Securities Services

UK FCA Proposes Extending
SDR to Portfolio Management

The UK Financial Conduct Authority (FCA) is consulting on extending Sustainability
Disclosure Requirements (SDR) and investment labels regime to portfolio

management services.

Consultation Paper (CP24/8) ‘Extending the Sustainability Disclosure Requirements
(SDR) regime to Portfolio Management’ was published on 23 April 2024 and was open

for comment until 14 June 2024.

What follows is a factual summary of the content of CP24/8,
and any views expressed are those contained in that paper. The
terms ‘firms’, ‘in-scope firms’ and ‘portfolio managers’ are used
interchangeably in CP24/8.

The FCA says that CP24/8 will be of interest to firms providing
portfolio management services — that is a service provided to
aclient which comprises either:

» Managing investments; or

« Private equity or other private market activities consisting
of either advising on investments or managing investments
on arecurring or ongoing basis in connection with an
arrangement, the predominant purpose of which is
investment in unlisted securities.

The FCA are proposing to extend the SDR and investment labels
regime to all forms of portfolio management services, including
where the portfolio management offering (the agreements or
arrangements) is a model portfolio, a customised portfolio and/
or bespoke portfolio management services (tailored to the clients’
needs and preferences).

The FCA estimates that its proposals will impact around 400
firms providing portfolio management services, consisting of
a population of wealth managers, private banks, and asset
managers (which collectively the FCA refer to as “firms” in
CP24/8). All of which can operate different business models
and different services. The FCA says that how the rules are to
be applied, depends on the nature of the business model.

As the SDR and labelling regime has been developed primarily
for retail investors (also referred to as ‘consumers’), the proposals
to extend the regime are primarily aimed at wealth management
services for individuals and model portfolios for retail investors.

Optingin

Firms offering portfolio management services to professional
clients (or institutional investors), who the FCA refer to in the
paper as ‘clients, can also opt into the labelling regime. The FCA
refers to ‘clients’ more broadly in the instrument (Appendix 1)
to mean coverage of both retail and professional clients.

CP24/8 may also be of interest to other regulated firms including
platform providers, financial advisers, and fund managers.


https://www.fca.org.uk/publication/consultation/cp24-8.pdf

Outcomes being sought by the FCA

A causal chain in Annex 2 of CP24/8 sets out the FCA’s
interventions and the changes that in-scope firms will need
to make to comply with the proposals being consulted on.

The FCA says that the result of the regime ensures that in-scope
firms’ sustainability claims are proportionate, provide further
accessible information to consumers and label their products

in line with the criteria proposed. The FCA states this should
lead to:

« Minimised greenwashing and consumers protected from the
associated harms.

« Increased provision of standardised sustainability information
along the investment chain.

« Consumers using labels and disclosures to navigate the
market and make informed decisions more effectively.

The FCA describe that this should also support other primary
and secondary outcomes referred to in the paper.

The proposed rules

The FCA states that it considers it important that portfolio
managers are held to the same standards as fund managers
when making sustainability claims. The FCA is proposing that
the regime would be applied as follows:

Naming and
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Disclosure requirements

marketing rules

Retail Can be used” Apply

Apply where firms are using labels or
sustainability-related terms. Firms must
produce consumer-facing, pre-contractual
and detailed product-level disclosures and
either publish them or provide them to their
clients. Entity-level disclosure rules also apply.

Professional Can be used”

.

Do not apply

Apply where firms are using labels. Firms must
produce pre-contractual and detailed product-
level disclosures and either publish them or
provide them to their clients. Entity-level
disclosure rules also apply.

/

“If criteria and associated disclosure requirements are met.

Source: FCA CP24/8 — Extending the SDR regime to Portfolio management, paragraph 3.7, page 15.

Whilst the FCA says it appreciates that in some cases portfolio
managers do not make disclosures publicly available, it is
proposing that the portfolio manager must still prepare the
disclosures and provide them to clients so that retail investors
have a baseline of consistent information.

As part of CP24/8 the FCA states that it is not proposing that
portfolio managers offering services to professional clients be
subject to the specific naming and marketing requirements,
as the FCA do not consider this to be proportionate at this
stage. The final proposal though will be subject to responses
to CP24/8, so this view could change.

