To Climate Governance and ESG team


This is my response below, in a personal capacity, to the consultation ‘Taking action on climate risk: improving governance and reporting by occupational pension schemes’. I am a pension fund trustee. I attended the recent webinar arranged with IIGCC.

For background, I am the Chief Investment Officer of the Central Finance Board of the Methodist Church, which has a long track record of including consideration of climate change concerns in its investment process. The climate emergency is a major concern and we believe companies’ responses have fallen well short of what is required. Our first policy was published in 2009 and committed us to looking at and reducing portfolio carbon footprints. We have since published a policy on electricity generation companies and a policy on different types of fuel. These policies have led to a number of companies being excluded from portfolios and have driven engagement with many other companies, including the co-filing of shareholder resolutions pushing for change.

Along with other church investors, we incorporate climate change concerns into our policy for voting at company AGMs. Our most recent work has been a new analysis of the oil and gas sector, to determine which companies are aligned with ‘well below 2°’. This has resulted in ten companies being excluded from portfolios. The CFB has been a founder member of a number of institutional investor coalitions committed to persuading companies to take climate change seriously. We publish our climate change work at https://www.cfbmethodistchurch.org.uk/ethics/climate-emergency/ .


With regard to the proposals on scenario modelling and Question 8 in particular, on metrics to assess climate-related risks, I have the following comments:

The intention to encourage trustees to assess climate risks to their investment funds, including under various scenarios, is welcome. The challenges, which are acknowledged in the consultation and by the TCFD, should not be underestimated.

1. The application of global scenarios to specific sectors or even companies is not straightforward
An increasing number of organisations claim to do be able to do this. However their methodologies and assumptions differ. The analysis of whether or not a specific company is aligned with a scenario, such as an average temperature rise of 1.5° or 2°C, comes with challenges. Even projections of emissions intensity (on which portfolio weighted average carbon intensity measures and projections can rely) cannot alone capture the full extent and impact of a company’s activities and commitments. Pension trustees will therefore need to communicate in detail with their investment managers especially where the ‘data’ appears to give an unexpected conclusion.

1. Data remains patchy and poor in places, even though it is improving
Simply because portfolio carbon footprint or weighted average carbon intensity data produced by organisations produces a number does not mean an accurate assessment has been made. Most such output contains assumptions where company data could not be found; they are best estimates and the assumptions made will vary between data providers. Scope 3 data is of lower quality, with more assumptions and estimates made. There is not yet a consensus on how to measure the imputed temperature rise implied by portfolios, nor a consensus about whether that is a useful metric. Publication of data should support, and not substitute for, deeper appreciation of climate risks otherwise there is a risk that decision-making will be poor, since it could be based (and anchored) on poor data. The good news is that investors are pushing companies to produce comparable data they can use to produce ‘net zero’ portfolios.

1. It is not clear how useful or informative, for example, are measures of the ‘carbon footprint’ of bond portfolios.

1. Trustees should be guided by clear principles. An approach which is too prescriptive risks dating, or preventing innovation
A focus on the principles that should be applied would bring clarity, allows for a range of qualifying responses, and is consistent with the UK approach to financial regulation. If regulation and statutory guidance is too detailed too soon, achieving the objectives could be undermined by a rush to produce finely detailed, but not necessarily accurate or helpful, analysis. If the timescale is too short this may benefit larger investment companies and advisers who provide products or tools which can quickly produce data (of variable quality), reducing competition and restricting innovation. This will also be time intensive for trustees – they will need time to examine data and understand advice.

The conventional wisdom about how companies should tackle climate risks can change quickly. For example, many oil and gas companies and their shareholders have focused on emissions intensity targets; now, some major oil and gas companies are targeting absolute emissions reductions.

I support the aim to encourage asset owners and investment managers to measure and consider climate risk. It is vital this happens. It should be based on clear principles, and with full understanding of the challenges. There should also be legislation to change company behaviour directly, rather than simply a reliance on asset owner/investor pressure.

I would be happy to discuss any of these points.

Regards

Stephen Beer.
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