[bookmark: Draft1st][image: CEA+baseline_RVB_200dpi(psd)]								






Insurance Europe position paper on EU Taxonomy Art. 8 Q&A


	Our reference: 
	ECO-CRISF-24-022
	Date:
	16-02-2024

	Referring to:
	
	
	

	Related documents:
	
	
	

	Contact person:
	Philippe Angelis
	E-mail:
	Angelis@insuranceeurope.eu

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





Introduction:
On 21 December, the EU Commission published their Q&A regarding the EU Taxonomy Alignment Reporting for Financials (ECO-CORP-23-150).

Since then, several issues with significant implementation consequences have been raised by Insurance Europe. 

The aim of this paper is to clarify the position of the Insurance sector on the EC FAQ. The issues have been divided in two categories:
1. Q&A where there is a conflict with the EU Taxonomy, its delegated acts or other pieces of the EU legislation.
2. Q&A where the answers provided undermine the meaningfulness/purpose or create a disproportionate burden for FMPs. 
The question where there appears to be a conflict between the Q&A and Level 2 legislation will be raised with the European Commission.

1. Conflicts between Q&A and the EU Taxonomy, its delegated acts or other pieces of the EU legislation
Question 7: Which KPIs should be reported by parent undertakings of groups, such as financial conglomerates, that have several activities and business segments at group level such as asset management, investment firm, insurance, and banking activities? 

EC: Moreover, to fulfil their requirements of reporting at group consolidated level and facilitate the Taxonomy disclosures by their investors and creditors, the reporting parent undertakings should compute, and publish in the contextual disclosures referred to in Annex XI DDA, a consolidated group-level KPI in the form of a weighted average of the corresponding KPIs for, where applicable, asset management, banking, investment, and insurance and reinsurance activities with weightings in accordance with the proportion of turnover derived from the corresponding activities in the total consolidated turnover of the conglomerate.

Related question 11: Which KPIs should be considered for exposures of financial undertakings to the parent undertaking of a group, such as a financial conglomerate, with subsidiaries providing insurance, banking, investment or asset management services or exposures to a subsidiary of that parent?

EC: Financial undertakings should use (i) the consolidated group-level KPI in the form of a weighted average of KPIs of the parent undertaking referred to in Annex XI DDA (see also response to questions 7 and 9 of this Notice) and (ii) the amount of the exposures to that group to compute those exposures in their own respective KPIs.

Insurance Europe highlights that the Disclosures Delegated Act of the EU Taxonomy makes no reference for parent undertakings to submit an aggregated group level KPI for these activities. Notably, this unexpected change in reporting requirements would substantially misreport and underrepresent the proportion of the Insurance industry’s activities which are Taxonomy-aligned. For instance: an insurer having underwriting revenue of 60% with Taxonomy alignment of 2% and investment revenue of 40% with Taxonomy alignment of 20%, will report consolidated KPIs with Taxonomy alignment of 9.2%.   

In addition, artificially combining KPIs that follow different rationale is not meaningful and will not bring any valuable information to investors; it will only add complexity and create confusion, instead.
While the Disclosures Delegated Act makes no reference to aggregated group level KPIs, the European Commission publishes new reporting requirement at such a late time in the process. As most financial groups have more than one business segment, this additional reporting burden affects most financial groups.

Question 4: What KPI should a financial undertaking use to assess its exposure to another financial undertaking that reports one or more KPIs? When computing exposures to an insurance or reinsurance undertaking, how should a financial undertaking combine investment and underwriting KPIs for the purpose of assessing that exposure?

