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Building
a better
financial
services
Industry

At EY Financial Services we train
and nurture our inclusive teams to
develop minds that can transform,
shape and innovate financial
services. Our professionals

come together from different
backgrounds and walks of life to
apply their skills and insights to
ask better questions. It's these
better questions that lead to better
answers, benefiting our clients,
their customers and the wider
community. Our minds are made
to build a better financial services
industry. It's how we play our part
in building a better working world.

Minds made for building
financial services

ey.com/fsminds



Sustainability-related disclosure requirements

The Sustainable Finance Disclosure Regulation (SFDR) is the
first EU Action Plan for sustainable growth regulation and

applies from 10 March 2021.

Scope and objectives

The SFDR lays down sustainability disclosure obligations
for financial market participants and financial advisors
towards end-investors. It does so in relation to the
integration of sustainability risks by financial market
participants and financial advisers in all investment
processes and for financial products that pursue the
objective of sustainable investments.

The 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. It will achieve this 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). The SFDR also creates an even playing field
for ESG products/distribution channels across member
states and aims to increase the market awareness of
sustainability.

The draft requlatory technical standards (RTS), developed

by the European Supervisory Authorities (ESAs), define

the implementation requirements for financial market
participants and specify the content, methodology and
presentation of disclosures. The Final Report on draft RTS was
published by the ESAs on 2 February 2021 with an expected
application start date on 1 January 2022.

Independent from the RTS, all SFDR level 1 regulation
application dates remain unchanged, as confirmed by the EU
Commission in October 2020.

Financial market participants and financial advisors need to
comply with the principle based SFDR requirements from 10
March 2021.

To prepare for the application of the technical standards from 1
January 2022, firms need then to shift their focus on the RTS
implementation during the following months.

SFDR requirements must not be considered standalone as
other reqgulations including MiFID I, IDD, UCITS and AIFMD are
expected to cross over. A sustainability preference is likely to
be introduced which refers to SFDR product characteristics and
requires adjusting the companies’ business processes.

Target groups and affected
products

SFDR impacts financial market participants and financial

advisors. This includes inter alia:

» Insurance companies and insurance intermediaries

» Institutions for occupational retirement provision (IORP)

> Investment firms and credit institutions providing portfolio
management or investment advice

> Alternative Investment Fund Managers (AIFM)

»  Undertakings for collective investment in transferable

»  securities (UCITS management companies)

Affected financial products under the SFDR are inter alia:

> Insurance-based investment products (IBIPs)

> Pension products and pension schemes

>  pan-European personal pension products (PEPPs)

»  Alternative investment funds (AIFs)

»  UCITS

> Portfolios managed by an investment firm in accordance
with MiFID Il
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Key points to
understand about SFDR

Does the SFDR also apply to
financial market participants
who don't have environmental
or social products?

Yes, the SFDR refers to financial market participants
(as defined in the SFDR). This also includes companies
who don't have environmental or social products.

To what extent do insurance
undertakings and IORPs fall
under the scope of

the SFDR?

The SFDR lays down harmonized rules for financial
market participants and financial advisors. This
applies to insurance undertakings, where they have
financial products e.q., insurance-based investment
products (IBIPs), pension products or pension
schemes and pan-European private pension products
(PEPP). This also applies to reinsurers. Furthermore,
the SFDR applies to every IORP within the scope of
the IORP-II Directive.

4 | New sustainability-related disclosure requirements



How should products falling
under the scope of SFDR be
classified and what are the
requirements which apply
with regard to their ESG
approach?

According to the SFDR, financial products are

divided into three categories:

1. Financial products promoting environmental or social
characteristics (Article 8 SFDR),

2. Financial products with a sustainability objective

(Article 9 SFDR) and

Other products not covered by Article 8 or Article 9

s

Article 9 products have a targeted sustainability
objective (e.g., reduction of CO2 emissions),
whereas Article 8 products take into account
environmental or social characteristics.

Both classifications of financial products are subject to
different disclosure requirements on firms' websites as
well as in their pre-contractual disclosures and periodic
reporting.

In addition, supplementary taxonomy reporting will
need to be carried out from 2022 if the product pursues
environmental sustainability objectives, starting with
climate change mitigation and adaptation.

New sustainability related disclosure requirements |
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Disclosure requirements at

entity and product* level

SFDR disclosure requirements apply on an entity and
product level. The respective information must be published
on the website, in pre-contractual information as well as in
periodic reports.

The disclosure requirements can be summarized as follows:

New disclosure requirements at:

Entity level + Product level

What to disclose?

