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Financial Conduct Authority (FCA) or reflect the FCA'’s expectations. The ASG is an
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report are solely those of the ASG. Readers should seek their own independent advice
with respect to their compliance with the FCA’s Handbook rules and guidance.
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Chair’s
Introduction
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| was honoured to accept the FCA'’s invitation to chair
the Advisers' Sustainability Group (ASG).

Financial advisers sit at the critical junction between
the savings of millions of clients and the businesses
that convert that capital into long-term prosperity.
When advisers get sustainability right, they do more
than comply with regulation, they are aiming to
protect portfolios, deepen client relationships, and
unlock new commercial opportunities.

Clients are increasingly conscious of sustainability
risks and many want their investments to reflect their
values. Advisers who can have informed, confident
conversations about climate, nature, social issues, and
stewardship will differentiate themselves. It will help
them to build trust and long-term loyalty with clients
who value proactive, thoughtful advice.

The ASG was established by the FCA to help advisers
respond effectively to these challenges. The ASG is

an industry led group which is independent to and
separate from the FCA. The regulatory direction is
clear. The Sustainability Disclosure Requirements (SDR)
offer a consistent, outcomes-focused framework that
helps advisers identify credible sustainable investment
products and hold better-informed conversations with
clients about their options.

This report offers practical guidance to help integrate
sustainability efficiently into existing advice processes.
Guided by our Terms of Reference, it distils good-
practice insights and ready-to-use templates, explains
the key regulations, outlines steps to identify and act on
client preferences, and sets out training requirements
to ensure firms meet their obligations with confidence.

We have structured the report around each stage

of the advice process. This runs from discovery and
research to recommendations and ongoing review. It
is designed to make it as straightforward as possible
to apply, without adding unnecessary complexity to
existing processes.

Why does this matter now? Most financial plans
stretch into the 2030s and 2040s, the very decades
when scientists and actuaries expect climate and

biodiversity risks to materially affect asset values.
Advice given today can determine whether those
plans stay on track or are thrown off course. By
selecting asset managers that invest in forward-
looking, well-managed companies, or that engage
with them through stewardship, advisers help clients
manage long-term sustainability-related risks while
positioning them to benefit from the transition to

a more resilient economy. We believe that, where
sustainability risks are real and material, as the
evidence increasingly suggests, aligning good client
outcomes with broader resilience is not a trade-off. It
is prudent, long-term risk management.

In preparing this report, the ASG has been careful
not to claim, infer or assume that the FCA holds a
settled position on any matter unless that position
has already been made clear through regulation,
published guidance, or Dear CEO letter. Where open
questions remain, | am separately writing to the FCA
on behalf of the ASG to seek clarification — because
resolving those questions will be essential fo the long-
term adoption of our recommendations.

This report is the product of dozens of professionals
across advice, asset management, compliance, and
training. Together with my Deputy, Julia Dreblow,

| am deeply grateful to our Secretariat at PIMFA,
led by Maja Erceg; our four working group chairs

— Amy Clarke, Sophie Kennedy, Dan Russell, and
Gemma Woodward — and to every ASG member
and contributor, including our FCA counterparts,
Bethan Livesey and Louise Crossley. Their collective
insight has shaped a set of practical, proportionate,
and implementable recommendations — designed
to help advisers meet rising client expectations,
satisfy regulatory demands, and build more resilient,
successful businesses.

Daniel Godfrey,
Chair, Advisers' Sustainability
Group, June 2026
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Advisers' Sustainability
Group: Recommendations for

Financial Advisers and Firms

Disclaimer:

These recommendations are not regulatory expectations and do not form part of the regulatory framework.

They are provided by the ASG as voluntary suggestions for firms that wish to further embed sustainability

considerations within their processes.

ASG Recommendation 1: Ask every client about sustainability

preferences and values

We recommend it be standard
XK practice for advisers to identify
W clients' sustainability, ethical,
environmental, or social preferences
as part of regular financial advice, planning and
wealth management processes.

Not all clients will be interested, but advisers

will only know if they ask, and clients cannot

be expected to be aware of options. Asking
questions is necessary so that advisers can
properly consider clients’ personal objectives and
help them to make informed choices.

The Advisers' Sustainability Group (ASG)
recommends that advice firms include
sustainability preferences in the Know Your
Customer (KYC) process. Business processes
may need to be adapted to ensure suitable
options are available for interested clients, and
to maximise business benefits such as deeper
client relationships.

Chapter 2 sets out suggested business and
advice frameworks.

ASG Recommendation 2: Consider material sustainability risks

9 Advisers should recognise
that some sustainability risks
represent financial risks and

that some are likely to affect nearly

all clients. These risks could materially
harm clients' ability to achieve their financial
goals. Firms should integrate awareness and
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management of these sustainability risks into

their broader advisory and investment processes.

Chapter 1sets out a high-level overview of the
material financial risks to the financial system.

ASG Recommendation 3: Leverage SDR

Advisers are encouraged to
familiarise themselves with the
new Sustainability Disclosure
Requirements and investment labels
regime (SDR), which will increasingly help them
to identify, understand and explain sustainable
investment products.

SDR includes fund and entity level disclosures,
restrictions on the use of certain sustainability-
related terms, an anti-greenwashing rule and a
fund labelling regime.

Firms are reminded that the anti-greenwashing
rule is intended to ensure communication is
‘clear, fair, and not misleading’. It is not intended
to deter discussion of sustainability or of issues
such as climate change, which are likely to prove
of interest to clients.

In Chapter 1we look at how SDR applies to
financial advice. SDR is set out in chapter 3-5 of
the ESG sourcebook in the FCA Handbook.

ASG Recommendation 4: Address sustainability-related training requirements

The ASG recommends that

CPD training on sustainability,

sustainable and ethical
investment and relevant regulatory
developments be integrated throughout the
retail investment advice chain, including advisers,
planners, wealth managers, paraplanners, senior
executives, service providers and compliance
professionals.

Building competency and confidence in
sustainability requires updating knowledge and
skills. Advisers and firms should invest in training to
ensure they understand key sustainability concepts

and complexities, how to identify and respond

to client preferences, the range of relevant
investment strategies, evolving regulatory
requirements and market developments. This
report explores core knowledge areas for
training purposes, highlighting the diversity of
strategies and some of the nuances that are
integral to understanding this area. By improving
competence, advisers will be able to approach
sustainability conversations with confidence and in
many cases deepen their client relationships.

Chapter 3 sets out a suggested training and CPD
framework.
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About this Report

The UK Government has clearly set out its ambition
for the UK to lead in sustainable finance, driving
investments toward a more resilient, net-zero
economy. To achieve this goal, significant policy
frameworks, including the FCA's Sustainability
Disclosure Requirements (SDR) and the related
investment labelling regime, have emerged and
continue to be developed to provide practical tools
that help investors make informed decisions.

This report is designed to support financial advisers,
planners, wealth managers and firms in understanding
and navigating these, and related, developments.

Our aim is to equip advisers, planners and wealth
management firms (sometimes collectively referred
to here as ‘advisers’) with good-practice business
and advice frameworks so that they can integrate
sustainability into their existing processes or
improve them. This includes guidance for firm-
level proposition development and a framework

designed to enhance advice processes. Thereis
also a recommended training framework for those
responsible for designing and delivering CPD for
advisers and wealth managers. All are designed
to enhance business practices and help advice
professionals to deliver suitable solutions that are
aligned with clients’ sustainability preferences and
their financial objectives.

In developing this guidance, we have considered
valuable insights from sources such as the FCA’s 2024
Financial Lives Survey, which underscores strong
client interest in sustainability issues.

This report acknowledges the challenges advisers
face in guiding clients through sustainable investing
options, the opportunities available to deepen client
engagement and enhance business resilience - and
that client needs vary.

Key themes include why the ASG believes advisers
should proactively identify and respond to client
sustainability preferences while recognising that
some sustainability risks are likely to affect almost all

This report has been published by the Advisers’ Sustainability Group (ASG) and is for general informational purposes only. It
does not constitute guidance issued by the Financial Conduct Authority (FCA) or reflect the FCA'’s expectations. The ASG is an
industry-led group which is separate from the FCA and the views contained in the report are solely those of the ASG. Readers
should seek their own independent advice with respect to their compliance with the FCA’s Handbook rules and guidance.

8 | Sustainability in Practice: Guidance for Advisers and Trainers

clients, regardless of their expressed preferences.
The report emphasises the need for clear, fair,
and not misleading communication, cautioning
advisers neither to overstate nor understate the
impact individual investments may have on wider
sustainability outcomes.

Additionally, we highlight relevant insights from
recent actuarial research, that reinforce the
critical importance of intermediaries addressing
sustainability risks given the long-term horizons of
many financial plans. We recognise that whilst no

Some key terms:

ESG - stands for ‘environmental, social

and governance’ and normally refers to the
integration of these risks into investment
decision making. The term ‘ESG investing’ is
used in different ways but typically refers to
strategies with a focus on material ESG risks.

Ethical investment - investment strategies
which align to published values or ethical
concerns, which typically include environmental
and social issues. Strategies often focus on
excluding activities that conflict with certain
values: such as armaments' and tobacco.

Responsible investment/stewardship -
the responsible allocation, management
and oversight of capital to create long-
term value for clients and beneficiaries,
which leads to sustainable benefits for the

adviser or investor can solve these global challenges
alone, our collective choices can positively influence
overall outcomes.

Ultimately, the core message of this report is clear:
sustainability matters to clients and their financial
futures, making it essential for intermediaries to
integrate these considerations effectively into their
business processes, advice practices

and training programmes.

economy, the environment and society
(Source: Financial Reporting Council, UK
Stewardship Code 2020)

Sustainable investment/investing - the
alignment of an investment strategy to
forward looking, positive environmental and/
or social sustainability objectives alongside
financial goals. Assets are selected based on
the products or services they offer and/or
other sustainability attributes. (Source: BSI
PAS 7342.)

NOTES: These strategies are not mutually
exclusive. Issues and approaches commonly
overlap and some issues, for example climate
change, may feature in all groups. In addition,
opinions vary.

See Appendix 1for a more extensive Glossary.
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Chapter]

Foundations for success

Chapter 1 explores four areas: client and public research, sustainability issues, relevant regulation, and
investment options - all of which are central to successfully bringing sustainable investment into financial
advice and wealth management business propositions.

We explore a range of topics including common myths, misconceptions and possible knowledge gaps - with
the aim of demonstrating why sustainable, responsible and ethical options are far more than simply a business
opportunity.

This chapter is intended to be read as foundational knowledge that supports the frameworks introduced in
chapters 2 and 3 - enabling firms to develop their client propositions in this area.

Figure 1 Essential Knowledge

Public attitudes to sustainability

Financial Lives Survey 2024
DESNZ & other sources

Sustainability issues and why they
matter to investors

SDRin practice

Why is Consumer Duty relevant? *  Why sustainability issues matter in finance

Mapping approaches + Investment responses to sustainability risks
Understanding sustainable related strategies
and options

Sustainability product options

Sustainability Disclosure Requirements
(SDR) and investment labels

What are the four sustainability labels?
SDR labels and naming and marketing rules

SDR change advisers will notice

Report of the Advisers’ Sustainability Group | 11



1.1 Public attitudes to sustainability

Market research from a range of sources has indicated significant public concern about environmental and
social issues for many years.

We explore some of the most recent research below. Some of the findings, including the most recent FCA
Financial Lives Survey 2024, indicate slightly lower interest than when previous surveys were conducted, but
they still indicate that interest among consumers remains high.

This points to the possibility of there being a significant advice or information gap when compared with
Investment Association research' that stated the proportion of UK investor funds under management invested
in responsible and sustainable funds (both institutional and retail) was 7% in Q12025.

FCA Financial Lives Survey 2024 Department for Energy Security and Net Zero research

The FCA Financial Lives survey 2024,%2 explores a range of attitudes to sustainable and responsible
investment. Findings include the following:

N E T o The UK government Department for Energy Security and Net Zero
(DESNZ) research into (UK) public attitudes® also shows significant

727% Pf adults who already 9 ® Only 7% of respondents Z E R O concern for climate change. The following results are from their
had investments (or expressed disagreement Winter 2024 research:

membership of a DC with any of the positive
scheme) wanted to ‘do some statements to the left...
good as well as provide a

financial return’. @ ®

indicated interest in investing in sharp contrast with the 93% of V
positively to ‘protect the people who were either ‘neutral’
environment’ or ‘slightly’ or ‘strongly’ across
- : o the range of positive investment D 8°
|nd|igfed |nTe|r§sT N :ovmg d options presented by the FCA. 4 3 /0
positive social impac (The corresponding figure was . 800/ ‘

(-]

95% in 2022)
indicated interest in ‘investing

in companies with strong of respondents said they of respondents said it of respondents said they
governance practices’ The two most were ‘very’ or ‘fairly’ is ‘overall important’ to believed the UK is a global

commonly cited ‘concerned’ about them that the UK'is a leader in tackling climate

i reasons why people climate change. global leader in tackling change.

6 Oy of adults with did not invest responsibly climate change.
76 /o any investments were ‘having too little

(or membership
of a DC pension scheme) thought
it was important to be asked if

money’ (22%) and ‘not
knowing enough to invest

ibly’ (21%).
they wished to invest responsibly. responsibly” (21%)

\_ /

'IA Retail Stats Release 3 DESNZ research into UK public attitudes
2 ECA Financial Lives 2024 Survey
12 | Sustainability in Practice: Guidance for Advisers and Trainers Report of the Advisers’ Sustainability Group |13
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Figure 1.2: Concern about climate change (% based on all people),
Autumn 2021 to Winter 2024
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Significant increase/decrease from preceding wave on chart

Additional DESNZ research.

4 N

Office for National Statistics research

' e Taking a different perspective, the Office for National Statistics* (ONS)
found that:

4%
‘only 47 of adults thought the UK was “well prepared” for hotter summers’,
in 2023 - the year after the UK’s 2022 summer heatwave.

UKSIF

1

80%

More than of voters
for the UK’s largest political
parties have a favourable
view of sustainable

12/

85%

of respondents
want companies to
take better care of the
environment

A report from UK Sustainable Investment and Finance Association (UKSIF) published in October
2024 - ‘How to talk to your clients about sustainability™ , pointed to UK retail investors’ concerns
about climate change and support for sustainable investment. Their findings included:

13/

9%

of respondents want
to see some form of
government backing for
ESG considerations.

