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Introduction

We welcome the review of the Sustainable Finance Disclosure Regulation (SFDR).

However, we believe that further refinement of the SFDR is necessary to fully reap

the benefits of the revision and unlock the potential for sustainable investing.

Deutsches Aktieninstitut suggests:

to adopt a slim set of decision-useful PAl-indicators for product-level
reporting, grounded in the same datapoints as used in ESRS 2

The Commissions initiative under SFDR 2.0 to streamline the Principle
Adverse Impact (PAl)-indicators for product level reporting is the right way
forward. Because Financial Market Participants derive their reporting from
the sustainability reports of corporates subject to CSRD/ESRS disclosures,
we recommend to fully align the PAl-indicators between SFDR-related
datapoints and corresponding datapoints under the revised European
Sustainability Reporting Standards (ESRS) in Appendix B. We believe Level-
2 regulation should establish a slim set of decision-useful PAl-Indicators

for disclosure, to promote comparability across fund disclosures in the
relevant product categories (for Art. 7 & Art. 9 Products).

to delete the entity-level reporting as soon as the regulation enters into
force

In order to provide effective burden relief the deleted requirements
should take effect immediately after the entry into force of SFDR 2.0
regardless of the 18-month implementation period. Additionally, the
Commission should deprioritise supervisory actions with regards to the
discontinued disclosures immediately.

to include sovereigns in the transition and sustainable products category

We recommend that general-purpose sovereign bonds should be subject
to the framework covering transition and sustainable products (Art. 7 &
Art. 9). Excluding sovereigns from the sustainable and transition categories
would entail shifting the entire responsibility of driving the transition onto
corporations, obscuring the crucial role and accountability of governments
in the transition process to a sustainable future.



Decision-useful sustainability indicators should
be defined

Both the CSRD and the ESRS are the main source of corporate sustainability
reporting. All information that financial companies are obliged to report under the
SFDR or the regulatory framework governing the banking sector need to be derived
from the sustainability reports of corporates subject to CSRD/ESRS disclosures. We
therefore advocate viewing all sustainability reporting in context and creating a
unified data pool for all types of sustainability reporting.

To this end, we recommend that the Commission (Art. 19b SFDR) specifies the PAI-
indicators as follows:

e  Ensure full alignment/consistency between SFDR-related datapoints and
corresponding datapoints under the revised European Sustainability
Reporting Standards (ESRS) in Appendix B. The Co-legislator should not
engage in introducing new additional datapoints beyond ESRS/CSRD
reporting through level-2 at any circumstance.

e Establish a slim set of decision-useful sustainability indicators for

disclosure, to promote comparability across fund disclosures.

e If existing PAl-indicators are retained under SFDR 2.0, they should be
based on the same definitions as established under the SFDR 1.0
Regulatory Technical Standard (RTS).

e The Commission should develop accompanying guidance to support the
implementation of the disclosure requirements relating to PAl-indicators
and categories, including calculation formulas.

Add an immediate relief for the deletion of
entity-level reporting requirement under Art. 4

We support the deletion of the PAl-regime at the entity level since the disclosures
have limited value for retail and institutional investors. The deleted requirement
should take effect immediately after the entry into force of SFDR 2.0 regardless of
the 18-month implementation period.



Furthermore, the Commission should deprioritise supervisory actions with regards
to the proposal of discontinued entity-level disclosure in the interest of immediate
burden reduction.

Investments in general-purpose sovereign bonds
should be considered for the transition and
sustainable categories

We recommend that general-purpose sovereign bonds should be subject to the
framework covering transition and sustainable products. Although the assessment
of sovereign sustainability risks and the contribution of sovereigns to climate
change mitigation and adaptation have evolved significantly in recent years,
yielding robust and sophisticated methodologies, the suggested categorisation
framework does not reflect this progress. The legislative proposal restricts general-
purpose government bonds to the "ESG basics" category, reserving the "transition"
and "sustainable" categories exclusively for narrowly defined use-of-proceeds
(UoP) instruments. Excluding sovereign bonds from the sustainable and transition
categories would entail shifting the entire responsibility of driving the transition
onto corporations, obscuring the crucial role and accountability of governments in
the transition process to a sustainable future. Furthermore, if sovereign bonds are
not included in the transition and sustainable product categories, this may also
significantly reduce the options for diversification. Retail or institutional investors
seeking products with a low risk profile and a focus on sustainability might find
their range of available investment opportunities notably restricted.

n The ESMA Guidelines on the use of
sustainability-related claims should be deleted

SFDR 2.0 should operate as the only comprehensive framework governing, naming
and marketing of products in sustainability claims for all financial products in scope.
Right now, the coexistence of the ESMA Guidelines and a future SFDR 2.0 with
different sustainability investment thresholds lacks coherence. We therefore
recommend deleting the ESMA Guidelines regarding sustainability-related
terminology in fund names no later than the date of application of the new SFDR
regime. ESMA and the European Legislator should communicate this to the market
in a transparent and timely manner to ensure adequate preparation for
implementation.



