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Reply form 		on the Consultation Paper on technical standards on the European Green Bonds Regulation






Responding to this paper 
ESMA invites comments on all matters in this consultation paper and in particular on the specific questions. 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 ESMA should consider.
ESMA will consider all comments received by 14 June 2024.  
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. 
Use this form and send your responses in Word format (pdf documents will not be considered except for annexes);
Please do not remove tags of the type <ESMA_QUESTION _EUGB_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: ESMA_EUGB_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_EUGB_ABCD_RESPONSEFORM.
Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open Consultations” ->  Consultation Paper on technical standards on the European Green Bonds Regulation”). 
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 publically 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 ESMA’s 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
Information on data protection can be found at www.esma.europa.eu under the heading Legal Notice.

Who should read this paper
[bookmark: _Toc515564428]All interested stakeholders are invited to respond to this consultation paper. In particular, ESMA invites entities that intend to apply for registration as external reviewers, second party opinion providers, issuers, issuer associations and financial market participants who have or intend to issue or invest in green bonds or sustainability-linked bonds. 


General information about respondent
	Name of the company / organisation
	KPMG International
	Activity
	Audit/Legal/Individual

	Are you representing an association?
	☐
	Country/Region
	International



Questions

Q1 Do you agree with ESMA’s proposals to specify the criteria to assess the sufficiently good repute, skill, professional qualifications and experience of senior management and members of the board of an external reviewer?
<ESMA_QUESTION_EUGB_1>
While we understand the approach taken by ESMA to set out specific criteria to enable comparable assessments of external reviewers’ suitability, we have certain concerns over the detailed and extensive nature of the information requested. In our view, a more proportionate and cost-effective approach would be to focus on those senior managers and board members with specific responsibilities for supervising the external review work. This should still provide a sufficient level of comfort on the suitability of management. Alternatively, the scope of information to be provided could be lessened for all senior management and board members. This could be limited to information that is essential for the determination of suitability, e.g. without requiring criminal records or detailed fit and proper declarations for all senior management and board members. 
We note that for audit firms undertaking external reviews, the EU Statutory Audit Directive includes overarching provisions in relation to ‘good repute’ (Article 4) as a condition of approval (Article 3(4)) or withdrawal of approval (Article 5). Senior management and members of the board therefore already obliged to meet ‘good repute’ requirements. 
<ESMA_QUESTION_EUGB_1>

Q2 Do you agree with ESMA’s proposals to specify the criteria to assess the sufficiency of the number of analysts, employees and persons directly involved in the assessment activities and of their level of knowledge, experience and training?
<ESMA_QUESTION_ EUGB_2>
Our view is that the information requested both in relation to sufficiency (number of analysts, employees and other persons involved) and suitability (knowledge, experience and training), could be streamlined to focus on the collective suitability of the entire engagement team, given also that team composition may change over the course of an assessment (which happens often, in our experience). 
In line with our comments on encouraging interoperability between existing regulatory frameworks (see answer to Q4 below), we observe that, for audit firms undertaking external reviews, the Statutory Audit Directive includes related provisions (i.e., Article 24b on organisation of the work). These requirements are further elaborated by the International Standard on Quality Management (ISQM1) and are also addressed in the CEAOB’s CAIM ISQM1 (i.e. ‘Human Resources’ section).
<ESMA_QUESTION_ EUGB_2>

Q3 Do you agree with ESMA’s proposals to specify the criteria to assess the sound and prudent management of the external reviewer? 
<ESMA_QUESTION_ EUGB_3>
Under the international professional standards (i.e. International Standard on Assurance Engagements (ISAE) 3000) which we must apply to assurance services, we treat EU green bond pre-issuance and post-issuance external reviews as assurance services. As such, we are already required to meet existing regulatory requirements and apply consistent professional standards, including with regard to independence and conflicts of interest – and are subject to supervision. These include, under the Statutory Audit Directive, Article 21 on professional ethics and scepticism, and Article 22 on independence and objectivity. 
In addition, all audit firms performing assurance engagements need to undertake an annual evaluation of their system of quality management, following ISQM1 – as applied in the EU via the Statutory Audit Directive (Article 24a).  
We strongly encourage ESMA to consider an approach based on interoperability, whereby reliance can be placed on existing standards (as referred to above and throughout this document) setting out similar provisions on sound and prudent management, particularly where these are supervised by national competent authorities in the EU. Such an approach could also leverage provisions in the Statutory Audit Directive relating to the regulatory cooperation between national competent authorities and relevant European Supervisory Authorities (Article 36). 
In addition, the information requested in the related draft RTS (e.g. the disclosure of recent meeting minutes of the governance bodies, including the board and committees) raises significant practical and confidentiality concerns. Some of the information requested would appear to be more appropriate / applicable to entities other than external reviewers, (i.e. disaster-recovery record keeping which may be demanded of financial institutions).
<ESMA_QUESTION_ EUGB_3>

