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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
	2° Investing Initiative
	Activity
	     

	Are you representing an association?
	☐
	Country/Region
	France


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>
In general we support consistency between disclosure requirements under the SFDR RTS and disclosure requirements under the CSRD/ESRS.
However, we question the impact the recently announced reduction in ambition for the ESRS (e.g. in relation to much of these disclosure requirements being subject to a materiality condition) will have in relation to FMP disclosure obligations under the SFDR. We consider that this development in relation to the ESRS could result in a potential failure to report the information that FMPs need to meet their requirements under SFDR and assess the sustainability risks, opportunities, and impacts of their investments. In addition, we note that many investee companies outside the EU will not be required to report this information.
Considering these concerns we think it would be useful to clarify the extent of the obligation on the FMP where the relevant information for each indicator is not readily available.
<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>
In relation to the indicator on the share of employees earning less than the adequate wage, most principal adverse impacts regarding wages do not occur within the investee company but rather in the investee company’s supply chain (especially in countries with weak labour right standards).
We recommend adding a mandatory indicator in relation to workers in the supply chain where wage related labour rights in the value chain represent a material risk for a company. Thus, two indicators can be distinguished: (a) share of employees earning less than the adequate wage; and (b) targets to reach living wages for supply chain workers.
<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>
These indicators are very EU specific and the level of protection for employee rights can vary significantly between jurisdictions. It may be very difficult to get this information from investee companies outside the EU if they are not subject to a requirement to report this information.
There may be issues with interpreting the aggregated information included within the metric without further explanation of the proportion of investee companies which are included in the reported information. We consider that it would be useful to provide alongside the metric a qualitative explanation of the proportion of investee companies covered. It may also be useful to consider a separate and distinct indicator which covers these aspects for investee companies in jurisdictions which have a different level of protection for employee rights.
<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>
We would add all other indicators which are included in the new ESG EET data template (https://findatex.eu/) under sector-based exclusions. Many of the indicators in this ESG EET data template are (according to 2DII’s retail investor preference surveys across Europe) even more relevant from the retail investor perspective than tobacco (e.g. conventional weapons, animal welfare (animal testing, factory farming, fur), pesticides and palm oil).
We recommend building on the approach of the ESG EET data template which distinguishes between: (a) type of threshold (revenue, capex, opex); (b) relative exclusion threshold; and (c) part of value chain (upstream, production, downstream) and to require to disclose a similar level of granularity of the screening approach. The scope of the exclusion/screening approach is highly determinative of the investable universe and is key in terms of transparency and whether an exclusion meets client expectations or not (for example, vegans who wants to exclude any kind of activity related to violation of animal welfare).
<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 consider that there is no common understanding in the market of: (a) what violations entail; and (b) which past reporting periods are of relevance. We recommend guidance is provided to increase consistency among the screenings to comply (e.g. with minimum safeguards under the Taxonomy Regulation). In fact, when analysing the fund holding using the Lipper database, we found an alarmingly high number of 95% taxonomy aligned funds are invested in at least in one company related to serious violations of the UN Global Compact (e.g. well documented violations of international standards in the areas of environmental protection, human rights, labour rights and corruption). Indeed, reducing the international conventions referenced in the PAIs (and assuming that minimum safeguard and DNSH will build on PAIs) will increase the investable universe for taxonomy aligned funds, yet the actual problem of companies which are in breach of established international conventions within “green/taxonomy” portfolios will not be addressed and might lead to further public greenwashing accusations and questioning of the sustainable finance agenda.
<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>
TYPE YOUR TEXT HERE
<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>
A qualified yes. We agree that information collected directly from investee companies is qualitatively different from information collected through other means (either estimated or otherwise e.g. through third parties). Therefore, at a minimum, FMPs should disclose the proportion of their calculation that is based on information obtained directly from the investee company, sovereign or supranational or real estate asset.
We would also make the following points:
• Information on this proportion is highly relevant considering (1) issues relating to assurance and verification of sustainability information and (2) the problem of greenwashing in financial markets.
• In relation to (1) we consider that disclosing the proportion of the FMP calculation that is based on information obtained directly from the investee company, sovereign or supranational or real estate asset omits any insights into whether this investee company information has been independently assured/verified and therefore omits important information in relation to the quality of the information.
• In relation to (2) we are aware that in the recent greenwashing Call for Evidence the ESAs suggested three different roles (trigger, spreader, receiver) for how FMPs can be involved in greenwashing. Our response was that further elaboration was required and that this categorisation does not seem to take account of aspects such as due diligence, verification, assurance etc. We would make a similar point here: the proportion of FMP calculation that is based on information obtained directly from the investee company, sovereign or supranational or real estate asset is a useful metric but how does it relate to these aspects such as due diligence, verification, assurance etc.?
