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Reply form 		for the Consultation Paper on Technical Standards under the Regulation on transparency and integrity of Environmental, Social and Governance (ESG) rating activities





Responding to this paper 
ESMA invites comments on all matters in this consultation paper and in particular on the specific questions. Comments are most helpful if they:
respond to the question stated;
indicate the specific question to which the comment relates;
contain a clear rationale; and
describe any alternatives ESMA should consider.
ESMA will consider all comments received by 20 June 2025.  
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
Insert your responses to the questions in the Consultation Paper in the present response form. 
Use this form and send your responses in Word format (pdf documents will not be considered except for annexes);
Please do not remove tags of the type <ESMA_QUESTION _ESGR_1>. Your response to each question has to be framed by the two tags corresponding to the question.
If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
When you have drafted your response, name your response form according to the following convention: ESMA_EUGB_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_ESGR_ABCD_RESPONSEFORM.
Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open Consultations” ->  Consultation Paper on technical standards on the European Green Bonds Regulation”). 
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly and prominently indicate in your submission any part you do not wish to be publically disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
Data protection
Information on data protection can be found at www.esma.europa.eu under the heading Legal Notice.

Who should read this paper
[bookmark: _Toc515564428]All interested stakeholders are invited to respond to this Consultation Paper. In particular, ESMA encourages entities that intend to apply for registration as external reviewers of European Green Bonds, as well as financial market participants who have or intend to issue or invest in green bonds or sustainability-linked bonds, to participate. 


General information about respondent
	Name of the company / organisation
	Institutional Shareholder Services (ISS)
	Activity
	Other Financial service providers

	Are you representing an association?
	☐
	Country/Region
	International




Q1 	Do you agree with ESMA’s proposals for the draft technical standard under Articles 6(3) and 12(9)? 
<ESMA_QUESTION_ESGR_1>
Institutional Shareholder Services (ISS), part of the ISS-STOXX group of companies, is a leading global provider of independent corporate governance and sustainability research, specialized data and analytics, and actionable insights for the world’s leading capital market participants. ISS ESG, the sustainable investment arm of ISS, provides institutional investors with comprehensive data and analytics, including ESG ratings to help them understand, measure, and manage ESG-related risks, opportunities and impacts to achieve their investment objectives.  We our responding to this consultation in our capacity as a provider of ESG research, ratings and data to financial market participants worldwide, including in the European Union. 

We appreciate the opportunity to comment on the draft Regulatory Technical Standards (RTS). At the outset of this response, it is important to highlight that fundamental interpretive issues remain with the definitions of “ESG rating”, “ESG opinion”, and “ESG score” which render it challenging to objectively ascertain the regulation’s precise scope of application at a product-level. Consequently, the backdrop of this consultation is one of some degree of uncertainty as to which products the draft RTS would apply, partially informing how we have responded to the Consultation’s questions. A clear market understanding of the practical interpretation and application of the definitions of an “ESG rating”, “ESG opinion” and “ESG score” – including distinctions between the three and any potential variation in the respective supervisory expectations - under the regulation would also help to avoid unintended “spillover” at a time when the EU is focussed on regulatory simplification and enhancing competitiveness.  

With respect to the draft RTS, as a general comment, where ESMA’s proposals are consistent with the Level 1 text we are supportive. In the case of the draft RTS under Articles 6(3) and 12(9), ESMA proposals that seek to facilitate the application process are welcome, such as the choice not to impose templates and  to allow ESG rating providers to share existing documentation on their policies and procedures, where appropriate. Generally, ESMA’s proposals also remain consistent with the Level 1 text. In certain instances, however, the information proposed to be included in the application for authorisation appears to be unnecessarily granular. Having to provide this information would represent an avoidable regulatory burden for ESG rating providers and it is not apparent how ESMA’s access to this information would enhance the supervision of ESG rating providers. 

For example, according to point 2, Part F of Annex II, ESG rating providers would be required to provide information on each member of senior management, including their place of birth and their date of birth. Such information is of a personal nature and it is not apparent how this information is pertinent to the authorisation of an ESG rating provider, nor how it would influence ESMA supervision. 

According to point 4 of Part D, ESG rating providers would be required to provide a chart establishing the links with any parent undertaking, subsidiaries and “any other associated entities”. The undertakings included in the chart must be identified by their full name and an address of the registered office. The necessity to provide this information is unclear, particularly as organsiation charts do not typically include the address of the registered office of group entities. 

Part H of Annex II could prove highly challenging to apply given the difficulty in establishing the regulation’s scope of application at product-level. Unless clarified, the term “ESG rating products” could encompass a wide range of ESG data products that the co-legislators did not intend for the regulation to capture and for which the methodological disclosures specified in Annex III would be inappropriate. 

