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Executive Summary

On 28 November 2023, the UK Financial Conduct Authority (“FCA") published its final rules

for FCA-regulated asset managers on UK Sustainability Disclosure Requirements (“SDR") and
investment labels (referred to collectively in this report as the “SDR package”). The SDR package
is intended to support consumers in navigating the market for sustainable investment products
and help to underpin the UK’s position as a leading centre for sustainable finance.

The package includes:

e an “anti-greenwashing” rule applying to all FCA-authorised
firms, intended to ensure all sustainability-related claims
in relation to products and services are “fair, clear, and not
misleading”;

e four distinct, voluntary sustainability investment labels that
set minimum requirements for labelled funds, giving greater
confidence to investors and savers in the sustainability
credentials of those funds;

e consumer-facing disclosures intended to provide consumers
with more information on the sustainability investment
activities within a fund;

e detailed pre-contractual, and ongoing entity and product-level
disclosures for products using an investment label or where
sustainability features are integral to that product;

e naming and marketing rules for funds intended to enhance the
accuracy of sustainability references and claims; and

e additional rules to apply specifically to distributors in the UK,
including requirements relating to the provision of product-
level information.

With implementation now well underway, the UK Sustainable
Investment and Finance Association ("UKSIF") and PwC have
collaborated to share initial insights into how some asset
management firms are approaching the SDR package, including
key challenges, and potential solutions for navigating them. In
doing so, we have drawn on a number of discussions with UKSIF
members and the wider industry held during Q1 of 2024. We

are especially grateful for the time given by UKSIF members,
including representatives from the UKSIF SDR Implementation
Working Group, who provided insights on their implementation

journeys.
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Key findings

Most asset managers we spoke to have
established a formal implementation
programme. This is often being led by a
focused internal SDR Working Group or Steering
Committee with representation from multiple
functions, including Compliance, Sustainability,
Product, Legal, Marketing and Distribution,
Technology, and Investment Desks.

Included within firms’ implementation programmes were plans
to: introduce staff training (e.g. for sales and marketing teams),
establish new internal controls and procedures, and engage with
distributors and other groups such as service providers, and
counterparties. Firms are also considering how the package will
impact business-as-usual processes for teams, and the possible
changes to existing marketing and distribution activities.

A core priority to date has typically been making decisions about
whether to apply any of the FCA's labels to existing products,

in particular whether to be a first mover from 31 July 2024 (i.e.
the earliest date that a label can be applied). Some managers
we spoke to have started mapping their existing funds to the
sustainability labels.

Firms have also been focused on managing the wider impacts
of the FCA's package on their fund range, particularly the “anti-
greenwashing” and naming and marketing rules.

In our conversations, many firms highlighted the relatively tight
timelines to meet many of the requirements, and the consequent
challenges for firms. Smaller firms we spoke to noted particular
pressures facing them, including the ongoing costs and
resources required.

Stuart Burnside Head of Product Governance &
ESG Product, M&G Investments

“SDR is designed to achieve the FCA's statutory
objective of '‘consumer protection’, as a logical
follow on from Consumer Duty. The FCA’s driver

is good disclosures for good customer outcomes
rather than using a taxonomy or other tools to drive
sustainability flows more explicitly. This is quite a
different approach to the EU’s SFDR. Keep a strong
focus on whether or not a normal retail customer
will understand what you are saying.”

Across the different elements of the SDR package, we found

that firms are facing a range of specific challenges, including:

Fund labelling: Many asset managers highlighted
interoperability challenges as being front of mind in their
preparations for the SDR, including managing divergence
between different regulatory regimes and the impacts those
regimes have on sustainability approaches taken across their
products. We found that there is uncertainty around the 70%
threshold for sustainable investments across each label,
including which “robust, evidence-based” standards should,
or could, be used to make this assessment and how it would
apply to certain asset classes (e.g. fund-of-funds and private
markets). Many firms raised questions about the ‘Improvers’
label in particular, including how ‘Improver’-labelled funds
should evolve once the targeted improvements have been
realised. Common concerns that were noted for unlabelled
funds included the impact of the naming and marketing
requirements.

Product governance: The different elements of the FCA's
package will impact asset managers’ product governance
and monitoring frameworks, right across the product
lifecycle from product design through to ongoing monitoring
of existing products. Firms expressed concerns about the
level of upskilling required for distributors, who will need to
understand key sustainability themes or strategies across
the product range and how this should be communicated to
investors.

Managing greenwashing risk: Some firms are nervous

that, under the "anti-greenwashing” rule, the expectation to
ensure that all sustainability-related references are ‘complete’
could create litigation risks, e.g. where a fund'’s sustainability
profile and performance changes over time or where there
are data gaps. The "anti-greenwashing” rule also has a very
broad application across all types of communications, and
the timeline for making changes to meet the regulator’s
expectations under its recently published guidance is very
tight (31 May 2024).

Disclosure and reporting: The expansion of annual entity-
level reporting in SDR to sustainability topics beyond climate
adds further complexity to materiality assessments and

data collection. Firms expressed concerns about the added
reporting burden alongside regulations such as the EU's CSRD
and SFDR, and the divergent approaches taken across these
initiatives.
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10 recommendations
on how to respond

Based on our interviews with UKSIF members
and wider industry discussions, we consider
there to be 10 key areas for asset managers
to focus on to help navigate the above
implementation challenges.

Fund labelling

1.

Carefully consider what label, if any, to apply: After an
initial assessment of whether funds may be in scope of

the rules, firms should think carefully about whether to

apply a label. This decision should take into account any
potential commercial (or other) benefits, as well as client and
stakeholder perceptions and expectations around labelled
and unlabelled products, and how these may be managed.
Where firms decide to apply a label, there will be cases where
a fund could qualify for more than one label, and so firms will
have to weigh up what label is most appropriate. Most firms
intending to label products that we interviewed expected to
apply the ‘Focus'’ label initially. In considering what label (if
any) is most appropriate, firms should consider a product'’s
assets, investment strategy and likely evolution over time, as
well as what can be well-understood and justified to clients.
If no label is applied, close consideration will be needed for
those unlabelled funds using sustainability-related terms.

Focus on demonstrating compliance with the 70%
threshold: When selecting a sustainability standard to
guide asset selection in order to meet the 70% threshold,
asset managers should take advantage, where they can, of
the flexibility afforded by the FCA (e.g. to use a proprietary
standard vs an established external standard like the

EU Taxonomy) to ensure alignment with their product’s
sustainability objectives. Where necessary, firms should
adapt their investment and fund management processes
and systems so that investments can be tracked against the
standard selected for the fund, and then monitored against
robust KPIs. Firms will also need to ensure that none of the
fund'’s holdings conflict with its sustainability objective.

Dominic Rowles Lead ESG Analyst,
Hargreaves Lansdown

"A classification regime is essential and long over-
due in the UK. The demand is there for sustainable
investments, and this regulation should help those
investors find funds aligned with their values. It’ll
also give them confidence that the fund is doing
what it says on the tin.”

Product governance

&

Establish a firm-wide product classification framework:
To manage the complexity within the SDR package as well
as the international fragmentation of regulatory approaches,
asset managers should establish a firm-wide product
classification framework that drives all decisions for how
their products are marketed from an ESG perspective,

as well as product approval, governance, and oversight
processes. This should set out key criteria for each type of
fund, with reference to requirements in relevant regulatory
regimes (e.g. the SDR package and SFDR), as well as wider
criteria reflecting a "house view’ of what are permitted
characteristics for a product to be marketed as sustainable -
rather than being led purely by jurisdictional regulation.

