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Executive Summary

The UK is at a key inflection point when it comes to sustainable finance. After years of trail-blazing
and being ranked number one on the Global Green Finance Index, the UK's world-leading position
is under threat’. This is due to a number of factors, such as a lack of clarity from policymakers in
creating a clear and stable financial services regulatory framework, including a decision-useful
sustainability disclosures regime across the economy that builds on existing requirements, the
absence of detailed policy frameworks for various sectors that can encourage private capital
flows, and, more recently, wavering on wider sustainability policies.2

In recent months, we have worked closely with our members

to highlight policy solutions that could help address some of

the longstanding investment barriers in key sectors of the UK
economy: energy, housing, and transport. Above all, it is policy
measures and incentives in these sectors and across the wider
economy that investors are looking for, and which can create a
more attractive environment for the growth of sustainable finance
and private investment at large.

Alongside more supportive investment conditions in the wider
economy, the role of sustainable finance regulation continues

to be very important; for example, by promoting transparency
over sustainable investments in the economy for investors,
providing greater access to sustainability information to financial
market participants, and addressing greenwashing risks that
could undermine confidence among investors and consumers.
This means that government and regulators must push forward

to provide the consistent, internationally leading framework

and regulations needed to help ensure the UK's continued pre-
eminence in sustainable finance. On the other hand, the lack of

a clear, high-quality financial services regulatory framework and
disclosures regime, carries risks of investors being less well-placed
to allocate capital efficiently in the economy on behalf of their
clients and customers and to address greenwashing risks that can
undermine trust and integrity in our industry.

A lack of sufficient support and driving forward sustainable

finance in the UK is not only a potential risk to the long-term
competitiveness of the financial services sector. Climate change
and diminishing biodiversity impacts economic stability, locally
and globally; indeed, recent research from the Green Finance
Institute suggests that biodiversity loss and damage to the natural
environment threatens a greater hit to GDP than the 2008 financial
crash or the coronavirus pandemic.®

Failing to remain at the forefront and provide a stable financial
services regulatory framework and sustainable finance regime will,
we expect, constrain progress in addressing greenwashing risks
and make it more complex for investors to access information

that can assist them in identifying opportunities in the net zero
economy. Additionally, of the 100 finance companies surveyed that
represent approximately over £200 billion in green investments

in the UK two in three (65%) have said that they already have or
plan to move investments out of the UK to a market that is more
supportive of their sustainability goals.

Two in three (65%)

have said that they already
have or plan to move
investments out of the UK.

Fortunately for the UK, there are a range of regulatory and policy
changes that could help re-establish the UK as the world's leading
sustainable finance hub, providing transition finance services,
products and innovative instruments that could bring many billions
of pounds into the UK economy. These changes will open new
opportunities and de-risk investments that, in turn, could draw in

more private capital.
firms have stated that

95%
o they would be willing to

increase their investment in the UK if
favourable policies are implemented.

of UK large financial

1 The Global Green Finance Index 2023 showed the UK maintained its position at the head of the list, however the lead is narrowing https:/www.longfinance.net/publications/long-finance-
reports/the-global-green-finance-index-12-supplement-space-debris-the-tragedy-of-the-commons/

2 Interms of existing reporting requirements for companies and investors that should be built on, this includes the Task Force on Climate-Related Financial Disclosures (TCFD) which the UK has

played a leadership role in to date.

3 https:/www.greenfinanceinstitute.com/news-and-insights/assessing-the-materiality-of-nature-related-financial-risks-for-the-uk/

2 Financing the Future: Financial Services


https://www.longfinance.net/publications/long-finance-reports/the-global-green-finance-index-12-supplement-space-debris-the-tragedy-of-the-commons/
https://www.longfinance.net/publications/long-finance-reports/the-global-green-finance-index-12-supplement-space-debris-the-tragedy-of-the-commons/

Our Recommendations

Deliver a clear and world-leading sustainability
disclosure regime

Empower investors by clarifying the fiduciary
duty of pension schemes

Embed biodiversity and nature into the
regulatory framework




Policy 1:
Deliver a clear and world leading
sustainability disclosure regime

The problem:

What are the solutions?

The UK's leadership in sustainable finance

is under threat* and with it the UK's share of
the £23.8 trillion® which, according to the
Global Sustainable Investment Review 2022,
is currently invested globally in sustainable
investing assets.