\_ )

Research such as this can only ever be viewed

as indicative as real world situations are often
complicated and client circumstances vary. However,
it is clear that public concern about sustainability
issues, most notably climate change, are significant

- and that making assumptions based on age, sex,

health or wealth should be avoided. Additional care
should also be taken to ensure the views of vulnerable
clients are not ignored, as they may be a significant
proportion of any of the groups above.

Advisers are reminded that flows are cyclical and driven by many factors, including, for example,
appetite for equities and shifting sector preferences.

14 | Sustainability in Practice: Guidance for Advisers and Trainers ) o
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1.2 Sustainability issues
and why they matter to
investors

This section provides an overview of sustainability issues
and concepts. Whilst investors face many different
risks, understanding these risks can help explain why
sustainable and responsible investment matters.

Some investors view sustainability not as a separate
category of investing — but as a lens through which
many major financial risks and opportunities can be
assessed. Such risks are often referred to as being
systemic, because of their significance. We explore
systemic risk further in Appendix 3.

Although sustainability factors are not the only
contributors to performance, poor management can
lead to under performance and missed opportunities.
Assessing the real world benefit of evaluating such
issues is not however straightforward, especially when
investment are made through funds and portfolios

5 UKSIF: How to Talk to Your Clients About Sustainability
¢ Global Sustainable Investment Alliance Bi-Annual Review
7L SEG Investing in the Green Economy 2025

that mostly invest in secondary equity and bond
markets.

While any individual investor only has a small part

to play in effecting change, collectively, investors
matter. Individual investor assets are a significant
part of the investment universe, whether through
ISAs or through other arrangements such as pension
schemes. Alongside others, their preferences matter.

The Global Sustainable Investment Alliance ’sé
bi-annual review, published in 2023, found that
sustainable investment assets had reached over
$30 trillion globally.

Focused more specifically on environmental issues,
LSEG valued the green economy’ at US$7.9
trillion, stating that it accounted for 8.6% of the
listed equities market in Q12025.
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https://www.gsi-alliance.org/members-resources/
https://www.lseg.com/en/insights/investing-in-the-green-economy-2025-navigating-volatility-and-disruptions?utm_campaign=3003333_Social%20UTM%20-%20SFI&elqCampaignId=24414&utm_source=LinkedIn&utm_medium=Organic%20Social&utm_content=&utm_term=Investing%20in%20the%20green%20economy&referredBy=
https://www.ons.gov.uk/economy/environmentalaccounts/articles/climatechangeinsightsuk/august2023
https://www.ons.gov.uk/economy/environmentalaccounts/articles/climatechangeinsightsuk/august2023
https://uksif.org/how-to-talk-to-your-clients-about-sustainability
https://uksif.org/how-to-talk-to-your-clients-about-sustainability/
https://www.gsi-alliance.org/members-resources/
https://www.lseg.com/en/insights/investing-in-the-green-economy-2025-navigating-volatility-and-disruptions?utm_campaign=3003333_Social%20UTM%20-%20SFI&elqCampaignId=24414&utm_source=LinkedIn&utm_medium=Organic%20Social&utm_content=&utm_term=Investing%20in%20the%20green%20economy&referredBy=

A
N
1.2.1 Why sustainability issues matter in finance Opportunities in the Net-Zero and Resilience Transition
Sustainability issues are increasingly important drivers of risk, return, and long-term value. This is why there The transition to a more sustainable economy also presents significant growth opportunities. Investment in
has been an increased focus on understanding sustainability risks and opportunities in recent years. clean energy, energy efficiency, circular economy models, and climate adaptation is accelerating.

The International Energy Agency (IEA)" forecasts that clean energy investment will reach $2 trillion annually
by 2030, creating jobs, innovation, and long-term growth. Advisers who help clients access these opportunities
may be able to enhance returns while supporting the transition to a more resilient economy.

Climate Change is a Material Financial Risk

The accelerating frequency and severity of climate-related events — including floods, wildfires, and extreme
heat — are already imposing significant direct costs. With headlines such as '2025 marks sixth year insured

natural catastrophe losses exceed USD 100 billion', according to the Swiss Re Institute.® But beyond physical 1.2.2 Investment responses to susi'ainabilii'y risks
damage, climate change disrupts food production, global supply chains, and regional stability, undermining
economic growth and asset valuations. Understanding and managing risk is an essential part of any investment strategy and, therefore vital for

intermediaries to understand. Common areas of sustainability-related risk analysis include:
According to the Institute and Faculty of Actuaries’ (IFoA) January 2025 report, “Planetary Solvency™ (p.13),
under current policy trajectories, the global economy is projected to contract by 15% of GDP by 2050. Such + Stranded asset risk - Risks associated with assets becoming obsolete or unviable as market conditions
a loss would have devastating implications for financial markets, retirement security, and clients’ future change, for example fossil fuel reserves.
standards of living.

Physical risk - Risks relating to extreme weather events or natural disasters, such as damage to property.
Nature Loss and Environmental Degradation
+ Transitionrisk - Risks associated with holding assets that will be significantly impacted by regulatory and

Healthy ecosystems underpin food, water, and air security — and therefore, economic resilience. Degraded other changes as we transition to a cleaner economy, for example polluting vehicles and machinery.

environments lead to weaker agricultural yields, declining fisheries, water scarcity, and reduced natural
protection against extreme weather. These effects ripple across sectors, raising costs, depressing profits, and
leaving companies more vulnerable to disruption.

Identifying growth opportunities is also central to investment success, as many of these relate to how the world
is changing and the challenges we now and will face.

The World Economic Forum’s Global Risks Report 2024 ranked biodiversity loss and ecosystem collapse
as one of the top five global risks by impact over the next decade. As ecosystems deteriorate, insurers face
greater liabilities, supply chains face greater volatility, and investors face higher transition risks as assets
become stranded or devalued.

Environmental, social and governance risks are interlinked

Poor governance and social inequality also pose serious financial risks. Weak labour rights, poor diversity and
inclusion, or community dislocation can damage brand value, lower productivity, and invite regulatory scrutiny.

Regions under climate stress often experience greater conflict, displacement, and political instability. These
outcomes not only challenge business operations but also pose macroeconomic risks that are hard to diversify away.

8 Swiss Re Institute ' The International Energy Agency (IEA)
? Institute and Faculty of Actuaries (IFoA) ‘Planetary Solvency - finding our balance with nature’
'© The World Economic Forum: The Global Risk Report 2024
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1.2.3 Understanding sustainable related strategies and options

Sustainable investment strategies typically aim to help deliver positive real-world sustainability outcomes or
impacts alongside financial returns.

In order to understand a fund or portfolio’s strategy an adviser, planner or fund selector must first identify
what a fund or strategy is designed to do. The issues and approaches described in the policy will explain this
in detail. Funds that are in scope of SDR will summarise this in client-friendly two-page Consumer Facing
Disclosures (CFDs).

The British Standards Institution defines sustainable investments as typically having ‘policies or strategies that
align to forward-looking environmental and/or social sustainability objectives alongside financial goals, where
assets are selected based on the products or services they offer and/or other sustainability attributes. (Source:
BSI PAS 7342).

Related strategies that can also be employed to integrate sustainability risks or client preferences into
investments include:

* Ethical funds: The first retail funds designed to meet the needs of clients who had additional objectives
- as they wanted to reflect their personal preferences in their investment strategies - were called ethical
funds. These funds focused on a range of environmental, social and values-based issues. The first retail UK
ethical (unit trust, life and pension) funds were launched in 1984. Many funds continue to be referred to as
‘ethical’ today, although the term now largely refers to funds with primarily negative screens that have a
significant emphasis on personal values (e.g. avoiding armaments, tobacco, gambling, animal testing and
pornography).

* ESGintegration: ESG is a commonly used term which stands for ‘environmental’, ‘social’ and ‘governance’.
It is typically used to describe (often data led) investment risk mitigation strategies. Integrating ESG into
investment analysis is now almost universal because of its relevance to financial returns, often referred to
as ‘materiality’.

* Responsible ownership/stewardship: This is an important component of many sustainable (and
similar) fund and portfolio strategies and may apply to all of a fund management company'’s
assets. These terms describe the relationship between asset owners and managers and the
assets they hold. The PRI describes stewardship as “the use of investor rights and influence to
protect and enhance overall long-term value for clients and beneficiaries, including the common
economic, social and environmental assets on which their interests depend.” See glossary in
Appendix 1.
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1.2.4 Sustainability product options

Sustainable, responsible, ethical fund and portfolio strategies are investments. They aim to deliver financial
returns, as investors must be rewarded. However, unlike other options, they go beyond simple short-term profit
and focus on issues others may overlook or pay little attention to.

Sustainable funds are sometimes referred to as having ‘dual objectives’ because they have both
sustainability and financial objectives.

What makes sustainable investments different?

What makes these options different from other investment options is their ‘sustainable, responsible and
or ethical policies’ - which are a combination of the ‘issues’ the product or service considers, and the
‘approach(es)’ applied to those issues.

4 )

A sustainable, responsible or ethical fund, product’s or service’s ‘policies’ are different from its
‘strategy’. ‘Policies’ describe sustainability (and other ESG) attributes.
‘Strategies’ comprise sustainability attributes and financial objectives.

Information on the issues and approaches are normally available in a fund'’s sustainability (or ethical) policy
information, which should include, or direct readers to, relevant stewardship information. This information
may also be found in the fund prospectus.

Strategies vary and are often complex and nuanced as a result of real-world situations and challenges, diverse

opportunities and differences in opinions and preferences. Management processes, resources and governance
also vary.
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Issues

Sustainable, responsible, and ethical options usually focus on environmental, social, governance, and or ethical
issues, which often overlap in practice.

Example issues include:

Environmental

Climate change

Biodiversity/nature loss/regeneration
Pollution of land, sea and/or air
Management of natural resources
Mining

Deforestation - particularly illegal
Circular economy and waste

Social

Human rights

Labour/ employment standards
Diversity, equity and inclusion
Housing

Health

Basic necessities, e.g. food and water
Supply chains

Modern slavery

Education and wellbeing

Impacts of environmental issues on people.
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Armaments

Tobacco and related products
Gambling

Alcohol

Animal testing

Pornography

Civilian firearms

E Governance

R E—

Management of environmental and social
investee asset risks and/or opportunities
Board structure and behaviour

Bribery and corruption

Remuneration and executive pay

Cyber security

Issues may be described in many different ways, for example, as a list of policies or as themes, with
corresponding criteria. They may also be mapped to a methodology such as the UN Sustainable Development
Goals, Planetary Boundaries, the Paris Climate Change Agreement or a named benchmark.

Most of the above issues also have multiple sub-issues which a strategy may or may not focus on. For example,
when considering the armaments industry, a strategy may consider one or more of the following: controversial
weapons, conventional weapons systems, suppliers of products (some or any) to the defence industry, or when

considering biodiversity, a manager may focus on deforestation, oceans, farming practices or rewilding.

Approaches
Investors can respond to these issues in a number of different ways.

Companies use different terms to describe these; however, the component parts of any strategy will include
one or more of the following:

* Exclusions - the exclusion of assets because of their sustainability, ESG or ethical attributes.

* Positive screening - the inclusion of assets because of their sustainability, ESG or ethical attributes.

* Stewardship - the employment of stewardship strategies, such as dialogue and voting, with the purpose of
improving investor outcomes

The ways issues and approaches are brought together vary significantly giving us today’s diverse landscape.

4 )

Some issues are more commonly considered than others. For example, most sustainable and
ethical funds consider climate change and human rights.

Core approaches. Most sustainable options aim to help deliver a more sustainable future, and
therefore have 'positive’ asset selection policies. Strategies also typically exclude producers of
harmful products and services - such as tfobacco companies. 'Exclusions' bring valuable clarity for
clients. Note - SDR requires sustainable funds to have positive sustainability objectives.

Most fund managers (whether sustainable or not) consider ESG risks as some are regarded as
material. Many also have companywide stewardship strategies. Strategies vary considerably.
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Policies - diverse by design

The range of fund and portfolio options available today reflects the diverse needs and preferences of clients,
different risks and opportunities and the inherent complexities of the real world.

As a result, in practice, investment strategies are often complex and multifaceted, as most assets have both
positive and negative characteristics. Furthermore, companies can evolve, and there is almost always room for
improvement, which is why stewardship policies matter. As a result, policies outlining sustainability strategies
are often lengthy, sometimes spanning many pages.

The diverse range of options makes it important for advisers, planners and investment selectors to
understand both investment policies and client preferences, as a strategy that suits one client may be entirely
inappropriate for another.

Sustainable investment policies - common attributes

Sustainable investment fund and portfolio strategies vary but are typically forward-looking, focused on what
an asset does or makes, and how it can contribute to the delivery of medium to longer-term environmental
and/or social benefits and a more sustainable future (‘outcomes’).

This means that, unlike many ESG options, funds that focus on sustainability pay significant attention to what a
company (or other asset) does or makes.

As such, companies which make products that are inherently unsustainable or harmful are typically excluded
from funds with significant sustainability strategies, as well as from many ethical options.

Many sustainable options combine exclusions, positive asset selection and stewardship activity, as the real
world is complicated. Intermediaries are reminded that no company is perfect.

Strategies vary because both client and investment professionals’ opinions and objectives vary.

A strategy may focus on a single sector or many different, often interconnected issues.
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Policies may be described quantitatively (e.g. ‘the fund invests over 50% of its assets in green/
blue bonds, or social housing’) or qualitatively (e.g. ‘the fund invests in companies that have
responsible palm oil policies and excludes companies that are involved in illegal deforestation’) or
by a combination of both.

This may involve reference to a model such as the UN Sustainable Development Goals (SDG's), or
the Paris Climate Agreement.

1.3 Sustainability Disclosure Requirements (SDR) and
investment labels

This section provides a brief introduction to the FCA’s Sustainability Disclosure Requirements (SDR) and
investment labels regime. See FCA SDR publication (PS23-16).

The rules described below apply to funds which are in scope of SDR. Funds that are not domiciled in the UK,
and portfolios are not in scope.