Ita McMahon Partner,
Castlefield Investment Partners

“Fund labelling provides common definitions on
sustainability and should aid conversations right
along the investment chain. In particular, it should
help aavisers to explain to clients the sustainability
attributes (and limitations) of the funds that they offer.”

Step up engagement with distributors at the earliest
opportunity: Asset managers should initiate early
communication with product distributors to ensure those
distributors are comfortable with the core sustainability
features of each product, the application of any labels, and
any restrictions around non-labelled funds being offered.
Asset managers will need to oversee product distributors to
ensure they are delivering on the target market assessment,
which will involve obtaining regular data from those
distributors as well as establishing mechanisms to challenge
and remediate any deviation from the target market
assessment. Early engagement will also be important with
other groups, such as data and service providers.

Lee Coates Director, ESG Accord

“For advisers, there are close links between the
new SDR obligations and the Consumer Duty
principles, so they will need to consider how the
sustainability labels are introduced to clients.
This is all about helping clients make an informed
choice, not necessarily ‘promoting' sustainability.
The sustainability labels give advisers an easier
way to discuss sustainability with their clients.”
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Managing greenwashing risk

5.

Perform a broad, firm-wide greenwashing review: Firms
must be prepared to examine the language used across a
wide range of areas and mediums, including statements,
strategies, targets, policies, annual reports, marketing and
images. Firms will need to ensure that the processes and
controls they establish are also broad enough to encompass
the full scope of communications covered by the rule. To help
ensure a consistent approach across different parts of the
business, firms should develop guidelines on how to prepare
communications and roll out training on this to relevant
teams.

Develop a taxonomy of terms: Firms should develop a
taxonomy of terms and guidance on how terms should

be used that is applied internally to identify potential
greenwashing and prevent it in the future. Factoring
interactions with the sustainability labels and naming and
marketing rules into this guidance from the outset will

also help avoid duplication further down the line. Where
sustainability-related claims have been made, firms should
assess products’ underlying holdings against the claims and
any product-level sustainability objectives.

Roger Lewis Head of Sustainability and
Responsible Investing, Downing LLP

“The FCA have achieved the right balance between
rules and forward-looking pragmatism, including
principles that asset managers can define and
apply to their specific context for the label
categories. This is a good outcome as ESG matures.”

Disclosure and reporting

7.

10.

Focus on what is most relevant and material to your
business and clients: Asset managers should look to
established sectoral standards, including the Sustainability
Accounting Standards Board (SASB) standards and the
Global Reporting Initiative (GRI) standards, as a starting
point for identifying their risks and opportunities. Asset
managers should then perform market research to

validate the completeness of their identified risks and
opportunities, and establish a robust methodology for
assessing what is material to their business, before

finally engaging with stakeholders. Identified risks and
opportunities should be collated in a register, leveraging
existing Enterprise Risk Management frameworks where
possible. Firms should consider potential opportunities to
use their materiality assessment as a vehicle for identifying
strategic opportunities, including new product development
opportunities and markets to operate in, as well as catalysing
more robust management of sustainability-related risks for
their organisation.

Streamline data collection and leverage existing
processes: Firms should map the data points required for
their SDR disclosures against what is required by any other
regimes they are caught by (e.g. the EU’s SFDR, CSRD, TCFD,
and, if reinstated, the US Securities Exchange Commission’s
climate-related disclosure rules). Where commonalities
have been identified through the mapping, these should be
leveraged to avoid duplicative data collection. Firms should
consider maintaining a central repository of sustainability
data required so that they can easily assess overlaps and
differences on an ongoing basis as regulations continue

to evolve, and the demand from clients for sustainability
reporting increases.

Align reporting cycles with TCFD reporting where possible:
Firms should look to align their SDR entity and product
sustainability reporting cycles with what they currently have
in place for TCFD reporting (by 30 June annually) as soon

as possible. This will mean that they are able to leverage
existing internal processes and governance and bring all
sustainability-related disclosures into one integrated entity
report and one product report - which is ultimately the
intention of the FCA's SDR regime.

Adopt a strategic, long-term approach to disclosure:
Rather than viewing disclosure primarily as a compliance
exercise, asset managers should take advantage of the
flexibility afforded to them by the FCA's principles-based
approach to drive value, e.g. by considering their firm-wide
sustainability strategy and how they want to tell this story to
stakeholders through their reporting.

Seb Beloe Partner, Head of Research,
WHEB Asset Management

“The SDR has flexibility built in for firms that
does not just involve ‘box-ticking’, but allowing a
fund manager’s approach to come through more
authentically.”

UK SDR and investment labels 6



Chapter 1:
INntroduction

The FCA published its Policy Statement (PS23/16: Sustainability Disclosure Requirements
(SDR) and investment labels) on 28 November 2023. This set out final rules relating to this
regime, covering sustainability disclosures, sustainable investment labels, naming and
marketing, and anti-greenwashing (“the SDR package”).

On the day the SDR package was finalised, the FCA's Director

of ESG, Sacha Sadan, highlighted that the regime would aim to
“support consumers in navigating their investments with trust
that the products they are buying do as they say they will.” In
part, the rules are a response to the regulator’'s concerns around
greenwashing in parts of the market and, linked to this, the lack
of standardised and common terminology when communicating
the sustainability characteristics of funds and investment
approaches.

The rules form a key component of the UK Government's

wider approach to sustainability reporting, and its vision for an
integrated, economy-wide sustainability disclosures regime. This
builds on the Task Force on Climate-Related Financial Disclosures
(TCFD) recommendations, to boost the provision of standardised
sustainability information across the economy and investment
chain. The rules are also an important milestone in the UK's long-
term ambition to green the financial system and progress towards
being a world leader for green and sustainable investing.

The SDR package will have wide-ranging implications for the UK's
evolving sustainable investment market - in particular how asset
managers develop products, make investment decisions, and
report on sustainability matters. With the implementation phase
now well underway, and given the significance of the changes
required, we see a clear need for best-practice insights to
support industry participants in their implementation of the SDR
package. With this in mind, the UK Sustainable Investment and
Finance Association (“UKSIF") and PwC (“we") have collaborated
on this report to share our initial insights into the steps that some
asset managers are taking to comply with the SDR package,
including common challenges faced and how to overcome

them. We have drawn on a series of interviews with leading
representatives from across UKSIF's network, alongside feedback
from the wider industry.

This report is structured into six sections. Chapter 2 provides

a brief overview of the SDR package. Chapters 3 to 6 consider
four key themes which emerged during our discussions with the
industry, namely fund labelling (Chapter 3), product governance
(Chapter 4), managing greenwashing risk (Chapter 5), and
disclosure and reporting (Chapter 6). Across each of these
themes, we set out the key approaches and implementation
challenges, as well as our solutions to those challenges. Chapter 7
sets out a roadmap for asset managers to consider when standing
up or evolving their SDR implementation programmes.

UK SDR and investment labels 7



Chapter 2:
Recent developments and
comparison with the EU’s approach

The SDR package
continues to evolve

How does the FCA's regime
compare with the EU's approach?

On 23 April 2024, the FCA published a consultation
on extending the SDR package to portfolio
management services.

The regulator proposes applying a broadly similar approach for
firms providing portfolio management services as has been
introduced for other firms and in-scope activities set out in
PS23/16. The FCA plans to publish its final rules in the second
half of 2024.