There are a number of reasons for this. Firstly, the UK has

lost pace in developing and implementing its own disclosure
regimes, particular for companies, alongside other sustainable
finance regulations. Secondly and of considerable importance, the
UK has been wavering on green issues in recent months, sending
out mixed signals on the decarbonisation pathways of various
sectors that has helped to increase uncertainty. Thirdly and linked
to this, the US, EU and other jurisdictions are increasingly targeting
global capital for green investment and moving ahead with
important regulations to incentivise and help de-risk investments
in the low-carbon economy. Firms are also increasingly faced

with having to comply with multiple (and sometimes conflicting)
disclosure frameworks and other rules across the different markets
they operate in.

Jurisdictional divergence, coupled with UK's lack of progress and
political wavering, leads to greater uncertainty for firms operating
or looking to operate in the UK. Three in four (73%) of UK finance
businesses agree that regulatory divergence on sustainable finance
is a big challenge for them. It leads to increased costs for firms and
risks of heightened greenwashing (where firms make heightened,
misleading or false claims about the sustainability of their products)
risks for consumers. As a recent study by Capital Group found®,

the number one priority for investors globally is the harmonization
of global regulatory standards, followed closely by the provision of
guidelines for consistent disclosure of ESG risks.

This current situation points to the UK losing out on sustainable
investment at a critical time when the UK needs increased
investment to deliver on net zero ambitions and boost
economic growth.

o b

The UK should push forward to deliver a clear
and world-leading corporate sustainability
disclosures regime, which the Government
committed to in its updated Green Finance
Strategy in March 2023 but as yet, large parts
of which remain undelivered.

As part of this, high-quality and well-designed approaches
to disclosure requirements will be essential, and continued
consideration by policymakers of opportunities to streamline
reporting, where possible, especially for smaller firms

and companies.

In addition to the Financial Conduct Authority’s (FCA) Sustainability
Disclosures Requirements (SDR) which were published last year,
this requires the adoption of the International Sustainability
Standards Board (ISSB) standards, the introduction of

mandatory corporate transition plans and crucially a UK

green taxonomy. Promoting international harmonisation of these
disclosure standards is also crucial as part of this process.

The UK should continue to play a prominent global leadership role
to positively shape jurisdictions’ sustainable finance initiatives,
while drawing on best-practice standards from other countries
and leading international standard-setters, such as the ISSB and
the International Organisation of Securities Commissions (I0SCO),
to inform its own approach. This should be delivered as swiftly as
possible while adopting a proportionate, phased approach for the
market, particularly for smaller firms. For all firms and companies,
we want to see a clearer policy vision for sustainable finance rules
from policymakers, with each of the standards we have highlighted
seamlessly fitting together and complementing one another.

Taken collectively, implementing the key commitments made in
the Green Finance Strategy can give the UK a clearer and more
consistent sustainable finance regulatory framework that firms
are looking for to help guide where they invest in the low-carbon
economy, helping to unlock the private capital the UK needs to
better support long-term growth and progress towards our
net-zero ambitions.

https:/www.longfinance.net/publications/long-finance-reports/the-global-green-finance-index-12-supplement-space-debris-the-tragedy-of-the-commons/
https:/www.gsi-alliance.org/members-resources/gsir2022/ - The Global Sustainable Investment Review 2022
ESG Global Study 2023, https:/www.capitalgroup.com/content/dam/cgc/tenants/eacg/esg/global-study/esg-global-study-infographic-ei(en).pdf
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Case Study:
Sustainability Disclosure
Requirements

The Sustainability Disclosure Requirements were published
by the Financial Conduct Authority (FCA) in 2023.

They introduce a package of measures including an
anti-greenwashing rule, four sustainability investment labels
and new rules and guidance for firms marketing investment
funds on the basis of their sustainability characteristics.

By providing a clearer framework, firms will be able to assess
products consistently and be more transparent about the
sustainability standards they use. The FCA believes this
should help facilitate better competition domestically and
internationally. It will help inform and protect consumers,
and build trust in the market.

