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Aviva’s Response to DWP’s Consultation on “Taking Action on Climate Risk: improving governance and reporting by occupational pension schemes”

About Aviva 

[bookmark: _Hlk50540041]Aviva provides life insurance, general insurance, health insurance and asset management to 33 million customers worldwide.  In the UK we are the leading insurer, serving one in every four households.  We help more than five million people save for and live in retirement, and meet the pension needs of more than 20,000 companies, ranging from large multinationals to small start-ups.

This response is the consolidated response of Aviva Plc, Aviva Master Trust and Aviva IGC. 

Executive Summary

We very much welcome the opportunity to respond to this consultation.  

We believe unmitigated climate change presents a material risk to our business and to financial stability more broadly.  As a leading pension provider, we therefore support the DWP’s efforts to improve climate risk governance and ensure that UK pension schemes consider the risks and opportunities of climate change. 

We fully endorse the TCFD recommendations.  Aviva Investors’ Chief Responsible Investment Officer, Steve Waygood, was a member of the Taskforce and helped develop the recommendations.  We believe that the TCFD provides a much-needed framework for climate related financial disclosures that is vital in ensuring comparability and consistency across the financial system.  Aviva has been at the vanguard of climate risk reporting.  We have been reporting on climate change in our Annual Report and Accounts since 2004, we produced our first TCFD disclosure in 2017 and in 2019 extended this to include scenario analysis. 	 

We welcome the DWP’s proposal to make TCFD reporting a mandatory requirement for pension schemes.  Indeed, we believe this is vital if pension savers’ best long term financial interests are to be served.  We encourage the DWP to extend the schemes in scope of the requirements, to include providers of Group Personal Pensions (GPP).  GPPs have already required to take into account ESG considerations and so we believe it is sensible to extend this to TCFD reporting. 

We agree with the DWP’s proposed implementation timeline.  We believe that this gives schemes sufficient time to prepare their TCFD disclosure.  We encourage the government to consider whether schemes with over £1 billion really need an extra year to comply.  We advocate simplifying the regulations so that there is a single implementation date of October 2021, with all schemes required to report in 2022.   This would align with the recommendations of the Green Finance Taskforce. 

We agree that the Government should perform a review of TCFD disclosures but we believe that an adequate assessment of the quality and impact of schemes’ TCFD disclosures will be possible before 2024 and so we encourage the Government to bring forward the review to 2023.             

We agree that schemes should consider at least two climate-related scenarios, and that one of these should be a 2°C scenario.  These requirements will enable schemes to better assess the full scope of physical, transition and liability risks and opportunities they face and how these might impact the scheme. 

Finally, we agree that schemes should set at least one target for their climate-related risks.  We particularly advocate schemes adopting a target to achieve net-zero emissions by 2050.  Aviva has itself adopted this target for our own automatic-enrolment default funds and we encourage the government to legislate to make this a mandatory requirement for all schemes. 

