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EFAMA RESPONSE TO ESMA CONSULTATION PAPER ON TECHNICAL STANDARDS
UNDER THE REGULATION ON TRANSPARENCY AND INTEGRITY OF ENVIRONMENTAL,
SOCIAL AND GOVERNANCE (ESG) RATING ACTIVITIES

Q1 Do you agree with ESMA'’s proposals for the draft technical standard under Articles 6(3) and
12(9)?

We welcome the opportunity to respond to this consultation on the draft RTS for the regulation on ESG
rating activities. We support ESMA’s objective to enhance transparency, consistency, and
comparability in the ESG ratings market. In this context, we would like to raise a number of general
comments regarding the structure and implementation of the RTS.

Most asset managers have some form of in-house proprietary rating system for assessing issuers'
environmental, social, and/or governance risks and opportunities. These systems are developed and
used to assist investment decisions and as part of funds’ investment processes, as well as in order to
comply with other regulatory requirements. In addition, they are often disclosed in managers' SFDR-
required disclosures and marketing materials. In such cases, where the asset managers disclose ESG
ratings incorporated into their product and services (already regulated by sectoral regulations such as
UCITS, AIFMD, MiFID, SFDR, etc.), they are not subject to the ESG rating regulation as referred to
Article 2.2 (c) of the Regulation 2024/3005.

Therefore, EFAMA is responding to this consultation representing users of ESG ratings, focusing
mainly on the rating disclosure RTS, rather than financial market participants that will also be subject to
these transparency requirements. This is because, under Articles 2 and 49 of the regulation, financial
market participants are only subject to equivalent transparency rules under SFDR if they disclose an
ESG rating to third parties as part of their marketing communications.

In specific instances where a financial market participant discloses ESG ratings in marketing
communication relating to its regulated product or activities, other regulatory technical standards are to
be developed to specify ESG rating disclosures — as referred to in Article 2.3 of the ESG Rating
Regulation. These RTS will take into account the information already disclosed as part of the website
disclosures under Article 10 of the Sustainable Finance Disclosure Regulation (SFDR). We believe this
consideration is a positive step towards ensuring duplication of disclosures is avoided and administrative
burden is reduced. On this note, we stand ready to work with the European Supervisory Authorities
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(ESAs) in achieving the intended outcomes of the transparency requirements in the most efficient and
effective way, in light of the short timeline for the implementation of the RTS.

Q2 Do you agree with ESMA'’s proposals for the draft technical standard under Article 16(5)?

On the separation of activities, we fully agree that establishing clear and robust separation through
organisational and physical measures is key to enabling the segregation of functions and information
barriers in instances where an ESG rating provider also provides other permissible activities
contemplated under the regulation on ESG rating activities. We recognise that physical measures,
such as separate offices, are required to achieve meaningful segregation of activities, which in turn
leads to the mitigation of potential conflicts of interest. However, we believe the following additional
points should be incorporated within the draft RTS under Article 16(5) of ESGRRP:

e Under Article 1, we believe that an ESG rating provider should also put in place staff
compensation arrangements to eliminate or appropriately manage actual and potential conflicts
of interest related to their ESG rating. Currently, Article 1(a) only covers staff reporting lines
and does not address compensation arrangements; and

e More generally, and as recommended by IOSCO in its Final Report on ESG Ratings and Data
Products Providers, we would welcome the disclosure of the nature of the compensation
arrangement or any other business or financial relationships that exist with an entity for which
the ESG ratings provider provides ESG ratings, subject to confidentiality, contractual and other
business, legal and/or regulatory requirements.

Q3. Do you agree with ESMA’s proposals for the draft technical standard under Articles 23(4)
and 24(3)?

We also agree that ESMA has not specified further disclosure requirements for each item under point 1
of Annex lll, as these technical standards should only provide additional specifications in instances
where requirements at Level 1 are not sufficiently detailed. However, we have noted below where
improvements could be made on the draft RTS.

Clarification of the level of disclosure: We welcome the efforts to enhance transparency in ESG rating
disclosures; however, we note that the current RTS text occasionally lacks clarity regarding the level at
which disclosures are expected.

Treatment of aggregated ESG ratings: In several cases, the RTS refers to disclosures “per E, S, and G
factors”. In cases of aggregated scores, we believe these requirements will only be relevant if ESG

factors are considered as part of those aggregated scores.

Annex lll. Part 1 - Disclosures to the Public

Article 3(1)(a)”’the name of the issuer”

We do not understand why point (a) requires systematic disclosures of the name of the rated item or
the name of its issuer. This section refers to Annex Ill.1.f and should remain focused on the general
methodology regarding the type/family of E, S, G rating or scoring, rather than referring to specific
rated entities.
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This means that ESMA should specify that information (a) should be disclosed when the rating is
provided on a website on a rated item basis, while information (b) to (e) can be provided by
rating/scoring type and referred to by each rated item. In cases where (a) applies, it is important that
the disclosures also cover the scope of business activities and any group entities included in the
assessment.

And we suggest amending points (b) and (c) to “a generalized description of...”.

In cases where (a) applies, it is important that the disclosures also cover the scope of business
activities and any group entities included in the assessment.

