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ICI Global Response to the ESAs’ Consultation on Proposed Regulatory Technical Standards (RTS) for
the EU’s Sustainable Finance Disclosure Regulation (SFDR)

[Please note that the consultation utilized a template with each consultation question (including an
opportunity for introductory comments) followed by a text box for the response. We used the template

to file the below responses on 1 September 2020.]

Introductory comments

We are responding to this consultation on behalf of the members of ICI Global, which carries out the
international work of the Investment Company Institute, the leading association representing regulated
funds globally. ICI’'s membership includes regulated funds publicly offered to investors in jurisdictions
worldwide, with total assets of US$33.9 trillion. ICI seeks to encourage adherence to high ethical
standards, promote public understanding, and otherwise advance the interests of regulated investment
funds, their managers, and investors. ICl Global has offices in London, Hong Kong, and Washington, DC.

We appreciate the opportunity to provide feedback to the European Supervisory Authorities (ESAs) on
the proposed regulatory technical standards (RTS) for the sustainable finance Disclosure Regulation
(SFDR). We acknowledge the challenges the ESAs face in drafting the RTS, including the novelty of the
subject matter, the compressed timeline mandated by level 1, ambiguity in the level 1 text, and lack of
certainty given other pieces of related legislation that are not yet final. We appreciate the efforts the
ESAs have put into this proposal, and we support the objectives of ensuring end investors receive
meaningful information about their investments.

Timeline. As an initial matter, we reiterate our concerns about the extremely compressed
implementation timeline and urge moving the SFDR’s 10 March 2021 application date to 1 January 2022.
This timeline would allow for more well-considered implementation of the new disclosure requirements
and better coordination across other important pieces of sustainable finance legislation. For Europe’s
sustainable finance action plan to succeed, the SFDR’s framework for sustainability-related disclosures
must connect seamlessly to other building blocks of the European Union’s sustainable finance
legislation, including the Taxonomy Regulation and the Non-Financial Reporting Directive (NFRD).

An application date of 1 January 2022 would align with the Taxonomy’s first set of product disclosure
requirements, as well as the likely application timeline for the delegated acts under the UCITS Directive,
which will integrate consideration of sustainability risk into the investment process. It also would
provide time for the European Commission to complete its review of ESG-related corporate disclosure
requirements under the NFRD. We discuss our specific concerns with the current timeline throughout
our response.

Manager-level disclosure. As a starting point, we do not believe that the proposed firm-level aggregate
guantitative disclosure will provide investors with meaningful information about the sustainability
impacts of their investment. The proposal would require a manager to disclose to investors a list of
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metrics (i.e., ‘principal adverse impact’ indicators) that represent aggregated information for tens of
thousands of investments made across all of the funds and client mandates that a manager manages.
This would not provide any useful information to an end investor about the specific products in which
they are invested or considering investing.

We also strongly disagree with the proposed treatment of any positive value of an indicator as
representing a ‘principal adverse impact.’ This ‘one-size-fits-all’ approach fails to take into account
whether an indicator is relevant across sectors, asset classes, geographies, and investment strategies.
The proposal’s overly strict approach further exacerbates these issues, as it will force managers to
obtain and disclose ‘bad’ data, without providing needed flexibility for managers to navigate issues with
data availability, quality, and relevance.

We are deeply concerned that the proposed entity-level disclosure requirements will create an
enormous operational challenge, with huge, uncertain costs and intensive use of resources in exchange
for (at best) questionable benefit to investors. In our view, the proposed approach also goes significantly
beyond what is contemplated in the level 1 text, lacks proportionality, and fails to achieve much-needed
coherence with other key pieces of sustainable finance legislation.

We therefore urge the ESAs to take a proportional, measured approach that focuses on the principles-
based elements of SFDR Art. 4 and allows managers to undertake optional disclosure of the Table 1
indicators, with the discretion to disclose information that the manager determines is sufficiently
meaningful, available, and reliable for a sector, industry, or investment. If the ESAs determine that some
mandatory indicators are necessary, we then recommend that the ESAs prioritise disclosure of an initial
subset of indicators that have broader relevance across sectors and asset classes and where data is both
more widely available and reliable. Regardless, it is essential that managers be able to use ‘reasonable
efforts’ or ‘good faith efforts’ to obtain data from investee companies and have flexibility to explain
where they have not included data from all investments. These reasons would include where the data is
not available (e.g., for certain asset classes), where the data is not reliable (e.g., no methodological
consensus), or where the data is not relevant (e.g., for a particular sector or asset class).

We note the SFDR’s evaluation provision (Art. 19) provides an opportunity to begin with less prescriptive
requirements after which the Commission will assess if and when additional disclosure should become
mandatory. During this evaluation window, we recommend that the Commission perform a study of
sustainability impact data to inform any subsequent legislative proposal.

