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Governance and reporting of climate change risk: guidance for trustees of occupational schemes

Scottish Widows, part of Lloyds Banking Group, are pleased to be given the opportunity to respond to your request for views on the draft proposals of the government’s response to the August 2020 consultation – Taking action on climate risk: improving governance and reporting by Occupational Pension Schemes. 

Scottish Widows and our heritage brands, manage pensions for over 3.5 million customers in workplace savings schemes.  Our workplace arrangements include both contract and trust based structures, including single employer trusts and a master trust, in total accounting for £68bn of assets.

We recognise that climate change is both a financial risk and an opportunity for pension schemes and we are keen to play a part in addressing this global challenge. Indeed, Scottish Widows is the first major pensions and insurance provider to target halving the carbon footprint of all its investments by 2030 in its path to net zero by 2050 and we very much welcome the direction of travel within this legislation. 

Whilst strongly supportive of the principles behind increased climate-related risk reporting, implementation is immensely complicated for trustees and their sponsors, particularly given the speed of change and we would ask you ensure implementation timelines are realistic.

We see some similarities here with the work previously undertaken in relation to transaction charges disclosure, where it was necessary to ensure consistency of the ask, and also there were corresponding obligations throughout the information supply chain.

To avoid different schemes/providers asking the supply chain for information in slightly different formats, it would be advantageous for the framework to be as precise as is possible, with templates where this can be achieved. To ensure that information is provided in a comprehensive and timely fashion to Trustees and those acting on their behalf, we believe that corresponding obligations should apply across the supply chain and that this may require that the FCA place corresponding obligations on relevant parties in a consistent manner.   

It is also important that trustees are not given a carte blanche of climate measures they can choose to report on as this would lead to extreme difficulties amongst asset managers and pension providers in setting up efficient systems to provide this data. One of the ways around this would be to offer a finite “menu of options” in the guidance from which trustees would be invited to choose the required number of metrics. This would allow the industry to work with a defined set of data points and to ensure collection and dissemination can be done efficiently and effectively.     
     
We have outlined below some more specific comments with regards to the draft guidance:
· Part 1, paragraphs 9 and 11 (refer to regulation 2(1) and 2(2), The Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021)): the text of this paragraph only refers to a scheme that is not an earmarked scheme. It needs to be clear that, where a scheme is an earmarked scheme, the requirements apply from 1/10/2021 and there is no ‘or if later…’.

· Part 1, paragraph 12 (refers to regulation 2(3),The Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021)): we suggest this paragraph should make it clear that the requirements apply to schemes not caught by regulations 2(1) and 2(2).

· Part 2, paragraph 1 (this summarises the areas of the regulations where trustees’ duties are to be carried out ‘as far as they are able’): we suggest the 3rd bullet point should say (missing text italicised): ‘use the data obtained to calculate their selected absolute emissions metrics and selected emissions intensity metric.’ The 5th bullet point should say at the end of the current text ‘…and taking into account the scheme’s performance, determine whether the target should be retained or replaced’.

· Part 3, paragraph 38: the text should make it clear that the time horizons relate to the climate-related risks and opportunities that the trustees have identified.

· Part 3, paragraph 66: this relates to undertaking scenario analysis (paragraph 6 in part 1 of the regulations) and the ‘must conduct…’ should actually be ‘must, as far as they are able, conduct…’.

· Part 3, Paragraph 18 (undertaking/advising/assisting): Part 1, paragraphs 1 and 2 of the Schedule to The Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021 state that trustees must be able to satisfy themselves that any person who undertakes governance activities in relation to the scheme, or who advises or assists with respect to governance activities, takes adequate steps to identify, assess and manage climate-related risks and opportunities which are relevant to the scheme.   There is some concern that this could bring into scope a wide range of colleagues across our organisation rather than only capture Scottish Widows colleagues who are directly involved in either making such decisions, or advising or supporting such decisions, rather than those colleagues who are indirectly involved - e.g. because they provide data that is used by the decision-makers or advisers.  Therefore, it would be preferable for the guidance to clarify this/provide clearer direction. It could be resolved by simply adding the word “directly” before “advises or assists” into the regulation and the guidance.  


We are conscious that individuals change employment with more regularity than in the past and may therefore move back and forth between employers who operate contract based arrangements and employers who use Master Trusts. We are therefore supportive of the efforts of both TPR and the Financial Conduct Authority (FCA) to seek consistency wherever possible in guidance such as this to ensure standardised measurements and ease of data requests across supply chains which serve both product structures.

We hope this feedback is helpful. Please let us know if you would like to discuss this further with us.                    
    

Your sincerely,     


Pete Glancy
Head of Policy, Pensions and Investment
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