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Response to consultation: “Taking action on climate risk: improving governance and
re porting by occupational pension schemes”

Please findbelow ourviews inresponse to the consultation “Taking action on climaterisk:
improving governance and reporting by occupationalpension schemes” inwhichyou seek
views on policy proposals to require trustees of larger occupational schemes, authorised
mastertrusts and authorised schemes providing collective money purchase benefitsto have
effectivegovernance, strategy, risk management and accompanying metrics and targetsfor
the assessment and management of climaterisks and opportunities,and on proposalsthat
these should be disclosedin line with the recommendations ofthe international industry-led
Task Force on Climate-related Financial Disclosures (TCFD).

We would kindly ask that ourresponsesbe treated as confidential asfaras possible.

Please do not hesitate to contact us, viaHelen Christie (email above), with any questions orif
we canbe of further assistance.

We set outyour questions belowand ourresponses inblue.

Question 1

We propose that the following schemes should be in scope of the mandatory climate
governanceand Task Force on Climate-related Financial Disclosures (TCFD) reporting
requirements setoutinthis consultation:

a) trust schemes with £1 billionormoreinnet assets

b) authorised master trusts
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c) authorised schemes offering collective money purchasebenefits
Doyouagree withour policy proposals?

The Unilever UKPension Fundis a Hybrid Pension Schemewith DB and DC Sections. Net assets
amounttoc£11bnasat September2020. The UUKPF is therefore in scope of the requirements
setoutinthe consultation.

The Trustee strongly supports TCFD and has included a TCFD Statementinthe Scheme's
Reportand Accounts forthe last twoyears.

The Trustees implement theirinvestment strategy using external investment managers and
anexternal stewardship provider. They believe thereforethat one of the mostimportant
things they cando to supportthe TCFD is to ensure that thesethird parties promote the
TCFD’s recommendationsin their dealings with the companiesinwhich the Fund invests.
Making TCFD disclosure aregulatory requirement for UK pension fundswillincrease pressure
forclimaterelated disclosure throughout the investment chain and thereforeexpedite
improvementsintransparency and availability of climate-related information.

The Trustee agreesthat schemessuch as oursshouldbe considered to be "inscope" and
welcomes suchdisclosures being made arequirement for other sufficientlyresourced
pensionfundsof the type suggested inthe consultation.

Question 2
We propose that:

a) trustees of schemes with £5 billion ormoreinnetassets ontheirfirstscheme yearend
datetofallonorafter1June 2020 are subject to the climate govemance requirements
from 1 October2021and the trustees must publisha TCFD report within 7 months of the
currentschemeyearend date orby 31 December 2022 if earlier

b) trustees of schemeswith£1 billionormoreinnetassets onthefirstschemeyearend
datetofallonorafter1June 2021 are subject to the climate govemance requirements
from 1 October2022, and the trustees must publish a TCFD report within 7 months of
the currentschemeyearend date, orby 31 December2023if earlier

c) trusteesof mastertrustorcollective money purchase schemes which are authorisedon
1 October2021are subject to the climate governancerequirements withimmediate
effect, and the trustees mustpublisha TCFD reportinline within 7 months of the current
schemeyearenddate, orby 31 December 2022

After 1 October2021:

d) trustees of mastertrustorcollective money purchase schemes which become
authorisedare subjectto the climate governance requirements withimmediate effect,
and the trustees must publisha TCFD reportwithin 7 months ofthe current scheme
yearend date



e) where schemes cease to require authorisation, the climate governance and TCFD-
aligned reporting requirementsfall awaywith immediate effect, unlessthey remainin
scopeviathe assetthreshold onthe previous schemeyearend date

From 1June 2022 onward:

f) trustees of schemes notalreadyinscopeofthe requirementsand with £1 billionor
more innetassets onany subsequent scheme yearend date:

o are subjectto the climate governance requirements starting fromone year after the
schemeyearend date onwhichthe £1 billion assetthreshold was met

o must publisha TCFD report within 7 months of the end of the scheme yearfromwhich
the climategovernance requirementsapply

g) trusteesof schemesinscopeoftherequirementswhose netassetsfallbelow £500m
onany subsequentschemeyearend date cease to be subjectto the climate
governancerequirements withimmediate effect (unlessthey are an authorised
scheme) but must still publish their TCFD reportforthe scheme year which has just
ended within 7 months of the scheme yearend date

Doyouagree withthe policy proposals?

Yes.

Question 3

Subjectto Governmentdecidingto adopt any ofthe govemanceorreporting requirements
proposedinthis consultation, we propose to conduct areview in 2024 on whetherto extend
the measures to schemes with below £1 billionin netassets which are not authorised master
trusts or an authorised scheme offering collective money purchase benefits, and if sohow
and onwhattimescale.

This review would be informed by consideration of TCFD disclosures by occupational pension
schemes to-date, theirimpact, and the availability and quality of both free and paid-fortools

and services.

We would propose alsoto reviewany regulations and statutoryguidancewhich had been put
in place to identifywhether any ofthis needsto be strengthened or updated.

Doyouagreewiththese proposals?