Product-level disclosure for ESG funds. We recommend shifting the proposed balance of information

between pre-contractual and website information requirements to make the information more useful
for investors. To ensure that the pre-contractual information is meaningful to end investors, it must be
focused on information that will help investors make decisions about which product to invest in, while
reserving technical details for the ‘Sustainability-related disclosures’ section of the website.
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We also urge flexibility in the timeline for the 10 March 2021 compliance date for product-level
disclosure requirements, given that the product disclosure templates will not be released for
consultation until September 2020. The RTS will not likely be completed until end of January 2021, and
the pre-contractual disclosure then will need to go through the approval process at the NCA level. In
addition to the issues with timing and sequencing, we discuss specific areas where we have particular
concerns about the lack of substantive coherency or consistency among the SFDR, the Taxonomy
Regulation, and the NFRD, such as the disclosure requirements around ‘sustainable investments’ and
the principle of ‘do no significant harm’ (DNSH).

Question 1: Do you agree with the approach proposed in Chapter Il and Annex | — where the indicators
in Table 1 always lead to principal adverse impacts irrespective of the value of the metrics, requiring
consistent disclosure, and the indicators in Table 2 and 3 are subject to an ‘opt-in’ regime for
disclosure?

No, we do not agree with the proposed approach, for the following reasons:

1. Firm-level aggregate quantitative disclosure does not provide meaningful information to
investors about their investments.

2. The proposed ‘one-size-fits-all’ approach, where the indicators in Table 1 always lead to ‘per se’
principal adverse impacts irrespective of the value of the metrics, fails to take into account
whether an indicator is relevant across sectors, asset classes, geographies, and investment
strategies.

3. The proposed approach will force managers to obtain and disclose ‘bad’ data, without providing
needed flexibility for managers to navigate issues with data availability, quality, and relevance.

4. The proposed approach goes significantly beyond what is contemplated in the level 1 text.

5. The proposed requirement to calculate continuously aggregate PAl indicators over a reference
period is needlessly onerous.

6. The proposed approach creates an enormous operational challenge and corresponding cost
burden, with (at best) questionable benefit to investors.

7. The proposed approach lacks coherence with other key pieces of sustainable finance
legislation—namely, the Taxonomy Regulation and the Non-Financial Reporting Directive
(NFRD).

8. The proposed approach to PAI creates uncertain legal liability for asset managers.

9. The proposed approach is not proportional.

We explain in more detail below.

1. Firm-level aggregate quantitative disclosure does not provide meaningful information to
investors about their investments.
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Firm-level aggregate quantitative disclosure does not provide investors with any meaningful or
decision-useful information about the sustainability impacts of their investment. SFDR aims to provide
end-investors with information about the sustainability impact of their investments. More specifically,
SFDR ‘aims to reduce information asymmetries in principal-agent relationships with regard to the
integration of sustainability risks, the consideration of adverse sustainability impacts, the promotion of
environmental or social characteristics, and sustainable investment, by requiring financial market
participants and financial advisers to make pre-contractual and ongoing disclosures to end investors
when they act as agents of those end investors (principals).” (See SFDR Recital 10). The proposed
approach, however, would require a manager to disclose to investors a list of metrics (i.e., PAI
indicators) that represent aggregated information about tens of thousands of investments made across
all of the funds and client mandates that a manager manages.

Manager-level, quantitative disclosure of sustainability impact does not provide useful information to
end investors about the specific products in which they are invested or considering investing. A fund
investor would review this information either in the context of an ongoing fund investment or to obtain
information about funds in which they are considering investing. In either case, fund-level information is
what is most relevant to the investor. We recognise that the level 1 text requires entity-level disclosure,
but an investor would be better served by the qualitative entity-level disclosure outlined in SFDR Article
4(2)(a) and (b), which can be tailored to the size of an asset manager, the nature and scale of its
activities, and the types of financial products it makes available.

The proposed list of indicators provides little information on substantive sustainability impact and
instead indicates only the size of the asset manager and the spectrum of investment strategies that it
manages. For example, an asset manager with a large amount of assets under management will show a
higher adverse impact than a smaller asset manager merely because of greater amount of activity
engaged in by the larger manager. A manager with a significant focus on broad index strategies or
emerging markets is likely to show a higher adverse impact than a manager that focuses on tech sector
investments. Managers’ entity-level PAl indicators will differ based on their size and the types of
investment strategies they manage, but those metrics do not provide any meaningful information to an
investor about the differences in those managers’ approaches to adverse sustainability impact.

2. The proposed ‘one-size-fits-all’ approach, where the indicators in Table 1 always lead to ‘per se’
principal adverse impacts irrespective of the value of the metrics, fails to take into account
whether an indicator is relevant across sectors, asset classes, geographies, and investment

strategies.