Sustainability Risk (financial materiality)

ESG event or condition that, if it occurs, could cause an
actual or a potential material negative impact on the
value of the investment

Principle Adverse Impact (investment footprint)
Impacts of investment decisions (and advice) that result
in negative effects on a sustainability factor

(Note: inside-out perspective)

ESG Approach (shades of green)

Provide transparency on ESG Approach i.e. how financial
products meet environmental or social characteristics
(“light green™) or how the sustainable investment

Disclose SR approach & investment footprint (PAI) or
explain why not relevant

Provide transparency on ESG approach/sustainable
investment objectives or do not promote ESG

Where to disclose?

objective is to be attained (“dark green”)"

Non-ESG product
Products which don't

meet criteria of ESG

products

E/S characteristics
Products which

promote environmental
or social characteristics

Sl objectives
Products with
sustainable investment
objectives

Mixed products possible (partly SI, % of Sl objective)

* financial products as defined in article 2 (12) SFDR

6
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Disclosure channel

Periodic reports

Website Pre-contractual




Key

milestones

The SFDR reguirements must be applied generally from

10 March 2021. Some elements of the regulation will be
phased in after this date, as well as other delegated acts and
regulatory standards:

January 2022

Application date

for EU-Taxonomy (climate):
Climate change mitigation
Climate change adaption

February 2021 January 2022

Final Report on Application date for SFDR

draft RTS (periodic reporting and RTS)
o —©@

March 2021

Application date for SFDR
(except periodic reporting)

H2 2021

Expected final delegated acts for:
MIFID II, UCITS, AIFMD, IDD and
Solvency Il amendments

*Subject to changes; accurate

as of March 2021,

Regulation (EU) 2020/852

Confirmed
by regulator

Market
expectation

H2 2022

Expected application date for:
MIFID I, UCITS, AIFMD, IDD and
Solvency Il amendments

December 2022
Application date for
consideration of PAI
in pre-contractual
information

January 2023

Expected application date

for EU-Taxonomy (other 4
environmental objectives):

» Water and marine resources
» Circular economy

> Pollution

> Biodiversity and ecosystems

New sustainability-related disclosure requirements |
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EY - Our services

EY teams are placed to serve you with in-depth experience in Sustainable Finance-related engagements and
regulatory know-how, paired with long-standing financial services industry and regulatory transformation
experience. EY service offering ranges from regulatory transformation to risk and reporting advisory as well as
assurance services.

EY teams support the implementation of sustainability-related disclosure requirements, this includes:

Gap analysis and Interpretation of
implementation regulatory requirements

@),

Implemen-
tation

Market
overview

Assurance

%

Quality
assurance

Training

Training and workshops Provision of market Assurance according to
insights and recognized standards
benchmarks
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Contacts

Max Weber

Partner

EMEIA Sustainable Finance Lead Banking
and Capital Markets, Ernst & Young GmbH
T: +49 160 939 15494

E: max.weber@de.ey.com

Kabari Bhattacharya
Associate Partner

EMEIA Sustainable Finance Lead
Insurance, Ernst & Young LLP

T. +44 7827 872620

E: kbhattacharya@uk.ey.com

Armin Henatsch

Director

Sustainable Finance Lead Insurance
Germany, Ernst & Young GmbH

T: +49 160 939 29205

E: armin.henatsch@de.ey.com

Caroline Hurst

Senior Manager

EMEIA FSO Sustainable Finance
Ernst & Young LLP

T: +44 7825 504187

E: churst®uk.ey.com

Patrick Stoess

Partner

EMEIA Sustainable Finance Lead Wealth and
Asset Management, Ernst & Young GmbH

T: +49 160 939 25387

E: patrick.stoess@de.ey.com

Anthony Kirby

Associate Partner

Head of Regulatory & Risk Intelligence UK
Ernst & Young LLP

T: +44 7796 548 317

E: akirbyl@uk.ey.com

Stephan Geiger

Associate Partner

ESG Lead Financial Services Switzerland
Ernst & Young AG

T: +41 58 289 3473

E: stephan.geiger@ch.ey.com
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EY | Building a better working world

EY exists to build a better working world, helping to create
long-term value for clients, people and society and build trust
in the capital markets.

Enabled by data and technology, diverse EY teams in over
150 countries provide trust through assurance and help
clients grow, transform and operate.

Working across assurance, consulting, law, strategy, tax and
transactions, EY teams ask better questions to find new
answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or more,
of the member firms of Ernst & Young Global Limited, each of

which is a separate legal entity. Ernst & Young Global Limited, a UK
company limited by guarantee, does not provide services to clients.
Information about how EY collects and uses personal data and a
description of the rights individuals have under data protection
legislation are available via ey.com/privacy. EY member firms do not
practice law where prohibited by local laws. For more information
about our organization, please visit ey.com.

What makes EY distinctive in financial services

Over 84,000 EY professionals are dedicated to financial services,
serving the banking and capital markets, insurance, and wealth
and asset management sectors. We share a single focus — to build
a better financial services industry, one that is stronger, fairer and
more sustainable.

© 2021 EYGM Limited.
All Rights Reserved.

EYG no. 008365-20Gbl
ED MMYY

In line with EY's commitment to minimize its impact on the environment,
%8 this document has been printed on paper with a high recycled content.

This material has been prepared for general informational purposes only and
is not intended to be relied upon as legal, accounting, tax or other professional
advice. Please refer to your advisors for specific advice.

ey.com/sustainabilityFS



