Department for Work and Pensions (DWP)
“Taking action on climate risk: improving governance and reporting by
occupational pension schemes”

FAO: Beth Livesay, Tom Rhodes, Andrew Blair & David Farrar (Climate Governance and ESG
Team)

Email: pensions.governance@dwp.gov.uk

Contact: Simon Webb webb.sf@pg.com

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?

Yes

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:
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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 aTCFD report within 7 months of the current scheme vyear 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:

e 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

e 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

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?

Yes



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

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

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?

Yes



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

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?

We agree that it is important for trustees to retain the ability to identify the most relevant
metrics (rather than mandated measures). Scope 3 emissions may be more problematic for
certain types of sectors represented within a given scheme’s portfolio. Scope 3 includes the use
of sold products. This is often beyond the control of companies where such emissions are heavily
dependent upon consumers habits and practices and the energy mix in the respective country



(this is indeed the case for many of our own companies products). Such a limitation needs to be
understood and acknowledged within the context of the proposed obligations. Other scope 3
emissions (such as purchased goods or services, transport and distribution etc.) are more
readily understood.

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

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?

We agree that the Summary Funding Statement would provide information to a broader group
of pension fund members than just those who receive annual benefit statements as it would
also cover the deferred and retiree populations.

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?

Yes

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?

None

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?

In Question 5: Where guidance will be provided on how climate risks and opportunities could
be factored into investment and funding strategy (Box 4) it would be useful for there to be
differentiation for active and passive funds. Trustees can be heavily reliant on advisers to say
whether their actions are appropriate where there are mostly passive investments.



