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	General comments
	

	
	As in our responses to previous consultations on this subject, we are in principle supportive of climate risk governance and reporting.  However, our view remains that it is unreasonable for pension schemes to be subject to mandatory provisions with associated penalties if other industry sectors are not subject to equivalent provisions.  Pension schemes will need to receive data to assess risk and that data will need to come from other participants in the investment chain, including all issuers of equity and debt that pension schemes invest in.  The roadmap to TCFD reporting in other parts of the investment chain requires a large amount of substantive legislative and regulatory work which means alignment of obligations across the investment chain is likely some years away.  

Again (as previously stated), we do not view climate risk governance and disclosure by pension schemes as an effective policy tool for dealing with climate change.  Our view is that Governments and Regulators should put in place an effective mechanism to price the true social cost of greenhouse gas emissions.  This would allow for a proper assessment of risk and efficient allocation of capital.  A carbon pricing framework would make separate disclosure unnecessary as risk would be priced in.


	Question 1
	a) Do you have comments on the proposals to change the “reference date” used for the purposes of determining whether a scheme is in scope, or the arrangements made for schemes which obtain their audited accounts later than 1 October 2021, or 1 October 2022?
b) Do you have comments on the draft regulations on scope and timing?


	
	As mentioned previously, Schemes already have a high workload, particularly in light of the coronavirus pandemic and the United Kingdom’s departure from the European Union.  Accordingly, it would be more appropriate for the first wave timetable to start from 1 October 2022 (to allow industry to develop solutions to the various proposals in the meantime).

As a separate point, we believe the draft regulations meet the policy intent as to timing.


	Question 2
	a) Do you have any comments on the draft regulation on trustee knowledge and understanding?
b) Do you have any comments on the draft guidance?


	
	The wording in the consultation, draft regulations and guidance suggests a fairly broad knowledge requirement given the breadth of climate change as a subject.  This is qualified by the following wording:

“The policy intent here is that trustees understand the outputs of activities such as conducting scenario analysis and calculating emissions-based metrics and can incorporate such activities into their new climate change risk management processes. We are not proposing to require that trustees must be experts on climate change or its financial implications, but they must have sufficient expertise to allow them to properly exercise governance over the risks and opportunities it presents. We are not requiring that trustees are able to carry out highly technical climate risk assessments themselves, but they need to understand the principles of the activities sufficiently to be able to commission them, interpret them and act on them.”

With the conclusion being that the knowledge requirement is satisfied by being able to interpret and incorporate the results of scenario analysis (and other metrics) into the risk management framework.  As the regulations are prescribing a knowledge requirement, it would make sense for them to be as precise and narrow as possible so that trustees can be clear of their obligations.

Further, this is a very new area of knowledge (not the principles of climate change, but the principles of climate risk in pension schemes), so it is difficult to determine what the threshold is for satisfying the knowledge and understanding obligation.  It may also be difficult for DWP to elaborate further given perhaps the relevant principles are currently not so well defined.  The draft guidance is not sufficiently detailed on the knowledge and understanding requirement.

We are not certain that the policy intent is met by the draft regulations on this point.  The draft regulations and guidance could be more precise.


	Question 3
	a) Do you have any comments on the provisions on governance in the draft regulations?
b) Do you have any comments on the draft statutory guidance on governance?


	
	The governance requirements are generally clear and follow TCFD recommendations as we anticipated.

Our view is that the obligation on trustees to comply “as far as they are able” is not yet sufficiently clear.  The interpretation clause in the regulations appear to impose an exhaustive test subject to an objective standard (“all such steps” and “reasonable and proportionate” as underlined below):

“Where this Part provides that trustees must meet a requirement “as far as they are able”, the trustees are required to take all such steps as are reasonable and proportionate in the particular circumstances taking into account—
(a) the costs, or likely costs, which will be incurred by the scheme; and
(b) the time required to be spent by the trustees, or any person to whom the trustees have
delegated responsibility, in taking such steps.”