The FCA is also working with His Majesty’s Treasury (HMT) to
understand the options for extending the package to certain
overseas recognised funds. The Government intends to issue a
consultation in Q3 2024 on the application of SDR and labelling to
certain overseas funds as part of its wider work on the Overseas
Funds Regime." Later in our report, we outline further details on
how the regime could evolve in the coming years to capture other
parts of the market.

In tandem with the development of the UK SDR
package, other global sustainability regulatory
regimes are progressing, most notably in the EU,
which has one of the most developed regulatory
regimes globally.

Given that many asset managers will be impacted by both UK
SDR and EU regulation, specifically the EU’s Sustainable Finance
Disclosure Regulation (SFDR) and fund naming guidelines, the
need for coherence between UK and EU regulation is a significant
consideration for UKSIF and its members.

To help firms compare their EU and UK regulatory obligations,

the grid on the next page outlines the main similarities and
differences between the three core regulatory frameworks across
the UK and EU.

1 https://www.fca.org.uk/publication/corporate/roadmap-to-implementing-overseas-funds-regime.pdf
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Labels

Disclosures/
reporting

Restrictions
on product
names

Minimum
investment
criteria

General
marketing
requirements

Effective
date

Any general
rules

Assurance

UK SDR package

4 optional labels: Sustainability
Focus; Sustainability Improvers;
Sustainability Impact; Sustainability
Mixed Goals

Consumer-related disclosures for
labelled products and products with
sustainability marketing

More detailed entity disclosures

Specific requirements for those
using a label

Restrictions on some names for
those not using a label

Conditions attached to some
other sustainability related terms
where used

At least 70% of the product’s assets
must be selected with reference to a
“robust, evidence-based"” standard
that is an absolute measure of
environmental and/or social
sustainability

Conditions attached to the use
of sustainability-related terms in
product names and marketing

The anti-greenwashing rule takes
effect from 31 May 2024, and
sustainability labels can be applied
from 31 July 2024 (for a full breakdown
of applicability dates, see the overview
of the PS23/16 regime on p7)

General anti-greenwashing rule
applicable to all FCA-authorised
firms

Voluntary

No specific labels set, though the
European Commission’s most
recent consultation, which closed
on 15 December 2023, on the
Implementation of SFDR did seek
views on the merits of developing a
product categorisation system

Entity and pre-contractual
disclosures and periodic reporting,
based on set template

Not at present, though the
European Commission’s most
recent consultation, which closed
on 15 December 2023, on the
Implementation of SFDR did seek
views on whether SFDR should
regulate the use of sustainability-
related names for financial products

Article 6 funds are mainstream
funds which may integrate
sustainability risks into the
investment process

Article 8 funds are not subject to
specific investment criteria

Article 9 funds should be invested
exclusively in sustainable
investments, with allowances for
liquidity and hedging purposes

SFDR prohibits contradictions
between marketing communications
and disclosures under the
regulation. Article 13 also includes a
power for the European Supervisory
Authorities to draft technical
standards on how marketing
communications should be
presented, though this power has
not yet been used

From March 2021

Voluntary

ESMA's fund naming
guidelines

No specific labels proposed

FMPs must disclose their
commitment to invest meaningfully
in sustainable investments and make
disclosures demonstrating that they
meet the 80% threshold in their
SFDR disclosures

Sustainability-related terms can
only be used where thresholds are
met, PAB/CTB exclusions are applied
where appropriate, and they are
committed to investing meaningfully
in sustainable investments (as
defined in Art 2(17) SFDR)

Specific allowances for transition,
social and governance-related terms

Funds using sustainability-related
terms in the fund name should

meet an 80% threshold linked to

the proportion of investments used
to meet environmental or social
characteristics or sustainable
investment objectives in accordance
with the binding elements of the
investment strategy

Funds’ names in fund documents or
marketing communications should
not be misleading, and should reflect
the strategy and evidence set outin
fund documents

The Guidelines will be translated into
the official EU languages

The Guidelines will apply from three
months after the publication of the
translations

No

Voluntary

UK SDR and investment labels
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Chapter 3:
Fund labelling

The FCA's sustainability labelling regime is intended to help investors more easily identify
products seeking to achieve positive sustainability outcomes and distinguish between those
products. From our interviews with UKSIF members and wider conversations with market
participants, we have seen a range of responses to this.

The regime is the first of its kind globally (although SFDR product
classifications have become a de facto labelling regime), and has
the potential to attract new investment flows for products that
apply a label. This is something we have seen in response to the
EU’s SFDR classifications, with an expectation forming that new
funds would have sustainability characteristics or objectives
aligned with the Article 8 or 9 classifications as investors’
familiarity with the regime grew. It is not unreasonable to expect
a similar dynamic with labelled products in the UK, which has
driven significant interest in the regime from asset managers
and asset owners.

Many of the firms we interviewed saw the labelling regime as
creating opportunities, in part given the anticipated future
demand from clients for labelled funds, and were keen to
capitalise on potential advantages by embracing the regime early
on. However, fewer asset managers appeared to be looking to
apply a label at or from the earliest opportunity (31 July 2024)
because of the complex assessments, potential updates to
product documentation and marketing, and wider operational
work to support compliance.

Those firms that raised these challenges appear unlikely to start
applying labels until closer to 2 December 2024, when the naming
and marketing rules come into force, or later. This is to allow more
time to prepare, and because compliance with the naming and
marketing rules will, in part, depend on what labelling decisions
have been made (e.g. funds with ‘sustainability’ in their names
will breach the naming and marketing rules unless they are
labelled).

While most organisations recognised the opportunities stemming
from the labelling regime, some other firms we spoke to had

some reservations; for example, around whether there would

be sufficient client demand for labelled products and the lack of
clarity on how the regime would work in practice. These firms
were considering objectively assessing whether any of their
existing products qualify for labels, but were not currently looking
to update products or design new products in light of the regime.

Firms taking this approach indicated that they would be open

to exploring new product development and updates to existing
products once there is greater evidence of client demand for
labelled products and more clarity over the operation of the
labelling regime in practice, especially following their experience
of the SFDR.

Rather than launching new funds and strategies in the near
term, asset managers we spoke to were largely focused on how
the labelling regime could apply to their existing products. To
prepare to apply labels to their products, firms are taking a range
of actions, including: determining what existing products would
qualify, assessing whether any changes to products' investment
strategies are needed to qualify, developing framework
documents for labelling decisions, assessing changes to the
investment process, and developing appropriate sustainability-
related standards and KPIs for determining and monitoring
investments.

Asset managers have also been engaging with their depositaries,
and other groups such as distributors and service providers,

to familiarise them with the approach taken to fund labelling,

and liaising with the FCA's Fund Authorisations team in relation
to notifications for fund changes. From our discussions, there
seemed to be a view that most funds would be unlabelled, and
that most labelled funds would fall within the ‘Focus’ category.

During our interviews with UKSIF members and wider
conversations, firms raised a number of uncertainties and
challenges that have arisen during their preparations for labelling
decisions. In this chapter, we outline the most significant issues
firms raised with us and include our suggestions for how those
challenges can be navigated.

UK SDR and investment labels 10



Challenge:
Determining what label

to apply

Deciding what label, if any, to apply to a product will
require a detailed assessment of its assets, investment
strategy and likely evolution over time.

