Introduction
The UK Sustainable Investment and Finance Association (UKSIF) is the membership organisation for
those in the finance industry committed to growing sustainable and responsible finance in the UK.
Our vision is a fair, inclusive and sustainable financial system that works for the benefit of society
and the environment. UKSIF was created in 1991 and has over 240 members and affiliates including
financial advisers, institutional and retail fund managers, pension funds, banks, research providers,
consultants and NGOs.
We welcome this discussion paper and any FCA action to promote sustainable and responsible
finance. Our response focuses on the need for FCA-regulated firms to disclose more, better, clearer
and comparable information, on the need for the FCA and firms to consider a broad range of
environmental, social and governance (ESG) factors, rather than just climate-related financial risk,
and on the need for ongoing clear leadership from the UK’s financial regulators and Government.
Our response therefore focuses on what the FCA could do to promote broader consideration of a
range of ESG factors, which includes climate change.

Disclosures in capital markets
Q1: What, if any, difficulties do issuers face in determining materiality? We are also interested in
exploring how investors consider materiality in this context.
Issuers
Issuers do face difficulties in determining materiality and are generally reluctant to make such
determinations and disclose the results. The reason for this reluctance may be that there are firstmover disadvantages to disclosing new kinds of risk, the additional resource burden of investigating
new factors, and a belief that ESG factors are not material now and in the next few years, and are
instead an issue for the long-term future. The FCA should support and encourage issuers to make
determinations of which ESG factors may be material. This would help investors make decisions that
allow them to manage risk or find a product with an ESG profile. Among issuers there is a lack of
knowledge that ESG factors can be material within the time-horizons of most investors. Issuers also
face difficulties as a result of a lack of a common definition of materiality.
First, issuers may not understand that ESG factors, such as climate change, are relevant in the near
future. For example, research by UKSIF has found that 90% of fund managers expect climate-related
risk to negatively affect the value of international oil companies in the next two years.1 The IPCC’s
recent report ‘Global Warming of 1.5°C’ was clear that that the impacts of global warming on natural
and human systems have already been observed, and that mitigation and adaptation measures are
already under way.2 The physical risks and transition risks of climate change are crystallising now.
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There is evidence that that is taking place in the real economy in the UK, for example when
businesses in areas hit by flooding struggle to obtain insurance.3
Second, issuers lack a common definition of materiality. If issuers are to make determinations about
the materiality of ESG factors, such as climate change, for the purposes of making disclosures, there
needs to be a common approach set out in guidance from the FCA. Leaving issuers to adopt their
own approach may result in inconsistent or incomparable data being disclosed. Lack of clear
guidance and expectations on issuers creates the risk that issuers will not make a full and frank
assessment about their exposure to ESG risks.
In UK equity markets, there is a long-standing convention that a 10% variation in profits must be
announced. This existing indicator of materiality might perhaps be used in this new context: if the
likely impact of reasonably forecastable ESG risks, such as carbon taxes, adequate health and safety
measures or payment of liveable wages are greater than 10% of pre-tax profits then issuers must
state it.
Investors
Investors require better, more consistent disclosures from companies to understand how those
companies are managing climate-related risks and maximising opportunities. Disclosures need to be
consistent within sectors and ideally across sectors. As a first step, we would welcome issuers
reporting in line with the recommendations of the FSB’s Task Force on Climate-related Financial
Disclosures (TCFD). All financially material information should be contained in one place, which in
the UK should be the issuer’s strategic report.
The FCA should not limit its work to climate-related financial risk. It should instruct issuers to make
determinations of materiality and disclose information relating to the full spectrum of ESG factors.

Q2: We are interested in understanding whether greater comparability of disclosures would help
investors in their decision-making more generally. If so, what framework would be most useful?
Comparable disclosures are vital for investors taking decisions and managing ESG risks, including
climate change. As mentioned in our answer to the previous question, to allow investors to compare
firms across sectors there should be cross sector disclosure requirements and sector specific
requirements where necessary.
As noted above, disclosures in line with recommendations of the TCFD would be a good framework
for issuers to use as a first step. We would welcome steps to promote clear and consistent
disclosures relating to broader ESG issues. We support principles- and outcomes-based frameworks
for mapping revenues to sustainable economic activities. The UN’s Global Goals for Sustainable
Development (also known as the ‘Sustainable Development Goals’) provide a good high-level set of
principles for sustainable investment, and should be referenced in any framework for disclosures.
We note that the EU is in the process of developing a taxonomy for mapping revenues onto
sustainable economic activities, which itself references the Global Goals. While our members have
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some concerns that the present proposals may be too narrow and prescriptive, we would support
the use of a framework along the lines of the taxonomy, once it is completed.