The FCA also proposes that the anti-greenwashing rule will apply.

Investment labels

The FCA are proposing a broadly similar approach to labelling for
portfolio managers as introduced for fund managers. That is an
option to use four labels: ‘Sustainability Impact’, ‘Sustainability
Focus’, ‘Sustainability Improvers’ and ‘Sustainability Mixed
Goals’, along with the portfolio manager also meeting the
associated general and specific criteria.!

Whether a portfolio management offering invests in funds
or directly in securities, the FCA says that those funds and
securities will be treated as ‘assets.

The FCA also says that overseas funds remain out of scope of
the regime and a label cannot be applied to an overseas fund,
a portfolio management offering that is in scope of the regime
may invest in assets that are either UK and/or overseas funds.

'See FCA PS23/16 for further details: https://www.fca.org.uk/publications/policy-statements/ps23-16-sustainability-disclosure-requirements-investment-labels.



https://www.fca.org.uk/publications/policy-statements/ps23-16-sustainability-disclosure-requirements-investment-labels

The portfolio manager however is responsible for assessing
those assets and ensuring the labelling criteria are met if it
wants to use a label for the portfolio.

The FCA says that portfolio managers must also meet the
associated firm-level requirements. The FCA explains that

this includes requirements around the use of the graphic for
each label, record-keeping requirements, notifying the portfolio
manager’s clients and notifying the FCA of their use of a label
through the online notification and application form that is
being developed. The FCA says that details about the form

will be published in due course.

In CP 24/8, Table 1-application of labelling criteria to
portfolio managers, beginning on page 18 and ending on
page 23, provides full details of the requirements and their
application to portfolio managers under the following areas
and sub-categories:

» Product requirements: Sustainability objective; Investment
policy and strategy; and Key Performance Indicators (KPIs).

« Firm requirements: Negative outcomes; Investment policy
and strategy; Independent assessment; Assets that do not
pursue the objective; KPIs; Escalation plan; Resources and
governance; and Stewardship.

» Meeting the requirements on an ongoing basis: Ongoing
requirements and review; and Use of data.

Naming and marketing

The FCA are proposing that these requirements only apply
to portfolio management offerings that are marketed to
retail investors.

Sustainability-related terms can be used in names and
marketing if:

» The portfolio uses a label — provided that, where the
‘sustainability focus’, ‘sustainability improvers’ or
‘sustainability mixed goals’ labels are used, the word
‘impact’ is not used in the name of the offering; or

« It does not use a label but complies with the naming and
marketing rules, as set out below.

Portfolio managers must comply with the following naming rules:

» The portfolio management offering must have sustainability
characteristics and its name must accurately reflect those
characteristics, but the terms ‘sustainable’, ‘sustainability’,
‘impact’ and any variation of those terms must not be used.

« Firms must produce the same types of disclosures as required

for labelled products.

» Firms must also produce a statement to clarify that the
offering does not have a label and the reason why, and either
publish this information (on the relevant digital medium) or
provide it to the retail investor.

Portfolio managers must comply with the following marketing rules:

» Firms must ensure that financial promotions relating to
an offering are consistent with its label and associated
disclosures, where relevant.
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« Firms that are not using a label for a portfolio management
offering but are using sustainability-related terms in financial
promotions relating to them must produce the same types
of disclosures and statement as those required under the
namingrules.

The FCA says that where a portfolio does not use a label/s

but invests in some funds that do have labels, the portfolio
manager can explain in its marketing that some of the funds
within the portfolio are labelled. However, the marketing

and anti-greenwashing rules must be met, and the portfolio
manager must not imply that the whole portfolio is ‘sustainable.
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Disclosure requirements

Consumer-facing disclosures

The FCA are proposing that portfolio managers produce their
own consumer-facing disclosures for retail investors because
the FCA’s updated proposals for labelling require them to assess
the portfolio against the qualifying criteria themselves. The FCA
are also proposing that portfolio managers produce their own
disclosures when using sustainability-related terms in their
product names and marketing.

