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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 £10 trillion for savers and institutions, such
as pension schemes and insurance companies, in the UK and beyond. 51% of this is for overseas clients. The
UK asset management industry is the largest in Europe and the second largest globally.

Introduction

On 1 December 2025, the FCA launched a consultation (CP25/34) on its proposed approach to regulating
ESG ratings providers. This followed the Government’s publication of secondary legislation in October
giving the FCA powers to regulate ESG ratings providers. We welcome the opportunity to respond and
support the FCA’s objective of establishing a proportionate regulatory framework that aims to enhance
market integrity, promote consumer protection and effective competition, improve the quality of ESG
ratings, and focuses on sustainable growth and the international competitiveness of UK financial services.

These objectives align closely with the IA’s advocacy for improved transparency, robust governance and
clearer standards across ESG ratings provision.

We also acknowledge the respective roles of Government and the FCA within this new framework.
Government has set the regulatory perimeter through legislation, while the FCA is now responsible for
designing the detailed rules for firms falling in scope through its Perimeter Guidance Manual (PERG).

The IA’s response to this consultation is written from the perspective of asset managers as users of ESG
ratings services. We note and welcome that asset managers producing proprietary ESG ratings as part of
FCA-regulated activities are currently out of scope of the new regime. We also understand that the FCA has
plans to assess whether the FCA needs to improve standards in existing regulatory regimes to address the
risk of harm, and that if the FCA finds gaps or risks of harm in existing regimes they may raise standards in
due course for asset managers.
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As users, IA members have a strong interest in ensuring that the regulatory framework enhances the
quality, reliability, and comparability of ESG ratings and maintains the UK’s competitiveness as a global
centre for sustainable finance.

Our response reflects these priorities, and we have focused on questions that we believe are relevant from
the perspective of asset managers as users of ESG ratings services.

Executive summary

We see value in regulatory oversight of ESG ratings providers given their influence on investment decisions
and disclosures and overall, are supportive of the FCA’s proposed framework, particularly the focus on:

e leveraging existing baseline rules rather than creating a bespoke prudential regime;
e aligning with I0SCO principles and drawing on the existing UK voluntary Code of Conduct; and
e promoting transparency, comparability and governance improvements.

We believe that existing regulatory regimes sufficiently address any risks from asset manager disclosures of
ratings when part of a regulated activity, and we do not expect the FCA's future assessment to identify
significant gaps requiring additional obligations on asset managers, who are already subject to robust
regulatory frameworks. However, we recommend additional FCA guidance to clarify borderline cases and
ensure consistent interpretation among ESG ratings providers. For example, we highlight uncertainty
around the application of the test of whether a rating is “likely to influence a decision to make a specified
investment”, the treatment of proprietary or internal ratings when shared externally, and the interaction
between the ESG ratings regime and the proposed narrowing of the UK Benchmarks Regulation. We also
note that, while the concept of carrying on activities “by way of business” is well established in financial
services regulation, the consultation provides limited clarity on how this test is intended to operate in the
context of ESG ratings.

We also stress the importance of ensuring disclosures support consumer understanding where ESG ratings
are used downstream in product communications.

Also, given parallel EU legislation (ESG Ratings Regulation), we encourage the FCA to leverage lessons from
the current implementation of that legislation, particularly around the difference between an opinion and a
rating, disclosures on KPls, fee transparency, Al use, and complaints handling, to avoid divergence costs for
firms. Furthermore, many ESG ratings providers operate cross-border, and we encourage the FCA, where
appropriate, to support interoperability or equivalence of disclosures with the EU regime (for example,
allowing providers to rely on a single set of disclosures where EU requirements meet or exceed UK needs),
to reduce duplication and improve usability for users.

Finally, while the regime should raise standards across the provision of all ESG ratings, we do acknowledge
that any regulatory framework must also be proportionate for smaller and specialist providers, and for new
entrants.

Chapter 2 - Baseline standard

Question 1: Do you agree with the proposed approach not to apply the Duty to rating providers? If not,
please specify what you disagree with and why.

