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[bookmark: _Hlk167791022]Background information
The European Commission is carrying out a comprehensive assessment of the Sustainable Finance Disclosure Regulation (SFDR), looking at issues such as legal certainty, usability and how the Regulation can play its part in tackling green washing (i.e. level 1 review).

Between September and December 2023, the European Commission ran two consultations (public and targeted) on the implementation of the SFDR; Insurance Europe submitted its response to the targeted consultation in December 2023 (ECO-LTI-23-100).

In April 2024, the EU Platform on Sustainable Finance (PSF) invited insurers to share their input on the potential introduction of a categorisation system for financial products (ECO-CRISF-24-068). Key positions expressed during this outreach event are summarised below:   
Any categorisation system should be inter-operable with the mandatory advisory process under IDD/MiFID II. 
It should be suitable also for broadly diversified portfolios and the diversified range of products that they cover, like general accounts for life insurance products or multi-asset funds and be based on information provided under the SFDR. 
There is merit in mutually exclusive categories, however it is crucial that Multi-Option Products and fund-of-funds can be allocated to a category. 
There is support for introducing a transition category, which criteria should be built on existing disclosure requirements/KPIs. 
Products heavily invested in public debt are penalized under the current SFDR regime.

On 18 June 2024, the ESAs published their joint opinion on the assessment of the SFDR (ECO-CRISF-24-097), which recommends introducing a product classification system as follows: 
	Sustainability categories for financial products	Comment by Insurance Europe: Would members support introducing these sustainability categories, as suggested by the ESAs?

	‘Sustainable’ category
	‘Transition’ category
	Non-categorised products

	For products that invest in economic activities/assets that are already environmentally and/or socially sustainable
	For products that invest in economic activities/assets that are not yet sustainable, but which improve their sustainability over time to become environmentally or socially sustainable
	Products that have sustainability features but do not qualify for the sustainability categories should disclose on their sustainability features in regulatory documents, and face restrictions on using ESG/sustainability-related terms in naming and marketing 

Products that do not have sustainability features at all should include a disclaimer, and should not be allowed to use ESG/sustainability-related terms in naming and marketing

	Clear and objective minimum criteria
	Mix of EU Taxonomy KPIs, transition plans, decarbonisation trajectories
	

	Comply with a minimum ‘sustainability threshold’; for environmentally sustainable products, such a threshold should be based on investments in EU Taxonomy-aligned economic activities and could evolve over time
	Consider initial ambitious but realistic share of investments, which can grow over time to reflect the progressive improvement of environmental performance
	

	Sustainability indicator for financial products	Comment by Insurance Europe: Would members support introducing this sustainability indicator for all financial products covering environmental/social sustainability? (according to the ESAs recommendation). If so, which is the preferred option? 

	Option 1
	Option 2 
	Examples for grading 

	One narrow indicator measuring climate change mitigation based on financed emissions, which is translated into a contribution to climate change presented in nutri-score like system (non-categorised products are excluded)  
	One broader indicator giving the best grade where the expected impact on the environment or society is significant, based on a decarbonisation target or a social improvement expected from the investment strategy 
	[image: A screenshot of a computer screen

Description automatically generated]



The other recommendations of the ESAs are as follows: 	Comment by Insurance Europe: Do member agree with the other recommendations made by the ESAs?
Consider revisiting the coexistence of the two parallel concepts of ‘sustainable investment’ defined in the SFDR and ‘Taxonomy-aligned investment’ defined in the EU Taxonomy: the ESAs suggest making the key parameters under art. 2(17) of the SFDR prescriptive. The EC should also prioritise completing the EU Taxonomy and extend it to social sustainability.
Consider improvements in sustainability disclosures: the EC should prioritise only essential information for retail investors, while professional investors may benefit from more detailed information.
Consider including other products in the SFDR scope to ensure harmonised disclosures, e.g. multi-option products (MOPs) operating under non-discretionary management.
Consider key adverse impact indicators for all financial products, based on a cost-benefit analysis justifying the introduction of such requirement.
Consider introducing a framework to assess the sustainability features of government bonds, based on general criteria which address the specificities of this asset class.

On 21 June 2024, Insurance Europe held a meeting with the Sustainability Unit of EIOPA, a newly established cross-sectorial unit for the management of all sustainable finance-related files through a horizontal approach. The Sustainability Unit foresees the proposed ‘Sustainable’ and ‘Transition’ product categories as separate and distinct from the existing SFDR arts. 8 and 9, which should only define the measures for transparency in pre-contractual disclosures.  

The purpose of this document is to formalise Insurance Europe’s position on the level 1 review of the SFDR, considering the input received and discussions held since our written contribution of December 2023.

Insurance Europe’s updated position on the SFDR Level 1 review	Comment by Insurance Europe: Should our position be update in light of the advice published by the ESAs ?
The following position builds on the key messages shared with the European Commission in December 2023, 
which were also published on the Insurance Europe website. The proposed updated position below reflects the input received and discussions held since December 2023. 
The SFDR’s main goal should remain product transparency. One of the main reasons for today’s dysfunction is the misinterpretation of the goals of the SFDR as a categorisation system.
The SFDR review should focus on disclosure simplification. The SFDR templates are difficult to understand for consumers, and the increased disclosure requirements have surged the burden on product manufacturers with no significant increase in consumers comprehension and protection. 
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 ESRS. A more effective and coherent EU sustainable finance legislative framework could be attained by increasing consistency between entity-level disclosures in SFDR and in the ESRS under the CSRD, while product-level disclosures should be covered by the SFDR. Moreover, the mandatory list of PAI indicators should be revised to only keep the most relevant ones.
Before considering other changes, priority should be given to streamlining, simplifying and harmonising the transparency requirements under the SFDR. As such, further guidance on the concept of sustainable investments rather than a strict definition should be provided.

Regarding the potential introduction of a categorisation system for financial products:

Any categorisation system should be added to the existing SFDR framework; it should be built on the existing SFDR framework and be based on information provide under the SFDR. (Re)insurers call for simplification of the framework which will be of benefit for providers, investors and retail consumers as well.
Categories should be built on existing arts. 8 and 9 products, by clarifying and adding criteria to underpin the existing concepts of environmental/social characteristics, sustainable investment, do not significant harm, etc. There is merit in mutually exclusive categories. However, it is crucial that Multi-Option Products and fund-of-funds can be allocated to a category, as well as clarity is needed on what occurs when a fund may cross a number of differing categories.
Categories should be suitable for broadly diversified portfolios and the diversified range of products that they cover (e.g. life insurance products or multi-asset funds). Categories should guarantee that all investment instruments (e.g. government bonds) of the portfolios are covered by the metrics underpinning the system. 
Any categorisation system should better integrate sovereign exposures: this asset class is penalized under the existing SFDR framework, despite being often used by insurers to provide customers a diversified portfolio with good returns for their savings and pensions, and for the asset-liability matching that is core to the insurance business model.
Insurers support the introduction of a ‘transition category’ qualified through criteria such as: exclusions strategy; pre-defined, measurable, positive Environmental-, Social-, Governance-related outcome; credible transition plan. Climate transition targets should include carbon removal and evaluation of transition pathways of sovereigns by using available frameworks like Assessing Sovereign Climate-related Opportunities and Risks (ASCOR).
Categories should be the reference for the integration of sustainability preferences, as part of the suitability assessment under the Insurance Distribution Directive (IDD)/Markets in Financial Instruments Directive II (MiFID II). Furthermore, any categorisation system should be inter-operable with the mandatory advisory process under IDD/MiFID II. Accordingly, (re)insurers call for an alignment between IDD and SFDR requirements.
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 another country. 
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