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On 20 November, the European Commission published a proposal to revise the
Sustainable Finance Disclosure Regulation (SFDR), marking a pivotal step for the future of
sustainable finance in Europe.

In force since 2021, the SFDR (Regulation (EU) 2019/2088) sets out transparency
obligations for financial market participants and for sustainable investment products and
constitutes one of the three pillars of the EU sustainable finance regulatory architecture,
alongside the EU Taxonomy and the Corporate Sustainability Reporting Directive (CSRD)".

The SFDR has played a key role in raising market awareness of the integration of
sustainability considerations into investment decisions, supporting the growth of
sustainable investments in Europe and the diffusion of clearer and more comparable
information: Article 8 and Article 9 products—i.e., products commonly understood by the
market as “sustainable”—account for 59% of assets managed by EU investment funds?,
making the EU the leading market with around 86% of global sustainable assets?.

At the same time, in the first years of application, financial market participants and
practitioners have identified several criticalities in the interpretation and implementation
of the Regulation®, in particular linked to the complexity of disclosure obligations and
difficulties in understanding and comparing the environmental and social characteristics
of financial products. Moreover, an improper use of Articles 8 and 9 as product labelling

" Directive (EVU) 2022/2464 of the European Parliament and of the Council of 14 December 2022 on corporate sustainability
reporting

2 Morningstar, SFDR Article 8 and Article 9 Funds: Q2 2025 in Review: https://tinyurl.com/5n6hyff2

5 Morningstar, Global Sustainable Fund Flows: Q4 and Full-Year 2025 in Review: https://tinyurl.com/4w7p6355

“ In December 2022 the Commission launched a comprehensive review of the SFDR framework, with the aim of assessing
whether the regulation was effectively achieving its objectives. Two public consultations with stakeholders were launched
(targeted and open):

e conduction between September and December 2023;

e  publication of a summary report in May 2024;

e 324respondents (primarily market operators and advisors, followed by NGOs);

e  participation mainly from EU countries, but also from the UK and the US.
The European Commission has therefore launched a comprehensive review of the SFDR - in line with the simplification
objectives of the 2025 Work Programme and the 2024-2029 policy framework - with the objective of: strengthening
investor protection and preventing greenwashing; ensure greater comparability and comprehensibility of ESG products;
reduce administrative obligations and regulatory overlaps; promote a better allocation of capital towards the sustainable
transition; preserve the competitiveness of the European finance.


https://tinyurl.com/5n6hyff2
https://tinyurl.com/4w7p6955
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tools—rather than as a disclosure regime—has been observed, generating confusion
(especially among retail investors), and increasing the risk of greenwashing and unfair
commercial practices.

According to the Commission, the proposed amendments aim to address shortcomings
that emerged in recent years by making the rules simpler, more proportionate, and more
efficient, while better aligned with existing market practices. The new framework is
intended to be clearer and more usable for retail investors and easier to operationalise
for financial market participants.

The Italian Sustainable Investment Forum (ItaSIF) actively contributed to the consultation
process® and public debate, supporting the need to reform the Regulation to enhance
clarity and effectiveness and better support sustainable investments over the medium
and long term.

As outlined below, the proposal includes innovative elements that could strengthen the
Reqgulation's credibility; however, several points still warrant close attention. This position
paper sets out I[taSIF's assessment of the proposal and a set of targeted
recommendations intended to inform the legislative process and strengthen the
effectiveness, usability, and integrity of the revised framework.

Key elements of the proposal
The revision proposal is based on two main objectives:

o simplifying the Regulation, and in particular disclosure obligations;
e introducing an EU-wide categorisation system for ESG financial products.

Scope and definitions

The first change concerns a reduction in scope: the Regulation removes references to
financial advisers and portfolio management and focuses exclusively on entities that
directly participate in financial markets.