Itis important to bear in mind that firms are not obligated to apply
one of the FCA's four labels, and some firms have referred to
unlabelled products as being the ‘fifth label". Firms we spoke to
raised concerns over how unlabelled funds could be interpreted by
clients and other groups, and the prospect of a perceived hierarchy
within the regime. There will also be cases where a fund could
qualify for more than one label, adding additional complexity to
this assessment.

The ‘Sustainability Mixed Goals’ label was introduced in response to
consultation feedback to capture funds that invest across different
sustainability objectives and strategies. There is potential for the
‘Sustainability Mixed Goals' label to pose opportunities for asset
managers looking to apply a label to mitigate risks stemming from
future regulatory change and changes in asset composition over
time. For example, asset managers could apply the label initially
instead of ‘Sustainability Focus’, due to the fund holding a mix

of ‘Sustainability Focus’ and ‘Sustainability Improver’ assets, to
protect against increasing regulatory divergence on what counts
as ‘sustainable’, and to guard against greenwashing charges

from stakeholders’. Firms should consider these issues when
determining what labels to apply, though this will be difficult in

the first year without further clarity from the FCA and industry
practice.

Firms are concerned that the ‘Improvers’ label poses potentially
heightened greenwashing risks because the net of investable
assets is wide and ‘improvements’ may not be realised for a
number of years. There is general unfamiliarity with this category
given the absence of a similar category under the SFDR, which is
raising some caution for those firms we interviewed, at least in the
short-term.

Another challenge facing firms is deciding what to do once
targeted improvements have been realised, in which case they will
have several options, including: (1) selling the assets, meaning that
investors would not benefit from the improvements, (2) continuing
to improve assets in line with new targets or (3) re-labelling the
fund as either ‘Sustainability Focus' or ‘Sustainability Mixed Goals.’
While a number of asset managers we spoke to indicated they
would prefer the third option, it is not clear what the regulator
intended or expects as the FCA has not issued any specific
guidance on this issue.

How to respond:

Carefully consider what
label, if any, to apply and
how the market may evolve

Asset managers should think carefully about whether to
apply a label, taking into account any potential commercial
(or other) benefits, e.g. responding to investor demand and
attracting investment flows.

When assessing their options, firms should consider the
possible client perceptions of both labelled and unlabelled
funds, and whether the fund uses sustainability-related
terms in its name and/or marketing. For unlabelled funds
specifically, managers should be prepared to answer
questions from clients and wider stakeholders about why
these funds have not applied a label, and to provide a clear
rationale for this. Firms may benefit from engaging with
clients and stakeholders to clarify that unlabelled funds
may still have sustainable features and characteristics. The
regulator and industry associations will have a role to play
here in managing consumer expectations and perceptions
around labelled and unlabelled funds.

Where firms decide to apply a label, they will have to weigh
up what label is most appropriate, which may be difficult
where the fund could qualify for more than one label.

Of all the labels, the firms we interviewed were most
cautious about applying, particularly in the immediate
term, the ‘Improvers’ label. In the longer-term, however,
some firms highlighted the opportunities for funds in this
category as ‘transitioning’ strategies potentially grow in
popularity. Firms intending to make use of the ‘Improvers’
label should take additional care to manage greenwashing
and litigation risks by articulating very clear and
measurable KPIs with robust stewardship escalation plans
and reasonable timeframes in the product disclosures.
They should also seek to carefully understand clients’
expectations on how Improver funds could evolve in time,
including once improvements have been met. Broadly
speaking, we expect greater demonstration of stewardship
processes and outcomes will be needed for this label in
particular, but also across the other three categories.

There may be new opportunities for firms to consider in

light of the new labelling regime, particularly the ‘Improvers’

and ‘Mixed Goals' labels, as these have not featured in

the SFDR. Over time, new transitioning strategies may
emerge in the market in response to the ‘Improvers’ label.
In considering what label (if any) is most appropriate, firms
should consider how assets will evolve over time as well as
client expectations, e.g. firms considering the Improvers
label should develop a plan for what to do in relation to
assets and/or fund labelling once targeted improvements
have been realised, and communicate this clearly upfront
to clients.

UK SDR and investment labels
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Challenge:
Understanding the 70%
threshold and the “robust,
evidence based” standard

To qualify for any of the labels, 70% of the gross value
of a product’s assets must be invested in accordance
with the sustainability objective, and those assets must
be selected with reference to a “robust, evidence-
based” standard that has been independently assessed
via either an internal process that is independent of the
manager’s investment process or a third party.

One challenge facing asset managers is the uncertainty around
what qualifies as being sufficiently “robust and evidence-based”
to satisfy this requirement. Whilst the FCA has provided examples
of standards that would qualify, including the EU Taxonomy and
anticipated UK Green Taxonomy, the final rules allow firms some
flexibility in selecting a standard. There is additional flexibility in
relation to specific labels, e.g. “Sustainability Impact” products
may, but are not required to, invest in assets with reference

to a standard.? Firms will have to navigate this uncertainty to
demonstrate that their products meet the 70% threshold.

Firms are also grappling with how the threshold should apply to
certain types of funds and asset classes. In its 2 February 2024
update on the SDR package, the FCA provided some further
clarity for fund-of-funds (i.e. that investee funds will be treated as
‘assets’). However, some firms we interviewed were still unclear on
whether the 70% threshold should be applied to investee funds’
holdings. Asset managers investing in third party funds also face
the additional challenge of potentially not knowing in advance
whether those funds will apply labels or make changes to comply
with the SDR package, both of which would have implications for
the asset manager and its own planning.

Firms that provide passive funds told us that they are also
concerned about how to maintain and demonstrate compliance
with the 70% threshold on an ongoing basis, with them noting that
many of these funds do not currently actively select their assets,
requiring substantial changes to their current practices. Managers
also noted that the threshold would prove more challenging

for non-equity funds to attain due to a relative lack of relevant
sustainability standards and data availability issues. Additionally,
itis unclear how certain assets, such as sovereign debt which has
traditionally appealed to consumers because of its low risk profile,
could realistically meet a sustainability standard for the purposes
of the 70% threshold.

2 Depending on the investment strategy and theory of change for the particular product.

How to respond:

Focus on demonstrating
compliance with the 70%
threshold

When selecting a sustainability standard to guide asset
selection to meet the 70% threshold, asset managers
should, where possible, take advantage of the flexibility
afforded by the FCA to ensure alignment with their
product’s sustainability objectives, while clearly evidencing
the extent to which the standard is “robust and evidence
based” and can stand up to client scrutiny.

When taking advantage of the flexibility to use proprietary
standards, firms should take additional care to ensure that
the standard and asset selection will stand up to scrutiny,
e.g. a ‘Sustainability Focus' fund could use science-based
research to set emissions limits for companies held, but
would need to ensure that its research and emissions limits
were robust and evidence based.

Firms should adapt their investment and fund management
processes so that investments can be tracked against the
standard selected for the fund, and then monitored against
robust KPIs. As part of this monitoring, firms will also need
to ensure that none of the fund's holdings conflict with its
sustainability objective, e.g. an ‘Improver’ fund targeting
Net Zero by 2030 should not hold assets with targets

to meet Net Zero by 2050. These considerations should

be incorporated into any pre and post-trade compliance
checks so that the investments can be monitored on an
ongoing basis.

