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About the Investment Association

The Investment Association (I1A) champions UK investment management, a world-leading industry which
helps millions of households save for the future while supporting businesses and economic growth in the
UK and abroad. Our 250 members range from smaller, specialist UK firms to European and global
investment managers with a UK base. Collectively, they manage £9.1 trillion for savers and institutions,
such as pension schemes and insurance companies, in the UK and beyond. 49% of this is for overseas
clients. The UK asset management industry is the largest in Europe and the second largest globally.

Executive summary

On 6 December the FCA issued a consultation proposing amendments to the ESG sourcebook and related
guidance for the purposes of clarifying certain existing rules under the Sustainability Disclosure
Requirements (SDR) regime and giving, as the FCA state, proper effect to the policy proposals consulted
upon in Consultation Paper (CP) 22/20 and finalised in Policy Statement (PS) 23/16. The IA welcomes the
opportunity to respond to the FCA's consultation and our response focuses solely on Chapter 2 of CP 24/26,
which is titled “Corrections and clarificatory amendments to the Sustainability Disclosure Requirements
(SDR)".

The consultation focuses on six proposed changes:

1. We broadly support amendments to ESG 4.1.19R(2)(a) where the FCA is proposing to clarify
distributors obligations. However, we suggest allowing distributors to create bespoke pages
tailored to their audience, enhancing client experience and outcomes, and proposes amending
paragraph (b) to permit distributors to link to their own pages. The FCA should be aware there will
be a cost for distributors in updating digital web pages and its impact on third-party providers as
the rules as they are currently drafted have already been implemented by distributors, and we
suggest that distributors should be given sufficient time to implement the change. Also, it is worth
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noting that this proposed amendment will lead to an inconsistency in expectations between
managers and distributors wherein ESG 4.1.9G does not require managers (which “may choose”) to
include a hyperlink to the relevant webpage of the FCA’s website.

2. Minor amendments to the anti-greenwashing rule ESG 4.3.1R to remove the Glossary term link
from the word ‘communicates’ are welcome so that it doesn’t link solely to financial promotions
but given wider context. There are also further amendments to ensure the anti-greenwashing
guidance is read consistently with financial promotion obligations.

3. Amendment to the naming and marketing rule, ESG4.3.7R(3), to clarify that feeder funds only need
to comply with ESG4.3.5R(3) (publishing information in a relative digital medium) when they are
not using a sustainability label. Whilst this amendment may not be deemed necessary as the policy
intention could be deduced from the fact that ESG 4.3.7R(2) refers to ESG 4.3.5R, which are the
requirements for managers undertaking sustainability in-scope business and does not use a
sustainability label, we still welcome the explicit clarification of FCA’s policy intention.

4. ESG 5.3.3R(6) currently requires a manager to disclose in its pre-contractual disclosures details of
the key performance indicators (KPIs) that will be used under ESG 4.2.3R(3) and/or other metrics
(when using a sustainability label). The FCA is changing this ‘and/or’ to ‘as well as’ for products
adopting a label. So, both KPIs and any other metrics that a retail client may find useful must be
disclosed which we understand was the original policy intention. Additionally, it would be beneficial
for the industry if the FCA could provide good practice examples of metrics that a retail client may
reasonably find useful.

5. Asaresult of IA requests, we are pleased to see the FCA is amending ESG5.4.3R(1), product level
reporting requirements, to ensure managers have time to produce the report. Product-level
sustainability reports will have to be produced annually and currently the rules require a manager
to produce the first report within 12 months after a manager starts using a label or the terms, so
giving no time for the 12-month reporting period to be covered given the report is due at the end
of the 12-month period. For the first product-level report, firms will have an additional four months
to prepare it, which we welcome. Nevertheless, we ask the FCA to provide clear guidance on the
alignment and reporting periods to help firms remain compliant and efficient in their reporting
processes. Such guidance would ensure that all firms, regardless of their specific circumstances, can
meet the regulatory requirements without undue burden.

6. We are supportive of minor amendments to other FCA Sourcebooks ICOBS, BCOBs, MCOBs,
CMCOB, FPCOB and CONC to reflect the amendment under point 2 regarding the word
‘communicate’.

We welcome the FCA’s initiative to refine and clarify the above sustainability disclosure rules and provide
answers below to each of the questions posed in the consultation.

Question 2.1: Do you agree with our proposed amendment to ESG 4.1.19R(1)(a)?