Q4 Do you agree with ESMA’s proposals to specify the criteria to assess that any actual or potential conflicts of interest are properly identified, eliminated or managed, and disclosed in a transparent manner by the external reviewer?
<ESMA_QUESTION_ EUGB_4>
We acknowledge the importance of ensuring independence in reviewing green bonds, including the avoidance of conflicts of interest. However, to limit the duplications between and potential inconsistencies with many of the proposed requirements for potential external reviewers with existing rules and standards (as noted above), a more interoperable framework could be set up for external reviewers already meeting EU regulatory registration and/or accreditation requirements, to be supervised, for example, by national competent authorities.
For instance, the EU audit framework already requires that member states have effective systems of investigations (and sanctioning powers) in place (Statutory Audit Directive, Article 30), ensuring that audit firms are subject to public oversight (Statutory Audit Directive, Article 32) – with additional powers granted to competent authorities in the case of PIE auditors (i.e., Audit Regulation, Article 23 and Article 26). The Committee of Audit Oversight Bodies (CEAOB) Inspection Subgroup, which includes a representative from ESMA, further promotes common methodological support for the inspection of audit firms, via the development of Common Audit Inspection Methodologies (CAIM) including a comprehensive mapping of applicable ethical and independence rules and standards (Common audit inspection methodology - Risk Assessment Process (europa.eu)).
As it stands, the approach set out in the draft RTS, focuses on the review and evaluation of external reviewers’ policies in relation to conflicts of policy by ESMA, rather than defining clear requirements which can then be assessed by national competent authorities for compliance during regulatory inspections. This will encompass a wide range of potentially diverging policies and procedures, including those required of more regulated entities such as audit firms, as well as those developed individually by less regulated entities.  
The draft RTS also requests a substantive amount of information relating to conflicts of interest (including policies, up-to-date inventories of existing and potential conflicts of interest, proposed mitigation measures) – as well as information on other policies (i.e. reporting and whistleblowing, remuneration, third party transactions, outside business activities, hospitality and gifts). These policies may differ between external reviewers, requiring ESMA to assess the suitability of the information provided during the registration process. 
We believe the proposed requirements set out in the RTS could be simplified, thereby reducing administrative demands on and compliance challenges for external reviewers. A more proportional, consistent, cost-effective and less duplicative approach could be based on interoperability mapping with existing rules and standards that serve to demonstrate compliance with the objectives of the draft RTS. We note, for instance that PIE audit firms already provide a significant level of mandated information both directly to national competent authorities through supervisory process as well as publicly in their Transparency Reports, as required by the EU Audit Regulation (Article 13). 
Other references could include:  
(a) Statutory Audit Directive - Article 22 on independence and objectivity; Article 22b on preparation for the statutory audit and assessment of threats to independence; Article 24a on internal organisation of statutory auditors and audit firms (including an annual evaluation of internal quality control systems);
(b) ISQM1 – which already requires audit firms (that are also external reviewers) to undertake annual evaluations of their system of quality management and is implemented via the EU Statutory Audit Directive (Article 24a) across the EU;
(c) IESBA Code of Ethics – with specific reference to Part 4B which comprises the independence standards for assurance engagements, including dealing with conflicts of interest; and
(d) Other local standards that set out similar criteria. 
The CEAOB CAIM ISQM1, adopted in 2022, includes a detailed overview of the different components to be inspected by national competent authorities, with reference to relevant laws and regulations. These include sections on risk assessment processes, governance and leadership, relevant ethical requirements, acceptance and continuance and resources.
KPMG International’s policies and processes relating to client/engagement acceptance and continuance, are designed to help KPMG member firms identify and evaluate potential risks prior to accepting or continuing a client relationship, or performing a specific engagement (with reference to applicable laws and regulations). These include potential independence and conflict of interest issues using KPMG’s web-based global conflicts and independence checking system, Sentinel. Where client/engagement acceptance (or continuance) decisions pose significant risks to the KPMG network, additional internal approvals are required. 
Further details on how KPMG meets the requirements of ISQM1 and the IESBA Code of Ethics, including managing conflicts of interest, can be found in the latest KPMG International Transparency Report (Transparency Report 2023 (kpmg.com)) – with particular reference to the sections on independence and ethics (pp. 22-25), assessing risk to quality (pp.29), monitoring quality (p.30-32).
Given the likelihood that policies and inventories will change – along with information on governance structures, senior management and organisational arrangements (i.e. continuity and regularity, confidentiality and security, administrative and accounting procedures) – it would be appropriate to set up an ongoing process for external reviewers to submit updates to ESMA.   
<ESMA_QUESTION_ EUGB_4>