Our view is that an exhaustive obligation is probably not appropriate and the obligation should be subjective as better described in the guidance:

“If trustees are able to obtain data or analysis in a format which is usable but only
at a cost – whether directly or indirectly via liaison with advisers – which they
believe to be disproportionate, they may make the decision to treat this data as unobtainable.”

with appropriate explanations given for non-compliance.

We are not certain that the policy intent is met by the draft regulations and guidance here.  They governance obligations are qualified, but the nature of the qualification could be made more clear.


	Question 4
	a) Do you have any comments on the provisions on strategy in the draft regulations?
b) Do you have any comments on the draft statutory guidance on strategy?


	
	Our view is that the provisions relating to strategy are appropriate and follow TCFD recommendations.  Most importantly, the determination of strategy remains a key trustee function, not something that something that is imposed by legislation or regulation.

We believe the policy intent is met by the draft regulations and guidance.


	Question 5
	a) Do you have any comments on the provisions on scenario analysis in the draft regulations?
b) Do you have any comments on the proposal that relevant contracts of insurance, are within scope for scenario analysis?
c) Do you have any comments on the draft statutory guidance on scenario analysis?


	
	The draft regulations and guidance are clear as to the scenario analysis obligations.  They are also sufficiently flexible to allow for a range of possible methods (including a qualitative approach where quantitative analysis is not possible).  This is a welcome approach, but will mean there is inconsistency between schemes and across the industry.  Therefore, the use of scenario analysis as a risk management tool in the absence of precision and consistency is called into question.  

As mentioned previously, we believe that scenario analysis can be a dangerous concept for the management of risk, including climate risk. By requiring scenario analysis based on, for example, a 2% scenario, pension schemes would be required to consider to what extent assets and liabilities already price in a 2% scenario and then estimate the extent to which assets and liabilities would behave in a change to a 2% scenario. Both components are highly subjective and will not produce comparable data amongst different investors.  Pension funds may design their portfolios for a 2% scenario which the world fails to meet. Our role as fiduciaries is to manage risk against a range of outcomes.

A better approach would be to require pension funds to estimate the extent to which their assets and liabilities might behave:
· If there were an immediate change in global temperatures by 2% 
· If Governments and Regulators were to impose immediately regulations that curtailed carbon emissions commensurate with a 2% scenario
· If Governments put in place carbon emissions taxes or subsidies on renewable energy generation that could reasonably achieve a 2% scenario.
· If we continued on our current trajectory towards a warmer world.

This would give better information to Governments as to what carbon emission tax and subsidy actions it should implement in order to bring about mitigation to a 2% scenario.

We believe the policy intent is met here, though we do not necessarily agree with it.


	Question 6
	a) Do you have any comments on the risk management provisions in the draft regulations?
b) Do you have any comments on the draft statutory guidance on risk management?


	
	Our view is that the provisions relating to risk management are appropriate and follow TCFD recommendations.  Most importantly, it is suggested that climate risk can and should be managed as part of a holistic risk management approach and in doing so, treatment of climate risk should be relative (and in proportion) to all other risks faced by trustees.

We believe the policy intent is met by the draft regulations and guidance.


	Question 7
	a) Do you have any comments on the provisions on metrics in the draft regulations?
b) Do you have any comments on the draft statutory guidance on metrics?


	
	We do not agree with the requirements to determine or publish any of the (a) 
absolute emissions metric; (b) emissions intensity metric; or (c) additional climate change metric.  

The source data is not currently of sufficient quality for trustees to be able to do this. 

It is confusing to attribute the same emissions to both an issuer and the owner of shares or equity in that issuer.

This has already created a measure that some investors and asset owners use to justify a “green” approach to investing, whilst doing nothing to improve the environment.

It may well be the case that the heaviest emitters have the greatest potential to curb emissions and transition effectively and a framework which discourages investment in those companies would be an opportunity lost for pension schemes.

We are not clear of the policy intent behind the publication of these metrics so cannot say whether that intent is met.