[bookmark: _Hlk158198597]EC: Exposures to insurance and reinsurance undertakings. To comply with the last indent of Annex XI DDA, the insurance or reinsurance undertaking should disclose in its contextual information, a turnover-based KPI and CapEx-based KPI that should be computed as follows:

• the turnover-based KPI of the insurance or reinsurance undertaking should be computed as the weighted average of the turnover-based KPI on investments of the insurance or reinsurance undertaking and the KPI on non-life underwriting of the insurance or reinsurance underwriting with weightings in accordance with the proportion of revenue that the insurance or reinsurance undertaking derives from its investing activities and the proportion of revenue the insurance or reinsurance undertaking derives from its non-life underwriting activities in the total revenue of the insurance or reinsurance undertaking;

• the CapEx-based KPI of the insurance or reinsurance undertaking should be computed as weighted average of the CapEx-based KPI on investments of the insurance or reinsurance undertaking and of the KPI on non-life underwriting of the insurance or reinsurance underwriting with weightings in accordance with the proportion of revenue that the insurance or reinsurance undertaking derives from its investing activities and the proportion of revenue that the insurance or reinsurance undertaking derives from its non- life underwriting activities in the total revenue of the insurance or reinsurance undertaking

EC: Exposures to asset managers. Similarly, where the financial undertakings invest in or lend to an UCITS or AIF, the reporting financial undertakings should use, respectively, the turnover-based and CapEx-based KPIs of the asset manager that manages that UCITS or AIF to compute their own KPIs.

Exposures to insurance and reinsurance undertakings
Insurance Europe highlights that the answer provided goes beyond the requirement of the Disclosures Delegated Act. Indeed, the last point of Annex XI states that disclosure of quantitative KPIs shall be accompanied by the following qualitative information: additional or complementary information in support of the financial undertaking’s strategies and the weight of the financing of Taxonomy-aligned economic activities in their overall activity. Hence, it does not require the publication of a complementary quantitative KPI. 

Companies should report the weight of financing taxonomy-aligned economic activities, but the underwriting KPI is not related to financing of activities and is not covered by this provision. Creating a new KPI that combines insurers’ investment and underwriting KPI is not meaningful because the two KPIs have different rationale:
- the investment KPI aims at showing the portion of investments that is allocated towards taxonomy-aligned economic activities. It shows how the insurer contributes to shifting capital towards more sustainable activities.
- the underwriting KPI aims at showing to what extent the insurer contributes to adaptation objective through its non-life activities.

Insurance Europe also highlights that the Disclosures Delegated Act makes no reference for insurers to compute synthetic KPIs (the obligation lies upon the investor), and clear methodology on how to carry out the weighing based on revenues is not provided to issuers.

Exposures to asset managers
Investors should be able to rely on the Taxonomy-KPI reported for the respective UCITS or AIF. The current wording indicates that instead the turnover-based and CapEx-based KPIs of the asset manager that manages that UCITS or AIF is relevant to compute their own KPIs. However, investing in or lending to an UCITS or AIF does not mean to invest in the asset manager, but in the respective fund. Furthermore, annex IX to the Delegated Regulation 2021/2178 defines investments, among others, as investments in collective investment undertakings.

Question 43: For the asset under management (AuM) KPI, who is responsible for assessing Taxonomy alignment
of a UCITS or AIF? Can credit institutions source the information from the asset manager or is the credit institution expected to do so?

EC: In accordance with Section 1.2. of Annex III DDA, the denominator of the KPI of asset managers are "all assets/exposures resulting from both collective and individual portfolio management activities of asset managers". Asset managers are therefore responsible for assessing Taxonomy alignment of UCITS and AIFs for which they act as management companies in accordance with Directive 2009/65/EC and Directive 2011/61/EU, respectively, and of portfolios for which they provide individual portfolio management activities. Asset managers are not responsible for assessing Taxonomy-alignment of assets for which the portfolio management has been delegated to them by another financial undertaking. As explained in question 37 of this Notice, assets where the delegatee provides portfolio management services should not be assessed in the KPI of the delegatee but in the KPI of the delegator.

Insurance Europe highlights incoherence with question 4, which requires to use the asset manager’s Taxonomy KPIs instead of the fund’s Taxonomy KPIs.