Fund managers should engage at an early stage with any
service providers that may be assisting them in measuring
a fund’s progress - initially and over time - against the

70% threshold, and take their providers' assessments

as an initial starting point to inform their measurement
processes. Managers should question their providers’
calculations and measurements, and seek assurances over
their methodologies, to promote transparency over a fund'’s
progress against the threshold, while this is also captured
by the FCA's general qualifying criteria for the labels. This
will be very important as we expect there will be challenges
for some managers in relation to how service providers will
measure labelled funds’ progress against the 70% threshold,
including whether this is done in a comparable way.
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Chapter 4
Product governance

The FCA's new requirements on labels, naming and marketing, and "anti-greenwashing" will
collectively shape the sustainability-related criteria and features of a product through the
product lifecycle, with clear impacts on asset managers’ product governance, from product
approval through to oversight and ongoing monitoring.

Across the different elements of the SDR package that will
impact product governance, the vast majority of UKSIF members
we interviewed have, to date, been prioritising the “anti-
greenwashing” rule and labelling decisions for existing products.
This is to be expected given that these are the first aspects of the
FCA's regime to take effect.

However, a particular challenge will be how the different elements
of the SDR package interact which, for global organisations,

is exacerbated by international regulatory divergence. This is
considered further below, alongside other product governance-
related challenges and our suggestions for overcoming those
challenges.

Challenge:
Interoperability between
different regimes

A UK-based asset manager with a global reach will be
grappling with a range of new regulatory initiatives
shaping how they embed sustainability-related criteria
into product design and monitoring.

For example, in addition to the UK SDR and fund labelling regime,
firms are responding to SFDR and potential changes to these

EU rules, as well as a number of other new rules emerging in
individual jurisdictions. Each of these will have a role in driving
product manufacturing/design and monitoring processes and
there is not currently any formal initiative to set global standards.

In the EU, the proposed ESMA naming guidelines suggest an

80% threshold for sustainable assets within sustainably marketed
funds. However, the same product marketed in the UK would be
subject to a 70% threshold requirement. Additionally, the de facto
classification system in the EU’s SFDR does not map onto the

UK sustainability labels, e.g. EU SFDR Article 8 products with only
sustainability characteristics would not necessarily qualify for

a label. This means that some products straddling both regimes
and UK funds with European mirror funds that are currently
marketed as sustainable will not qualify, requiring significant
changes to either their marketing or investment strategy.

The final UK rules allow unlabelled products to use certain
sustainability-related terms in their name and/or marketing if
they meet specified conditions, including having sustainability
characteristics and publishing accompanying online statements
and product-level disclosures. Asset managers could face difficult
decisions around whether to either expend resources levelling

up products to qualify for a UK label or producing the disclosures
required to continue to use sustainability terms, or make changes
to a product’s name and/or marketing. The ongoing lack of

clarity on the treatment of overseas funds has heightened firms’
concerns around interoperability between the SDR package and
international regimes.
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How to respond:
Establish a firm-wide
product classification
framework

To manage the complexity within the SDR package as well
as international regulatory fragmentation, asset managers
should establish a firm-wide product classification
framework that drives decisions on how products are
marketed, product approval, governance and oversight
processes. This should set out key criteria for each type of

fund, with reference to requirements in relevant regulatory

regimes (e.g. the SDR package and SFDR), as well as wider
criteria reflecting a ‘house view' of what are permitted

characteristics for a product to be marketed as sustainable

- rather than being led purely by regulation. Where
possible, asset managers should leverage existing product

governance processes when developing their sustainability

product classification framework.

Once firms have categorised their funds, they will need

to design a project plan for each type of fund outlining
any changes required to their investment processes to
ensure that investments align to the funds’ objectives and
to capture the information required to ensure alignment
with relevant KPIs on an ongoing basis. Asset managers
will then need to embed these changes into their product
governance processes - across the product lifecycle
from product design through to ongoing monitoring of

existing products. Firms should look to create their product

classification framework now to clearly inform: (i) the
feasibility of their labelling ambitions and timeframes,

and (ii) any changes required to unlabelled products. It
will be important that the framework is agile as regulation
and market practice evolves. Firms can also look to draw
on existing mapping guidance released by regulatory
authorities, including the FCA's updated mapping to SFDR

in its Policy Statement, and any further mapping published

as the SFDR and other regimes evolve.

Challenge:
Distributor oversight
and upskilling

The framework brings new obligations for distributors

(e.g. financial advisers) to communicate labels and
place a notice on overseas products clearly marking

that they are not subject to UK labelling and disclosure

requirements.

The managers we spoke to reported mixed readiness among
distributors and a general sense that reliance on external
partners (e.g. distributors) could push back managers’

timeframes for the labels. Asset managers will need to ensure

that sales teams engaging with clients are aware of these
changes, introduce training where necessary, and set up

processes for signing off on marketing materials. Asset managers

with external distributors will need to manage that relationship,

e.g. by communicating the key sustainability themes or strategies

of relevant products with distributors.

Asset managers will also need to be mindful of their wider
product governance obligations, ensuring that distributors
understand any sustainability preferences and objectives of

the product's target market. Historically across other areas of
product governance, asset managers have faced challenges in

obtaining data back from distributors which is critical in enabling

them to assess alignment to the target market.

How to respond:

Step up engagement with
distributors at the earliest
opportunity

Once asset managers have clarity on how the SDR package

will impact their product marketing, they should ensure

that they initiate early communication with sales teams and

product distributors.

This will be essential in ensuring that they are comfortable

with the core sustainability features of each product,
the application of any labels, and any restrictions around
unlabelled funds.

Asset managers will also need to oversee product
distributors to ensure they are delivering on the target
market assessment, which will involve obtaining regular
data from distributors as well as establishing mechanisms
to challenge and remediate any deviation from the target
market assessment. Broadly speaking, distributors face
their own set of challenges and time pressures to comply
with the SDR package requirements, including the

notice for offshore funds and changes to their existing
materials and websites to display labelled funds. These

pressures could have a knock-on effect on managers’ own

implementation plans and ability to qualify for the labels.

Early and continued close engagement will be key in raising
awareness among distributors, especially among those that

may be further behind in their preparations.
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Chapter 5:
Managing greenwashing risk

The ‘anti-greenwashing rule’ is the first from the package to apply, with an effective date of
31May 2024. As outlined in Chapter 2, the rule builds on the FCA’s established ‘clear, fair and

not misleading’ principle, setting expectations around how it should be applied to sustainability

claims and requiring sustainability claims to be consistent with the sustainability profile of

the relevant product or service.

Compliance with the rule on an ongoing basis may require firms
to continue to make improvements to their existing processes
and procedures to incorporate checks based on the expectations
set by the FCA, and reassess their existing marketing materials
and publications to ensure continued alignment with the new rule
and guidance.

For many firms, the rule presents an extension of their existing
practices. However, concerns remained on the completeness of
the accompanying guidance, for example in relation to legacy
disclosures. Managers we spoke to also expressed concern
around increasing 'greenwashing’ risks in recent years.

The section below explores the key challenges raised in our UKSIF
member interviews and wider discussions. It is worth noting

that the finalised guidance was only published on 23 April 2024,
leaving firms very little time to digest it ahead of the rule coming
into effect on 31 May 2024.

Challenge:
Assessing greenwashing
across all communications

One challenge for firms is the application of the anti-
greenwashing rule to the use of sustainability-related
terms in “communications”.

Communications is a very broad term covering a wide range

of areas, including statements, strategies, targets, policies,
annual reports, marketing and images. Some firms will not have
processes in place for examining such a wide range of mediums
and ensuring ongoing compliance, which could require oversight
across several different parts of the business.