We strongly disagree with the proposed approach’s treatment of any positive value of an indicator as
representing a ‘principal adverse impact.’ This approach ignores that analysis of adverse sustainability
impact is not one-size-fits all and that relative performance and directionality matter.

Both the Taxonomy Regulation and NFRD recognise that adverse sustainability impact analysis must
be tailored to different sectors and industries. For example, the Taxonomy’s ‘do no significant harm’
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(DNSH) analysis is not identical for each economic activity; rather, it includes tailored, sector-specific
thresholds. In the context of the NFRD, the Commission has proposed encouraging companies to
disclose principal adverse impacts (PAIl) based on whether the metrics are relevant to the company
based on sector, activities, etc. As another example, one of the proposed indicators—the share of
investments or investee companies without a deforestation policy—may be highly relevant in the
context of extractives and mineral processing but may be much less relevant for a company in the
financial sector.

Relative performance and directionality are more meaningful measures of sustainability impact than
an absolute metric without context. For example, comparing the carbon emissions of a cement
company to a healthcare company is not a useful exercise. When analysing sustainability impact, a
manager instead would seek to understand how the cement company performs on carbon emissions
relative to other companies in that sector and whether its performance is improving over time.

The proposed approach creates a ‘tick-the-box’ compliance exercise rather than meaningful disclosure
of adverse sustainability impact. Rather than providing managers with the flexibility and discretion to
account for differences in strategies, sectors, and investments, this approach substitutes managers’
expertise with a laundry list of metrics that may bear no relation to the actual sustainability impact of a
company in which a manager invests. The result is a ‘tick-the-box’ compliance exercise that does not
provide end-investors with meaningful or decision-useful information about the products in which they
are invested or considering investing.

We further caution that the proposed approach would fail to account for investments in transition
activities—for example, high-emissions companies that are working toward lowering their emissions.
We do not believe that the EU’s climate objectives are well-served by penalising transition investments.

3. The proposed approach will force managers to obtain and disclose ‘bad’ data, without providing
needed flexibility for managers to navigate issues with data availability, quality, and relevance.

The ‘best efforts’ language in RTS Art. 7 requires a manager to obtain 100% data coverage for each
indicator for tens of thousands of investments—regardless of data availability, quality, or cost. If the
data is not available from an investee company, RTS Art. 7.2(b) requires the use of ‘best efforts’ to
obtain the data from elsewhere, whether a data provider or internal modelling or research. We are
strongly concerned that this ‘best efforts’ language effectively requires a manager to achieve 100% data
coverage for each indicator across tens of thousands of investments, ignoring issues with availability,
quality, relevance, and cost of that data. We explain in our response to Question 2 why this ‘best efforts’
requirement lacks proportionality, and we recommend an alternative approach in our response to
Question 3.

The proposed approach does not provide managers with the necessary flexibility to address gaps in
data availability or quality. This approach fails to account for differences in data availability or quality
by region, asset class, size of company, and many other factors. Rather, it assumes that managers will be
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able to obtain quality data on 32+2 indicators from investee companies across tens of thousands of
securities. This assumption is not valid. As we discuss further in our response to Question 5, many of
these indicators are based on data that is not yet widely available from investee companies or across all
asset classes. Corporate issuers are not required to disclose the vast majority of this data, even in the
EU. Although the EC aims to address this shortcoming in the upcoming NFRD review, the lack of data
availability will not be resolved before the compliance date for the aggregate entity-level disclosure
requirement. The revised NFRD will be applicable at least two years after the application of SFDR, and
the NFRD will capture large companies based in the EU or at the maximum with some presence in the
EU, but not the broader range of investee companies.

Without more flexibility, the proposed approach effectively will create a legal obligation for managers
to purchase expensive data from third party service providers without regard for data quality and
with questionable benefit to investors. Given the requirement for 100% coverage across tens of
thousands of investments, asset managers will be forced to obtain data from service providers that is
based on modelled information with significant variations in inputs and assumptions. Legally mandating
disclosure of this modelled information is tantamount to requiring managers to purchase this data from
providers, even though the reliability of this data is unlikely to be consistent across providers given that
they obtain data from different sources, make different assumptions, and frequently estimate data
using different methodologies. This requirement is not proportionate to the pursued objectives. In
addition, these costs are not justified by a corresponding significant benefit to investors given the
current availability and reliability of data.

We caution that requiring 100% data coverage for an indicator will result in the inclusion of low
quality data, which in turn will reduce the quality of the aggregate metric. Providing managers with
flexibility to navigate lack of data availability or concerns about data reliability will improve the quality of
the final aggregate indicator disclosures.

We therefore urge the ESAs to allow managers to use ‘reasonable efforts’ or ‘good faith efforts,’
which would provide managers with needed flexibility to navigate scenarios where 100% data
coverage does not exist, or where the manager has concerns about the quality of the data. This will
result in more meaningful disclosure to investors, as we explain further in our response to Question 3.

