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EXECUTIVE SUMMARY

Climate change is a major systemic threat to global financial stability, posing both short
and long-term risks. Pension savers, due to the long-term nature of their investments, are
particularly exposed to these risks. This report details the findings from ShareAction’s
survey on the management of climate-related risks and opportunities within some of the
UK’s largest defined contribution (DC) corporate pension schemes. The purpose of this
research was to determine where on the journey towards the integration of climate-related
risks and opportunities each scheme resides. This will support ShareAction’s programme
to encourage and enable corporate pension schemes develop world-class approaches to
managing climate-related risks and opportunities.
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SUMMARY

Of the 25 corporations approached, 15 participated (10 utilise employer-sponsored trusts
and five utilise master trusts), representing approximately one million savers and £17.5bn
assets under management.

FINDINGS

Finding 1: Four degrees of integration (page 21)

Participants’ submissions were analysed and each scheme was categorised
according to the level of development of their climate change strategy, as
shown in Table 1. Schemes furthest along the journey towards the integration
of climate-related risks explicitly address climate change through asset
allocation and stewardship, and consider it as a systemic risk, while those at
the business as usual stage may not have specifically considered
climate-related risks.




TABLE 1: CLIMATE RISK JOURNEY

Leading

HSBC
Bank (UK)
Pension
Scheme

Associated
British Foods
DC Pension
Scheme

Compass
Retirement
Income
Savings Plan

Implementing

Aviva
Staff
Pension
Scheme

Retirement
Fund

RBS
Retirement
Savings
Plan

Tesco
Retirement
SEVleE
Fund
(MT)

Unilever UK

Pension Fund

DC
Investing
Plan

Building

GSK
Pension
Scheme

Lloyds
Your
Tomorrow
Pension
Scheme

Rolls-Royce
Retirement
SEVleS
Trust

Sainsbury’s
Retirement
SEVlleS
Plan
(MT)

Your M&S
Pension

Savings Plan

(MT)

Non-respondents

BAE
Systems DC
Retirement

Plan

2013
NEXT Group
Pension Plan

BP Defined
Contribution
2010 Pension

Plan

Prudential
Staff
Pension
Scheme

BT
Retirement
SEMale]
Scheme

UK
Shell
Pension
Plan

Business
as usual

British
Airways
Pension Plan
MT)

Diageo
Pension Plan
(MT)

National
Grid
YouPlan

Royal
Mail
Defined
Contribution
Plan

Centrica
DC Scheme

Whitbread
Group
Pension
Fund

MT = corporation using a master trust
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SUMMARY

Finding 2: Business as usual in default funds (page 25)

Only two of the 15 schemes currently have default funds that have been
explicitly constructed to reduce exposure to climate-related risks.

Finding 3: Increasing awareness across employer-sponsored trusts is
not leading to action (page 26)

Eight of the 10 participating employer-sponsored trusts have discussed
climate-related risks with their investment consultants, either specifically
or as a part of ESG considerations. However, only two out of 10
employer-sponsored trusts have added climate-related risks to their
scheme’s risk register and just three out of 10 employer-sponsor trusts
have conducted scenario analyses.

Finding 4: Employer-sponsored trusts take a passive approach to

climate stewardship (page 27)

The majority of employer-sponsored trusts delegate stewardship
activities to their asset managers with limited oversight of the
effectiveness of climate risk management. Only two of the 10
employer-sponsored trusts stated they assess each asset manager’s
climate-related performance during the asset manager selection process.




Finding 5: Barriers to action (page 28)

The participating schemes identified a number of barriers which they
perceive restrict actions in this space, including:

e The availability of products for a multi-asset portfolio being limited by
fees and suitability.

e The lack of standard, widely used metrics to monitor, manage, and
report climate-related investment risks.

* Challenges in agreeing risk and return metrics that can isolate the
impact of ESG factor implementation, in order to satisfy trustees that
the methodology adopted is having the desired impact.

*  When transferring to a new master trust, alignment to and consistency
with, the old DC scheme was prioritised.

* The quality and consistency of corporate data.

