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Dear Chair Faber and Vice-Chair Lloyd,

| am writing on behalf of the UK's sustainable finance industry to express our strong support for the
Exposure Drafts-General Sustainability-related Disclosure Requirements (“General Requirements”)
and Climate-related Disclosure Requirements (“Climate-related Requirements”)-published by the
International Sustainability Standards Board (ISSB) in March this year.

As a priority, we urge the ISSB to retain the high ambition that we currently see in the Exposure
Drafts, which will be hugely critical to facilitate financial institutions and investors’ efforts to
effectively address sustainability-related risks and opportunities.

The global transition to net-zero and progress towards a sustainable future urgently requires a more
robust sustainability disclosures ecosystem, particularly with the overall quality of companies’
disclosures, across jurisdictions, still very inconsistent. The uncertain geo-political and economic
environment that the world currently faces has drawn into even further focus the necessity for a
globally comparable and decision-useful baseline of sustainability disclosures. This will be
invaluable in assisting investors and institutions to make better informed investment and capital
allocation decisions, as well as more effective stewardship strategies, as they navigate through the
ongoing disruption in markets.

We believe the ISSB’s Exposure Drafts represent a significant step forward in this direction, and we
look forward to seeing its vital work continue at pace. In November last year at COP26, UKSIF and
our members saw the announcement committing to the creation of the ISSB as one of the most
consequential actions taken in Glasgow. Ahead of COP, we called for the ISSB to work swiftly in
order to respond effectively to the challenge of ensuring internationally consistent and decision-
useful disclosures. We recommended the ISSB draw on the success of existing global frameworks,
such as TCFD and SASB, which our members have increasingly been lending their support towards.

UKSIF now represents almost 300 financial institutions, including investors, banks, ESG data and
ratings providers, financial advisers, among others. Our diverse membership continues to have a
pressing demand for more robust and meaningful data across the whole breadth of sustainability
issues, not just climate change.

While the lack of good-quality data should not be viewed as an excuse not to act on material
sustainability risks and take appropriate steps to address these risks, we know our members will
require access to high-quality and comparable data, across countries, to take more concrete action
in response to these risks and take advantage of the opportunities. We continue to view
comprehensive corporate disclosures as absolutely central to the private finance sector’s capacity
to rapidly drive the global transition, and we outline below a number of perspectives on the ISSB’s
Exposure Drafts.



1) Leveraging of existing frameworks and the importance of retaining high ambition

We are pleased to see the ISSB effectively leverage the existing structure of TCFD, with
the Exposure Drafts strongly aligned with the TCFD's recommendations and reflecting its four
pillars-governance, strategy, risk management and metrics & targets-as well as use of SASB's
standards as implementation guidance.

The ISSB's proposed approach will allow it to cover a broad range of sustainability issues from the
onset, not just climate alone, which will be important in addressing ESG factors that are material to
understanding enterprise value while promoting broad acceptability of the ISSB’s standards.
Leveraging TCFD and SASB will help preparers, including those based here in the UK, that have
already developed procedures for sustainability reporting against these frameworks to find it easier
to adapt to reporting against the ISSB’s standards in future.

As well as leveraging these globally recognised frameworks, the ISSB’s Drafts rightly seek to build
on their success. With a number of years having passed since the publication of TCFD’s
recommendations and the nature of investors’ disclosure needs having evolved and
grown more granular, the high ambition in the Exposure Drafts is very welcome.

For example, we now see in the draft Climate-related Requirements a specific requirement for
companies to disclose their Scope 3 emissions, going beyond the reference to 'strong
encouragement’ in TCFD. In relation to Scope 3 emissions, this remains hugely important in order
for investors to more accurately assess and manage climate-related risks and opportunities. We
know the world cannot achieve its net-zero mission without all businesses and financial institutions
considering how we more effectively address emissions in companies’ supply chains and products,
with this scope often where the highest emissions are occurring.

It will be important for the ISSB, policymakers and others to work closely with the financial services
industry on promoting better measurement of Scope 3 emissions, estimations for these emissions,
and actively supporting industry initiatives as these emerge.! In some instances, estimates for these
emissions may be the most accurate form of reporting available to investors. We see a good case
for mandatory disclosure of Scope 3 emissions in the next several years by the largest companies,
and phased in across different parts of the economy as data improves.

At first, some limited flexibility within the ISSB’s standards will be needed for reporting on Scope 3
emissions given the nascent reporting methodologies and metrics. For example, investors will find it
challenging to report on Scope emissions 3 in light of a continued lack of good-quality reporting
from real-economy companies across all categories of emissions, not just Scope 3.2 A recent report
from FTSE Russell has shown that many companies are still not disclosing their carbon emissions,
but instead relying on inaccurate data estimates. The study finds there is a material disclosure gap,
and considerable variation in reporting on sustainability issues according to company size, region,
and sector.?

