[image: CEA+baseline_RVB_200dpi(psd)]



[bookmark: Draft1st]								

Insurance Europe Key Messages on the SFDR Framework

	Our reference: 
	ECO-CRISF-24-160
	Date:
	18-10-2024

	Referring to:
	Sustainability-related disclosure in the financial services sector 

	Contact person:
	Luca Motta 
	E-mail:
	motta@insuranceeurope.eu

	Pages: 
	2
	Transparency Register ID no.:
	33213703459-54




[image: CEA+baseline_RVB_200dpi(psd)]
	


	Insurance Europe aisbl
Rue du Champ de Mars 23, B-1050 Brussels 
Tel: +32 2 894 30 00
E-mail : info@insuranceeurope.eu
www.insuranceeurope.eu
	© Insurance Europe. Confidential, internal document. Not for distribution, all rights reserved.





2

Background 
The Sustainable Finance Disclosure Regulation (SFDR) introduces product level and entity level disclosures to financial market participants (FMPs) and financial advisers (FAs) to inform investors about how they consider sustainability risks. Entities under scope must make this information available with regard to specific products, but also relating to their respective firm as a whole, via their websites, in product pre-contractual documents and in annual reports.

The SFDR entered into force in March 2021. The SDFR required the disclosure of entity level information in 2023, covering the previous financial year (FY). The European Commission (EC) is carrying out a comprehensive assessment of the SFDR framework, looking at issues such as legal certainty and usability, addressing both the Regulation (level 1 review) and the Regulatory Technical Standards (level 2 review).

Issues with the current framework 
The SFDR was conceived as a disclosure regime but in practice it is used as a labelling scheme for sustainable products. This was already recognised by the EC when they ran a public consultation on a potential review of the SFDR in December 2023. While the choice of direction should be based on thorough analysis, the use of the current Regulation as a labelling system is instead held as evidence of this being the best option.

The SFDR omits ‘transition’ products, i.e. those products that, while not making investments that are already sustainable, have a clear aim to bring measurable improvements to the sustainability profile of the assets they invest in. Taking into account transition may require a clarification of the SFDR concept of ‘Sustainable Investment’ in article 2(17), which is too broad and uncertain now. Furthermore, a clarification would give FMPs legal certainty and could prevent greenwashing.

Regarding the alignment of the SFDR with the EU Taxonomy, the Taxonomy is currently the only harmonised framework that provides a definition of environmentally sustainable activities at EU level, but the current gap in the % of Taxonomy-alignment of economic activities jeopardises efforts made by investors. 

Costs are a significant concern for implementing the SFDR: IT structures and developments, external data providers, necessary full-time equivalents (FTEs), distribution channels, training of distributors, etc. Insurers are also experiencing data gaps and difficulties in the collection and comparability of data.

As product manufacturers, European insurers highlight that SFDR templates are difficult to understand for consumers: consumers are being provided with disclosures that are too detailed, while SFDR templates should include clear and accessible information needed to support financial decision-making and sustainability preferences under the Insurance Distribution Directive (IDD) framework. 

The disclosure of entity level Principle Adverse Impact (PAI) under the SFDR generates duplication of efforts and risks of inconsistency. While entity level disclosures should be limited to FMPs that are not subject to the Corporate Sustainability Reporting Directive (CSRD) and to the information not covered by the European Sustainability Reporting Standards (ESRS), product level disclosures should be covered by the SFDR only. Moreover, PAI reporting only started in June 2023: adding further requirements seems premature.

Lastly, the assessment of whether changes should be introduced in the Regulatory Technical Standards (level 2 review) should be done together with the scrutiny of the Regulation (level 1 review) for a holistic review, as the SFDR is a part of a larger set of sustainability-related rules.

Recommendations for the way forward
To effectively address the shortcomings of the current SFDR framework as identified in the previous section and to better consider the specificities of the insurance sector, Insurance Europe provides the following recommendations:

