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Ania

Associazione Nazionale . e . : . .
fra le Imprese Assicuratrici Sustainability is rapidly becoming a key issue for insurance

companies, which — both as investors and as providers

of protection - play a central role towards a sustainable
transformation of the economy and the achievement of the
ambitious sustainable goals set at international, European and
national level.

Sustainability factors - covering all three ESG dimensions
(Environmental, Social and Governance) — need to be integrated
in every single process: from corporate governance to reporting
and disclosure, and from underwriting policies to investment
strategies.

The regulatory framework is moving fast in this direction, with
particular regard to the European legislation, and ANIA has
decided to launch a new series of newsletter: “ANIA Exploring
SUSTAINABILITY”.

“ANIA Exploring SUSTAINABILITY” aspires to provide useful
information about the rapidly evolving regulatory context of
sustainability, starting from disclosure, with a focus on the
Sustainable Finance Disclosure Regulation (SFDR).

The series will subsequently deal with other important pieces of
European legislation, such as the Taxonomy Regulation.

The newsletters will be issued on a regular basis, in a one-page
format, and each issue will focus on specific features of the
legislation in question.

Newsletter ANIA The newsletters will be collected in a single volume to form a

Contadts: practical - and easy to use - reference guide.
Angelo Doni
Alessandra Diotallevi
Anna Maria David Ange|° Doni
Giorgia Esposito
Martina Bisoffi ANIA Co-Director General
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d entry into force

Ania

The Sustainable Finance Disclosure Regulation (SFDR) is one of the Associazione Nazionale
first regulatory action to implement in a comprehensive and integrated fra le Imprese Assicuratrici
manner European Union agenda for sustainable development. It was
published in the Official Journal of the European Union on 9 Decem-
ber 2019, amended in June 2020 with the adoption of Regulation (EU)
852/2020 (the so-called “Taxonomy Regulation”) and it aims to re-
quire the financial market participants - and financial advisers - to
disclose specific information regarding:

* their approach for the integration of sustainability risks in their de-
cision-making processes on investments and the adverse impacts
on sustainability factors arising from such processes;

* the sustainability characteristics or objectives of the financial prod-
ucts and their sustainability performance.

The content, the methodologies and the presentation of the disclosure
requirements set out by the SFRD, both at entity and at product-level,
are to be specified in the Regulatory Technical Standards (RTS), which
will provide detailed templates for the delivery of most of the disclosure
requirements.

Scope

The SFDR applies to financial market participants and financial advisers:
therefore, the entities falling under the scope of the regulation
should comply with its requirements to the extent that they manu-

ENTIV-AEVEL facture financial products (financial market participants) or they
=== provide investment or insurance advice (financial advisers) in
the European Union. [& AT

The SFDR defines different levels of disclosure requirements for financial
- products, based on their sustainability ambitions (particularly
PRODUCT-LEVEL  for [ight-green and dark-green products), to be published in the
T——  company websites, in the pre-contractual information and in

¢ e the periodic reports. | & NHIE
Newsletter ANIA

Entry into force

Contacts:
A lo Doni
The core provisions of the SFDR applies from 10" March 2021, while Alessanngdi: Dizrtlt;llevi
the requirements linked with the Taxonomy Regulation will be applied in Anna Maria David
2022 and 2023. Giorgia Esposito

Martina Bisoffi
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For proper application of the SFDR requirements, both at subjective level
(i.e. the entity) and at objective level (i.e. the sustainability objective), a set of
definitions are introduced.

First, the regulation introduces the definitions of sustainability risks and

sustainability factors. These represent the two sides of sustainability:

* the sustainability risks represent the way the company is or could be
impacted: environmental, social or governance events or conditions that,
if they occur, could have a negative impact on the investment value;

* the sustainability factors represent the way the company can affect
the surrounding environment and society, with reference to environ-
mental, social, employee, respect for human rights, anti-corruption and
anti-bribery matters.

The subjective scope of application includes financial market partici-

pants and financial advisors.

The financial market participant is a financial undertaking that provides
financial products to retail customers. The SFDR details the pos-
sible declinations of these financial activities.

For the insurance sector, the regulation applies to an insurance

company, authorized under the Solvency Il regime, when provid-
ing to retail customers insurance-based investment products (IBIPs) or
pension products. The SFDR includes a list of other types of financial mar-
ket participants, spanning from credit institutions providing portfolio man-
agement services to management companies of UCITS.

The financial adviser is an intermediary or an undertaking that provides

v x x investment or insurance advice regarding financial products. In the
insurance context, the financial adviser could be an insurance

D intermediary or an insurance undertaking which provides ad-
vice on IBIPs.

Finally, another key element on which the SFDR builds the largest part of the
product-level disclosure is the concept of sustainable investment,
namely an investment in an economic activity that contributes to:
* an environmental objective (for example, efficiency on the use

of renewable energy, water and land, etfc.); or
* a social objective (for example, tackling inequality, fostering so-
Newsletter ANIA cial cohesion, labor relations, etc.).
To be considered sustainable, such investment must, in addition, not sig-
Angelo Doni nificantly harm any of the objectives detailed by the S.FDR and the in-
Alessandra Diotallevi vestee company should follow good governance practices (sound man-
Anna Maria David agement structures, employee relations, etc.). The application of the “do no

Giorgia Esposito significant harm” principle (DNSH) in the sustainability disclosure will be

Martina Bisoffi further detailed in the RTS.
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The SFDR requires financial market participants and financial

Piktiosie - advisers fo disclose information to the end investors on how fra le Imprese Assicuratrici
F they integrate the sustainability risks in their activities.