New SFDR scope should not limit other ESG-
product offerings

The SFDR legislative proposal suggests that no other ESG-offerings should exist
beside the three product categories. Nevertheless, offering of ESG-products
outside the regulation need to be enabled to respond to investor demands. The
legal text should be amended to ensure that the SFDR 2.0 framework does not
restrict ESG-related product offerings solely to the three newly defined product
categories, provided that such products comply with applicable disclosure and
marketing requirements under relevant EU or national frameworks.

n Ensure alignment with EU-Taxonomy

We believe that the taxonomy should be turned into a voluntary instrument. At
present, the taxonomy does not meet its overarching goal, that is directing
investment towards the sectors of the economy that are most urgently needed for
the transition. We observe that the EU-Taxonomy in its current form is not useful,
given limited coverage of EU-Taxonomy reporting companies (i.e. after Omnibus)
and the ongoing application challenges (e.g. an Emerging Markets (EM)-focused
sustainable fund would need to disclose 0% alignment which could lead to
confusion by retail investors). Keeping this in mind it is questionable whether SFDR
and the EU-Taxonomy should be intertwined at all. However, if the 15% EU-
Taxonomy alignment remains part of the sustainable product category it should be
ensured that SFDR 2.0 is well intertwined with the EU-Taxonomy Framework and
its usage should be facilitated and designed in a practical and simplified manner.

The exclusion criteria for transition products
should be revised

The revised proposal introduces mandatory exclusion criteria for each of the
sustainability-related product categories. We support the initiative for sustainable
and transition products to exclude investments in companies that develop new
fossil-fuel projects, or which do not have a plan to phase-out from these projects.



However, exclusions beyond the Climate Transition Benchmark (CTB) standards risk
impeding investment in transitioning companies. To drive meaningful GHG
emission reductions and advance the goals of the Paris Agreement, transition
products must remain able to invest in transition leaders globally — including in
emerging markets and the energy sector. Therefore, we recommend using the
exclusion criteria to the CTB Benchmark exclusions only.

More specifically, we propose that exclusions under the transition and ESG basics
categories should only apply to new equity and fixed income investments. Pre-
existing investments would be allowed to run off naturally. This ensures that no
new CO2-emissions are financed, while existing positions are phased out gradually.

While the exclusion criteria should be applied with great caution, technical
guidance timely ahead of the SFDR 2.0 becoming effective is necessary. The
guidance should include illustrative examples and cross-references to existing
supervisory framework and exclusion criteria to prevent divergent interpretations
across the market.

When defining eligible reference frameworks for exclusion criteria, the scope
should not be limited to the EU Green Bond Standard. Other well-established
market standards — such as those from the Science Based Targets Initiative (SBTi)
or the International Capital Market Association (ICMA) — should equally be
recognised as eligible reference frameworks.

H The SFDR revision rollout should be carefully
coordinated

The rollout of the revision should be carefully planned, allowing sufficient time for
practical adaptations while ensuring a flawless implementation. Therefore, we
suggest that the Commission

e should start the work on Level-2 delegated acts soon as possible,
considerably ahead of the trilogue agreement being finalised.

e starts the modification of the criteria for sustainability preferences under
MiFID and IDD in parallel, taking into account, that this work is fully
intertwined with Level-2 measures under SDFR. If timelines for amending
SFDR, MIFiID Il, IDD and PRIIPS cannot be aligned, there should be
transitional periods until all regulations are updated.



ensures that PRIIPs KID amendments reflect the full sustainable product
universe. Mutual funds should not be the only product category permitted
to display information on sustainability elements in a KID.

sets up a fast-track for mutual funds under ESMA Guidelines with a 12-
month grace period to foster market adoption for the newly introduced
product categories to ensure a smooth transition to the new SFDR regime
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