We also positively note that the draft Climate-related Requirements encompass clear
provisions on climate transition plans, extending beyond the TCFD’s guidance, and additional
disclosures on the use of carbon offsets and emissions reductions targets. In regards to transition
plans, we would like to see the ISSB effectively leverage the work of the Glasgow Financial Alliance

'One recently launched initiative is the CDP and Boston Consulting Group's platform enabling companies to share product-
level sustainability data in an auditable way, including greater transparency over scope 3 emissions.

°This flexibility could be provided in the form of a transition period, with ‘safe harbour’ provisions in place to allow
organisations to develop the necessary frameworks for the disclosure of verifiable information on Scope 3 emissions,
helping avoid confusion for investors and reducing potential liability risks for preparers.

3For instance, of the approximately 4,000 large and mid-sized constituents in the FTSE All World index, more than half
currently disclose operational emissions data, but 42 per cent of large and mid-caps do not disclose both scope 1and 2
emissions. FTSE Russell, ‘"Mind the gaps: Clarifying corporate carbon,” May 2022.
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for Net Zero (GFANZ) and the UK’s Transition Plans Taskforce, given the UK will be among the first
countries to commit to their mandatory adoption across the economy. In the Climate-related
Requirements, the ISSB could specify further requirements on transition plans which explicitly
states that a transition plan’s objective should be to include emissions reduction targets that are
aligned with limiting global temperature increase below 1.5°.

The inclusion of more detailed disclosures on the use of carbon offsets is valuable too, given the
need for greater clarity in this market. We would encourage the ISSB to consider clearer definitions
for the different types of carbon offsets being considered, given the diversity of this market and
common misinterpretation (e.g. the role of carbon offsets versus carbon offset credits, carbon
removal projects versus carbon avoidance projects), as well as guidance to minimise the risks of
issuers relying excessively on offsets. This should include the ISSB drawing on existing standards
governing their use, such as the Science-based Targets Initiative (SBTi) which recommends the use
of offsets only to neutralise residual emissions once a net-zero target has been achieved. Stricter
regulations governing carbon markets will be crucial to encourage robust action on the world'’s
climate and environmental goals.

We would strongly disagree with the view, expressed by some respondents in recent
months, stating that the ‘baseline’ set of standards in the Exposure Drafts is overly
ambitious, given the need to rapidly accelerate good-quality disclosures across jurisdictions and
stakeholders’ continued significant demand for these. This is especially relevant for emerging
economies that are further behind in their sustainability journey and where disclosures remain far
weaker. The high ambition shown in the Exposure Drafts should remain in place as a matter of
urgency. Collectively, governments, regulators, financial services, and other groups should make the
case to different jurisdictions- which may be advocating lower ambition- that robust disclosures
and reporting standards will promote long-term value in global economies and all
businesses. The importance of securing widespread global adoption should not be used primarily
as a means to water down the ISSB's draft standards.

There will be considerable benefits for companies should investors and financial institutions have a
greater picture of their business models and strategies to respond to climate change, incentivising
capital to flow towards their businesses. Improved disclosures will help investors more accurately
price assets and better inform their investment decisions. Furthermore, it can be argued that some
preparers reporting in future against the ISSB’s standards will already have been reporting on many
of the areas that ISSB currently addresses, albeit sometimes in a non-standardised format and on a
voluntary basis. This means we should not significantly overstate the implementation challenges
facing preparers, and use those concerns over the reporting burden to dilute the Exposure Drafts
over the coming months, while guidance should be provided by ISSB to facilitate any foreseen
implementation issues.

2) Further support from ISSB to promote adoption of a ‘high baseline’

To support an effective baseline and ease potential implementation issues, there is a
good case for the ISSB to actively assist preparers, including through guidance, on how
they should determine the boundaries of their value chain (including with customers,
suppliers, society and nature) in a structured and proportionate way.

The ISSB could provide greater clarity on the scope of a company’s value chain in their preparation
of their disclosures, including their relationship with suppliers and customers. This could minimise
the possibility of inaccurate estimates by companies on sustainability risks and opportunities that
may lie in their supply chains and which they may have less control over.