Relatedly, depending on the number of products that fall into the category of “ESG rating products”, Part H and Part I of Annex II could quickly become onerous to comply with, and result in a lengthy application (as well as relative to the other requirements that would then apply under the regulation). 

Part J of Annex II envisages granular disclosures that would go significantly beyond what is specified in the Level 1 text. Specifically, points a) through e) are supplemental and require the application to contain granular information on a range of topics, from the client onboarding process to staff remuneration. This would turn what appears in the Level 1 text as a simple element of the application, namely “the policies or procedures implemented by the applicant to identify , manage and disclose any conflicts of interest . . .” into a more elaborate and complex requirement.

Part K of Annex II would require ESG ratings providers to share “a copy of any existing outsourcing agreements” and “information on any foreseen outsourcing agreements”. It is not entirely clear whether “existing outsourcing agreements” refers to the contract with external entities. If so, this requirement may not be entirely appropriate nor practicable for ESG rating providers to comply with, particularly where an external entity may be located outside the EU.

We also note that, as per Article 6(4), “an authorised ESG rating provider shall comply at all times with the requirements under which the initial authorisation was granted” and, as per Article 6(5) that “ESG ratings providers shall notify ESMA of any material changes to the circumstances under which the initial authorisation was granted . . .”. In light of Article 6(4) and 6(5), ESMA may require ESG rating providers to update the information submitted as part of their application for authorisation on a periodic basis where they relate to “material changes”. That being the case, it is important to highlight that information required as part of the application may become, in effect, a standing reporting requirement. Accordingly, where ESMA supplements the information to be provided as part of the application, it may represent an ongoing administrative burden for ESG rating providers, particularly if personnel changes have to be notified to ESMA. 

As a final remark, when finalising the RTS, ESMA could acknowledge the general importance of allowing ESG rating providers to safeguard commercially and/or personally sensitive information, where justified, when applying the regulation.
<ESMA_QUESTION_ESGR_1>
Q2 	Do you agree with ESMA’s proposals for the draft technical standard under Article 16(5)?
<ESMA_QUESTION_ ESGR_2>
The regulation mandates legal separation between entities engaged in the activities listed in Article 16(1) which would imply a separate organisational structure and reporting lines as proposed in Article 1(1)(a) of the draft RTS. On top of the legal separation mandated by the Level 1 text, the draft RTS propose “physical separation measures” and “segregated office space”, going beyond the requirements of the Level 1 text substantially. This represents a far greater intervention in the operations of ESG rating providers than the co-legislators envisaged and one with the potential to significantly increase the operational costs of ESG rating providers if retained in the final RTS. The extent of the regulatory intervention is also inconsistent with the focus on simplification and EU competitiveness.
With respect to the measures and safeguards outlined in Article 2, we note that they are intended for the activities listed in Article 16(1) points (d) and (f), namely investment services and the activities of credit institutions, but would also apply to ESG rating providers that administer benchmarks or collect, analyse or process “input data” (as defined by Article 3(1)(24) of the BMR) related thereto. 
We note that ESMA regards physical separation as necessary “to prevent the flow of sensitive information and avoid unduly influencing different structures or areas of the business”. Tailored and proportionate alternatives exist, however. 
For example, several of the measures envisaged by Article 2 of the draft RTS would achieve the goal of ensuring an appropriate level of segregation between activities while also being practicable for ESG rating providers to implement. These include points: “(c) policies and procedures on management of confidential information;” “(d) regular training of employees on the importance of information barriers,” and; “(e) contractual measures that ensure compliance of employees, throughout the term of their employment, with the internal policies of ESG rating providers.” These are generally well-recognised, tested and effective means of helping to ensure high-integrity and quality research processes. By comparison, the other measures envisaged under Article 2 of the draft RTS would unnecessarily incur significant costs on ESG ratings providers and/or be impacticable to implement, including in view of the limited time available before the date of application. For instance, point (a) requires “digital access management providing for network segmentation and role-based access control” and point (b) envisages “information controls that enable watermarking methods and data classification levels”. It is not entirely apparent what is meant by “network segmentation” but if it were to imply the duplication or replacement of digital platforms, it would amount to an unnecessary, costly and time-consuming endaevour; not only in terms of developing new platforms but also onboarding staff on their use and functionalities. This may pose a risk to business continuity and adversely impact service delivery to clients. Similarly, with respect to “data classification levels”, the Level 1 text requires that non-public information be treated with care. There are existing effective means of meeting these objectives that are less intrusive than requiring ESG rating providers to establish a “data classification” system on top of policies and procedures for handling sensitive or non-public information.. 
Furthermore, as a general observation, Article 16(1)(a) prohibits ESG rating providers from providing “consulting activities to investors or undertakings”. No legal definition of “consulting activities to investors” is provided in the regulation apart from Recital 39, which briefly states that “consulting activities include developing sustainability strategies and strategies to manage sustainability risks or impacts”. 
There are multiple investor use cases for our ESG ratings and data products and they can be used by investors to inform or pursue a sustainable investment strategy, insofar, as they may be one of several tools that investors use to e.g., screen and/or construct a portfolio. As part of client onboarding and account servicing, we may demonstrate to our clients how they can use our ESG ratings and data products to satisfy their specific needs and obligations. It is the client, however, that defines their investment strategy and/or determines their specific needs and obligations. Accordingly, we do not consider that these activities qualify as “consulting activities to investors” as envisaged by the co-legislators. Still, we raise this hypothetical example as a general observation. 
<ESMA_QUESTION_ ESGR_2>