Q3: Would exploring a ‘comply or explain’ approach, or other avenues to encourage more
consistent disclosures, be an effective way of facilitating more effective markets?
We support using a ‘comply or explain’ approach to encourage disclosures. However, the FCA must
not rule out adopting a mandatory approach in the future and conduct regular surveys of the extent
and contents of disclosures to gauge whether ‘comply of explain’ is achieving the desired outcome. If
it is not, the FCA should be prepared to introduce mandatory requirements for disclosures in the
future.

Public reporting requirements
Q1: Do you think that a requirement for firms to report on climate risks would be a valuable
measure?
Yes, but after a period of time to allow firms to prepare. Initially we would support public reporting
requirements which specify that reporting requirements should refer to the recommendations of
the TCFD. The FCA should explore public reporting requirements covering a broader range of ESG
issues than climate change.

Q2: Do you have any suggestions for what information could be included in a climate risks report?
A climate risks report should contain an assessment of the firm’s resilience to three kinds of climaterelated financial risk. First, physical risk, arising from the physical impacts of climate change and
knock-on effects, such as supply chain disruption. Second, transition risk which arises from changes
to public policy which shifts puts a price on carbon, and shifts the cost of carbon emissions from the
environment to firms’ balance sheets. Third, liability risks which may arise if parties which have
suffered damage as a result of climate change seek compensation from those they hold responsible.
A climate risks report should contain forward-looking scenario assessments, which gauge the firm’s
resilience to at least the first two of the three risks noted above under different future emissions and
warming pathways. The IPCC found that temperatures have risen by between 0.5-0.8C above preindustrial levels, and that temperatures will continue to rise. There is uncertainty about the scale of
future temperature rises, which depends on the speed at which policymakers may implement
policies, and a climate risks report should show that businesses are taking steps to prepare for
different outcomes.
In its assessment of a firm’s resilience to climate-related risks, a climate risks report should contain
evidence that the firm has a plan and governance structures in place to manage climate-related
risks. A strategy should set out what measures the firm will take to manage climate-related financial
risk in response to the findings of scenario assessments. It should set out at what level of seniority
climate-related risks have been considered, and whether a senior manager has been allocated
responsibility for overseeing the firm’s approach to climate change, or whether climate-related risks
have been considered at board level. We encourage the FCA to look at the Prudential Regulation
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Authority’s recent proposals for how banks and insurers should manage climate-related financial
risks.4

Q3: Do you have any views on which regulated firms should be required to compile a climate risks
report?
We believe that it is important that climate risks reports are completed by all FCA-regulated firms.
For reasons stated above, it is important that reporting requirements apply across sectors so that
investors can adequately manage their exposure to climate-related financial risk.

Additional questions
Q1: How can authorities, including the FCA, most effectively work with industry to meet investor
demand for green investment opportunities and encourage those raising capital and investing in it
to pursue sustainable outcomes?
We welcome the FCA’s engagement through the Climate Risk Forum. We would welcome the
inclusion of other financial regulators in these discussions, as well as the government departments
responsible for international and domestic climate policy and climate adaptation, the FCO, BEIS and
Defra respectively, as well as the Committee on Climate Change. As part of its report to Defra under
the National Adaptation Programme, the FCA should embark on a programme of engagement with
industry to promote thought-leadership on how the UK financial sector can prepare and adapt to
climate change.
As the trade association representing those in the UK financial sector who are committed to growing
sustainable and responsible finance, we would be happy to work with the FCA on any future industry
engagement.

Q2: Do you agree with the extent of the FCA’s proposed interventions on climate change-related
financial disclosures? Is there a specific need for us to intervene further in the interests of market
integrity or consumer interests?
We support the FCA’s proposed interventions in the discussion paper, particularly the intention to
consult on rule changes requiring IGCs to report on their firm’s policies on various ESG issues. We
believe there are areas where the FCA could go further, which have been outlined elsewhere in our
response.
We believe that there is an additional intervention the FCA could make which would serve consumer
interests and help grow sustainable and responsible finance (including green finance). The FCA
should introduce a requirement for financial advisers to ask clients about their sustainability
preferences. Polling conducted by UKSIF in 2018 showed that 54% of investors want their
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investments to have a positive impact,5 and a small change in the rules governing the conduct of
advisers could promote investments in products with an ESG profile.

