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Background 
The EU Taxonomy is a classification system that defines criteria for economic activities aligned with a net zero (greenhouse gas) emissions trajectory by 2050 and the EU broader environmental goals other than climate.

Under the regulation, from financial year (FY) 2021, insurers must report how much of their underwriting and investment activities is Taxonomy-eligible. Additionally, from FY 2023, insurers must report on their Taxonomy-alignment through two Key Performance Indicators (KPIs): 
· an Investment KPI, which aims to show the proportion of total assets an insurer has invested in Taxonomy-aligned activities; 
· an Underwriting KPI, which shows what proportion of insurers’ total non-life underwriting premiums are Taxonomy-aligned. 

In December 2023 the European Commission (EC) released draft FAQs on the interpretation and implementation of the Disclosures Delegated Act (under article 8 regulation) on the reporting of Taxonomy-eligible and -aligned economic activities. The EC draft FAQs include details on how insurers should report the above-mentioned KPIs. The late publication of the guidance, coupled with weaknesses and limitations in the EU Taxonomy (explained below), resulted in very inconsistent reporting.

Issues with the current framework 
The European Insurance and Occupational Pensions Authority (EIOPA) estimated that the EU Taxonomy covers only about 15.5% of insurers assets. Indeed, for the Investment KPI, the EU Taxonomy covers only a very limited part of insurers investment portfolios, excluding sovereign exposures, infrastructure projects, exposures to Small- and Medium-sized Enterprises, as well as investments in non-EU companies. While the EU Taxonomy is focused on activities that are already sustainable, it does not properly address transition investments, making it challenging for insurers to have an Investment KPI of any significance. 

Furthermore, the EU Taxonomy covers only two insurance activities within the climate change adaptation objective: underwriting and reinsurance of climate related perils, and significant lines of business are excluded. Hence, the Underwriting Taxonomy-alignment KPI could not only never attain 100% but will rarely be able to exceed few % for primary insurers, even if they adapt the underwriting activities to fully satisfy the Taxonomy’s technical screening criteria. 

Unlike other components of the EU legislation concerning sustainability, such as the Corporate Sustainability Reporting Directive (CSRD)-European Sustainability Reporting Standards (ESRS), the EU Taxonomy does not allow to carry out a materiality assessment to fulfil its reporting requirements.    

The EC’s draft FAQs of December 2023 provides indications to fill in templates on nuclear energy and fossil gas activities, fulfilling reporting requirements under the Complementary Climate Disclosure Delegated Act: 
· Underwriting KPI: 5 mandatory templates on nuclear and gas exposures.
· Investment KPI: 5 mandatory templates on nuclear and gas exposures about the turnover-based Investment KPI; plus 5 mandatory templates on nuclear & gas exposures about the Capital Expenditure based Investment KPI.
Therefore, out of 25 reporting templates for the EU Taxonomy regulation, more than half (15) concern nuclear and gas activities. These extensive reporting requirements for only two activities generate an excessive reporting burden and set the wrong priorities.  
Further remarks are presented in these documents prepared by European insurers:
A statement to address areas where the EC draft FAQs appear to go beyond the Taxonomy legal requirements or to conflict with the EU legislation (March 2024), available here. 
A position paper to understand insurers' first reporting of the Taxonomy’s Underwriting and Investment KPIs (July 2024), available here. 
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Recommendations for the way forward 
The shortcomings of the current EU Taxonomy framework, as identified in the previous section, may jeopardise the ability of EU Taxonomy data users to fully understand insurers’ contribution to sustainability objectives. Hence, Insurance Europe provides the following recommendations:

Concerning the level 1 legislation 

1. The EU Taxonomy should also cover currently excluded asset classes that insurers want and need to invest in to guarantee a diversified portfolio and the asset-liability matching, namely: sovereign exposures, infrastructure projects, exposures to Small- and Medium-sized Enterprises, and investments in non-EU companies. This includes the development of methodologies for these asset classes for measuring Taxonony alignment.
2. The EU Taxonomy should appropriately recognise transition investments, which are currently not under the regulation’s scope: this adjustment would allow insurers to play their role in financing the transition. 

Concerning the levels 2 and 3 legislation

1. To align the EU Taxonomy with other reporting components of EU legislation addressing sustainability and to focus only on relevant activities, the EU Taxonomy reporting should be subject to a materiality filter. To avoid unnecessary reporting burden, adjustments to the framework should address the excessive reporting requirements - especially for the Investment KPI; and should clarify that templates on nuclear energy and fossil gas activities apply only to investment and not also to underwriting.
2. For the Underwriting KPI, it would make more sense to compare the Taxonomy-aligned premiums with the Taxonomy-eligible premiums, which show the efforts (re)insurers should do to increase their significant contribution to climate change adaptation. Furthermore, the consolidated KPI should be dismissed due to its very limited significance for users. Similarly, for the Investment KPI it would be more reasonable to compare homogeneous numerator and denominator.
3. FAQs on the regulation should be a last resort measure and provided in good time, given the need for insurance companies to plan and implement the necessary data and reporting processes. Indeed, European (re)insurers regret that the publication of the EC draft FAQs in December 2023, only 10 days before the first mandatory reporting exercise in 2024, came too late for adapting year-end reporting processes.





Insurance Europe is the European insurance and reinsurance federation. Through its 37 member bodies — the national insurance associations — it represents all types and sizes of insurance and reinsurance undertakings. Insurance Europe, which is based in Brussels, represents undertakings that account for around 95% of total European premium income. Insurance makes a major contribution to Europe’s economic growth and development. European insurers pay out over €1 000bn annually — or €2.8bn a day — in claims, directly employ more than 920 000 people and invest over €10.6trn in the economy.
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