Removing portfolio management from the SFDR scope is consistent with the simplification
objective and with the fact that portfolio management is not an investment product but
aninvestment service. However, itis essential that this change does not in any way affect
the ability to continue offering portfolio management as suitable for meeting any
sustainability preferences expressed by a client during profiling, where discretionary
mandates feature objective and verifiable sustainability characteristics that the manager
undertakes to observe and that are adequately reflected in contractual documentation.

® ItaSIF, Response to the consultation on the SFDR regulation: https://tinyurl.com/wb5rym5t. Eurosif, SFDR review - A
blueprint for a fit-for-purpose SFDR that fosters sustainable growth: https://tinyurl.com/2wvyhwbr



https://tinyurl.com/wb5rym5t
https://tinyurl.com/2wvyhwbr
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A part of the industry considers it preferable to achieve this outcome by:

. including in the revised SFDR a recital acknowledging the existence of financial
instruments with sustainability characteristics that fall outside the SFDR and
may continue to be recommended under MiIFID Il rules on advice and portfolio
management to meet clients’ sustainability preferences;

. clarifying in MiFID Il implementing measures that discretionary mandates with
ESG characteristics—appropriately disclosed to clients in contractual
documentation—meet transparency needs and may therefore be offered to
meet clients’ sustainability preferences, in line with MiFID I

. confirming that future contractual disclosure for portfolio management is not
subject to the new Article 6a of the amended SFDR, which governs pre-
contractual disclosures for products that are not classified as sustainability-
related financial products; this follows from the fact that portfolio management
would fall outside the SFDR and may invest in instruments outside the SFDR
scope that nevertheless have sustainability characteristics;

. clarifying in MiFID Ilimplementing measures that intermediaries may adopt their
own internal principles regarding ESG classification rules for discretionary
mandates (a similar approach exists today for assets held in custody).

Another part of the industry, by contrast, fears that excluding portfolio management
from the SFDR would create uncertainty as to the transparency regime applicable to
sustainability-featured mandates and could therefore hinder their offering, creating an
uneven playing field vis-a-vis investment funds.

In this context, a voluntary opt-in mechanism would enable portfolio managers to adhere
to SFDR transparency requirements, thereby maintaining a level of disclosure comparable
to that applicable to financial products within the SFDR scope.

Furthermore, the Commission proposes deleting the definition of “sustainable
investment” (Article 2(17)) and the Do No Significant Harm (DNSH) principle, replacing
them with the concept of “sustainability-related financial product” and with a minimum
regime of more stringent exclusions linked to the new product categories.

Despite interpretative ambiguities, the sustainable investment definition has been one of
the SFDR’s most innovative features, encouraging investors to adopt more rigorous
approaches. Its complete removal now risks weakening existing practices and being
perceived as a step back compared to the objectives of the EU sustainable finance
framework. As an alternative, the revised SFDR should precisely clarify the criteria for
‘positive contribution” across categories. In particular, at a technical level, it would be
appropriate to define what constitutes “proper justification” for approaches not explicitly
listed by the Commission, specifying that such justification should rely on widely
recognised and credible European or international standards and certifications. To
reinforce legal certainty and reduce greenwashing risks, guidance documents should also
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include examples of good and bad practices regarding “positive contribution” for each
SFDR category.

Hybrid products

The Commission also introduces new Article 9a on composite products, including funds
of funds, providing an overall adequate disclosure framework, as well as relevant naming
and marketing rules that prohibit the use of sustainability-related references in the name
while allowing consistent marketing communications. Nonetheless, significant
operational uncertainties remain—particularly for funds of funds and impact sub-
categories—where additional clarity is needed, also regarding potential application of a
look-through approach.

In the insurance sector, similar uncertainties also concern multi-option insurance-based
investment products (IBIPs) (multi-option products - MOP) that—like portfolio
management—typically invest in varying proportions over time and according to clients’
preferences across different financial components (segregated funds, internal funds,
UCITS), rendering a categorisation of the insurance wrapper as a composite product de
factoinapplicable; in such cases, itis preferable to limit the Regulation’s application to the
individual options, similarly to what is proposed for portfolio management.