Question 8: How should the reporting apply for a reporting parent undertaking with multiple subsidiaries of which (i) some are subject to Articles 19a or 29a of the Accounting Directive, but make use of the exemption from reporting sustainability information, and (ii) others are not subject to Articles 19a or 29a of the Accounting Directive?

EC: As set out in question 7 of this Notice, reporting parent undertakings should include in their consolidated Taxonomy disclosures all subsidiaries from their group, including those that make use of the exemption from reporting sustainability information under Article 29a(8) of the Accounting Directive and those subsidiaries that are not subject to Articles 19a or 29a of the Accounting Directive […]
The response to question 12 states that: “The parent undertakings must also indicate which subsidiaries included in the consolidation are exempted from individual or consolidated sustainability reporting pursuant to paragraph (9) of Article 19a or paragraph (8) of Article 29a respectively. In such situations, the consolidated sustainability reporting should also provide subsidiary level Taxonomy KPIs in the contextual information”.

Related question 13: How should financial undertakings assess their exposures towards:
· an undertaking that is not subject to Articles 19a or 29a of the Accounting Directive on an individual basis, but which is the subsidiary of a parent undertaking that is subject to those provisions;
· a subsidiary subject to Article 19a of the Accounting Directive on an individual basis, but which is exempted from publishing sustainability reporting on grounds that its parent does so on a consolidated basis.
EC: Where a subsidiary has a parent or an ultimate parent undertaking that reports KPIs under Article 8 of the Taxonomy Regulation and the Disclosures Delegated Act, the exposure of a financial undertaking to that subsidiary should be included in the numerator of the relevant KPIs of that financial undertaking. Therefore, financial undertakings should use the KPI of the subsidiary disclosed by its parent or ultimate parent or, where the KPI of the subsidiary is not available, the KPIs of the closest reporting parent undertaking to assess the exposures of a financial undertaking to that subsidiary in accordance with the relevant Annex to the Disclosures Delegate Act. In case of exposures to a subsidiary of a parent undertaking that falls under the scope of Article 19a of the Accounting Directive, but where that subsidiary is exempted from sustainability reporting at individual level on grounds that its parent does so on a consolidated basis in accordance with Article 19a(9) of the Accounting Directive, financial undertakings should use the KPI of the subsidiary disclosed by its parent in the contextual information.

Insurance Europe highlights that the Disclosures Delegated Act of the Taxonomy makes no reference to requirement that consolidated sustainability reporting should also provide subsidiary-level Taxonomy KPIs in the contextual information. Moreover, the requirement for parent undertakings to provide subsidiary level information is contrary to the CSRD. It is clear from the recitals of the CSRD (recital 25) that all subsidiary undertakings are exempted from the obligation to report non-financial information where such undertakings and their subsidiary undertakings are included in the consolidated management report of their parent undertaking. Disclosing every single KPI of each subsidiary undertaking in a consolidated report would overload reports.

In addition, according to the generally accepted accounting principles, only material information should be considered at the group level. This principle should also apply to Taxonomy disclosures. Hence, FMPs should only consider material information from subsidiaries not subject to articles 19a or 29a of the Accounting Directive. Non-financial statements should follow the same rationale and principles of financial statements.

Question 9: What KPIs should be reported by a reporting parent undertaking which has different types of non-financial and financial subsidiaries?

EC: Parent reporting undertaking which has financial and non-financial subsidiaries should:
· consolidate the activities of its financial subsidiaries and report the corresponding KPIs pertaining to financial undertakings as clarified in responses to questions 2, 7 and 9 of this Notice, and,
· separately, consolidate the activities of its non-financial subsidiaries and report corresponding KPIs pertaining to non-financial undertakings as clarified in responses to questions 9 to 12 of the second Commission Notice.
Related question 12: Which KPIs should be considered for exposures of financial undertakings to the parent undertaking of a mixed group with subsidiaries providing financial services, such as insurance, banking, investment or asset management services and non-financial activities?