The IA broadly supports the FCA's proposal to amend ESG 4.1.19R(1)(a) so that distributors using
sustainability-related terms in a fund's name or promotions comply with both parts of ESG 4.1.19R(2),
displaying all relevant information prominently and including a link to the FCA website for details on
sustainability labelling and disclosure requirements.

However, we suggest amending the proposed wording to allow flexibility for creating bespoke pages that
align with each distributor's audience. By using their own pages, distributors can provide more specific
guidance, enhancing client experience and outcomes. Specifically, we propose an amendment to paragraph
(b) to clarify that distributors can refer clients to their own page with additional SDR information if
available, as follows:
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(b) include a hyperlink to the relevant web page of the FCA website or a relevant page on the distributor’s
own website which sets out for retail clients further information in relation to the sustainability labelling
and disclosure requirements under ESG 4 and ESG 5; and...

Finally, our members urge the FCA to clarify requirements for non-UK funds being marketed into the UK as
these funds are not covered by the FCA sustainable investment label rules to avoid investors confusion.
Firms are already required to provide a disclosure warning that overseas funds do not comply with UK SDR
rules. Therefore, requiring distributors to also provide a link to the FCA rules which do not apply, might
create additional confusion for investors. Additionally, it should be noted that this proposed amendment
will result in additional costs for distributors to update their digital web pages and have a knock-on impact
on third parties, including technology platform providers, given the current requirements have already
been implemented. Also, some members suggested that if the FCA makes the hyperlink compulsory, it is
important that distributors are given sufficient time to implement this change, as they need to instruct
third-party technology providers.

Furthermore, it is worth noting that this proposed amendment will lead to an inconsistency in expectations
between managers and distributors wherein ESG 4.1.9G does not require managers (which “may choose”)
to include a hyperlink to the relevant webpage of the website.

Question 2.2: Do you agree with our proposed amendments to ESG 4.3.1R?

We support the proposed amendments to ESG 4.3.1R(1)(a), agreeing with the FCA's rationale to remove
the Glossary term link from the word ‘communicates’ to broaden the scope of that term so that it does not
specifically link only to financial promotions. We agree with the FCA that this ensures all relevant
communications are covered, promoting transparency and aligning with the policy intent for authorised
firms to provide fair, clear and not misleading information about the sustainability characteristics of their
products.

The clarification to ESG 4.3.1R (1)(b), that the anti-greenwashing rule should be read consistently with
COBS 4.2.1R(2)(b)(i) and (iii) is also welcomed. By replicating the exclusions related to "an excluded
communication" and "a third-party prospectus," the amendment avoids additional burdens for firms,
ensuring the rule complements existing regulations effectively.

We would highlight, however, that if our understanding of the FCA changes under question 2.2 is right, and
such changes are to be read cumulatively (i.e. they are not mutually exclusive in a way that ESG 4.3.1R
(1)(a) applies to communications other than financial promotions and ESG 4.3.1R (1)(b) applies to
communications that are only financial promotions), it does render the FCA's alignment of the anti-
greenwashing rule with the fair, clear and not misleading rule only technical, and not practical.

This is because ESG 4.3.1R (1)(a) is wider than ESG 4.3.1R (1)(b) and would catch all communications, both
financial promotions and any other communications that are not financial promotions. Therefore, the
carve-out for excluded communications at ESG 4.3.1R (1)(b) would be of no use to firms in practice because
a financial promotion would always be caught under ESG 4.3.1R (1)(a), regardless of the fact that it may be
an excluded communication subject to the carve-out at ESG 4.3.1R (1)(b).

Question 2.3: Do you agree with our proposed amendment to ESG 4.3.7R(3)?

Members agree with the FCA's intent to ensure that the requirements for managers of feeder funds are
understood by amending the naming and marketing rule, ESG4.3.7R(3), to clarify that feeder funds only
need to comply with ESG4.3.5R(3) (publishing information in a relative digital medium) when they are not
using a sustainability label. Whilst this amendment may not be deemed necessary as the policy intention
could be deduced from the fact that ESG 4.3.7R(2) refers to ESG 4.3.5R, which are the requirements for
managers undertaking sustainability in-scope business and does not use a sustainability label, we still
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welcome the explicit clarification of FCA’s policy intention. However, for further clarity, we suggest FCA to
specify that ESG 4.3.5R(3)(a) is also applicable when a manager is using a sustainability label as it requires
the manager to publish an explanation as to the purpose of a sustainability label, using either the standard
text or alternative text which reflects the substance of the standard text. As the current rules are written, it
appears that ESG 4.3.5R(3)(a) is only required when not adopting a label. However, we believe that this
statement is as equally relevant when adopting a label.