From the insurance sector perspective, this means that insur-
ance undertakings which make available IBIPs, as well as insurance
intermediaries and insurance undertakings which provide insurance
advice with regard to IBIPs, must disclose on their websites the enti-
ty-level information necessary to describe how the sustainability risks are
integrated within their business practices.

The information to be disclosed at entity-level by an insurance under-
taking which makes available an IBIP cover two areas:

* the decision-making process on investments: the SFDR asks en-
tities to include, among the other financial risks, the assessment
of the sustainability risks that might have a relevant impact on their

investments;

* the remuneration policy: entities should represent how their remuner-
ation policies promote sound risk management practices with re-
spect to the sustainability risks. The information should explain how the
remuneration structure considers sustainability risks (for instance, de-
scribing how the remuneration is linked with risk-adjusted performance
and how it does not encourage excessive risk-taking). | & S

The same information must be disclosed by an insurance intermedi-
ary or an insurance undertaking which provides insurance advice
regarding IBIPs.

In this case, the integration of sustainability risks in the decision-making
process relates to the advice. The SFDR asks advisers to explain how
they integrate sustainability risks in their advisory process, whether ma-
terial or likely to be material.

As for the remuneration policies, the disclosure requirements for advis-
ers are the same as for market participants.

The entity-level disclosure obligations introduced by the SFRD are ful-
filled by publishing the required information on the website of the entity, Newsletter ANIA

both for financial market participants and for financial advisers.
Contacts:

These disclosure requirements entered into force on 10" March 2021. Angelo Doni
Alessandra Diotallevi
Anna Maria David
Giorgia Esposito
Martina Bisoffi
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SFDR: Entitysl

on sustainability facta

visers to inform end investors about how their investment activities
and advice are affecting the surrounding environment in terms of
sustainability (i.e. principal adverse sustainability impacts).

This means that:

* insurance undertakings which make available IBIPs and consider
principal adverse impacts of investment decisions on sustainability
factors and

* insurance intermediaries and insurance undertakings which pro-
vide insurance advice with regard to IBIPs and consider within their
advice the principal adverse impacts on sustainability factors,

shall publish and maintain on their websites the entity-level informa-

tion necessary to describe the adverse impacts. | & B

On the contrary, if they do not consider any adverse impact, they shall

however disclose why they do not do so and, where relevant, describe as

to whether and when they intend to consider it.

An insurance undertaking placing IBIPs and considering principal ad-

verse impacts of investment decisions on sustainability factors, shall dis-

close on its website at least:

* information about its policy on the identification and the prioritiza-
tion of the sustainability impacts;

* an assessment of the main impacts of entities’ investments on the
sustainability factors and the related actions planned and taken;

* a brief summary of the engagement policy adopted;

* a reference to its adherence to responsible business conduct codes
or international standards for due diligence and reporting.

Here though, it should be noted that disclosure of such information is
mandatory for insurance undertakings that have exceeded, on average,
more than 500 employees in the last financial year.
Similarly, an insurance intermediary or an insurance undertaking
which provides insurance advice on IBIPs and considers in its advice
the principal adverse impacts on sustainability factors, should disclose
information on how they reflect these impacts, taking due account of their
size, the nature and scale of their activities and the types of financial prod-
ucts they advise on.

Newsletter ANIA The SFDR disclosure requirements entered into force on 10 March 2021,

but while the Regulation itself defines the high-level information to be dis-

Associazione Nazionale
fra le Imprese Assicuratrici

[
1] 1 a ﬁ The SFDR requires financial market participants and financial ad-

An(;(z;f%s;ni closed, the RTS will further detail their content, methodologies and
Alessandra Diotallevi presentation of information, in respect of the sustainability indicators in
Anna Maria David relation to adverse impacts:
Giorgia Esposito * on the climate and other environment-related adverse impacts;
Martina Bisoffi . . . .
* in the field of social and employee matters, respect for human rights,
exploringsustainability@ania.it anti-corruption and anti-bribery matters.
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When an undertaking makes available or provides advice regard-

ing financial products falling under the SFDR (for the insurance

undertakings and intermediaries they refer to IBIPs and Pension

products), the Regulation provides mandatory pre-contractual
disclosure requirements for all the following types of products:

* light-green products, which promote, among other characteristics, en-
vironmental or social ones, or a combination of those two, provided that
the companies in which the investments are made follow good govern-
ance practices; [ AR

* dark-green products, which have sustainable investment as their objec-
tives and an index has been designated as a reference benchmark for
the objectives; [ A

* mainstream products, which do not present any sustainability features.

For all three categories the SFDR requires undertakings to include in the

pre-contractual disclosures the information below.

From March 10", 2021:

* the way sustainability risks are integrated into the investment deci-
sions (or into the insurance advice if they offer advice on such products),
otherwise, if they are deemed not to be relevant, a clear and concise
explanation of the reasons why they are supposed to be so;

* the results of the assessment on how sustainability risks could likely
impact the product return.

From December 30", 2022:

* an explanation on how the principal adverse impacts on sustainabil-
ity factors are considered by the product, if the undertakings disclose
such impacts at entity-levels; | & AR

* a statement indicating that the information on the principal adverse
impacts on sustainability factors are also available in the product-relat-
ed periodic reports.

The Taxonomy Regulation has amended the SFDR by requiring that, from

January 1¢, 2022, for all mainstream products shall be included in the

related pre-contractual disclosures the following statement: “The invest-

ments underlying this financial product do not take into account the EU
criteria for environmentally sustainable economic activities”.

For IBIPs, all the above-mentioned requirements shall be fulfilled by in-

cluding the information in the set of pre-contractual disclosures that are

already required by the Solvency Il and the IDD frameworks, regarding de-
tails on the product characteristics (distribution, costs, investment strategy,
etc.) and on the insurance company.