Finding 6: Corporate pension schemes lag behind corporate
commitments (page 29)

13 of the 15 participating corporations are involved with or support
low-carbon initiatives such as the Science-Based Targets Initiative and the
Taskforce on Climate-related Financial Disclosures (TCFD). However, these
commitments are only reflected in a small minority of DC corporate
pension schemes across both asset allocation and engagement. As
strategies relating to the management of climate-related risks and
opportunities are further developed, schemes have an excellent
opportunity to communicate the actions taken to address climate change
with their members, building trust with savers and further showing how
employer and employee values align.




CLIMATE RISK
CHECKLIS
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CLIMATE RISK CHECKLIST

In this section of the report, we suggest a number of actions for employer-sponsored
trusts and corporations that utilise master trusts or group personal pensions (GPPs) to
enhance their approach to climate change and its implications. These have been separated
to reflect the differences in governance structures. We have also produced
recommendations for policymakers and regulators to ensure the regulatory environment is
supportive of this change.

FOR EMPLOYER-SPONSORED TRUSTS

Seize opportunities and mitigate risks

* Use the opportunity of the Department for Work and Pensions’ (DWP) update to the
Investment Regulations (in force from October 2019) to publicly commit to greater
action on the management of climate-related risks and opportunities through asset
allocation and stewardship practices.

e Climate-related risks should be added to each scheme’s risk register, recognising that
it poses a systemic risk that will impact beneficiaries’ investments and quality of life in
retirement.

« Conduct scenario analysis under multiple warming scenarios to evaluate their exposure
to climate-related risks.

e Construct default funds which systemically integrate climate-related risks and
opportunities into investment decisions across all asset classes.

Promote enhanced engagement and accountability

* Schemes and their investment consultants should specifically incorporate strong
engagement and voting activities into their investment management agreements with
asset managers.

e Schemes should advocate for action at a policy level to address climate change via
initiatives such as the Institutional Investors Group on Climate Change (IIGCC).

Educate and communicate

e Communicate the actions the scheme is taking to manage climate-related risks to
beneficiaries, to engage savers with their pensions and build trust.

e DC corporate pension schemes should become signatories to the PRI.

«  Where available, schemes should utilise climate change expertise from their corporate
sponsor.

*  Schemes should review and report on their management of climate-related risks in line
with the Taskforce on Climate-related Financial Disclosures (TCFD) recommendations.




FOR EMPLOYERS UTILISING MASTER TRUSTS OR GROUP
PERSONAL PENSIONS

Promote enhanced engagement and accountability

*  Schemes should ensure their default funds explicitly address climate-related risks and
opportunities through asset allocation.

 Corporations and their investment consultants should greater scrutinise the
engagement and voting activities of their master trust or pension provider regarding
climate-related risks.

« To monitor ongoing progress of their master trust or GPP, corporations, either
individually or collaboratively with other employers in the same master trust or group
personal pension, should set time bound targets on the response to climate change.

* If switching master trusts or GPP, corporations should include the approach to
climate-related risks and opportunities as a key criterion.

Educate and communicate

e Schemes should communicate the actions taken to manage climate-related risks and
opportunities to beneficiaries, to engage savers with their pensions and build trust.
«  Where available, corporations should utilise in-house climate change expertise.

RECOMMENDATIONS FOR POLICYMAKERS AND REGULATORS

e Introduce mandatory reporting for schemes on climate-related risks in line with
the TCFD recommendations.

 The Pensions Regulator should update the Trustee Toolkit and investment
governance guidance to outline available options to address climate change as
a systemic risk.

e The Financial Conduct Authority (FCA) should provide the same level of clarity
as the DWP on the need to consider climate change and other environmental,
social, and governance (ESG) factors as a material financial risk, and report on
the management strategy. Parity in respect of stewardship policies should also
be achieved.

1
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INTRODUCTION

This report details the findings from ShareAction’s survey on the management of
climate-related risks and opportunities within some of the UK’s largest defined contribution
(DC) corporate pension schemes. This research marks the start of a multi-year programme
through which ShareAction aims to support corporate pension schemes in developing
world-class approaches to managing climate-related risks, while benefitting from green
growth opportunities and aiding a swift and orderly transition to the low-carbon economy.

