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Scope of the consultation exercise

From 1 October 2021, trustees of certain schemes!' face new requirements intended

to improve the quality of governance and reporting as they address climate-related
risks and opportunities. This consultation covers two documents that will help those
interested in understanding our approach to meet the proposed requirements:

®* Guidance on governance and reporting of climate-related risks and opportunities

This guidance describes what you need to do and report on in your annual
climate change report (also known as a “TCFD report’) to comply with the
new legislation.

* New appendix (‘Breaches of the climate change governance and reporting
regulations’) to TPR’s monetary penalties policy

The appendix outlines our approach to imposing penalties for breaches of the
proposed Occupational Pension Schemes (Climate Change Governance and
Reporting) Regulations 2021.

We welcome views on these two documents. In addition to seeking general views, we
have provided guestions on areas where we are particularly interested in feedback. We
will consider all comments before publishing the final guidance and appendix later in
the year.

Who this consultation is for

This consultation is for anyone seeking to understand our approach to regulating
compliance with the proposed new requirements on governance and reporting of
climate-related risks and opportunities.

1 See part 2, The Occupational Pension Schemes (Climate Change Governance and Reporting)
Regulations 2021 (publishing.service.gov.uk)
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Responding to the consultation

We have provided forms for responses to questions which you can complete
electronically and submit to us.

Please note: We have asked questions about specific sections of the guidance.
We are not expecting you to answer every question in order to submit a response.

It is our strong preference that respondents use the forms which can be found at:
www.tpr.gov.uk/en/document-library/consultations/climate-change-guidance. We can
accept responses in other formats, but you should retain the same structure as the forms.

You can send your response:

* by email to: climatechangeconsultation@tpr.gov.uk

* by post to: Mel Jarman, Regulatory Policy, The Pensions Regulator, Napier House,
Trafalgar Place, Brighton, BN1 4DW

We may need to share any comments you send us within our own organisation or with
other government bodies, including the Department for Work and Pensions (DWP). We
may publish comments as part of our response to the consultation.

If you want your comments to remain anonymous, please state this explicitly in
your response. If you want your response to be confidential, please let us know
and we will take the necessary steps to meet your request.

However, please be aware that, if we receive a formal request under the Freedom of
Information Act, we may have to make your response available. When responding, please
advise whether you are responding as an individual or on behalf of an organisation (and,
if the latter, which organisation).

Closing date

This consultation document was published on 5 July 2021. The closing date for
responses is 31 August 2021.
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Government consultation principles

This consultation paper follows the government’s consultation principles at:
https://www.gov.uk/government/publications/consultation-principles-guidance.

The key principles state that consultations should:

* be clear and concise

®* have a purpose

* be informative

* pe only part of a process of engagement

* |ast for a proportionate amount of time

®* be targeted

* take account of the groups being consulted
* pe agreed before publication

* facilitate scrutiny

®* pe responded to in a timely fashion, and

* not be launched during local or national election periods

Equalities

As part of our regulatory work and business functions, The Pensions Regulator (TPR) is
subject to the Public Sector Equality Duty (PSED). The PSED ensures that public bodies
have due regard to the needs of all individuals in their day-to-day work - in shaping
policy, in delivering services, and in relation to their own employees.

The legislation relates to specific ‘protected characteristics’ set out in the Equality Act
2010: disability, gender reassignment, pregnancy and maternity, age, race, religion or
belief, sex, and sexual orientation matters.

Question about equalities

We would be interested to understand if there are any aspects of our approach that
users think would discriminate against, disadvantage or present an additional or
exceptional challenge to anyone with a protected characteristic.
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Consultation context

The government has proposed new requirements aimed at improving both the quality
of governance and the level of action by trustees in identifying, assessing and managing
climate-related risks and opportunities.

Trustees subject to these requirements must report on their activity in an annual climate
change report. The reporting requirements are based on the recommendations of the
Taskforce on Climate-related Financial Disclosures (TCFD).2

The TCFD recommendations allow for consistent climate-related financial disclosures
that are useful for understanding the risks and opportunities from climate change. TCFD-
aligned disclosures are due to be mandatory across the UK economy by 2025, and the
Treasury has published an interim report and roadmap? towards this ambition. This
includes plans for asset managers, which will be helpful for trustees’ work on disclosures.

