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Aegon response to DWP consultation: 
Taking action on climate risk: improving governance and reporting by occupational pension schemes

7 October 2020
Introduction and high-level comments

We welcome the opportunity to respond to the Government’s consultation on improving climate risk governance and reporting by the largest occupational pension schemes.

We’re supportive of the overall proposals and the Government’s aim in encouraging transparency and awareness of climate risk, including in the assessment of investments and monitoring of risk, and to assess the carbon footprint of pension schemes. 

At Aegon, our purpose is to help people achieve a lifetime of financial security. We know that climate change could reduce global GDP by 30%. None of us will have a secure future unless we do more and take action to stop environmental damage.  As both a major investor in markets and as a large employer we have a significant responsibility and we can make a big difference. We see our purpose well-aligned with improved climate risk reporting and governance reporting by both occupational pension schemes and contract-based schemes. 

We agree that larger occupational pension schemes and all master trusts should lead the way in environmental, social and governance (ESG) matters, including climate risk governance and reporting. This will encourage trustees to consider the impact of longer-term issues and lead to better member outcomes.  

This cohort of schemes will have almost two years to implement the new climate risk governance and reporting rules. Although this may appear to be adequate time, this will be an extremely steep learning curve for most schemes and their trustees, increasing their cost base. Trustees will need to put in place new metrics and targets to assess and manage climate risk. This process is likely to be time consuming and costly. Trustees will need to work with their advisers, providers and investment fund managers to do this.  As these are completely new requirements, the need for detailed technical guidance setting out the Pension Regulator’s (TPR) expectations will be vital. Therefore, final rules and detailed guidance must be provided no later than the end of Q1 2021 to allow adequate time for planning and implementation if the proposed deadline is to be met. The DWP and TPR should also consider setting up working groups to support trustees in their new duties.  

As a master trust / product provider we have obligations to report to trustees. However, we’re entirely dependent on investment fund managers to provide the required information. Therefore, investment fund managers must be compelled to provide this information in a consistent and timely manner. The pension industry initially faced barriers in obtaining transaction cost details as investment managers weren’t compelled to provide this information, but trustees and schemes had to include this information in statutory / regulatory reporting on a comply or explain basis. This led to protracted costly negotiations with investment fund managers to obtain this information. We would strongly prefer to avoid a repeat of this.   
The FCA has recently announced that it will be consulting on TCFD aligned disclosure for assets managers and contract-based schemes in the first half of 2021, with final rules in place by the end of 2021, and compliance to start from 2022. We welcome this joined up approach and believe it will lead to improved governance and reporting across the pension industry regardless of whether a saver is saving in a trust-based or contract-based scheme.  This is also an opportunity to compel investment managers to provide the required information to trustees and pension providers in a consistent and timely manner.    

We will be suggesting that the FCA also provides guidance for investment managers. This will avoid trustees having to enter into negotiations with investment fund managers around exactly how to provide the required information.  We suggest that the DWP works with the FCA and considers whether implementing standard reporting templates for investment fund managers is appropriate to encourage consistency of data and format.    
We support both the DWP and FCA initiatives and we expect there will be future ESG regulatory initiatives. With each new regulatory initiative, there is an impact on implementation and ongoing costs. The DWP has carried out an impact assessment, but it is unclear if there is any acknowledgement that the increased regulatory burden could increase member charges.  

We agree there should be a level regulatory playing field for all master trusts and improved climate risk governance and reporting should apply to all master trusts given the importance of this issue. 

As the regulatory burden increases, scale will become increasingly important, not only to keep up with regulatory change but also to continuously invest in propositions to improve member outcomes. We believe the increased regulatory burden, coupled with the uncertain economic outlook, could lead to smaller master trusts becoming financially unsustainable and hasten master trust consolidation with the DC market potentially looking very different in five years’ time.  
We also believe the increased regulatory burden will also mean more smaller and medium-sized single employer trusts will look to consolidate with successful master trusts, which could mean such schemes ultimately disappear from the pensions landscape. 
Please do not hesitate to contact me if you would like to discuss any aspect of this response further.

Kate Smith

Head of Public Affairs
7 October 2020
Responses to specific questions
We agree with most of the proposals so have provided answers to questions only where we wish to make additional comments.
Question 1

We propose that the following schemes should be in scope of the mandatory climate governance and Task Force on Climate-related Financial Disclosures (TCFD) reporting requirements set out in this consultation:

a) trust schemes with £1 billion or more in net assets
b) authorised master trusts
c) authorised schemes offering collective money purchase benefits

Do you agree with our policy proposals?