This section outlines how climate change poses short and long-term risks, as well as
outlining the regulatory environment and savers’ views.

MANIFESTATIONS OF CLIMATE RISK

Climate change is a major systemic threat
to global financial stability" 2. To mitigate
the most catastrophic impacts of climate
change, urgent decarbonisation on a
global scale is necessary to hold warming
to no more than 1.5°C above pre-industrial
levels. This requires investments of $2.4tn
into clean energy each year through to
2025°, and, according to the UN'’s
Intergovernmental Panel on Climate
Change (IPCC), “..rapid, far-reaching and
unprecedented changes in all aspects of
society”®. The potential impact on
investments is severe. The Global
Investor Statement (supported by
investors a managing in excess of $32tn)
outlined the possibility of financial
impacts multiple times worse than the
2008 financial crash. Recent research also
suggests global economic gains of
approximately $17.5tn per year by 2100
will be lost in 4°C scenarios compared to
2°C scenarios’®.

Pension savers, due to the long-term
nature of their investments, are
particularly exposed to these risks®.

Moreover, as the age profile of DC
schemes is typically younger than defined
benefit schemes, there is a heightened
impetus for DC schemes to manage
climate-related risks for these savers. A
graduate born in 1997 joining the
workforce today should expect to retire in
the 2060s and be receiving their pension
through to at least 2090'°.

The physical impacts of climate change
are already present, for example, through
the doubling of extreme weather events
in the last 20 years. In this period, $2.2tn
of damage is attributed to climate-related
disasters". The intensity of extreme
weather events will further increase due
to the time lag between greenhouse gas
emissions and the resultant temperature
change'. The transition to a low-carbon
economy will lead to winners and

losers, generating inevitable risks and
opportunities as new technologies
emerge and longstanding business
models become obsolete.
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A graduate born in 1997 joining the workforce today
should expect to retire in the 2060s and be receiving
their pension through to at least 2090 .

REGULATORY LANDSCAPE

The regulatory landscape is shifting to
embrace responsible investment and
reflect climate-related risks. The DWP’s
update to the Investment Regulations in
November 2018 goes some way to
clarify trustees’ fiduciary duties in law.
Specifically, it requires, among

other things, DC trustees to update their
Statement of Investment Principles to
show how they take into account climate
change as a material financial risk®™. This
builds upon previous guidance from The
Pensions Regulator, advising trustees to
take into account material ESG factors'.

The FCA, responsible for regulating GPPs,

will consult on the introduction of similar
rules for contract-based schemes in-line
with a 2017 Law Commission report in
Spring 2019, At the European level, the
European Insurance and Occupational

J)

Pensions Authority (EIOPA) will analyse
European pension funds’ exposure to
low-carbon transition risks, in addition to
an analysis of how funds incorporate ESG
risks'®.

15
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11

55% of people expected their pensions to avoid
investing in fossil fuel projects that contribute to
climate change.

SAVERS' VIEWS

There is a growing body of evidence to
suggest that savers are concerned with
the impacts of their investments. A 2018
survey by NEST (the UK’s largest
auto-enrolment pension provider by
membership) found that 47% of savers
said responsible investment matters a lot
to them, with an additional 26%
supporting responsible investment if it
produces better returns. Moreover, a 2018
survey conducted by YouGov and Client
Earth found that 55% of people expected
their pensions to avoid investing in fossil
fuel projects that contribute to climate
change. Yet, understanding of pensions
remains low, with over 60% of people
unaware that their pensions can help fund
fossil fuel projects'. This will contribute to
the fact savers are wary of making
investment decisions. Indeed, BlackRock’s
2018 DC Pulse Survey found 77% did not
feel confident enough to manage their
savings themselves, with more than 80%
trusting their employers to choose the
right investments'®.

J)

Pension funds may also face challenges
through the courts by their members if
they are seen to be failing to address
climate-related risks. Ground-breaking
litigation is taking place in Australia where
a member of the Retail Employees
Superannuation Trust (REST), a $50bn
fund, believes trustees breached their
duties by failing to factor climate change
into investment decisions, for example, by
not seeking information from investment
managers on climate-related risks'™®. A
decision on this case is due in mid-2019%°.
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METHODOLOGY

This section describes the research process during the data collection and analysis phase.
A survey was utilised to identify where each scheme currently resides on the journey
towards the integration of climate-related risks and opportunities, and identify leading
practices and room for further development.