A Implement Sustainability
Disclosure Requirements

UKSIF was proud to have been a member of the FCA's Disclosures
and Labels Advisory Group, which helped the regulator draw up
their proposals for its new disclosures regime and investment
labels. The new regime aims to address and effectively tackle
greenwashing by ensuring that financial products marketed as
being sustainable should do as they claim and have the evidence
to back that up.

UKSIF strongly welcomes the final Sustainability Disclosure
Requirements, published by the FCA in November 2023, and our
industry and the regulator will need to ensure that momentum

is not lost in implementation and that lessons continue to be
learned from other jurisdictions’ approaches, including the EU.
Crucially, the regulator should continue to closely engage with
regulatory authorities in overseas markets to positively shape

other jurisdictions’ approaches to disclosures and fund labels

and promote international harmonisation. In particular, as the EU
looks to review its disclosures regime, the Sustainable Finance
Disclosure Regulation (SFDR), the UK must seek to engage more
closely with the EU to ensure greater alignment across both
jurisdictions, including through the joint EU-UK financial regulation
forum and other channels. This can help reduce the reporting
burden on firms, provide them with greater regulatory certainty and
help ease the ability of firms to operate in both jurisdictions.

B Incorporate International Sustainability
Standards Board standards from 2025

UKSIF welcomes the UK's commitment to incorporating the
International Sustainability Standards Board (ISSB) inaugural
standards - International Financial Reporting Standards (IFRS)
S1and S2. However, despite this commitment, as yet there is no
clear progress being made towards the UK incorporating

the standards.

FRS S1is a framework for general sustainability-related disclosures,
covering various environmental, social and governance (ESG)
topics. IFRS S2 focuses on climate, providing guidelines on
reporting climate-related financial risks and opportunities.

The standards can play a crucial part in establishing a common
baseline of sustainability disclosures among companies, providing
investors with the sustainability information needed to better
support growth opportunities and help drive the transition.

The UK's support for these is important and now the UK
Government must ensure these standards are formally endorsed
in 2024 and subsequently adopted. The FCA consultation to

allow for the introduction of disclosure rules referencing IFRS S1
and S2 for listed companies from 2025 must also be prioritised,
so that changes can be made when the Government agrees the
adoption of the ISSB's disclosure standards to allow for a phased
implementation of standards.

C Move to mandatory
transition plans

Climate transition plans are a critical tool to demonstrate to
financial markets and wider stakeholders that a company is
committed to achieving a 1.5 degree pathway and that its
business model will remain relevant (i.e. profitable) in a net-zero
economy. They are also a useful tool for the company itself,

in providing a clear strategy to follow alongside targets and
benchmarks.

The UK has yet to meet its 2021 commitment to require asset
managers, FCA-regulated asset owners and listed companies

to publish transition plans on a mandatory basis, instead with
consideration of a ‘comply or explain” approach for certain groups
mentioned in last year's Green Finance Strategy —Following the
publication of the Transition Plan Taskforce (TPT) Disclosure
Framework in October 2023, the movement towards making
publication of corporate transition plans mandatory across the
economy should continue to progress, with flexibility and reliefs in
place for smaller companies.

To do this, the anticipated FCA consultation must continue to
enhance requirements of listed companies by incorporating the
TPT Disclosure Framework and move over time from ‘comply

or explain’ to mandatory plans. The Government should also
recommit to mandatory plans and produce a timeline for phased,
economy-wide implementation, complementing the regulator’s
approach to listed companies. The Government should bring
forward at speed their consultation on transition plans for the
UK's largest companies, which was committed to in the Green
Finance Strategy. UKSIF continues to believe that transition
plans are necessary for unlisted companies of an equivalent size
to the largest listed firms. This will further support the flows of
decision-useful information across the economy that can support
investment decisions, help avoid misallocation of capital, and
reduce risks of regulatory arbitrage.

At the same time, the Transition Finance Market Review's findings
should be acted on by government when they are published this
summer. We want to see the UK as a world-leading provider of
transition financial services, products and innovative instruments
that the UK needs to meet net zero in 2050.
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https://www.fca.org.uk/publications/policy-statements/ps23-16-sustainability-disclosure-requirements-investment-labels
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https://transitiontaskforce.net/wp-content/uploads/2023/10/TPT_Disclosure-framework-2023.pdf
https://transitiontaskforce.net/wp-content/uploads/2023/10/TPT_Disclosure-framework-2023.pdf

D Introduce a UK
Green Taxonomy

The introduction of a science-based green taxonomy presents

the UK with an opportunity to accelerate sustainable finance in the
UK and address greenwashing risks in the market. A green taxonomy
provides a framework for deciding if an economic activity or
investment is sustainable or not and serves to give consistency and
further clarity to investors and businesses.