EU categorisation system for ESG financial products

Inline with suggestions from a wide range of stakeholders®, the proposal introduces three
harmonised types of sustainability-related financial products. The Commission aims to
identify easily recognisable categories, built on quantitative criteria and with continuity
with the current framework. To qualify as sustainability-related, products must integrate
sustainability factors beyond mere ESG risk management—also in the case of the simplest
products.

New Article 7 establishes the first category, “transition products”. These productsinvest
in the transition of companies and economic activities. Specifically, at least 70% of
investments must be allocated to achieve a clear and measurable transition objective
(social and/or environmental), as articulated in the investment strategy and measured
against ESG KPIs. These products may also qualify as “impact” products, which aim to
generate a predefined, measurable positive social or environmental impact.

Transition products must apply certain exclusions required by the EU Climate Transition
benchmark (CTB)’ and must exclude investments in companies developing new projects

6 European Commission, Summary Report of the Open and Targeted Consultations on the SFDR assessment :
https://tinyurl.com/yc3nh86tu; Platform on Sustainable Finance, Categorisation of products under the SFDR: Proposal of the
Platform on Sustainable Finance: https://tinyurl.com/yrkj46mx; European Supervisory Authorities (ESAs), Joint ESAs
Opinion On the assessment of the Sustainable Finance Disclosure Regulation: https://tinyurl.com/26pszjx6

/ Regulation (EU) 2019/2089 of the European Parliament and of the Council of 27 November 2019 amending Regulation (EU)
2016/1011 asregards EU Climate Transition Benchmarks, EU Paris-aligned Benchmarks and sustainability-related disclosures


https://tinyurl.com/yc3h86tu
https://tinyurl.com/yrkj46mx
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related to hard coal and lignite, oil fuels or gaseous fuels (including for power generation),
and that lack a phase-out plan for those activities. Safe harbour clauses apply: a product
is automatically compliant if it replicates or is managed by reference to a CTB or an EU
Paris-aligned benchmark (PAB)&, or if it demonstrates at least 15% EU Taxonomy-aligned
investments while respecting the exclusions set out in Article 7.

The second category—“ESG Basics” products—is governed by the revised Article 8.
These are products with at least 70% of investments in assets that integrate
sustainability factors beyond the consideration of sustainability risks. These products
must apply certain CTB exclusions®. No safe harbour mechanism is foreseen for this
category.

New Article 9 introduces the “sustainable products” category. To fall under this
category, at least 70% of investments must be allocated to achieving a clear and
measurable sustainability objective, and products must apply the exclusions foreseen for
PABs™, as well as excluding investments in companies with new fossil-fuel expansion
projects or without coal phase-out plans, in line with Article 7. Article 9 products may also
qualify as “impact”. A product replicating or managed in reference to a PAB is automatically
compliant; similarly, a product demonstrating at least 15% EU Taxonomy-aligned
investments and applying the Article 9 exclusions may be considered sustainable.

Product categories
Transition (Article 7) ESG Basics (Article 8) Sustainable (Article 9)
Binding criteria: =70% of Binding criteria: =70% of Binding criteria: =70% of
investments with a clear and investments in assets investments with a clear and
measurable transition objective | integrating sustainability measurable sustainability
related to sustainability factors, | factors beyond sustainability objective, in line with binding
as set out in the investment risk consideration, in line with elements of the investment
strategy and measured through | binding elements of the strategy, measured through
ESGKPIs. investment strategy, measured | ESGKPIs.
Exclusions: CTB exclusions + Exclusions: PAB exclusions +

for benchmarks. Below the list of exclusions required from the CTBs which are applied to Article 7 products: a) companies
involved in activities related to controversial weapons; b) companies involved in the tobacco cultivation and production; c)
companies which have been found by benchmark administrators in violation with the principles of the United Nations Global
Compact or the OECD Guidelines for Multinational Enterprises; d) companies which obtain 1% or more of their earnings from
the exploration, extraction, distribution or refinement of hard coal and lignite