SURVEY DESIGN
The survey was divided into two sections:

1. Questions for employers that use an employer-sponsored trust for pension provision.
2. Questions for employers that enrolled their employees into a master trust or a GPP.

There were 18 questions relevant to employer-sponsored trusts and four questions relevant
to master trusts and GPPs. This reflects where responsibility lies in the day-to-day
operation of each scheme. In addition to original ShareAction questions, questions were
sourced from, or inspired by:

* The Environmental Audit Committee’s 2018 Green Finance Inquiry
«  The 2018 Asset Owners Disclosure Project pension fund questionnaire
 The Principles for Responsible Investment (PRI) climate-related indicators.

The guestions were also mapped to the TCFD core themes of:

oVe

Governance Strategy Risk Metrics
Management & Targets

The survey underwent numerous iterations following internal review and external
consultation from industry experts prior to its distribution.

SCOPE

There is no public list of the largest DC corporate pension funds, and there is only
incomplete public data on the UK’s largest private employers. Therefore, it was

necessary to estimate the largest DC schemes. The scope of possible schemes was limited
to FTSE100 constituents. The target participants to include within the survey were then
identified through a combination of:

* The March 2018 quarterly report from JTL Employee Benefits on The FTSE 100 and
Their Pension Disclosures.

* The 2017 edition of Pension Funds and their Advisers.

«  Company reporting e.g. annual reports.

We recognise that some companies may have multiple DC schemes. In these instances,
only their largest scheme was considered to reduce the burden of participation.




RESEARCH PROCESS AND ANALYSIS

In September 2018, ShareAction invited 25 corporations to participate in the survey
process by contacting the chief executives of each corporation and relevant individuals

in the pension scheme, for example, the Chair of Trustees or pensions director. The survey
was circulated to those that responded at the end of September, with a deadline for
submission of mid-November 2018. Where no contact was made, ShareAction reached

out to alternative contacts until the end of October. The submitted data was analysed
qualitatively and quantitatively to identify leading practice and underlying trends, as well as
determining the spread of actions currently undertaken to inform the grouping of schemes.
Once data analysis had taken place, and the final report drafted, participants were able to
review specific references to their actions. Clarifications and comments were reviewed and

integrated.

The participating schemes and non-respondents are listed in Table 2 below. We are, of
course, disappointed that such major employers did not engage with this research which
aims to enhance their scheme beneficiaries’ quality of life in retirement. Non-respondent
companies did not participate for reasons including limited capacity to participate and

because no contact was made.

TABLE 2: CORPORATE PENSION SCHEMES INVITED TO PARTICIPATE

Respondents

Non-respondents

Aviva Staff Pension Scheme

Associated British Foods DC Pension Scheme

The Barclays Bank UK Retirement Fund

BAE Systems DC Retirement Plan

British Airways Pension Plan (MT)

BP Defined Contribution 2010 Pension Plan

Diageo Pension Plan (MT)

BT Retirement Savings Scheme

GSK Pension Scheme

Centrica DC Scheme

HSBC Bank (UK) Pension Scheme

Compass Retirementincome Savings Plan

Lloyds Your Tomorrow Pension Scheme

2013 NEXT Group Pension Plan

National Grid YouPlan

Prudential Staff Pension Plan

RBS Retirement Savings Plan

UK Shell Pension Plan

Rolls-Royce Retirement Savings Trust

Whitbread Group Pension Fund

Royal Mail Defined Contribution Plan

Sainsbury’s Retirement Savings Plan (MT)

Tesco Retirement Savings Plan (MT)

Unilever UK Pension Fund - DC Investing Plan

Your M&S Pension Savings Plan (MT)

19
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KEY FINDINGS

This section explores the key themes that emerged from the survey responses following
analysis.
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OVERVIEW

15 of the 25 approached schemes participated. These schemes represent approximately
one million savers with assets under management of approximately £17.5bn. Of the 15
participating schemes, 10 are employer-sponsored trusts and five are corporations utilising
master trusts.