EC: Given that the consolidated group-level KPI in the form of a weighted average of KPIs referred to in Annex XI DDA represents the business activities of a group financial undertakings should use (i) that consolidated group-level KPI reported by the parent undertaking of the mixed group and (ii) the amount of the exposures to that mixed group to compute those exposures in their own respective KPIs.

Insurance Europe highlights that the Disclosures Delegated Act of the EU makes no reference to identifying segments/activities and distinguish financial conglomerates from mixed groups.

Question 2 (also relevant for Q7): Should reporting financial undertakings that own other financial undertakings provide their Taxonomy disclosures based on regulatory or accounting level of group consolidation? 
What is the level of group consolidation of the reporting entity for the purpose of the 
Taxonomy disclosures? 

EC (Q2): Similarly, where parent undertakings and their subsidiaries are both financial undertakings other than credit institutions and that are subject to prudential regulation, they should make their disclosures based on the prudential consolidation.

EC (Q7): The parent entities of financial conglomerates should follow the prudential scope of consolidation for their activities that fall under prudential regulation and report at group level the consolidated KPIs of their respective business segments.

Insurance Europe highlights that the consolidation scope of Taxonomy disclosures should be the same adopted by parent undertakings for their CSRD disclosures. As the Taxonomy KPIs will be reported within the ESRS reports, it could create an inconsistency in the consolidation scope within the same sustainability report. It is key that the scope of consolidation for a company is identical over all reporting requirements to avoid any inconsistency. 

Question 38: Where an insurance or a reinsurance undertaking computes the underwriting KPI, should procedures relevant for compliance with minimum safeguards be applied by the undertaking at the level of its policyholders, in addition to its own compliance with those safeguards?

EC: As part of carrying out the activity of insurance underwriting, this should also involve an appropriate screening, for potential breaches of these safeguards, of their business relationships with the clients to whom the products are offered.

Insurance Europe rejects the Commission demands that insurers carry out due diligence on their customers, as this may not be fully consistent with international guidelines or principles on carrying out due diligence processes.

Question 29: What are the applicable KPIs of undertakings for which templates in Annex XII DDA should be provided?

EC: For insurance and reinsurance undertakings, the applicable KPIs are the KPIs referred to in Section 1 and, where applicable, Section 2 of Annex IX DDA and the first row of template ‘The proportion of the insurance or reinsurance undertaking’s investments that are directed at funding, or are associated with, Taxonomy-aligned in relation to total investments’ and, where applicable, row ‘A.1. Non-life insurance and reinsurance underwriting Taxonomy-aligned activities (environmentally sustainable)’ of template ‘The underwriting KPI for non-life insurance and reinsurance undertakings’ of Annex X DDA.”

Insurance Europe highlights how the answer provided by the Commission is unclear on the underwriting KPI, in particular it is unclear what the wording where applicable refers to. Such lack of clarity covers non-life insurance products, too. Also, it does not make sense to isolate premiums related to gas as they are anyway in principle excluded because of the DNSH criteria. Therefore, FMPs need further clarification on how to do it practically. 

Additionally, as mentioned in recital 15 of the Nuclear and Gas Delegated Act, it is necessary that non-financial and financial undertakings provide investors with a high degree of transparency concerning their investments in fossil gas and nuclear energy generation activities for which technical screening criteria should be laid down; the text refers to investments and therefore should only apply to the Investment KPI of insurers. As already mentioned, the Underwriting KPI shows the insurers’ contribution to the climate adaptation objective and should not be treated as other financial KPIs aiming at financial flows towards environmentally sustainable activities.
Moreover, publishing such information is operationally very challenging for insurers, as it would require a level of granularity that goes beyond the one required for the Underwriting KPI; indeed, the Underwriting KPI is assessed at product level, while publishing exposures to nuclear and gas activities would require an analysis at contract level. 

This creates a disproportional burden for insurers, who already have to fill in several quantitative templates according to the Q&A: a detailed list of such quantitative templates is presented in the ANNEX to this document.     