UKSIF is proud to have been a member of the UK Government's
Green Technical Advisory Group (GTAG). Through its
recommendation papers, the GTAG has highlighted how a green
taxonomy in the UK could help investors and businesses to make the
investments in the sustainable economy that are needed if the UK is
to meet net-zero by 2050. Other positive use-cases for a taxonomy
include: helping address greenwashing risks that can undermine
investor and consumer confidence, guiding government’s
investment decision-making, and underpinning closely other
important areas of sustainable finance policy, such as the FCA's SDR
regime, transition plans, and transition finance. However, further
delays in delivering of a taxonomy risk reducing this opportunity,
particularly with more and more countries currently developing or
having already implemented a taxonomy. Drawing closely on the
GTAG's recommendations, the UK Government must prioritise the
introduction of a science-based, usable green taxonomy, without
the inclusion of natural gas activities, and consider earlier mandating
of the disclosures required under the taxonomy:

E Lead the drive for
harmonisation of standards

The UK should also seek to use its role in the G7 and G20, and

other international bodies such as the International Organisation

of Securities Commissions (I0SCO) and Financial Stability Board
(FSB), to push for harmonisation of standards. This includes to
support the global adoption of the ISSB disclosure standards across
countries and common standards for fund labels based on UK SDR.
The UK should continue to play a prominent global leadership role
to positively shape jurisdictions' sustainable finance initiatives,
while drawing on best-practice standards from other countries and
standard-setters, such as the ISSB, to inform its own approach.
Separately to those bodies previously mentioned, the UK should
seek to use the UK-EU joint regulatory group and other groups

to help ensure greater alignment between EU and UK disclosure
requirements ’. Closer collaboration between jurisdictions, while
making sure to avoid a lowest common denominator approach in
terms of the quality of standards, will lead to less fragmentation and
greater stability and ease for firms doing business across borders.

We are pleased to see the Global Sustainable Investment Alliance’s
calls for a Sustainable Finance Regulatory Convergence Taskforce
at the G20 level, to review and make recommendations for
enhancements and greater alignment. There may be meritin a
new taskforce, or alternatively ensuring that existing bodies such
as I0SCO are carrying out this important work.

The UK government should assess the effectiveness of existing
groups in their efforts to create convergence and, if necessary,
lead the way in creating such a taskforce.

Method for delivery

Implementation of SDR and investment labels - FCA to
oversee regulation and to continue to consult the DLAG
and wider industry to support implementation.

Incorporation of ISSB standards — DBT to endorse and
adopt both sets of standards, then government to adapt
legislation and FCA to consult on approach for

listed companies.

Mandatory transition plans - consultation followed by
legislation from HMT and then consultation/regulation from
FCA for listed companies.

Introduction of green taxonomy - delivery of the long-
awaited consultation from government, then legislation
from government (Treasury and Department for Business
and Trade are the departments expected to provide input,
among others). Other steps expected to be considered by
government, such as mandatory disclosures by companies
and investors on taxonomy alignment.

Lead for harmonisation of standards - International
diplomacy and use of UK's role in FSB, I0SCO, G20 and the
UK-EU joint regulatory group.

Cost

Assumed to be low direct cost to government as is policy/
regulatory changes rather than tax incentives.

Qutcomes

73% of UK finance firms believe that introducing a UK green
taxonomy would have a positive impact on companies
investing in sustainable finance.

Nearly eight in ten (77%) have said that greater
harmonisation of financial sustainability standards globally
would have a positive impact on companies in sustainable
finance in the UK.

68% of finance companies agree that SDR will be helpful in
increasing their investment in sustainable finance in the UK.

7  As per GSIA recommendation in https:/www.gsi-alliance.org/wp-content/uploads/2023/12/GSIA-Report-2022.pdf
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Policy 2:
Empower investors by clarifying the
fiduciary duty of pension schemes

The problem:

What are the solutions?