Article 3(1)(d) “how the proportion of the risk and impact materiality is determined in the case
of the double materiality principle”

We would like to draw your attention to the fact that this requirement shall not necessarily request to
quantify the proportion of risk and impact materiality under the double materiality principle. Indeed, this
appears complex in practice to assign specific percentages or numerical shares to each materiality
dimension, particularly in cases where both financial and impact materiality are intertwined (e.g.,
impact risks could lead to financial risks). As users, we believe quantitative proportions are not
meaningful and that information disclosed under (d) could be a description of how the rating provider
combines risk and impact materiality.

Article 4(1) (a)” the name or unique identifier of the applicable methodology”

We would welcome clarification on what is expected under “name or unique identifier of the applicable
methodology”. How standardized is it across ESG rating providers?

Article 4(2)(b) “the name and version of the industry classification”;

In addition to (b) the name and version of the industry classification used, we suggest requiring the
disclosure of the classification level applied (e.g., for GICS, whether it is GICS1, GICS2, GICS3, or
GICS 4). This would enhance transparency and ensure better comparability across methodologies.

Article 6 (3)

We believe that the following points should be added in article 6 (3) in order to provide relevant
explanations to users in general:

- Insert before point (a): “the criteria used in the pricing policy and how production costs are
taken into account”

- Insert point (e): “as part of the transparency requirement, if they provide details to each client
they invoice for ESG ratings on what and how criteria have been applied.”

In addition, we would welcome a definition of the terms « fair », « reasonable », “non-discriminatory”,
and « transparent »as far as fees are concerned. These notions are highly subjective and would benefit

from clear criteria to ensure consistent interpretation across providers.

Annex lll. Part 2 - Additional disclosures to users and to rated entities

RTS - Annex lll.2(a)(ii)
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We suggest that ESMA provide an RTS in relation to Annex Ill.2(a)(ii). It would clarify that providers
should disclose :

(i) A description of the KPI used per E, S, G factor
(i) The weighting method, including the breakdown of weights by KPI.
This would ensure consistency and comparability across rating approaches

RTS - Annex lll.2 (a)(iii)

We suggest that ESMA provide an RTS in relation to the requirement set out in Annex Il1.2(a) (iii).
Similarly to the previous point, it would clarify that providers should disclose :

(i) A description of the criteria used (eg, sector, geographic area) to weigh each E, S, G factor
into the ESG rating

(i) The weighting method, including the breakdown of weights by criteria.
This would ensure consistency and comparability across rating approaches.

Expand RTS - Annex lll part 2 (vi)

Please clarify that the information is to be provided on the basis of each rated item (or a list of rated
items) impacted by one change.

Article 7(1)

As users having to comply with other pieces of regulations within the sustainable finance framework,
we believe that ESMA should add the following points (b) , (c) and (d) in Article 7(1):

“As part of the information disclosed in accordance with Annex IlI-2 (b)(i), ESG rating providers shall
specify

(a) the methods used to collect any non-public data.

(b) The share of public reported data used for the rated item

(c) The share of non-public reported data used for the rated item
(d) The share of estimated data.

(e) The processes used to aggregate data from various sources

Expand RTS — Annex lll part 2 (iv) data quality controls

We believe that the disclosure of Annex 11.2(iv) is key for users and that ESMA should standardize, at
a minimum, this disclosure for the ease of users and for comparability. We suggest ESMA adds the
following to the RTS:
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“As part of the information disclosed under Annex Il11.2(iv), ESG rating providers shall specify the data
quality control processes that are implemented, their scope, and frequency. This shall include, among
others:

(a) Data Completeness checks
(b) Data consistency checks, including
(i) how significant changes in the data value are detected, investigated, and explained/cured
(ii) how outdated data are detected, investigated and cured
(c) Rating/Scoring consistency checks
(d) Monitoring of data production and the remediation process

(e) Monitoring of the rating production and remediation process, including a description of how
the users and the rated entity are alerted and informed of:

- issues and remediation (corrections, delays,...)
- updates (forthcoming or past)

(f) any other measures implemented to ensure data quality

(g) limitations to methodologies and data availability

Q4. Do you consider that the draft technical standards under Articles 23(4) or 24(3) should
instead provide an expanded table in Annex proposing a sequence and structure for all
disclosures to be made under parts 1 and 2 of Annex IlI? If yes, please explain the benefits
of such an approach.

Yes, as it will help standardize the disclosure from providers and facilitate comparison and user
analysis.
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ABOUT EFAMA

EFAMA is the voice of the European investment management industry, which manages EUR 33
trillion of assets on behalf of its clients in Europe and around the world. We advocate for a
regulatory environment that supports our industry’s crucial role in steering capital towards
investments for a sustainable future and providing long-term value for investors. Besides fostering
a Capital Markets Union, consumer empowerment and sustainable finance in Europe, we also
support open and well-functioning global capital markets and engage with international standard
setters and relevant third-country authorities. EFAMA is a primary source of industry statistical
data and issues regular publications, including Market Insights and the EFAMA Fact Book.

More information is available at www.efama.org

Contact:

llia Bekou
Regulatory Policy Advisor — Stewardship & Sustainability Reporting
llia.bekou@efama.org | +32 2 548 26 66
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