SDR comprises six new sets of rules:

1.  The anti-greenwashing rule, in the FCA’s Environmental, Social and Governance (ESG) Sourcebook
(ESG 4.3.1R), requires firms to ensure that any reference to the sustainability characteristics of a product
or service is consistent with the sustainability characteristics of the product or service, and is fair, clear
and not misleading. The FCA'’s ‘Finalised non-handbook guidance on the anti-greenwashing rule’,
(FEG24/3), explains further and gives examples. It provides a useful summary stating that sustainability
references should be ‘correct, clear, complete and able to be compared. The anti-greenwashing rule
applies to all regulated entities.

2. Labels. From July 2024, in-scope funds that intentionally focus on positive environmental and/or
social outcomes can choose to adopt one of four sustainability labels, subject to certain disclosure
requirements.

3. Naming and Marketing rules aim to ensure sustainability related terms are used accurately. Only funds that
have adopted a Sustainability Impact label can use the term 'Impact’ in its name and only funds that have
adopted any of the labels can use the terms 'Sustainable' or 'Sustainability' in their name. Other sustainability-
related terms (e.g. responsible, environmental) must be used accurately in fund names and marketing.
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4, Consumer facing information. Managers of labelled funds, and unlabelled funds that use sustainability-
related terms in their naming and marketing, must publish a two-page client-friendly summary of the
fund’s sustainability strategy. These ‘Consumer Facing Disclosures' (CFDs) have prescribed content.
Additional annual reporting is also now required.

5. Detailed information. Detailed pre-contractual sustainability information must be available - typically
in a fund’s prospectus. Additional comprehensive fund and fund management entity level disclosures will
also be required from late 2025 and 2026.

6. Requirements for distributors. Distributors, including platforms and advisers, are required to communicate
the labels and consumer-facing disclosures for both labelled products and products using sustainability-
related terms without a label using the channel that they would ordinarily use to communicate to their
customers if they do not use websites mobile apps or another digital medium. They must also provide a
notice on overseas products explaining that those products are not subject to the SDR.

1.3.1 What are the four sustainability labels?

In-scope funds may choose to use one of the

following four labels, subject to label-specific Sustainability Sustainability
criteria: Impact™ Focusm™

Sustainability Focus - focused funds are
expected to invest in assets that are ‘already
sustainable’. They are required to publish

‘robust evidence-based standards that are an
absolute measure of environmental and or social
sustainability’ in order to prove this.

Sustainability
Improvers ™

Sustainability
Mixed Goals™

Sustainability Improvers - improver funds are expected to invest in assets that have the potential to improve
their environmental and/or social standards over a specific period of time. Improver funds will focus more on
stewardship activity than other labels. An asset’s path to improvement must be credible.

Sustainability Impact - impact funds will have a pre-defined focus on the delivery of positive, measurable
environmental and/or social outcomes. These funds must also publish a ‘theory of change’ that describes
how the product (e.g. fund) and/or its assets will deliver positive impacts, using a robust measurement

methodology.

Sustainability Mixed Goals - mixed goals funds may combine two or more of the above approaches.
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1.3.2 SDR labels and naming and marketing rules

Fund labelling is a high-profile area because of its importance as labels may increasingly become the first
sustainability information a client sees.

Labelling basics

The regime is principles-based but all labelled funds must aim to deliver positive environmental or social
(sustainability) outcomes.

Labelling does not yet apply to all product types - for example, overseas funds, pension funds and
portfolios are currently out of scope.

Labelling is optional, but only ‘in scope’ (UK domiciled) funds can choose to use a label.

Strategies may vary. SDR does not dictate sustainability strategies. A fund can focus on a single
environmental or social issue, or all sustainability issues.

The fund manager is responsible for the strategy irrespective of whether their processes are proprietary
or aligned to an external service or index.

SDR labels are not ‘approved’ by the FCA, however amendments to pre-contractual fund disclosures -
typically in a prospectus - normally require FCA approval.

Labelled funds and unlabelled funds using sustainability related terms must produce a CFD.

At least 70% of a labelled fund’s assets must align with the fund'’s objectives.

A labelled fund may hold assets that are not invested in accordance with the sustainability objective,
provided those assets do not have attributes that conflict with the objective.

Naming and Marketing basics

Only labelled funds may use the terms 'sustainable’, 'sustainability' or 'impact’ in their names - and specifically,
only impact labelled funds can use the word 'impact' in their name.

These terms can be used elsewhere when not referring to sustainability characteristics (i.e. financial impact) or
when making short, factual, non-promotional statements.

Unlabelled funds can use other sustainability-related terms in their marketing if the fund promotes its
sustainability characteristics, such as ‘responsible’, ‘ESG integration’, ‘ESG index-tracking strategies’, so long as
firms produce the same pre-contractual and consumer-facing disclosures together with the detailed product
level reports as is required for a labelled product. Firms must also produce and prominently publish a statement
to clarify that the product does not have a label and the reasons why.

More widely, any fund can make short factual statements about sustainability related topics provided the
wording is not of a promotional nature, for example to direct clients to a ‘sustainability report’.

Funds may also use terms such as ‘responsible’ when the context is not intended to refer to sustainability

attributes, for example, the fund management team are ‘responsible’ for managing funds, or we aim to
‘sustain’ our dividend payments.
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1.3.3 SDR change advisers will notice 1.4 SDR in practice

SDR has a range of profound implications for advisers and wealth managers as the sustainable, responsible,
ESG and ethical investment markets are changing, and may continue to evolve for some time. It will
increasingly help intermediaries to find relevant and suitable options.

SDR is relevant to all in scope funds which makes claims about sustainability - environment and/or social issues,
which in many instances will include ethical funds. Page 47 of the SDR Policy Statement discusses the relevance
of SDR naming and marketing rules.

Changes advisers are likely to notice today include:

) . . o 1.4.1 Why is Consumer Duty relevant?

* Greater focus on greenwashing. All FCA authorised firms are now required to ensure sustainability-
related communications are 'fair, clear and not misleading' - under the new anti-greenwashing rule. All
regulated firms should have reviewed literature that makes environmental or social claims by now. Firms

should consider the completeness of information, how clients might draw conclusions from images used in concern about climate change (as indicated in DESNZ research), high investor interest in sustainable and

communications and the accessibility of additional explanatory information. The FCA'’s Guidance FG24/3 responsible investment, and widespread interest in ‘doing some good while making money’ (FCA Financial Lives
explains further. Other areas of SDR complement this aim. Survey 2024)

It is the ASG’s belief that Consumer Duty points to why firms offering financial advice might reasonably be
expected to embed sustainability into business strategies and advice processes, given the level of public

* Additional fund disclosures. Labelled funds and unlabelled funds that use sustainability related terms in
their naming and marketing must now produce consumer facing disclosures. (Funds that only make brief
factual references about this area do not need to produce CFDs). Ongoing annual product-level disclosures
describing product policy, strategy and any relevant metrics will also be required. Entity-level disclosures
are also gradually coming into force.

Consumer Duty does not explicitly state the need to discuss sustainability with clients. The FCA'’s Final non-
Handbook Guidance for firms on the Consumer Duty (FG22/5, Page 4) states: “Firms should embed a focus
of acting to deliver good outcomes in each of their business functions and put customer interests at the heart
of their business model and culture. This ranges from high-level strategic planning to individual customer
interactions, as well as product and service development, sales and servicing, distribution, support, and risk
and control function.” Based on this guidance the ASG believes that Consumer Duty is a helpful lens through

* Agreater focus on intentionality. There is now a greater regulatory focus on whether or not an which to consider a client's sustainability preferences.

investment ‘intentionally’ aims to help deliver positive real-world sustainability outcomes. Labelled funds
are required to aim to help deliver positive outcomes. Funds that focus primarily on responsible investment
activities and ESG integration are therefore less likely to adopt a label and may choose to restrict
sustainability communications to ‘short, factual statements’ which do not require additional disclosures.

* Fund renaming and closures. Many funds have changed names, merged or closed since SDR
implementation began.

Chapter 2 sets out the specific information advisers must now share. See 2.2.1 Step 4
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1.4.2 Mapping approaches

This section includes a useful graphic from the FCA Policy Statement on SDR (FCA PS 23/16) mapping different
fund approaches to the labelling regime

It differentiates between fund ‘Characteristics’ (i.e. not likely to be suited to labelling) and ‘Outcomes’ (suited
to labelling). The vertical red line indicates the difference between labelled and unlabelled options. The graphic
is a useful starting point for exploring core sustainability approaches in practice, which are shown in the
horizontal grey bars (explained in the table below).

4 )

Sustainability characteristics Positive sustainability outcomes

Sustainability objective/must meet other
qualifying criteria to use a label

MNo sustainability objective/do not meet qualifying
criteria or choose not to use a label

No Risk Values Opportunities Sustainability | Sustainability Sustainability
consideration management Focus Improvers Impact

of sustainability
factors

Sustanability Mixed Goals

Possible investment approaches...

Impact investing

Thematic selection
|
Positive/best-in-class screening
|
MNegative/norms-based screening
|
ESG integration
|
Stewardship
|

Common exclusions

Products in this zone have a stated intention
to achieve positive sustainability outcomes
(a sustainability objective). Provided that
they meet the qualifying criteria for a label,
these products may use 'sustanable’ in their
product names —and ‘impact’ in the case of
Sustainability Impact products — and must
produce associated disclosures.

Products in this zone have some sustainability characteristics. These
products may use sustanability-related terms in their names - other
than 'sustainable’ (or similar) or impact’ provided they do not do so
in a misleading way and meet other requirements set out in the rules,
including that the firm make consumer-facing disclosures

Introduction to the approaches described in SDR

ASG 'explainer' of approaches

Note: These approaches may be ‘stand-alone’, or combinedina
variety of different ways

Common exclusions

The screening out or avoidance of assets. Exclusions may apply

to a sector, product, behaviour or characteristic. For example,
tobacco companies, armaments manufacturers, fossil fuel majors,
assets with poor social policies or assets below a certain rating or
score. Exclusions vary and are common across many strategies.

Responsible ownership activity such as engagement, voting and
capital allocation aimed at encouraging investee assets to adopt

Si'ewardshlp higher sustainability standards, for the benefit of investors. This is
commonly applied to a wide range of options.
The consideration of environmental, social, and governance factors
ESG in-l'egrq'l'ion typically falls within an investment risk management process or

framework. This is common across many investment types.

Negative / norms-based
screening

The exclusion of assets involved in a named harmful activity, or

in breach of an international standard, or norm, such as the UN
Global Compact. Some screens are common. Others apply mostly
to sustainable or ethical funds.

Positive / best in class
screening

The selection of assets in line with defined positive or beneficial
environmental or social leadership characteristics or qualities,
which may be absolute or with reference to a peer group.

The selection of assets with specific attributes. Themes may relate

- J

Figure 4.1.1: SDR PS23/16
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Thematic selection to one or more natural resource, or sustainability solution - such as
water, renewable energy, clean transport, or health.
Investment strategies that are designed to deliver specific,
I ti ti measurable, real-world social or environmental benefits - either
mpactinvesting directly (‘investor contribution’) or indirectly through investment in

assets that are delivering positive impacts.
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Deepening your core knowledge - recommendations from the Advisers'
Sustainability Group

Understanding the key concepts and how these strategies work in practice is central o operating confidently in this
area. The Advisers' Sustainability Group believes the following information to be central to success in this area.

/

\

Transition/transition planning

‘Transitioning’ refers to the process of moving towards more sustainable business practices and
behaviours - which is now a major area of focus.

To be effective a transition, and transition planning, must consider both environmental and social
factors as these are often interdependent. Relevant developments in UK financial markets include:

Key sustainability concepts

Some of the key concepts include:
Sustainability

The term ‘sustainable investment’ is derived from the 1987 United Nations Brundtland Commission
which describes sustainable development as ‘meeting the needs of the present without
compromising the ability of future generations to meet their own needs’.

* The Institute and Faculty of Actuaries, scientists and others, warn that many current business
practices are unsustainable and risk catastrophic outcomes for investors and society.
The UN Sustainable Development Goals (SDGs) provide widely used reference points, that split
sustainability topics into 17 groups.
Moving tfowards a ‘circular economy’ is a common aim - where waste, pollution and negative
environmental impacts are eliminated as products are designed to be reused, repaired and
recycled.

Science based approaches
Investors are increasingly being urged to focus on scientific data (eg climate science) rather than

conventional financial modelling in order to better manage financial risks, and in so doing contribute
to the management of some social risks. Common frameworks include:

.

In June 2025 the UK government launched a consultation on (corporate) Transition Planning.
Producing transition plans is currently voluntary.
In January 2026 the FCA consulted on the adoption of UK SRS by listed companies. This
consultation also included proposals to increase transparency of transition plans, whereby
issuers would be required to explain whether they have disclosed a transition plan or state why
they have not done so.
In February 2026 the UK government published its final Sustainability Reporting Standards
frameworks (UK SRS STand UK SRS S2). S1focuses on general sustainability related financial
disclosures. S2 focuses on climate related financial disclosures. https://www.gov.uk/
government/publications/uk-sustainability-reporting-standards-uk-srs-sl-and-uk-srs-s2

o These standards are in line with IFRS international reporting standards (previously ISSB).
The FCA welcomed the Transition Plan Taskforce framework (2023)._https://www.fca.org.uk/
news/news-stories/fca-welcomes-launch-transition-plan-taskforce-disclosure-framework

The role of retail sustainable fund managers is to translate information of this kind into strategies
suited to individual investor needs.

Practical Tips from the Advisers’ Sustainability Group

.

Paris Alignment originating from the UN Climate Change Conference (COP21) in Paris, it is
centred around the goal to hold “the increase in the global average temperature to well below
2°C above pre-industrial levels” and pursue efforts “to limit the temperature increase to 1.5°C
above pre-industrial levels.” A central feature of Paris Aligned funds is a focus on reducing
portfolio emissions by 7% p.a. in order to support this goal. https://unfccc.int/process-and-
meetings/the-paris-agreement

Science-based targets - a leading proponent of setting science-based targets is the Science
Based Targets Initiative (SBTi). https://sciencebasedtargets.org/

Planetary Boundaries - a useful representation of nine critical sustainability issues published by
the Stockholm Resilience Centre. https://www.stockholmresilience.org/

The Institute and Faculty of Actuaries has published several reports that translate scientific
information into warnings and recommendations for investors and insurers, including a climate
risk dashboard. https://global-tipping-points.org/planetary-solvency/
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Appendix 2 explores some common questions and how you might discuss these with clients, including that:

forms of positive investment vary

sustainable investment is not a perfect science

holdings change over time

strategies may evolve

the performance journey will be different

investment manager resources and governance vary

the use of data varies

ESG integration and responsible ownership matter

issues beyond investment may be relevant to some clients
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2.1 Setting up a sustainable financial advice business
proposition

Firms have very different approaches when it comes to making changes like how to 'intfroduce or revise' their
client proposition for an area such as sustainable investing. These may be the result of:

The size, level of expertise and structure of the firm. Small firms may have to outsource more of their
solutions than larger firms with the resources to develop their propositions in-house. Both may need to work
closely with their networks and other service providers in order to achieve their goals.