Question 2

We propose that:

a) trustees of schemes with £5 billion or more in net assets on their first scheme year end date to fall on or after 1 June 2020 are subject to the climate governance requirements from 1 October 2021 and the trustees must publish a TCFD report within 7 months of the current scheme year end date or by 31 December 2022 if earlier
b) trustees of schemes with £1 billion or more in net assets on the first scheme year end date to fall on or after 1 June 2021 are subject to the climate governance requirements from 1 October 2022, and the trustees must publish a TCFD report within 7 months of the current scheme year end date, or by 31 December 2023 if earlier
c) trustees of master trust or collective money purchase schemes which are authorised on 1 October 2021 are subject to the climate governance requirements with immediate effect, and the trustees must publish a TCFD report in line within 7 months of the current scheme year end date, or by 31 December 2022.

After 1 October 2021:

d) trustees of master trust or collective money purchase schemes which become authorised are subject to the climate governance requirements with immediate effect, and the trustees must publish a TCFD report within 7 months of the current scheme year end date
e) where schemes cease to require authorisation, the climate governance and TCFD-aligned reporting requirements fall away with immediate effect, unless they remain in scope via the asset threshold on the previous scheme year end date

From 1 June 2022 onward:

f) trustees of schemes not already in scope of the requirements and with £1 billion or more in net assets on any subsequent scheme year end date:

· are subject to the climate governance requirements starting from one year after the scheme year end date on which the £1 billion asset threshold was met

· must publish a TCFD report within 7 months of the end of the scheme year from which the climate governance requirements apply

g) trustees of schemes in scope of the requirements whose net assets fall below £500m on any subsequent scheme year end date cease to be subject to the climate governance requirements with immediate effect (unless they are an authorised scheme) but must still publish their TCFD report for the scheme year which has just ended within 7 months of the scheme year end date

Do you agree with the policy proposals?

Yes, we agree with the proposals. It would be helpful if you could clarify 2c, as this isn’t entirely clear.  Can you clarify that for an authorised master trust with a scheme year end of 31 March, would need to comply with the new requirements by 31 October 2022. 

Question 3

Subject to Government deciding to adopt any of the governance or reporting requirements proposed in this consultation, we propose to conduct a review in 2024 on whether to extend the measures to schemes with below £1 billion in net assets which are not authorised master trusts or an authorised scheme offering collective money purchase benefits, and if so how and on what timescale.

This review would be informed by consideration of TCFD disclosures by occupational pension schemes to-date, their impact, and the availability and quality of both free and paid-for tools and services.

We would propose also to review any regulations and statutory guidance which had been put in place to identify whether any of this needs to be strengthened or updated.

Do you agree with these proposals?

Question 4

We propose that regulations require trustees to:

a) adopt and maintain oversight of climate risks and opportunities
b) establish and maintain processes by which trustees, on an ongoing basis, satisfy themselves that persons managing the scheme, are assessing and managing climate-related risks and opportunities.

We also propose that regulations require trustees to describe:

c) the role of trustees in ensuring oversight of climate-related risks and opportunities
d) the role of those managing the scheme in assessing and managing climate-related risks and opportunities, only insofar as this relates to the scheme itself and the processes by which trustees satisfy themselves that this is being done

We propose that statutory guidance will cover the matters in the box above.

Do you agree with these proposals?

Yes, we agree with the proposals. 

As a master trust / product provider we have obligations to report to trustees. However, we’re entirely dependent on investment fund managers to provide the required information. Therefore, investment fund managers must be compelled to provide this information in a consistent and timely manner. The pension industry initially faced barriers in obtaining transaction cost details as investment managers weren’t compelled to provide this information, but trustees and schemes had to include this information in statutory / regulatory reporting on a comply or explain basis. This led to protracted costly negotiations with investment fund managers to obtain this information. We would strongly prefer to avoid a repeat of this.     