We support the FCA's proposal not to apply the Consumer Duty directly to rating providers, recognising the
institutional nature of the market. However, as ESG ratings are frequently referenced indirectly in
retail-facing product disclosures and communications, we believe that ESG ratings providers should be
required to produce a consumer-friendly versions of key public disclosures, which asset managers could
reference in communication material to retail investors. Notwithstanding the fact that Consumer Duty will
not be applied directly to rating providers, it is our expectation that these consumer-friendly version of key
public disclosures should at least meet the relevant principles associated with communications to retail
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customers. Furthermore, to support the obligations of firms under the Consumer Duty, we believe that
rating providers should be subject to PRIN 2A.5.15 (Providing information to other firms).

Question 2: Do you agree with our approach to applying the high-level standards to rating providers? If
not, please specify what you disagree with and why.

We generally agree the proposed baseline requirements are logical and consistent with expectations for
regulated firms, and emphasise that baseline requirements must not be diluted for ESG ratings providers
given other regulated firms must comply with them.

Specifically in relation to the Senior Managers & Certification Regime (SMCR), we agree with the FCA
proposal to apply SMCR to rating providers. That said, regardless of whether the whole regime is applied,
or only parts of it, asset managers are clear that accountability, competence and conduct expectations for
key staff are fundamental, in particular the certification regime, helping to uphold standards of
professionalism within the sector. The certification regime would ensure individuals are properly qualified
and responsible. However, we understand from the FCA that the current certification framework is under
review and any changes will be reflected accordingly.

Question 3: Do you think existing regulatory regimes sufficiently address the risk of harm? If not, which
areas do you think need to be addressed and why?

We are broadly supportive of the FCA's perimeter proposals and consider that existing regulatory regimes
for regulated products and services already sufficiently address the risk of harm, given that these activities
are subject to the same, or in many cases higher, regulatory standards than those proposed for ESG rating
providers.

We understand the FCA’s intention to assess whether improvements to existing regimes are necessary, but
we do not expect this assessment to identify significant regulatory gaps in relation to requiring additional
obligations on asset managers. We believe existing regulated products and services are already subject to
the same level of, if not higher, regulatory standards that will be expected of rating providers, particularly
in terms of governance, conflict of interest and transparency requirements. We also note that the EU
framework has extended certain transparency and disclosure requirements to regulated financial market
participants when exemptions do not apply. However, we do not support importing EU style additional
obligations for asset managers for the same reasons.

Scope

We appreciate it is not the purpose of the consultation to debate what is in or out of scope of the new
regulatory framework. However, we understand the FCA welcomes views on areas where the perimeter
guidance could be clearer.

In that vein, we would like to highlight the need for clearer perimeter guidance, particularly regarding the
phrase about a rating that is “likely to influence an investment a decision to make a specified investment,”
to ensure consistent interpretation among ESG rating providers and avoid discrepancies in regulatory
treatment. We therefore recommend refining or supplementing this test with examples, including
borderline cases.

Furthermore, we seek clarification on when proprietary ratings fall outside the exemptions, such as when
internal benchmarks or thematic assessments are shared with third parties, and whether using certain
benchmarks or proprietary ratings would bring asset managers or their products into scope. In particular,
under the current scope and exclusions, asset managers may be required to seek ESG ratings authorisation
for ESG benchmarks that are not directly related to fund marketing or investment research, even where
those activities are non-commercial and low risk. Members have highlighted that this is particularly
problematic for ESG benchmarks or thematic assessments that are designed to inform the market or
support stewardship objectives, rather than to guide capital allocation. The PERG guidance provides certain
qguestions to help determine whether authorisation is necessary and states that firms must consider if their
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activities involve carrying on activities “by way of business.” This offers limited clarity regarding how this
test should apply to ESG ratings. This indicates that the exclusions may not be operating as intended and
could result in unintended regulatory capture of asset managers’ public interest activities. One example is
when an asset manager produces free, publicly available ratings or ESG benchmarks not linked to
investment decisions. In this case the firm would likely be caught in scope and will need to seek ESG rating
authorisation, with the only uncertainty being whether they are produced “by way of business”.