Good Practice Framework -
enhancing your business proposition

Stage of developing sustainable investment. Some firms are well advanced in adapting to the evolving
regulatory and social environment; others are less so.

In places, this goes beyond what the FCA requires firms to consider. However, the ASG believes Introducing or revising any investment proposition will involve firms considering the following main areas as
that firms seeking good client outcomes should take these elements into account. part of a revised plan:

The aim of this chapter is to offer voluntary good practice guidance that will help advisers .
to improve how sustainability and sustainable investment options are built into their business Business framework
proposition and advice processes.

This framework is therefore in two parts:

A business or ‘firm’ level framework

A financial advice processes framework Identify Establish Set
@ strategy —} responsibility —} @6 strategic

drivers and governance aims

J

a4

; X. Proposition design Revising the
Client - - P gn, .
seI;r':leni'ai'ion - - m - duediligenceand =P advice process -

& resourcing KYC / suitability

This list is not intended to be comprehensive; its purpose is to offer suggestions and options that complement
the revised advice processin 2.2.

The appendix includes additional information relating to these six areas, as well as the implementation,
marketing and monitoring of the framework below.
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Good Practice Framework - —

. . .o ~
enhancing your business proposition
S-|-ep 1. |den-|-ify s’rrafegy drivers +  The investment committee, which oversees investment decision making.
@ + Sustainable investing champions in the business, who can provide guidance and encouragement and help
The main drivers for introducing, revising or enhancing a sustainable investment proposition lead training sessions.

vary, but are usually:
Smaller firms with fewer such formal bodies should consider appointing an individual or group to take on these

Regulatory pressure responsibilities.

Client demand
Adviser enthusiasm
Competitive advantage

Step 3. Set strategic aims
Building a revised plan will reflect these aspects.
@G The board should set the strategic aims for the proposition. These will vary according to the size
and ambitions of the firm, but for a small to medium-sized firm, they might include:

Establish a budget for initial direct and indirect costs and a target timescale for breakeven and

Step 2. Establish responsibility and governance profitability.
Standardise the sustainable investing suitability process.
A senior individual or group within the firm should take responsibility for the proposition to make +  Create systems and resources to help advisers choose the appropriate solutions and communicate them
things happen. Ultimately, the responsibility for the proposition will lie with the board (which in clearly to their clients.
the case of a smaller adviser firm may be the business owner, or owners). But in most firms, it is +  Establish ongoing monitoring and reporting of progress.
generally necessary to bring together a group to effect the necessary changes. The expertise needed may +  Establish measurable indicators of success, with appropriate milestones.

(probably at different times) include:

Strategic outlook

Investment expertise (including expertise in sustainable investment)
Advice process knowledge (practising advisers)

Regulation and compliance

Training and competence

Sales and marketing

Outsourcing

Administration

Individuals within the business are likely to combine several of these specialities - and, in some companies, one
person might be the master of all of them. However, there may well be gaps in such areas as specialist investment
expertise or compliance, in which case it might be worth engaging outside expertise early in the process.

Establishing sustainable investment groups require the main bodies in an advice firm to oversee the
intfroduction of a sustainable investment proposition and are likely to be:
The compliance committee, which is responsible for aligning sustainable investment monitoring with
broader risk and compliance frameworks. The key individuals are the compliance officers.
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Good Practice Framework -
enhancing your business proposition

Starting the process - a SWOT analysis

A helpful way to think about a major proposition for a firmis to undertake a SWOT analysis that will prompt
senior management and others involved in the process to consider their current situation and to start thinking
about the appropriate strategies for the future. This can then support the more detailed planning that follows.

Each firm is bound to be in a different position from others, depending on its history, people, clientele and
expertise. An example of a fictitious seven-adviser firm based in a medium-sized town in the English Midlands

is set out in the appendix, with an example template.

Appendix 5 includes an example SWOT analysis.

Step 4. Client segmentation

We explored the significant level of public interest and the need to be aware of sustainability risks
earlier in this report.

Clients’ needs and preferences vary and can be segmented in a number of ways; for example, according to
their general attitudes to sustainable investment, as we have below, or according to their areas of interest
(environmental, social and values based issues), the level of impact they desire, according to their wealth and
the complexity of their affairs - or a combination of these.

The ASG believes that given the increasing materiality of environmental and social issues, sustainability
risks should now be considered for most, if not all, clients.

Strategies and expertise vary - however, it is now common for asset managers to have ESG integration
and responsible ownership (stewardship) strategies that span all or most of their assets. As a result,

integrating this into business strategies has become more straightforward for advisers over recent years.
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Simplified example client segmentation model, based on level of interest:

Client segment Client aim

Target outcome

Tend to be highly motivated by
sustainability, environmental
and social impacts. Such a client
is likely to have strong views on
where they do and do not want
toinvest.

|dentify and respond to client’s
specific areas of interest

(or concern), including any
time-relevant performance
considerations. Discuss risks
and related opportunities to
ensure advice is suitable and
meets sustainability/ethical
requirements.

Likely to be interested, but
may balance sustainability
and financial factors. Such a
client may have strong views
on certain areas, and financial
implications should also be
discussed. Consideration
should be given to relevant
timeframes.

|dentify and respond to client’s
areas of interest (or concern),
balancing these with possible
performance implications,

and sustainability risks and
opportunities over relevant time
periods.

May not be interested in
sustainability but may wish

to consider sustainable,
investment-related
opportunities and risk mitigation
when explored through a
financial lens.

|dentify and respond to financially
relevant sustainability risks and
opportunities that may impact
financial outcomes.

Irrespective of the chosen methodology, firms should recognise that clients won’t necessarily neatly fit into

these categories.
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Good Practice Framework - P

(] (] (] (] -
enhancing your business proposition
.~  Step 5. Proposition design, due diligence and resourcing Proposition design may include some, or all, of the following:
The firm may start with a clear idea of what their new or revised sustainability or sustainable * Advised portfolios - main advantage of the advisory approach to portfolio creation is that the fund
investment proposition should look like, or the senior management team may need time to selections can meet the client’s specific and perhaps idiosyncratic requirements for sustainable or ethical
explore the various options. investing, or based on other criteria, although this takes time and resources. Firms may wish to consider the
use of SDR labels and how they might monitor sustainability policies.
Segmenting the existing and prospective client base should help determine how elaborate the proposition
needs to be, as might existing practices. +  Multi-asset funds - there are sustainable and ethical multi-asset and also multi-manager funds, which can
be especially appropriate for smaller portfolios and where CGT liabilities are an issue. These funds may

Designing a proposition based on client advice segmentation might aim to deliver the only cater for investors’ most common sustainability aims and can be relatively expensive.

following (simplified example):
Outsourced discretionary model portfolios - these portfolios can offer advantages; however, firms

should research expertise.

Segment Key needs Potential fund/ | Adviser strategy * In-house discretionary model portfolios - some advice firms have developed their own discretionary fund
porffolio fypes management (DFM) capabilities and may have the expertise to run sustainable model portfolios. DFMs
also need to consider the extent to which they want to use the funds with SDR labels and, if so, which.
Sustainable Alignment Focused on Deep sustainability research
N . to personql susfqinqbili'l‘y issues, and due diligence to understand * In-house OdViSOI'Y model pori'folios - the above points also apply. There may be existing expertise to run
mveshng preferences, focus themes, screens and product strategies, including areas sustainable model portfolios and consideration might be given use of funds with SDR labels.
enthusiasts on real-world positive impacts/ of focus, policies and intended
sustainability outcomes. outcomes. Deep knowledge of - Bespoke discretionary portfolios (outsourced or in-house) - these portfolios generally involve the highest
outcomes. relevant regulations and good investment management costs for clients and are mainly favoured by high and ultra-high net worth clients.
practice. Larger DFM’s may have significant expertise and be able to design strategies to meet clients’ specific
sustainable, ethical, religious or impact requirements.
Sustainable Balanced Clear sustainability Additional due diligence
. . sustainability strategy, may be to support balancing the
mveshng. & financial single or multi-asset. consideration of sustainability
pragmatists performance. issues and intended outcomes

alongside risk-related financial
considerations. The level of
investment in sustainable

or ethical options may vary.
Awareness of regulation.

Uninterested Simplicity, default Focus on financial Potential for ESG/sustainability
options returns. integration and responsible
ownership strategies. Awareness
of regulation.

Investors
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Due Diligence

When assessing the suitability of a product or service, intermediaries should carry out sufficient due diligence
to ensure advice given is suitable and in line with good practice. These are the ways an adviser might carry out
due diligence.

Governance: What governance structures are in place? Consider details of roles and
responsibilities, management and monitoring processes, reporting and transparency
practices. Who reviews alignment to fund and other relevant (e.g. stewardship) strategies
and objectives? What is their involvement, expertise and ability to impact outcomes?

Example fund (or portfolio) due diligence

Issues addressed by the strategy: What environmental, social, governance (ESG), or
ethical issues and sub-issues, are considered? What criteria, metrics or KPIs determine the
inclusion or exclusion of assets relating to each issue? How are these issues combined? Are
there exceptions? What proportion of assets align with objectives, how is this calculated,
and what non-aligned assets are held/likely to be held?

Approaches employed by the strategy: How does the strategy deal with the issues it
considers? What does it exclude? What are the positive selection criteria? When, why,
and how do managers engage with companies or vote on shareholder matters? How do
these approaches interact—are they hierarchical? Are there any de minimis thresholds
or tolerance levels that might influence a client's decision? Does it reference international
goals, norms, standards or benchmarks? How does this work, and how are these
described in objectives and support literature?

Stewardship activities: What engagement and voting practices are part of the strategy
or the broader asset/wealth manager’s approach? What are the objectives of these
activities, and what escalation or other procedures are in place if engagement fails? s this
information available to clients and, if so, where?

Net Zero targets and reporting: How is the company and fund responding to climate
change? Can they demonstrate that their response is authentic, for example, by reporting
activity? Are there any company-wide exclusions or engagement programs? Similar
questions could be asked about, for example, nature and social issues.

Resources: What internal expertise supports the strategy? How is this expertise
integrated into decision-making? What external expertise or support is employed? Is
there external oversight or advisory input? Do resources appear adequate/suited to the
strategy? What is the manager’s relationship with data or ratings providers, if relevant?
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Affiliations and commitments: What local or global associations and sustainability
initiatives is the manager a signatory to, and how do these relationships, affiliations and
commitments support higher standards and positive sustainability outcomes?

Intentionality: Is the firm, product or service explicitly aiming to achieve positive
sustainability-related impacts or outcomes? If so, what outcomes, and how are they
embedded in the strategy? How is alignment to these aims measured and managed?

Labels and accreditations: If applicable, what sustainability labels or certifications has the
fund, service or entity obtained, and what is the rationale for adopting them?

Client communications: Is user-friendly, comprehensive strategy information available to
clients? How frequently is it updated to reflect changes in strategy or other areas? What
additional, more detailed information, reports and commentary are available?

Resourcing

Advice firms may wish to resource the proposition in-house or outsource some of this activity. Outsourced
third-party assistance providers from which advice firms can select include:

Data providers

Specialist consultants

Discretionary fund managers (DFMs)
Regulatory and compliance consultants
Outsourced paraplanning businesses

The appendix includes additional information, including sections on implementation, marketing and monitoring
sustainability propositions.

The ASG recommends that management teams review advice processes to incorporate the above
plans into KYC processes in order to ensure suitable recommendations and decisions are made.
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2.2 Bringing sustainability into the advice process

Note: the text below uses the term ‘adviser’ to refer to financial advisers, financial planners, wealth

Section 2.2 explores how advice processes might be reviewed to ensure that financial advisers, planners and managers and others who might be directly involved in the financial advice process.

wealth managers deliver suitable client outcomes when considering sustainability.

The six-step process below is an example of how an adviser, planner or wealth manager might approach
advising clients on sustainable investment and related areas, based on the experience of the ASG. Advisers Si'ep 1: Establish and define the client-financial adviser relai'ionship
may wish to adapt this to their own practices or use this to review existing practices.
@ As part of early exchanges with a potential client, advisers should explain that they listen to
clients’ personal views and preferences. This may involve drawing on the firm’s communications
collateral, including the firm’s website, which should seek to educate clients about the firm’s services

and available options, including their approach to sustainability.

2.2.1 The six-step process of financial advice

Sustainable investment adds another dimension to the normal financial planning process. The conventional

format for describing the way advisers carry out financial planning is through a six-step process. Advisers may wish to inform existing clients about the introduction of new processes and/or approaches

particularly when sustainability is being intfroduced for the first time or when adopting this framework. The first

Advice framework annual review after these changes are made might be an appropriate time to do so.

m m m Step 2: Gather client data and determine their goals and
_ @ expectations

= RGN

Advisers are required to help a client to identify their aims and goals during the fact find process.

b -

Establish Gather client data and Analyse client's The Advisers' Sustainability Group takes the view that understanding clients’ opinions and personal
relationship determine their goals financial plan preferences, which in many cases will extend to environmental, social and ethical issues, is central to this
and expectations process.
J Advisers are encouraged to ask sufficient questions to ensure a client’s preferences are understood.

Advisers may find FCA Factsheet 21 useful: fsO21-knowing-your-customer-and-assessing-their-needs.pdf

Even clients with a deep interest in sustainability may not have very developed views about sustainable
investing and related areas, so advisers need to have enough information about the subject to be able to
answer questions and carry on a helpful discussion of these issues.

