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Insurance Europe takes note of the Final Report on draft Regulatory Technical Standards (RTS) released by the European Supervisory Authorities (ESAs) in December 2023, responding to the EC call for advise on the review of Principle Adverse Impact (PAI) indicators and inclusion of decarbonisation targets and to address technical issues that have emerged since the SFDR was introduced.

In that respect, the insurance industry would like to highlight the following key elements, which must be considered when studying the ESAs report for potential endorsement by the Commission. 

General considerations

It is critical that the level 1 and level 2 reviews of the SFDR are coordinated to guarantee legal certainty and deliver a successful law-making process, preventing overlapping and double efforts. Consequently, European insurers support the EC delaying the adoption of the level 2 measures proposed by the ESAs to reconsider changes to the SFDR holistically. The assessment of whether changes and new disclosures should be introduced in the RTS should be done together with the holistic review of the framework. The SFDR is a part of a larger set of regulatory initiatives (including the CSRD, the Taxonomy Regulation, the CSDDD, the IDD, and the ESAP which are interconnected, but the infrastructure between these different sets of regulation is still not in place), and PAI reporting only started in June 2023 Therefore, adding further requirements at this stage seems premature. Instead, further feedback from the implementation of current requirements, and a consolidation exercise of the data infrastructure between the different sets of regulation should take place to ensure that the regulation already in force works as intended, fulfils its purpose and creates value for investors. Stability is necessary to address the current confusion and ensure the credibility of the regulation for financial market participants (FMPs), consumers and investee companies.
 
The mandate of the EU-Commission to the ESA to work on Level 2 amendments coincided with the EU-Commission's consultation on a potential review of Level 1. While the Level 1 review itself will be taken up by the new EU-Commission and therefore, timeline and content are still unclear, the scope of the consultation already made apparent that substantial changes to Level 1 (eg potential amendments to Article 8/9 differentiation, potential introduction of a product classification system, potential removal of entity reporting incl. PAI reporting) can be expected with almost certain extensive implications for Level 2. Therefore, having the first wave of Level 2 implementation just finished and the next Level 1 wave already on the horizon, a triple implementation effort due to a premature Level 2 update should be avoided. Combining the Level 1 and Level 2 reviews would also allow the Commission to account for the results of the consumer testing of the ESA’s proposed amendments, which revealed that the updated templates do not lead to the desired reduction of complexity and thus improvements in customer understanding. Changes to the RTS should be postponed until evidence suggests that the benefits of an update outweigh the costs. We also see a significant risk that the quick succession of disclosure changes, in combination with substantial implementation costs and little acceptance by consumers, could discourage financial market participants from offering products with sustainable elements. 

It is vital that PAI indicators are consistent and aligned with disclosure requirements under the European Sustainability Reporting Standards (ESRS) to ensure the ability of financial market participants to perform their PAI statement disclosures. For example, the following PAI indicator suggested by the ESAs is not covered by the ESRS: Amount of accumulated earnings in non-cooperative tax jurisdictions applying to investee companies where the total consolidated revenue on their balance sheet date for each of the last two consecutive financial years exceeds a total of EUR 750 M (new addition to mandatory social indicators).  

Insurance Europe supports the extension of the materiality assessment to all disclosure requirements and datapoints (but the ESRS 2 General Disclosures), as introduced by the Delegated Act (DA) on ESRS to ensure proportionality in reporting requirements and the relevance of reported information. Yet, the EU Commission should propose a solution to make sure that FMPs are able to meet their own requirements. The solution currently proposed by the ESAs - ie adding a disclosure on the share of companies who assessed the PAI as not material - will only complicate the understandability of PAIs and create an overburden for FMPs. Therefore, European insurers strongly advocate for the publication of a coverage ratio alongside PAIs indicators which will improve clarity and relevance. Moreover, European insurers consider that entity level disclosure should be made exclusively via CSRD/ESRS. 

Instead, adding extra mandatory (or optional) indicators 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 (even though the lack of data will persist for non-CSRD companies, leaving FMPs with challenges collecting the data required). To ease this, the timing of the different regulatory requirements (SFDR, EU Taxonomy, IDD and CSRD) should be aligned and coherent. If this is the case, additional reporting requirements should lead to lower market data licence and data onboarding costs.