4. The proposed approach goes significantly beyond what is contemplated in the level 1 text.

In proposing a process that requires aggregating adverse impact indicators of tens of thousands of
different holdings across thousands of funds and accounts, the ESAs are imposing highly prescriptive
requirements for which there is no mandate in the level 1 text (and, as we noted above, this approach
also is inconsistent with the Taxonomy Regulation’s and the NFRD’s approaches). Rather, the level 1
text describes an approach where principles-based entity-level disclosure focuses on disclosure of firms’
policies and firms’ own means of identifying, prioritising, and engaging with companies on adverse
sustainability impacts.
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Although we recognise the level 1 reference to sustainability indicators and that the ESAs must put
forward a draft that references sustainability indicators in some way, the level 1 text does not direct
the ESAs to dictate a mandatory list of sustainability indicators. The level 1 text instead focuses on
importance of website disclosure of ‘procedures and descriptions of the principal adverse impacts’ (see
Recital 18), and we encourage the ESAs to implement the principles-based approach taken in SFDR Art.
4, which requires a description of adverse impacts, policies to identify and prioritise principal adverse
sustainability impacts, actions to address them and engagement policies, as well as references to
international standards.

We are concerned that the RTS Arts. 8 and 9 disclosure requirements on ‘Description of actions and
engagement policies to address principal adverse sustainability impacts’ and ‘Engagement policies’
unnecessarily go beyond the level 1 disclosure requirement, and we recommend specific changes to
the language to address this concern. The level 1 disclosure requires ‘a description of the principal
adverse sustainability impacts and of any actions in relation thereto taken or, where relevant, planned’
and ‘brief summaries of engagement policies in accordance with Article 3g of [SRD Il], where applicable.’
RTS Art. 8, however, requires a description of the actions taken and planned to avoid or reduce the
principal adverse impacts identified; and RTS Art. 9 requires an explanation of the reduction in principal
adverse impacts achieved by the actions taken during the reference period.

We have three specific comments to better align the RTS with the level 1 text:

1) The level 1 text requires a description of the actions planned, where relevant. See SFDR Art.
4.2(b). The draft RTS should include this relevance language. Without this relevance language,
the RTS effectively would require managers to generate forward-looking assumptions about
their actions with respect to PAI.

2) The level 1 text requires a description of actions taken (or planned, where relevant) in relation
to PAls. See SFDR Art. 4.2(b). The draft RTS goes beyond this to require a description of actions
taken to avoid or reduce the principal adverse impacts identified. The draft RTS should mirror
the level 1 language for consistency.

3) The draft RTS requires an explanation of the reduction in principal adverse impacts achieved by
the actions taken during the reference period. There is no corresponding requirement in the
level 1 text. We urge the ESAs to remove this requirement. This requirement assumes that all
asset managers are able to engage with all investee companies on all of the PAl indicators listed.
An asset manager may invest in tens of thousands of investee companies, however, and is also
engaging with these companies on issues that are not related to sustainability impact. Fund
managers do not have the resources to engage with each investee company on each of these
PAl indicators. A manager also is not able to assign specific outcomes to specific engagement
activities.

We have similar concerns about the Art. 10 provision that requires a description that specifies the
adverse impact indicators used in the assessment of PAI to measure adherence to international
standards or alignment with the Paris Agreement, and we urge the ESAs to remove it. The level 1 text
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requires ‘a reference to their adherence to responsible business conduct codes and internationally
recognised standards for due diligence and reporting and, where relevant, the degree of their alignment
with the objectives of the Paris Agreement.” RTS Art. 10 goes beyond the level 1 text and further
requires this disclosure to ‘specify the [] indicators used in the assessment of principal adverse
sustainability impacts referred to in Article 6 to measure that adherence or alignment.” As discussed
above, we have significant concerns about the proposed approach to the PAI indicators. This provision
imports the list of already problematic indicators into yet another context.

5. The proposed requirement to calculate continuously aggregate PAI indicators over a reference
period is needlessly onerous.

We urge the ESAs to reconsider the proposed approach to tracking PAl indicators over a reference
period for all of the investment decisions made during that timeframe. Obtaining the data is not the
only concern. Once a manager has obtained the data, it must build systems to analyse, aggregate, and
disclose the data according to the proposed continuous tracking methodology. This raises a number of
guestions on how this would work in practice.

e How would this apply to purchases and sales? E.g., subtracting carbon footprint of an
investment when it is sold? What if the carbon footprint has increased or decreased over the
holding period?

e How would this work for binary data points (e.g., proportion of companies with a biodiversity
policy)?

e How to account for use of derivatives, short exposures, non-equity securities?

e How to aggregate for a subset of companies where data is available and differentiate where part
of the data is not available for the aggregation?

e Will the ESAs publish additional formulas or methodologies?