[0}
@ NG Qe fca.org.uk
Know Your Customer (KYC)
Develop and present Implement Monitor the plan and
the financial plan recommendations relationship

Supplementary questionnaires and online tools may also help with this process. This might include identifying
any industries or activities the client would like to avoid, as well as areas they may be keen to invest in.

These should now reflect SDR. Advisers may find it helpful to use the terms used in the labels to help describe
different strategies - although research would not normally be restricted to labelled funds as unlabelled,
overseas and portfolio products may also be relevant to the client.
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Whatever the form or content of the formal questions in the fact-find, advisers are likely to find that gathering
clients’ views about sustainability and ethical issues will lead to greater client engagement. Advisers need

to avoid imposing their own views on clients, for example, by assuming that they are or are not interested in
environmental or social issues.

Client knowledge levels Many clients do not know about sustainable, responsible, and ethical investment.
Where clients are interested, an adviser should help inform clients about these matters and explain them in a
way that is clear, fair, and not misleading.

Clients’ goals are seldom purely financial, as indicated by the findings of the FCA'’s Financial Lives Surveys.
Their attitudes to sustainable, responsible and ethical investment and related issues can be identified through
questions about their aims, beliefs and other personal characteristics. Exploring a client’s depth of interest may
form part of this process.

Documentation. Conversations and other exchanges with clients should be recorded in order to help shape
the identification of suitable solutions. This also applies to clients who have indicated they are not interested
in sustainability, as having this information on file may be important in future. Each firm's process should be
applied consistently for all clients and used by every adviser in the firm.

Helping to define clients’ aims by discussing possible solutions

One way to help clients understand options is by exploring individual product and fund strategy information,
such as sharing Consumer Facing Disclosures (CFDs) or other policy information that many funds now pubilish.

Advisers may also wish to share information about stewardship (responsible ownership) strategies, net
zero commitments and transition plans, that might inform the selection of appropriate products, including
protection products, such as life assurance.

Another way to help clients think about their aims and preferences is to present them with available solutions
after the initial discussion of their general preferences and values.

Considering practical options is often a good way to focus on aims and priorities. People often become clear
about their needs only after they are aware of the available choices, such as between a bespoke discretionary
management service and a model portfolio service that may not perfectly align with their wishes.

Advisers are reminded that asking closed (e.g. yes/no) questions is unlikely to be sufficient when discussing
sustainable investment. Questions such as ‘do you have any sustainable, ethical or ESG preferences?’ may be
suitable for starting the KYC process, but not sufficient on their own. The ASG considers it good practice to
record the client’s views in their own words.
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— Step 3. Analyse and evaluate the client’s financial situation

i Analysing and evaluating a client’s financial situation, including their sustainability and values-
related preferences, can involve detailed conversations. Tools exist that can help advisers identify

potentially relevant fund and portfolio options; however, sometimes compromises are necessary.

Conflicting aims: the ASG recommends advisers should consider how they select options to match the
clients’ sometimes conflicting aims and views, as well as other priorities. The relative importance of investing
sustainably or ethically, and responding to risks such as climate change, should be considered in relation to
other objectives, such as tax mitigation.

Spouses, partners or family members with an interest in the portfolio may have different opinions about
values and sustainability-related matters. These should be explored, and the adviser may need to work out
some kind of compromise.

A client’s existing portfolio could have poor sustainability characteristics that do not align with their expressed
aspirations. Switching investments could resolve the issue, but the clients may wish to avoid triggering a capital
gains liability.

A large potential inheritance tax liability might be partly mitigated by investing in an AIM portfolio or some
other assets that qualify for business assets relief. Consideration may be given to the clients’ sustainability
preferences during this process as well.

fl% Step 4. Develop and present the financial plan
L

Sustainable investing is just one part of the financial planning process; it might be central,
peripheral or unimportant for a client. Other factors are likely to be even more central to the
financial plan, including income and growth needs, tax and estate planning and may conflict with the
clients’ sustainable investing goals.

The consideration of sustainability issues can help create a link between a client’s life goals, personal values
and priorities and their financial plan.

Developing the sustainability elements of the plan can make use of the additional due diligence carried out
by the firm (or adviser) to understand the fund, portfolio and fund management company's sustainable,

responsible and ethical strategies.

The plan should respond to the needs identified during the sustainability fact-finding process in order to ensure
recommendations are suitable and relevant outcomes can be delivered.
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2.2.1 Integrating SDR requirements into a plan

Integrating SDR requirements into a plan

Where sustainable funds (and similar) are recommended, advisers must share additional information and
literature with clients. Advisers should explain that only UK-domiciled funds can use SDR labels at present, as
overseas funds, pensions and portfolios are not yet able to use SDR labels.

The following sustainable fund information should be shared:

Fund disclosure documents (CFDs) for relevant UK-domiciled sustainable funds that have chosen
to adopt an SDR label and for UK-domiciled funds that have chosen not to use labels but are
promoted as having significant sustainability strategies.

Labelled funds should be identified with the name of their chosen label.

A notice on overseas funds to inform consumers (via digital medium or otherwise) that ‘this
product is based overseas and is not subject to UK sustainable investment labelling and disclosure
requirements’: https://www.fca.org.uk/consumers/sustainable-investment-labels-greenwashing

The ASG takes the view that where relevant suitability reports should clearly state the sustainability options
that have been explored, with recommendations aligned accordingly. Care should be taken to ensure all
communications are clear, fair, and not misleading.

The ASG believes that the report should:

Clearly outline clients’ financial objectives and needs based on the information the adviser has obtained.

Include the client’s attitude to sustainability as a component of the report, if relevant to client’s goals and
objectives.

Preferably use the client’s own words as far as possible when articulating their wishes.

Make clear recommendations and explain why the transaction is suitable for the client, linking the client’s
sustainable investment aims and values with the portfolio recommendations, where relevant.
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Further tips:

Jargon - Most clients do not enjoy reading very long or jargon-packed reports. For example, a client
may not recognise the description of their attitude to sustainable investing or that they may have
adjusted their views as a result of reading and listening to the recommended solutions.

Brevity - Advisers should try to keep the reports as short as possible, consistent with meeting the
requirement to explain their recommendations adequately. The firm can help by ensuring that
advisers have access to explanatory standard paragraphs on sustainable investing and other
areas. One way to keep reports simple and readable is to include details in appendices.

atren Step 5. Implement the financial planning recommendations

5 Once the client has agreed to the plan, the adviser should put it into action as promptly as
possible - or at least according to the agreed timetable.

Step 6. Monitor the plan and the financial planning relationship
@ Advisers must keep their clients’ portfolios under review to make sure the plans remain suitable,
where this is the agreed service to be provided. Sustainable investing will bring a new and possibly

deeper dimension to the relationship.

For existing clients, this may be the starting point of this process, so the order in which work is carried out might vary.

Purpose of client reviews

Reviews should evaluate conventional financial planning aspects alongside any related sustainability or ethical
considerations, such as:

Fund and product sustainability policies, strategies and characteristics.

New sustainability issues, strategies or developments and clients’ attitudes to them.
Changes in sustainability risks and opportunities because of external factors.
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Responding to evolving client needs
Clients’ attitudes, needs and circumstances may well change over the years particularly now that climate change

and other environmental risks are increasingly clear. Likewise, the social, economic and financial environment
can alter, sometimes significantly.

2.2.3 Exploring client questions:

In this section, we explore examples of good and bad questions for advisers, planners and wealth managers to
ask their clients, with tips for dealing with some common client questions:

0 5 Examples of good questions to ask clients about sustainable investing

1. Are there any social, ethical, environmental issues, or religious values you would like us to consider
in our work for you?

2. Do you want to avoid investing as far as possible in particular industries, such as tobacco, fossil fuel
majors or arms manufacturing or are you prepared to invest in any legal industry or activity?

3. Would it matter to you if your investments encouraged or supported poor business behaviours such
as exploitative employment practices?

4. Are there any particular industries or business types you would like to invest in?

5. Do you want your investments to encourage and support the delivery of higher environmental or
social standards?
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g [ Examples of poor questions to ask clients about sustainable investing

1. ‘Most of our clients want to make the highest returns from their investments at the lowest possible
risk. This is hard enough without worrying about green or similar issues, don’t you agree?”’

2. ‘Areyou prepared to forgo investment performance in order to invest responsibly/ sustainably/

ethically?’

Question 1is poor because it is closed and biased.
But question 2 is poor because the question assumes that responsible and sustainable investing
creates an inevitable drag on a portfolio’s long-term investment performance.

Although markets are cyclical, the evidence for significant drag on returns from past performance is
not strong; sustainable investment portfolios can perform well or poorly, much like any investment,
although strategies that are significantly different from their sector peers are likely to have different

performance patterns.

Sustainable investment questions

3. What are the relative merits of investing all or

commonly raised in client meetings

Advisers should be prepared to discuss a range

just some of their money on a sustainable basis?
Clients may be nervous about committing all
their resources to sustainable options but like to
channel some of their investment into sustainable

of issues and questions from clients, and where
relevant these should be covered in the training and
competence process.

1. What are the different types of sustainable
investing?
Advisers should be able to describe the main types
of sustainable investing strategies.

2. What are the risks of sustainable investing

compared with other styles or strategies?
Adyvisers should be able to provide simple past
performance data and discuss possible future
outcomes, emphasising that future performance
may not resemble the past as the environment
changes.

funds. Products with proactive stewardship
strategies may be suitable for their other assets.

Splitting up clients’ investments between different
strategies is reasonably common, and many
advisers recommend it. This split approach might

be temporary and transitional towards a fuller
commitment to sustainable investing, or it might turn
out to be a permanent strategy for the client.

Some clients may have potential CGT liabilities
that would slow down a transition from one type of
portfolio to another.

A couple might disagree about their priorities, and this

might provide a viable compromise.
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Some might argue that dividing clients’ portfolios in
these ways shows inconsistency and perhaps a lack of
logic. It may also mean the clients incur some additional
platform or management costs. But most pragmatists
would understand that it is natural for clients to be
cautious about a new investment strategy and that
they might want to dip their toe in the water.

Of course, the adviser needs to prepare the clients for
the possibility that the performance of the two parts of
their portfolio may diverge and that, in the short run, at
least one is likely to outperform the other. Then, when
this happens, the clients know what to expect and don't
overreact.

1. Should clients allocate different parts of their
total portfolio to different sustainable objectives
- for example, some operating according to a
purely exclusion strategy and others inimpact
investments?
Again, this is a reasonably common approach
among sustainable investors. It is as reasonable to
have diversity of sustainable objectives as diversity

of other investment styles. Impact investing might
be considered higher risk than an exclusion-based
or broad-based strategy.

2. Isit possible to exclude totally and absolutely
any exposure to a particular type of industry or
behaviour? Advisers need to be able to manage
clients’ expectations about this. If they invest
in funds, it is very hard to exclude any activity
totally. For example, it would be straightforward
to exclude tobacco manufacturing, but hard to cut
out totally firms that distributed or sold fobacco
products as a very small part of their activities.
Similarly, excluding major fossil fuel companies is
straightforward, whereas excluding companies with
more limited exposure to that area is not.

The appendix to this report contains suggestions

for further developing the business framework with
suggestions on implementation, marketing and
monitoring Chapters 1and 3 will help firms to prepare
responses and organise CPD (See appendix 5).

ASG suggested adviser compliance checklist: @

For internal compliance teams to assess adviser good practice:

Sustainable investment fact-finding and client suitability
@ Has the adviser incorporated sustainable investment questions into the fact-finding process?
@ Has the adviser explained different sustainable investment approaches (e.g., screening, impact

investing, engagement)

@ Has the adviser explained the different issues funds and portfolios consider (environmental,

social, ethical?)

@ Are the client’s sustainable investment preferences clearly documented in the suitability report?
@ Has the adviser discussed possible performance differences that may result from strategy

variations?

® Has the client been given the option to review and update sustainable investment preferences

periodically?
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Investment recommendation and product suitability

@ Has the adviser recommended suitable sustainable investment products that align with the
client’s preferences?

@ Has the adviser avoided defaulting clients into sustainable investment products without
informed consent?

@ Has the adviser conducted due diligence on the sustainability claims of recommended
investments?

@ |s the adviser’s sustainable investment recommendation aligned with the firm's internal
sustainable investment policy?

Sustainable investment communication and greenwashing prevention

@ Has the adviser provided clear, fair, and non-misleading sustainable investment information?

@ Has the adviser avoided overstating the sustainability impact and understating climate and
other ESG related investment risks?

@ Has the adviser used reliable third-party research sources?

@ Has the adviser made clients aware of potential ESG data limitations and inconsistencies?

Ongoing client engagement and reporting
@ Has the adviser scheduled periodic sustainable investment preference reviews (at least

annually)?

@ Are sustainable investment performance and impact updates included in client reports?

@ Has the adviser discussed sustainable investment related risks and changes?

@ |s there a structured process for addressing client complaints or concerns related to sustainable
investment issues?

Adviser adherence

@ Does the adviser have a working knowledge of the FCA Sustainability Disclosure Requirements
(SDR), including being able to discuss when sustainable fund labels have and have not been
used?

@ Does the adviser meet anti-greenwashing standards (i.e., avoids exaggerated claims)?

@ Have sustainable investment suitability files been independently reviewed in compliance audits?

@ Has the adviser completed sustainable investment training and CPD hours?

@ Has the adviser supplied the additional sustainability information (see 2.2.1)?
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Chapter 3

A framework for training
and CPD provision

The following pages provide a comprehensive, practical and flexible sustainable investment framework for
providers of training and CPD for financial advisers, financial planners and wealth management professionals.

The framework comprises two parts: general recommendations for the improvement of training, and
suggestions for how subject matter might be structured for training and CPD provision.

Training and CPD framework overview

y==

Introduction to
sustainable, responsible
and ethical investment

&

Exploring KYC and
suitability

Exploring relevant
regulation

Building & selecting
portfolios

1

Using research, data
and ratings

Effective
communication
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ASG's Recommendations
for training providers

3.1 ASG Recommendations for training providers

With regards to sustainability investment training, our high level recommendations for the financial advice and

wealth management sector are:

Recommendation 1:

A mandatory minimum sustainability training requirement should be embedded
@ within the existing Level 4 qualification (e.g. the Diploma for Financial Advisers
(DipFA), Diploma in Regulated Financial Planning (DipPFS), Investment Advice
Diploma (IAD) to align with other minimum competence levels required of financial
advisers. A core knowledge of this area should not be optional.