8 Regulation (EU) 2019/2089 of the European Parliament and of the Council of 27 November 2019 amending Regulation (EU)
2016/1011 asregards EU Climate Transition Benchmarks, EU Paris-aligned Benchmarks and sustainability-related disclosures
for benchmarks

9 The same list of exclusions described in note 8 applies

10Below the list of exclusions provided by the PABs that are applied to Article 9 products: a) companies involved in activities
related to controversial weapons; b) companies involved in the tobacco cultivation and production; ¢) companies which
have been found by benchmark administrators in violation with the principles of the United Nations Global Compact or the
OECD Guidelines for Multinational Enterprises; d) companies which obtain 1% or more of their earnings from the exploration,
extraction, distribution or refinement of hard coal and lignite; ) companies which obtain 10% or more of their earnings from
the exploration, extraction, distribution or refinement of oil fuels; f) companies which obtain 50% or more of their earnings
from the exploration, extraction, distribution or refinement of gaseous fuels; g) companies which obtain 50% or more of their
earnings from the production of electricity with a greenhouses gases intensity higher that 100g CO2e/kWh
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exclusion of companies with
new fossil-fuel projects or
without a phase-out plan.

through appropriate indicators.
Exclusions: CTB exclusions.

exclusion of companies with
new fossil-fuel projects or
without a phase-out plan.

Automatically compliant if:
replicates or is managedin
reference toa CTB or PAB; or
=>15% Taxonomy-aligned
investments + Article 7
exclusions.

No automatic compliance
mechanism foreseen.

Automatically compliant if:
replicates or is managed in
reference to a PAB; or 215%
Taxonomy-aligned investments
+ Article 9 exclusions.

Public sector issuances do not
count towards the 70%
numerator unless they are use-
of-proceeds instruments
qualifying as European Green

Public sector issuances are not
excluded, provided
sustainability characteristics
can be demonstrated.

Public sector issuances do not
count towards the 70%
numerator unless they are use-
of-proceeds instruments
qualifying as EUGB and apply

Bonds (EuGB) or they apply certain PAB exclusions.

certain PAB exclusions.

Overall, ItaSIF supports the introduction of categories and minimum criteria,
particularly the safe harbour concept, the additional exclusions for companies involved in
fossil-fuel expansion and companies lacking coal phase-out plans within the “sustainable”
and “transition” categories, and the intention to review Taxonomy-alignment thresholds.
At the same time, ItaSIF raises concerns about the deletion of the DNSH principle, which
should be reintroduced as a standard of reasonable care.

However, the minimum criteria for the categories present shortcomings. ItaSIF calls for
the following targeted adjustments:

o for ‘transition products’, assets subject to a credible engagement strategy
(including escalation steps in case of issuer non-cooperation) should count
towards the 70% threshold. The SFDR should provide an indicative list of credible
engagement approaches, or refer to tools (including soft-law instruments) that
clarify what ‘credibility’ entails for engagement strategies;

o for 'ESG Basics’, the criteria should include additional exclusions relating to
fossil-fuel expansion projects, in line with the ‘sustainable’ and ‘transition’
categories;

o safe harbour clauses should be better aligned with the objectives of each
category:

o for 'sustainable’ products, the 15% threshold should be higher, considering
that the EU average Taxonomy-aligned turnover is around 10-13%;

o anincremental safe harbour over time should progressively raise ambition;
for ‘transition’ products, a pathway to progressively increase Taxonomy
alignment over a defined time horizon (e.g., 3-5 years) should be envisaged,
as the 15% threshold could be reached relatively easily through CapEx
investments;
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In addition, safe harbour clauses should require the application of additional
exclusions on fossil-fuel expansion and the absence of coal phase-out plans also
for products replicating a PAB or CTB.