We therefore ask the FCA to clarify how “by way of business” is intended to operate for ESG ratings
activities, including how it applies to non-commercial, publicly available or public interest ESG benchmarks
and similar outputs. We would be of the view that where ESG benchmarks are broad, nonselective, and
designed to inform the market rather than influence investment decisions, these should be treated as out
of scope of the ESG ratings regime, even if produced “by way of business”. Essentially, we call for FCA to
more explicitly articulate the types of benchmark-like outputs that should not be unintentionally captured
where they are not designed or marketed to influence specified investment decisions.

We also highlight the importance of regulatory coherence, particularly in light of the proposed narrowing
scope of the UK Benchmarks Regulation and seek clarity on how the ESG ratings regime is intended to
interact against these changes. While this issue arises most directly for benchmark administrators, asset
managers that produce ESG benchmarks or benchmark like outputs may also be affected where such
benchmarks fall out of scope of the benchmarks regime but are subsequently captured under the ESG
ratings regime. Without clear articulation of how the two regimes interact, there is a risk that firms are
deregulated under one framework and unintentionally reregulated under another. We therefore ask the
FCA to clarify the interaction of ESG benchmarks with the UK Benchmarks Regulation.

Fund Ratings

As per paragraph 2.36 — ‘ESG ratings may be assigned not only to corporates or other issuers of securities
but also to different types of securities, assets (e.g. real estate) and other items (e.g. funds)’ —we
understand that fund ratings fall into the regulatory perimeter.

Fund ratings are generally constructed as aggregates of underlying aggregated corporate ratings (issuer
level assessments), and their inclusion within the regime is consistent with international definitions, I0SCO
principles and existing voluntary codes. We would also like to highlight that certain fund ratings incorporate
additional factors beyond the characteristics of investee companies, such as assessments of managerial
capability or qualitative judgement, making their inclusion within the perimeter a logical extension of the
framework.

Furthermore, we want to better understand potential implications of the new regime for real estate and
other non-corporate asset classes, given that while many real estate information providers do not issue
ratings in a strict sense, further clarification is required to ensure that these activities are treated
appropriately and proportionately within the regulatory perimeter.

Chapter 3 — Transparency
Question 4: Do you agree with the proposed minimum public disclosures listed in Table 2? If not, please
specify what you disagree with and why.

Question 5: Are there any key minimum public disclosures missing from the proposed list in Table 2? If
so, please specify which disclosures and why they should be included.

We support the intent of the public disclosures but identify several omissions that need to be included to
ensure meaningful transparency:
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e Disclosure of Key Performance Indicators (KPIs) - divergence in ESG ratings for the same elements
being rated is often due to different KPIs being used to measure the same attribute. Therefore,
requiring disclosure of attribute level KPls is a necessary foundation to support comparability and
interpretation, as it would allow users to understand how ratings are constructed and why scores
differ between providers. This is already referenced in the voluntary code of conduct, so it is seen
as practical and not overly burdensome to introduce.

e Fee transparency - we support including disclosure on fee structures, noting that without visibility
of the fee model, i.e. how fees are structured and how they are applied, there is a risk of
“pay-to-play” dynamics, where rated entities may feel pressured to pay simply to correct data or
engage meaningfully with rating providers. Fee transparency is seen as a core component of a fair
and competitive market, and an important safeguard to prevent asset managers from distorting
issuer engagement during their stewardship activities. We support alignment with EU disclosure on
fee transparency. In addition, some members also questioned whether charging fees for the
correction of factual inaccuracies or stale data is appropriate, given that accurate and timely data
correction is fundamental to the credibility and integrity of ESG ratings.

e Use of Artificial Intelligence - Many providers increasingly rely on Al tools for data collection,
analysis and scoring, and users need clear insight into how these tools operate. This includes
transparency on where Al models are used, the known risks and limitations associated with them,
and the measures in place to mitigate those risks. The EU framework already recognises the
importance of Al-related disclosures, and the UK, as a second mover, should consider and learn
from the implementation in the EU. Specifically, we recommend explicit disclosure of:

— Where and how Al models are used in data collection or scoring;
— Risks and limitations associated with Al; and
— Mitigation measures in place.