In drafting the new requirements, the Department for Work and Pensions (DWP) has
adapted the TCFD recommendations to make them relevant to trustee decision-making
structures. For example, a TCFD recommendation under the heading of ‘governance’
translates into a requirement for trustees to have oversight of climate-related risks

and opportunities.

The DWP has published guidance on the new requirements, which is statutory unless
otherwise stated. Trustees must have regard to that guidance in complying with most of
the new requirements.

However, a number of our stakeholders and respondents to the DWP’s consultation on
the policy behind the new requirements have expressed interest in hearing directly from
us on our regulatory approach to the new duties. The draft guidance in this consultation
aims to meet that need.

Regulations proposed by the DWP also give us new powers where there are failures to
comply with the new requirements, including the power to impose penalties. The draft
appendix in this consultation sets out our proposed approach to issuing penalties for
breaches of these requirements.

Please note that both consultation documents cover our approach to the new
requirements. Any questions or concerns on the underlying policy and regulations should
be directed to the DWP.

2 https://www.fsb-tcfd.org
3 https://www.gov.uk/government/publications/uk-joint-regulator-and-
government-tcfd-taskforce-interim-report-and-roadmap
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Consultation document on:

* Guidance on governance and reporting of
climate-related risks and opportunities

* A new appendix to TPR’s monetary
penalties policy

Please fill in your responses to the questions below, save

this whole consultation form to your computer and return

the completed attachment by 31 August 2021 to:
climatechangeconsultation@tpr.gov.uk.

When responding, please confirm if you are responding as an individual or on behalf
of an organisation and, if on behalf of an organisation, whether only the views of the

organisation are expressed in the response. You do not need to answer every question
in order to submit a response.

Your details

Your name: Fred Emden

.. . . Society of Pension Professionals
Organisation (if applicable): 4

Responding as an individual or organisation
on behalf of an organisation:

If on behalf of an Yes (i.e. the views of the membership of the organisation)
organisation, are only the
views of the organisation
expressed in this response?:

Job title (if applicable): CEO

Postal address: Kemp House, 152 - 160 City Road, London EC1V 2NX

Telephone: 020 7353 1688

Email: fred.emden@the-spp.co.uk
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Your details continued...

Please select the category that best describes you or your organisation.
If you have multiple roles, please select all that apply.

Adviser (Actuarial) Adviser (Covenant) Adviser (Investment)
Adviser (Legal) Adviser (Other) Administrator
Investment manager >< Professional body Provider

N Scheme sponsoring employer o Trustee

Other (Please describe in the box below)

Confidentiality (Please complete as applicable)

Please confirm whether you would like us to list your name on our list
of respondents to this consultation:

Yes, | wish my name to be included on the list of respondents

No, | do not wish my name to be included on the list of respondents

X

and/or:

Please confirm whether you would like us to list your organisation
on our list of respondents to this consultation:

Yes, | wish my organisation to be included on the list of respondents

X

No, | do not wish my organisation to be included on the list of respondents

As this is a public consultation, we may need to share the feedback you send us within our
own organisation or with other government bodies or in response to a request under the
Freedom of Information Act 2000. In the interests of transparency and effective scrutiny,
we may also publish this feedback as part of our response to the consultation. If you wish
your response, in whole or in part, to remain confidential, please tick the box below and
give your reasons and we will consider whether we can reasonably meet your request:

Yes, | wish my response to remain confidential

If “Yes’, please specify which
part of your response you
wish to remain confidential
and why:
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Consultation questions for:
Guidance on governance and reporting of
climate-related risks and opportunities

Background

B1. Is this section of the guidance clear when read alongside
the DWP’s guidance

Sves [ o

Please give your reasons below:

In order to avoid the risk that the DWP and tPR guidance provide alternative interpretations of the
same legislation, we would support cross-referencing between guidance, rather than rephrasing.

We also suggest that there should be explicit recognition of the role that scheme actuaries and
covenant advisers have to play and this should be given prominence in relevant sections of the
guidance.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Background continued...

