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Foreword

Mandatory Voluntary

SFDR
Sustainable Finance 
Disclosure Regulation

CSRD
Corporate Sustainability
Reporting Directive

NFRD
Non-Financial 
Reporting Directive

EU-Taxonomie
EU 2020/852

The global economy must be set on a new course in order to achieve the goals of the Paris Climate 
Agreement. For this reason, the regulatory environment is undergoing significant change. Initiatives 
such as the European Union's "European Green Deal" are intended to secure a sustainable future and, 
among other things, help protect the environment and avert the catastrophic effects of climate change 
(source). 

The financial sector is given a central role in this development, as it is expected to channel capital flows 
into ecologically sustainable activities. The successful financing of meaningful sustainable activities, if 
implemented consistently, leads to the stabilisation of a sustainably oriented global economy and the 
achievement of the sustainability goals.

In the long run, sustainable companies and projects are expected to contribute to improved financial 
returns for investors while at the same time reduce risks. In the optimal case, financial and societal 
interests coincide. Unfortunately, to achieve all this, relying on the initiatives of capital markets players 
alone, may not be enough. Rather, rules and guidelines are required to provide orientation. 

The purpose of this brochure is to highlight a few of the most important initiatives around the topic of 
"regulation of sustainable investments". We make no claim to completeness but hope that we can give 
our readers a good overview with this elaboration.

https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_de
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The EU Regulation 2019/2088 is part of the EU 
Action Plan on sustainable finance and obliges 
financial market participants and financial 
advisers to disclose how sustainability criteria 
are incorporated into investment decisions. 
Under the SFDR, financial products ought to 
be classified into one of three categories since 
March 2021 (source):

• Article 8: Products promoting 
environmental and/or social attributes.

• Article 9: Products that pursue a 
sustainable investment objective. These 
are subject to the most stringent reporting 
requirements.

• Article 6: are often seen as "unsustainable“ 
but are in fact all products for which the 
disclosure requirements of articles 8 or 9 
are not met. These can be products that do 
not take sustainability into account at all or 
products that invest sustainably but where 
the fund manager does not or does not 
want to comply with the relevant disclosure 
regulations.

It is important to understand that the 
classification into articles 6, 8 and 9 is done at 

the fund level and the entire strategy of the 
financial product is considered. This means 
that individual positions are not assessed 
against these categories. SFDR does not aim to 
define individual investments as sustainable. 
Only the sustainability aspects taken into 
account during the investment process are to 
be disclosed.

For example, a fund manager could define 
one of its funds as an article 9 fund with the 
aim of contributing to carbon neutrality. They 
subsequently define the selection criterion 
that the fund only invests in CO2-neutral 
companies. All these steps and decisions are 
taken by the fund manager. The regulation 
merely obliges them to make certain 
reportings in pre-contractual documents, on 
the website and in periodic disclosures. 

These reporting requirements include, for 
example, progress towards the sustainability 
target, asset allocation between sustainable 
and non-sustainable positions and, expected 
to come into force in the summer of 2022, 
Principal Adverse Impact Indicators (PAIs) 
(source). PAIs are quantitative data on various 
environmental and social sustainability 
factors. 

Sustainable Finance Disclosure Regulation (SFDR)
EU 2019/2088

Objective: Improve transparency on sustainability matters

Which financial products are affected? Investment funds, financial 
portfolio management

Relevant for: Fund managers, asset managers, investors

https://www.biqh.com/blog/sustainable-finance-disclosure-regulation-sfdr-timelines/
https://www.allenovery.com/en-gb/global/news-and-insights/publications/great-fund-insights-new-sfdr-principle-adverse-impacts-pai-regime-key-points
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Visualisation – Article 9 funds:

Category  / Strategy

 Sustainable Objective

Investments

Reporting

Article 9

Carbon Neutrality

Definition of selection critera

Investments according to self-defined 
criteria

Pre-contractual, website, & periodic 
disclosures

Selection

Definition and 
decision by fund 
manager

Specified in SFDR

The overarching goal of the SFDR is to create a 
standard that enables end investors to better 
identify sustainable investment products.

Visualisation – Article 8 funds:

Category  / Strategy

Risk

Investments

Reporting

Article 8

Definition of risk profile (ESG factors as 
part of risk management)

Investments in consideration of the risk 
profile

Pre-contractual, website, & periodic 
disclosures

Definition and 
decision by fund 
manager

Specified in SFDR
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The EU Regulation 2020/852 is also part of the 
Action Plan on Financing Sustainable Growth 
and tries to solve a far-reaching problem 
(source). In the past, there have been many 
different understandings of sustainability. The 
taxonomy serves to create a uniform definition 
of a sustainable action within the EU. In doing 
so, the regulation revolves around individual 
economic activities and provides a set of 
criteria that must be met. Currently, the EU 
taxonomy comprises the following six sectors 
(source):