()
N

FINDING T: FOUR DEGREES OF INTEGRATION

Table 3 shows a snapshot of where each scheme is on their journey towards the
integration of climate change and its implications into governance procedures and
the investment process. These groupings have been determined by the spread of
actions identified within the survey responses, and are outlined on pages 23 and 24.
There is, of course, divergence within each group and the typical actions are not
universally attributable to each scheme. It is also important to note that this is not a
ranking; schemes are listed alphabetically within each group.

21



TABLE 3: CLIMATE RISK JOURNEY

Leading

HSBC
Bank (UK)
Pension
Scheme

Associated
British Foods
DC Pension
Scheme

Compass
Retirement
Income
Savings Plan

Implementing

Aviva
Staff
Pension
Scheme

Retirement
Fund

RBS
Retirement
Savings
Plan

Tesco
Retirement
SEVleE
Fund
(MT)

Unilever UK

Pension Fund

DC
Investing
Plan

Building

GSK
Pension
Scheme

Lloyds
Your
Tomorrow
Pension
Scheme

Rolls-Royce
Retirement
SEVleS
Trust

Sainsbury’s
Retirement
SENValeS
Plan
(MT)

Your M&S
Pension

Savings Plan

(MT)

Non-respondents

BAE
Systems DC
Retirement

Plan

2013
NEXT Group
Pension Plan

BP Defined
Contribution
2010 Pension

Plan

Prudential
Staff
Pension
Scheme

BT
Retirement
SEMale]
Scheme

UK
Shell
Pension
Plan

Business
as usual

British
Airways
Pension Plan
MT)

Diageo
Pension Plan
(MT)

National
Grid
YouPlan

Royal
Mail
Defined
Contribution
Plan

Centrica
DC Scheme

Whitbread
Group
Pension
Fund

MT = corporation using a master trust

22
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LEADING

A leading scheme will have already
explicitly incorporated
climate-related risks and
opportunities into default fund
equities. This will be combined with
strong stewardship on the scheme’s
behalf, for example, with time-bound
targets and the threat of divestment
from companies that are not
ensuring the long-term

sustainability of their business.
Robust internal governance will have
enabled this, including the presence
of climate change on the scheme’s
risk register, advocating for action
on climate at a policy level to
support climate risk mitigation,

and plans for TCFD-aligned
reporting in the next reporting cycle.

IMPLEMENTING

A typical implementing scheme is
one that recognises climate-related
risks as systemic, has conducted
scenario analyses, and has
implemented, or is looking to
implement, an asset allocation
policy to account for these risks in
their default fund. Corporations that
utilise master trusts or a GPP will
have additional layers of governance
able to review stewardship relating
to climate change, and are in the
process of reviewing their default
fund investment strategy with their
investment consultants and master
trust or GPP.




BUILDING

A typical building scheme is one that
views climate-related risks through

a broad ESG lens, offers self-select
options with asset allocations that
consider climate or ESG risks, and is
considering policy developments
regarding the approach to
climate-related risks. So far,
however, limited steps have been
taken to understand how
climate-related risks may impact
their default fund portfolio. When
selecting and reviewing their master
trusts or pension providers, the
approach to climate change is one
of the considerations, and self-select
options that consider climate change
are offered.

BUSINESS AS USUAL

A typical business as usual scheme
is at the start of the journey towards
the integration of climate-related
risks. They are cognisant of ESG
risks, but may not have considered
climate-related risks specifically.
They are considering providing, or
already do provide, self-select
options that consider ESG risks in
the asset allocation policy.

A notable trend that emerges from these groupings is that the pension schemes of
corporations in the financial services sector are further along the journey towards the
integration of climate-related risks. This may be coincidental, linked to the financial risk
focus of their sponsor corporations, or driven by the leadership shown by the HSBC
Scheme which may have motivated competitors to act.

