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Sustainable Finance Disclosure 
Regulation 

Are you prepared for the level 2 
disclosure requirements?  



Executive Summary

The Sustainable Finance Disclosure Regulation (SFDR) forms part of the EU 
Commission's Sustainable Finance Action Plan and introduces new transparency 
requirements on the characteristics of financial products to allow end investors to 
compare products based on their environmental or social impact, otherwise known 
as “sustainability”. 

The disclosure requirements apply to financial market participants and financial 
advisors servicing clients in Europe and aims to reduce information asymmetries for 
investors and consumers regarding the impact of financial activities on 
environmental and social factors, the approach taken to sustainability risk 
management and the classification of ESG products.  
 
SFDR classifies financial products into three categories:

• Financial products which have sustainable investment as their objective 
(Article 9)

• Financial products which promote environmental or social characteristics of 
the investment, either alone or in combination with other characteristics 
(Article 8)

• All other financial products not covered by Articles 8 or 9

Firms are required to disclose at entity and product level, with varying disclosure 
requirements based on the classification of the product. Disclosure is expected 
through websites, pre-contractual documentation (i.e. fund prospectuses) and 
periodic reporting.

The combination of timelines stipulated in the SFDR Level 1 text and the revised 
Regulatory Technical Standards has created multiple deadlines for compliance, 
however, firms’ immediate focus is on the upcoming enhanced Level 2 RTS 
disclosure deadline of July 2022, recently delayed by the EU Commission from the 
expected date of January 2022.

Ensuring effective SFDR regulatory compliance is presenting a significant challenge 
for firms as they look to navigate the ESG data landscape, avoid the reputational 
and compliance risk implications of inaccurate disclosure, build an effective ESG 
strategy and keep up with the broader ESG regulatory regime.
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Sustainable Finance Disclosure Regulation: Preparing for the level 2 disclosure 
requirements
As part of the EU Commission’s Sustainable Finance Action Plan, the Sustainable Finance Disclosure Regulation 
(SFDR) sets new mandatory disclosure obligations for asset managers and other financial market participants. 
SFDR primarily focuses on stipulating specific disclosure requirements as a mechanism to educate investors on 
sustainability risks and impacts, reduce the risk of greenwashing and encourage the overall targeting of capital 
flows to a more sustainable economy, considering both environmental and social factors. 

SFDR presents a significant regulatory challenge for both financial market participants and financial advisors. 
Firms across the industry have responded to the initial go-live date on March 10th 2021, which required 
adherence to high level principles only. The Regulatory Technical Standards (RTS), released on 4th February 
2021, lay out the requirements for the level 2 disclosure and present a much greater challenge, both in terms of 
compiling disclosure and the implications for internal processes and policies. In addition to the RTS released in 
February, the EU Commission announced on 6th July 2021 that an additional six new RTS were under 
development and that the draft RTS published in February and the six new RTS would be bundled into a single 
Delegated Act, applicable from 1st July 2022. This announcement marks further delays to the implementation of 
the SFDR RTS from the previously expected date of 1st January 2022. Consequentially, firms across the industry 
are preparing for significant investment over the coming year to ensure regulatory compliance for the revised 
level 2 disclosure deadline of July 2022. This brief paper provides guidance on the expected reporting 
requirements, key disclosure challenges/considerations and next steps to enable financial market participants 
and financial advisors to prepare an efficient suite of disclosures under SFDR.

Who does SFDR apply to and what does it cover?
SFDR applies to all financial market participants and financial advisers regardless of whether the firm 
offers or advises on Environmental, Social and Governance (ESG) products or not. Therefore, careful 
consideration and planning is required to ensure that SFDR compliance is effective, efficient and aligned 
to wider ESG strategy. 

With the ultimate aim to harmonise existing provisions of sustainability-related disclosures to investors, 
SFDR focuses on bringing a level playing field for the transparency of sustainability risks, consideration 
of Principal Adverse Impacts and classification of financial products. These aims are addressed via three 
key ESG themes:

1. Internal Policies & Processes

Firms will need to provide a summary of the policies and processes used to manage and assess 
sustainability risks and detail how they have been integrated into:

• The investment process (and the impact of these considerations on investment returns)

• Wider firm policies, such as risk management and remuneration policies

2. External Impact of Investment Activity

Firms will need to report on their “Principal Adverse Impact”, which uses specific environmental and 
social indicators to disclose the negative effects of investment advice and activities on sustainability 
factors (e.g. GHG emissions, waste, biodiversity, etc)

3. ESG Product Performance

Where firms have specific ESG products, they will need to:

• Describe the ESG characteristics and sustainable investment objectives of these projects