There has been inconsistency for some time
in the UK's pension industry, and more widely,
in both the interpretation and the level of
understanding regarding the extent to which
ESG factors and impacts should be addressed
and interpreted within the scope of pension
schemes’ fiduciary duties. Fiduciary duty is
the obligation to act in another party’s best
interest - in this case the investor(s),

who have legal responsibilities to act in the
best interests of their clients (those saving
for their retirement).

As PRI8, UKSIF, and other groups have explored, while many
investors are increasingly looking at responsible investing,
sustainable investing approaches and impact investing strategies,
uncertainty remains in parts of the pensions sector in the UK over
what sustainability factors can, or should, be taken into account
on behalf of beneficiaries, the extent to which each factor is
material or relevant, and whether pursuing environmental and
social impacts through investments is consistent with fiduciary
duty. There has been a lack of clarity on climate change risks and
how they should be treated within the parameters of this duty, and
a particular lack of clarity regarding social issues and, including
diversity, labour management, supply chains and a fair transition.

This is a missed opportunity - not only for supporting trustees
and investment managers, but for pensions savers who may be
missing out on opportunities to grow their pension pot while also
contributing towards positive environmental or social outcomes
because of this lack of clarity. At a time of relatively high inflation,
with an increasing number of people facing retirement not
having saved adequately, it is crucial to ensure that diverse
investment opportunities across the economy, including potential
opportunities for growth, are not missed.

A Clarification of fiduciary duty for UK
Pension Schemes’ Trustees

Greater clarification of fiduciary duty for UK Pension Schemes'
Trustees is needed firstly we believe by The Pensions Regulator
(TPR) and with support from government departments, including
the Department for Work and Pensions (DWP). UKSIF believes that
factoring in financially material ESG issues and actively managing
associated risks and impacts is consistent with fiduciary duties’.
Clarification by TPR should make this clear across the market.
72% of business decision-makers working in large finance firms in
the UK say clarity of fiduciary duty in relation to ESG for UK
Penson Schemes Trustees would help them in making
investment decisions.

As such, we strongly support the Financial Markets and Law
Committee’s recent report, which makes it clear that trustees
should manage and treat climate change and certain other
sustainability issues as financial factors, rather than non-financial.

Following the publication of the FMLC's report, we would like to see
TPR quickly take this forward alongside government, industry and
wider stakeholders to develop new, clarifying guidance for pension
scheme trustees that builds on the FMLC’s main conclusions.

Specifically, we would like TPR to set out clearer expectations for
trustees to consider and have regard to the potential impacts of
their investment decisions on the environment and society at
large- often referred to as the ‘double materiality’ of investments-
not only the impact that external ESG factors may have on

their investments. Trustees should also be conscious that their
schemes operate within wider financial systems and economies,
and so should consider how systemic risks, such as climate change
and nature loss, are now or may become financially material to
their scheme. Finally, there should be clarification that trustees
should consider sustainability factors over appropriate time
horizons for providing beneficiaries with their benefits, which,
depending on the scheme's strategic journey, can extend beyond
the lifetime of the scheme.®

8  United Nations Principles for Responsible Investing (UNPRI) https:/www.unpri.org/download?ac=11972 UNPRI Fiduciary Duty in 21st Century
9  https:/www.professionalpensions.com/news-analysis/4118017/uksif-leads-clarification-fiduciary-duty-pension-trustees
10 TPR guidance could also look to encourage trustees to use qualitative assessment and appropriate judgment where quantitative analysis and modelling is not fully developed.
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Guidance published by the TPR should be a first course of action,
and provided with a time period to bed into the market ahead of

consideration of any legislative approach. MethOd for dellve ry

Through clarification of fiduciary duties in the form of new guidance

from policymakers for pensions scheme trustees, investors can e Fiduciary duty to be cl.ariﬁed by_ The Pensions Regulator
be helped to work towards sustainability impact goals, particularly (TPR) through new guidance with support from DWP and
where these are goals relevant to long-term financial returns, other departments.

and achieve wider investment objectives. Importantly, it will
allow us to address the lack of clarity in the market that has
arguably contributed to a more risk-averse culture of investing
in the UK. Finally, the role of investment consultants should be Cost
considered, given that the inconsistency in interpretation of
fiduciary duties by trustees can arise due to advice they have
received from their consultants and other advisers. We would like to
see consideration for investment consultants to be brought within
the FCA's formal regulatory perimeter, ensuring that the advice
provided is supporting schemes’ decision-making and helping
safeguard the savings of beneficiaries.

