SDR deepdive:
1. Sustainable Investment Labels

Background

Sustainable investment labels are designations given to investment products that meet certain environmental,
social and governance ("ESG") criteria. These labels are intended to help investors identify and choose
investments that align with their values and support sustainable practices. The FCA has announced three
sustainable fund labels as part of the broader anti-greenwashing rule.

@ Sustainable Focus
[@ﬂ Funds that invest in
sustainable assets

Firms can choose whether they want to label their products and each label will need to meet the FCA's qualifying
criteria (the “Criteria”). The general Criteria for sustainability labels cover:

Sustainable Improver

Funds that invest in assets
looking to improve their

sustainability over time

Sustainable Impact

Funds that invest in
solutions

Sustainability Objective Resources and Governance

Products must have an environmental and/or social The firm must ensure that appropriate resourcing,

sustainability objective governance and organisational arrangements are in

Investment policy and strategy place to support delivery in line with the product’s

The firm's investment policy and strategy must align with sustainability objective

the product's sustainability objective Investor Stewardship

A firm must maintain its active Investor Stewardship

KPls

The firm must set credible, rigorous and evidence based Strategy and recourses consistent with the

KPIs aligned with the sustainable investment product’s sustainable investment product’s sustainability

sustainability objective objective

If firms decide to use one of the labels and are unable to meet the Criteria, the FCA will propose restrictions on
the use of sustainability-related terms in their product names and marketing. If firms do not meet the Criteria,
but have ESG characteristics as part of their strategy, and they market to retail investors, they must meet the
naming and marketing rules. The labels can be used for products marketed to retail investors, and for those

marketed to institutional investors. Each type of product is designed to deliver a different profile of assets to
different consumer needs. The category specific criteria for each investment labels is noted below:

Sustainable Focus Sustainable Improvers

Sustainable Impact

Products will have an objective to
invest in assets that meet a credible
standard of ESG , or that aligns with
an ESG theme. The label must have a

minimum investment of 70% in assets
that meet a credible standard for

environmental and/or social
sustainability. The KPIs to assess
performance of the product, must
demonstrate the ongoing alignment
of the product’'s assets with a target
environmental and/or social
sustainability profile.

Products do not need to have a
social or environmentally sustainable
initiative. These are assets that have
the potential to become more

environmentally and/or  socially
sustainable over time, including in

response to the stewardship
influence of the firm.
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Products have an objective to achieve a
positive, measurable contribution to
sustainable outcomes, and are invested in
assets that provide solutions to ESG

problems. The firm must specify: a theory
of change, in line with the product’s

sustainability objective, a method that
measures and demonstrates that its
investment activities have had a positive
ESG impact, and a plan if the objective can
no longer be achievable. A firm must apply
enhanced impact measurement and
reporting based on industry best practices.
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