B2. Are there any areas on which you would welcome
further clarification?

X

Yes

No

Please give your reasons below:

As a general point at this stage the draft guidance does not provide much in addition to the guidance
already issued by the DWP. We do though recognise that this is a developing area. It would be
helpful if The Pensions Regulator could provide examples of the types of behaviours that might cause
it to use its discretionary enforcement powers and penalties (for example as is set out in the draft
guidance relating to exercise of new criminal penalties under the Pension Schemes Act 2021).

It would be useful to have an indication of the timescale for the additional Pensions Regulator
guidance promised regarding climate change and covenant.

It would be helpful if the guidance could make clear than any examples provided are illustrative, and
not necessarily to be followed precisely.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Governance

G1. Is this section of the guidance clear when read alongside
the DWP’s guidance?

S ves [ e

Please give your reasons below:
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Governance continued...

G2: Is the example on establishing oversight helpful?

S ves [ o

Please give your reasons below:

It is noted that the guidance is written for those schemes who are subject to the requirements in Part
2 of and the Schedule to the Climate Change Governance and Reporting Regulations (i.e. larger
pension schemes). While beyond the scope of the guidance, we note that some of the implied
requirements set out through this example would be burdensome for smaller pension scheme, if the
guidance were to be replicated as the climate change and governance reporting requirements
cascade to other schemes currently outside the scope of this consultation.

Also, the guidance subsection title "build climate change into your service provider and advisor
contracts". We wonder whether the reference to "contracts” is helpful here. For investment
consultants, for example, would the CMA objectives be a more appropriate place to document
trustees' expectations?

Consultation document on:
Guidance on governance and reporting of climate-related risks and opportunities @
and A new appendix to TPR’s monetary penalties policy



Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Governance continued...

G3: Is the example on climate competency of service providers
and adyvisers helpful?

Mo | o

Please give your reasons below:

This specific example appropriately sets out areas that trustees might assess the capabilities of their
advisors. Noting the relatively recent prominence of climate change concerns, we note that some
advisors may be unable to provide example of all the highlighted areas.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Governance continued...

G4: Are there any other case studies or examples you would find
helpful in this section?

Mo o

Please give your reasons below:

An example where trustees assess covenant themselves would be helpful.

It would also be helpful if there was an illustrative example where a significant problem issue is
identified in the governance and how this could be dealt with.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Strategy and scenario analysis

S1: Is this section of the guidance clear when read alongside
the DWP’s guidance?

S ves [ e

Please give your reasons below:

The section titled "conduct scenario analysis" says that when assessing the potential impact of
increases in global average temperatures on scheme assets and liabilities and the resilience of the
scheme's investment (and funding) strategy trustees should consider the potential impact "on different
tranches of liabilities or liabilities with different characteristics on the employer's covenant”. Apart
from duration, it's not clear to us what trustees might also factor in.

Also, should the first "on" quoted above, be "of"?

Guidance on governance and reporting of climate-related risks and opportunities
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Strategy and scenario analysis continued...

S2: Is the example of different time periods for schemes with
different characteristics helpful?

Mo | o

Please give your reasons below:

It may be helpful to clarify and distinguish between time period for targets and time periods for which
climate-related risks and opportunities are identified and assessed. We think it is beneficial to allow
scheme-specific factors and adviser views to shape how time periods should be interpreted and
operated.

We note that while the proposed setting of short term targets is appropriate, the meaningfulness of
this could be diminished by the evolving quality of disclosure data from investment managers. Also,
the example makes no reference to the material impact that the maturing nature of DB schemes
(Scheme A particularly) will likely drive the change in climate change metrics (i.e. the move from
growth assets to gilts).

The guidance refers to "long term"” for a closed DB scheme as being of the order 12 years (i.e.
between now and 2033 / 2034). This is significantly shorter than the public commitments made by
some schemes, such as a target of net zero by 2050. It is reasonable that guidance uses net zero by
2050 as an example target in connection with an open DC master trust. This, however, raises a
question of whether the guidance implies that such a target is too far out to be appropriate for a
closed mature DB scheme (which is an increasingly large proportion of "in-scope" schemes).