• Forestry and fisheries
• Manufacturing
• Energy
• Water supply and disposal/waste
• Construction and real estate
• Transport

In addition, "transitional" and "enabling" activities 
are included in the taxonomy (source). The 
classification of an activity into certain sectors 
is done via NACE codes, a system introduced by 
the EU to classify different economic activities 
according to EU 1893/2006 (source). 
In order to establish taxonomy alignment, after 
identifying the economic activity, one needs a 
classification of which environmental objective it 

contributes to. 
The environmental objectives of the taxonomy 
are:

1. Climate change mitigation
2. Climate change adaptation
3. Sustainable use and protection of water  

and marine resources
4. Transition to a circular economy
5. Pollution prevention and control
6. Protection and restoration of biodiversity 

and ecosystems

Currently, the technical screening criteria only 
exist for environmental objectives 1 and 2, so 
taxonomy alignment can only be achieved in 
the context of these two objectives. Taking 
an activity, one has the choice between the 
set of criteria of environmental objective 1 or 
objective 2. This results in a choice between 
two criteria sets per economic activity.

Once the activity and the corresponding 
environmental objective are identified, 
the actual criteria can be found in the 
Supplementary Regulation EU 2021/2139.
All three of the following areas of criteria 
must be met in order to classify an activity as 
taxonomy compliant. 

EU taxonomy
EU 2020/852

Objective: Classification system of sustainable economic activities

Which financial products are affected? Corporate bonds, shares, funds 
(indirectly via the companies)

Relevant for: Companies, fund managers, investors

https://www.bmwi.de/Redaktion/DE/Downloads/Monatsbericht/Monatsbericht-Themen/2020-09-sustainable-finance-taxonomie.pdf?__blob=publicationFile&v=4
https://bankenverband.de/blog/nachste-station-einheitliche-taxonomie-fur-nachhaltige-investitionen/
https://www.spglobal.com/esg/insights/a-short-guide-to-the-eu-s-taxonomy-regulation#:~:text=Enabling%20%26%20Transitional%20Activities&text=Enabling%20activities%20allow%20other%20activities,undermine%20long%2Dterm%20environmental%20goals.
https://eur-lex.europa.eu/legal-content/DE/TXT/PDF/?uri=CELEX:32006R1893&from=DE
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Visualisation – Taxonomy:

What is the economic activity?
Is the activity covered under the 
taxonomy?

Comparison NACE-Codes

Which environmental objective does the 
activity contribute to?

Climate Change Mitigation
or Climate Change Adaptation

Set of Criteria

DNSH

TSC

Min. 
Safeguards

Taxonomy-compliant

Do No Significant Harm:
No harm to the other five 
environmental
objectives

Technical Screening Criteria:
Does the activity make a 
significant contribution to
one of the six environmental 
objectives

Minimum Safeguards:
Minimum social standards

Reporting Requirements: Taxonomy-compliant proportion of Revenue, CapEx, and OpEx

1. The Technical Screening Criteria (TSC) 
determine whether the activity makes a 
significant contribution to the selected 
environmental objective. 

2. The Do No Significant Harm (DNSH) criteria 
ensure that the other five environmental 
objectives are not negatively affected. 

3. The Minimum Safeguards are the same for 
all activities and assess whether certain 
minimum social standards are met in 
addition to ecological criteria.

An important point of the taxonomy is the 
focus on individual economic activities. Since 
enterprises are often the aggregation of 
numerous economic activities, it is difficult 
to classify an entire enterprise as taxonomy 
compliant. Reporting entities under the 
taxonomy are required to review their 
operation and disclose what proportion 
of revenue is generated from compliant 

activities, as well as the proportion of capex 
and opex that flow into compliant activities. In 
turn, investors use this information to report a 
Green Asset Ratio that reflects the proportion 
of taxonomy-compliant investments.
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The International Capital Market Association 
(ICMA) is an association of over 600 financial 
market participants from around the world. 
The ICMA aims to promote the development 
of international capital and securities markets 
(source). In this pursuit, the Green Bond 
Principles (GBP) were published, a voluntary 
standard that issuers can use when issuing 
green bonds.

Generally speaking, green bonds are defined 
by the fact that the proceeds are used to 
(re-)finance ecologically sustainable projects 
(source). There is no specification as to which 
projects qualify for a green bond under the 
GBP. As the principles are applied in different 
financial systems, this ensures that national or 
regional taxonomies can be combined with the 
GBP and no additional complexity is created.

The Green Bond Principles contain four core 
components to ensure the credibility of green 
bond issues (source):

1. Use of the proceeds of the issue:
A central point of the GBP is the use of 
the issue proceeds for green projects. 
Since there are no concrete criteria for 
green projects, the choice here is up to 

the issuer. If possible, the environmental 
benefit should also be quantified.