How to respond:
Perform a broad, firm-wide
greenwashing review

Firms must be prepared to continue to examine the
language used across a wide range of areas and mediums,
including statements, strategies, targets, policies,

annual reports, marketing and images. Firms will need

to ensure that the processes and controls they establish
for preventing greenwashing - including establishing

a taxonomy of terms, creating guidance on how terms
should be used, signing off communications internally, and
ensuring alignment with funds’ strategies, holdings and
reporting - are broad enough to encompass the full scope
of communications covered by the rule.

To help ensure a consistent approach across the various
communications produced by different parts of the
business, firms should look at how products’ sustainability
approaches are communicated internally to relevant
teams, especially marketing and sales teams, and ensure
that colleagues are aware of the FCA's expectations under
the new ‘anti-greenwashing’ rule. During the interviews
conducted, several firms noted work they are undertaking
to develop guidelines on how to prepare communications
and training on this to be rolled out to relevant teams,
including sales teams, within the firm. Developing
guidelines and training could help foster a consistent and

compliant approach throughout the firm, helping to mitigate

the risk of greenwashing.
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Challenge:
Assessing greenwashing

The FCA has chosen not to provide a specific

list of terms covered by the rule and, as the FCA
acknowledges in its anti-greenwashing guidance,
there is no single definition of ‘sustainability’

or broader international consensus on how
‘sustainability’ should be defined.

The principles-based approach adopted by the FCA, combined
with the lack of broader consensus on defining greenwashing, may
pose a challenge for firms. As a result, firms may have to revisit or
create and apply their own frameworks and definitions to identify
potential greenwashing risks. Firms will also face the ongoing
challenge of potentially having to update the framework to reflect
evolving industry and regulator consensus in this area, and shifting
client views.

Particularly challenging for asset managers may be the guidance
expectations for sustainability-related claims to be ‘complete,
correct and capable of being substantiated’. For example, the
expectation for information to be ‘complete’ could potentially
necessitate an onerous obligation for firms to collect more
extensive information from their value chain and third parties
than they would otherwise to demonstrate that nothing has been
omitted. Additionally, as many asset managers rely on information
provided by investee companies to inform their sustainability
claims, the expectation that references be ‘correct’ could present
greenwashing and subsequent litigation risks, e.g. where new
circumstances arise in relation to a fund's sustainability profile and
performance over time, where there are data gaps that are closed
over time, and where there are inaccuracies in third party data.

Most of the firms we interviewed had begun the process of
reviewing their communications, and several had already made
changes to specific communications as a result of those reviews.
Generally, our interviews with UKSIF members suggested that
firms are focusing on funds making sustainability-related claims,
although firms will need to ensure the appropriate controls are

in place to monitor relevant communications for all funds. Steps
taken by firms included: establishing internal controls frameworks
to guide compliance decisions, creating working groups comprised
of different teams, (including sustainability teams, marketing,
compliance, among others) to review materials, and considering
greenwashing training for staff.

How to respond:
Develop a taxonomy
of terms

Firms should develop a taxonomy of terms and guidance

on how terms should be used that is applied internally to
identify potential greenwashing in existing communications
and prevent greenwashing in the future. This taxonomy
and guidance should consider the FCA's conception of
sustainability for the purposes of its labelling regime, which
is that assets will only be considered sustainable if they
meet an absolute measure of environmental and/or social
sustainability.

The taxonomy of terms should also link to any product
classification frameworks that firms have created to
drive decisions on how products are marketed (see the
recommendation on establishing a product classification
framework in Chapter 4). This will help ensure that the
taxonomy is consistent with the sustainability labelling
criteria and new naming and marketing rules, which
should, in turn, mean that it is consistent with the

FCA's interpretation of greenwashing. Incorporating
considerations around interactions with the sustainability
labels and naming and marketing rules into initial
greenwashing reviews will also help avoid duplicative
reviews further down the line to ensure compliance with
the naming and marketing rules in advance of the 2
December 2024 deadline.

Where sustainability-related claims have been made, firms
should assess products’ underlying holdings against the
claims and any product-level sustainability objectives.
Where information has been received from investee
companies or data providers, firms should seek to perform
due diligence on that information and ensure it can
substantiate the claims made. These are issues firms should
already have considered following the FCA's expectations
set out in its Dear Authorised Fund Managers (AFM) letter
in July 20214, and reiterated in the regulator’s findings of a
multi-firm review of how effectively AFMs had responded to
its expectations (November 2023).5

Firms should review their communications and processes
regularly to ensure ongoing compliance, and build
greenwashing into their ongoing compliance monitoring.
Firms should also consider incorporating the management
of greenwashing risks into their internal audit planning.

4 https://www.fca.org.uk/publication/correspondence/dear-chair-letter-authorised-esg-sustainable-investment-funds.pdf

5 https://www.fca.org.uk/publications/multi-firm-reviews/testing-how-authorised-fund-managers-are-embedding-guiding-principles-esg-and-sustainable-investment
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Chapter 6:
Disclosure & reporting

The FCA's SDR package includes rules relating to entity and product-level disclosures.
The main area of focus for asset managers to date has been the pre-contractual and
consumer-facing disclosures given that these will need to be produced in order to apply
a sustainability label.

Perhaps unsurprisingly, less attention has been paid to wider The key challenges for asset managers preparing to meet
disclosures, especially annual entity-level sustainability reporting  their new disclosure obligations highlighted by the firms we
which takes effect from 2 December 2025, and annual product- interviewed included the range of sustainability factors they will
level reporting, which would need to be published a year after have to report on, how the rules have been sequenced within
updating pre-contractual disclosures to reflect the application the broader UK SDR regime, and how the rules diverge from

of a label or use of permitted sustainability-related terms for regulation in other jurisdictions, most notably the EU. These
unlabelled funds. challenges are outlined below, along with our suggestions on

how to mitigate them when developing UK SDR reporting.
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Challenge:
Expanding reporting
beyond climate

To inform their UK SDR entity and product-level reporting,
asset managers will be expected to identify material
sustainability issues across a broad range of topics.

This will be challenging for firms that have designed their
materiality approach in line with the FCA’'s TCFD rules, which
focus only on climate®; these firms will need to broaden out their
materiality assessments significantly.

To assess the range of sustainability topics that they should
consider, the FCA directs firms to start by referring to the ISSB
Standards, which in turn refer to further standards’, and the GRI
Standards. The standards referred to specify a range of topics,
including employee diversity & inclusion, the incorporation of
ESG factors in investment management, and business ethics®.
One challenge facing asset management firms is that most of
the standards referred to were designed for corporate-level
reporting, and so the FCA encourages asset managers to

view them as a starting point only in considering the types of
sustainability-related information that would be decision-useful
to clients and consumers. In its Policy Statement, the FCA
encourages industry to develop guidance for specific sectors,
asset classes or sustainability topics. If industry were to produce
guidance on sustainability topics for asset managers, that could
provide some welcome clarity on this issue.