From a more overarching point of view, given that information on this proportion is very useful, we query whether these proposals go far enough. We consider that this information should be more prominent – with the current proposal it is easy for this information to be lost among other information included in the explanation column and potentially easier for this information to be omitted for some indicators. Possible solutions to make this information more prominent are either (1) having a separate column in the table or (2) a specific reference to the average proportion of information collected directly from investee companies which is a mandatory item to disclose.
<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>
In principle, we agree with the approach taken in the consultation paper to define ‘all investments’. As the consultation paper points out, the advantages of this approach principally relate to comparability between FMPs and makes the calculation easier for FMPs as the same denominator applies across all indicators. However the disadvantages of this approach relate to a loss of specificity for each indicator (as the denominator is the same in all cases).
From our perspective, it is difficult to see whether the increased specificity associated with the alternative approach suggested in the consultation paper would outweigh the increased complexity both for FMPs to make the required calculation and for information users to interpret the information disclosed. We are not aware of any calls for this extra specificity in terms of disclosed information.
<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>
The proposal put forward in the consultation paper is focussed on consistency between information received from investee companies and information reported by FMPs. But with these current proposals there is significant scope for: (a) a ‘race to the bottom’ whereby the incentives do not work for anybody to report this information and (b) lack of clarity in the extent to which each indicator includes investee company supply chains.
The point is that according to the current proposal, the extent to which a FMP’s reported information includes investee company value chains is potentially variable across all metrics (and there is no requirement to disclose for each metric on the extent to which it includes investee company value chains). Therefore this is confusing for users of this reported information.
While it is fair for FMPs to report investee company supply chain information if it is reported by investee companies (and not if it is not reported by investee companies), it may be worth considering if the FMP should provide information on the extent to which each reported datapoint includes investee company supply chain information. This might be achieved (for example) by detailing it in the explanation column of the table or having a specific reference to an average which is a mandatory item to disclose. Therefore we suggest that further requirements are articulated so that it is clear for each metric on the extent to which it includes investee company supply chain information.
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_SFDR_16>
1. : Do you agree with the ESAs’ assessment of the DNSH framework under SFDR?
<ESMA_QUESTION_SFDR_17>
We agree that there is too much vagueness in the DNSH framework under SFDR and that in the case of environmental impacts there is inconsistency between how DNSH is conceptualised under SFDR and the Taxonomy Regulation.
In the short term, we generally agree to the idea of aligning the DNSH framework under the Taxonomy Regulation and the SFDR as far as possible. Therefore any environmental economic activity which falls under the Taxonomy Regulation should be screened under DNSH criteria for the Taxonomy Regulation to comply with SFDR DNSH.
However, this should only be considered as an interim measure. As mentioned elsewhere in our responses, we are firmly in favour of a “comprehensive assessment” of the SFDR announced by the European Commission in January 2023 as a means to secure comprehensive alignment and consistency between relevant regulation (as opposed to supervisory measures).
We would reiterate our point that this comprehensive assessment of the SFDR must improve the method of categorisation of sustainable financial products. 2DII legal analysis and mystery shopping campaigns provides significant evidence that the current approach to sustainable product categorisation in the SFDR is highly problematic. And even more problematic considering the new requirement to assess client sustainability preferences introduced in the MiFID II Delegated Regulation.
Other jurisdictions (such as the UK) are progressing with an approach to sustainable product classification which is more reflective of both: (1) the myriad of factors, objectives and motivations which retail investors might have for the sustainability aspects of their investments; and (2) the tangible product features which identify and differentiate different categories of financial product. The net result is that different categories of financial product are more clearly delineated from each other and matching client preferences for sustainable investment to financial products is more accurate. Please see our research papers: Assessing client sustainability preferences … lost in the maze? and Fighting greenwashing … what do we really need? (all available on our website) for further information. In addition, 2DII and other think tanks are currently working on a comprehensive assessment of technical recommendations for Level 1 improvements.
<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>
Yes, we support requiring FMPs to disclose quantitative thresholds as these will (in theory) improve comparability between different FMP disclosures. We note however that guidance on how to set tolerance levels and how to interpret them are essential. Furthermore, consideration must be given to ensuring this information is useful and easily understandable by retail investors.
<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>
No, we do not support the introduction of a safe harbour. We consider that this creates confusion and could be used as a loophole to escape alignment with DNSH.
<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>
In principle, for the purposes of regulatory certainty we support that where Taxonomy TSCs can be used to interpret a regulatory provision they should be.