Adding new SFDR KPIs further increases the complexity of templates and comes with additional costs for financial market participants (FMPs) providing and collecting this information. Such addition clashes with President von der Leyen proposals to reduce the reporting burden by 25%. For new proposed KPIs, even if data is available in the provider market, the coverage might still be limited so FMPs would need to collect or estimate them via best effort. Hence, the meaningfulness of additional KPIs might be reduced despite the aim of improving transparency on sustainability aspects. If data is not available at investee company level for investments in target funds, it might be necessary to collect this data via industry templates (like the European ESG Template). If new KPIs are introduced, companies need enough time to implement the necessary systems and processes (including IT ones). 

If the proposed amendments are adopted, it must be made clear which Q&As are affected and the updated and consolidated Q&As should be published together with the new RTS, as this would be an important tool to support FMPs’ implementation. The ESAs and the EC may consider following up with further guidance for FMPs, consumers and investee companies. This could be done, for instance, by taking inspiration from the educational videos on the draft ESRS that EFRAG published on its website. 

Changes aimed at the improved simplicity, readability and usability of the SFDR templates are appreciated, since the current length and complexity create confusion for consumers. The proposed dashboard and the use of cross referencing in periodic disclosures are steps in the right direction, but further substantial simplification is needed. Indeed, it is crucial that the SFDR templates are usable for the retail customers for whom they are intended. Therefore, Insurance Europe stresses the need for a focus on ensuring the usability and quality of existing disclosures requirements rather than on expanding them, as well as the need for translating editable SFDR templates into EU national languages in a timely manner to create a level playing field. 
 
Reporting on alignment with Taxonomy nuclear/fossil gas investments should be amended to prevent overlaps between pre-contractual and periodic disclosures. For pre-contractual templates, ESAs proposed to include a graph showing the product’s total Taxonomy alignment and the share of Taxonomy-aligned nuclear/fossil gas investments. The pre-contractual disclosure is expected to communicate to customers the product/investment intention (which is already addressed by the sentence This product commits to make a minimum of x% EU Taxonomy-aligned investments), not the actual Taxonomy-aligned investment exposure (which is disclosed in the periodic disclosures). Hence, the graph should be removed and instead require disclosure as one of these sentences: (a) “This product might include Taxonomy-aligned nuclear and/or fossil gas investments. The actual share will be provided as part of the annual product reporting”; or (b) “This product commits to not making any nuclear and/or fossil gas related investments, including Taxonomy-aligned nuclear and/or fossil gas investments.”

European insurers question the choice made by the ESAs to keep the same denominator - all investments - for every PAI. In fact, PAI indicators have been designed to apply to certain asset classes (sovereigns, corporates, real estate) and should therefore be calculated on such asset classes. Otherwise, there is a risk of greenwashing as PAI indicators will be extremely diluted. Having such diluted PAI indicators will also jeopardize the ability of FMPs to set targets and monitor them over time.

European insurers also question the definition of ‘all investments’ adopted for the insurance sector: the definition encompasses many assets that have nothing to do with investments (ie deposit to cedants, cash equivalents) and will artificially increase the denominator of PAI indicators. Again, this will result in highly diluted indicators for insurers and thus in a risk of greenwashing. European insurers recommend adopting a definition that only consider investments.

The ESAs’ proposals include a clarification that sustainable investments can be measured at activity or company level. Moreover, the draft RTS introduce a requirement to state which of the two calculation methods is used to determine the share of sustainable investments at product level. While European insurers agree that more transparency is needed as regards the approach taken by product providers (to allow for true comparability of products), the assumption that the same approach can be taken for all asset classes is concerning. In the absence of a common methodology per asset class and against the background of SFDR being a transparency regime, European insurers would welcome an amendment of the disclosure question to allow for differentiated disclosure by asset class. In any case, it should be allowed to disclose a mixed approach at product level. To strengthen comparability across products and to improve consistency between the SFDR and the Taxonomy, European insurers strongly suggest applying activity level definition and calculation for investee companies in line with the EU Taxonomy.