For Pension products, the information should be disclosed in written form,
in plenty of time before a retail investor is contractually bound.[& AR
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SFDR: Specifi
disclosures

The SFDR introduces specific pre-contractual disclosure re-

quirements for light-green and dark-green products.

More specifically, for light-green products, the pre-contractual
disclosure shall include:

* information on how environmental or social characteristics are promot-
ed among others;

* if an index has been designated as a reference benchmark, the consist-
ency of the index with the above-mentioned characteristics and where the
methodology used for its calculation can be found.

Similarly, detailed provisions are provided for the content of the dark-green

product disclosure:

* how the sustainable investment objective (e.g. reduction in carbon
emissions) should be achieved;

* the consistency of the index (if designated has a referenced benchmark)
with the product’s sustainable objective, its differences from other broad
market indices, and information on where the methodology used for the
index calculation can be found.

The Taxonomy Regulation (TR) has integrated the SFDR by requiring that,

for light-green (those promoting environmental characteristics) and dark-

green products, the related pre-contractual disclosures shall also include:

* the information on one or more of the six objectives, introduced by the TR
(see below), to which the investments underlying the product contribute;

* a description of how and to what extent the investments underlying the
product are in economic activities that qualify as environmentally sus-
tainable.

Moreover, if a light-green product promotes environmental character-
istics, the TR requires to disclose the following statement: “The “do no sig-
nificant harm” principle applies only to those investments underlying the fi-
nancial product that take into account the EU criteria for environmentally
sustainable economic activities. The investments underlying the remaining
portion of this financial product do not take into account the EU criteria for
environmentally sustainable economic activities”.

While the SFDR provisions entered into force on 10" March 2021, the

TR-related ones shall apply, instead:

* from 1st January 2022, with respect to the first two environmental ob-
jectives (climate change mitigation and climate change adaptation);

* from 1st January 2023, with respect to the other four environmental
objectives (sustainable use and protection of water and marine resources,
transition to a circular economy, pollution prevention and control, protec-
tion and restoration of biodiversity and ecosystems).

The RTS will further specify the content of the pre-contractual information for

both light-green and dark-green products.
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osures

In addition to the pre-contractual information, the SFDR provides

specific requirements for light-green and dark-green products re-

garding the periodic disclosure and the information to be reported
on the websites.

For both types of products, an undertaking shall publish and main-

tain, in a prominent easily accessible area of its website, the follow-

ing information (that shall be accurate, fair, clear, not misleading,
simple and concise for investors): | & FASE

* a description of the environmental or social characteristics (for light-
green) or the sustainable investment objective (for dark-green);

* information on the methodologies (including data sources, screening cri-
teria for the underlying assets and relevant sustainability indicators) used
to assess, measure and monitor the environmental or social characteris-
tics (for light-green) or the overall impact of the sustainable investments
selected for the financial product (for dark-green);

* the same information reported in pre-contractual (previously described)
and periodic disclosures (as further detailed below).

With reference to periodic reporting, detailed and different provi-
sions are provided for the two types of products:

* for light-green, a description to the extent to which environmental or
social characteristics are met, shall be included;

* for dark-green, the following content shall be provided:

- the overall sustainability-related impact of the financial product by
means of relevant sustainability indicators; or

- if an index has been designated as a reference benchmark, a compar-
ison between the overall sustainability-related impact of the financial
product with the impacts of the designated index and of a broad mar-
ket index through sustainability indicators.

For IBIPs, the periodic information shall be disclosed annually in writing, in
accordance with Solvency Il and IDD frameworks (i.e. in the same docu-
ments describing the services provided to and transactions undertaken on
behalf of the investor during the reporting period), whereas periodic dis-
closures of pension products shall be published in writing, in the annual
report or in a report in accordance with national law.

The Taxonomy Regulation (TR) has integrated the SFDR: the same pre-con-

tractual information it requires for light-green products promoting envi-

ronmental characteristics and dark-green products are also mandatory
to be disclosed in product-related periodic reporting.

The dates of entering into force of the SFDR and TR provisions are the

same as for pre-contractual disclosure requirements.

The RTS will further specify the content of the website and periodic infor-

mation for both light-green and dark-green products.

JULY, 22

2021
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SFDR: Other p

The SFDR requests financial market participants (FMP) - and financial advisers
(FA) - to ensure the continuous updating of the entity-level information they
shall disclose concerning sustainability.

This also means that for each integration regarding their decision-making

process on investments (i.e. the assessment of the sustainability risks that

might have a relevant impact on their investments) and remuneration policies

(i.e. how their remuneration policies promote sound risk management practic-

es), they shall publish on their website a clear explanation of the amendments.

Furthermore, FMP distributing light-green and/or dark-green products shall

also ensure that all the information provided in pre-contractual and periodic

disclosures and on their websites should be always brought up to date, for
instance on:

* the description of the environmental or social characteristics and how they
are achieved (for light-green products), or the sustainable investment ob-
jectives and how they are aligned - if applicable - with a designated index
(for dark-green ones);

* the details on the methodologies used to assess, measure and monitor the
environmental or social characteristics (for light-green products) or the im-
pact of the sustainable investments selected for the investment product (for
dark-green ones).