Yes.

Question 4

We propose thatregulationsrequire trusteesto:



a) adoptand maintainoversight of climate risks and opportunities

b) establishand maintain processes by whichtrustees,onanongoing basis, satisfy
themselves that persons managing the scheme, areassessingand managing climate-
related risks and opportunities.

We also propose that regulations requiretrustees to describe:
c) theroleoftrusteesinensuringoversight ofclimate-relatedrisks and opportunities

d) theroleofthose managing the schemeinassessingand managing climate-related
risks and opportunities, onlyinsofar as thisrelates to the scheme itselfand the
processes by whichtrustees satisfythemselvesthatthisisbeingdone

We propose that statutory guidance will coverthe matters inthe box above.

Doyouagree withthese proposals?

Yes, we supportthese proposals.

Question 5

We propose thatregulationsrequire trusteesto identify and disclose the climate change risks
and opportunitiesrelevant to theirschemeoverthe short, mediumand longterm,and to
assessand describe theirimpact on theirinvestmentand funding strategy.

We propose statutory guidance will cover the matters outlined inthe box above.
Doyouagree withthese proposals?

We believe that the assessment of climate risks and opportunitiesis something that pension
funds should be doing inany case, therefore we support the proposals. We would make the
following points:

In ourexperience, risks are more easily assessed (using the available toolsand metrics) than
opportunities which are more challengingto assess and describe exceptingeneralterms.
The mainstream scenario analysistools provided by investment consultants (againinour
experience)focus (sofar) on quantifying the impact of climate risks rather than the
opportunities. We hope that this will develop overtime.

Itis achallenge to assessthe materiality of risks and opportunities ina robust, quantitative,
and meaningful way; current approachesrely on many assumptions. The identification of
examplesofrisks (as suggested inwould be includedin the Statutory Guidance) to consider is
helpful, however, although care should be taken notto confinerisk assessments to these
examples.

The proposalto require trusteesto identify and publish the climaterelated opportunities that
they have identified and intend to take advantage could alert otherinvestorsto an



investment we intend to make. This could provedetrimental to the Fund's (and beneficiaries')
immediate financialinterests. It could also potentiallyharm negotiations making the
investments more expensive.

Question 6

We propose thatregulationsrequire trusteesto assessthe resilience of theirassets, liabilities
and investment strategy and, inthe case of defined benefit (DB), funding strategy, as faras
they are able, inatleasttwo climate-related scenarios, one of whichmustbe a 2°Cor lower
scenarioand to disclose the results of thisassessment.

We propose statutory guidance will cover the mattersoutlined inthe box above.
Doyouagree withthese proposals?

We agree that schemes should assess the resilience of their assets, liabilities and investment
strategy asdescribed. We would make the following points:

e  Wenotethatthe recommendationis to undertake thisanalysis at least annually. While
we understand and accept that this areaof analysisis quickly developing and sothere
may be advantages to completingthe exercisefrequently, we have a number of
reservations:

- Themodellingis basedonforward-looking assumptions of howdifferent asset
prices willreactto differentfuture global warming scenarios. This is inherently
uncertain. There may be a limitto how accurate the modelling canbe.

- Thisisareasonably costlyexercise and one which (evenforourlarge pensionfund
(c.£11bn) we cannotdo in-house.

- Implementing meaningful actionsonthe basis of the analysis (e.g. introducinga
new mandate) will take a considerable amount of time, potentially longerthana
year, by whichtime the analysiswouldbe renewed.lt was ourintentionto conduct
the modellinginconjunction with the triennial valuation and investment strategy
review; integrating it with this established processwouldenable all risks and
opportunities to be consideredinthe round. This would also enableus to assess the
impact of changesto the investment strategy to account for climate risks/
opportunities on the Fund’s overallinvestment objectives.

Question7
We propose thatregulationsrequire trusteesto:

a) adoptand maintainprocessesforidentification, assessment and management of
climate-relatedrisks

b) integrate the processes describedin a) withinthe scheme’s overallrisk management



We also propose the regulations require trusteesto disclose:
c) the processesoutlinedinparta)above

We propose statutory guidance will cover the matters outlined inthe box above.

Doyouagree withthese proposals?

Statutory guidanceinthese areasis welcome, but many ofthese areas are far from
straightforward, particularly those relating to determiningwhich climate-related risks are
mostmaterial.

Providing alist ofrisks to considerwouldbe helpfulfroma process perspective, but these

should be reviewedregularlygiven how quickly this areais developing. As noted above, care
should alsobe takennotto confine risk assessmentsto these examples

Question 8

We propose thatregulations require trusteesto:
a) selectatleastone greenhousegas (GHG) emissions-based metricand atleastone
non-emissions-based metricto assess the scheme’s assets against climate-related

risks and opportunities and reviewthe selectiononanongoingbasis

b) obtainthe Scope 1, 2 and 3 GHG emissions of the portfolio,and other non-emissions-
based data, asfaras theyareable

c) calculate and disclose metrics (including at least one emissions-based metricand at

least one non-emissions-based metric) usedto quantify the effects of climate
change onthe scheme and assessclimate-relatedrisks and opportunities

We also proposeinregulationsthat trusteesbe required to disclose:

d) why the emissionsdatathatis estimated does notcoverallassetclasses, if thisis the
case

We propose thattrusteeswill not be mandatedto use a specific measure to assess the effects
of climate change onthe scheme’s portfolio.