We raise these questions to highlight how technically and operationally challenging this undertaking will
be to track these indicators over a reference period, for each purchase or sale for thousands of different
investee companies (and other exposures), and we urge the ESAs to reconsider this approach.

Concerns about ‘window dressing’ of PAI disclosure are unfounded. The ESAs raise concerns about
window dressing as the reason for choosing an approach that requires continuous calculation rather
than a point-in-time snapshot. These concerns appear to contemplate that managers are likely to
compromise their fiduciary duty and investment returns to improve the optics of their PAIl disclosure.
We assert that concerns about window dressing are unfounded and do not justify such an onerous
requirement. As we discuss in our response to Question 2, a point-in-time calculation methodology
would be more proportionate and would allow the ESAs and the Commission to first review managers’
actual disclosure and determine whether any window dressing is in fact occurring. Further, the RTS Art.
2 requirement to ensure that the disclosure is ‘clear and not misleading’ is the proper and sufficient
check on any disclosure statements.
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6. The proposed approach creates an enormous operational challenge and corresponding cost
burden, with (at best) questionable benefit to investors.

We are deeply concerned that the proposed disclosure requirements will pose huge, uncertain costs
and intensive use of resources in exchange for very little benefit to end investors. As we discuss
further in our response to Question 27, the proposal does not recognise the enormity of the operational
challenges and costs for a manager to create the infrastructure to gather, analyse, aggregate, and
disclosure 32+2 indicators across tens of thousands of securities. We expect this new disclosure to pose
significant costs—obtaining data from investee companies or data providers, developing in-house
analytical capabilities, implementing new systems to track PAl indicators across aggregate investments,
among other elements. Unfortunately, the preliminary impact assessment did not address the PAI
disclosure requirements, even though it is the most costly and resource-intensive element of the
proposal.

7. The proposed approach lacks needed coherence with other key pieces of sustainable finance
legislation—namely, the Taxonomy Regulation and the Non-Financial Reporting Directive

(NERD).

We note that the proposed PAI indicators are not aligned with the Taxonomy Regulation’s technical
screening criteria for significant contribution to environmental objectives, the ‘do no significant harm’
(DNSH) criteria, or the ‘minimum social safeguards.” We discuss this aspect further in our response to
Question 22 on the DNSH product-level disclosure. Although a ‘social’ Taxonomy is slated for
development, it is unclear whether or how it will be consistent with the proposed PAl indicators.
Similarly, the PAl indicators are not aligned with the NFRD’s disclosure requirements for corporate
issuers.

8. The proposed approach to PAI creates uncertain legal liability for asset managers.

It is unclear whether or how managers will be liable for the data they are disclosing on the PAI
indicators. It is also unclear whether deeming any positive value for a PAl indicator as a ‘per se’ principal
adverse impacts on sustainability will create liability for managers. We caution that an environment of
uncertain liability is not conducive to encouraging disclosure, particularly in the case of data that has
guestionable meaningfulness, availability, or reliability.

9. Finally, the proposed approach is not proportional.

See response to Question 2.

Question 2: Does the approach laid out in Chapter Il and Annex I, take sufficiently into account the
size, nature, and scale of financial market participants’ activities and the type of products they make
available?
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No, the proposed approach does not adequately take into account the need for proportionality as
mandated in the level 1 text, where SFDR Article 4(1)(a) requires a financial market participant to
publish a statement on due diligence policies with respect to principal adverse sustainability impacts,
‘taking due account of their size, the nature and scale of their activities and the types of financial
products they make available.” Proportionality is also consistent with the EU’s focus on encouraging
SME growth in Europe. We explain below why the proposed PAl indicator disclosure lacks
proportionality, and then we make recommendations in our response to Question 3 on an alternative
approach.

1. The proposed approach to PAl indicator disclosure does not take due account of an asset
manager’s size.

The proposed template takes a very strict approach, where all 32+2 indicators must be disclosed at an
aggregate firm-level for all investments. This approach is extremely resource-intensive, favours scale,
and does not provide any flexibility for smaller managers to comply with SFDR Art. 4(1).

Although we understand that RTS Art. 7.2 is intended to provide proportionality, this ‘best efforts’
language creates a disproportional requirement for a manager to obtain 100% data coverage for each
indicator for tens of thousands of investments—regardless of data availability, quality, or cost—and
without providing the manager with any discretion or flexibility. If the data is not available from an
investee company, RTS Art. 7.2(b) requires the use of ‘best efforts’ to obtain the data from elsewhere,
whether a data provider or internal modelling or research. We are strongly concerned that this ‘best
efforts’ language effectively requires a manager to achieve 100% data coverage for each indicator across
tens of thousands of investments, ignoring issues with availability, quality, relevance, and cost of that
data.