Without prejudice to stricter sectoral legislation, as for instance the IDD Direc-

tive for insurance undertakings, FMP and FA shall ensure that their marketing

communications do not contradict the information disclosed pursuant to the

SFDR. To that end, the RTS will further specify the standard presentation of in-

formation on the promotion of environmental or social characteristics (for light-

green products) and sustainable investments (for dark-green ones). | & FAEE

From 30" December 2022, the European Commission shall evaluate the

application of the SFDR and in particular consider:

* whether the reference to the average number of 500 employees, required to
disclose due diligence policies with respect to the principal adverse impacts of
investment decisions on sustainability factors, should be maintained, replaced
or accompanied by other criteria, and shall consider the benefits and propor-
tionality of the related administrative burden;

* whether the functioning of the SFDR is inhibited by the lack of data or their
suboptimal quality, including indicators on adverse impacts on sustainability
factors by investee companies. | & R

Member States shall ensure that the competent authorities will monitor the

compliance of FMP and FA with the SFDR requirements. Consequently, the

authorities shall have all the necessary supervisory and investigatory powers
that are necessary to achieve the SFDR targets and cooperate with each other
for the purposes of carrying out their duties.

Eventually, the SFDR shall not apply to insurance intermediaries that provide

insurance advice regarding IBIPs and are enterprises employing fewer than

three persons, unless required by Member States.
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The Regulation (EU) 852/2020, known as Taxonomy Regulation (TR),

was published in the Official Journal of the European Union on 22" June

2020 and entered into force on 12" July 2020.

The TR aims at founding the basis for the EU taxonomy by setting out the

following four criteria that an economic activity has to meet in order to

qualify as environmentally sustainable, for the purposes of establishing

the degree to which an investment is environmentally sustainable:

* contribute substantially to one or more of six environmental objec-
tives;

* do not significantly harm any of the environmental objectives;

* carry out in compliance with minimum safeguards;

e comply with technical screening criteria.

The six above-mentioned environmental objectives include:

* climate change mitigation;

* climate change adaptation;

* the sustainable use and protection of water and marine resources;

* the transition to a circular economy;

* pollution prevention and control;

* the protection and restoration of biodiversity and ecosystems.

The Regulation applies to: | FAEI

* measures adopted by Member States or by the Union that set out require-
ments for financial market participants or issuers in respect of financial
products or corporate bonds that are made available as environmen-
tally sustainable;

* financial market participants that make available financial products (i.e.
insurance undertakings which make available IBIPs);

* undertakings which are subject to the Non-Financial Reporting Directive.

For the purpose of enhancing the transparency on the proportion of in-

vestments that fund environmentally sustainable economic activities, the TR

also integrates the rules on transparency in pre-contractual disclosures and

in periodic reports laid down in the Sustainable Finance Disclosure Reg-

ulation (SFDR).

Under the TR, the European Commission had to come up with the actual list

of environmentally sustainable activities by defining technical screen-

ing criteria for each environmental objective through delegated acts. A first

delegated act on sustainable activities for climate change adaptation

and mitigation objectives was formally adopted on 4% June 2021 for

scrutiny by the co-legislators and shall apply from 1% January 2022. A

second one for the remaining four objectives will be published in 2022 and

applied from 1¢ January 2023.

By 31¢ December 2021 the Commission shall publish a report describing

how to extend the scope of the Regulation beyond the taxonomy for

the classification of environmentally sustainable economic activities,

including other sustainability objectives, such as social ones.

SEPTEMBER, 10

2021
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TR: Environme

The first provision that the Taxonomy Regulation requires to qualify an
economic activity (EA) as environmentally sustainable is that such activity
shall substantially contribute to one or more of the six environmental ob-
jectives, as described below.

1. An EA that pursues the objective of climate change mitigation should
contribute substantially to the stabilization of greenhouse gas emissions
by avoiding or reducing them or by enhancing greenhouse gas removals
and be consistent with the long-term temperature goal of the Paris Agree-
ment.

2. An EA that pursues the objective of climate change adaptation should
contribute substantially to reducing or preventing the adverse impact
of the current or expected future climate, or the risks of such adverse
impact, whether on that activity itself or on people, nature or assets.
I£] A 11

3. An EA substantial contribute to the objective of the sustainable use
and protection of water and marine resources should be achieved, for
instance, by protecting the environment from the adverse effects of ur-
ban and industrial waste waters discharges (i.e. ensuring the adequate
collection, treatment and discharge of industrial waste waters) or by
protecting human health from the adverse impact of any contamination
of water (i.e. ensuring that it is free from any micro-organisms, parasites
and dangerous substances). | & FEEF

4. An EA can contribute substantially to the objective of transitioning to a
circular economy in several ways, for instance, increasing the durability
and reusability of products or reducing waste in the production, pro-
cessing, manufacturing or distribution of food.

5. An EA shall qualify as contributing substantially to pollution prevention
and control by reducing pollutant emissions into air, water or land, oth-
er than greenhouse gasses or minimising any adverse impact on human
health and the environment of the production, use or disposal of chem-
icals. (& HUEE

6. An EA can contribute substantially to the protection and restoration
of biodiversity and ecosystems, in different ways, like protecting, con-
serving or restoring biodiversity and ecosystems and thereby enhancing
ecosystem services (i.e. provisioning of food and water, control of cli-
mate and disease, oxygen production).

It should be noted that an EA shall qualify as contributing substantially to

one or more of the above-mentioned objectives by directly enabling other

activities to make a substantial contribution to one or more of those ob-
jectives, provided that such economic activity:

* does not lead to a lock-in of assets that undermine long-term environ-
mental goals, considering the economic lifetime of those assets;

* has a substantial positive environmental impact, based on life-cycle
considerations.
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The second provision that the Taxonomy Regulation requires to qualify
an economic activity (EA) as environmentally sustainable, is that such
activity, besides its substantial contribution to one or more of the six envi-
ronmental objectives, does not significantly harm any of the others, as
further described below. When assessing an EA against the “do not signifi-
cant harm principle”, it shall be considered both the environmental impact
of the activity itself and the production, use and end of life of the products
and services it provides.