We propose statutory guidance will cover the matters outlined inthe box above.
Doyouagree withthese proposals?
We are supportive ofthese proposals but note the following comments:

e Monitoring GHGmetrics guarterly (as proposed under the “Targets” section) willbe a
challenge. Carbonfootprintingis a detailed exerciseand we outsource this work. It



is currently time and resource intensive and the (limited number) of external
providers that offer this service may not have the capacity to repeatthis exercise
quarterly.

e Moreimportantly, we wouldnotexpectthere to be muchchangeinthe outcome of
the analysis from quarter to quarter. Many actions that we envisage taking to reduce
GHG metricswould certainly take longer to haveanimpact than one quarter.

e Wewouldwantto reviewhow frequently the corporatedataon GHG emissions is
updated; this underlies the analysiswe do at Fund and portfolio level.

e Currentanalysistendsto focus more onidentifyingtherisksratherthanthe
opportunities;we will needto consider how we use the reporting to identify
investment opportunities.

Question 9

We propose thatregulations require trusteesto:

a)

b)

setatleastonetargetto manage climate-related risks for one of the metricstrustees
have chosento calculate, and to disclose those targets(s)

calculate performance againstthose targetsas faras trustees are ableand disclose that
performance

We propose statutory guidance will cover the matters outlined inthe box above.

Do youagreewiththese proposals?

Yes

Question 10

We propose that, forall schemesinscope:

a)

b)

c)

d)

the trustees should be required to publishtheir TCFD reportinfullona publicly
available websitewhere the reportis accessible free of charge

the trustees should be required to include inthe Annual Reportand Accounts a website
link to the location where the full TCFD report may be accessed in full

the trustees must notify all members to whom they must send the annual benefit
statement ofthe websiteaddress where they canlocate the full TCFD report — this must
be setoutinthe annual benefitstatement

the trustees should be required to report the location of their published TCFDreport to
the Regulator by including the correspondingwebsite addressintheirscheme return



e) the trusteesshould alsobe requiredto report the location of their published Statement
of InvestmentPrinciples (SIP), Implementation Statement and excerpts of the Chair’s
Statement by including the corresponding website address oraddressesin their
schemereturn

Do youagreewiththese proposals?

Is there a better way to notifymembers of where to find this information?

Forexample, for DB schemes, might the summaryfunding statement required by regulation
15 of the Disclosure Regulations be a more appropriateway to signpost members to this
information?

We agree withthe proposalssetoutin Q10 (a), (b), (d), and (e).For 10(a) we notethat either
including the TCFD Statement infull ora website link should be acceptable.

We do notagree withthe proposalsetoutin10 (c) thattrustees should notifymembers of the
linkto the TCFD Statement annuallyvia the annual benefitstatement. We are supportive of
the aims of encouraging engagement with and by membersonthe scheme’s climate related
performance and its impactoninvestments, however, we would prefer that the approach
taken allows schemesflexibility on how and when this engagement takes place to allow for
the particular circumstances of their schemesratherthan placing additional regulationon
trustees.

In particularwe would prefer any regulations allowtrusteesthe scope to decideonthe best
way to communicate thisto members. This would allowtrusteesto chooseto use, for
example,anannual newsletterwhere the contextcouldbe explained. Addingalinkina
benefit statementis adding complexityto whatis meantto be adocumentthat helps
membersconsiderretirementincome andrisks confusing members and diverting attention
away fromthe objectives of the statement and may not be the best way to encourage
membersto engage onthis topic.

Question 11
We propose that:

a) The Pensions Regulator (TPR) will have the power to administer discretionary penalties
for TCFD reportsthey deemto be inadequate in meetingthe requirements inthe
regulations

b) there will be no duty onTPRto issue a mandatory penalty, exceptininstances of total
non-compliance where no TCFD reportis published

c) in allotherrespects, we propose to modelthe compliance measuresonthe existing
penalty regime setoutinregulations 26 to 33 of the Occupational Pension Schemes
(Charges and Governance) Regulations 2015



d) failure to notifymembersvia the Annual Benefit Statement orto include alink to the
TCFD reportfromthe Annual Report will be subject to the existing penalty regime set
outinregulation5 of the DisclosureRegulations

Doyouagree withthis approach?
Yes.

Question 12

Do you have any comments onthe new regulatory burdens to business and benefits, and
wider non-monetisedimpacts we haveestimated and discussedin the draftimpact
assessment?

No.
Question 13
Doyouhave:

a) anycommentsontheimpactofourproposalsonprotectedgroupsand how any
negative effectsmay be mitigated?

b) anyevidence onexistingprovisionmadeby trustees inresponseto requestsfor
informationinalternative accessible formats

c) anyothercomments aboutany ofourproposals?

No.