® Complaints and issuer-engagement processes - we emphasise the need for greater clarity around
complaints and issuer-engagement processes. While supporting the principle that rated entities
should be able to challenge factual inaccuracies, they warned that the proposal must not create
scope for unintended veto points that could delay publication. These engagement mechanisms
should correct factual errors promptly, but they must not allow rated entities to withhold or slow
down publication merely because they disagree with a rating’s interpretation or implications. This
lack of clarity risks being interpreted in practice as requiring resolution of engagement or
complaints prior to publication, rather than allowing publication to proceed with any unresolved
issues clearly flagged.

Also, the current proposal appears less explicit than comparable EU provisions on whether, and for
how long, engagement with rated entities must be completed before a rating can be published for
the first time.
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From an asset manager perspective, this ambiguity has several important implications. If ratings are
withheld or delayed while engagement with issuers is ongoing, this could lead to a temporary but
material increase in “not rated” (NR) exposures across portfolios, which may lead to exclusion from
indices driven by procedural delays rather than changes in underlying ESG performance. In
addition, users have no effective external escalation or redress mechanism (e.g. no FOS-equivalent)
when rating providers fail to act on stale or inaccurate data, leaving asset managers exposed to
disproportionate risk.

We therefore encourage the FCA to clarify that engagement with rated entities should not result in
open-ended delays to publication, and that ratings may be published where factual correction
processes have been followed, with any unresolved issues transparently disclosed. We also
encourage the FCA to clarify that indirect users of ESG ratings (e.g. retail consumers that use ESG
ratings indirectly through ratings in financial products) are intended to be captured by term
“complainant” under 6.3.8R, specifically within the phrase “any other person with an interest in the
ESG rating”. Finally, we believe that the definition of ESG rating process should be extended to
capture the minimum disclosure requirements.

e Conflict of Interest - we advocate for conflicts of interest disclosures, including the risks arising
from that and how these risks are managed or mitigated to be incorporated within the main public
transparency document, rather than as a separate document. In the EU, this is the current practice
and we call for aligning with EU in this space, so that providers can use the same disclosure in both
the EU and UK.

Furthermore, we also emphasise that divergence between ESG ratings is inherent, reflecting differences in
methodologies, data sources, KPIs and objectives. Unlike credit ratings, ESG ratings are not designed to
converge across providers, and low correlation for certain metrics should not be interpreted as a lack of
quality. We note that clearer acknowledgement of this point is important for user and consumer
understanding, particularly where ESG metrics are referenced in regulatory frameworks such as the
Sustainability Disclosure Requirements regime (SDR).

Finally, one concern is about the absence of a workable market access framework for non-UK providers
that are subject to comparable regulation in other jurisdictions, particularly those authorised under the EU
ESG Ratings Regulation. We note that, without a recognition or equivalence mechanism, global providers
may face duplicative compliance obligations, increasing costs and contributing to market fragmentation.

From a user perspective, divergent UK and EU disclosure framewaorks risk creating unnecessary complexity,
requiring users to reconcile multiple parallel disclosures for the same rating product rather than relying on
a single, consistent set of information. We also highlight a potential market-structure risk, whereby barriers
to cross-border provision could reduce the number of providers willing to seek UK authorisation, ultimately
limiting choice and competition to the detriment of users.

While we recognise that the establishment of equivalence arrangements is a matter for HM Treasury, we
encourage the FCA to clearly communicate to HM Treasury the market access and competition risks
identified through this consultation process, and to support outcomes that preserve continuity of access to
ESG ratings for UK market participants and avoid cliff-edge risks at implementation.
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Question 7: Are there any key minimum disclosures missing from the proposed list in Table 3? If so,
please specify which disclosures and why they should be included.

We stress the importance of being transparent about the limitations and potential biases inherent in ESG
rating methodologies. While Table 3 requires ESG ratings providers to explain the steps they take to
address material limitations as part of their product-level disclosure requirements, we believe this does not
go far enough. Users cannot meaningfully interpret a rating unless they understand what the limitations are
in the first place, whether these relate to data gaps, estimation techniques, the weighting of indicators, or
structural biases in the model’s design. FCA’s current wording is difficult to interpret and risks inconsistent
implementation across providers, which could leave users without the clarity they need. The requirement
to address material limitations only becomes meaningful when the limitations themselves are explicitly
disclosed. Without this, the disclosure is incomplete and may give a false sense of robustness.