This adjustment helps avoid confusion and ensures that managers are clear on their obligations when
sustainability labels are involved.

Question 2.4: Do you agree with our proposed amendment to ESG 5.3.3R(6)?

We support the proposed amendment to ESG 5.3.3R(6) to clarify that managers adopting a sustainability
label must disclose both the KPls that will be used under ESG 4.2.3R(3) and other relevant metrics that a
retail client may find useful and agree with the FCA that this aligns with its original policy intention. This

ensures comprehensive disclosure and prevents any potential ambiguity in interpretation.

Additionally, all managers, whether using a sustainability label or not, must include details of any other
metrics that a retail client may reasonably find useful in understanding the manager’s investment policy or
strategy for the relevant product. Members believe that it would be beneficial for the industry if the FCA
could provide in the near future good practice examples of metrics that a retail client may reasonably find
useful.

Question 2.5: Do you agree with our proposed amendment to ESG 5.4.3R(1)?

As a result of IA requests, we are pleased to see the FCA is amending ESG5.4.3R(1), product level reporting
requirements, providing managers 16 months from the start of using a sustainability label or specified
terms to produce the initial product-level sustainability report, allowing an additional 4 months to prepare
it. This extension provides much-needed additional time for preparation and aligns with the rules
applicable to other reports, such as financial reports.

While we welcome the extension, it is not clear from the rule change what is permissible in terms of firms
being able to calibrate reporting periods. Members will have different ways of aligning their reporting
periods and we are seeking clarification from the FCA on ESG 5.4.3R(3) regarding changing reporting
periods while remaining compliant. We fully agree that no period should go unreported once a
sustainability label or specified term is used. Some members will align product level reports with the fund's
financial report, potentially resulting in a shorter initial reporting period in the first year to align with
financial reporting and then maintaining 12-month coverage thereafter. From reading the rule, it seems
that a full 12 months must be reported first, and it is not clear whether subsequent years could be
calibrated to fit with other reporting.

We are seeking the FCA confirmation that firms can calibrate in the first year to align with financial
reporting or, for those that will cover 12 months in the first year, that overlapping periods in subsequent
reports are permissible, as this would ensure no period is left unreported and would avoid unnecessary
reporting and administrative burdens.

We would also welcome the FCA updating the SDR landing page to make clear what has already been
confirmed verbally regarding reference period for entity-level sustainability reports and the fact that firms
have the flexibility to combine the product reports under both TCFD and SDR for the first year subject to
both reports covering the same reference period.

Finally, we note that the FCA amendment to ESG 5.4.3R(1) will also impact 5.5.14R(2), which states: “A
manager is not required to comply with a request made under ESG 5.5.13R(1) before 2 December 2025.”
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Since the 2 December 2025 date is related to the same issue that the consultation is aiming to correct
regarding product-level reporting, 5.5.14R(2) should also be amended. The unintended consequence is that
‘on-demand’ requests could be made well before the public reports are due. Therefore, we suggest linking
it to 5.4.3R(1). For example, A manager is not required to comply with a request made under ESG
5.5.13R(1) before the deadline to publish the first product-level sustainability report as per ESG 5.4.3R(1).

Question 2.6: Do you agree with our proposed amendments to ICOBS 2.2.4AG, BCOBS 2.2.7G,
MCOB 3A.2.2AG, CMCOB 3.2.2AG, FPCOB 4.2.4AG and CONC 3.3.9A?

We agree with the FCA intention of adding clarificatory text to the different sourcebooks in the FCA
Handbook in order to align with the correction in ESG 4.3.1R(1)(a).

Additional feedback not covered by the consultation
We would like to highlight the below rule that requires correction to ensure consistency and clarity:

ESG 4.2.23G: Where a manager is taking action under ESG 4.2.22R(1)(b) with respect to restoring
compliance with ESG 4.2.3R(2)(a), the FCA would ordinarily expect only minimal deviations from the
requirements under ESG 4.2.3R(2)(a). ESG 4.2.3R(2)(a) is not the correct rule, as ESG 4.2.3 is not a rule but
guidance. We believe the correct reference should be ESG 4.2.4R(2)(a).
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