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Definition

✓ “Sustainability preferences” mean a client’s or 
potential client’s choice as to where, and if so, to 
what extent, they would like to invest in one or 
more of the following:

✓ Financial instruments that pursue a minimum 
proportion of sustainable investments in economic 
activities that qualify as environmentally sustainable 
under Article 3 of the Taxonomy Regulation; or

✓ Financial instruments that pursue a minimum 
proportion of sustainable investments, as defined in 
the SFDR where the minimum proportion is 
determined by the client; or

✓ Financial instruments that consider principal 
adverse impacts on sustainability factors, where 
elements demonstrating that consideration are 
determined by clients

ESMA Guidelines*

✓ Firms must collect information about 
sustainability preferences at a granular level

✓ Firms must explain the definition and the 
distinction between the three aspects of it to 
clients in a non-technical manner

✓ Firms must explain to clients what environment, 
social and governance issues mean

✓ Firms must determine which part of the tri-partite 
definition the sustainability preference relates to

✓ Firms must determine what minimum proportion 
the client prefers

✓ Firms must determine what element clients wish 
to base principal adverse impacts on

✓ Clients’ conventional preferences such as risk 
appetite, time horizon, financial objectives etc 
should be collected first before their sustainability 
preferences are collected 

ESMA Guidelines*

✓ Products that do not match the client’s 
sustainability preferences can still be 
recommended so long as it is documented that 
the client has adapted their preferences for that 
specific transaction 

✓ If the firm does not have products on offer that 
match clients’ sustainability preferences, clients 
should be made aware of this 

✓ If a client does not have sustainability preferences, 
both conventional and sustainable products can 
be recommended

✓ Suitability reports should carry records of 
preferences, changes in preferences and why 
products were matched to certain preferences 

✓ Relevant staff should be educated in sustainable 
investing and in sustainability preferences 

Summary of requirements

* This a brief summary of the draft ESMA guidelines which contain a lot more detail. For full details please refer to the original document.

https://www.esma.europa.eu/sites/default/files/library/esma35-43-2998_consultation_paper_on_review_mifid_ii_guidelines_on_suitability.pdf
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Good Practice

✓ Asking open ended questions that are based on the 
regulatory requirement and not on the product range on offer

✓ Providing an explanation of the different aspects of 
“sustainability preferences”

✓ Providing an explanation of the product range on offer

✓ Using non-technical and clear language 

✓ Being clear about data limitations that may affect the 
sustainable objectives and strategies of funds on offer 

✓ Being clear to clients about the options they have i.e. that 
sustainability preferences can be adapted for specific 
transactions, non-sustainable investments can still be 
recommended and that sustainability preferences can be 
changed over time

✓ Being pro-active about ironing out contradictions between 
sustainability preferences and existing suitability 
requirements 

✓ Making clear and consistent records in suitability reports 
about preferences and how products have been matched to 
preferences 

✓ Ensuring relevant staff have received the right education on 
sustainable investing, sustainability preferences and matching 
products to preferences

Bad Practice

Asking purely yes or no questions without any space for open-
ended answers

Wording questionnaires in a way so as to suggest that 
sustainability preferences are not important or so as to influence 
clients to state preferences that directly match the product 
range on offer 

Using overly technical language and expecting clients to do their 
own research on what “sustainable” means under the SFDR and 
EU Taxonomy or what other technical terms mean

Obscuring data limitations and implying that incorporating
sustainability preferences will result in flawless achievement of 
objectives in E, S and G areas 

Not explaining the distinctions between E, S and G and implying 
that all funds that have “sustainable investments” have an 
equivalent impact on E, S and G issues 

Making insufficient or unclear records in suitability reports 

Not explaining the various options available to clients in terms of 
being able to adapt their sustainability preferences for specific 
transactions

Our view on Good & Bad Practice 

Disclaimer: These Good and Bad Practice suggestions have been made on a best endeavours basis and should not be seen as legal or regulatory advice. 
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