markets are typically laggards on social indicators but have a lot of scope for improvement.
· We question whether it is appropriate to penalise firms that are resident in a non-cooperative tax jurisdiction without any further qualification or acknowledgement as to their reason for being so. 
· We caution against the introduction of labour market indicators. It would be difficult to have a one-size-fits-all approach here as labour markets vary across jurisdictions and industries. Furthermore, we believe wages and employment should be primarily managed and subject to local laws and regulations rather than driven by participants in the financial markets. 

<ESMA_QUESTION_SFDR_1>

1. [bookmark: _Hlk131609829]: Would you recommend any other mandatory social indicator or adjust any of the ones proposed?
<ESMA_QUESTION_SFDR_2>
As per our response to Question 1, we do not recommend any other mandatory social indicators at this point. 

<ESMA_QUESTION_SFDR_2>

1. [bookmark: _Hlk131609830]: Do you agree with the newly proposed opt-in social indicators in Annex I, Table III (excessive use of non-guaranteed-hour employees in investee companies, excessive use of temporary contract employees in investee companies, excessive use of non-employee workers in investee companies, insufficient employment of persons with disabilities in the workforce, lack of grievance/complaints handling mechanism for stakeholders materially affected by the operations of investee companies, lack of grievance/complaints handling mechanism for consumers/ end-users of the investee companies)?
<ESMA_QUESTION_SFDR_3>
As set out in our response to Question 1, we generally do not support the inclusion of social indicators at this point.  
We caution against the introduction of indicators relating to the labour market. It would be difficult to have a one-size-fits-all approach as labours vary across jurisdictions and industries. Furthermore, we believe wages and employment should be primarily managed and subject to local laws and regulations rather than driven by participants in the financial markets. 

<ESMA_QUESTION_SFDR_3>

1. [bookmark: _Hlk131609831]: Would you recommend any other social indicator or adjust any of the ones proposed?
<ESMA_QUESTION_SFDR_4>
As per our response to Question 1, we are not in favour of introducing social indicators at this point including additional opt-in indicators. However, at a later stage, in principle we believe a broader approach to diversity metrics, such as including minority groups and ethnicities, could be considered.

<ESMA_QUESTION_SFDR_4>

1. [bookmark: _Hlk131609833]: Do you agree with the changes proposed to the existing mandatory and opt-in social indicators in Annex I, Table I and III (i.e. replacing the UN Global Compact Principles with the UN Guiding Principles and ILO Declaration on Fundamental Principles and Rights at Work)? Do you have any additional suggestions for changes to other indicators not considered by the ESAs?
<ESMA_QUESTION_SFDR_5>
We agree with the changes due to an increased focus on alignment with the taxonomy and European Sustainability Reporting Standards (ESRS). This consistency is welcomed. 

<ESMA_QUESTION_SFDR_5>

1. [bookmark: _Hlk131609834]: For real estate assets, do you consider relevant to apply any PAI indicator related to social matters to the entity in charge of the management of the real estate assets the FMP invested in?
<ESMA_QUESTION_SFDR_6>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_6>

1. [bookmark: _Hlk131609836]: For real estate assets, do you see any merit in adjusting the definition of PAI indicator 22 of Table 1 in order to align it with the EU Taxonomy criteria applicable to the DNSH of the climate change mitigation objective under the climate change adaptation objective?
<ESMA_QUESTION_SFDR_7>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_7>

1. [bookmark: _Hlk131609837]: Do you see any challenges in the interaction between the definition ‘enterprise value’ and ‘current value of investment’ for the calculation of the PAI indicators?
<ESMA_QUESTION_SFDR_8>
We do not see any challenges in relation to this change for us.
<ESMA_QUESTION_SFDR_8>

1. [bookmark: _Hlk131609838]: Do you have any comments or proposed adjustments to the new formulae suggested in Annex I?  
<ESMA_QUESTION_SFDR_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_9>

1. [bookmark: _Hlk131609840]: Do you have any comments on the further clarifications or technical changes to the current list of indicators? Did you encounter any issues in the calculation of the adverse impact for any of the other existing indicators in Annex I?  
<ESMA_QUESTION_SFDR_10>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_10>

1. [bookmark: _Hlk131609841]: Do you agree with the proposal to require the disclosure of the share of information for the PAI indicators for which the financial market participant relies on information directly from investee companies?
<ESMA_QUESTION_SFDR_11>
[bookmark: _Hlk136358882]We do not support this. We rely on data from vendors for populating PAIs and the source of the underlying information is not currently provided. Requiring this would add another layer of complexity and we do not see the added benefit of reporting this to the investor. We believe this provides a level of detail that is likely to cause confusion for most investors.