This is in order to avoid that investments qualify as environmentally sus-

tainable in cases where the EA benefitting from those investments causes

harm to the environment to an extent that outweighs its contribution to an
environmental objective.

An EA does not significantly harm to:

1. the objective of climate change mitigation, if it does not lead to signif-
icant greenhouse gas emissions;

2. the objective of climate change adaptation, where it does not lead to
an increased adverse impact of the current climate and the expected
future climate, on the activity itself or on people, nature or assets;

3. the objective of the sustainable use and protection of water and
marine resources, where it is not detrimental to the good status or the
good ecological potential of water bodies, including surface water and
groundwater or to the good environmental status of marine waters;

4. the objective of transitioning to a circular economy, including waste
prevention and recycling, where it does not lead to inefficiencies in the
use of materials or in the direct or indirect use of natural resources (i.e.
non-renewable energy sources, raw materials, water, land). Moreover,
the activity does not have to lead to a significant increase in the genera-
tion, incineration or disposal of waste (excluding incineration of non-re-
cyclable hazardous waste) or cause significant and long-term harm to
the environment by long-term disposal of waste;

5. the objective of pollution prevention and control, if it does not sig-
nificantly increase the emissions of pollutants into air, water or land, as
compared with the situation before the activity started;

6. the objective of protection and restoration of biodiversity and eco-
systems, where it is not detrimental to the good condition and resilience
of ecosystems or detrimental to the conservation status of habitats and
species.

In order to define what constitutes significant harm to the six environmen-

tal objectives, technical screening criteria (TSC) related to the objectives

of climate change mitigation and adaptation have been developed and
included within the Climate Delegated Act adopted by the European Com-
mission on 4% June 2021 and currently under Parliament and Council
scrutiny. Meanwhile, the TSC for the remaining four objectives shall be
included in a second delegated act that should be adopted in 2022.
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TR: Minimum

The third provision that the Taxonomy Regulation (TR) requires to qualify
an economic activity (EA) as environmentally sustainable, is that such
activity has to be carried out in compliance with minimum safeguards
(MSG).

This provision comes in addition to the requirements of the substantial

contribution to one (or more) of the six environmental objectives and of the

“do not significantly harm principle”.

The MSG are procedures that an undertaking shall implement to be aligned

with minimum international human rights standards when providing prod-

ucts and services.

The MSG requirement recalls the joint commitment of the European Parlia-

ment, the Council and the Commission to:

* pursue the principles enshrined in the European Pillar of Social Rights in
support of sustainable and inclusive growth;

* recognise the relevance of international minimum human and labour
rights and standards enshrined in the Charter of Fundamental Rights of
the European Union, in particular the prohibition of slavery and forced
labour and the principle of non-discrimination.

It follows that an EA to qualify as environmentally sustainable shall be

aligned with various international social standards and principles, as

those laid down in the OECD Guidelines for Multinational Enterprises and
the UN Guiding Principles on Business and Human Rights, including:

* International Bill of Human Rights;

* Declaration on Fundamental Principles and Rights at Work of the Inter-
national Labour Organisation (ILO);

* Eight fundamental conventions of the ILO which define human and la-
bour rights.

In other terms, the EA can be considered as environmentally sustainable,

only if it is compliant with human rights standards and simultaneously con-

sistent with the other three requirements pursuant to Article 3 of the TR.

In addition, considering the TR requires undertakings implementing MSG

procedures to also adhere to the principle of ‘do no significant harm’

(DNSH) as referred to in Article 2 of Regulation (EU) 2019/2088 (SFDR),

further clarifications will be necessary to specify the alignment between

these two provisions deriving from different regulations.

Consequently, the regulatory technical standards (RTS) pursuant to SFDR,

that according to the latest European Commission information will be pub-

lished in the next months and applied by 1 July 2022, should further detail
the content and presentation of the information related to the DNSH prin-
ciple also considering the above-mentioned conventions and principles.
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In addition to the provisions for substantial contribution, do not significant harm

principle and minimum safeguards, an economic activity (EA), to be consid-

ered environmentally sustainable, should also comply with the technical
screening criteria (TSC) provided through Delegated Acts for each of the six
environmental objectives (EO).

The TSC aim to define specific technical details to assess the short and the long-

term environmental impact of an EA by establishing and regularly updating, as

accurately as possible, the conditions through which it can meet the first two
requirements of the TR: the substantial contribution to one or more of the six EO
and the do not significant harm principle.

The first set of TSC included within the Climate Delegated Act, currently under

Parliament and Council scrutiny, contains granular and science-based standards

for determining the conditions under which an EA substantially contributes to

one or both of the first two objectives of climate change mitigation and adapta-
tion, without significantly harm any of the others.

Basically, the TR provides common requirements that all the TSC shall comply

with, when are first developed and then updated over time:

* be quantitative and contain thresholds to the extent possible, otherwise be
qualitative;

* build upon European labelling, certification schemes, environmental footprint
assessment methodologies, statistical classification systems and relevant exist-
ing legislation;

* where feasible, use sustainability indicators in relation to adverse impacts on
the climate and other environment-related adverse impacts as referred to in
Article 4 of Regulation (EU) 2019/2088 (SFDR);

* be based on conclusive scientific evidence;

* consider both the environmental impact of the EA itself and the one of the pro-
ductions, use and end of life of the products and services it provides;

* indicate if the EA is an enabling activity (i.e. contributes substantially to one or
more of the EO by directly enabling other activities to make a substantial con-
tribution to one or more of them) or a transitional activity (i.e. not replaceable
with low-carbon alternative but still substantially contributes to the objective of
climate change mitigation);

* consider the risk of certain assets becoming stranded as a result of the transi-
tion to a more sustainable economy;

* cover all relevant economic activities within a specific sector and ensure that
are treated equally if they contribute equally towards the environmental ob-
jectives;

* be practicable and easy to apply and verity.