We welcome the FCA’s recent announcement that it will be consulting on TCFD aligned disclosure for assets managers and contract-based schemes in the first half of 2021. This is also an opportunity to compel investment managers to provide the required information to trustees and pension providers in a consistent and timely manner, and consider whether using  standard reporting templates is appropriate   and for the FCA to provide guidance for investment managers.
It will also avoid trustees having to enter into protracted costly negotiations with investment fund managers to provide the information.  
The Statement of Investment Principles and Implementation Statement effective at 1 October will go some way to meeting this requirement, but the trustees will need to carry out substantial additional work with the help of their advisers, providers and investment managers.  
Question 5

We propose that regulations require trustees to identify and disclose the climate change risks and opportunities relevant to their scheme over the short, medium and long term, and to assess and describe their impact on their investment and funding strategy.

We propose statutory guidance will cover the matters outlined in the box above.

Do you agree with these proposals?

Yes, we agree with the proposals. 

Based on the proposals, the Aegon Master Trust will need to comply with the new requirements by 31 October 2022. Some other large occupational pension schemes, and master trusts, will need to comply earlier than this. 

Due to this short time frame and the urgency of climate risk, it’s therefore imperative that the DWP publishes its final rules and guidance as soon as possible, and no later than the end of Q1 2021 to allow for adequate planning. It’s important not to underestimate the amount of work involved, including the potential challenges of obtaining the necessary information from investment fund managers, unless guidance is in place setting out their obligations. 
Question 6

We propose that regulations require trustees to assess the resilience of their assets, liabilities and investment strategy and, in the case of defined benefit (DB), funding strategy, as far as they are able, in at least two climate-related scenarios, one of which must be a 2°C or lower scenario and to disclose the results of this assessment.

We propose statutory guidance will cover the matters outlined in the box above.

Do you agree with these proposals?
Question 7

We propose that regulations require trustees to:

a) adopt and maintain processes for identification, assessment and management of climate-related risks
b) integrate the processes described in a) within the scheme’s overall risk management

We also propose the regulations require trustees to disclose:

c) the processes outlined in part a) above

We propose statutory guidance will cover the matters outlined in the box above.

Do you agree with these proposals?

Yes, we agree with the proposals. We look forward to seeing the detailed guidance which will facilitate compliance by occupational pension schemes. 
Question 8

We propose that regulations require trustees to:

a) select at least one greenhouse gas (GHG) emissions-based metric and at least one non-emissions-based metric to assess the scheme’s assets against climate-related risks and opportunities and review the selection on an ongoing basis b) obtain the Scope 1, 2 and 3 GHG emissions of the portfolio, and other non-emissions-based data, as far as they are able c) calculate and disclose metrics (including at least one emissions-based metric and at least one non-emissions-based metric) used to quantify the effects of climate change on the scheme and assess climate-related risks and opportunities

We also propose in regulations that trustees be required to disclose:

d) why the emissions data that is estimated does not cover all asset classes, if this is the case

We propose that trustees will not be mandated to use a specific measure to assess the effects of climate change on the scheme’s portfolio.

We propose statutory guidance will cover the matters outlined in the box above.

Do you agree with these proposals?

Yes, we agree with the proposals. We look forward to seeing the detailed guidance which will facilitate compliance by occupational pension schemes. 
Question 9

We propose that regulations require trustees to:

a) set at least one target to manage climate-related risks for one of the metrics trustees have chosen to calculate, and to disclose those targets(s)
b) calculate performance against those targets as far as trustees are able and disclose that performance

We propose statutory guidance will cover the matters outlined in the box above.

Do you agree with these proposals?

Yes, we agree with the proposals. We look forward to seeing the detailed guidance which will facilitate compliance by occupational pension schemes. 
Question 10

We propose that, for all schemes in scope:

a) the trustees should be required to publish their TCFD report in full on a publicly available website where the report is accessible free of charge
b) the trustees should be required to include in the Annual Report and Accounts a website link to the location where the full TCFD report may be accessed in full
c) the trustees must notify all members to whom they must send the annual benefit statement of the website address where they can locate the full TCFD report – this must be set out in the annual benefit statement
d) the trustees should be required to report the location of their published TCFD report to the Regulator by including the corresponding website address in their scheme return
e) the trustees should also be required to report the location of their published Statement of Investment Principles (SIP), Implementation Statement and excerpts of the Chair’s Statement by including the corresponding website address or addresses in their scheme return

Do you agree with these proposals?

Is there a better way to notify members of where to find this information?

For example, for DB schemes, might the summary funding statement required by regulation 15 of the Disclosure Regulations be a more appropriate way to signpost members to this information?