Additional considerations

In their technical advice, the ESAs have gone beyond what was explicitly requested by the Commission, and are proposing further changes on disclosures, such as:

· A new dashboard with a summary of key information at the beginning of the SFDR templates, which must also be included in the website disclosure. Insurance Europe supports the proposed dashboard in the SFDR templates, as it would provide consumers with a straightforward highlight of the key characteristics of the product. It can also become a useful instrument to favour the matching between consumers sustainability preferences expressed during the suitability test and the product features. However, careful consideration must be given to the fact that it does not become an extra layer of reporting/information. In the interests of accessibility and readability for consumers, the length of the templates should be significantly reduced. Consumers who are interested in more detailed information than the information presented in the dashboard could be referred to the internet page in accordance with Article 10 SFDR. To avoid duplications, all the information disclosed in the dashboard should be removed/reduced from the main body of the template. Insurance Europe appreciates the addition of icons as it helps consumers navigating the documents. Consumers can find the key information in the dashboard and more detailed information in the subsequent sections of the document where the same icon is used. Insurers also welcome the option of layering, to put consumers in control of the type and amount of information they wish to receive.

· Possibility to provide periodic disclosures for MOPs by cross-referencing to the relevant sectoral SFDR disclosures, including website disclosures made in accordance with Article 10 of Regulation (EU) 2019/2088, where the number of invested options is significant. The ESAs are of the view that the cross-referencing should be to the specific document where the SFDR disclosure is Annexed to. Insurance Europe welcomes the possibility to use cross-referencing to the existing SFDR disclosures for MOPs periodic disclosures, which will simplify the provision of information. European insurers advocate for flexibility in disclosure requirements of Multi-Option Products (MOPs). The underlying investment options are sometimes numerous in MOPs and this needs to be considered in the legislative framework. As suggested by the ESAs in the report, European insurers welcome that provisions like Article 20(5) and Article 21(5) EU 2022/1288 are inserted in Article 65 and Article 66 regarding hyperlinks in the framework of MOPs. However, the new wording of Articles 20, 21, 65 and 66 requires FMPs offering MOPs to develop statutory templates not only for investment options which are “financial products” within the meaning of Article 2 SFDR but also for investment options which are themselves not in the scope of the SFDR. While European insurers agree that information on the sustainability characteristics should be provided also for investment options which are not in themselves “financial products”, insurers should have enough leeway to reflect the specificities of these options in their disclosures. Furthermore, it would be very challenging - and oftentimes not possible - to obtain a standardised template for an investment option if the provider of that investment option is not required by law to create one.

· A requirement to produce the SFDR disclosures in machine-readable format to permit storage on the European Single Access Point (ESAP). In particular, the ESAs indicate Inline XBRL as machine-readable format. Insurance Europe welcomes the harmonisation of formats with the sustainability information in the ESRS. However, considering that the ESAP will come into force no earlier than 2028, more time should be allocated for the technical implementation.

· Insurance Europe welcomes the use of consumer testing to ensure that any new disclosures have no unintended consequences, are meaningful, meet consumers’ information needs and improve their understanding of the products. However, Insurance Europe recommends legislators and authorities to conduct a more extensive consumer testing of any new requirement, in a larger number of countries and with a more representative sample of consumers (eg the IT and PL testing were performed with university students).

· It is critical to provide the industry with at least a year for implementation after the revised Level 2 texts are published in the Official Journal of the EU.

· European insurers agree that the notion of ‘all investments’ aims to cover all the investments made by the financial market participant. The meaning and scope of ‘all investments’ depends on who makes the ‘investment decision’. The SFDR uses the term ‘investment decision’ either connected to customers or to financial market participants. Article 4 SFDR requires financial market participants to publish a statement where they consider principal adverse impacts of [their] investment decisions on sustainability factors (‘Transparency of adverse sustainability impacts at entity level’) (see also Art. 6 SFDR RTS: ‘principal adverse impacts of their investment decisions’), while eg Recital 19 refers to the investment decision of the end investor (customer). Therefore, PAI reporting on entity level should exclusively cover investments made by the financial market participant itself, ie proprietary owned investments, where the investment decision lays with the financial market participant. For unit-linked contracts, the investment decision itself is made by the customer. The customer decides for a specific product out of several options and hence, explicitly or implicitly chooses the option to invest in, not the financial market participants. European insurers recommend including in Annex I point (4) ‘current value of all investments’ (p. 75 of ‘Joint Consultation Paper - Review of SFDR Delegated Regulation regarding PAI and financial product disclosures’) the wording “[…] investments of the financial market participant, [where the investment decision is made by the financial market participant]”.






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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