Consultation document on:
Guidance on governance and reporting of climate-related risks and opportunities @
and A new appendix to TPR’s monetary penalties policy



Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Strategy and scenario analysis continued...

S3: Are there any other case studies or examples you would
find helpful in this section?

e X

Please give your reasons below:

We note further guidance on covenant and climate expected later this year, which will be helpful.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Risk management

R1: Is this section of the guidance clear when read alongside
the DWP’s guidance?

Mo | o

Please give your reasons below:

This section refers to the trustees taking specialist advice. Is this intended to mean that trustees
appoint new advisors who are climate risk specialists, or is it anticipated that the existing advisors will
be sufficiently specialist in climate risk?
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Risk management continued...

R2: Is the template dashboard helpful?

S ves [ o

Please give your reasons below:

We also suggest that it would be helpful to have room to set out context in the dashboard. For
example, if equity RAG goes from amber to green, notes could set out why.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Risk management continued...

R3: Is the example on processes to identify and assess
climate-related risks helpful?

S ves [ e

Please give your reasons below:
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Risk management continued...

R4: Are there any other case studies or examples you would find
helpful in this section?

S ves [ e

Please give your reasons below:

At the moment this does not provide much in addition to the guidance already issued by the DWP.

Over time this will be an area to develop further as examples of good and bad practice become
clearer.

We also suggest that there should be explicit recognition of the role that scheme actuaries and

covenant advisers have to play in the field of risk management and this should be given prominence
in this section of the guidance.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Metrics

M1: Is this section of the guidance clear when read alongside
the DWP’s guidance?

S ves [ e

Please give your reasons below:

How can trustees deal with the fact that data quality will change over time — i.e. do the implied
metrics permit flexibility to get comparability over time?

Related to the above, guidance/examples on when it is reasonable to reset or change a target (e.qg.
due to external factors such as a change in data quality) would be helpful.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Metrics continued...

M2: Is Example 1 on the selection of metrics helpful?

S ves [ o

Please give your reasons below:

In the introduction to this example, the guidance suggests that trustees "use your scenario analysis
and the metrics recommended in the DWP's guidance to help you select at least three metrics for your
scheme". Given that the requirements to complete TCFD reporting post-dates the date for setting
these metrics, is it an unintended consequence of this guidance that some schemes will now have to
bring forward their work on TCFD?

We also note that example 1 includes only 2 metrics, while schemes will be required to use 3.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Metrics continued...

M3: Is Example 2 on the selection of metrics helpful?

S ves [ o

Please give your reasons below:
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Metrics continued...

M4: Is the example on using a metric in risk management helpful?

S ves [ o

Please give your reasons below:

In future, elaboration based on good and bad practice should enable this guidance to be developed
further.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Metrics continued...

M5: Are there any other case studies or examples you would
find helpful in this section?

S ves [ e

Please give your reasons below:

There is reference to the use of proxy metrics. It would be particularly helpful to see some examples of
this, such as the scenario where a scheme has a buy-in policy (or more generally, significantly mature
schemes), where the investment details of the insurance product held may be less transparent than
other investment assets, and so a proxy needs to be utilised.

Guidance on governance and reporting of climate-related risks and opportunities

Consultation document on: @
and A new appendix to TPR’s monetary penalties policy



Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Targets

T1: Is this section of the guidance clear when read alongside
the DWP’s guidance?

S ves [ e

Please give your reasons below:

The guidance states that "You will be able to manage climate risks and opportunities more effectively
with a framework that includes interim targets. If you set a long term target of more than 10 years in
the future with no interim targets, we would expect you to explain why in your report". This is
reasonable, but it would be helpful if there was some commentary on how this applies to schemes
that are setting net zero targets and in particular where there is, say, a 2050 target for being net zero
and an interim target of 2030. What would the Regulator expect these schemes to be saying about
the 2030-2050 period?

Guidance on governance and reporting of climate-related risks and opportunities
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Targets continued...

T2: Is the example on monitoring against targets helpful?

S ves [ o

Please give your reasons below:
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Targets continued...

T3: Are there any other case studies or examples you would
find helpful in this section?

Tves [X o

Please give your reasons below:
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Publishing your report and notifying members

P1: Is this section of the guidance clear when read alongside
the DWP’s guidance?

