U.S. ESG REGULATORY UPDATE NEWSLETTER - Q2 2024

The ongoing ESG debate continued in Q2 with opposition groups denouncing the SEC's latest regulatory proposals,
while ESG proponents continued urging progression of compliance efforts. A number of lawsuits have been filed,
resulting in a temporary pause to the implementation of the SEC's Climate Disclosure Rules. Meanwhile, the
regulatory agenda is pushing ahead in Europe with the Corporate Sustainability Reporting Directive (CSRD) and the
UK's Sustainable Disclosure Requirements (SDR). Furthermore, the next iteration of the Sustainable Finance
Disclosure Requirements (SFDR), which was first introduced in 2021, is starting to take shape in the E.U. and aims
to build upon the initial mandate and address perceived shortcomings.

WREGU LATORY UPDATES

SEC Climate Disclosure ‘Final Rules’
and ‘Funds Rule’

- The SEC put its Climate Disclosure Rules (‘Final
Rules’), passed in Q1, on-hold (pending a judicial
review) following litigation from a cohort of U.S.
states; the original start date for Large Accelerated
Filers in 2026 is likely to shift out as a result.

- In its official statement, the U.S. regulator suggests
that the ‘administrative stay’ is merely a response
to ongoing litigation and it will continue to issue
other sustainability disclosure rules and guidelines
in line with its 2010 climate guidance.

-Impact on the ‘Funds Rule’: The SEC
proposed a separate set of rules to enhance the
disclosure of ESG-focused funds (the compliance
of which partially depends upon the
environmental data generated from the ‘Final
Rules”).

- The remainder of the ‘Funds Rule’ mandates
disclosures in fund prospectuses, annual
reporting, and marketing brochures based on the
ESG strategies the funds claim to pursue. These
requirements remain independent of the ‘Final
Rules’ and not impacted by the administrative
stay.

Takeaways for Asset Managers:

- Be prepared...and nimble: It has taken the
SEC three years to propose, amend and adopt the
‘Final Rules’. While the final proposal has been
diluted from the initial regulation, e.g., dropping
the requirement to report Scope 3 emissions and
loosening Scope 1 & 2 requirements, the final
proposal continues to attract opposition. U.S.
Asset Managers with European subsidiaries are
likely to still have to report on financed scope 3
emissions (e.g. for FCA TCFD-Aligned Disclosures
and eventually from CSRD). Asset Managers
should assess their data and reporting architecture
to ensure they are still able to comply with the
various requirements that could be eventually
mandated.

- The inability to report on climate-related
disclosures will have an adverse impact on
managers. Institutional demand for consistent &
comparable sustainability disclosures is near
universal; SEC Chair Gary Gensler noted that large

investors with an aggregate $130tn in assets under
management have requested that companies
disclose their climate risks. Firms that are unable
to report on such climate-related disclosures are
likely to face challenges in meeting their own
clients’ reporting requirements.

Upcoming Changes to SFDR - Impact on U.S.
Multinationals

- Adopted in 2021, the Sustainable Finance

Disclosure Regulation (SFDR) is the European
Union's regulatory framework for sustainability

disclosure, the impact of which alongside the
Taxonomy Regulation has been significant for U.S.
asset managers operating in region.

- European regulators (ESAs) began

consultations with industry in September
2023, intending to launch a revised ‘SFDR
2.0’. In a June opinion, the ESAs suggested
key changes to SFDR, impacting product
categories, sustainability grading, and
investment definitions:

- New Product Categories: Article 8 funds
(funds that advocate for environmental or
social attributes) and Article 9 funds (funds
dedicated to sustainable investment goals)
could be replaced by sustainable and
transition categories, with higher
sustainability thresholds, potentially
excluding some current Article 8 funds.

Sustainability Grading Scale: An A-E
grading scale for sustainability features will
be introduced to standardize measurement,
similar to the PRIIPs risk scale.

- Revised Sustainable Investment
Definition: The definition will align with
the Taxonomy Regulation, moving to a
science-based approach for more consistency
and comparability, raising the qualification
standard.

- Managers that plan to launch a new fund in the

E.U. should follow the developments closely and
make calculated preparations. The European
Commission is reviewing the proposed changes to
SFDR while simultaneously soliciting feedback
from industry.
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