Q3: In light of EU work on taxonomy, what are your views on the form common standards and
metrics for measuring and reporting against green financial services products should take?
UKSIF supports a robust set of standards which do not permit ‘greenwashing’, but also inclusive and
flexible measures that do not prevent companies with new technologies from entering the market.
Any form of common standards must be technology-neutral, focused on outcomes, and which
encourages new technologies.
We note that the British Standards Institute have work underway on a green standard for financial
products, which may feed into a new global Publicly Available Standard. In developing its approach,
FCA and government must consider how the EU taxonomy will apply in the UK after EU exit, and how
UK policy will reference the BSI work.

Q4: How could regulators and industry best work together as part of the Climate Financial Risk
Forum?
We have addressed this issue in our answer to question 1 in this section.

Q5: What are your biggest concerns and commercial priorities regarding climate change?
That UK Government departments and regulators fail to take action to promote the resilience of the
financial system to the risks arising from climate change, and that the UK falls behind other countries
in managing the risks associated with climate change and exploiting the opportunities from the
transition to a low-carbon economy.

Q6: What are the biggest barriers to the growth of green financial services in the UK?
The growth of ‘green’ financial services in the UK is impeded by several factors, which stem from the
lack of agreed definitions and standards. Although we welcome the fact that the FCA is looking at
ways to promote ‘green’ finance, we believe the FCA should consider a broader range of issues
relating to the environment, to social impacts, and governance issues.
Despite the barriers, ESG investment styles are growing in the UK. The latest survey from Eurosif,
Europe’s sustainable and responsible investment membership organisation found the practice of
integrating ESG factors into investment decisions has grown by 60% in Europe, and by 76% in the
UK.6 But this growth is inhibited by both the lack of good data, ineffective transmission of
information along the investment chain, a lack of clear leadership from government and regulators,
as well as some specific policy barriers which are preventing consideration of ESG factors.
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For markets to do their job, investors need better quality, comparable metrics included in company
reports. At present, the application and execution of standards, metrics and reporting is left to
companies. Companies often use many of the initiatives which have developed to guide disclosures
and measure different kinds of ESG risks. But with over 400 such initiatives,7 there is a risk that
companies make more disclosures while investors are no more able to obtain an adequate picture of
a firm’s ESG profile. Without leadership from Government, regulators and industry working
together, there is a risk that a growth in interest in ESG may not improve practice.
Within the spectrum of ESG issues there is a good understanding of how certain factors can be
material, but less understanding of how other issues should be measured. The most well developed
factor relates to climate change and its associated risks. We believe the work of the TCFD has helped
improve understanding and practice, and provides a good model for how one ESG factor (climate
change) can be measured and managed.
Performance metrics for a range of other environmental issues, such as water quality, soil health,
biodiversity, and air pollution are less developed than climate change. Ways of measuring social and
governance factors are also not well developed. We note that the Government, as the largest
purchaser of goods and services, has significant expertise in measuring the impact of its decisions.
Defra’s Natural Capital Committee (NCC) has also developed practical advice for measuring and
monitoring the value of natural capital and risks to or from natural capital. The FCA should work with
Government, the NCC and Defra’s newly created green finance team to develop best practice advice
and standards relating to determining how a broad range of environmental factors can be material,
and how best for issuers to measure, monitor and report them.
As important as clear and consistent disclosure standards is a clear and consistent message from the
senior leadership of the FCA that ESG factors can be material, and that firms are expected to
measure and report on ESG factors. This discussion paper represents a welcome first step. However,
we believe the FCA should embark on an awareness-raising campaign to promote best practice in
the industry. The FCA should align this campaign with the Government’s wider work on this agenda,
including its forthcoming Green Finance Strategy.
Once again, we strongly welcome the FCA’s engagement on these issues. The UK’s financial sector,
and UK financial regulation sets the tone for what happens around the world. Action by UK
regulators to promote sustainable finance could become a great British export. We believe there has
never been more urgency or opportunity to demonstrate British leadership on climate change and
green finance. We look forward to the FCA’s ongoing role in this area.

7

According to research by the Climate Standards Disclosure Board, accessed 21 st January 2018
https://www.cdsb.net/harmonization/586/sustainability-reporting-rise-new-order

6