Recommendation 2:

Consider introducing a higher level of competence with a greater level of hours
committed and depth of content, aligning with Level 6 qualifications, to showcase
expertise.

Recommendation 3:

‘ e Ensure adviser’s sustainability competence is maintained via CPD programmes, as

this is a fast-evolving area.
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Recommendation 4:

Consider introducing a mandatory sustainability training module for practising
financial advisers alongside ongoing CPD programmes, ensuring that minimum
competence levels are implemented for those already qualified. This might be based

on module 1below.

Recommendation 5:

Sustainability should be included in all relevant training courses as soon as possible,
and within three years at most.

-

~

The rationale behind these recommendations is:

Sustainability is increasingly relevant to business and individuals but continues
to be treated as a niche in retail financial services.

Improving adviser awareness of the relevance of sustainability and ESG to
different areas of financial services could help normalise the area and close
the gap between client potential interest (as indicated by client research) and
engagement.

Omitting reference to how sustainability and ESG are embedded in products
and services implies they are irrelevant - which is rarely the case. This makes it
harder for advisers to recognise their relevance.

Example areas include, but are not limited to, investment, pensions, life
assurance, philanthropy, insurance and tax planning.

)
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3.2 Subject matter training modules

Building on chapters 1and 2, this section focuses on the sustainable, responsible and ethical investment-related
subject matter that would enable intermediaries to meet the ASG's good practice recommendations. The time
required for training in each of these topics will be dependent on the level the financial adviser, planner, or
wealth manager is seeking to align with and this may evolve over time.

The following modules which build on the information set out in Chapters 1and 2 for a whole-of-market
approach to sustainability, and we acknowledge that firms will wish to adapt this to their own needs and
propositions with regard to ongoing training.

1. Understanding sustainable, responsible and @

ethical investing

Objective: Advisers, planners and wealth managers to build foundational knowledge of sustainable,
responsible and ethical investing and its role in financial advice.

Topics might include (but not be limited to):

+ History and evolution of sustainable, responsible and ethical investing in the UK (basic)

+  Clients:
0 Introduction to diverse client opinions and preferences (why no strategy suits everyone)
+  lIssues:

0 Introduction to issues (environmental, social, governance, ethical)
*  Approaches:
0 Introduction to different approaches (avoid / support/ engage)
+ Understanding the investment landscape - exploration of core strategies and concepts
0 Introduction to strategy variations (e.g. issues and approaches are combined differently,
why strategies are diverse and evolve, interconnectedness of issues)
0 Key terms and definitions - in appendix
0 Key concepts e.g. investing to support ‘positive outcomes’, Paris Alignment, SDGs,
Transitioning - what are these and why do they matter?
0 Introduction to SDR - anti-greenwashing rule, labelling regime, naming and marketing -
key concepts and definitions)
+  Sustainable investment performance myths vs reality - expecting different journeys and
outcomes, relevant market trends and cycles
+  The business case for sustainable investing:
Client demand, inter-generational wealth transfer and demographics (relationship building)
Risk mitigation (e.g. systemic climate risk, ESG risk)
Opportunities (e.g. solutions, leadership, transitional)
Regulatory changes (e.g. expectations, increased reporting, climate targets)
Financial performance (e.g. different time periods and cycles, short vs long term)

O O O o o
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2. Understanding relevant regulatory frameworks
and compliance obligations

Objective: Advisers to have a working knowledge of relevant FCA rules and compliance obligations
relating to clients and sustainable investing.

Topics include:

FCA'’s Sustainability Disclosure Requirements (SDR), including;
0 Anti-greenwashing rule - avoiding misleading claims
0 Sustainable investment fund labelling and disclosure
Alignment with Consumer Duty
Key international sustainability frameworks and initiatives and their UK impact e.g. ISSB, SFDR,
Paris Climate Agreement, UN Global Compact

3. Using sustainable investment research, data and @

ratings providers

Objective: Advisers to understand core aspects of sustainability and ESG research and ratings
provision including advantages and limitations.

Topics include:

* Understanding the role of sustainable investment /ESG research, ratings and data

+ Understanding different research methodologies and processes (e.g. proprietary, third party,
common combinations of both)

+ Understanding differences between fund and portfolio manager methodologies and processes

+  ESG research and ratings - purpose, application, benefits and limitations

* How to discuss research, data and ratings with clients

* Understanding any alignment between SDR labels and ESG ratings

*  Quantitative vs qualitative methodologies
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5 4. Evaluating sustainable, responsible and ethical @

%y investment products, services and portfolios o AEIOECTE S e e [ e

Objective: Advisers can evaluate sustainable, responsible and ethical investment options and The following are suggestions intended to support advisers, planners and wealth managers who (a)
integrate sustainability considerations into investment decisions. construct portfolios and (b) work with portfolio managers:
Topics include: Objective (a): advisers who construct portfolios to be able to build sustainability-aligned portfolios

while balancing risk.
+ Understanding strategy options and variations - e.g. policies, resources, governance, objectives,

purpose, intentionality and intended clients Topics to include:
Awareness of and ability o analyse core sustainable documentation including, but not limited to,
policies, fund fact sheets, consumer-facing disclosure documents, prospectuses & KlIDs + Understanding fund and other asset strategies, including: objectives, strategies, KPlIs, resources,
Indexed approaches vs actively managed sustainable funds, portfolios and ETFs governance and stewardship
Understanding sustainable investment fund risk & return outcomes - identifying the risk and return +  Theimpact of sustainable investment factors on sectoral/geographical exposures, volatility, and
profiles of different sustainability approaches over different time periods risk-adjusted returns
Sustainable investment fund / portfolio due diligence - key issues, red flags and fund manager +  Climate and sustainability risk exposure and mitigation within portfolio construction
engagement + Diversification strategies for sustainable investment portfolios
+ Understanding different research approaches and capabilities, including varying inputs and outputs + Assessing possible conflicting portfolio objectives and areas of compromise
Sustainable investment portfolios: DFMs, multi-asset funds vs. MPS, robo-advisors and adviser- +  Clear articulation of strategy, processes, and resources
built

Objective (b): advisers who appoint a third-party portfolio manager (or select individual funds.)

5. Exploring Sustainability-related fact-finding and @ Topics toinclude:

client suitability

+ Understand portfolio (or fund) strategy, including: objectives, strategies, KPls, resources,
governance and stewardship (e.g. engagement with fund managers and others)
Matching sustainable, responsible and ethical strategies to client preferences

*  Match asset allocation, geographical and sectoral exposures to client financial goals
Understand climate and sustainability risk management processes
Assess conflicting objectives, and possible areas of compromise

+  Clear articulation of strategy to client

Objective: Advisers can identify clients’ sustainable investment preferences, where relevant, and
ensure suitability.

Topics include:

+  Sustainable investment profiling - understanding client attitudes tfowards and intent with regard to
sustainability and related areas

+  Sustainable investment-related fact-finding questions (core and supplementary)

*  Managing client expectations (e.g. financial returns, sustainability impact, possible areas of
compromise)

+  Communicating sustainable investment strategies and possible trade-offs transparently

* Incorporating sustainable investment preferences into investment policy statements,
recommendations or advice

+ Identifying the appropriate sustainability strategy for implementation, (including the incorporation
of labelled and unlabelled funds)
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7. Effective communication and reporting @

Objective: Advisers improve how they present sustainable, responsible and ethical investment
preferences to clients.

Topics include:

+  Explaining fund and portfolio objectives, purpose (intentionality), policies (issues and approaches)
and strategies (sustainability policies plus financial aims) clearly and concisely

+ Communicating sustainable investment and related areas without greenwashing or greenhushing

*  Handling client queries

* Annual sustainable investment reporting - what to include

+  Awareness of available support and tools

+ Adherence to relevant regulatory disclosure requirements (see: 2.2.1 step 4)

+ Ability to discuss evolving market conditions and sentiment

8. Exploring future trends and the evolving @
AN

sustainable investment landscape

Objective: Equip advisers with knowledge that is relevant to sustainable investing so that they stay up
to date and relevant for clients.

Topics might include:

*  The evolving nature of sustainable investing and related areas

Emerging sustainable investment themes (biodiversity, circular economy, social impact investing)
+  Technological advancements in sustainable investing (Al, blockchain, impact measurement)

The future of sustainable investing - policy shifts, investor trends

How UK advisers can stay ahead in the sustainable investment space
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3.3 Additional Information: Training formats

1. Mediausedintraining

The media formats below are suggested means of training. We accept that accessibility requirements will be
necessary and should be considered in the creation of training programmes.

Written materials in electronic and printed form with abundant case study practice and knowledge-
focused exercises, and self-test facilities,

Audio-visual materials — Al may provide the opportunity to create inexpensive, flexible and compelling
material,

Workshops and study groups - online webinars and face-to-face.

2. Testing materials and methods

Testing materials and methods that firms can use for testing the competence levels of their advisers and other
relevant staff. Al might be helpful in this context. Testing and assessment methods could include:

Multiple choice questions

Role plays

Observed meetings with clients or simulated

Review of sustainable investment reports and recommendations

Practice fund selection and portfolio construction based on real-world data

3. Timerequired for training

The total training time will be determined by the depth of the subject matter for the level of training. Each
module is expected to embed relevant sustainability considerations.

For ongoing CPD, we recommend structured and unstructured approaches as suitable for sustainability. We
note that sustainability CPD differs from the ethics CPD requirement.
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A Advisers’

AW Sustainability
A Group

About:

The Advisers’ Sustainability Group (ASG) has been
established by the FCA to support the delivery of an
improved approach in the advice sector in respect of
products and services that make claims about sustainability,
as well as to enable advisers to build their capabilities in

this area. This should also support the FCA'’s regime for
Sustainability Disclosure Requirements, investment labels

and the anti-greenwashing rule.

The ASG's objectives are to develop voluntary good practice
guidelines for financial advisers' advising on the range

of products that make claims about sustainability and to
develop recommendations on how training course providers
should develop materials in line with the good practice
guidelines. In initiating the ASG, the FCA'’s overarching aim
has been to provide support to financial advisers, ensuring
that retail investors’ investment needs and preferences are

appropriately met.

Daniel Godfrey:

Daniel is Chair of the FCA'’s Advisers’ Sustainability Group
(ASG). He is also a member of the Independent Governance
Committee for the Legal & General DC pension schemes
looking after the interests of over 2.8 million members and
£50bn of their pension savings. He's the Senior Independent
Director of Trex, a spin-out start up from the University

of Exeter providing world-leading climate and transition
risk models for financial institutions. He is an adviser to the
Accounting for Sustainability (A4S) Asset Owners Network
and a member of the independent Advisory Panel of the
Financial Reporting Council. He has previously held CEO
roles at City trade associations, including the Investment
Association and the AIC.

Daniel Godfrey,
Chair,
Adyvisers' Sustainability Group
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Julia Dreblow:

Julia has specialised in retail sustainable, responsible and
ethical investment for three decades. She founded SRI
Services in 2010; their free Fund EcoMarket database helps

advisers and wealth managers meet clients’ preferences.

She is Vice Chair of the ASG and was appointed to the FCA'’s
Disclosure and Labels Advisory Group (DLAG) during COP26
to help design SDR.

Julia was technical author of the BSI PAS 7342 sustainable
fund standard (launched 2025) and of the PIMFA ESG
Academy. Investment Week awarded her the Women in
Investment Outstanding Contribution to the Industry Award
in 2025; Fund EcoMarket won their 2021 ‘Best Sustainable &

ESG Support Services Provider or Consultancy’ award.

She was previously a director of UKSIF, helped create what
became Good Money Week, she led the SRI area at Friends
Provident for 12 years, having started her career as a broker

consultant at NPI.

Julia Dreblow,
Vice Chair,
Advisers' Sustainability Group

PIMFA:

PIMFA is the trade association for firms that provide wealth  £1.65 trillion in private savings and investments and employs
management, investment services and financial advice. over 63,000 people. PIMFA’s mission is to create an optimal
Our members provide a range of financial solutions, operating environment so that our members can focus
including financial advice, portfolio management, as well on delivering the best service to their clients and provide
as investment and execution services and assist everyone responsible stewardship for their long-term savings and
from individuals and families to charities and pension funds,  investments.

all the way to trusts and companies. Our sector manages

The Advisers’ Sustainability Group includes:

Daniel Godfrey, Chair

Julia Dreblow, Vice-Chair, Director, SRI Services and Fund EcoMarket

Maja Erceg, Secretariat, PIMFA

Amy Clarke, Non-Executive Director and Strategic Advisor, Tribe Impact Capital LLP
Lee Coates, OBE, Director, In Accord

Matthew Connell, Director of Policy and Public Affairs, Chartered Insurance Institute, giving policy support to the PFS
Seb Elwell, Director, Switchfoot Wealth

Paris Jordan, Head of Responsible Investing, Charles Stanley

Sophie Kennedy, Joint Chief Executive, EQ Investors

Dr Robin Keyte, Wren Sterling

Rebecca Kowalski, Director, Overstory Finance

Andrew McMillan, Co-Founder and CEO, Nova Wealth Management

Dan Russell, Funkled Ltd (previously Fintel)

Sam Turner, Head of Responsible Investing & Proposition Strategy, St. James'’s Place

Gemma Woodward, Executive Director and Head of Responsible Investment, Quilter Cheviot
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Appendices:

Appendix1. Glossary

The Adviser Sustainability Group recognises that terminology may be used slightly differently by different
people and that it evolves over time - however the following explanations are intended to help advisers
understand this area better, and encourage standardisation where possible.

* Adaptation - refers to anfticipating the adverse effects of climate change and taking appropriate action
to prevent or minimise the damage they can cause, or taking advantage of opportunities that may arise.
(Source www.eea.europa.eu)

* Best-in-class - the selection of assets (in line with a published policy) that have higher ethical or
sustainability standards, or more highly rated than sector peers.

* ESG - typically refers to the integration of ‘environmental, social and governance’ risks into investment
decisions, which is now common across investment strategies. The term ‘ESG investing’ is used in different
ways - but typically refers to strategies with a significant focus on material ESG risks. Responses to these
risks, and related opportunities, vary.
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ESG integration - strategies that build environmental, social and governance factors into investment
research and analysis

Ethical investment - investment strategies which align with published values based or ethical policies, such
as the avoidance or armaments, tobacco or gambling, typically alongside many environmental and social
issues.