In addition, the TR, requires that the TSC shall also include criteria for activities

related to the clean energy transition (i.e. in the field of renewable energy) and

for those related to the switch to clean or climate-neutral mobility (i.e. within the
transport sector).

Eventually, the TR states the TSC shall ensure that power generation activities

that use solid fossil fuels do not qualify as environmentally sustainable economic

activities.
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TR: Use of th

in standards anc

The Taxonomy Regulation (TR) requires Member States and the EU to apply the
four criteria laid down in Article 3 in any standard, label or public measure
setting out requirements for financial market participants and issuers that
make available financial products (i.e. IBIPs) or corporate bonds qualified as
environmentally sustainable. | & FE
This provision results from the fact that if financial market participants use
different concepts in their explanations of what an environmentally sustaina-
ble investment is, investors will find it disproportionately burdensome to check
and compare different financial products and corporate bonds. The result of
this lack of clarity and consistency could lead to discourage the investors and
therefore harm the shift of investments towards environmentally sustainable
economic activities.

For this reason, the Commission aims to set the Taxonomy as the basis of any

EU or national labels for financial products or green corporate bonds that fall

under the scope of the SFDR.

The objective is to stimulate the development of further sustainable finance

tools linking standards and labels to Taxonomy-aligned economic activities, as

it happens in other EU policy initiatives:

* the EU Climate Benchmarks Regulation, entered into application on 30
April 2020, that lays down minimum standards for the creation of two types
of climate benchmarks (EU climate transition and EU Paris-aligned bench-
marks) which are to be made consistent with the EU Taxonomy by the end of
2022 (i.e., in the future benchmark administrators should select companies
that have a certain share of their activities classified as green as per the Tax-
onomy or that are excluded because they do not meet certain thresholds);

* the EU Green Bond Standard (GBS) - currently under negotiation at Euro-
pean Parliament and Council level - that will define requirements for entities
issuing green bonds, including the obligation of ensuring that the proceeds
raised through a green bond issuance are used to finance Taxonomy-aligned
activities;

* the current draft EU Ecolabel criteria for financial products that provides a re-
quirement for a certain share of underlying activities invested in to be Taxonomy
aligned (i.e., the EU Ecolabel will be awarded to financial products only if the
companies they invest in carry out Taxonomy-aligned activities).

Other EU or national policies may refer to the TR without considering all the four

criteria and the associated delegated acts. An example is the Recovery and Re-

silience Facility (RRF) Regulation, entered into force on 19 February 2021, that
makes available over euro 700 billion in loans and grants to support reforms and
investments undertaken by Member States with the aim of mitigating the impacts
of the pandemic and make UE economies more sustainable and resilient. In the

RRF the ‘do no significant harm principle’ is applied according to the definition

of Article 17 of the TR, although it does not refer to the use of the delegated acts

and related technical screening criteria.
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on the SFDR

As previously described, the Taxonomy Regulation (TR) provides disclosure obli-
gations that supplement the rules on sustainability-related disclosures laid down
in Regulation (EU) 2019/2088 (SFDR) for two kinds of financial products:
* those that claim to be promoting social or environmental characteristics,
often referred to as light-green products;
* those that claim to have “sustainable investment” as their objective, often
referred to as dark-green products, in the case of environmental objectives.
More in detail, the TR requires financial market participants (i.e. insurance un-
dertakings) that make available light-green or dark-green financial products
(i.e. IBIPs) that underly investments in taxonomy-aligned economic activities
(EA), to specify in the pre-contractual and periodic reports the following in-
formation:
* the environmental objective(s) to which the investments contribute;
* the proportion of investments funding environmentally sustainable activities,
including details on the proportions of enabling and transitional activities.
It follows that the SFDR requirements are linked to those under the TR by in-
cluding “environmentally sustainable economic activities” as defined by the
TR in the definition of “sustainable investments” (i.e. investments in EAs that
contribute to an environmental objective or a social objective without signif-
icantly harming any of these objectives).
To avoid misinterpretation, further clarifications will be necessary as neither
the SFDR nor the TR provide detailed criteria and define eligible investments
or strategies for light-green products. Therefore, the ESG ambition of these
type of products may vary as, for example, certain light-green products in
promoting environmental characteristics, may also partially - and not com-
pletely like dark-green ones - pursue sustainable investments, resulting in the
creation of a different type of green product.
For this reason, the regulatory technical standards (RTS), that according to
the latest European Commission information will be published in the next
months and applied during 2022, should further specify disclosure require-
ments for dark-green and light-green products in terms of underlying green
investments proportion as well as presentation of information by means of
standardised templates.
Eventually, the TR requires financial market participants that do not consider
the criteria for environmentally sustainable investments to provide a state-
ment to that end. In addition, to avoid the circumvention of the disclosure
obligation, the same statement shall also apply where financial products are
only marketed as promoting environmental characteristics, including financial
products that have as their objective environmental protection in a broader