Question 10: How should reporting parent undertakings adjust Taxonomy disclosures where the activities of one or more subsidiaries differ from the overall business model of the group?

EC: if the parent undertaking identifies significant differences between the risks or impacts of the group and the risks or impacts of one or more of its subsidiaries, the parent must provide an adequate understanding of the risks and impacts of these subsidiaries.

Insurance Europe highlights that the Disclosure Delegated Act makes no reference to provide subsidiary level Taxonomy KPIs in the contextual information. Reporting implications based on different risk profiles of subsidiaries should not be integrated into the implementation guidance on the Taxonomy regulation itself.


2. Answers provided undermine the meaningfulness/purpose or create a disproportionate burden for FMPs.
Question 67: Regarding KPIs related to underwriting activities, for multi-risk insurance products covering also climate-related perils do insurance undertakings disclose as Taxonomy-aligned only the relevant share of the insurance premium related to climate-related perils or the full insurance premium embedded in a wider insurance product? Is it sufficient if at least one insurance policy in the line of business offers coverage of climate-related perils to infer the Taxonomy-alignment of the entire line of business?

EC: Insurance undertakings should use those insurance premiums, or corresponding shares of insurance premiums in case of multi-risk insurance contracts, that only pertain to the coverage of climate-related perils for the purpose of computing Taxonomy-alignment.

	Insurance Europe reiterates how the split of premium is not explicitly foreseen by Taxonomy, and is not meaningful because disconnected from the insurance business: it would result in a significant reduction in the number of insurance activities aligned with the Taxonomy; currently, these activities can only contribute to the environmental objective of climate change adaptation. 

Where climate-related perils coverage is embedded in another wider product, insurers should base their disclosure on the full premium for the product rather than only the share of premium covering specific climate risks. Also, with the split of premiums, the reported KPI can give the wrong signals by making an insurer look worse the more risk-based rewards they offer to customers.

Moreover, the split of premiums does not serve the purpose of the law, and does not consider the (re)insurer’s active role in contributing to the environmental objective of climate change adaptation: Taxonomy aims to achieve transparency, comparability, consistency and reliability of sustainability information, while splitting premiums for taxonomy-aligned insurance activities would create inconsistency and incomparability with other financial sectors where splitting premium is not required.

Whether the split of premiums is pursued, it is crucial to have the same computation method for aligned and eligible premiums: in line with the understanding that the KPI category "eligible, but not aligned" should show what is theoretically achievable but has not yet been achieved, the value of the taxonomy eligibility should be considered to be reduced to the premium share that corresponds to the share of insured climate-related perils; such interpretation for the disclosure of taxonomy eligibility with regard to consistent reporting should be made clear in the Q&A. 



Questions 33 and 37: In cases of financing where the use of proceeds is known, should a financial undertaking be expected to review all the documents attesting compliance with the TSC or should it accept the assessment of that compliance, including verification or assurance, submitted by the counterparty? Do financial undertakings have to comply with minimum safeguards in conducting their activities or is compliance with minimum safeguards only relevant at the level of the investee company?

EC (Q33): Financial undertakings rely on the accuracy of data and evidence provided by their counterparties. However, financial undertakings are also required to conduct adequate due diligence provided for in Directives 2009/65/EC57, 2009/138/EC58, and 2011/61/EU59, CRD, MiFID, and ensure their own compliance with the applicable law. (…) Therefore, financial undertakings should check whether the information concerning Taxonomy- alignment of economic activities provided by their counterparties includes adequate documentary evidence that respective individual TSC are met. 

EC (Q37): However, financial undertakings should obtain adequate documentary evidence, such as Taxonomy-disclosures by the non-financial undertakings under the Disclosures Delegated Act, ascertaining that undertakings to which they are exposed meet the minimum safeguards to be able to compute as Taxonomy-aligned the exposures to those undertakings.