The proposed approach does not provide managers with the necessary flexibility to address gaps in
data availability or quality. This approach fails to account for differences in data availability or quality
by region, asset class, size of company, and many other factors. Rather, it assumes that managers will be
able to obtain quality data on 32+2 indicators from investee companies across tens of thousands of
securities. This assumption is not valid. As we discuss further in our response to Question 5, many of
these indicators are based on data that is not yet widely available from investee companies or across all
asset classes. Corporate issuers are not required to disclose the vast majority of this data, even in the
EU. Although the EC aims to address this shortcoming in the upcoming NFRD review, the lack of data
availability will not be resolved before the compliance date for the aggregate entity-level disclosure
requirement. The revised NFRD will be applicable at least two years after the application of SFDR, and
the NFRD will capture large companies based in the EU or at the maximum with some presence in the
EU, but not the broader range of investee companies.

Without more flexibility, the proposed approach effectively will create a disproportionate legal

obligation for managers to purchase expensive data from third party service providers without regard
for data quality and with questionable benefit to investors. Given the requirement for 100% coverage

10
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across tens of thousands of investments, asset managers will be forced to obtain data from service
providers that is based on modelled information with significant variations in inputs and assumptions.
Legally mandating disclosure of this modelled information is tantamount to requiring managers to
purchase this data from providers, even though the reliability of this data is unlikely to be consistent
across providers given that they obtain data from different sources, make different assumptions, and
frequently estimate data using different methodologies. This requirement is not proportionate to the
pursued objectives. In addition, these costs are not justified by a corresponding significant benefit to
investors given the current availability and reliability of data.

We therefore urge the ESAs to allow managers to use ‘reasonable efforts’ or ‘good faith efforts,’
which would provide managers with needed flexibility to navigate scenarios where 100% data
coverage does not exist, or where the manager has concerns about the quality of the data. This will
result in a more proportional approach that also provides more meaningful disclosure to investors.

The sheer number of mandatory indicators is not proportional. The long list of indicators is not
workable for any asset manager, much less SMEs. As discussed in our responses to Questions 1 and 5,
we have significant concerns about whether investors will find aggregate firm-level disclosure of a long
list of metrics to be helpful in choosing their investments. ESG data is expensive and resource-intensive
to obtain, analyse, and disclose, and the ESAs should carefully consider the cost-benefit of these
indicators before requiring their disclosure.

The proposed requirement to continuously calculate aggregate PAIl indicators over a reference period
is needlessly onerous and not proportional. As we also explain in our response to Question 1, we
understand that the ESAs’ proposal would require managers to track PAl indicators over a reference
period for all of the investment decisions made during that timeframe and then disclose the aggregate
values. Obtaining the data is not the only concern. Once a manager has obtained the data, it must build
systems to analyse, aggregate, and disclose the data according to the proposed continuous tracking
methodology. This raises a number of questions on how this would work in practice.

e How would this apply to purchases and sales? E.g., subtracting carbon footprint of an
investment when it is sold? What if the carbon footprint has increased or decreased over the
holding period?

e How would this work for binary data points (e.g., proportion of companies with a biodiversity
policy)?

e How to account for use of derivatives, short exposures, non-equity securities?

e How to aggregate for a subset of companies where data is available and differentiate where part
of the data is not available for the aggregation?

o  Will the ESAs publish additional formulas or methodologies?

We raise these questions to highlight how technically and operationally challenging this undertaking will

be to track these indicators over a reference period, for each purchase or sale for thousands of different
investee companies (and other exposures), and we urge the ESAs to reconsider this approach.

11
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A point-in-time calculation methodology would be proportional and would allow the ESAs and the
Commission to first review managers’ actual disclosure and determine whether any window dressing
is in fact occurring. The ESAs raise concerns about window dressing as the reason for choosing an
approach that requires continuous calculation rather than a point-in-time snapshot. These concerns
appear to contemplate that managers are likely to compromise their fiduciary duty and investment
returns to improve the optics of their PAI disclosure. We assert that concerns about window dressing
are unfounded and do not justify such an onerous requirement. A point-in-time calculation
methodology would be more proportionate and would allow the ESAs and the Commission to first
review managers’ actual disclosure and determine whether any window dressing is in fact occurring.
Further, the RTS Art. 2 requirement to ensure that the disclosure is ‘clear and not misleading’ is the
proper and sufficient check on any disclosure statements.