Assumed to be low direct cost to government as is
clarification changes and advocacy rather than
tax incentives

Qutcomes

B Greaterjurisdictional 72% of business decision-makers working in large finance
a|ignment firms in the UK say clarity of fiduciary duty in relation to
ESG for UK Penson Schemes Trustees would help them in
The UK should also note that other jurisdictions including Canada making investment decisions.
and the European Union are looking at the definition of fiduciary Over four in five
duty, and greater alignment across jurisdictions would be .
beneficial, particularly for global firms. Canada consulted in mid- (88%) think that the UK
2023 " on pension plan risk management and included in the draft government should push for

a section on what fiduciary duty meant in the context of ESG. greater regulatory alignment
In the EU, the review of an existing Directive ™ on the activities and for sustainable finance across
supervision of institutions for occupational retirement provision, . e e -

otherwise known as IORP II, the European Commission requested key JurISd|Ct|0ns'
advice on 'Exploring ways to strengthen the sustainability
aspects of the fiduciary duties and stewardship rules of

pension funds'® The UK Government should look at the work done
in both jurisdictions to inform its own approach to fiduciary duty,
and actively encourage other countries to take steps towards
clarifying these duties.

These measures would ensure greater clarity and more
widespread understanding of how ESG issues and risks relate
to fiduciary duty. Ultimately it should mean that pension
savers face fewer risks in losing out on potential investment
opportunities that are contributing to positive financial and
non-financial outcomes as financially material ESG risks and
impacts would be better taken into account by their

pension scheme.

1M https:/www.capsa-acor.org/Documents/View/2055

12 Directive (EU) 2016/2341

13 Inits technical advice, EIOPA advised that ‘ To clarify that “fiduciary duty’ in a sustainability context should, within the boundaries of the prudent person principle 199, achieve financial returns
in a sustainable manner and when IORPs can gauge sustainability preferences of the members and beneficiaries, IORPs shall reflect the sustainability preferences of its members and
beneficiaries. https:/www.eiopa.europa.eu/system/files/2023-09/EIOPA-B0S-23-341-Advice_IORPII _review.pdf
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Policy 3:

Embed biodiversity and nature
into the regulatory framework

The problem:

What are the solutions?

Sustainability policy all too often focuses only
on climate-related issues. These are extremely
important; however, there are other aspects

of sustainability which are vital and require
attention, in part given the strong interlinks
with climate; in particular, biodiversity and the
natural world.

50%™ or £34.6 trillion of global GDP is highly or moderately
dependent on nature and recent research from the Green Finance
Institute found that biodiversity loss and damage to the natural
environment could cause a greater drop in GDP than the 2008
financial crash or the coronavirus pandemic.”® Yet since 1970, there
has been a 69% decrease in the relative abundance of wildlife.
More than 28% of all assessed species are at risk of extinction™:
This decline in biodiversity has huge impacts on human and
economic well-being, including climate, food and water security.

It is the third most severe threat to humanity in the next ten years
according to the World Economic Forum™. Financial services have
a critical role to play in helping halt this decline. Despite this,
however, many financial institutions at present are inadequately
prepared, with recent research for example showing that just 1% of
firms surveyed are discussing potential nature-related threats and
opportunities in company filings.

14 https:/www.weforum.org/agenda/2023/02/biodiversity-nature-loss-cop15/

If the UK is to meet its commitment to halt
nature loss by 2030 and meet international
commitments to deliver the Kunming

Montreal Global Biodiversity Framework (GBF)
(increasing investment in biodiversity from all
sources to at least $200 billion a year by 2030)
and fulfilling Target 15 of the UN Sustainable
Development Goals® on halting biodiversity
loss, policymakers and regulators must turn
their focus beyond climate change risks alone.

They must incorporate wider systemic risks into the UK's regulatory
framework and importantly wider economy policies too, including
biodiversity and ecosystem services. As the Government itself
committed to, in its response to the Dasgupta Review;

(1) delivering a ‘nature positive’ future, in which we leave
the environment in a better state than we found it, and
reverse biodiversity loss globally by 2030; and (2) ensuring
economic and financial decision-making, and the systems
and institutions that underpin it, supports the delivery of
that nature positive future®.

