[bookmark: _GoBack]DWP Consultation – London CIV

07.10.2020
Dear Ms Livesey, Mr Rhodes, Mr Blair and Mr Farrar
Consultation on taking action on climate risk governance and reporting by occupational pension schemes:
I write on behalf of London LGPS CIV Limited (London CIV), the LGPS asset management pool company for the 32 London Local Authorities in response to the Department for Work and Pensions (DWP’s) invitation to comment on governance and reporting in occupational pension schemes. 
London CIV is an asset manager for the London Local Authority LGPS schemes and it is not clear whether these regulations will directly apply to those schemes. As a responsible investor London CIV’s main interest is to ensure that the requirements for climate risk reporting by companies in which pension fund assets are invested is sufficiently robust to ensure that informed investment decisions can be made by asset managers and those responsible for occupational schemes and stakeholders in those schemes. 
We have limited our response to those questions we consider appropriate to London CIV’s role.  
Questions and Answers 
Q3 . 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 £1bn 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? 
London CIV Answer:
London CIV suggest that given the pace of change in respect of Responsible Investment and Engagement, including ongoing development of new tools and methodologies, an interim review following phase one of reporting in 2022 would be desirable. The benefits of this would include: 
· An opportunity to track progress 
· A review of learnings to date
· The chance to share challenges within the marketplace 
· An opportunity to learn from best practice 
· The scope to take account of the impact of other changes such as PRI’s review of its approach  

We are however mindful of the impact of other changes public policy and COVID19 on those responsible for schemes and would encourage the DWP to ensure that this is conducted in a proportionate way.   
Q4 . We propose that regulations require trustees to: 
1. adopt and maintain oversight of climate risks and opportunities, and 
1. 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: 
1. the role of trustees in ensuring oversight of climate-related risks and opportunities; and 
1. 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?
London CIV Answer:
Yes, London CIV agrees with these proposals. 
Given the financial materiality associated with climate related risks it is important that Climate-related risks and opportunities are integrated into trustee duties and oversight. 

Q5. 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? 
London CIV Answer:
Yes, London CIV agrees with these proposals in principle. 
However, we believe that disclosure cannot quantify risk with any certainty. Therefore, climate risks and opportunities should be graded in terms of likelihood and severity of impact on investment strategy. It will be impossible to predict all risks and the language of disclosures will necessarily need to be cautious to reflect that and mitigate any potential legal risks. Recognising that this will be the case is important to ensure that trustees provide good quality disclosures which stakeholders can understand.  
A grading system (e.g. low to high) or another threshold may be more appropriate due to existing data availability.  Likelihood, magnitude and timeline are possible measures which enable the prioritisation of risks and opportunities. 
Q6. We propose that regulations require trustees to assess the resilience of their assets, liabilities and investment strategy and, in the case of 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? 
London CIV Answer:
Yes, we agree with these proposals.
However, we would suggest the recommendation could be strengthened. Current best practice would be to use three public scenarios such as the newly released NGFS scenarios, which assess 3 future representative climate pathways. Proposed representative climate pathways from the NGFS include:
· Orderly transition: where governments enact immediate climate policy with gradually rising carbon prices to 2050, limiting warming to below 2 degrees. Many physical impacts are avoided.
· Disorderly transition: where governments continue with current climate policy commitments to 2030, then enact rapidly increasing carbon prices to 2050, limiting warming to below 2 degrees. This results in a more disorderly transition than the orderly scenario.
· Hot house world: where governments continue with current policy to 2050. Temperatures rise above 3 degrees. Transition risk is low, but physical risk from warmer temperatures is high. 
With regards to outputs, recommendations on metrics could include: 
· Climate value at risk: value impairments from physical and transition impacts.
· Carbon intensity metrics: tonnes of CO2 equivalent per million revenue
· Temperature alignment: implied temperature pathway of a fund’s composition
The disorderly transition scenario could be considered particularly relevant for DB schemes due to shorter funding horizons or buy-outs in the medium term. Sudden repricing thus poses greater risk. 
It is important to note that there are going to be key challenges in reporting in this way in the short and medium term, particularly in respect of certain asset classes,  so it may be preferable to prioritise equities and bonds. Then work on disclosure of alternative asset classes over time. Key challenges we anticipate include:
· Data availability: Environmental data has not been reported for very long and availability of data beyond listed equities is scarce. This can be relevant in private equities – where disclosure is not mandatory, emerging markets – where expectations on reporting are lower and other alternatives such as derivatives and infrastructure – where data gathering can be costly, time consuming and inconsistent.
· Data consistency: Similarly, data is often not consistent and can be challenging to aggregate in any meaningful way across different funds. Understanding scenario outcomes by aggregating across different asset classes cannot currently be done owing to a wealth of different methodologies used. 
· Lack of quality tools: whilst there are players in the data market developing new methodologies and datasets on transition and physical risk analysis, there are concerning limitations. Transition risk data appears to be more developed and easier to relate to value at risk calculations. However, physical risk is more difficult. Geospatial granularity is often lacking and data providers have their own budgets and challenges agreeing contracts thus impacting on overall data quality. (e.g. by the time large data houses agree contracts and terms on procurement, new movers in the market have developed better tools, which then cannot be integrated). 
· Lack of resource: data collection, analysis, interpretation and finally disclosure is either difficult owing to lack of specialist knowledge, lack of time or lack of budgets.
Due to the aforementioned reasons we recommend: 
· The climate scenarios should be in line with best practice
· Equities should be prioritised and there should be a recognition that full disclosure across entire portfolios is likely to be difficult and sometimes impossible in the short term
· There should be a recognition that reporting on some portfolios may represent a small percentage of all assets owing to these associated complexities.