The FCA also states that consumer-facing disclosures should
summarise the key sustainability characteristics for both
labelled portfolio management offerings and those that use
sustainability-related terms in their names and marketing,
and that the disclosure document must be provided in a

new, standalone document, alongside other documents

that provide key investor information.

Aligned with the approach for UK funds, the FCA is not
proposing a specific template for the information. But to
promote consistency the FCA has set out two categories
of disclosures that firms would be required to make.

The disclosure must not exceed 2 pages (if printed) and must
include the following;:

« Either the sustainability objective and label, or a statement
to clarify that the portfolio management offering does not
have a label.

« Theinvestment policy and strategy (including what the
portfolio will and will not invest in).

« Relevant KPIs and/or metrics.

» Details of where a consumer can access other relevant
sustainability and non-sustainability-related information.

« For the ‘Sustainability Mixed Goals’ label only, the proportion

of assets invested in line with each of the other relevant labels.

The FCA says that disclosures must be reviewed and updated
annually as appropriate. Disclosures for products with labels
must, at a minimum, be updated to reflect progress towards

achieving the sustainability objective.

Making disclosures available

The FCA proposes that the consumer-facing disclosures must
be made available in a prominent place on the relevant digital
medium (for example, the main product webpage or page on a
mobile application) but recognise that not all portfolio managers
make information related to portfolio management offerings
publicly available.

Where this is the case, the FCA are proposing that the portfolio
manager must provide the information required under these
disclosures to their retail investors.

Where firms intend to publish the disclosure, the FCA propose

that the same rules for funds should apply. Disclosures should

be no more than ‘one mouse click away’ from where the label is
presented. The FCA suggest that this could be a hyperlink next
to or underneath the label.

When publishing the consumer-facing disclosure, the FCA says it
should be easy for consumers to identify the portfolio management
offering it relates to as well as the label, where relevant, and access
links to other relevant product-level disclosures.

The FCA states that firms must also keep a copy of each published
version for a minimum of five years and provide it to retail investors,
ortothe FCA, on request.

Detailed product-level disclosures

The FCA says that all portfolio management offerings using
alabel or using sustainability-related terms in their naming
and/or marketing without a label must include sustainability
information in:

» Pre-contractual disclosures by 2 December 2024 for products
using terms without a label; and

« Ongoing product-level disclosures annually.

For portfolio management offerings using a label, the FCA
state that information that must be disclosed is broadly
associated with the qualifying criteria for the labels, and is the
same information required under the FCA’s rules for UK funds.
This includes disclosing how the portfolio manager determines
the assets the portfolio invests in, and the robust, evidence-
based standard of sustainability that it uses.

For portfolio management offerings that are not using a
label, the FCA says that the pre-contractual and ongoing
product-level disclosures must, at a minimum, include
information relating to the investment policy and strategy
and any relevant metrics.

For the ‘Sustainability Mixed Goals’ label, the FCA states that
disclosures must include the proportion of assets invested in
line with each of the relevant labels, and information required
for those labels.

Also, the FCA says that the requirements for making disclosures
publicly available in a prominent place are reflective of those for
consumer-facing disclosures.



One exception to the disclosure rules for fund managers, is
that the FCA will not apply the on-demand regime to portfolio
management disclosures.

Entity-level disclosures

Consistent with the Task Force on Climate-related Financial
Disclosures (and the International Sustainability Standard
Board’s) four pillars, the FCA says that all firms with over

£5 billion in AUM are required to disclose annually the following:

« Their governance around sustainability-related risks
and opportunities.

» The actual and potential impacts of sustainability-related
risks and opportunities on their business, strategy, and
financial planning.

« How the firm identifies, assesses, and manages
sustainability-related risks.

» The metrics and targets used to assess and manage
relevant sustainability-related risks.

The FCA also says that if firms use labels or sustainability-related
terms in the names and marketing of their portfolio management
offerings, they must also include details on their resources,
governance, and organisational arrangements for them.

The FCA states that firms will be able to cross-refer to disclosures
made in a group, parent-level or other relevant report, provided
the information is clearly signposted and other cross-referencing
requirements are met.

Rules for distributors

The FCA propose that the requirements for distributors reflect
the rules applied to UK funds as regards to communicating the
labels and consumer-facing disclosures.