Developing robust materiality assessments across sustainability
topics will be a complex exercise requiring input from a range of
stakeholders and scoring of key risks and opportunities in line
with financial materiality thresholds. Asset managers will also
have to manage fundamental differences between jurisdictional
sustainability reporting regimes, including the UK's SDR, the EU’s
CSRD and SFDR, and, reinstated, the US Securities Exchange
Commission’s climate-related disclosure rules®. For example,
CSRD requires firms to apply a double materiality lens while

UK SDR prescribes only financial materiality at entity level,

with Handbook guidance recommending that firms consider
additionally disclosing sustainability impacts.

https://www.fca.org.uk/publication/policy/ps21-24.pdf

How to respond:

Focus on what is most
relevant and material to
your business and clients

As the standards referenced by the FCA may not be
conclusive for asset managers at an investment level,
asset managers should focus their materiality assessments
on the sustainability-related risks and opportunities

most relevant to their organisation and, ultimately, what
information would be decision useful for investors. To
support this exercise, asset managers should start by
looking to established sectoral standards, including the
SASB standards and GRI standards, as a starting point for
identifying relevant risks and opportunities.

Asset managers should consider validating the
completeness of their identified, potentially material,

risks and opportunities by reviewing publicly available
information, including peer disclosures where appropriate.
Firms should engage with key stakeholders to identify the
most material risks and opportunities for their organisation,
underpinned by a scoring methodology. Identified risks and
opportunities should be collated in a register, leveraging
existing Enterprise Risk Management frameworks where
possible.

Firms should consider potential opportunities to use this
materiality assessment as a vehicle for identifying new
product development opportunities and markets to operate
in, as well as catalysing more robust management of
sustainability-related risks for their organisation.

7 Notably the Sustainability Accounting Standards Board (SASB) standards, the Climate Disclosure Standards Board (CDSB) Framework Application Guidance on nature reporting,

in addition to pronouncements from other relevant standard-setting bodies.

Sustainability Accounting Standards Board (SASB) Standard for Asset Management & Custody Activities.

9 https://www.sec.gov/files/rules/final/2024/33-11275.pdf
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Challenge:
Collecting the necessary data

Challenge:
Differences with TCFD

Collecting the data needed for the annual reporting
required by the SDR package will be a challenge.

For consumer-facing and pre-contractual disclosures, asset
managers may need to gather additional sustainability data

to determine which metrics and KPIs are most appropriate

for each product, and to make the additional/more detailed
disclosures required to substantiate the sustainability features
of relevant products. Firms will have to continue gathering that
additional data to produce their periodic reporting on products’
performance in relation to those metrics and KPIs over time.

Sustainability data beyond climate is not currently consistently
available or robust, particularly in private markets. Additionally, the
sequencing of the broader UK SDR regime (whereby requirements
for asset managers have been introduced before corporate
reporting requirements) means that asset managers will not be
able to draw on UK SDR reporting from their investee companies.
This will be particularly problematic in relation to sustainability
issues beyond climate, on which UK regulation does not currently
require sufficiently high-quality and consistent disclosure.

Firms should be wary of focusing their attention entirely on
pre-contractual and consumer-facing disclosures if they will
also be caught by annual entity and product-level disclosure
requirements. These firms will need to ensure that they build
sufficient time into their implementation programmes to request,
collect and process the data they need from their value chains.

How to respond:
Streamline data collection and
leverage existing processes

The flexibility in the UK rules enables firms to leverage
reporting they have produced to comply with other
regulations, including TCFD requirements, the Stewardship
Code, SFDR and CSRD, to meet their UK regulatory
obligations. For example, some firms we spoke to intended
to build on the SFDR ‘sustainable investments’ definition
and ‘Do No Significant Harm’ test, making certain tweaks to
produce compliant UK SDR disclosures. Leveraging existing
reporting, and its underlying data, will create efficiencies in
processes and data collection across the organisation.

Firms should map the data points required for their disclosures
against what is required by any other regimes they are caught
by, such as the EU's SFDR, CSRD, and, if it is reinstated, the US
Securities Exchange Commission’s climate-related disclosure
rules. Firms should then leverage commonalities to avoid
duplicative data collection. Firms should consider maintaining
a central repository of sustainability data required so that
they can easily assess overlaps and differences on an
ongoing basis as regulations continue to evolve.

In designing its final UK SDR rules, the FCA has built
onits TCFD rules to support asset managers in
evolving their existing climate reporting to encompass
sustainability-related risks and opportunities.

However, there are differences between the two regimes that
asset managers will need to consider. For example, the FCA's TCFD
rules specify June reporting deadlines, while the SDR package
introduces December reporting deadlines for periodic disclosures.
Aligning with the new deadlines would require potentially
significant changes to reporting cycles and data collection
processes as firms will have to ensure that data is collected,
processed and analysed by a different point in the year, as well as
making sure that reporting is produced and taken through relevant
governance processes in line with the new deadlines.

Most firms that we interviewed have started work on their
consumer-facing and pre-contractual disclosures, while work

on the annual entity-level reporting was much more nascent.
Given the amount of work that will be required, firms that neglect
preparations for the new annual reporting in the near term may
find that they struggle to align their reporting cycles to the new
deadlines in time.

How to respond:
Align reporting cycles
with TCFD reporting
where possible

Under the FCA's timetable, there is flexibility for firms to
publish their annual entity-level sustainability report earlier
than the 2 December deadlines, which should mean that
there is scope to align with TCFD cycles for firms that are
proactive. To avoid overhauling their reporting cycles, firms
should look to align their SDR sustainability annual entity
and product reporting cycles with what they currently have
in place for TCFD reporting (by 30 June annually) as soon
as possible. This will allow firms to leverage existing internal
processes and governance to bring all sustainability-
related disclosures into one integrated entity report and
one product report - which is ultimately the intention of the
FCA's SDR regime.

For annual product reports, the timings will be driven by

the updates to pre-contractual product disclosures (by 2
December 2024 for unlabelled products using sustainability-
related terms in their marketing or as early as 31 July 2024
for labelled products). This could make reporting to a June
2025 deadline challenging, but firms could plausibly look to
synchronise this from Year 2 reporting.
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Challenge:
Navigating the lack
of prescription

The FCA's rules are largely principles based, including
much less prescription that is seen in equivalent EU
regulations, such as SFDR, on the content and format
of disclosures.

For example, the FCA does not propose a list of minimum disclosures
that asset managers will have to make and firms are grappling with
what will count as a 'short, factual, non-promotional statement’

for the purposes of the exemption for factual statements. While

the FCA's principles-based approach supports flexibility for asset
managers to comply with the rules in a way that best delivers for
investors, the lack of prescription also creates greater scope for
divergent approaches to emerge across the industry.

How to respond:
Adopt a strategic,
long-term approach
to disclosure

Firms should view the FCA's principles-based approach

as an opportunity to design their reporting around what

is best for their business and investors. As the FCA has

not specified a baseline of metrics or reporting templates,
unlike the EU’s SFDR, firms are able to prioritise reporting on
issues that are material to them, tells their story and will be
decision useful for investors, concentrating their efforts on
sustainability issues that will impact value protection and
creation rather than treating disclosures as a compliance or
‘box-ticking’ exercise.

The lack of a prescribed template for the consumer-

facing disclosure has been largely welcomed by industry
participants, offering the opportunity for asset managers

to disclose in the way that is most appropriate for their
business. When designing their disclosures, asset managers
should consider industry-led templates for asset managers
that have been published, such as the voluntary templates
recently published by the Investment Association’s industry
working group™ that UKSIF and other organisations
contributed to.