UKSIF believes that to help achieve this, the Government must look
to the incorporation of the Taskforce on Nature-related Financial
Disclosures (TNFD) framework, specifically through support of

the creation of a new ISSB standard for biodiversity and nature,
IFRS S3. Alongside this, other steps will also be needed to help
encourage financial flows towards nature-positive outcomes,
including incorporating nature into wider economy policies and
sectors’ decarbonisation pathways.

15  https:/www.greenfinanceinstitute.com/news-and-insights/assessing-the-materiality-of-nature-related-financial-risks-for-the-uk/
16 IUCN (International Union for Conservation of Nature) - Red List https:/www.iucn.org/events/iucn-event/cop28-press-conference-iucn-red-list-threatened-species-update-2023

17  https:/www.weforum.org/agenda/2023/02/biodiversity-nature-loss-cop15/

18 https://assets.publishing.service.gov.uk/media/60f02799e90e0764d2837899/Dasgupta_Response__web_July.pdf
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Case Study:

Dutch banks, insurance
companies and
pension funds

Research in 2020 found that Dutch banks, insurance
companies and pension funds have around € 510 billion
invested in companies around the world with a high or very
high dependency on one or more ecosystem services,
facing high reputational, financial and transition risk

[not just reputational or transitional - also financial].

The study recommended adoption of reporting standards
that would allow companies to be transparent about how
global biodiversity loss may affect their business models.
The Dutch Bank (DNB), their equivalent of the Bank of
England, has since issued guidance for the firms it regulates
on how to manage its nature-related risks appropriately, as
well as undertaking regular stress-tests and analyses to gain
better macroprudential insight. Following the Dutch lead, the
Bank of England along with DEFRA commissioned the Green
Finance Institute at the start of 2023 to look to quantify the
scale of nature-related financial risks to the UK economy.

Netherlands example taken from https://g20sfwg.org/wp-content/
uploads/2021/08/2021-UNEP-UNDP.-Reporting-on-Nature-; and related-
Risks-Impacts-Dependencies.pdf and https:/www.dnb.nl/en/general-news/
speech-2023/if-our-forests-could-speak-nature-related-financial-risks-
and-opportunities/#:~:text=Individual%20central%20banks%20and%20
supervisors,report%20%E2%80%9CIndebted%20t0%20Nature %E2%80%9D

And https:/www.greenfinanceinstitute.com/gfihive/insights/uk-economys-nature-
related-risk-to-be-assessed-for-the-first-time/

A Adoption of the Taskforce on Nature
Related Financial Disclosures framework

As one of the biggest funders of the Taskforce on Nature Related
Financial Disclosures (TNFD) and given the UK's own commitments,
the UK should play a proactive leadership role in driving forward
and enhancing awareness and use of the TNFD framework, both

at home and internationally.

The TNFD recommendations were published in 2023, closely
following the structure of the Taskforce on Climate Related
Financial Disclosures (TCFD). The 14 recommendations are

split across four pillars - governance, strategy, risk and impact
management, and metrics and targets. The UK, alongside other
governments and bodies, must now adopt the framework'’s
recommendations and principles into existing mandatory corporate
reporting requirements, and we believe this could be achieved
through the work of the ISSB. The UK should also play a global
leadership role, encouraging a broader group of countries such as
the G20 and developing countries to engage with the TNFD and
endorse its recommendations.

B Support the creation of a new ISSB
standard, IFRS S3 for biodiversity
and nature

A new biodiversity-specific disclosures standard will better
support financial services firms and companies in the UK and
globally to address the financial risks posed by damage to the
world's biodiversity. We welcome the announcement from the ISSB
that they will be conducting research into disclosures and risks
associated with biodiversity, ecosystems and ecosystem services,
which could develop into a new ISSB reporting standard in due
course.”” Should this be taken forward by the ISSB in time, the UK
must support the creation of a new International Sustainability
Standards Board (ISSB) standard - IFRS?° S3 - to capture
biodiversity and nature. This approach would support global
interoperability of approaches and standards, which the UK should
continue to play an active role in.