Yes, we agree with the proposals, but as defined contribution pensions are increasingly becoming digital, we think there are better ways of notifying members of the availability and where to access regulatory documents such as TCFD reports rather than using annual benefit statements.

We already have a section on the Aegon UK public website dedicated to the Aegon Master Trust, designed to hold key documents such as the Chair’s Statement and Statement of Investment Principles. Members are notified of these documents via their annual benefit statement. However, it’s important that members aren’t overloaded with information on their annual benefit statement. 

Increasingly members are signing up to view their pension online and receive communications by email. We could provide links to the TCFD report and other regulatory reports in newsletters and ‘BAU’ member communications. We believe this is preferable to adding a link to a paper annual benefit statement. Typing in a url is a barrier to engagement rather than simply clicking on a link.  
Question 11

We propose that:

a) The Pensions Regulator (TPR) will have the power to administer discretionary penalties for TCFD reports they deem to be inadequate in meeting the requirements in the regulations
b) there will be no duty on TPR to issue a mandatory penalty, except in instances of total non-compliance where no TCFD report is published
c) in all other respects, we propose to model the compliance measures on the existing penalty regime set out in regulations 26 to 33 of the Occupational Pension Schemes (Charges and Governance) Regulations 2015
d) failure to notify members via the Annual Benefit Statement or to include a link to the TCFD report from the Annual Report will be subject to the existing penalty regime set out in regulation 5 of the Disclosure Regulations

Do you agree with this approach?

We urge TPR to initially take a proportionate response in its approach to what it considers to be adequate or inadequate TCFD reports. Trustees will always endeavour to follow TPR’s guidance, with the help of their advisers, but in our experience the first year of new regulation, even when detailed guidance is available, brings challenges about expectations.   TCFD reports will evolve as trustees’ and schemes’ understanding of what is needed deepens and clarifications are sought.  

As mentioned in our response to Q4, one of the barriers to providing complete TCFD reports will be the ease of obtaining the necessary information from investment fund managers, unless a disclosure requirement is placed on them too.  
Question 12

Do you have any comments on the new regulatory burdens to business and benefits, and wider non-monetised impacts we have estimated and discussed in the draft impact assessment?

We do understand the urgency of implementing improved climate risk governance and reporting governance responsibilities on trustees and are supportive of the aims. This gives heightened transparency to climate risk and should lead to greater member awareness and engagement and improved global outcomes.  

However, the timeframe for implementing complex reporting and governance requirements is relatively short and there are still many ‘unknowns’. Increased governance and reporting will require a great deal of time and cost investment by trustees, supported by their providers, investment managers and advisers.

The requirements may also have implications on the ongoing investment or availability of certain assets - for example, if we’re unable to get information from the investment fund manager or if the climate risk to investment is considered to be too high.
We provide administrative and investment services to the Aegon Master Trust and a number of other occupational pension schemes. We expect trustees will look to us to liaise with investment fund managers to help them to prepare their TCFD report and comply with the new disclosure requirements.  This adds additional cost to providing services to these schemes, on top of an already competing volume of ESG regulation, economic uncertainty created by the pandemic, recession and Brexit. At some point this could mean we have to increase pension charges for members and/or employers.  

The increased regulatory burden along with economic outlook and forecast job losses has the potential to destabilise some smaller master trusts, and those which focus purely on auto-enrolment.   Scale will become increasingly important for financial sustainability and to help improve member outcomes.     

The DWP is also consulting on “Improving outcomes for members of defined contribution pension schemes”, aimed at occupational pension schemes with schemes with assets of less than £100 million. These schemes will be required to consider value for members and consolidate if trustees consider they do not provide value for members. The new rules are expected to be effective from 5 October 2021. Smaller master trusts will be hit by both sets of regulations. 

Increased regulation is likely to lead to accelerated consolidation in the market, both with single employer schemes transferring to master trusts, and consolidation in the master trust market.  This is welcomed if it leads to better member outcomes. Although we agree there should be a level regulatory playing field between all master trusts, increased regulation set against the current economic outlook, is likely to accelerate master trust consolidation or trigger scheme wind-ups. This could be problematic if other master trusts are unwilling to take on ‘failed’ master trusts.  
Question 13

Do you have:

a) any comments on the impact of our proposals on protected groups and how any negative effects may be mitigated?
b) any evidence on existing provision made by trustees in response to requests for information in alternative accessible formats
c) any other comments about any of our proposals?

We have no further comments to make.
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