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European regulation in the form of the Sustainable Finance Disclosure Regulation (SFDR) has had a
big impact on disclosure requirements for funds domiciled in Europe. These SFDR regulations have
left many feeling confused and unsure about what they mean, particularly the classifications of
funds, their sustainability objectives and whether they are classified as Article 6, Article 8 or
Article 9 funds. Here we summarise what these regulations mean and explain why the Liontrust GF
Sustainable Future Funds are classified as Article 9.

The EU SFDR has come to mean many different things to different people. These regulations are
designed to give greater transparency and more consistent disclosure to enable clients to better
compare funds while preventing funds overstating their sustainability credentials (also known as
greenwashing).

SFDR is not a labelling regime, although it is sometimes misinterpreted as such. There are many
articles within this regulation (twenty of them in the core legislative text) that relate to transparency
for all the different aspects of the regulations — including pre-contractual disclosures (prospectus
and KIID), periodic reporting, website disclosures, and marketing about the approach to
sustainability.

What appears to cause most confusion around this EU regulation is how a fund is classified, namely
is it: Article 6; Article 8 or Article 9. Here we focus on Article 9 where a fund has “sustainable
investment as its objective” and which carry the greatest level of disclosure requirements (Article 6
and 8 are positioned as having fewer sustainability ambitions, with Article 6 funds having the
smallest number).

Article 9 funds must have a “sustainable investment” objective — but what does this mean in the
context of these regulations?

A fund must invest in economic activities which:

e contribute to either a social or environmental objective (or both)
e do no significant harm
e and investee companies must follow good governance practices

In contrast to what many believe, there is no requirement for an Article 9 fund to be an “impact”
fund —i.e a fund which strives to achieve measurable social or environmental goals through its
investments while also making a profit.

While many funds have recently changed their SFDR classifications from Article 9 to Article 8, we are
confident that our funds meet with the spirit and letter of the EU regulations consistent with Article
9 and will therefore continue to be Article 9 funds.

Key to our decision is the vast experience we have gained since launching the SF funds in 2001.
Through investing in sustainable companies for a long time, we have built up an investment process
and ways of analysing companies that is very specialised. Our investment team does all the
sustainability and fundamental research to inform our investment decisions. This is very different



from many funds that have a separate sustainability or outsourced research function which has
different shades of effect on the investment decision.

We value third-party data providers but we use their analysis as a starting rather than end point and
maintain our discretion so we can ensure we weight the aspects we believe most important for any
given business to come to our own sustainability conclusions. We run relatively focused portfolios of
around 35-50 companies in our equity portfolios and 50-70 issuers in our fixed income funds. This
enables us to focus our research on a relatively small number of companies where we have
conviction, as opposed to covering a much larger number of companies in less detail.

We believe our specialised approach and considerable experience is a positive attribute in a world
where sustainability ratings and analysis become more commoditised. We are confident in our
ability to analyse and deliberate on what are sometimes nuanced aspects of sustainability and come
up with good sustainability conclusions which we apply to our investment decisions.

The SFDR does not provide a list of companies deemed as being ‘sustainable investments’, instead
the rules are interpreted by asset managers who choose which classification their fund fits into. They
then have to meet with the regulatory criteria on transparency and disclosure for that type of fund.

The table below shows how our investment process satisfies the requirements of Article 9 funds.

EU SFDR requirement Liontrust SF investment process

Contribute to either a social Our sustainable investment themes are aligned with

or environmental objective sustainability objectives. Resource efficiency themes are assigned

(or both) as environmental and our Improving health and Safety and
resilience themes are assigned as social.

Do no significant harm Our negative screening criteria as well as our bespoke

sustainability analysis on the company in our Sustainability
matrix capture this.

Investee companies must Included in our Sustainability matrix analysis is an assessment of

follow good governance whether the company has good governance practices which

practices enable it to adequately manage the aspects specified in the
regulation.

Disclosure requirements We continue to disclose our proprietary sustainability analysis of

our funds which include:

1/Fund exposure to sustainability themes

2/Fund alignment with UN Sustainable Development Goals
3/Fund’s carbon emissions, in multiple indicators

4/The % of investments from the investment universe removed
(for sustainability reasons)

5/Number of votes and engagements

6/Consideration of principal adverse indicators

Additional disclosures required by this regulation will be sourced
from reputable third parties and disclosed as required.

These aspects of a sustainable investment are further broken down into:

¢ Do no significant harm (DNSH) has a set of principal adverse indicators (PAls) which need to
be considered in the investment decision-making process

e EU Taxonomy is a way of classifying the proportion of a business that is aligned with
sustainable environmental objectives. Funds have been required to report on this before the



disclosure requirement has come in for companies, so there is a lack of available data
currently. Funds can choose whether they will commit to alignment with the EU Taxonomy
or not. We will wait until more meaningful data coverage is available before deciding to do
this or not. Being aligned with the EU Taxonomy is not mandatory for Article 9 funds.

e  Minimum levels of exposure to environmental or social objectives have to be stated.

For more insights and views from Liontrust visit: https://www.liontrust.co.uk/insights/ourinsights

For a comprehensive list of common financial words and terms, see our glossary at:
https://www.liontrust.co.uk/glossary

Key Risks:

Past performance is not a guide to future performance. The value of an investment and the income
generated from it can fall as well as rise and is not guaranteed. You may get back less than you originally
invested.

The issue of units/shares in Liontrust Funds may be subject to an initial charge, which will have an impact on
the realisable value of the investment, particularly in the short term. Investments should always be considered
as long term.

Disclaimer:

For investment professionals only

Non-UK individuals: This document is issued by Liontrust International (Luxembourg) S.A., a Luxembourg public
limited company (société anonyme) incorporated on 14 October 2019 and authorised by and regulated as an
investment firm in Luxembourg by the Commission de Surveillance du Secteur Financier (“CSSF”) having its
registered office at 18, Val Sainte Croix, L-1370 Luxembourg, Grand Duchy of Luxembourg and registered with
the Luxembourg trade and companies register under number B.238295.

It should not be construed as advice for investment in any product or security mentioned, an offer to buy or
sell units/shares of Funds mentioned, or a solicitation to purchase securities in any company or investment
product. Examples of stocks are provided for general information only to demonstrate our investment
philosophy. The document contains information and analysis that is believed to be accurate at the time of
publication, but is subject to change without notice. Whilst care has been taken in compiling the content of
this document, no representation or warranty is given, whether express or implied, by Liontrust as to its
accuracy or completeness, including for external sources (which may have been used) which have not been
verified.

All the information provided should be treated as confidential, information may constitute material non-public
information, the disclosure of which may be prohibited by law, and the legal responsibility for its use is borne
solely by the recipient. This document has been produced for a professional audience, it should not be
distributed to, or relied upon by, retail investors. It should not be copied, forwarded, reproduced, divulged or
otherwise distributed in any form whether by way of fax, email, oral or otherwise, in whole or in part without
the express and prior written consent of Liontrust.

This is a marketing communication. Before making an investment, you should read the relevant Prospectus
and the Key Investor Information Document (KIID), which provide full product details including investment
charges and risks. These documents can be obtained, free of charge, from www.liontrust.co.eu or direct from
Liontrust.

The decision to invest in a fund should take into account all the characteristics and objectives of the fund
(inclusive of sustainability features) as described in the prospectus. Further information can be found here:
https://www.liontrust.co.uk/sfdr
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