We therefore recommend that the FCA require providers to set out, in clear terms, the methodological
constraints that may affect the accuracy, completeness or representativeness of a rating. This should
include where methodological choices could systematically bias outcomes, even if such choices are
justifiable. By making these limitations transparent, users would be better able to assess the reliability of a
rating, understand how far it can be relied upon in investment decision making, and compare
methodologies across providers. This transparency already appears in elements of the EU regime, and we
believe the UK should adopt a similar approach to ensure consistency and avoid confusion in cross border
use of ESG ratings.

We fully support the requirement for ESG rating providers to disclose details of any material challenge by a
notifiable person to the factual accuracy of any data informing an ESG rating, in cases when these have not
yet been resolved. However, it should be explicitly clarified that this disclosure is not only relevant to ESG
ratings being issued for the first time (i.e. first issuance of an ESG rating), but also relevant to subsequent
updates of ratings.

Chapter 4 — Governance and systems and controls
Question 11: Do you agree with the proposed approach to systems and controls?

Question 12: Do you agree with the proposed requirement to give rated entities and users notice of
material changes to a methodology? Should any other stakeholders also be given this notice?

We broadly agree with the FCA’s proposed approach to systems and controls, recognising the importance
of robust quality control processes in supporting the reliability and integrity of ESG ratings. In particular, we
support the requirement for periodic reviews of the ESG ratings process as a key safeguard to ensure
methodologies, data inputs and governance arrangements remain appropriate over time. However, we call
for the rules to explicitly require that the periodic review should take place at least annually, subject to the
exceptions already provided for within the proposed framework. Introducing an explicit expectation of a
minimum 12-month review cycle would help provide users with greater confidence that ESG ratings
methodologies and processes are being kept under regular scrutiny and minimum public disclosures remain
up to date. In addition, this requirement would align with the EU framework.

It is worth noting that there are downstream impacts of rating or methodology changes on authorised
funds and portfolios. Sudden changes, if not addressed immediately by the investment manager, may cause
funds to breach internal investment rules or regulatory constraints, potentially forcing asset managers to
execute trades they would not otherwise have made, with possible implications for consumer outcomes.
While we support advance notice of material changes, we believe the FCA should also consider the need for
sufficient time and flexibility for users to assess the materiality of changes and implement them in a
proportionate manner, taking into account how ratings are used in practice, particularly for retail facing
products.
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Chapter 5 — Conflicts of interest

Question 13: Do you agree with our proposed approach to conflicts of interest? If not, please specify
what you disagree with and why.

We broadly support the FCA’s proposed approach to conflicts of interest’s identification and management.
In addition, we believe that disclosure requirements of conflicts of interest should not be isolated from the
minimum public disclosures outlined in Table 2 of the consultation. Integrating these disclosures within the
main transparency documentation, rather than as a standalone item, would reduce administrative burden

on providers and ensure users will only have one document to review rather than multiple ones.

Chapter 8 — Authorisations

Question 22: Does the proposed perimeter guidance provide sufficient support to help firms understand
when FCA authorisation might be required? If not, what else should the guidance cover?

We generally agree that the proposed perimeter guidance offers a helpful foundation for firms seeking to
understand when FCA authorisation may be required. However, we note that certain aspects of the
guidance could be strengthened to improve consistency and comparability across providers. Specifically,
the explanation given in response to Q13 (“What does ‘likely to influence a decision to make a specified
investment’ mean?”) is considered too narrow, as it relies on limited examples and does not address
situations where ESG ratings are referenced in marketing materials (e.g. comparing ESG profile of a fund
against an index), sustainability reports, or internal portfolio management tools. The subjective nature of
‘likely to influence’ means that, without clearer standards, providers may interpret the requirement
differently, potentially leading to inconsistent application and undermining comparability for users.

To address this, we recommend that the FCA further clarify how ratings used in communications or
reporting should be treated under the perimeter guidance. By providing a broader range of examples and a
more explicit criteria, the FCA can ensure a more uniform approach across the sector, supporting both
transparency and effective oversight.

End.
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