• Detail performance against these objectives and how this has been monitored (including quantitative 
indicators)

SFDR categorises financial products into three separate categories, according to the relevant article, as 
shown in the table below. Each category has specific disclosure requirements that are expected through 
three channels: websites, periodic reporting and pre-contractual documentation (i.e. fund prospectuses). 
As well as the varying disclosure requirements across product classification categories, supplementary 
EU Taxonomy Regulation reporting is required depending on the proposed SFDR classification of the 
product. It is therefore important for firms to align the classification of products between the EU 
Taxonomy and SFDR accordingly. To find out more on the expected reporting requirements and key 
disclosure challenges/considerations under the EU Taxonomy Regulation, BCS Consulting have produced 
a brief paper to help guide firms across the industry which can be found here. 
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SFDR 
Classification

SFDR Category 
Description

EU Taxonomy 
Rule

Taxonomy Disclosure 
Expectation

Article 9 Financial products which 
have sustainable investment 
as their objective.

Article 5 Must complete Taxonomy disclosures 
where the investment is on activities 
that contribute to an environmental 
objective.

Article 8 Financial products which 
promote environmental or 
social characteristics of the 
investment, either alone or 
in combination with other 
characteristics.

Article 6 Must complete Taxonomy disclosures 
where environmental characteristics 
are promoted.

‘Other’ 
(financial 
products not 
subject to 
Article 8 or 9)

All other financial products. Article 7 Must complete Taxonomy disclosures 
or carry a disclaimer that “the 
investment(s) underlying this financial 
product do not take into account 
the EU criteria for environmentally 
sustainable investments”.

What and where do firms need to disclose?

Pre-Contractual 
Explaining how ESG products fulfil their characteristics or objectives, and how all 
products consider sustainability risk and principal adverse impact

Website 
Disclosing firm-wide approach to managing sustainability risk & impact as well as 
product level disclosure

Article 9 
Products

• Explanation of sustainable investment objectives, how firms intend to measure objectives and 
wider investment strategy

• Disclosure of specific indicators for measuring progress against objectives

• Further information required on:

 – Asset splits (sector / geography)

 – “Do no significant harm” principle

 – Alignment with OECD Guidelines / UN Principles on Business and Human Rights

• Template specified by the SFDR RTS

Article 8 
Products

• Explanation of how ESG characteristics are met, including KPIs and investment strategy

• Should also specify how firm intends to avoid significant harm to sustainable investment objectives 

• Template specified by the SFDR RTS

All ‘Other’ 
Products

• Explain how sustainability risk is considered as part of investment management process

• Explain how sustainability risk may impact investment returns

• Explain if products consider Principal Adverse Impact (January 2022)

Firm Level • Disclosure of approach to the integration of sustainability risk as part of investment management 
approach (e.g. how climate risk could impact investment returns), and how it considers Principal 
Adverse Impact (the impact of investment activity on the environment)

• Explanation of due diligence policies, description of key impacts and any actions taken

• Disclosure of how remuneration policies support integration of sustainability risk

• From 2023 onwards, disclosure of Principal Adverse Impact 

Article 
8 and 9 
Products

• Provision of additional information to Article 8 and 9 pre-contractual disclosures, including:

 – Detailed explanation of methodologies used to assess, monitor and measure ESG characteristics 
/ objectives

 – Summary of periodic reporting output
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Periodic Reporting 
Reporting performance of ESG products against specified objectives or 
characteristics via KPIs, plus wider qualitative disclosure

Article 
8 and 9 
Products

• Disclosure of performance against ESG characteristics or sustainable investment objectives

• Quantitative reporting against KPIs as defined in pre-contractual disclosure, with historical 
comparisons

• Disclosure of largest investments by sector/geography, and proportion of sustainability related 
investments

• Explanation of how indicators for Principal Adverse Impact were taken into account

• Explanation of performance against benchmarks where appropriate

• Template specified by the SFDR RTS 

What is Principal Adverse Impact? 

Principal Adverse Impact (PAI) is one of the most complex elements within the SFDR regime for firms to 
adhere to, but very simply, it looks to ensure comparable data on the negative potential impact of an 
investment activity on the environment, social and governance matters. 

Firms will either need to disclose against the stipulated environmental and social indicators (e.g. carbon 
footprints, average gender pay gaps of investee companies), or explain why they have chosen not to 
disclose. Firms must disclose product level PAI data for Article 9 funds, and are encouraged to do for 
Article 8 funds. 

 
Isn’t SFDR live already? 

SFDR was initially due to be fully implemented by 10th March 2021, however, the draft regulatory technical 
standards (RTS) were subject to industry challenge, particularly due to the complexity of Principal 
Adverse Impact requirements. In response to this, and wider COVID-19 delays, the Commission 
announced in Q4 2020 that firms only needed to comply with the Level 1 text by 10th March 2021.