Fund criteria - specific decision-useful requirements relating to sustainability characteristics or thresholds.
Sustainable funds are required to publish how they select investments from a sustainability perspective.
Criteria form an important part of this.

Greenwashing - the overstatement of environmental or social characteristics for commercial benefit.
NOTE Any claims made about the sustainability characteristics of a product or service are expected to be
consistent with the sustainability characteristics of that product or service. Any reference to sustainability
characteristics is expected to be fair, clear and not misleading. (Source: BSI PAS 7342)

Impact - direct and typically finite and measurable environmental or social change that occurs over a
specified time frame, which is associated with an investment
0 NOTE Impacts might be positive or negative. There is an expectation that sustainable investment
funds intentionally seek to support the delivery of positive environmental and/or social impacts as
well as financial returns. Examples might be units of renewable electricity generated or the number
of patients receiving healthcare. (Source: BSI PAS 7342)

Impact fund - fund that has policies and processes in place which direct investment into assets that
contribute to, support, accelerate or enhance specific positive and measurable environmental or social
outcomes alongside financial returns. (Source: BSI PAS 7342).

Intentionality - investor’s intention to have a positive social or environmental impact through investment
alongside a financial return (Source: BSI PAS 7342 & GIIN)

Materiality - refers to the assessment of the financial relevance of sustainability / ESG factors for investors.
A material ESGissue is likely to impact business success and therefore financial performance
0 Double Materiality (a cornerstone of EU CSRD reporting) refers to the assessment of how companies
impact the environment and people, and how environmental and social issues impact business. This is
sometimes referred to as ‘inside out’ and ‘outside in” analysis.

Mitigation - when referring to climate strategies this refers to ‘helping to make changes in our climate less
severe by preventing or reducing the emission of greenhouse gas (GHG) into the atmosphere’. (Source www.
eea.europa.eu). ESG risk mitigation refers to the proactive identification and management of negative
environmental, social, and governance (ESG) risks and impacts.

Negative screening - the exclusion of assets in line with a published policy or strategy e.g. a fund with a
negative tobacco screen will exclude fobacco companies. See “fund criteria’.
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* Responsible investment / stewardship - the responsible allocation, management and oversight of capital to
create long-term value for clients and beneficiaries, which leads to sustainable benefits for the economy, the

environment and society (Source: Financial Reporting Council, UK Stewardship Code 2020). This definition
changes periodically, however strategies adapted from this definition are common.

* Sustainability - responding responsibly to the finite nature of environmental resources with regard to the
needs of current and future generations
0 NOTE 1A sustainable activity is one that can continue indefinitely as it is not dependent on the use of
resources that cannot be replaced.
0 NOTE 2 In the context of sustainable investment, sustainability comprises both environmental
and social considerations. This interpretation is derived from the 1987 United Nations Brundtland
Commission Report. (Source: BSI PAS 7342)

* Sustainability objective - statement of intention to undertake activities with the aim of directly or indirectly
improving or pursuing positive environmental and/or social outcomes (Source: FCA Sustainability Disclosure

Requirements, PS23/16, Annex A).

* Sustainability Policy - information setting out the environmental and/or social sustainability issues and other
areas such as governance and ethics, where applicable that a fund takes into consideration and the approach

the fund manager takes to each issue. NOTE Policies are precise and comprehensive, aligned to fund
objectives and, where possible, include sustainability criteria that are useful for investment decision making.
(Source: BSI PAS 7342)

* Sustainability tilt - strategies that take underweight or overweight positions on assets because of their
sustainability characteristics

» Sustainable Fund strategy: strategy that articulates the way a fund operates, its aims and objectives, and
how the fund manager plans to achieve them.
0 NOTE For a sustainable investment fund, this comprises sustainability considerations, and financial
and other relevant information. (Source: BSI PAS 7342)

» Sustainable investment fund - a fund that is managed in line with a sustainable investment strategy (Source:

BSI PAS 7342)

* Sustainable investment/investing - the alignment of an investment strategy to forward looking, positive
environmental and/or social sustainability objectives alongside financial goals.
0 NOTE Assets are selected based on the products or services they offer and/or other sustainability
attributes. (Source: BSI PAS 7342.)
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Appendix 2. Advisers'
Sustainability Group’s
Further Practical Tips

The following tips have been collated from the
Advisers' Sustainability Group’s varied experiences:

Ensure clients understand different ways assets may
be assessed as 'positive'

In addition to understanding that there are many
different issues a fund may consider and that
responses may vary, it can be helpful to ensure clients
understand other dynamics and characteristics; for
example, that sustainable and ethical funds, and
therefore portfolios, are often overweight in smaller
and mid-cap companies, and that some data is not
available in all countries.

It can also be helpful to recognise that funds, and
therefore portfolios, may hold assets with different
positive characteristics.

For example, assets may be considered 'positive'
because they are:

» Solution providers - companies that are focused
on solving environmental and or social challenges,
e.g. energy efficiency flood protection, renewable
energy, clean transport and circular economy
leaders such as some recycling companies.

* Providers of essential products or services
- companies involved e.g. in healthcare,
pharmaceuticals, food production, water

management services, house safety and education.

* Providers of useful products or services that will
remain necessary and may have the ability to help
raise standards or bring scale to the improvements
developed by solutions companies e.g. ufilities,
clothing, tfransport, infrastructure, furniture,
communications, software, technology, financial
services, banking and transport.

* Companies with leadership characteristics
- assets that may be unexceptional in other
regards may be of interest to a manager if they
demonstrate exceptional leadership or innovation
in an area of particular need. This might include a
bank that provides microfinance to underserved or
disadvantaged communities.

Ensure clients understand that sustainable
investment is not a perfect science

Sustainable investment products and other strategies
that consider sustainability issues take many different
forms. While they all look beyond short term profit to
incorporate additional considerations that align with
clients’ preferences and objectives, the specific issues a
manager may prioritise can vary widely. Approaches to
sustainability vary, reflecting differing interpretations
of what “sustainable” means as well as the distinct
areas of focus to different managers.

Companies are often large, complex, and imperfect.
Asset managers must make informed choices in

a world where no organisation is flawless, data is
imperfect and challenges and trade-offs may be
unavoidable.

In order to design and manage suitable products
managers must often carefully balance a range
of benefits, drawbacks, and sometimes conflicting
activities and research.

Sustainability labelled funds are also required to meet
additional regulatory requirements. For example,
Impact funds are required to publish a ‘theory of
change’ - the manager'’s vision of a more sustainable
future - and show that they are working towards it.

Holdings will also inevitably change over time - and
companies and managers are required to respond to
often unpredictable real world events.

Advisers should take care in how they describe these
products, as sustainability related decision making is
not binary. Assets evolve over time, and outcomes
cannot be expected to be fully predictable. Caveats
and context matter.
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This is why many managers have lengthy policies that
typically include tolerance (de-minimis) limits, and
stewardship strategies that comprise both proactive
and reactive elements. Itis also why regulators are
encouraging greater disclosure.

Ensure clients understand that a fund or portfolio
strategy will evolve

The purpose of a fund, including its core strategies,
aims, and goals, is unlikely to change significantly

over time, especially for funds with well defined
sustainability, ethical, or impact strategies and
objectives. However, certain elements may evolve over
time.

Sustainability policies may develop as risks and
opportunities become better understood, and new
areas of research emerge. Indeed, many of the
areas researched by funds today did not exist in
their current format when the longer established
funds were launched - although the challenges they
sought to address remain.

0 For example, lllegal deforestation has been
a concern for many decades - and now the
wider topic of biodiversity and nature loss is a
priority for many.

0 New areas of concern have emerged, such
as ultra-processed food and the ethics of Al.

0 Bond markets have become more
sophisticated with greater availability
of ringfenced and sustainability linked
opportunities.

0 Reporting on climate risk and transition
planning are increasing significantly.

Changing public sentiment and other pressures
may lead to policy evolution e.g. some options have
softened their defence criteria.

Funds may be impacted by changes in the
availability of data e.g. diversity - where some
companies no longer collect data.

Stewardship priorities change over time - in
response to risks and opportunities. Managers
will not engage on the same issue with the same
company forever - advisers should look for fund'’s
‘escalation strategy’.
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Regulation can be a significant driver of change,
by making business more, or less, attractive to
investors. Disclosures regulation such as SDR
has changed the way many funds present their
strategies but it has not changed sustainability
policies significantly.

Ensure clients understand that fund and portfolios
holdings change

Clients should understand that these are real
investments. Their purpose is to deliver financial returns
in line with stated sustainability (or ethical / ESG) policies
and objectives. This means that assets are not static
and will be bought and sold over time. For example:

The composition of index-linked funds and
portfolios will change as companies move in or out
of anindex.

The composition of actively managed funds

or portfolios will change as managers review
holdings. Reasons include:

o Financial attractiveness, the relative
attractiveness of assets changes over time.

o Alignment to sustainability or ethical
strategy may change if a company (or other
asset) changes what they do, or a fund
policy changes.

0 New real-world risks and opportunities
emerge.

Public/client opinions may change and can impact
business dynamics.

This means that ‘outcomes’, which are a function
of holdings, should not be regarded as entirely
predictable.

Be transparent about the likelihood of a different
performance journey

The impact of a sustainability strategy on relative
investment performance varies. Many factors,
including timing, asset types, sector exposure and
market sentiment all play important roles. It can be
helpful to explain to clients that these options are
likely to perform differently because they invest

differently. There have been periods of both relative
outperformance and underperformance over the
years. Depending on timing and the specific strategies
used, long ferm outcomes may end up being similar
but the journey to get there is likely to differ.

Areas to discuss might include:

ESG risk-mitigation or responsible ownership
approaches, if applied on their own, (i.e. not
normally marketed as ‘sustainable’ or ‘ethical’)
tend not to impact asset selection or tracking
error significantly.

The further a strategy deviates from a
comparable conventional benchmark, the greater
the likely impact on tracking error.

Tracking error is not a reliable indicator of
likely ‘better or worse’ absolute, longer-term
performance.

Sustainability factors are likely to play an
increasingly important role in long tferm
performance as risks increase and companies
transition at different speeds.

Building up your knowledge of how products are
resourced and governed can aid understanding

Governance structures must ensure strategies
are managed effectively. The ASG encourages
infermediaries to understand governance

and resource structures as clients may seek
reassurance. Resourcing varies: some fund
management companies build large internal
teams, while others rely heavily on external
providers. Many make extensive use of one or
more data or research providers. Index tracking
strategies tend to depend more on index and data
providers than active funds - although all require
oversight and management by the fund manager.

Many fund managers employ experts who can
make appropriate judgment-based decisions

0 Inhouse experts may include sustainability
analysts, stewardship teams and investment

committees.

0 Additional support may also be gained from

external oversight or advisory committees

0 Insight may also be gained through
membership of industry initiatives and
collaborative entities such as PRI, NZAM
and UKSIF.

Understand the different uses of data: its role,
limits, and evolution

Fund and portfolio managers are responsible for the
products and services they offer. Most managers
rely on third-party ESG data, ratings or research to a
greater or lesser extent as these can aid efficiency.

Data may be used to drive a strategy (e.g. indexed
linked funds) or support proprietary research and in-
house expertise. The application varies.

Issues can include:

0 Methodologies vary and are designed for
different purposes.

0 Issues relating to timing, the use of proxy
data, and assumptions in methodologies can
lead to inconsistencies or anomalies within
or between data providers. Experienced
individuals may easily recognise these.

0 Some data and metrics are often complex
and based on assumptions or proxy data.

0 Sometimes data does not exist, for example,
if it is not supplied by a company.

0 Data availability may change. Data points
may improve, evolve or be retired.

Data variations will always exist as there is no single,
perfect way to assess all of the many complex
challenges in this area. However, this is likely o improve
somewhat over time, for the following reasons:

The government has extended the regulatory
perimeter to include ESG ratings and the FCA has
consulted on the rules for the new regime.
Increased reporting requirements will aid
consistency.

0 ESG metrics and data are not legally
mandated, unlike accounting data, however
the International Financial Reporting
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Standards (IFRS) Foundation has taken
over the previous TCFD climate reporting
requirements. Countries are expected to
increasingly adopt IFRS S1and S2.

0 Although the UK has decided not to develop
its own green taxonomy, the emergence of
taxonomies around the world may further
standardise data and definitions.

Discuss broader ESG integration and responsible
ownership strategies

ESG integration and stewardship practices are
increasingly applied to asset management companies’
entire assets because of the financial relevance or
‘materiality’ of these issues. Strategies vary, so this may
require extra research, however:

0 Some clients may only wish to invest
with fund managers that have certain
companywide stewardship strategies, or
which are signatories of certain agreements
or standards. This has implications for
advice given on products that are not
marketed as sustainable and ethical options.

0 This can be extended to include insurance
and protection products (which are typically
backed by investments).

Consider discussing areas ‘beyond investment’

Some intermediaries may like to discuss options that
go beyond conventional financial plans and some do
already.

In most instances, these would require advisers to refer
clients to a suitably qualified business or individual but
may nonetheless be welcomed by a client. Examples
include:

* Philanthropy, which can be useful for clients

seeking impact without a financial return.
Philanthropy can direct capital fowards specific
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(often measurable) social or environmental
challenges that might otherwise fail to attract
funding.

Sustainability in banking and other financial
services: advisers may wish to discuss client choices
in banking, mortgage provision and insurance as
part of a holistic financial plan.

Appendix 3. Further reading and resources

Adviser resources

In Accord www.accordinitiative.com - Adviser compliance support identifying client preferences.

SRI Services https://www.fundecomarket.co.uk/ helps intermediaries understand and research
sustainable, responsible and ethical investing options so that they can match strategies to diverse client
preferences.

Sustainability resources - relevant to financial services and this report

BSI Fund PAS 7342 on the design, implementation and communication of sustainable investment fund
strategies. https://standardsdevelopment.bsigroup.com/projects/2020-03404 (free to download)
+  UNPRI https://www.unpri.org/ United Nations supported international responsible investment business
association.
UKSIF https://uksif.org/ not for profit UK sustainable investment membership association.
UK Stewardship Code (2026 revision) (https://www.frc.org.uk/news-and-events/news/2025/06
frc-overhauls-the-investor-stewardship-code-to-focus-on-value-creation-reducing-burdens-and-
enhanced-engagement-between-market-participants )

Further reading and reference

Doughnut Economics book by Kate Raworth.
A Climate of Truth book by Mike Berners Lee.
‘Outrage and Optimism’ podcast with Christiana Figueres, Tom Rivett-Carnac and Paul Dickensen.

