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(2) The report should better outline what the key elements of the options presented are and
discuss whether there are other possible combinations of options. It should clarify whether
there are possible sub-options among the key elements under the preferred option for
regulatory treatment of ESG rating providers. In addition, the report should explain in
more detail at what stage and how ‘level 2° implementing measures will be assessed and
better outline the anticipated impact, such as the administrative costs from new disclosure
requirements. If no further dedicated cost benefit analysis will be carried out at later stage,
the report should provide ranges of estimates for all new requirements.

(3) The report should better describe the structure and range of the available options
concerning the incorporation of ESG factors into credit ratings. Beyond the impact of
timing, the report should also clarify what the other justifications for appropriate policy
choices are.

(4) The report should better substantiate with evidence how the different options will meet
the specific objectives and address the identified problems. Furthermore, it should describe
how and to what extent the options will contribute to a decreased cost of due diligence for
rated companies and ESG rating users. It should also better explain how the preferred
option will lead to improved allocation of circa EUR 11 trillion of ESG investment.

(5) The report should better describe what the costliest authorisation aspects are, to provide
a more precise comparison of options and proportionality analysis. Where it is not possible
to provide further quantification, the report should be clear on the data limitations.

The Board notes the estimated costs and benefits of the preferred option(s) in this
initiative, as summarised in the attached quantification tables.

Some more technical comments have been sent directly to the author DG.

(D) Conclusion

The DG must revise the report in accordance with the Board’s findings before
launching the interservice consultation.

If there are any changes in the choice or design of the preferred option in the final
version of the report, the DG may need to further adjust the attached quantification
tables to reflect this.
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sufficient data to estimate the size of impact
or number of providers impacted.

Costs are expected to arise from ongoing
interaction with supervisor and responding to
their information requests and estimated at an

Applying for authorisation: preparing and approximate total magnitude of EUR 6.7 —

Dlre‘ct‘ _submlttmg relev?m documer_lts Wou} d 10.6 million®. Costs of interaction with the
administrativ |n/a n/a imply an approximate magnitude of costs nfa na
e costs of EUR 68 000 — 108 000 per provider supervisor are expected to be proportionate

between entities, as risk-based supervision

and EUR 4 - 6.4 million in total.
focuses more effort on larger players in a

given market?
Direct Supervisory fees — sliding scale ranging
regulatory between 0.37% of revenues for smallest
fees and a a a providers and 2.4% of revenues for the largest wa na
charges providers®.
Costs for | Ongoing
ESMA  |supervision of
Direct to assess | ESG rating
enforcement |[n/a n/a n/a n/a applicati | providers by
costs ons for |ESMA will imply
authorisa | further resource
tion. needs. The total

3

This estimate is subject to relatively larger uncertainty as the Commission services have attempted to get estimates for these costs, but only few entities provided specific figures and
the intensity of supervision (1.e. number of supervisory reviews in a certain number of years or how many additional documents would be asked for by the supervisor) is not yet fully
clear. Some of the figures that have informed this estimate were derived by subtracting estimated cost of disclosure from the total recurring compliance that some providers
indicated rather than a self-standing figure for dealing with the supervisor.

The effort level assumed in this estimate based on stakeholder responses greatly varies by size and corresponds to about 0.8-1.1 FTEs per smaller provider vs almost 4-7 FTEs for
larger providers.

Based on a preliminary assessment provided by ESMA. The figures are subject to uncertainty as ESMA’s estimation only considered providers where revenue information was
available. This estimate covers also the cost of enforcing disclosure rules and the cost for ESMA to grant authorisations to market participants, where the latter may be charged
through a one-time authorisation fee.



(reflecte |annual cost
dinthe |increase is
supervis |estimated at
ory fee |approximately
detailed |EUR 5.7 million
above) |annually®. Such
costs would be
fully financed
through
supervisory fees
paid by ESG
rating providers
(detailed under
“Direct
regulatory fees
and charges”).
Indirect costs Possible pass-
through of fees and
other recurring
costs to users of
na ESG ratings or na na na na
rated entities,
depending on
business model.
Minimum | Direct Part of the potential upgrade of IT systems | Part of the strengthening of the compliance
transparenc |adjustment |n/a n/a (see above) may also be attributed to function or IT maintenance (see above) may |n/a n/a
y towards | costs disclosure obligations.” Providers were not | also be attributed to disclosure obligations.®

S This figure is a result of estimation by ESMA calibrated based on available data on the market, as the intensity of supervision and hence costs for the supervisor are expected to
differ based on provider size, consistent with the risk-based supervision approach. The figure includes labour costs, overheads as well as relevant IT costs. As data on revenues from
ESG ratings were available only for some providers, assumptions were used to extrapolate the estimate to the whole market in order to estimate total resource needs for ESMA and
the corresponding supervisory fees to cover these costs.

According to some of the interviewed ESG ratings providers.

According to some of the interviewed ESG ratings providers.



the public
and more
comprehens
ive
disclosures
to clients of
ESG rating
providers
and rated
companies

able to clearly separate the two costs
Further costs would stem also from the
need to become familiar with the new
rules (e.g. legal and consultancy costs)

Providers were not able to clearly separate the
two costs,

One-off cost of disclosing information:
collecting relevant data and describing
characteristics and methodologies of ESG
ratings and operations of ESG rating

Ongoing cost of disclosures: annual updates
of information on ESG rating and operations

Direct providers. If relevant policies/frameworks of ESG rating providers and related
administrativ |n/a n/a L compliance checks. Estimated in the nfa n/a
do not exist internally, these may have to
e costs : approximate range of EUR 13 000 — 29 000
be prepared from scratch. Total estimated .
N X per provider and EUR 770 thousand to 1.7
in the approximate range of EUR 7 500 — million in total
15 000 per provider and EUR 440 - 830
thousand in total®.
Direct
regulatory n/a n/a n/a nfa nfa n/a
fees and
charges
Additional
resource needs
for ESMA in
order to enforce
the rules on
Direct disclosures.
enforcement |[n/a n/a n/a n/a nfa There would be
costs part of the
estimate

presented above
and are paid for
by the

supervisory fees

9

disclosures for the first time, we would need to add the one-off cost element to the recurring cost detailed in the next cell.

We note that the one-off costs as estimated from stakeholder feedback are lower than recurring costs. Our assumption is that, if we wanted to obtain the total cost of preparing







		2023-06-23T10:35:19+0000
	 Guarantee of Integrity and Authenticity


	