sense. | BN
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TR: Transparen

in non-financial

The Taxonomy Regulation (TR) provides that any undertaking subject to
the obligation of publishing non-financial information pursuant to the Di-
rective 2014/95/EU (Non-Financial Reporting Directive - NFRD) shall
include in its non-financial statement or consolidated non-financial state-
ment information on how and to what extent the undertaking’s activities
are associated with economic activities that qualify as environmentally sus-
tainable under the TR.
This provision gives substance to the communication of 20 June
2019 on “Guidelines on non-financial reporting: Supplement on reporting
climate-related information”, where the European Commission (EC) rec-
ommended that large public companies that are required to publish non-fi-
nancial information under the NFRD shall report on certain climate-related
key performance indicators (KPIs) that are based on the framework estab-
lished by the TR.
Therefore, the TR requires the above-mentioned undertakings to disclose:
* the proportion of their turnover derived from products or services associ-
ated with economic activities that qualify as environmentally sustainable;
* the proportion of their capital expenditure (CapEx) and the proportion of
their operating expenditure (OpEx) related to assets or processes associ-
ated with economic activities that qualify as environmentally sustainable.
To further specify contents, methodology, and presentation of the KPls, the
EC addressed a call for advice to the European Supervisory Authorities
(ESAs) in September 2020. Then, advice and input arising from the public
consultations conducted by the ESAs in the following months were the ba-
sis for the Delegated Act (DA) adopted by the EC on 6 July 2021.
The DA is currently under the 4-month scrutiny period by the European
Parliament and Council, which can be extended by a further 2 months (i.e.
by January 2022).
If no objections are raised, it will be published in the Official Journal and
enter into force 20 days after the publication.
In particular, the DA sets out the rules that shall allow companies to trans-
late the technical screening criteria (TSC) of the Climate Delegated Act
(and the future Environmental Delegated Act pursuant to the TR) into KPIs,
which will be publicly disclosed in their non-financial statement (i.e. the
KPIs for insurance undertakings should capture their non-life underwriting
activities and investment policy that are part of their business model to
show the extent to which those activities are aligned with the TR).
The reporting requirements set out in the TR and applied through the DA
shall apply:
* from 1 January 2022, as regards the first two environmental objectives
(climate change adaptation and mitigation);
* from 1 January 2023, as regards the other four environmental objectives
(water use, circular economy, pollution control, and biodiversity protection).
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Given the importance of the Technical Screening Criteria (TSC) to classify en-

vironmentally sustainable economic activities (EAs), the Taxonomy Regulation

(TR) establishes that their development, update and review should be built on

the advice of different persons who have proven knowledge and experience

in several relevant areas, such as:

* experts representing relevant private stakeholders and industries, and pro-
fessionals with accounting and reporting expertise;

* experts in environmental, social, labour and governance issues representing
civil society;

* experts representing academia (i.e. universities).

Furthermore, the group of experts shall also include representatives of the

European Environment Agency, the ESAs, the European Investment Bank, the

European Investment Fund and the European Union Agency for Fundamental

Rights.

In line with the provision of the TR, the European Commission has set up a

permanent expert group made up of the above-mentioned experts, named

“Platform on Sustainable Finance” (PSF). The PSF operates since October

2020 through a plenary composed by 57 members and 11 observers, sup-

ported by six subgroups where the technical work on PSF opinions, reports

or recommendations takes place. The plenary serves as a forum to ensure
that appropriate linkages are created between the relevant subgroups and to
formally endorse advice and reports.

The PSF has been tasked with different supporting activities, including:

* advising the Commission on the TSC on environmental objectives;

* analysing the TSC impacts in terms of potential costs and benefits of their
application;

* assisting the Commission in analysing requests from stakeholders to devel-
op or revise TSC for a given economic activity;

* advising the Commission on extending the scope of the TR beyond environ-
mentally sustainable EAs (e.g. social objectives).

The Platform has published four reports to date:

* a report setting out the Platform’s key findings and recommendations, by
responding to six questions from the Commission on how the European Tax-
onomy can enable inclusive transition financing for companies and other
economic actors working to improve their environmental impact;

* two draft reports on social taxonomy and on potential “significantly harm-
ful” and “no significant impact” taxonomy (considering that both are ad-
visory reports, the Commission has not yet taken a decision on whether to
proceed);

* a draft report for a call for feedback closed on September 2021 whose
related Final report is expected for November 2021, focused on preliminary
recommendations regarding the TSC for the four remaining environmental
objectives (water use, circular economy, pollution control, and biodiversity
protection) as well as few additional EAs and related criteria for the two
climate objectives of mitigation and adaptation.
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TR: Other proy

The TR provides that Member States shall ensure that their competent authorities
have the necessary supervisory and investigatory powers and cooperate with
each other to monitor the compliance of financial market participants with the
requirements laid down in the Articles 5, 6 and 7 of the TR supplementing the
rules on sustainability-related disclosures under Regulation (EU) 2019/2088
(SFDR) for light-green and dark-green financial products.
For this purpose, the TR provides that Member States shall lay down effective,
proportionate and dissuasive measures and penalties applicable to infringe-
ments of the above-mentioned articles.
Furthermore, the TR requires that the Commission should provide with a for-
mal status the EU Member States Expert Group on Sustainable Finance. The
so-called Member State Expert Group has been created in 2018 to increase
the engagement of EU Member States in supporting the implementation of
sustainable finance actions and promote the transformation in their territories.
The obijective of such a provision is to facilitate, through regular meetings, the
exchange of views between the Member States and the Commission on the
EU taxonomy development. The tasks of the Expert Group should primarily
consist of advising the Commission as regards the main output of the Platform
on Sustainable Finance, such as new technical screening criteria (TSC) or ma-
terial updates thereof and draft reports.
Regarding the periodical review of the TR, it is provided that by 31 December
2021, the Commission, based on the draft reports and advices of the Platform
on Sustainable Finance, shall assess further development of the classification
system for environmentally sustainable economic activities (EAs) by extending
its scope to cover activities that do not have a significant impact and activities
that significantly harm the environment, as well as other sustainability objec-
tives, including social objectives.