As regards public sector securities, the lack of a single methodology should not prevent
recognising non-use-of-proceeds sovereign bonds (so-called general-purpose
issuances) as potentially contributing to transition or sustainability. [taSIF supports
allowing government bond investments to be included in the numerator for the 70%
threshold for Articles 7, 8 and 9 products, once common guidelines or a shared approach
are developed to identify sovereign issuances that contribute significantly to transition
or sustainability objectives. This would improve comparability and foster a consistent
interpretation across the market.

Finally, the SFDR revision is an opportunity to strengthen the social dimension of
sustainable finance. The current framework provides limited shared operational reference
points for market participants seeking to structure financial products with social impact
objectives. In this context, ItaSIF strongly supports reopening the discussion on
introducing a Social Taxonomy. Such a tool is needed to define common rules and clear
quantitative criteria to identify economic activities that substantially contribute to social-
transition objectives and to clarify their meaning, enabling the development of effective
financial products capable of channelling capital towards key activities for a just transition
pathway. Safe harbour mechanisms for investments in activities and companies with
recognised social objectives should also be considered, alongside a more systematic
consolidation of market good practices. In particular, guidelines or indicative criteria
should cover: investment selection methodologies consistent with social objectives;
impact measurement and reporting approaches; and consolidated investment and
stewardship practices adopted by market participants.

Entity-level and product-level disclosure obligations
Regarding disclosure obligations, the Commission proposes deleting:

e Article 4, on entity-level disclosure of Principal Adverse Impacts (PAI);
¢ Article 5, on remuneration policies and their consistency with the integration of
sustainability risks.

ItaSIF cautions that these measures risk weakening an integrated approach to
sustainability. While simplification is needed, entity-level disclosures are a key tool to
provide a complete and transparent view of an organisation’s sustainability pathway and
to demonstrate commitment to sustainability at all levels. They also strengthen
accountability for considering the negative impacts of investment decisions.

Asregards product-level disclosures, all sustainability-related products (Articles 7, 8 and
9) must publish a set of information, including: a statement of compliance with the criteria
for the relevant category; a description of transition objectives, sustainability factors or
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sustainability objectives and the strategy to meet the 70% threshold; the sustainability
indicators used to measure compliance with the strategy; and the data sources used.

In addition, Article 7 and Article 9 products must identify and disclose the principal adverse
impacts (PAI) of their investments on sustainability factors and describe actions taken to
address those impacts, using appropriate sustainability-related indicators. However,
compared with the previous SFDR, the choice of indicators is left to the discretion of
financial market participants. ItaSIF notes that removing a set of mandatory PAl indicators
risks reducing comparability and transparency across categorised products, including
within the same category and among products with similar objectives or characteristics.

ItaSIF supports reintroducing a limited set of voluntary PAI indicators based on
materiality in relation to the product strategy, with particular attention to
environmental and social metrics, to be applied to all financial products (not only the new
sustainability-related categories). In particular, the indicators in Table | of Commission
Delegated Regulation (EU) 2022/1288" could be referenced, except for PAI 10 and 11, which
are already covered by mandatory exclusions.

Moreover, [taSIF supports introducing minimum transparency requirements for ESG
data providers, to promote accountability and reduce civil liability risks for financial
market participants relying on third-party data. These requirements do not necessarily
need to be included in the SFDR revision proposal, but a reference to a dedicated
regulatory regime should be envisaged, ensuring consistency with Regulation (EU)
2024/3005 on ESG rating activities™.

The proposal also introduces further simplifications for website disclosures and periodic
statements. ItaSIF considers these simplifications useful and relevant and maintains that
they should be retained during the legislative process. ItaSIF also supports maintaining a
concise summary sheet with key information on investment characteristics and
compliance with applicable requirements, to ensure clarity and usability for investors.

Naming and marketing

A critical aspect of the Regulation concerns marketing communications and the use of
sustainability-related terms in fund names. For all products that are not categorised as
sustainability-related (i.e., those referred to in Article 6a) but that consider sustainability
risks, the proposal introduces precise and stringent rules. [taSIF supports these new rules,
which can improve transparency and reduce the risk of misleading practices.