Revised RTS were published in February 2021, and stipulate a reduction in mandatory volume of Principal 
Adverse Impact indicators and greater integration of EU Taxonomy requirements in comparison to the 
original text. Following further delays announced by the EU Commission on 6th July 2021, and the addition 
of six new RTS currently under development, the industry is working toward a go-live date for full RTS 
implementation of 1st July 2022. 

The combination of timelines stipulated in the SFDR Level 1 text and the revised RTS, alongside the 
upcoming EU Taxonomy disclosure obligations, has created multiple deadlines for SFDR and EU 

2021 2022 2023

10th March 2021 – L1 SFDR Go-Live
• Articulation of approach to 

sustainability risk at firm and product 
level

• Classification of products
• Production of prospectus and website 

disclosure
• High level statement on principal 

adverse impact

1st July 2022  – SFDR RTS Implementation 
(Expected) Product Level Reporting
• Product level reporting of sustainability 

impact (Impact & Equity Fund)
• Enhanced disclosure of sustainability 

objectives and indicators (Impact & Equity 
Fund)

• Enhanced statement on approach to principal 
adverse impact

1st January 2023 – Phase 2 EU Taxonomy
• Disclosure applicability for remaining 

four environmental objectives 
(sustainable use and protection of 
water and marine resources, transition 
to a circular economy, pollution 
prevention and control, protection and 
restoration of biodiversity and 
ecosystems)

1st January 2022 – Phase 1 EU Taxonomy
• Disclosure applicability for Climate 

change mitigation and Climate change 
adaptation objectives

1st January 2023  – SFDR Product Level Principal 
Adverse Impact Statements
• Confirming in prospectuses which products 

consider Principal Adverse Impact

30th June 2023  – SFDR Principal Adverse 
Impact Reporting Required 
• Calculation of Principal Adverse Impact 

against mandatory and voluntary indicators
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While the delays to the full SFDR regime caused some confusion in the market, many firms have 
responded to high client demand for ESG products by classifying as many products as Article 8 
(ESG characteristics) or 9 (sustainable investment objective) as possible. However, these products 
will be subject to significant reporting requirements under the full regime, and firms need to 
carefully consider if their product characteristics, ESG policies and processes are sufficiently 
robust to avoid the risk of greenwashing. 

What are the key challenges in producing SFDR disclosure?

The universe of ESG data vendors is constantly evolving with over 600 ESG ratings and rankings 
existing globally as of 2018 and expanding rapidly since. For SFDR, this data is crucial in calculating 
sustainability risks on investments, understanding Principal Adverse Impacts of investment 
decisions and advice, integrating ESG into the investment process and determining the 
classification of products.

The complexity of datasets and the variety of vendors, that have differing methodologies in 
producing both qualitative and quantitative measures, presents a significant challenge for the 
industry. In addition to this, a large proportion of the ESG data providers cannot guarantee the 
accuracy, completeness and reliability of the data and do not accept liability for data provision 
outside of their standard service level agreements. Firms should regain and retain control of their 
ESG data universe by clearly defining how ESG integrates with the firm’s broader data strategy and 
enhancement plans.

The prescriptive disclosure requirements of SFDR can expose inconsistencies in ESG practices 
within an organisation and may increase reputational and compliance risk for the firm. As an 
example, firms will be exposed to these risks if the classification of products as Article 8 or 9 is 
accompanied by very low EU Green taxonomy alignment or if the assessment of sustainability 
factors in funds evidence material negative impact. Increased due diligence on ESG assessments 
will be critical for effective compliance.   

The disclosure requirements stipulated under SFDR encourage organisations to build an ESG 
strategy that supports the identification of sustainability risks, integration of ESG factors into 
portfolios and allows for the ongoing monitoring of ESG characteristics at the investee company 
level. For many firms, SFDR represents the first step in developing a company-wide ESG strategy, 
therefore, careful planning is required to ensure that the key risks, opportunities, commitments, 
actions and values related to the firm’s strategic intentions are effectively articulated. 

Navigating the evolving ESG data landscape 

Reputational and Compliance risk due to insufficient 
due diligence 

Building an effective ESG strategy
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The evolving regulatory landscape for ESG includes both new regulatory initiatives, like SFDR and 
EU Taxonomy Regulation, and amendments to existing regulations, such as the six new delegated 
acts amending MiFID II, UCITS, AIFMD, Solvency II and IDD announced through the European 
Commission’s Sustainable Finance Package on 21st April 2021. As demonstrated below, firms will 
need to be prepared to comply with a large volume of regulation, spanning multiple deadlines, over 
the next 36 months.