The proposed approach creates an enormous operational challenge and corresponding cost burden,
which lacks proportionality and provides (at best) questionable benefit to investors. As we discuss
further in our response to Question 27, the proposal does not recognise the enormity of the operational
challenges and costs for a manager to create the infrastructure to gather, analyse, aggregate, and
disclose 32+2 indicators across tens of thousands of securities. We expect this new disclosure to pose
significant costs—obtaining data from investee companies or data providers, developing in-house
analytical capabilities, implementing new systems to track PAIl indicators across aggregate investments,
among other elements. Unfortunately, the preliminary impact assessment did not address the PAI
disclosure requirements, even though it is the most costly and resource-intensive element of the
proposal. We are deeply concerned that the proposed disclosure requirements will pose huge, uncertain
costs and intensive use of resources in exchange for very little benefit to end investors.

2. The proposed PAl indicator disclosure does not take due account of the nature and scale of
managers’ activities and the types of financial products they make available.

Different asset managers may specialise in different investment strategies, some of which will be
disproportionately disadvantaged by the proposed approach. For example, the proposed approach
contemplates that managers will be able to obtain the PAl indicators from investee companies. This may
be more likely to be possible for large investee companies based in the EU. Managers invest globally,
however, and many companies in non-EU countries will be less willing or able to report this data.
Further, some managers may focus geographically, investing in areas where this data may be less
available or reliable (e.g., emerging markets). Given the importance of emerging markets and transition
investments to achieving the EU’s climate objectives, we caution the EU from inadvertently penalising
investment in transitioning sectors. In addition, some of the PAl indicator methodology refer to existing
EU regulatory standards, but it is unclear how this analysis would apply to the significant universe of
non-EU investments.

Other managers may focus on mid-cap or small-cap companies that do not have the resources to report
all of these indicators. Similarly, managers may have more difficulty obtaining data for these asset
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classes or for other asset classes such as fixed income. If the data is less available from investee
companies, then those managers will have to spend more to purchase that data from providers—
assuming the data is available at all.

The proposed approach does not consider the types of strategies and products in which a manager
may specialise (e.g., index strategies vs. impact strategies). The proposed approach also does not
consider the sectorial exposure of asset managers. A technology sector strategy would be likely to
outperform an emerging markets strategy on the list of PAl indicators, but this does not provide an
accurate picture of their respective sustainability impact. As mentioned earlier, the data for the
emerging markets strategy also would likely be much more difficult to obtain and probably more
expensive.

Lastly, the proposed approach does not account for how different investment strategies may
emphasise different asset classes. Many asset classes (sovereign bonds, securitisations, money markets
and cash equivalents, currency, some commodities) cannot be evaluated against these indicators. This is
likely to skew a manager’s aggregate PAl indicators based on whether that managers’ clients are
invested in certain asset classes versus others.

Question 3: If you do not agree with the approach in Chapter Il and Annex |, is there another way to
ensure sufficiently comparable disclosure against key indicators?

We believe that the focus on comparability of Art. 4 entity-level disclosure is misplaced. SFDR aims to
improve comparability of financial products (see Recital 9), but there is no level 1 discussion of
comparability of Art. 4 entity-level disclosure. In fact, it is not possible to compare accurately two
financial market participants at the entity-level. Comparing the value of one asset manager’s PAI
indicator to another’s may create the illusion of comparability but any sense of comparability is
ultimately meaningless and even misleading to investors. As we explain our response to Question 1, an
asset manager’s aggregate PAI metrics will reflect its size and the investment strategies that it offers,
rather than any meaningful information about the sustainability impact of its investments.

It is essential that managers be able to use ‘reasonable efforts’ or ‘good faith efforts’ to obtain data
from investee companies and have flexibility to explain where they have not included data from all
investments, including where the data is not available (e.g., for certain investee companies or asset
classes), where the data is not reliable, or where the data is not relevant (e.g., for a particular sector
or asset class). Managers need this flexibility to navigate the significant challenges with availability and
quality of sustainability impact data. As we explain our response to Question 1, we have serious
concerns that the proposed ‘best efforts’ language effectively requires a manager to achieve 100% data
coverage for each indicator across tens of thousands of investments, ignoring issues with availability,
quality, and cost of that data. Requiring 100% data coverage for an indicator will mandate the inclusion
of low quality data, which in turn will reduce the quality of the aggregate metric.
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Given the questions around the meaningfulness of entity-level quantitative disclosure and the
immense operational and cost challenges involved, we urge the ESAs to take a proportional,
measured approach that focuses on the principles-based elements of SFDR Art. 4. Although we
recognise the level 1 reference to sustainability indicators and that the ESAs must put forward a draft
that references sustainability indicators in some way, the level 1 text does not direct the ESAs to dictate
a mandatory list of sustainability indicators. The level 1 text instead focuses on importance of website
disclosure of ‘procedures and descriptions of the principal adverse impacts’ (see Recital 18), and we
encourage the ESAs to implement the principles-based approach taken in SFDR Art. 4, which requires a
description of adverse impacts, policies to identify and prioritise principal adverse sustainability impacts,
actions to address them and engagement policies, as well as references to international standards. This
would allow managers to undertake optional disclosure of the Table 1 indicators, with the discretion to
disclose information that the manager determines is sufficiently meaningful, available, and reliable for a
sector, industry, or investment.