2. Project evaluation and selection process: 
In order to promote transparency for 
investors, the issuer must disclose the 
objective, as well as the criteria and 
evaluation process used to define green 
projects.

3. Revenue management: 
To ensure the designated proceeds are 
actually used for their intended purpose, a 
formal internal process should be set up.

4. Reporting: 
Disclosure of relevant information on the 
use of proceeds and possible progress 
towards a set target must be ensured 
periodically.

These core components should be set out in a 
Green Bond Framework, which is verified by an 
external party through a second party opinion 
(SPO).

Based on the same principle, ICMA has also 
published Social and Sustainability Bond 
Principles, which guide projects with social 

Green Bond Principles 
International Capital Market Association (ICMA) 

Objective: Improve the sustainability transparency of bonds

Which financial products are affected? Bonds, funds (indirectly via the 
bond investments)

Relevant for: Issuers, underwriters, investors

https://www.icmagroup.org/About-ICMA/
https://www.icmagroup.org/assets/documents/Sustainable-finance/Translations/German_GBP-06-2021-301221.pdf
https://www.icmagroup.org/assets/documents/Sustainable-finance/Translations/German_GBP-06-2021-301221.pdf
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Overview of the different principles:*:

Use of Proceeds:
Green, Social, or Sustainable Projects

Core Components:
1. Use of Proceeds
2. Process for Project Evaluation & Selection
3. Management of Proceeds
4. Reporting

Key Recommendations:
• Bond Frameworks
• External Reviews (SPO)

General Purposes:
Sustainability-Linked Bonds

Core Components:
1. Selection of Key Perfor-

mance Indicators (KPIs)
2. Calibration of Sustainability 

Performance Targets (SPTs)
3. Bond characteristics
4. Reporting
5. Verification

Climate Transition Finance Handbook
(Guidelines for all four Bond Principles)
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Thematic Guidance

*Source: Green Bond Principles

or a combination of environmental and social 
components. The Sustainability-Linked Bond 
Principles go one step further and provide 
a guideline for impact bonds whose bond 
features are linked to sustainable performance 
indicators.

https://www.icmagroup.org/assets/documents/Sustainable-finance/2021-updates/Green-Bond-Principles-June-2021-140621.pdf
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The Principles for Responsible Investment 
(PRI) were convened by the United Nations 
and developed in 2005 by institutional 
investors from around the world (source). 
The basic idea of this voluntary initiative is 
to combine financial and societal interests. 
The long-term aim is to create a financial 
system in which responsible investments 
are also the most financially attractive. 
Responsible investments are those where 
ESG issues have been incorporated into 
investment practices.

To achieve this goal, the PRIs contain six 
guiding principles with corresponding 
recommendations for implementation. 
Similar to the SFDR, the aim is to promote 
the inclusion of sustainability criteria 
in investment decisions as well as 
transparency in this regard. In addition, 
proactive steps such as "active ownership" 
are to be established in order to positively 
influence companies seeking capital.

However, the guiding principles also aim to 
promote cooperation within the investment 
industry and implementation of these 
sustainable practices in order to create a 
new status quo.

While most of the implementation is 
done on the asset manager/investor 
side, the initiative itself also supports 
its signatories. For example, it provides 
research and frameworks to make the 
broad goals of our society understandable 
and investable. According to the PRI, the 
UN Sustainable Development Goals (UN 
SDGs) provide the best guidance in this 
regard (source).

The proposals on disclosures under the 
PRI include a description of the processes 
that ensure ESG criteria are taken into 
account in the investment process. In 
addition, a signatory will disclose, for 
example, what actions and progress have 
been taken in the area of active ownership. 
The disclosures are to be used to raise 
awareness of these sustainable practices 
among various stakeholders.

All in all, the principles have been very 
well received by the investment industry, 
with over $120 trillion of assets currently 
managed according to the six guiding 
principles (source).

Principles of Responsible Investment (PRI)
United Nations  

Objective: Develop a more sustainable global financial system

Which financial products are affected? Shares, bonds, funds

Relevant for: (Institutional) investors, asset managers

https://www.unpri.org/about-us/about-the-pri#:~:text=What%20is%20the%20PRI's%20mission,and%20society%20as%20a%20whole.
https://www.unpri.org/sustainability-issues/sustainable-development-goals
https://www.unpri.org/about-us/about-the-pri
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1. We will incorporate ESG issues into investment analysis and 
decision-making processes.

We will be active owners and incorporate ESG issues into our ow-
nership policies and practices.

We will seek appropriate disclosure on ESG issues by the entities 
in which we invest.

We will promote acceptance and implementation of the Principles 
within the investment industry.

We will work together to enhance our effectiveness in implemen-
ting the Principles.

We will each report on our activities and progress towards 
implementing the Principles.

2.

3.

4.

5.