• EU Taxonomy Regulation: Develops a framework that clearly classifies what economic activities 
are considered sustainable to support a standard definition of environmental products and 
encourages firms to report on their alignment to the Taxonomy at product level  
(Phase 1 Disclosure – January 2022, Phase 2 Disclosure – January 2023)

• UCITS / AIFMD: Sets requirements for UCITS funds and AIFs to enhance risk governance, 
investment due diligence and the identification of conflicts of interest through the integration of 
sustainability risks and Principal Adverse Impacts (Expected go-live October 2022)

• MiFID II / IDD: Focuses on the integration of customers’ sustainability preferences into suitability 
assessments, product oversight and governance requirements and the identification of conflicts 
of interest (Expected go-live October 2022)

• Solvency II: Adds in requirements to integrate sustainability risks within risk management, 
prudent person principle and actuarial calculation estimates (Expected go-live October 2022)

• NFRD / CSRD: Increases the scope of organisations already covered by requirements. Introduces 
more detailed reporting requirements and a requirement to report according to mandatory EU 
sustainability reporting standards (Expected go-live January 2024) 

Why BCS?
BCS Consulting has extensive experience supporting financial institutions in ESG capability 
development and ESG framework adoption. We have assisted clients in a broad range of ESG 
related challenges, including the development of Sustainable Finance product taxonomies, TCFD 
reporting, Climate PRA SS3/19 compliance, Stewardship Reporting, SFDR and broader ESG 
regulatory compliance objectives. 

With deep expertise in mobilising, developing, and publishing ESG disclosure and ESG data 
integration research, BCS Consulting is primed to assist organisations in designing and implementing 
an effective, efficient and sustainable SFDR disclosure regime. 

We tailor our SFDR support to meet specific requirements, including:

• Development of an overall disclosure strategy, including product classification and approach to 
Principal Adverse Impact 

• Advising on external data solutions to determine the most useful, reliable, and cost-effective 
options  

• Assessing current state ESG policies and procedures to identify enhancements required for 
public disclosure

• Supporting the development of a documentation review framework for public information 
analysis, leveraging our research and data capabilities 

• Developing an investment engagement model to support the validation of key information not 
available in public documents 

• Development of a book of work and detailed implementation plan for ESG reporting

• Preparing prospectuses, websites, and periodic disclosures  

• Advising on wider ESG regulatory linkages, including the EU Sustainable Taxonomy

• Designing and implementing quantitative reporting solutions 

Please contact Hector.Fontaine@bcsconsulting.com our Sustainable Finance Lead and  
Katie.Ryan@bcsconsulting.com our SFDR disclosure expert for more information on how we  
can help your organisation.

Understanding the ESG regulatory outlook
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numerous ESG publications and articles, including the BCS Consulting ESG Banking 
Benchmark Report, the BCS TCFD Global Progress in the Banking Sector Report 2021 and 
the BCS PRA Dear CEO Letter paper (Managing Climate-related Financial Risks). Hector also 
holds an APRM qualification from the Professional Risk Managers' International Association.
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Firms in scope of SFDR disclosure

Category Products in scope 

Financial Market Participants • Institutions for occupational retirement provision (IORP)
• Alternative Investment Fund Managers (AIFM)
• Undertakings for Collective Investment in Transferable Securities 

(UCITS) management companies
• Insurance companies offering Insurance-Based Investment 

Products (IBIP)
• Credit institutions and investment firms providing portfolio 

management 
• Pension product manufacturers and personal pension product 

providers (PEPP)
• Venture Capital fund managers that comply with EuVECA 

regulation when marketing funds
• Social Entrepreneurship fund managers that comply with EuSEF 

regulation when marketing funds 

Financial Advisors • Insurance companies or intermediaries offering advice on IBIPs
• Credit institutions and investment firms providing investment 

advice 
• AIFM and UCITS management companies providing investment 

advice
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BCS Consulting is a leading UK provider
of management consultancy to the
financial services industry and are a 100%
employee owned business. Our client
portfolio includes a range of multinational
and UK banks, asset and wealth
managers, insurance firms and payment
and card companies.

We are committed to delivering
excellence. Nothing less will do. It’s the
reason why clients across the financial
services sector trust us to find the best
solutions to the toughest challenges.
Commitment runs through our collective
nature and it means we work harder
to achieve success for our clients
and ourselves. Sustainability is vitally
important to us and it can be measured in
the long-term relationships we build with
all those connected with our business. 
 
bcsconsulting.com

For more information on our Sustainable
Finance capabilities, please contact:  
hector.fontaine@bcsconsulting.com