Q5 Do you agree with ESMA’s proposals to specify the criteria for assessing the appropriateness of the knowledge, experience and training of the persons referred to in Article 28(1)?
<ESMA_QUESTION_ EUGB_5>
The draft RTS sets out very detailed requirements with regards to the information requested for external review teams. There is scope for streamlining, for instance by clarifying whether the frequency of the process of assessment (knowledge, experience and training) is annual, or more often. It would also be helpful if ESMA could clarify why such information is required from senior management and the board. Again, we reiterate our view that a more proportionate and cost-effective approach would be to focus on those senior managers and board members with specific responsibilities for supervising the external review work (see Q1).
With reference to audit firms, we note that ISQM1 (paragraph 32a) includes requirements relating to human resources. In addition, one of the five fundamental principles of the IESBA Code of Ethics (section 113) is the principle of professional competence and due care in order to provide attestation services to the public. 
Rather than requiring information for each individual involved in the engagement team, including analysts which are often brought in and subsequently taken out of engagement teams particularly as assignments progress / the scope of the assignment changes, it would be preferable to focus on the individual responsible for issuing the external review – as is generally the case for audit and assurance engagements. 
Furthermore, it would be more straightforward for the RTS requirements to focus on the training process, supported with appropriate evidence, alongside focus on the responsible individual, rather than disclose training records for each person in the engagement team. 
<ESMA_QUESTION_ EUGB_5>

Q6 Do you agree with ESMA’s proposals to specify the criteria for assessing the reliability and capacity of a third-party service provider?
<ESMA_QUESTION_ EUGB_6>
We consider that these criteria could also be streamlined to ensure the manageability of the process. We note that the external reviewer will / is likely to maintain ultimate responsibility for the outcomes of the assessment. Again, in line with our previous comments on interoperability of regulatory frameworks, we note that the Statutory Audit Directive already includes provisions regarding the outsourcing of audit functions (Article 24a). 
The definition of a third-party service provider would merit further clarification, including with regard to delivery service centres that may be used by networks to undertake certain activities. 
<ESMA_QUESTION_ EUGB_6>

Q7 Do you agree with ESMA’s proposals to specify the criteria for assessing that the internal control of an external reviewer is not materially impaired and ESMA’s ability to supervise is not limited?
<ESMA_QUESTION_ EUGB_7>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ EUGB_7>

Q8 Do you agree with the practicality and efficiency of ESMA’s proposals to specify the standard forms, templates and procedures for the provision of the information for an application for registration as an external reviewer?
<ESMA_QUESTION_ EUGB_8>
We refer to our broader comments in relation to streamlining and avoiding duplication with existing regulatory requirements, as set out in our answers on the specific RTS above (Q1-7). Addressing these comments would also necessitate corresponding amendments to the standard forms, templates and procedures.
<ESMA_QUESTION_ EUGB_8>

Q9 Do you have any views or comments on the relevance of the information contained in Annex I to VII of the draft ITS?
<ESMA_QUESTION_ EUGB_9>
We refer to our broader comments on the individual RTS (Q1-7) and consequent impact on the ITS, as set out in Q8 above, including the Annexes. 
<ESMA_QUESTION_ EUGB_9>

Q10 Do you have any comments on the CBA or impact assessments outlined under the preferred option?
<ESMA_QUESTION_ EUGB_10>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ EUGB_10>

Q11 Do you have any quantitative information to provide on the estimated costs of the options considered and proposed by ESMA that would benefit the analysis?
<ESMA_QUESTION_ EUGB_11>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ EUGB_11>
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