FCAlinks

FCA SDR Policy Statement (PS23/16): https://www.fca.org.uk/firms/climate-change-and-sustainable-
finance/sustainability-disclosure-and-labelling-regime

FCA ESG Handbook - https://handbook.fca.org.uk/handbook/esg4

Anti greenwashing rule guidance: https://www.fca.org.uk/publications/finalised-guidance/fg24-3-
finalised-non-handbook-guidance-anti-greenwashing-rule

FCA Financial Lives 2024 Survey: https://www.fca.org.uk/publication/financial-lives/fls-2024-consumer-
investments.pdf (70-82)

FCA link for intermediaries to share with clients when recommending a sustainable fund https://www.fca.
org.uk/consumers/sustainable-investment-labels-greenwashing
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Appendix 4. Introduction to systemic risk

The significance and interconnectedness of sustainability issues, financial markets and our everyday lives
means that they present system wide risks.

There is now significant concern amongst actuaries, academics and investors who understand sustainability
risk that we have little time left o avert disaster.

From an investment perspective systemic risks are those that may affect an entire system and therefore
cannot be avoided, or managed through diversification. Other examples include global recessions and
pandemics.

Risks pertaining to climate and nature are, however, viewed differently because of their potential magnitude
and the fact that they cannot be reversed within the time horizons we might normally consider. For example,
global sea levels have started to rise, further rises are likely and we would be unable to reverse this.

The risk associated with hitting ‘tipping points’ is articulated in the Institute and Faculty of Actuaries report ‘The
Emperor’s New Climate Scendarios’, which includes a ‘warning for financial services’ and calls for better climate
risk modelling and increased urgency. Members of the ASG regard this as meaning such risks are foreseeable,
given the role of actuaries.

Explore further:

The UN's Intergovernmental Panel on Climate Change data is illustrated in a NASA sea level projection tool.
The IFoA and the University of Exeter publish a Global Tipping Points Planetary Solvency risk dashboard.
Copernicus offers an interactive climate atlas.

Net Zero Lawyers Alliance report on Sustainable Fiduciary Duty (November 2025)
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Answering questions about systemic risk

Some clients are well aware of the risks posed by climate change and nature loss. Some will refer to these as
crises requiring immediate attention and want to discuss this with their adviser. Being prepared for questions
such as this is likely fo become increasingly important.

Financial advisers and planners might like to explain that they have a limited direct role to play when
addressing systemic risk, partly because asset selection decisions are made by investment managers. However,
advisers can send important signals to asset managers by where they choose to direct their client’s money,
which is why discussing this with clients is important.

We therefore suggest that firms add a short additional section to their due diligence questions for investment
managers. This will enable firms to demonstrate that, whilst the risks may not be able to be fully mitigated,
clients have the option to invest money with investment managers who are aware of, and acting to, mitigate
investment risk.

4 N

Questions an advice firm might ask a fund manager or portfolio manager:
1. Are you aware of the Institute and Faculty of Actuaries (IFoA) Reports on climate and
environmental risks, in particular: 'The Emperor’s New Climate Scenarios’, and ‘Planetary

Solvency - finding our balance with nature’?

2. If Yes, please explain what actions you have taken to amend/update your future risk modelling
processes to take account of the risks highlighted by IFoA and others.

3. If No, please advise why you do not believe such important works have any bearing on your
long-term investment risk management processes.

We recommend that firms retain the answers as part of their centralised due diligence information.
For those managers who answer No, firms may wish to make notes on relevant client files.

\ /
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Appendix 5. Developing the business framework:
Additional support

The following information supports the information in chapter 2.

Implementation
Additional help developing a business plan to introduce sustainable investing into an advice firm

The proposition might be to introduce sustainable investment into a business where it has been negligible or
non-existent. Or it might involve the relaunch of an older service that now needs to be reorganised in the light
of changed circumstances.

Budgeting and resource allocation

The level of resources needed to introduce or reorganise sustainable investment practices will vary hugely
according to the size of the firm and the scale of its ambition. The purpose of the section of the chapter is to
outline the main areas that firms should consider and provide some indication of the variables.

Some of the costs associated with the proposition should be relatively easy to estimate, once the decision has
been made to use them - e.g. outsourced marketing and training expertise. But other less direct costs are
generally more difficult to quantify, but often no less real, such as senior management and financial adviser
time in preparation, due diligence and training.
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Internal resources
Resources that may help a firm build a best practice proposition could include:

Sustainable investment expertise - to oversee DFM and/or fund selection and compliance.

At least one dedicated sustainable investment champion adviser to lead client engagement and internal
training.

The time of the marketing team for content creation and lead generation.

External consultancy services that may be needed

Investment consultants.
Compliance consultants.
Marketing and sales consultants.
Training and competence

Example of an estimated marketing budget for a sustainable investment proposition in an advice firm
An advice firm’s marketing budget for launching a sustainable investment service for clients might look like

the following but of course different firms are bound to experience different levels of costs depending on their
aims and circumstances:

Digital marketing (website, SEO, paid ads, social media) - approx 40%
Client seminars and sustainable investment workshops - approx 25%
Adviser training and compliance materials - approx 15%
Print and offline marketing materials - approx 10%
Partnerships and industry sponsorships - approx 10%
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Implementation timeline (illustrative)

The firm should decide on the phasing of the introduction of the sustainable investment proposition to help
estimate costs and monitor progress. If the firm decided that the implementation phase would take about six
months altogether, the timelines for each phase might look like the following:

Phase 1: Preparation (eg months 2-6)

Develop sustainable investment fund and or portfolio selection process and adviser training.
Set up links with third party partners and advisers e.g. DFMs.

Build dedicated sustainable investment landing page and content.

Prepare sustainable investment marketing materials e.g. guides, brochures, videos.

Phase 2: Soft launch (eg months 3-4)

Firms might find it prudent to launch the service with lower than the full levels of publicity and therefore less
initial business than they would expect from a full launch. This should help iron out unforeseen problems with
any aspect of the service and clients’ reaction to it. The stages of the soft launch might be as follows:

Run client webinars with sustainable investment themes.
Launch social media and email campaigns.
Introduce sustainable investment into fact-finding in client meetings.

Phase 3: Full Rollout (eg months 5-6)

Host in-person sustainable investment events.
Implement full-scale paid digital advertising.
Assess KPI performance & adjust strategy.
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Case studies:

How different sized firms introduced sustainable investment

The following hypothetical case studies demonstrate how different sizes of firms made decisions that fitted
with their scale and abilities.

Like many smaller firms with about 1- 5 advisers, Peter and Rod’s business Littleco had very little inhouse
expertise in sustainable investing. They therefore decided to rely on outsource consultants and other resources
to establish an advisory investment proposition. They spoke to several specialist consultancies who could select
their panels of risk rated advisory portfolios of sustainable funds as well as the remainder of their portfolios.
The costs were acceptable, and they felt that they had a credible solution when clients asked for a sustainable
approach. They have access to a DFM providing bespoke services for their high value clients.

The 30-adviser medium-sized business, Midco that Hazel headed up already included two advisers who
had been enthusiastic and knowledgeable about sustainable investing. She felt that the firm could build on
this expertise and increase the number of specialist advisers. She felt that the firm could partner with a third
party DFM to create a new proposition in conjunction with the investment committee and both the inhouse
compliance department and the external compliance consultants. Hazel and the board soon felt confident
enough about the new proposition to start promoting it proactively with clients.

As a large firm with over 60 advisers, the Bigco had enough resources to develop its own in house
discretionary sustainable strategies. It engaged the services of an external consultancy to provide data

and steer the portfolios at a time of changing regulation and often turbulent markets. The company built
rigorous inhouse research capabilities with the consultants’ help to assess funds and portfolios effectively and
measure performance. Bigco created a proposition that the board decided should be featured as one of their
distinguishing services.
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Example of a SWOT analysis
A SWOT analysis can prompt senior management and others involved in the process to consider their firm’s
current situation and to start thinking about the appropriate strategies for the future. This can then support

the more detailed planning that follows.

An example of a fictitious seven-adviser firm based in a medium-sized town in the English Midlands:

Strengths Weaknesses

Successful and profitable Only one adviser with any experience and

Good local reputation knowledge of sustainable investing

Excellent links with two firms of accountants and No other inhouse expertise on sustainable investing
three firms of solicitors Considerable scepticism among some advisers

Five of the seven advisers are profitable Not much marketing knowledge or experience

The compliance function seems strong Rudimentary website

Very low number of complaints Limited time and financial resources

Strong demand for services Weakness in use of technology

Most clients come from personal referrals No online presence for dealing with low value clients
Increasing number of clients who express an who might eventually grow

interest in ESG/ethical/sustainable investing

Opportunities Threats

Several existing clients have said they are
interested in ESG

Links with the church provide further access to
prospective clients

Accountant connection audits several charities
with endowments

Speaking opportunities at local organisations
Possibility of differentiation from local and
national competitors

Regulatory challenges

Competition from nearby ESG advice specialists
Likely losses and low profits after the initial launch
Diversion of tfime and resources
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Marketing and communications

Market positioning and targeting prospective clients

The firm may like to define its position in relation to its sustainable investment service. It may wish to make
sustainability a major marketing theme or it might just be part of an overall service that demonstrates a
concern to align with clients’ wishes and values. It would be useful to try to define the overall message in a brief
mission statement or elevator pitch.

For example:

“We aim to provide a service that balances financial performance and ethical and sustainable investing
through a transparent, client-focused proposition free from greenwashing.”

Advice firms are reminded that the anti-greenwashing rules apply to all regulated firms (see regulatory
text).

In brief - sustainability related claims must be clear, fair not misleading, and able to be substantiated.

Where a firm has indicated that they provide advice on sustainable investment, they may wish to consider the
following

Digital marketing and online presence

Firms wishing o promote their sustainability related services online might like to consider: Website and
landing page - the relative prominence of the sustainable investing message.

Search engine optimisation (SEO) strategy - optimised blogs and articles.

Email campaigns - Educational email series introducing the benefits of sustainable investing.

Social media and content strategy - regular material on sustainable investing insights; updates; case
studies; infographics, fund performance and sustainability impact; short video webinar guides on
sustainable investing and live Q8A sessions.

Traditional marketing, seminars and partnerships may also be valuable and support the achievement of
business KPlIs.
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Monitoring

As with any of business activity careful monitoring and record keeping are valuable. The following are some
suggestions:

Potential ways to monitor the success of a sustainable investment proposition
in an advice firm

Setting the responsibility for monitoring the success of the proposition

Clear governance and accountability structures will support the monitoring of the ongoing success of the
firm’s implementation of sustainable investing. Firms may approach this in different ways; for example,
this may be discussed in main bodies, such as compliance committees. In larger organisations, it could be a
specialist compliance sub-committee.

Using technology for sustainable investment monitoring

Firms can use digital tools to track adviser behaviour as it relates to sustainable investment.

Use back office and client relationship management (CRM) systems to flag missing sustainable investment
suitability assessments and automate prompts for advisers to discuss sustainability with clients periodically.
Portfolio Monitoring: use data analytics dashboards to track sustainable investment performance, any
changes in fund ratings, as well as adviser adoption of sustainable investment solutions.

Monitoring advice

Firms can track and assess adviser performance using a mix of automated tools, compliance checks and
client feedback. The following is a practical checklist for help with planning the monitoring part of the process.

Client fact-finding and sustainable investment profiling
Check that advisers are:

Correctly assessing client sustainable investment preferences and documenting them in line with the firm’s
policies.

Providing clients with clear explanations of sustainable investment risks, benefits and trade-offs.
Suitability and investment recommendations considering and reviewing the suitability of investment
recommendations

Check that advisers:

Understand the features, benefits and drawbacks of each of the firm’s chosen products, services

and strategies, matching clients with appropriate sustainable investment solutions based on clients’
preferences.

Present sustainable investment funds/products/services fairly and transparently with no greenwashing and
communicate performance, risk and sustainability issues effectively.
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Compliance with FCA and the firm’s internal policies

Check that advisers understand the FCA'’s Sustainability Disclosure Requirements, anti-greenwashing rule
and Consumer Duty.

Ongoing sustainable investment client engagement

Check that advisers are reviewing clients’ sustainable investment preferences periodically and providing
them with updated sustainable investment reporting and portfolio reviews.

Compliance and audit reviews

Check sustainable investment suitability by conducting regular file audits on sustainable investment
fact-finding and suitability reports, to verify that advisers are explaining sustainable investment factors
correctly and documenting client choices.

Review investment recommendations to compare adviser recommendations against firm-wide sustainable
investment policies, to ensure that sustainable investments align with client needs.

Client feedback and complaints monitoring

Conduct client surveys and include questions about sustainable investment advice, to get client feedback
on how well advisers explain the options and to identify gaps in adviser confidence or knowledge.

Analyse complaint patterns to track those related to sustainable investment (e.g. about misrepresentation,
greenwashing), and then use the complaints to refine adviser training and monitoring processes.

Measure client retention and engagement rates to discover whether clients who choose sustainable
investments stay engaged and whether advisers provide regular sustainable investment-related portfolio
updates.

Monitoring adviser training and development

Firms should integrate ongoing sustainability and sustainable investment education into their compliance

framework with the aim of improving advisers’ behaviours. This might include:

0 Mandatory sustainable investment CPD (continuing professional development, see chapter 3) requiring
advisers to complete sustainable investment-focused CPD hours.

0 Quarterly sustainable investment refresher training which could cover regulatory updates, investment
trends, and client engagement strategies and draw on real-world case studies.

0 Interactive sustainable investment knowledge tests to assess advisers’ understanding through scenario-
based suitability assessments and incorporate sustainable investment knowledge into the firm’s adviser
competency frameworks.

Conclusion: a holistic approach to monitoring

A multi-layered approach — combining compliance audits, client feedback, adviser tracking and training —
ensures advisers handle sustainable investing responsibly and in line with good practice.
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