Concerning the upcoming level 1 review 

1. The SFDR’s main goal should remain product transparency. The SFDR should mainly focus on product level disclosures, entity level disclosures should be limited to FMPs that are not subject to the CSRD and to the information not covered by the European Sustainability Reporting Standards (ESRS). Moreover, the mandatory list of Principle Adverse Impact (PAI) indicators should be revised to keep only the most relevant ones.
2. Any categorisation system should be univocal and consistent with other components of the EU legislation (i.e. CSRD, Corporate Sustainability Due Diligence Directive, Taxonomy, sustainability preferences under IDD-MiFID II, Solvency II when considering science-based targets and credible transition plans). In particular, any categorisation system should be the basis for the integration of sustainability preferences: there should be a perfect alignment between the product categories and the sustainability preference definition (including the underlying products) both in IDD and MIFID II. Moreover, it should be subject to consumer testing to understand if it supports consumers in identifying products that match their sustainability preferences. Furthermore, product categories should be compatible with the European Securities and Markets Authority’s Guidelines on funds’ names using ESG or sustainability-related terms.   
3. Any categorisation system cannot disregard the current art. 8 or art. 9 SFDR products and all the products commercialised so far must be safeguarded. If needed, a clear transition path from the current SFDR products to the new product categories should be considered, allowing an appropriate grandfathering period for products already distributed.
4. Any categorisation system should better integrate sovereign exposures: this asset class is penalized under the current SFDR framework, despite being often used by (re)insurers for providing a diversified portfolio with good returns to customers, as well as for asset-liability matching.
5. Categories should be suitable for broadly diversified portfolios and the diversified range of products they cover, including Multi-Option Products (MOPs). Categories should guarantee that all investment instruments (e.g. government bonds) of portfolios are covered by the metrics of the system.
6. Insurers support the introduction of a ‘transition’ category qualified through criteria such as: exclusions strategy; pre-defined, measurable, positive ESG-related outcome; credible transition plan. Climate transition targets should include carbon removal and evaluation of sovereigns’ transition pathways.
7. Any categorisation system should be based on information provided under SFDR and not add a new level of complexity by introducing additional KPIs or metrics, to avoid an information overload for retail investors. However, investments supporting the transition efforts of the real economy should be considered as an additional element.
8. In principle, categories should be mutually exclusive However, product categories should not represent a very narrow (or even non-existent) product offer. Hence, it is crucial that a ‘mixed category’, qualified through credible criteria, is introduced alongside ‘sustainable’ and ‘transition’ categories. This would also be useful for MOPs.   
9. If the SFDR offers a positive categorisation for ‘sustainable’ and ‘transition’ products, it is important that any categorisation system does not undermine products which do not cater to sustainability preferences (like ‘article 6 products’ under the current SFDR framework).
10. Considering the development of categorisation systems in other jurisdictions (e.g. in the UK), efforts should be made to pursue interoperability across jurisdictions and to prevent a situation where the same financial product is deemed sustainable in a country but not in others.
11. Any categorisation system for financial products should ensure fair and transparent information for retail customers for all types of financial products. Different approaches and dimensions of sustainability should be reflected adequately and without hierarchy. In this respect, the ESAs proposal with a hierarchical indicator-based system is inappropriate.

Concerning the level 2 review 

1. The SFDR level 1 and level 2 reviews should be coordinated to guarantee legal certainty and deliver a successful law-making process, preventing overlapping and double efforts. Consequently, (re)insurers support the EC delaying the adoption of the level 2 measures proposed by the ESAs to reconsider changes to the SFDR holistically.
2. It is vital that Principal Adverse Impact (PAI) indicators are consistent and aligned with disclosure requirements under the ESRS to ensure the ability of FMPs to perform their PAI statement disclosures. Therefore, (re)insurers strongly advocate for the publication of a coverage ratio alongside PAIs indicators that will allow FMPs to meet their own requirements.
3. There should be no additional mandatory (or optional) indicators as it further stresses the data collection challenge, especially until data is available from the investee companies under the CSRD and via an accessible data source like the European Single Access Point (ESAP) - even though the lack of data will persist for non-CSRD companies, leaving FMPs with challenges collecting the data required. 
4. The definition of ‘all investments’ adopted for the insurance sector should be revised. The definition encompasses many assets that have nothing to do with investments (deposit to cedants, cash equivalents) and will artificially increase the denominator of PAI indicators. A definition that only consider investments should be adopted, instead. Furthermore, the definition of ‘all investments’ should only comprise investment where the insurer has taken the investment decision, and not the customer (i.e. IBIPs).
5. Insurers support the proposed dashboard in the SFDR templates, as it would provide consumers with a straightforward highlight of the product’s key characteristics. It can also become a useful instrument to favour the matching between consumers sustainability preferences expressed during the suitability test and product features. Insurers recommend the use of consumer testing to make sure that the dashboard is workable and meaningful for consumers.
6. Insurers welcome the possibility to use cross-referencing to the existing SFDR disclosures for Multi-Option Products periodic disclosures, which will simplify the provision of information. Indeed, insurers advocate for flexibility in disclosure requirements of Multi-Option Products.
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