This interpretation is operationally impracticable, and goes beyond what is required from the level 2 legislation. 
The answer provided creates an operational overburden for FMPs: financial undertakings that handle investment portfolios with hundreds of counterparties cannot obtain individual documentary evidence from investee companies. FMPs mostly rely on data providers to fill their taxonomy reporting, and it would be hugely disproportionate to ask them to individually check Minimum Social Safeguards (MSS) compliance of counterparties. In addition, as taxonomy data is subject to external verification, such complementary due diligence is also unnecessary: external auditors are much better placed to assess compliance of MSS than investment teams of financial institutions.

Question 31: How should financial undertakings compute the breakdowns of their KPIs per environmental objectives?

EC: Where the same exposure is relevant for two or more environmental objectives, financial undertakings should allocate it to the most relevant objective based on the information provided by the non-financial counterparty. Double counting is not allowed.

This interpretation is flawed, financial undertakings should not bear the responsibility of choosing between several environmental objectives; the non-financial entities should clarify which is the main objective pursued.

Question 23: If a credit institution assumes that buildings with an expired EPC class A which constitute collateral of residential mortgages in its portfolio are within the top 15% of the national or regional building stock expressed as operational primary energy demand (PED), would this constitute an estimate that could only be used for voluntary reporting? 

[bookmark: _Hlk158912354]EC: Assuming that buildings with expired EPC class A labels are automatically in the top 15% performance bracket alone would not on its own suffice to ascertain their Taxonomy-alignment and their inclusion into the numerator of relevant KPIs. Estimates of Taxonomy-alignment may, however, be disclosed on a voluntary basis separately from the mandatory KPIs together with the methodology used to calculate such estimates.
[bookmark: _Hlk158912339]
[bookmark: BorderPlate]Assumption that buildings with expired EPC class A labels are automatically in the top 15% performance bracket alone should be sufficient to ascertain their Taxonomy-alignment and their inclusion into the numerator of relevant KPIs; otherwise the investigation and reporting burden for FMPs would be excessive. 


Section 1. Context: Nevertheless, in the absence of sufficient data and adequate evidence, financial undertakings are encouraged to disclose on a voluntary basis and separately from their KPIs: […] 
· any information in relation to a partial alignment of their exposures with the EU Taxonomy (i.e. where only certain Taxonomy criteria are met or are proved to be met). 

There is no requirement in the delegated act to publish information on partial alignment of FMPs exposures. In addition, this would be practically unfeasible and would put an excessive burden on financial actors. Indeed, FMPs do not have the resources to check partial alignment of thousands of counterparties they hold in their portfolios.



ANNEX: quantitative templates to be filled in by an insurance group according to the Q&A

Underwriting KPI 
· 1 mandatory template (Annex 10 of DDA) for the non-life underwriting KPI
· 5 mandatory templates on nuclear & gas exposures (Annex 12 of DDA + Q.29 of EU Commission Q&A December 2023)

Investment KPI
· 3 mandatory templates (annex 10 of DDA)
· 3 optional templates with the voluntary information in case the data from counterparties is estimated (Commission Draft Notice 2022 – Q.20)
· 1 optional template with voluntary additional quantitative information on counterparties not subject to the Taxonomy Regulation (Art 7 paragraph 7 of DDA)
· 5 mandatory templates on nuclear & gas exposures with regards the turnover-based investment KPI (annex 12 of DDA)
· 5 mandatory templates on nuclear & gas exposures with regards the CapEx based investment KPI (annex 12 of DDA)

Consolidated KPI
· 1 template with combined insurance KPIs mixing underwriting and investment KPI (Q4 of EU Commission Q&A December 2023) 
· 1 template with all financial KPIs of a group + the consolidated group KPI (Q7 of EU Commission Q&A December 2023)

· 25 tables only for taxonomy regulation, of which more than half (15) on nuclear and gas 
· Tables are highly complex and will only create confusion for readers. 



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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