<ESMA_QUESTION_SFDR_11>

1. : What is your view on the approach taken in this consultation paper to define ‘all investments’? What are the advantages and drawbacks you identify? Would a change in the approach adopted for the treatment of ‘all investments’ be necessary in your view?
<ESMA_QUESTION_SFDR_12>
We are in agreement with this approach in principle. We support the current value of ‘all investments’ proposed by ESMA as this reflects the net asset value of a fund. ESMA may wish to consider stating this explicitly. 

<ESMA_QUESTION_SFDR_12>

1. : Do you agree with the ESAs’ proposal to only require the inclusion of information on investee companies’ value chains in the PAI calculations where the investee company reports them? If not, what would you propose as an alternative?
<ESMA_QUESTION_SFDR_13>
We do not agree, as this could penalise companies that are more transparent over those that fail to report such information. 
Furthermore, we believe the PAI framework is already complex. Including information on the supply chain of investee companies would add a further layer of complexity and increase data coverage problems.
When SFDR is more established, and there are sufficient regulatory processes in place for corporates to report this so that data is available, this proposal may be appropriate. 

<ESMA_QUESTION_SFDR_13>

1. : Do you agree with the proposed treatment of derivatives in the PAI indicators or would you suggest any other method?
<ESMA_QUESTION_SFDR_14>
We broadly agree with the proposals put forward for the treatment of derivatives. 
However, for PAI calculations, we believe that broad market indices and baskets with more than 10 single names should be out of scope where the index does not have any option to purchase the underlying assets. These instruments are typically used for hedging and efficient portfolio management purposes, used to obtain market exposure in a cost-efficient manner, and are highly diversified. We therefore do not think it is appropriate to look through to the underlying issuers when the index does not offer the option to purchase the assets. 

<ESMA_QUESTION_SFDR_14>

1. : What are your views with regard to the treatment of derivatives in general (Taxonomy-alignment, share of sustainable investments and PAI calculations)? Should the netting provision of Article 17(1)(g) be applied to sustainable investment calculations? 
<ESMA_QUESTION_SFDR_15>
[bookmark: _Hlk136445611]We broadly agree with the proposal. However, we believe that ESMA should exclude certain derivatives – especially those where the underlying instrument is not linked to exposure to an issuing entity such as derivatives on interest rates, currencies and inflation – from the calculations in the numerator. 

<ESMA_QUESTION_SFDR_15>

1. : Do you see the need to extend the scope of the provisions of point g of paragraph 1 of Article 17 of the SFDR Delegated Regulation to asset classes other than equity and sovereign exposures?
<ESMA_QUESTION_SFDR_16>
We believe that only derivatives and instruments where the underlying instrument is linked to exposure to an issuing entity should be in scope (for example, derivatives on credit, equity and sovereigns). We do not believe that derivatives linked to interest rates, currencies and inflation should be in scope. 

<ESMA_QUESTION_SFDR_16>

1. : Do you agree with the ESAs’ assessment of the DNSH framework under SFDR?
<ESMA_QUESTION_SFDR_17>
We agree with ESA’s assessment of the DNSH regime but we do not agree that significant changes should be made to the regime at this stage. Firms have already implemented their policies and in light of the expected level 1 review we do not believe this is the right time to be reviewing this regime. We would therefore prefer the ESAs to maintain the status quo. However, we agree there is value in ensuring that a ‘safe-harbour’ exists in the DNSH regime for investments that meet the relevant Taxonomy Regulation. 

<ESMA_QUESTION_SFDR_17>

1. : With regard to the DNSH disclosures in the SFDR Delegated Regulation, do you consider it relevant to make disclosures about the quantitative thresholds FMPs use to take into account the PAI indicators for DNSH purposes mandatory? Please explain your reasoning.
<ESMA_QUESTION_SFDR_18>
We do not currently consider disclosure of quantitative thresholds for PAI indicators relevant. As we expect data on PAI indicators to develop and improve over the short and medium term, this might lead to ongoing review and tailoring of the internal PAI frameworks of the FMPs in response. This in turn could lead to frequent updating of pre-contractual and periodic reporting, which clients might consider confusing.
Furthermore, we are not in favour of disclosing granular PAI thresholds as we believe PAIs should be considered in the context of the specific asset class and geography of the relevant instrument. These additional nuances are quantitative as well as qualitative. 