<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>
We recommend for SFDR Delegated Regulation DNSH disclosures to add information on how PAIs are considered as mentioned under paragraph (c) of the definition of sustainability preferences. ESMA has clarified that there are different strategies for how to consider PAIs as mentioned under paragraph (c) of the definition of sustainability preferences such as engagement and exclusion. However, there is no guidance or templates for SFDR DNSH/PAI related engagement disclosure. As a result, FMPs can claim to consider PAIs through engagement without any disclosure requirement to back this claim.
<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 support efforts to provide clear, reliable, decision-useful information for investors. With this objective in mind, we recommend submitting these proposals to consumer research in the form of surveys, focus groups, qualitative interviews etc. to check that they satisfy the objective.
We support the enhanced disclosure requirements on GHG reduction targets which should improve transparency and comparability of products with GHG reduction targets. From the retail investor perspective, we suggest that more prominence is given to the how a climate target will be met, or the requirements are detailed more comprehensively in relation to this. Currently the requirement for a qualitative explanation (which will be unique to each FMP) may not provide sufficient differentiation between the methods of meeting a climate target.
The point here stems from a retail investor comprehension perspective – we are concerned that qualitative explanations (which will be unique to each FMP) will be too detailed for the average retail investor. Therefore a simple way of differentiating between the main methods of meeting a climate target (e.g. by reference to predefined headings or labels) may assist here (and then further qualitative explanation on the factors which are unique to the FMP strategy can be used to provide further differentiation).
<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 think there is scope for confusion between climate targets and links to benchmarks. We reiterate our points made in relation to Q22 about one possible solution to limit this confusion.
<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>
We support the ESAs’ introduction of 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 investee companies’ emissions (through investment in companies that has adopted and duly executes a convincing transition plan or through active ownership).
This distinction is critical in the context of understanding what is the real-world impact which is attributable to the financial institution. Research is evolving fast on the question of how and when financial institutions achieve a reduction in investee companies’ emissions. If we refer to the scientific literature on the subject, and in particular to the work of researchers from the University of Zurich, the impact of the investment can be defined as ‘a specific change to the environmental parameters, caused by the investor's actions.’
It is therefore important to distinguish between the environmental impact of the investor and the environmental impact of the investee company:
• the environmental impact of the investee company corresponds to the change (positive or negative) that the investee company's activities cause to society, the environment and the climate;
• the environmental impact of the investor is defined as the changes that the investor's actions bring about for the business of the investee company - for example the actions of an investor may reduce the CO2 emissions of the investee company's production model.
While there is a clear link between the environmental impact of an investee company and that of an investor, the environmental impact of the investor cannot be simply equated with that of the investee company without ensuring that the environmental impact of the investee company is indeed caused by the action of the investor. The key parameter for ‘achieving a reduction in investees’ emissions’ is the ‘additionality’ of the investor action compared to a counterfactual baseline scenario. Therefore, we do not agree that ‘investment in companies that have adopted and duly executes a convincing transition plan’ is a sufficient condition to prove that a reduction in investees’ emissions was achieved due to the investor's commitment/action.
We would be happy to provide more in-depth information on the topic. You can see our legal analysis why this distinction is key to address impact-washing in our paper Fighting greenwashing … what do we really need? (available on our website). We have also summarised the existing scientific evidence on the impact potential (and its conditions) of the main investor impact mechanisms in six discussion papers associated with our Impact Potential Assessment Framework (also available on our website).
However while we support the ESAs’ introduction of this distinction here, this should only be considered as an intermediate step. We consider that in order to increase regulatory certainty for FMPs and to reduce the risk of greenwashing for retail investors, this distinction should be reflected in the categorisation of financial products and therefore needs to be addressed in the “comprehensive assessment” of the SFDR announced by the European Commission in January 2023.
<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 consider that two critical features required of any methodology/metric are: (1) for economic sectors where ghg emissions are hard to abate, alignment should be understood in terms of ghg emissions intensity (normalised to unit of production); and (2) for economic sectors where the technology transition is much clearer, alignment should be understood in terms of the planned phase out of high carbon technologies. Absolute financed emissions (as the main metric under the PCAF standard) is not the best metric on its own to measure alignment.
<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, we agree the target should be calculated based on all investments of the financial product. This is necessary to enhance comparability between financial products and increase the ease of interpretation of the information by retail investors (thereby reducing the risk of greenwashing).
<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>
We consider that two critical features required of any methodology/metric are: (1) for economic sectors where ghg emissions are hard to abate, alignment should be understood in terms of ghg emissions intensity (normalised to unit of production); and (2) for economic sectors where the technology transition is much clearer, alignment should be understood in terms of the planned phase out of high carbon technologies. Absolute financed emissions (as the main metric under the PCAF standard) is not the best metric on its own to measure alignment.