6.

PRI overview:
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Another voluntary global initiative in the 
field of sustainable reporting is the Global 
Reporting Initiative (GRI). It motivates all 
types of companies to provide reporting 
that outlines the impact of their business 
activities on the environment and society. 
This is intended not only to increase 
transparency, but also to raise awareness 
within a company.
The initiative provides guidelines and 
indicators that companies use to report 
on their impacts. It places special focus 
on the quality of reporting. Comparability, 
reliability and accuracy are values that the 
GRI wants to establish globally (source). 
To promote these values, many companies 
have their GRI report certified by an auditor 
(source).

The GRI framework is made up of three 
components.

The Universal Standards apply to all 
companies reporting according to GRI. 
They include general information on the 
company profile, such as its activities, 
brands, or the location of its headquarters.

In addition, there are Sector Standards, 
of which only those standards must be 
fulfilled that coincide with the sectors in 
which the company operates. In total, there 
are 40 different Sector Standards, which 
cover the most important sustainability 
aspects of the respective sector.

The third category is Topic Standards. 
Here, the individual company can report 
on topics if they are considered material 
(source).

This modular approach also enables 
smaller companies to meet the 
requirements. The GRI is currently used 
in more than 100 countries, and through 
constant exchange with companies and 
regulatory authorities, standards are 
continuously developed and adapted. 
In Germany, the CSR Directive 
Implementation Act (CSR RUG) requires the 
preparation of a non-financial statement. 
The GRI standards can be used here to fulfil 
this requirement (source).

Global Reporting Initiative (GRI) 

Objective: Improve impact reporting

Which financial products are affected? Shares, corporate bonds

Relevant for: Investors, asset managers, companies

https://www.umweltpakt.bayern.de/nachhaltigkeit/fachwissen/327/global-reporting-initiative-eine-uebersicht#:~:text=Die%20Global%20Reporting%20Initiative%20(%20GRI,Organisationen%20und%20vielen%20weiteren%20Gruppen.
https://www.csr-in-deutschland.de/DE/CSR-Allgemein/CSR-in-der-Praxis/CSR-Berichterstattung/Standards/standards.html
https://www.globalreporting.org/standards/
https://www2.deloitte.com/content/dam/Deloitte/de/Documents/risk/Deloitte_CSR_Brochure_final.pdf
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GRI STANDARDS

Requirements 
and principles 
for using the GRI 
Standards

Disclosures about 
the reporting 
organisation

Disclosures and 
guidance about 
the organisation‘s 
material topics

Universal Standards Sector Standards Topic Standards
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What's next...?
Outlook

Environmental taxonomy: Definition of the technical screening 
criteria for the remaining four environmental objectives.

In addition to the SFDR and EU taxonomy, the EU prepares further regulatory 
measures. The plan is to publish the technical sreening criteria for the remaining four 
environmental targets this year (source).

In connection with the EU taxonomy, a European Green Bond Standard (EU GBS) is 
to be introduced, which basically functions similarly to the Green Bond Principles. A 
key distinguishing feature is the projects into which the proceeds flow. While the GBP 
allow great flexibility here, projects under the EU GBS must meet the criteria of the EU 
taxonomy. As soon as a taxonomy for environmental activities exists, another taxonomy 
around social factors will be published. 

The EU Platform on Sustainable Finance published its final report on the current version 
of this taxonomy at the end of February. There is no exact date for its publication 
and entry into force yet. In addition, there will be a new iteration of the Non-Financial 
Reporting Directive (NFRD). The so-called Corporate Sustainability Reporting Directive 
(CSRD) is to be applied from 2024 and will expand the reporting obligations and the 
scope of application of the NFRD.

Corporate Sustainability Reporting Directive (CSRD): Revision of 
NFRD and extension of scope.

European Green Bond Standard: Uniform European standards for 
the issuance of green bonds with a link to the taxonomy.

Social taxonomy: Set of criteria for social economic activities.

https://www.csr-berichtspflicht.de/eu-roadmap
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This communication contains general information only, and SDG INVESTMENTS® is not, 
by means of this communication, rendering professional advice or services. Before ma-
king any decision or taking any action that may affect your finances or your business, 
you should consult a qualified professional adviser. SDG INVESTMENTS® shall not be 
responsiblefor any loss whatsoever sustained by any person who relies on this com-
munication.

SDG INVESTMENTS® is a matching platform for financial instruments and investment 
products which contribute to achieving the United Nations Sustainable Development 
Goals (SDGs). Professional and institutional investors are able to find sustainable in-
vestments on the platform which meet their individual selection criteria. Registration 
on the platform allows project initiators and issuers of such investments  to obtain 
access to relevant investors. 

SDG INVESTMENTS GmbH
Weißfrauenstraße 12 - 16
60311 Frankfurt am Main
https://sdg-investments.com
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