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Dear all,

RE: CP24/8 Extending the Sustainability Disclosure Requirements (SDR) regime to Portfolio
Management

We are pleased to respond to CP24/8 Extending the Sustainability Disclosure Requirements (SDR)
regime to Portfolio Management. The UK Sustainable Investment and Finance Association (UKSIF) is
the UK’s leading membership network for sustainable finance, bringing together more than 300
financial institutions and investors collectively managing more than £19trn in global assets under
management (AUM).!

UKSIF has had close involvement in the development of the FCA’s Sustainability Disclosure
Requirements (SDR) and investment labels, and we have been strongly supportive of the regime’s
objectives to enhance transparency for consumers in the UK’s sustainable investing market and to
promote the UK’s status as leading, competitive hub for green and sustainable investments.

Recently, we published a thought leadership report- in collaboration with PwC- highlighting our initial
insights on the regime and practical recommendations for asset managers to draw on in their
implementation journeys, covering the sustainability labels, associated disclosures and reporting
requirements, the ‘anti-greenwashing’ rule, product governance, among other areas.?

We strongly welcome the proposed extension of the FCA’s SDR regime to portfolio management
services, including model portfolios and customised portfolios, which we hope will help promote a
level-playing field with requirements under the SDR impacting asset managers and facilitate
consistency across the investment market in the UK. We hope that the planned extension by the
regulator will ensure that portfolio management firms are held to a similarly high standard as fund
managers in regards to their products’ sustainability-related claims.

Q1: Do you agree with the proposed scope of our regime? If not, what alternative scope would you
prefer and why?

We expect there will be particular complexities for discretionary portfolio services under the SDR
regime, which a number of our members have highlighted, and this includes in terms of qualifying for
the sustainability labels and broadly how clients will be able to understand and interpret the labels for
these specific products.

LUKSIF’s response is informed by our membership, though this does not necessarily reflect the views and perspectives of our entire membership, either
individually or collectively.
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The proposed requirements under the SDR regime may not prove suitable for discretionary portfolios,
given that they are highly tailored and personalised to individual clients’ investment preferences,
including their views on sustainability, investment objectives, risk tolerance, and other issues such as
their tax and financial position.

With discretionary portfolios being highly bespoke to clients and comprised of a very wide range of
funds- often from across the world- there will be unique challenges we expect for the treatment of
these portfolios under the SDR that will require further consideration by the regulator.

Consequently, there may be a case for the FCA to exclude discretionary portfolios initially from the
SDR regime, while solutions are considered in the interim. As part of this work, this could include an
emphasis on disclosures by firms at the strategy-level rather than the portfolio-level, as well as a short
delay to the rules for discretionary portfolio management, including the July start date for adoption
of the sustainability labels.

With this exception, we are supportive of the proposed scope set out in CP24/8. We welcome the
application of the requirements to FCA-authorised firms and UK-based clients- broadly replicating the
initial planned scope for investment funds- while we would support consideration of overseas
portfolio management activities in future (e.g. portfolio management activities carried out by
overseas branches of a UK-based firm).

Q2: Do you agree with the proposed implementation timeline? If not, what alternative timeline
would you prefer and why?

Broadly speaking, we are pleased to see similar rules proposed in the consultation for portfolio
management services and fund managers, which we hope will assist investors and financial advisers
to compare different investment products in the marketplace.

We do have concerns over the proposed timings outlined in the consultation, which will mark a shorter
implementation timeframe when compared with those requirements that asset managers have faced.
Our concerns will be greater should there be delays from the FCA in finalising rules in the second half
of this year, potentially leaving a very short window for portfolio management firms to comply with
the SDR requirements.

The FCA should therefore consider a delay to the introduction of requirements for portfolio
management firms, especially given the comparatively greater amount of time afforded to asset
managers in implementation, and the length of the delay will be partly dependent on timings for the
finalised Policy Statement.

This includes the ‘naming and marketing’ requirements, though the upcoming start date in July for the
voluntary use of the labels (and the associated disclosures) could remain in place to allow those
portfolio managers who would like to use the labels to do so, and have made active preparations
already to comply with the associated obligations. An extended timeline would also assist financial
advisers and other distributors in preparing for the SDR’s extension to portfolio management
services.?

These implementation challenges- particularly should the consultation’s proposed timelines remain
in place- will bring complexities for model portfolio solutions, particularly those that are invested in

3While we do not take a strong view on the time period for the delayed timeline, a number of our members have highlighted a six-month extension following 2
December 2024 as an appropriate timeframe, bringing this more in line with timings afforded to funds following the Policy Statement.
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in-scope funds under the SDR. Further details on these challenges are in our response to Q.3 directly
below.

Q3: Do you agree with our approach to labelling portfolios, including the threshold and assessment
requirements? If not, what alternatives do you suggest and why?

We note challenges in relation to the role of fund managers in overseeing requirements impacting
model portfolios, and the interactions between fund managers and portfolio managers in regards to
these portfolios. This includes the extent to which a fund manager will need to consider all of the
underlying securities of a given model portfolio and undertake rigorous due diligence processes here,
even in the event that a model portfolio has qualified for a sustainability label under the SDR regime.

It appears unclear how portfolio managers could choose to apply the qualifying criteria for
sustainability-labelled funds in practice, with their responsibility for selection of the KPIs that is
relevant to the portfolio having the potential, we think, to conflict with KPIs chosen by a fund manager,
specifically in cases when the portfolio is invested in an existing labelled fund under the SDR.

We foresee complexities with model portfolios’ disclosure of sustainability-related KPls, including: the
quantity of KPIs disclosed by a model portfolio and the implications for client understanding, the
extent to which a fund manager would have visibility over the KPIs that are set, and potential
discrepancies between those KPIs set by a model portfolio and KPIs set by underlying funds.

These issues may lead to confusion and heighten ‘greenwashing’ risks for retail investors, potentially
marking a breach of the SDR’s ‘anti-greenwashing’ rule. The multiple and complex layers of portfolio-
level reporting for multi-managers may present an undue burden for this important part of the
market, particularly given their fewer resources when compared with larger fund management
groups.

In terms of the proposed 70% threshold in the consultation, the revised threshold, in our view,
recognises that the SDR regime should not seek to overtly discriminate between those portfolios
structured as funds and those that are not (e.g. if they are structured as a discretionary managed
portfolio). The 90% threshold for portfolio management services as originally proposed appeared
overly restrictive, given that many portfolios will often contain at least 10% of non-product holdings
like cash.* The proposed shift to 70% should help reduce risks of very few portfolio management
services being able to qualify for a sustainability label under the regime, and we welcome this change
from original proposals.

We look forward to continue engaging with the regulator ahead of the final Policy Statement in the
coming months, and we would be pleased to convene a select group of our members to discuss some
of the main themes of CP24/8 further.

Yours sincerely,

James Alexander
Chief Executive

4In terms of the ‘non-sustainable’ portion of the portfolio for liquidity and risk management- the proposed 30% flexibility bucket for portfolio management is
appropriate in our view. One reason is that some prospective clients may want to retain their legacy holdings (e.g. for tax reasons) that may not align with the
portfolio’s stated sustainability objective and the ‘robust, evidence-based’ sustainability standard, meaning that these assets may still need to be held by a firm
in line with the client’s preference.