" Commission Delegated Regulation (EU) 2022/1288 of 6 April 2022 supplementing Regulation (EU) 2019/2088 of the
European Parliament and of the Council: https://tinyurl.com/rteuaurx
12 Regulation (EU) 2024/3005 of the European Parliament and of the Council of 27 November 2024 on the transparency and

integrity of Environmental, Social and Governance (ESG) rating activities, and amending Regulations (EU) 2019/2088 and
(EU) 2023/2859
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However, ItaSIF considers that the set of usable terms should be limited to those
consistent with each category’s features (e.g., termsreferring to “sustainability” should
be reserved exclusively for products in the “sustainable” category).

ItaSIF recommendations

ESG product
categorisation

Disclosure
requirements

Scope, definitions
and timeline

Naming and
marketing

* Maintain a portfolio

management service offering
suitable to meet clients’ ESG
preferences

Clarify the criteria related to
*positive contribution” and the
concept of proper
justification, by publishing
examples of good and bad
practices

Apply the new measures
following the publication of

+ Article 7: requirement for a
credible engagement strategy
among the qualifying criteria

» Article 8: exclusion of
investments in fossil fuel
expansion projects

« Alignment of safe harbour
provisions with the relevant
category

+ Sovereign bonds within the 70%
threshold, with rigid guidelines

+ Strengthen disclosure
obligations at entity level

+ Reinstate a limited and
voluntary set of principal
adverse impact (PAI)
indicators

+ Introduce minimum
transparency requirements
for ESG data providers

+ Maintain a dashboard with
key information

¢ Limited use of sustainability-
related terms depending on the
specific product category

¢ Alignment with ESMA
Guidelines on funds’ names
using ESG or sustainability-
related terms

+ Strengthen the social dimension

the del ted acts and th . .
ccelegatedacts a < of sustainable finance

regulatory technical
standards (RTS)

Process coherence and final remarks

The revision proposal contains innovative elements that could strengthen the
Regulation’s credibility. At the same time, several issues require close attention, beyond
the points discussed above. One further area of focus is the coherence of the revised
SFDR with the wider sustainable finance legislative architecture. In particular, the
reduction of the CSRD scope envisaged by the Omnibus package raises questions about
the availability and quality of information needed by investors. Similarly, the removal of
transition plans from obligations under the Corporate Sustainability Due Diligence
Directive (CSDDD) would not benefit products categorised under Article 7. The update of
MIFID Il rules will also be a key step, in light of the deletion of the “sustainable investment”
definition and entity-level PAI, which currently play an important role in the integration of
clients’ sustainability preferences.

The SFDR revision should be coordinated and harmonised with the revision of the
Insurance Distribution Directive (IDD) and with measures under Regulation (EU)
2024/3005 and the Benchmarks Regulation, including in terms of entry-into-force and
application timelines, to ensure coherence and complementarity among instruments and
to avoid siloed approaches. It will also be essential to provide clear and transparent
guidance—also quantitative—on alignment with international standards and with
ESMA’s guidelines on fund names.
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In this context, it is crucial that the handover to the co-legislators and the subsequent
definition of Level 2 measures take place through a participatory and inclusive process,
ensuring stakeholder input and consistent application. In particular, itisimportant that the
application of the revised framework starts only after delegated acts and the Regulatory
Technical Standards (RTS) are defined and published, minimising risks stemming from
delaysinLevel 2measures compared to Level 1deadlines and avoiding potential regulatory
gaps. Concretely, the amendments should apply 12 months after the entry into force of all
Level 2 SFDR acts and the delegated acts under IDD and MiFID II.

If postponing the Level 1 application is not feasible, the following alternative should be
considered:

e Level1applies 24-30 months after its entry into force;
o all Level 2 SFDR acts and the delegated acts under IDD/MIFID Il must be published
12 months after Level 1 entry into force.

ItaSIF will continue to monitor the legislative process and contribute to a revision that is
as effective as possible and aligned with the needs of sustainable finance market
participants.



