Barnett Waddingham’s response to DWP consultation Taking Action on Climate Change
Introduction 
This response is made on behalf of Barnett Waddingham LLP, a leading independent UK professional services consultancy working with clients across risk, pensions, investment and insurance. 
The following represents the views of many, but not necessarily all of the consultants working at Barnett Waddingham. This response should be considered as our organisation’s views. We are happy for this response to be made public. Actuaries and consultants from our firm may have contributed to consultation responses being prepared by other industry representative organisations of which we are members.
We responded to the DWP’s consultation in August 2020 and provided views on the policy proposals, which were largely supportive. There are several areas where we have further feedback. These are set out below
Question 1
Scope and Timing
1. The changes provide helpful clarity and time for some schemes to adapt to the coming requirements. Beginning with the largest schemes is a helpful approach. These proposals should result in better informed trustees who can better manage exposure to climate change risks, and be in a better position to take advantage of investment opportunities that emerge during the transition to a low carbon economy.
1. The reasonable and proportionate approach of trustees’ undertaking analysis ‘as far as they are able’ is helpful in the early stages; as we all learn from the largest we would expect easements and clarifications to the framework in due course and with the planned 2023 review. 
1. While the approach makes sense, incomplete data is an issue and we would urge that the requirements are not rolled out to schemes with assets under £500m until it is felt the quality of reported data (and noting the intentions of the accounting firms in this respect) will result in climate risk management decisions that are more robust than they would be currently.
Question 2
Trustee knowledge and understanding
1. We support the addition of requirements for adequate trustee knowledge and understanding to identify, assess and manage climate change risks and opportunities. All participants in the market must understand, assess and manage climate change to effectively manage the transition to a net zero economy. We also believe it is important that trustee knowledge and understanding helps them to be able to identify the opportunities associated with climate risk, not just the need to manage the downside risk.
1. We believe that in a world where there are an increasing number of companies and indeed pension funds making net zero claims, that knowledge and understanding around carbon capture and its pitfalls and benefits are specifically addressed to ensure trustee actions in this area are genuinely offsetting.
1. Guidance could set out for trustees how to take a proportionate approach, for example in a closed DB scheme running a portfolio of gilts and credit as opposed to an open DC master trust servicing the whole market.
Question 3
Governance
1. As we said in our answer to 1, all participants in the market must understand, assess and manage climate change to effectively manage the transition to a net zero economy so it is important those advising and working with trustees take adequate steps to identify, assess and, where relevant, manage climate-related risks and opportunities. 
1. Having equivalent requirements on advisers, consultants and others through their own regulatory frameworks would also be helpful, although may be outside of the direct remit of the DWP.
Question 4
Strategy
1. No comments.
Question 5
Scenario Analysis
1. Scenarios analysis helps trustees consider the risks their scheme faces in a different context and can lead them to taking actions, for example, altering the investment strategy or funds used to build the investment strategy may take place once trustees have considered scenarios and the potential impact over the scheme’s endgame journey plan. 
1. However, it will be important that the data used is consistent between scenarios, asset classes and investment managers such that the scenario analysis leads to sensible decision making – for example, with the lack of Scope 3 emissions data currently widely available, indices with high allocations to the oil & gas sector may look more favourable than they would if scope 3 data were to be included. 
1. With many pension schemes having investment strategies that will see them largely moved towards a bond-based investment strategy by 2030 and more so by 2050, it would be useful to see guidance on how this should be allowed for within any scenario analysis.
1. Trustees should be thinking about the risks over the lifetime of the scheme including the impacts on assumptions and liabilities, so it is helpful to include all assets of the scheme in this process.
Question 6
Risk Management
1. No comment.
Question 7
Metrics
1. It is helpful that carbon metrics are not the only metrics proposed. For schemes taking an engagement approach and looking to influence companies to change their practices it may be more helpful to look at measures other than carbon footprint that are better aligned to the reporting on the strategy of the scheme. 
1. We note there is a risk due of double counting that means that Scope 3 emissions cannot be meaningfully aggregated at portfolio level; we therefore support the proposal to show Scope 1, 2 and 3 data separately. 
1. We would appreciate further guidance on the carbon metrics to be used for LDI (swaps, repo and physical gilts). The counterparty risk (noted in paragraph 31 of the consultation) is ultimately with the UK Government. 
1. As gilts and gilt based derivatives are widely used by pension schemes, it is important that all pension schemes are treating these consistently to each other, and with their other invested assets. It would not be sensible for a scheme to have de-risked out of equities to LDI to end up with a higher carbon footprint, for example. 
1. We believe that a proportionate approach in the short term would be to focus trustees’ efforts on the asset classes that can be adjusted to improve their climate metrics, for example by moving from a standard equity index to an ESG equity index. Whereas moving from UK gilts to another government’s debt (with a lower carbon footprint) for liability hedging purposes is unrealistic. 
1. As well as focussing on the climate risk metrics, we believe trustees should be encouraged to report on upside risk measures also, for example proportion of green, sustainable or social bond holdings. 
Question 8
Targets
1. We agree that “targets will help to set a direction of travel, propelling action on the effective management of climate change risk, and will encourage both positive behaviours and engagement with asset managers and investee firms.” Action against these targets should help drive investor behaviour.
1. Whilst action should and hopefully drive favourable behaviour often the opposite occurs because insufficient thought is given to how the target could lead to less favourable behaviour. This occurs when insufficient thought is given to the target setting in the first place. We therefore encourage careful consideration of the impact of setting any target.
Question 9
Disclosure
1. No comment.
Question 10
Penalties
1. No comment.
Question 11
Impacts
1. Focussing on a proportionate approach considering costs and clarifying that trustees’ should adopt reasonable steps, “as far as they are able”, is helpful and should limit cost burdens. 
1. The review in 2023 will be important both to learn from the early implementation and what easements and efficiencies can be found, as well as extending the requirements to other schemes to avoid creating a cohort of members who don’t benefit from the changes. However, to ensure members are well placed to benefit from such actions we believe it is important that the cost burden of complying with the regulation is kept at an affordable level for all schemes, and is only mandated once any decisions arising from it are considered to be based on reliable data.
Question 12
Any other comments
1. No comment. 
Please let me know if anything else would be helpful. Thank you for the opportunity to comment.
Amanda.
Amanda Latham
Associate | Policy and Strategy Lead | Barnett Waddingham LLP
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