The complexity and depth of some companies’ supply chains could pose reporting challenges, and
the ISSB should consider tailored guidance to assist companies in determining their value chain. We
agree that preparers should take into account and report on their external relationships. As the ISSB
acknowledges, these will ultimately have an impact on preparers’ ability to generate enterprise
value over the short, medium and long term. However, depending on their industry or sector, many
preparers will have long and complex value chains.
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Separately to this, ISSB could also provide guidance on envisaged timeframes for
implementation for jurisdictions. Specifically, this could recommend a ‘phased-approach’ for
different types of issuers, especially smaller companies, highlighting which minimum standards
should first be considered for adoption ahead of more strict requirements. Related to this, the ISSB
should consider a more sectoral approach in regards to the General Requirements Exposure Draft
going forward, which would help ensure the final standards are more decision-useful for investors.
This will need to promote as much consistency as is possible in terms of the sector-specific metrics
being reported on by preparers, allowing investors to better compare companies’ information and
performance and promoting a positive dialogue between both groups.*

Finally, clearer definitions in the General Requirements Exposure Draft on ‘significant’ sustainability
risks and opportunities, and what constitutes ‘material’ information around these risks, would be
valuable and ease potential implementation issues for preparers. Further guidance from the ISSB
would be very welcome on the effective assessment of materiality, including those principles and
procedures that companies should adopt to conduct their assessments, to promote comparability
of reporting.®

3) Connectivity between sustainability disclosures and financial reporting

It is positive to see the General Requirements Exposure Draft recommend that
sustainability-related information is disclosed alongside an entity’s general purpose
financial reports, and stress that this information should be disclosed at the same time as
standard financial information and as integrated as possible. This should improve how material
climate issues are incorporated into companies’ financial statements, allowing investors to gain a
more holistic picture when assessing an investee company’s long-term value.

Integration with financial reporting will be useful for transparency purposes, and we welcome the
close inter-links that the Exposure Drafts recognise between climate and sustainability-related
disclosures and information in financial statements and emphasis on companies explaining the
inter-links between the different sets of disclosures. We want to see a greater standard in terms of
how material sustainability factors are incorporated within financial statements, including under
current requirements within the International Accounting Standards Board (IASB) standards.

4) International interoperability and ‘double materiality’

In regards to international interoperability, we very much welcome the ISSB’s recent efforts to
co-operate with the European Financial Reporting Advisory Council (EFRAG) and the
Global Reporting Initiative (GRI), particularly to address ‘double materiality” which we
support widely embedding into financial regulation and firms’ decision-making.

This is because it is very, very difficult, we would argue, to separate financial risks from impacts.
The former over time will become highly relevant to companies’ enterprise value in the long term.
For example, businesses which emit very high-carbon emissions will likely be subject to greater
regulatory intervention, or increased investor scrutiny, while consumers may choose not to
purchase their products and services, preferring low-carbon alternatives. The overlap between
enterprise value and impacts necessitates the need for very deep co-operation between
ISSB, EFRAG and GRI going forward, particularly given investors’ need for better data on
impact, with clearer signals needed from ISSB highlighting that this collaboration is taking place.

Furthermore, building on this collaboration with EFRAG and GRI, serious consideration should be
given by ISSB to clearly clarifying that a second phase of work for the General Requirements

“While some flexibility will be needed, we would like to see a minimum set of consistent metrics to promote comparability
of disclosures for issuers from the same sector of the economy.
°The ISSB could choose to publish an example materiality assessment across different sectors to provide further clarity.
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Exposure Draft will seek to incorporate ‘double materiality’, following the initial prioritisation of
financial materiality. This work could in time address investors’ increasing demand for data on
companies’ positive and negative impacts on sustainability and ESG ratings products focusing on
assessing companies’ impacts across ESG issues, in response to regulators’ actions and client
demand.® For example, some funds, in their investment strategy and objectives, claiming to
contribute towards achieving a specific sustainability impact will need to clearly demonstrate this,
and greater availability of impact data would help in this regard.

5) Closing comments

Finally, we have welcomed the ISSB reiterating publicly that the planned standards are intended as
a minimum reporting ‘baseline’ for jurisdictions to pursue, with some countries choosing to go
further than these, such as the UK with its ‘Sustainability Disclosure Requirements’ (SDR)
framework.

While this appears clear in the Drafts, stronger clarification from the ISSB to policymakers
and other audiences that the standards remain only a ‘baseline’ across different
jurisdictions would be beneficial for our members. This would provide greater license for
countries’ authorities to go further in their disclosure regimes, should they wish to, and not simply
assume the ISSB standards should be an exhaustive set of disclosures. We strongly believe a ‘global
baseline’ should not imply low ambition.

We look forward to seeing continued momentum in the ISSB's work, and our sector stands ready to
support your work in the coming months and beyond.

Yours sincerely,

James Alexander
Chief Executive

°In the UK for example, the SDR framework includes an objective for real economy corporates and financial institutions to
disclose their “sustainability risks, opportunities and impacts”. In the European Union, many asset managers from next year
will need to report on Principal Adverse Impacts indicators under the Sustainable Finance Disclosure Regulation (SFDR) at
the entity level.
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