Q7. We propose that regulations require trustees to: 
1. adopt and maintain processes for identification, assessment and management of climate-related risks 
1. 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?
London CIV Answer:
Our understanding is that the proposal is that trustees should disclose their processes for climate-related risks within their overall published risk management framework information. 
London CIV’s view is that disclosure requirements should be proportionate and provide stakeholders with clear information about whether risks are being managed well.  The regulations should not be unnecessarily prescriptive.   
We have already highlighted in the response to question 6 the difficulties faced for pools. Thus, it would be beneficial to provide some allowance, consideration and guidance which recognise the nuances faced for pooled funds in particular. 
In addition, engagement is a critical part of identifying, assessing and managing climate-related risks. Yet, there may not always be as much transparency on holdings or control around engagement activities and voting when these responsibilities are managed by the asset managers. Any allowances here would therefore also be welcome.

Q8. We propose that regulations require trustees to: 
1. Select at least one 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; 
1. Obtain the Scope 1, 2 and 3 GHG emissions of the portfolio, and other non - emissions -based data, as far as they are able; 
1. 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: 
1. 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? 
London CIV Answer:
As highlighted in more detail in the answer to question 6, aggregation across different portfolios or assets can be highly challenging and on occasion impossible. Thus some clarity and flexibility on the asset classes to be covered at first would be highly recommended with guidance on how schemes can gradually including increasing numbers of asset classes in public disclosures. 
A further gap exists between carrying out bottom-up scenario analysis on portfolio companies and top-down scenario analysis on macro-economic factors, where alignment can be near-impossible. Due to these key limitations, we suggest that trustees should not need to disclose the “implied temperature rise” (ITR) of portfolios.
Finally, with regards to non-emissions based metrics, we suggest that a flexible approach is appropriate since it is important that the metrics used are appropriate to the scheme. Possible metrics could be:  
· Green/brown share
· Physical risk
· Other value at risk metrics
· Fossil fuel exposure metrics
· Two degree alignment metrics
Different schemes typically employ different non-emissions metrics and it would be better to  ensure that there is flexibility including avoiding previous work or efforts on data procurement, collection and disclosure becoming obsolete. 

Q9. We propose that regulations require trustees to: 
1. 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). 
1. 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? 
London CIV Answer:
London CIV agree with the principle of setting targets. However we are concerned that this regulation could have the effect of incentivising divestment, when greater impact on climate change could be achieved through targeted stewardship with high carbon intense equities. Engaging with companies on climate strategy and supporting the transition can be more beneficial overall, providing better returns and better outcomes in general. 
A better approach could be to clarify that target setting does not necessary require divestment and that alternative metrics and targets could be used to demonstrate momentum. For example, a percentage of investments in climate opportunities, or metrics which demonstrate good governance and progress.
Of course, divestment may sometimes be an appropriate investment decision and any momentum metrics need to be robust and held to account but it would be advisable that the regulations do not encourage less beneficial outcomes for the sake of achieving regulatory guidelines. 
Q 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? 
London CIV Answer:
London CIV are concerned that this is implemented in a proportionate way which provides both trustees and stakeholders with the information they need to make informed decisions without diverting resources from the main task of managing pension scheme assets and pension schemes for the benefit of members in a way which has regard to ESG.   
The costs and time estimate for performing climate-related analysis seem low and unrealistic based on recent  professional experience in data and analytics in previous roles and recent enquiries made. Collecting and procuring the necessary data, undertaking the required work will not be cheap thus it is important that regulatory burdens do not hinder cost efficiencies required when managing pension scheme assets in a way which does not add appropriate value for members. 