<ESMA_QUESTION_SFDR_18>

1. : Do you support the introduction of an optional “safe harbour” for environmental DNSH for taxonomy-aligned activities? Please explain your reasoning.
<ESMA_QUESTION_SFDR_19>
Yes, as these investments pass the already robust DNSH test for taxonomy-aligned activities.
<ESMA_QUESTION_SFDR_19>

1. : Do you agree with the longer term view of the ESAs that if two parallel concepts of sustainability are retained that the Taxonomy TSCs should form the basis of DNSH assessments? Please explain your reasoning.
<ESMA_QUESTION_SFDR_20>
We agree with this approach. We are in favour of using the ‘minimum safeguards’ concept of the taxonomy to replace the good governance test as we believe it is a more all-encompassing way to look at DNSH.

<ESMA_QUESTION_SFDR_20>

1. : Are there other options for the SFDR Delegated Regulation DNSH disclosures to reduce the risk of greenwashing and increase comparability?
<ESMA_QUESTION_SFDR_21>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_21>

1. : Do you agree that the proposed disclosures strike the right balance between the need for clear, reliable, decision-useful information for investors and the need to keep requirements feasible and proportional for FMPs? Please explain your answers.
<ESMA_QUESTION_SFDR_22>
We believe a degree of product disclosures on greenhouse gas (GHG) emissions would be appropriate for products that commit to decarbonisation. However, products without any GHG emission reduction targets should not be required to disclose GHG emissions.

<ESMA_QUESTION_SFDR_22>

1. : Do you agree with the proposed approach of providing a hyperlink to the benchmark disclosures for products having GHG emissions reduction as their investment objective under Article 9(3) SFDR or would you prefer specific disclosures for such financial products? Do you believe the introduction of GHG emissions reduction target disclosures could lead to confusion between Article 9(3) and other Article 9 and 8 financial products? Please explain your answer. 
<ESMA_QUESTION_SFDR_23>
We agree that when a product passively tracks a Paris Aligned Benchmark or Climate Transition Benchmark, a hyperlink to a description of the benchmark methodology should be provided.

<ESMA_QUESTION_SFDR_23>

1. : The ESAs have introduced a distinction between a product-level commitment to achieve a reduction in financed emissions (through a strategy that possibly relies only on divestments and reallocations) and a commitment to achieve a reduction in investees’ emissions (through investment in companies that has adopted and duly executes a convincing transition plan or through active ownership). Do you find this distinction useful for investors and actionable for FMPs? Please explain your answer.
<ESMA_QUESTION_SFDR_24>
Our understanding is that, although there is a distinction in approach, most investment managers will focus on using a combination of both; a reduction in financed emissions and a commitment to achieve a reduction in investees’ emissions. Whilst it would be useful to communicate to investors how decarbonisation is achieved in the relevant strategies, pushing investment managers to opt for any one approach would not be beneficial as we feel it could jeopardise wider efforts to improve proper stewardship and engagement efforts amongst financial market participants. However, disclosing the diverse toolkit an investment manager has at its disposal to achieve GHG emission targets would probably lead to increased education of investors, which we feel is important as it can provide useful context (for example, why certain names with high GHG emissions might be retained in a product focused on carbon reduction, a concept that is not always well understood).

<ESMA_QUESTION_SFDR_24>

1. : Do you find it useful to have a disclosure on the degree of Paris-Alignment of the Article 9 product’s target(s)? Do you think that existing methodologies can provide sufficiently robust assessments of that aspect? If yes, please specify which methodology (or methodologies) would be relevant for that purpose and what are their most critical features? Please explain your answer. 
<ESMA_QUESTION_SFDR_25>
We agree that once a product has a decarbonisation pathway as part of its investment strategy, this could be used as a standardised disclosure to increase comparability of products in the market.

<ESMA_QUESTION_SFDR_25>

1. : Do you agree with the proposed approach to require that the target is calculated for all investments of the financial product? Please explain your answer.
<ESMA_QUESTION_SFDR_26>
Yes
<ESMA_QUESTION_SFDR_26>

1. : Do you agree with the proposed approach to require that, at product level, Financed GHG emissions reduction targets be set and disclosed based on the GHG accounting and reporting standard to be referenced in the forthcoming Delegated Act (DA) of the CSRD? Should the Global GHG Accounting and Reporting Standard for the Financial Industry developed by PCAF be required as the only standard to be used for the disclosures, or should any other standard be considered? Please justify your answer and provide the name of alternative standards you would suggest, if any. 
<ESMA_QUESTION_SFDR_27>
Yes, we agree with both the statements above. 