Aviva’s Response

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?
We agree with the Government’s proposals to make TCFD reporting mandatory for those schemes in scope of the regulations.  We believe that this is an important step towards limiting schemes’ exposure to climate change and is thus in the best interests of members. 
In addition, we would like to see the scope extended to include providers of Group Personal Pensions (GPPs).  GPPs have billions of pounds invested in scheme defaults.  These assets are managed by the provider and overseen by the IGC. Firms are already required to “take into account ESG financial considerations and other financial considerations over the period of time that the firm reasonably considers is needed to achieve the investment objective or investment strategy”.   Furthermore, the IGC is required to “provide an independent consideration of a firm’s policies on: (i) ESG financial considerations;  (ii) non-financial matters;  (iii) stewardship; and  (iv) where applicable, other financial considerations to the extent that they pose a particular and significant risk of financial harm to the relevant policyholders or pathway investors”. 
Given this mandate, and the close alignment with the current requirements on trustees to consider ESG risks, we would encourage DWP to consider how requirements to report in line with TCFD can be extended to include the assets held in GPP defaults.  
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:
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 a TCFD report within 7 months of the current scheme year 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:
· 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
· 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?
We agree with the Government’s proposed implementation timeline.  We believe that the proposals provide adequate time to prepare their TCFD disclosures. The earliest disclosure date for a large proportion of even the largest schemes will not need be until the second half of 2022. 
[bookmark: _GoBack]We agree that the alternative of bringing the date forward to 2021 may not leave those schemes with in excess of £5billion in assets sufficient time to put their controls and policies in place and to agree metrics. 
[bookmark: _Hlk52969519]We question whether there is a need to allow an additional year for those schemes with over £1 billion to comply. The Government’s Green Finance Strategy set out “its expectation for all listed companies and large asset owners to disclose in line with the TCFD recommendations by 2022”. We believe that schemes with in excess of £1billion in assets should be considered “large asset owners” and that requiring them to report in line with the TCFD recommendations is consistent with that. We believe there is an opportunity to simplify the regulations by having a single implementation date of October 2021, with all schemes required to report in 2022. This will provide schemes with a full 12 to 18 months to put provisions in place.      
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?
[bookmark: _Hlk53001366]We agree with these proposals, however, should government decide to implement proposals in line with the original 2022 target date for all schemes in scope we question the need to wait until 2024 for the review.  We believe that an adequate assessment of the quality and impact of schemes’ TCFD disclosures will be possible before then and so we encourage the Government to bring forward the review to 2023.             
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?
We agree with the proposals and the adjustments that have been made to accommodate the management structures that may exist within large DB and DC pension schemes.    
We believe that implementing a consistent climate-related disclosure framework will support more informed business, risk and investment decisions. Supplemental guidance will help schemes better identify metrics and targets to be used to increase comparability and transparency. But it should not be too prescriptive, in order to allow companies to capture the risks they are exposed to, whilst also recognising the challenges and barriers that firms may face. For example, given the current relatively immature landscape in terms of data, methodology and metrics, we expect that the approaches and metrics described in schemes’ TCFD reports will evolve over time and improve in the light of new research, data and emerging best practice. We also understand and recognise that other issuers may not have similar levels of capability and/or access to similar resources in this area yet, so achieving industry-wide consistent, comparable and decision-useful information in this area remains a challenge – albeit the landscape is rapidly developing.
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?
We agree with the proposal and the content of the statutory guidance which we feel will be useful in defining expectations as well providing guidance to trustees.                
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?
We agree that considering at least two scenarios is sensible given the unpredictable nature of the long term targets set by the Paris Agreement. We also agree that examining two scenarios should act as a nudge to ensure that trustees take account of the physical risks that will come about as a result of excess warming, as well as the transition risks and opportunities that will be presented  by a transition to a low carbon economy. 
We also agree that a range of scenarios that trustees may wish to explore should be included within the statutory guidance. 
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?
We agree with the Government’s proposals.  We believe that they are important to ensure trustees properly manage the risks and seize the opportunities presented by climate change and the transition to a low carbon economy. 
If trustees are to effectively manage climate related risks, they must have clear processes in place to identify the risks, and within the management structure of the scheme, there must be effective investment management processes to mitigate those risks.  Being able to articulate those processes will allow trustees to evidence their diligence to all stakeholders. 
We also agree that the controls around climate change should be embedded within the wider risk framework. While climate risk has a significant potential to impact investment returns it should not be a stand-alone consideration. All risks should be assessed in the round.    
 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 schemes should be required to set a greenhouse gas emission metric and at least one non-emissions based metric.   
The point made around consistency and comparability is key. The DWP should seek global consistency in standards through engagement and working collaboratively with the United Nations Environment Programme Finance Initiative (UNEP FI), Net Zero Asset Owner Alliance and the Network of Central Banks and Supervisors for Greening the Financial System (NGFS).  Schemes should also be required to be transparent about what methodology they have used in the disclosures thus supporting comparability.  
Many stakeholders want to be able to measure progress and compare their pension scheme with others. Levels of engagement with the issue of climate change are high.   Recent Aviva research showed that 66% of 25-34 year olds believe it is important that their pension funds help tackle issues like climate change. If we are to engage members and bring pressure to bear on trustees and providers to invest responsibly in light of potential climate risks all stakeholders need to be able to gauge progress.  
With regard to scope 1, 2 and 3 emissions we are pleased to see the acknowledgement of the difficulty that trustees might have in obtaining this information and the need to explain this to key stakeholders. We would also propose that in addition to the issue of estimation that trustees also draw out the potential for double counting within any aggregated figure e.g. a portfolio may hold investments in an oil and gas company, an electricity generator who uses that gas and a manufacturer who uses the electricity.  All of these could include the impact of the same gas with different scope i.e. scope 3, scope 1 and scope 2 within this example.                         
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?
We agree with the proposals.  Aviva particularly encourage the government to require schemes to adopt a net-zero emissions by 2050 target, aligned with the UK’s own net-zero target.  
Within the scenario analysis, the risks associated with achieving the net emissions required to meet the Paris Agreement targets should be assessed. It would therefore seem sensible to set targets which are aligned to the Paris Agreement, as any material deviation from the anticipated trajectory to achieve the Paris Agreement targets would indicate a disjoint between where the scheme is invested and lower risk investments at portfolio level.  
We would encourage DWP to include guidance, at least for AE schemes, that an appropriate target would be to achieve net zero emissions by 2050. This will ensure that investments remain aligned to the Paris Agreement and member’s exposure to climate risk is effectively mitigated.  
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 with these proposals. 
Although we acknowledge that member engagement with trustee reporting is low, the publication of this information as well as the provision of the web site address to the Pensions Regulator, to aid regulatory oversight, should aid engagement.  We also agree that interest in investing for good is growing and that there is merit in directing members to the web site where they can find their trustees’ report.
We would favour the information being provided in the annual benefit statement for all members (DB and DC) and agree with the DWP that members are more likely to be engaged with their annual benefit statement than their scheme funding statement.       
We also believe that the Pensions Dashboard should include ESG data for members.  This would give members valuable information on what their pension is invested in and how they are using their influence as shareholders to affect positive change in respect of sustainability.  Given people’s increasing interest in sustainability issues we believe this offers considerable scope to boost people’s engagement with their pension. 
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?
We agree with this approach  
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?
We don’t envisage the additional costs to be beyond the means of the large schemes in scope and so will not have a material impact on the proposals.       
We believe that the costs for the implementation of new trustee processes and controls, as well as the production of the reports, assume a greater level of efficiency than is commonly the case. Where the trustees are responsible for a document that will be read by members and that needs to comply with regulations, the trustees are likely to be much more “hands on” than is indicated in the report. They may also seek legal advice or legal sign off of the report. This is likely to be particularly important for trustees of master trusts where non-compliance could have commercial as well as regulatory impacts. 
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?

No comments 

END 
Aviva Plc
Aviva Master Trust Trustees 
Aviva Independent Governance Committee  
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