<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>
As the ESAs are no doubt aware, there are several structural inconsistencies and controversies in relation to voluntary carbon markets. We consider that voluntary purchases of carbon credits by companies can (theoretically and subject to constraints) support emission reductions and provide financial support in developing countries. However, these voluntary purchases of carbon credits cannot be used to divert attention from real emission reductions and from much-needed investment in technological solutions. Currently however the voluntary carbon market is not operating as it should - many companies are engaging in a voluntary market where low prices and a lack of clear guidelines and constraints risk delaying the urgent near-term emission reductions needed to avoid the worst impacts of climate change.
Considering these concerns we urge more caution about disclosures in relation to carbon credits. This might include a list of recognised certification regimes for high quality carbon credits, further detail/separation between carbon credits which relate to avoidances and removals etc.
<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>
Yes, we consider that disclosures regarding the consistency between the product targets and entity-level targets and transition plan for climate change mitigation are useful. 2DII’s consumer research (e.g. quantitative surveys, focus groups, qualitative interviews etc. with individual investors) repeatedly flags discrepancies between these different targets as an issue which undermines trust in financial markets. Therefore these disclosures regarding consistency need to address this point. And while not all product targets will be in synergy with the entity-level target, careful consideration will be required to ensure this explanation does not run the risk of greenwashing.
<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>
Broadly speaking we are supportive of the inclusion of a dashboard to summarise key information and complement the more detailed information in pre-contractual and periodic disclosures. We would make the point that the Commission’s PRIIPs proposal should as far as possible be coordinated and operate in synergy here.
In relation to the question of whether this dashboard serves the purpose of helping consumers and less experienced retail investors understand the essential information in a simpler and more visual way, we recommend carrying out consumer research to test the average understanding of consumers and less experienced retail investors. We consider that the only way to form a clear view here is to submit the proposed dashboard (and wider template) to consumer research in the form of surveys, focus groups, qualitative interviews etc.
2DII research consistently highlights the fact that the translation of complicated sustainable finance definitions, concepts etc. into a language which is understandable by consumers is beset with difficulties and rarely achieved to an adequate level. This means that these consumers should not be regarded as being furnished with an adequate level of information for their investment decisions. And this therefore significantly undermines much of the policy objective in relation to retail investor sustainable finance regulation (e.g. disclosure under the SFDR, the suitability assessment under the revised MiFID II Delegated Regulation etc.).
<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>
The assessment of whether the template adequately serves its required function requires that both: (1) it captures all the information needed for retail investors to understand the characteristics of the products; and (2) the presentation of that information is such that retail investors can readily understand that information.
In relation to (2) we reiterate our point made in response to the previous question, namely that we consider that the proposed template should be submitted to consumer research in the form of surveys, focus groups, qualitative interviews etc. to check that it works in the manner intended. Now the language in the templates is complicated and hard to understand for people without specific expertise on sustainable finance. 2DII research consistently highlights the fact that the translation of complicated sustainable finance definitions, concepts etc. into a language which is understandable by consumers is beset with difficulties and rarely achieved to an adequate level. This means that these consumers should not be regarded as being furnished with an adequate level of information for their investment decisions.
In addition we consider that regulatory oversight is critical in relation to market practice which evolves in the use of the templates. This can be through a combination of ESA and NCA activities.
<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>
We reiterate our point made in response to previous questions, namely that we consider that the proposed templates should be submitted to consumer research in the form of surveys, focus groups, qualitative interviews etc. to check that they work in the manner intended.
<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>
TYPE YOUR TEXT HERE
<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>
Yes, we consider that consistency in the use of colours is important.
<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>
In principle, we support displaying the pre-contractual and periodic disclosures in an extendable manner – this will in theory accommodate differing levels of interest in the information provided. However, we reiterate our point made in responses to previous questions, namely that this should be submitted to consumer research in the form of surveys, focus groups, qualitative interviews etc. to check that it works in the manner intended.
<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>
Yes, specific rules on the calculation of the proportion of sustainable investments of financial products should assist with comparability across different disclosures. However, vagueness in the term sustainable investment in the SFDR is the root cause of the fundamental lack of clarity around sustainable product categorisation in the SFDR. Addressing this is of paramount importance in the “comprehensive assessment” of the SFDR announced by the European Commission in January 2023.
<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>
In general we support efforts to address information overload. Cross referencing is one way to address this, but we reiterate our point made in responses to previous questions, namely that this should be submitted to consumer research in the form of surveys, focus groups, qualitative interviews etc. to check that it works in the manner intended. For example, one concern here is that this proposal puts more burden on retail investors to seek information in different documents (and may therefore undermine the intended objective).
<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>
We consider that all investment options which either promote environmental and/or social characteristics or have sustainable investment as its objective, should disclose information as far as possible according to the financial product templates.
<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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