The FCA propose that distributors (e.g., financial advisers,
platforms, etc.) must communicate the labels used for portfolio
management offerings and provide access to the associated
consumer-facing disclosures to retail investors, eitheron a
relevant digital medium for the product or using the channel
they would ordinarily use to communicate information.

The FCA says that it acknowledges that some firms providing
portfolio management also carry out activities within scope

of the definition of a ‘distributor’, so have clarified the types of
portfolio management activity that it intends to capture under
labelling, naming, and marketing and disclosure rules in the
‘scope’ section (Chapter 3) of CP24/8.

The FCA sets out that where a firm is carrying out ‘sustainability
in-scope business’i.e., providing ‘portfolio management’ in
relation to a sustainability product?, they fall under the FCA
labelling, naming, and marketing and disclosure rules. Where
that same firm might act as a ‘distributor’, as defined in the FCA
Glossary, the FCA states that the distributor rules will apply.®

The FCA states that it has established an industry-led working
group for financial advisers to support the industry in advising
consumers on products making claims about sustainability. The
FCA also say that consumer-facing disclosures should also help
advisers to better understand the sustainability characteristics
of investment products.

2Defined in the FCA Handbook Glossary.
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Other minor amendments and corrections introduced in CP24/8
The FCA also list out other minor amendments that they propose
in CP24/8. For details of these see pages 31-32.

How will the FCA measure success?
The FCA says it will:

« Carry out its usual supervision processes, which may include
challenging inappropriate use of labels, monitoring uptake of
labels and acting on intelligence that indicates that firms may
be in breach of SDR requirements.

« Assess the usefulness of labels and disclosures to consumers.
For example, through the FCA Financial Lives Survey, other
sources of consumer research and engagement with consumer
representative groups such as the Financial Services Consumer
Panel, FCA Consumer Network, Good with Money, and Which?.

» Monitor for signs of greenwashing, for example, complaints
that the FCA may receive and broader supervisory intelligence.

Carry out a post-implementation review of the SDR and
labelling regime after three years.

Next steps
The FCA says that it will consider the feedback it receives and
then plans to publish final rules in the second half of 2024.

It will be interesting to see where the proposals end up in
relation to timing, as industry feedback has been that the
rules should come into force 12 months after the final rules
are published. This will give time for the rules to bed down
for fund managers and give portfolio managers time
forimplementation.*

But as it stands, the FCA propose that the labelling and
naming and marketing requirements, and the associated
consumer-facing and pre-contractual disclosures come
into force on 2 December 2024.

The FCA states that firms will then need to start producing
ongoing product-level disclosures from 2 December 2025.

Firms with assets under management (AuM) greater than
£50 billion will need to produce entity-level disclosures by
2 December 2025.

Firms with AuM greater than £5 billion will need to start
producing entity-level disclosures by 2 December 2026.

The FCA says that apart from the start date for labelling and
the associated disclosures, these dates are consistent with the
measures for fund managers.

Also on 23 April 2023, the FCA published an update to its
Climate Change and Sustainable Finance webpage, providing
an update on CP24/8, along with the publication of the FCA’s
Final Guidance on anti-greenwashing.

As regards overseas funds remaining out of scope of the SDR
and labelling regime, the FCA says that HM Treasury have
announced their intention to consult on extending the regime
to overseas recognised funds, and the FCA continues to
engage with HMT to understand the options, but that any
extension to overseas funds is a matter for HM Treasury.

3The table at ESG 1.2.4G(2) (see ESG Sourcebook and Appendix 1) indicates which rules apply to firms in their capacity as ‘distributors’ and which apply to firms

providing ‘portfolio management’.

4 See https://www.theia.org/sites/default/files/2024-06/Final%20-%201A%20response%20-%20FCA%20CP%200n%20extending%20SDR%20t0%20PMS.pdf.



https://www.fca.org.uk/firms/climate-change-sustainable-finance
https://www.fca.org.uk/publications/finalised-guidance/fg24-3-finalised-non-handbook-guidance-anti-greenwashing-rule
https://www.theia.org/sites/default/files/2024-06/Final%20-%20IA%20response%20-%20FCA%20CP%20on%20extending%20SDR%20to%20PMS.pdf
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