<ESMA_QUESTION_SFDR_27>

1. : Do you agree with the approach taken to removals and the use of carbon credits and the alignment the ESAs have sought to achieve with the EFRAG Draft ESRS E1? Please explain your answer.
<ESMA_QUESTION_SFDR_28>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_28>

1. : Do you find it useful to ask for disclosures regarding the consistency between the product targets and the financial market participants entity-level targets and transition plan for climate change mitigation? What could be the benefits of and challenges to making such disclosures available? Please explain you answer.
<ESMA_QUESTION_SFDR_29>
We are not in favour of this disclosure. Consistency between product-level and entity-level targets is not always relevant, and these targets will not make sense for all products and investments. For example, these targets will typically be far less relevant for liability-driven investment strategies than a typical credit investment strategy. Therefore, comparisons between different firms at entity-level is not meaningful as it will be largely affected by their business mix. We caution against the regime having an abundance of information that is not necessarily relevant, as it can create more confusion and reduce confidence for investors.

<ESMA_QUESTION_SFDR_29>

1. : What are your views on the inclusion of a dashboard at the top of Annexes II-V of the SFDR Delegated Regulation as summary of the key information to complement the more detailed information in the pre-contractual and periodic disclosures? Does it serve the purpose of helping consumers and less experienced retail investors understand the essential information in a simpler and more visual way?
<ESMA_QUESTION_SFDR_30>
In general we prefer not to make changes to pre-contractual and periodic disclosures as it would undermine comparability with historical reports. That being said, where improvements are suggested, this may be appropriate.  We request that ESMA factors in a reasonable time for the industry to implement the changes once the new templates are finalised.

<ESMA_QUESTION_SFDR_30>

1. : Do you agree that the current version of the templates capture all the information needed for retail investors to understand the characteristics of the products? Do you have views on how to further simplify the language in the dashboard, or other sections of the templates, to make it more understandable to retail investors?
<ESMA_QUESTION_SFDR_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_31>

1. : Do you have any suggestion on how to further simplify or enhance the legibility of the current templates?
<ESMA_QUESTION_SFDR_32>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_32>

1. : Is the investment tree in the asset allocation section necessary if the dashboard shows the proportion of sustainable and taxonomy-aligned investments?
<ESMA_QUESTION_SFDR_33>
We agree that it may be beneficial to remove the asset allocation table as it is not easy to understand and is likely to cause confusion for retail investors. 

<ESMA_QUESTION_SFDR_33>

1. : Do you agree with this approach of ensuring consistency in the use of colours in Annex II to V in the templates?
<ESMA_QUESTION_SFDR_34>
We are fine with the proposal to change the colours. 

<ESMA_QUESTION_SFDR_34>

1. : Do you agree with the approach to allow to display the pre-contractual and periodic disclosures in an extendable manner electronically?
<ESMA_QUESTION_SFDR_35>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_35>

1. : Do you have any feedback with regard to the potential criteria for estimates?
<ESMA_QUESTION_SFDR_36>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_36>

1. : Do you perceive the need for a more specific definition of the concept of “key environmental metrics” to prevent greenwashing? If so, how could those metrics be defined?
<ESMA_QUESTION_SFDR_37>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_37>

1. : Do you see the need to set out specific rules on the calculation of the proportion of sustainable investments of financial products? Please elaborate.
<ESMA_QUESTION_SFDR_38>
No, we do not believe this is necessary. The SFDR Q&As and guidance that have been released provide sufficient guidance for the industry. In areas of ambiguity, financial market participants have developed their approach and we think it would be counterproductive at this stage to form more detailed rules on this. 

<ESMA_QUESTION_SFDR_38>

1. : Do you agree that cross-referencing in periodic disclosures of financial products with investment options would be beneficial to address information overload?
<ESMA_QUESTION_SFDR_39>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_39>

1. : Do you agree with the proposed website disclosures for financial products with investment options?
<ESMA_QUESTION_SFDR_40>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_40>

1. : What are your views on the proposal to require that any investment option with sustainability-related features that qualifies the financial product with investment options as a financial product that promotes environmental and/or social characteristics or as a financial product that has sustainable investment as its objective, should disclose the financial product templates, with the exception of those investment options that are financial instruments according to Annex I of Directive 2014/65/EU and are not units in collective investment undertakings? Should those investment options be covered in some other way?
<ESMA_QUESTION_SFDR_41>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_41>

1. : What are the criteria the ESAs should consider when defining which information should be disclosed in a machine-readable format? Do you have any views at this stage as to which machine-readable format should be used? What challenges do you anticipate preparing and/or consuming such information in a machine-readable format?
<ESMA_QUESTION_SFDR_42>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_42>

1. : Do you have any views on the preliminary impact assessments? Can you provide estimates of costs associated with each of the policy options?
<ESMA_QUESTION_SFDR_43>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_43>
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