In determining what will be decision useful for investors,
the FCA expects firms to have regard to the Consumer
Duty, which requires that communications support good
customer outcomes, an understanding of which should be
informed by engagement with consumers and investors.
Some of the firms we interviewed were considering surveys
for investors to better understand what information would
be decision useful. Firms may also want to explore the
FCA's independent consumer research which surveyed
15,000+ individuals over their understanding of product
classification categories. Firms should consider the needs,
characteristics and objectives of their customers and how
they behave at every stage of the consumer journey, paying
particular attention to marketing materials and product
factsheets, ensuring that language used is relevant and
proportionate, and ensuring that they understand and can
evidence whether desired outcomes are being met on an
ongoing basis.

10 https://www.theia.org/sites/default/files/2024-05/1A-Eversheds%20Sutherland%20SDR%20Implementation%20Guidance%20May%202024.pdf
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Chapter 7:
Looking ahead -
how may the regime evolve?

The current UK SDR package represents the start of alonger journey and process for firms
and the regulator that will evolve in response to developments in the UK market and globally.
This chapter briefly outlines how the SDR package is expected to evolve.

Evolution of the FCA's SDR package

A number of products offered by asset managers remain
untouched by the SDR package in the short-term. This
includes portfolio management products and services,
overseas funds and pension products.

The FCA is considering a number expansions and evolutions to the
regime in future to address this, and over time we can expect more
activities and products to be brought in scope of the SDR regime
In particular, it has indicated further work addressing the following
areas:

¢ Portfolio management: The FCA has published its consultation
on extending the package to firms providing portfolio management
services. The consultation closes on 14 June 2024 and the FCA
plans to publish its final rules in the second half of 2024.

e Overseas funds: The FCA will continue working with HMT to
understand the options for extending the regime to certain
overseas recognised funds, including those marketing under
the Overseas Funds Regime (OFR). In May 2024, in a joint
publication with the FCA, HMT set out its intention to issue a
consultation on the application of SDR and labelling for OFR
fundsin Q3 2024."

e Pension products: The FCA will consider extending the
regime to pension products, which were in scope of the TCFD-
aligned rules introduced in 2021, in the medium term. The
FCA is currently working with the Department for Work and
Pensions and The Pensions Regulator to develop proposals for
pensions products and insurance-based investment products.

e Disclosures: The FCA intends to build on its disclosure
requirements over time, in line with UK and international
developments, including by updating its guidance on
transition plan disclosure, drawing on the outputs of the UK
Transition Plan Taskforce (TPT). The FCA will also consider
updating product-level disclosure requirements once the
UK Green Taxonomy has been finalised, which we continue
to await clarity on, and product and entity-level disclosure
requirements in line with future ISSB standards.

Given the supervisory focus on sustainability from the FCA in
recent years, and expectations set out in its Dear Authorised
Fund Managers (AFM) letter in July 2021 and multi-firm review of
how effectively AFMs have responded to expectations (November
2023), it is reasonable to expect that the regulator will closely
examine how effectively firms comply with the new requirements.

The broader UK SDR regime

The FCA's rules for asset managers mark the first step in
implementing the UK’'s economy-wide SDR regime that was
first announced in its ‘Greening Finance’ roadmap published
in October 2021.12

The UK SDR regime is a framework to facilitate and streamline the
flow of robust, decision-useful information between corporates,
consumers and investors and capital markets, building on global
best practice and leading standards.

Following on from the FCA's SDR package, UK SDR corporate-
level reporting requirements are expected to be introduced for
UK-registered companies and UK-listed issuers based on the
UK-adopted versions of the ISSB Standards known as the UK
Sustainability Reporting Standards (UK SRS), and additional
transition planning disclosure requirements, informed by the
recommendations of the UK TPT.

The Government is aiming to make endorsement decisions on
the first two ISSB standards by Q1 of 2025, and then consulting
on the draft UK SRS following this. Once finalised, the FCA will
consult on introducing disclosure requirements for UK-listed
companies based on the UK SRS, whilst the Government will
decide on disclosure requirements for other companies. The
Government has established a Policy and Implementation
Committee to coordinate implementation by Government and
the FCA.

These wider disclosure requirements for companies will

be important in helping support the data needs of asset
managers complying with the FCA's SDR package, and, more
broadly, encouraging the flow of decision-useful sustainability
information across the investment chain.

1 https://www.fca.org.uk/publication/corporate/roadmap-to-implementing-overseas-funds-regime.pdf
12 https://assets.publishing.service.gov.uk/media/61890e64d3bf7f56077ce865/CCS0821102722-006_Green_Finance_Paper_2021_v6_Web_Accessible.pdf
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Chapter 8:
Preparing for the rules — a roadmap
for helping implement the SDR package

The SDR package will have implications for an asset manager’s investment process, product
strategy and governance, risk management, reporting and broader corporate strategy.

To respond, asset managers will need to ensure they have

the right governance structures and identify the appropriate
accountable business functions to underpin their implementation
efforts.

This firm-wide collaboration is critical for ensuring that
implementation is underpinned by the right expertise, key
decisions are made in a robust, pragmatic and commercially
viable way, and organisations are able to realise potential
opportunities (see below for more details on this).

The roadmap below outlines the steps asset managers should
take to effectively implement the SDR package, bringing together
many of the recommendations we have set out on how to
respond in previous chapters of this report. The roadmap may be
applied at different stages to different elements of the package,
recognising that, for example, preparations for labels and pre-
contractual product disclosures may take place sooner than
implementation of annual entity-level reporting.

The roadmap is organised around 3 core stages, which each
contain a number of steps:

1. Establish baseline, ambition and implementation
governance - be clear on what you want to achieve from
your implementation of the SDR package, and set up a clear
governance structure to help deliver this.

2. Plan - create a single product classification framework to
underpin the sustainability approach across your fund range,
assess material sustainability-related risks and opportunities,
and identify gaps in disclosures, investment approaches, and
wider processes.

3. Embed and implement - upskill staff on changes to policies
and procedures, ensure a repeatable process for producing
annual reporting, and establish an operating model for
evolving your product range, investment approach, and
reporting to readily meet emerging regulations and shifting
client expectations as they arise.
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Establish baseline,
ambition and
Implementation
governance

y

1. Determine applicability

Assess the extent to which each component of the
SDR package applies to your entities and products.

2. Establish implementation
governance processes

Bring together key stakeholders and decision makers
within your organisation to determine and manage
your approach.

3. Set ambition for labels

Determine whether to apply labels to any existing/
new products in the context of your firm-wide
sustainability strategy.

4. Create a product
classification framework

Establish a framework for classifying products
according to their sustainability strategies, themes
and required disclosures.

Ensure this is led by your house view and
recognises the differences across international
regulatory regimes.

(&

\

5. Examine investment processes

Consider how you may need to change your
investment processes to ensure that investments
align to sustainability objectives and capture the
information required on an ongoing basis.

6. Assess materiality

Identify the material sustainability-related risks and
opportunities for your organisation to determine areas
to cover in your annual sustainability report.

Embed and

Implement

7. ldentify gaps and create
roadmap

Identify gaps in relation to your reporting, processes,
policies, technology, external approvals, client
notifications and products’ strategy, objectives,
documentation, features, naming and marketing.

Develop an implementation roadmap to address gaps.

8. Embed

Ensure that staff are trained on new policies, controls
and processes.

Establish an operating model for ongoing compliance
monitoring and annual reporting.

9. Implement

Make operational changes, e.g. to product governance
and monitoring, investment processes, data
processes, disclosures, and wider controls.

Where appropriate, submit application packs in
respect of changes to funds to the FCA for approval.
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