S ves [ e

Please give your reasons below:
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

Publishing your report and notifying members continued...

P2: Are there any areas on which you would welcome
further clarification?

Mo o

Please give your reasons below:

We appreciate that this is a developing area for the Pensions Regulator, but we would appreciate
some further examples on interpreting the terms "as far as able" and "proper governance".

Guidance on governance and reporting of climate-related risks and opportunities
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

General questions

Q1: When read alongside the DWP’s guidance, is our guidance clear
on what you need to do and report on in order to comply with the
new legislation? If not, how could we make it clearer?

Yes No

X

Please give your reasons below:

The draft guidance does not provide as much as we had hoped in addition to the guidance already
issued by the DWP. It would be helpful if the Pensions Regulator could provide examples of the
types of behaviours that might cause it to use its discretionary enforcement powers and penalties (for
example as is set out in the draft guidance relating to exercise of new criminal penalties under the
Pension Schemes Act 2021).

Rather than seeking to simplify complex challenges or prescribe approaches, we support your
patience in allowing practitioners the opportunity to develop solutions that work in a practical rather
than an abstract sense. We hope this will allow the largest schemes that have access to advisers to
innovate in this area and to shape their practical implementation of the measures in a way that is
appropriate to their needs. We would then hope that future regulatory guidance is drafted and
regularly updated once you have had the opportunity to reflect on and absorb the lessons of this new
legislation and process, and thereby indicate practices that will help less well-resourced schemes
meet these requirements in an efficient way.
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Consultation questions for: Guidance on governance and reporting of climate-related risks and opportunities

General questions continued...

Q2: Do you have any other feedback on the guidance?

e [X o

Please give your reasons below:
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Consultation questions for:
New appendix (‘Breaches of the climate change
governance and reporting regulations’) to TPR’s
monetary penalties policy’

1. The amount of the monetary penalty will be considered on a
case by case basis. Is the outline of likely band levels clear?

Tves [X o

Please give your reasons below:

Band 2 for an individual is stated as just a fixed amount of "£2,500" rather than a band and it should
be either "£0 to £2,500" or "£1,000 to £2,500".

Band 3 for both individuals and for any other case just states the fixed amounts of £5,000 and
£50,000 respectively. Unless it is intended to operate a fixed maximum level for Band 3 then we
suggest that a band is also quoted, such as "£2,500 to £5,000" and "£25,000 to £50,000".

4 monetary-penalties-policy.ashx (thepensionsregulator.gov.uk)
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Consultation questions for: New appendix to TPR’s monetary penalties policy

2. Do you think the examples given for the different band
levels are appropriate?

Yes No

X

Please give your reasons below:

The guidance is light and would benefit from being more specific and detailed. Drafting should have in
mind that readers are looking for clearer direction.
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Consultation questions for: New appendix to TPR’s monetary penalties policy

3.

Does the calculation of the amount of the mandatory
penalty beyond the minimum threshold sound reasonable?

X

Yes

No

Please give your reasons below:
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Consultation questions for: New appendix to TPR’s monetary penalties policy

4. Is the appendix clear on our approach to discretionary penalties
for breaches of the Occupational Pension Schemes (Climate
Change Governance and Reporting) Regulations 2021? If not, how
could we make it clearer?

e [X o

Please give your reasons below:

As a general point at this stage the draft guidance does not provide enough beyond what is already
issued by the DWP. It would be helpful if the Pensions Regulator could provide more specific
examples of the types of behaviours that might cause it to use its discretionary enforcement powers
and penalties (for example as is set out in the draft guidance relating to exercise of new criminal
penalties under the Pension Schemes Act 2021).
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Consultation questions for: New appendix to TPR’s monetary penalties policy

5. Do you have any other feedback on the appendix?

e X

Please give your reasons below:
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How to contact us

Napier House
Trafalgar Place
Brighton

BN1 4DW

https://www.thepensionsregulator.gov.uk/

https://trusteetoolkit.thepensionsregulator.gov.uk/
Free online learning for trustees

https://education.thepensionsregulator.gov.uk/
Pensions education portal

The
Pensions
4 Regulator
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