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Helping people achieve a lifetime of financial security

[bookmark: _Hlk56007269]Introduction and high-level comments
Aegon welcomes the opportunity to respond to the DWP consultation on draft regulations and draft statutory guidance for improved governance and reporting by pension schemes on climate risks. Climate change represents a clear financial risk to all organisations and pension funds, and as such we fully support the move to make climate risk reporting mandatory for pension schemes.
There are several regulatory developments such as the PRA supervisory statement SS3/19 (Apr-19) and follow-up Dear CEO letter of July 2020 that will require entities to report climate risks in line with full Task Force on Climate-related Financial Disclosures (TCFD) recommendations. It is important that the regulations for pension schemes and other entities are aligned as far as possible to ensure a consistent approach so that appropriate comparisons can be made. Allowing excessive flexibility for one group where none is allowed for others would result in inconsistencies in reporting and inappropriate comparisons being made. 
TCFD reporting will be a new process for Trustees bringing many challenges. Trustees will need to be fully supported by their fund managers and other service providers to enable them to meet the requirements on a timely basis. As the data and methodologies required for calculating many of the disclosures are still at an early stage, it is important a pragmatic approach is taken to compliance with the regulations in the first couple of years as the approaches develops. We encourage DWP and TPR to focus initially on how trustees govern and make investment decisions about climate change risks.
The lack of consistency in data availability and methodology to calculate the necessary disclosures will make it difficult to meaningfully compare TCFD reports for different pension schemes and financial services firms. TCFD regulations affecting different entities should as far as possible be aligned to avoid as far as possible results that differ widely. 
Where a scheme has appointed a provider on a bundled basis (ie where all relevant services and investment options are provided through one company) it will often use the same default investment fund as other schemes with the provider. The flexibility allowed for under the proposed regulations could therefore result in the same default showing quite different outcomes in terms of metrics and scenario analysis depending on the methodology used. It might be better to set mandatory scenario and metrics requirements initially and then allow flexibility once there is more comprehensive data and consistent methodologies.  
There are four key areas in the consultation on which we wish to comment, which are noted below. 
Please don’t hesitate to contact me if you would like to discuss any aspect of our response.
Emily J Young, Head of 1st Line Control – Investment Solutions
Aegon UK
Emily.young@aegon.co.uk
10 March 2021
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Scenario Analysis
The flexibility offered to trustees when carrying out scenario analysis for their scheme could result in very different outcomes for the same fund. It is quite feasible for an individual to be a member of two schemes (deferred and active) that use the same default fund. If the relevant scheme trustees’ model different scenarios, the resulting TCFD reports would show different outcomes for the same fund which would be confusing. We think a simple pragmatic solution would be for the DWP to mandate similar approaches for the same funds initially. DWP could then review this more pragmatic approach once its embedded across all pension schemes.  
In addition, the analysis can be qualitative or quantitative which again could result in different outcomes, making comparisons challenging. We suggest that the guidance should include a note that trustees should include in their TCFD report whether the scenario analysis is qualitative or quantitative along with the reasons why. 
[bookmark: _Hlk65589142]Metrics
The majority of pension schemes will invest in a diversified range of assets including UK and overseas equities and bonds. Not every holding will be subject to the same TCFD disclosure requirements which brings some challenges for trustees. While some of the data challenges are acknowledged in the guidance and draft regulations, it is important that trustees are confident they will not be subject to potential penalties when they have made best efforts in the TCFD report. We urge DWP and TPR to be pragmatic in the initial years of pension scheme TCFD reporting and recognise the best endeavours reporting. 
[bookmark: _Hlk65589351][bookmark: _Hlk65593299]The flexibility offered to trustees when selecting the metrics used for the TCFD report could result in different metrics being reported for the same fund and additional work for asset managers trying to meet differing multiple requests from trustees. For example, including Weighted Average Carbon Intensity (WACI) as an optional additional emissions-intensity metric that can be selected by trustees means that there is potential for multiple measures of emissions intensity across clients in the same fund. We believe it would be better to require a single measure of emissions intensity in the interests of standardisation and proportionality. 
[bookmark: _Hlk65593249]Targets
We support the use of targets as a useful tool for trustees to track their efforts to reduce the exposure of their scheme assets to climate change risks and maximise climate change investment opportunities. Trustees have a fiduciary duty to consider the best interests of all members so must manage their scheme investment strategy with that in mind. Decisions will typically be taken with the aim of delivering the best return within the target risk budget. Setting climate targets will help focus trustees’ minds on what is required to achieve certain climate risk metrics. However, decisions to support progress towards the climate target should not take precedence over investment decisions to achieve the best return within an acceptable risk budget. We believe the guidance should make clear that while progress towards the climate targets is important, achieving this is secondary to the investment decisions that are in keeping with the fiduciary duty of trustees.  
Aligning TCFD reporting regulations
There are a number of regulations, some of which will be from different regulators, requiring different entities to provide TCFD reporting. For example, the Aegon Group must meet or support others to meet regulations, on reporting for Aegon NV, Aegon UK, Aegon Asset Management and trustee pension customers. The data challenges and potentially differing mandatory requirements / flexibility could result in widely different outcomes in TCFD reports. We would urge the DWP to consider how its proposed regulations will interact with others and as far as possible ensure alignment. 
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