If the ESAs determine that some disclosure of mandatory indicators is necessary, we then urge the
ESAs to prioritise disclosure of an initial subset of indicators that have broader relevance across
sectors and asset classes and where data is both widely available and reliable. We recommend
keeping the remaining Table 1 indicators as optional until the Taxonomy work is complete, the NFRD is
reviewed and implemented, and corresponding data is made publicly available by companies. We lay
out our recommendations around specific indicators in our response to Question 5.

We note that the SFDR’s evaluation provision (Art. 19) provides an opportunity to begin with less
prescriptive requirements and assess if and when additional disclosure should become mandatory.
SFDR Art. 19 directs the EC to evaluate the quality of disclosures and whether the functioning of SFDR is
inhibited by the lack of data or their suboptimal quality, including indicators on adverse impacts on
sustainability factors by investee companies. This provision then authorises the EC to put forward a
subsequent legislative proposal. This provision provides an opportunity to begin with less prescriptive
requirements that focus on optional rather than mandatory disclosure. The EC then will have a window
to evaluate how the market implements the disclosure in advance of the 30 December 2022 review date
after which the EC can propose new legislation to address any issues.

During this evaluation window, we urge the EC to perform a study of sustainability impact data to
inform any subsequent legislative proposal. A data review is sorely needed, including availability across
geography, asset classes, and size of company; quality and reliability of data; and which indicators
provide the most meaningful measures of sustainability impact, including sector-specific and across a
broad spectrum of investments. At this point, more of the data may be available, and the study also
could focus more heavily on cost-benefit of mandating disclosure of certain indicators.

In the context of the NFRD, it would be beneficial for the Commission to further consult on whether

companies can disclose the indicators in Table 1. If companies are not able to provide that data, then
we do not see how managers would be able to disclose it. If the only data available is third party
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estimates based on assumptions, then we question how managers would verify the accuracy of that
data.

Question 4: Do you have any views on the reporting template provided in Table 1 of Annex I?

We do not agree with the proposed reporting template.

Boilerplate, tick-the-box disclosure will not achieve the SFDR’s objective of providing meaningful
information to end investors on the sustainability impact of their investments. The ultimate goal
should be to help investors understand processes, rather than boilerplate information in a template that
does not provide managers with the flexibility and discretion to account for differences in strategies,
sectors, and investments. The template, as currently drafted, is not consumer-friendly and is more likely
to confuse investors given the significant amount of quantitative data reported without any context
around how the indicators are relevant to a particular fund in which an investor is interested.

Although we understand the template is intended to create comparability, we believe that the focus
on comparability of Art. 4 entity-level disclosure is misplaced (see also our response to Question 3).
SFDR aims to improve comparability of financial products (see Recital 9), but there is no level 1
discussion of comparability of Art. 4 entity-level disclosure. In fact, it is not possible to compare
accurately two financial market participants at the entity-level. Comparing the value of one asset
manager’s PAl indicator to another’s may create the illusion of comparability but any sense of
comparability is ultimately meaningless and even misleading to investors. As we explain our response to
Question 1, an asset manager’s aggregate PAI metrics will reflect its size and the investment strategies
that it offers, rather than any meaningful information about the sustainability impact of its investments.

Question 5: Do you agree with the indicators? Would you recommend any other indicators? Do you
see merit in including forward-looking indicators such as emission reduction pathways, or scope 4
emissions (saving other companies” GHG emissions)?

As an initial comment, we reiterate our view that investors would be best-served by the ESAs initially
taking a proportional, measured approach that focuses on the principles-based elements of SFDR Art.
4 rather than focusing on mandatory indicator disclosure. This would allow managers to undertake
optional disclosure of the Table 1 indicators, with the ability to disclose information that the manager
determines is sufficiently meaningful, available, and reliable for a sector, industry, or investment.

We surveyed member firms on the draft proposed indicators. Most of the proposed mandatory
indicators in Table 1 do not meet the following criteria that we believe are necessary for any mandatory
indicator:

e Provide a meaningful measure of adverse sustainability impact across a broad spectrum of

investments. Any mandatory indicators should provide a meaningful measure of sustainability
impact when applied across thousands of investments (e.g., across sectors, asset classes,
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geographies, investment strategies). For example, an indicator may lack relevance for certain
companies or sectors.

e Based on widely available data. Any mandatory indicators should be available from a significant
portion of the investment universe (i.e., from investee companies and across asset classes).

e Based on reliable data. Any mandatory indicators should have methodological consensus
around how to calculate the indicator an