	Question 8
	a) Do you have any comments on the provisions on targets in the draft regulations?
b) Do you have any comments on the draft statutory guidance on targets?

	
	We do not agree with the requirements to set targets in relation to the proposed climate metrics.  We do not view the metrics are appropriate and are not clear as to what targets should seek to achieve.

If the policy intent is that trustees should be working towards reducing emissions in a portfolio, this would be encroaching on strategy.  The consultation makes clear that policy intention is not to interfere with trustees’ fiduciary obligations. 

As mentioned above, it may well be the case that the heaviest emitters have the greatest potential to curb emissions and transition effectively and a framework which discourages investment in those companies would be an opportunity lost for pension schemes.

The guidance describes the purpose of targets as follows:

“Target-setting should be used by trustee boards to track their efforts to reduce climate change risk exposure and take advantage of climate change investment opportunities.”

With this in mind target setting should not necessarily be confined to published metrics.

If the policy intent of target setting is as stated in the guidance to track efforts to reduce risk and take advantage of opportunities, then we do not believe that the policy intent is met by having narrow targets linked to only one of three metrics that may not be meaningful.
 

	Question 9
	a) Do you have any comments on the draft regulations on disclosure? 
b) Do you have any comments on the draft statutory guidance on disclosure?


	
	Our view is that the provisions relating to disclosure are appropriate and follow TCFD recommendations.  We believe that there will be significant differences in the form and content of disclosures between schemes and the relevant provisions appear sufficiently flexible to allow for this.

Including cross references across a number of different scheme documents creates a risk of technical breach which is problematic for trustees, particularly when the TCFD disclosures are likely to be of limited interest to members in any event.  We would prefer that schemes are not subject to the many proposed cross-referencing requirements.  

We believe the policy intent is met by the draft regulations and guidance.


	Question 10
	a) Do you have any comments on the draft regulations on penalties?


	
	Resources of schemes are limited.  Penalties are inappropriate in this context, particularly if other industry sectors are not also subject to penalties for failing to make equivalent disclosures.  

There is a risk that the proposed discretionary penalty process will be unfairly applied, particularly as the policy response recognises that reporting will be unique to each scheme.

“Reports will not be strictly comparable - for example, we expect that quality disclosures for a derisked defined benefit scheme will look very different from those for an authorised defined contribution master trust. It follows that it would be more helpful, at least initially, for pension scheme trustees to develop an approach which works for them and for their beneficiaries rather than be distracted by their appearance on a Government, or Regulator, sanctioned “league table”.”

We are not clear as to the policy intent of the penalty regime.  Is the suggestion that without the regime, it would not be possible for TPR or any other party to ensure the provisions are complied with, or is it the case that alternative enforcement is not considered appropriate?
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	Question 11
	In relation to the changes we have made to the original policy proposals, do you have any comments on the regulatory burdens to business and benefits, and wider non-monetised impacts which are estimated and discussed in the draft impact assessment?

	
	We believe that the impact assessment continues to underestimate the costs to schemes of compliance with the TCFD proposals.  We are of the view that all schemes will have to rely heavily on their legal advisers and investment consultants in order to comply and the fees incurred are likely to be well in excess of estimates.

We do not agree with the theory that compliance with these regulations should result in better asset portfolio performance.  There is no evidence to support the implication made in the following statement in the impact assessment that there should be some offsetting gains to cover the cost of compliance.

“96. It would not be proportionate, or sensible, to attempt to determine a potential industry-wide percentage point improvement caused and attributable directly to these proposed requirements. However, for the total TPR-estimated asset coverage of £1.3 trillion, it should be noted that for the exercise to be cost-neutral for the industry as a whole, the increased climate-related information feeding into trustee decision-making would only need to improve industry-wide returns by 0.0005 percentage points, or 0.05 “basis points” (hundredths of a percent).”


	Question 12
	Do you have any other comments you would like to raise?


	
	Please see the general comments made at the beginning of our response.