Furthermore, by 13 July 2022, and subsequently every three years thereafter,

the Commission shall publish a report on the application of the TR to evaluate

the following:

* the progress in implementing the TR concerning the development of TSC for
environmentally sustainable EAs;

* the possible need to revise and complement the criteria to qualify an EA as
environmentally sustainable;

* the effectiveness of the application of the TSC in channelling private invest-
ments into environmentally sustainable EAs;

* the access by financial market participants and investors to reliable, timely
and verifiable information and data regarding private enterprises and other
legal entities;

* the application of the above-mentioned Articles 5, 6 and 7 concerning
amendments to SFDR.

From the same date, the Commission shall also assess the effectiveness of the

advisory procedures for the development of the TSC involving the Platform on

Sustainable Finance. | & FAIS
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The Regulation (EU) 2019/2089, also known as EU Climate Benchmarks

Regulation (from now on the “CBR”), entered into application on 30 April

2020 and amended the already existing Regulation (EU) 2016/1011 on indi-

ces used as benchmarks in financial instruments and financial contracts or to

measure the performance of investment funds.

The latter, entered into force on 30 June 2016 and applied from 1January

2018, has established uniform rules for benchmark index providers to ensure

the accuracy and infegrity of benchmarks construction across the EU. Its main

objectives are:

* improving governance and controls over the benchmark process;

* improving the quality of input data and methodologies used by index pro-
viders;

* protecting consumers, investors and the market sanity through greater trans-
parency.

The CBR integrates Regulation (EU) 2016/1011 with the aim of increasing

transparency and uniformity in the use of low-carbon indices and therefore

making finance flows consistent with a pathway towards low greenhouse gas

emissions and climate-resilient development. To achieve such objectives, the

CBR introduces two new types of benchmark:

* EU Climate Transition Benchmark;

* EU Paris-Aligned Benchmark.

Furthermore, it also requires specific sustainability-related disclosures for

benchmark administrators providing the new indices.

The amending provisions are also intended to reach one of the objectives

published in the Action Plan on financing sustainable growth published by the

European Commission on 8 March 2018: reorienting capital flows towards

sustainable investment to achieve sustainable and inclusive growth.

Thus, the CBR establishes a new harmonised framework to prevent the frag-

mentation of different climate-related benchmarks in the market, considering

that varying degrees of indices” “green ambitions” have led to a perceived lack

of transparency and uniformity in the categorisation of climate-related bench-

marks and concerns regarding the potential for “greenwashing”.

By 30 April 2020, benchmark administrators have been required to produce a

benchmark statement which includes an explanation as to whether or not they

reflect ESG factors in their benchmarks and ensure a degree of alignment with

the target of reducing carbon emissions or, the attainment of the objectives

of the Paris Agreement (e.g. the attainment of the 2°C temperature reduction

target).

By 1 January 2022, EU benchmark administrators that provide significant

benchmarks determined based on the value of one or more underlying assets

or prices shall endeavour to provide one or more EU Climate Transition

Benchmarks. | & PR EETIRESATRE
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CBR: Definitic

The Regulation 2016/1011 defines “index” as any figure that is published or
made available to the public regularly determined, entirely or partially, by the ap-
plication of a formula or any other method of calculation, or by an assessment.
An index shall be calculated on the basis of the value of one or more underlying
assets or prices, including estimated prices, actual or estimated interest rates,
quotes and committed quotes, or other values or surveys.
Thus, it is defined as “benchmark” any index by reference to which the amount
payable under a financial instrument or a financial contract, or the value of
a financial instrument, is determined, or an index that is used to measure the
performance of an investment fund with the purpose of tracking the return of
such index or of defining the asset allocation of a portfolio or of computing
the performance fees.
The natural or legal person that has control over the provision of an index
(e.g. collecting, analysing or processing input data for the purpose of deter-
mining a benchmark) is called “index provider”.
The Climate Benchmarks Regulation amends the definitions provided by
Regulation (EU) 2016/1011 by introducing two new definitions referred to the
EU Climate Transition Benchmark and the EU Paris-aligned Benchmark.
A benchmark labelled as EU Climate Transition Benchmark shall underlie
assets selected, weighted or excluded in such a manner that the resulting
benchmark portfolio is on a decarbonisation trajectory, that is a measura-
ble, science-based and time-bounded trajectory towards alignment with the
objectives of the Paris Agreement by reducing the following carbon emissions
categories:

* Scope 1: emissions generated from sources that are controlled by the com-
pany that issues the underlying assets;

* Scope 2: emissions generated from the consumption of purchased electrici-
ty, steam, or other sources of energy generated upstream from the company
that issues the underlying assets;

* Scope 3: emissions not covered by Scope 1 and 2 categories that occur in
the value chain of the reporting company.

A benchmark labelled as EU Paris-aligned Benchmark shall underlie assets

selected, weighted or excluded in such a manner that the resulting bench-

mark portfolio’s carbon emissions are aligned with the objectives of the “Paris

Agreement” approved by the European Council on 5 October 2016. Further-

more, the activities relating to the underlying assets do not significantly harm

other environmental, social, and governance (ESG) objectives.

Both the above-mentioned types of benchmark shall also be constructed in

accordance with the minimum standards laid down in the Commission Del-

egated Regulations (EU) 2020/1818 of 17 July 2020 entered into force
on 23 December 2020 supplementing the CBR and specifying some techni-
cal definitions for the construction of the benchmarks (e.g. the definition of

“greenhouse gas (GHG) emissions”).
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