By taking these steps, among other actions, the Government
can make progress towards meeting its own commitment to halt
nature loss by 2030, reduce the economic impact on GDP, and
help reduce biodiversity decline globally, lessening the threat

to humanity.

Method for delivery

e |FRS S3 (on biodiversity and nature) to be developed by
ISSB, closely leveraging the TNFD framework, followed by
endorsement and adoption by UK Government and
other countries.

¢ Following adoption of IFRS S3, we expect changes would
be needed to sections of the Companies Act 2006
and related regulations, and the FCA regulations for
listed companies.

Cost

Assumed to be low direct cost to government as is policy
and regulatory rather than tax incentives

Qutcomes

Over three in five (61%) finance firms

said that incorporation of the Taskforce

on Nature-related Financial Disclosures
(TFND) framework into UK regulation would
have a positive impact on their investment
decision-making.

19 https:/www.ifrs.org/news-and-events/news/2024/04/issb-commence-research-projects-risks-opportunities-nature-human-capital/

20 International Financial Reporting Standards - IFRS
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https://tnfd.global/publication/executive-summary-2/
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https://www.dnb.nl/en/general-news/speech-2023/if-our-forests-could-speak-nature-related-financial-risks-and-opportunities/#:~:text=Individual central banks and supervisors,report %E2%80%9CIndebted to Nature%E2%80%9D
https://www.dnb.nl/en/general-news/speech-2023/if-our-forests-could-speak-nature-related-financial-risks-and-opportunities/#:~:text=Individual central banks and supervisors,report %E2%80%9CIndebted to Nature%E2%80%9D
https://www.dnb.nl/en/general-news/speech-2023/if-our-forests-could-speak-nature-related-financial-risks-and-opportunities/#:~:text=Individual central banks and supervisors,report %E2%80%9CIndebted to Nature%E2%80%9D
https://www.dnb.nl/en/general-news/speech-2023/if-our-forests-could-speak-nature-related-financial-risks-and-opportunities/#:~:text=Individual central banks and supervisors,report %E2%80%9CIndebted to Nature%E2%80%9D
https://www.greenfinanceinstitute.com/gfihive/insights/uk-economys-nature-related-risk-to-be-assessed-for-the-first-time/
https://www.greenfinanceinstitute.com/gfihive/insights/uk-economys-nature-related-risk-to-be-assessed-for-the-first-time/

Endorsements

UKSIF has worked closely with organisations and businesses across the sector

to understand what policies and regulation will be needed to strengthen the UK'’s
sustainable finance sector and help the UK meet net zero ambitions. We are pleased
to have received the endorsement of the below organisations for these measures.
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Dr Steve Waygood,
Chief Responsible Investment Officer, Aviva,
June 2020

“Investors have an important role to play in financing a
greener and more sustainable future. The UK government
must ensure that the right incentives are in place so

that finance flows to where it can be most effective for a
sustainable economy.”

Louise Dudley
Portfolio Manager, Federated Hermes

"We support the UKSIF Financing the Future report. As global
investors, we would like to see the UK building on it's leading
position on sustainable finance. Crucially this urgently
includes greater clarity from policymakers on a sustainable
finance framework which provides transparency for the

end investor. Mandatory corporate transition plans and the
incorporation of TNFD recommendations into regulation
support the aims of greater transparency and clarity.”

Arthur Carabia
Director of ESG Policy Research,
Morningstar Sustainalytics

“While SDR is a significant stepping stone, the UK has yet

to complete its regulatory toolkit to enable investors and
issuers to fully grasp non-financial risks and opportunities
and achieve its Net-Zero ambition. Policies highlighted by the
UKSIF report, such as corporate disclosures based on ISSB,
are a "must have” and no longer a “nice to have” The rest of
Europe, APAC, and North America are moving forward. It's
not too late to catch up with the peloton and be a serious
contender in the Transition race.”

Research methodology

UKSIF commissioned an online survey with n=400 business
decision-makers working in large companies across the UK.
Survey respondents were sampled from four sectors: n=100
in Energy, n=100 in Financials, n=100 in Transportation, and
n=100 in Real Estate. Survey respondents were key business
decision-makers who work in companies with an average
annual turnover of £7 billion. The survey ran from 2 - 22
February 2024.
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