Q3. 	Do you agree with ESMA’s proposals for the draft technical standard under Articles 23(4) and 24(3)?
<ESMA_QUESTION_ ESGR_3>
We note that ESMA has decided not to propose disclosure templates in the draft RTS, thus granting ESG rating providers a degree of flexibility with respect to the presentation of their disclosures within the limits of Article 2 of the draft RTS. 
We also appreciate that ESMA’s proposals remain largely consistent with the Level 1 text of the regulation with some important exceptions. Here, we note that Articles 23(4) and 24(4) state that “ESMA shall develop draft technical standards to specify further the elements to be disclosed . . .” in methodologies, but “those elements shall not include any additional disclosure requirement other than those listed . . .” in points 1 or 2 of Annex III, as the case may be. Accordingly, to avoid any potential and unintentional infringement of the Level 1 text, some of the granular disclosures should be revisited with a view to proportionality and consideration of highly proprietary and commercially sensitive information.
For example, there are areas where ESMA envisages more granular disclosures. Article 3(1)(a) requires disclosure of information specific to each rated entity in addition to disclosure of the rating methodology. In the case of rating methodologies that are applied to thousands of entities and/or items, this requirement would be highly burdensome and, importantly, would risk revealing the providers’ proprietary methodologies. Furthermore, Article 4 of the draft RTS on general methodological disclosures expands significantly upon the disclosures of Annex III, point 1, letter (a). Moreover, some of the additional information requested under Article 4 is already required under dedicated disclosure items. For example, Article 4(1)(g) relates to “data estimation methods and methods to address limitations in data sources”, which overlap with and duplicate disclosures under letters (c) and (m) of Annex III, point 1. Article 6(2) also goes beyond what is required in Annex III, introducing additional disclosure requirements to those listed by requiring information on all entities within the corporate group to which an ESG rating provider belongs and an organisational chart rather than just information on ownership structure.
The approach to letter (e) on “information on whether and how the rating methodologies are based on scientific evidence” could also be refined. For example, what qualifies as “scientific evidence” is not specified, nor is it clear whether reference to established frameworks such as the Paris Agreement are sufficient to illustrate that a rating methodology has a scientific basis with regard to climate and environmental matters. Under Article 4(3), ESG rating providers would be required to list scientific studies used to underpin a rating methodology. This is disproportionate and needlessly adds significantly to disclosure points under Annex III. Article 4(3) could be narrowed to a more practical standard, such as to a requirement to reference established frameworks or international standards. 
In addition, ESG rating providers would benefit from being able to reference or provide links to the organisation-specific information required in product-level disclosures when this information is already available elsewhere on the provider’s website. This would avoid a situation in which ESG rating providers have to provide the same information across multiple methodological disclosures. 
This arrangement would make sense for certain  disclosures requirements under Point 1 of Annex III. For example: part (m) on: any limitation in data sources and methodologies used for the construction of ESG ratings, part (q) on: any limitation in the information available to ESG rating providers, part (d) on: the ownership structure of the ESG rating provider, part (l) on: general information on criteria used for establishing fees charged to clients, specifying the various elements taken into consideration, and general information on the business/payment model, part (n) on: the main risks of conflicts of interest and the steps taken to mitigate them. Allowing ESG rating providers to leverage their existing disclosures would render the length of product-level disclosures more manageable for members of the public and users of ESG ratings, avoiding unnecessary repetition and also reducing the burden that disclosures may otherwise imply for ESG rating providers. 
<ESMA_QUESTION_ ESGR_3>


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 III? If yes, please explain the benefits of such an approach.
<ESMA_QUESTION_ ESGR_4>
We note that ESMA has refrained from proposing disclosure templates in the draft RTS, which grants ESG rating providers flexibility as to how they structure and present their disclosures. We welcome and appreciate this approach. Similarly, leaving the sequence and structure of disclosures to ESG rating providers would likely improve the quality of, and practicability of providing, these disclosures.
<ESMA_QUESTION_ ESGR_4>

Q5 	Do you agree with ESMA’s proposed cost benefit analysis? If not, please explain.
<ESMA_QUESTION_ ESGR_5>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ ESGR_5>
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