24
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FINDING 2: BUSINESS AS USUAL IN DEFAULT FUNDS

According to The Pensions Regulator, 92% of savers in trust-based schemes are
invested in the scheme’s default strategy?'. However, only two of the 15 participant
schemes currently have, or utilise, default funds that have been explicitly
constructed to reduce exposure to climate-related risks. This is a particular concern
due to the high allocation to the Oil and Gas and Utilities sectors in typical default
funds, and the short-term risks climate change poses???®. There are, however,
promising signs of change as six schemes are considering developments in their
low-carbon asset allocation policies.

EXAMPLES OF LEADING PRACTICE WITHIN DEFAULT FUNDS ARE:

*  The HSBC Scheme invests equities via the LGIM Future World Fund, a
carbon-tilted fund resulting in approximately a 70% reduction in exposure to
carbon reserves, 30% lower carbon emissions, and 100% more in green revenues.

« The RBS DC Plan is currently implementing an ESG tilt to its passive equities which will
act to reduce exposure to carbon.

ShareAction Challenge

The response to climate change and its implications should not be a lottery based on your
scheme, or be a benefit for the small minority of savers that choose not to be in the default
fund. Additionally, savers that choose alternative fund options to address climate-related
risks should not be penalised by the fact they do not fall under the charge cap.
ShareAction hopes to see climate-related risks and opportunities incorporated into the
management of equities in the default fund. Schemes already implementing this action
should consider extending this to other asset classes.

25
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FINDING 3: INCREASING AWARENESS ACROSS EMPLOYER-SPONSORED
TRUSTS IS NOT LEADING TO ACTION

Trustees are cognisant of climate change as an investment risk. Indeed, seven out of
10 employer-sponsored trusts have introduced educational programmes on climate
risk as a standalone theme or more broadly within ESG training. A further eight out
of 10 have discussed climate-related risks with their investment consultants, either
specifically or as a part of ESG considerations. However, this awareness has not, as
vet, translated into specific actions to address climate-related risks and
opportunities:

e Just two of the 10 employer-sponsored trusts have added climate risks to their
scheme’s risk register.

e Just three of the 10 employer-sponsored trusts have undertaken portfolio carbon
footprint exercises.

e Just three of the 10 employer-sponsored trusts have conducted scenario
analyses

FACILITATING ACTION:

The HSBC Scheme and Aviva Staff Pension Scheme have both added climate-related risks to
their risk registers, and have benefitted from internal expertise on climate change. The HSBC
Scheme trustee board has two members with considerable knowledge in this area: one who
has been on the TCFD taskforce, and another who works in sustainability. The Aviva Staff
Pension Scheme has utilised expertise from their sponsor in meeting their Global Head of
Responsible Investment and Group Head of Sustainability.

26
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FINDING 4: EMPLOYER-SPONSORED TRUSTS TAKE A PASSIVE
APPROACH TO CLIMATE STEWARDSHIP

Engagement is one of the key tools to manage climate-related risks, ensuring
investee companies are adequately preparing for and supporting the transition to
the low-carbon economy.

As expected, employer-sponsored trusts delegate engagement activities to their
asset managers. However, this appears to be taking place with limited oversight of
the effectiveness climate risk management: only two of the 10 employer-sponsored
trusts stated they assess each asset manager’s climate-related performance during
the asset manager selection process, for example, how they voted in climate change
resolutions.

Additionally, a low bar is set during the asset manager monitoring process, with the
employer-sponsored trusts often expecting asset managers to be PRI signatories
and or comply with the UK Stewardship Code only. The RBS DC Plan and the HSBC
Scheme are more ambitious. The RBS DC Plan seeks to utilise its client status to
direct voting, while the HSBC Scheme helped design the engagement process for its
equity allocation in the LGIM Future World Fund. In this fund, engagement is backed
up with the threat of divestment from companies that are not developing plans to
ensure the long-term sustainability of their business.

Of the corporations utilising master trusts, the Tesco, Marks and Spencer, and
Sainsbury’s Schemes are currently satisfied by their master trust’s stewardship
approach, which includes time-bound targets, and therefore have not seen it
necessary to influence the approach to engagement. Additionally, Tesco has worked
collaboratively with their master trust on climate change, receiving enhanced
reporting in the form of updates from both the master trust board and directly from
the master trust’'s ESG and Climate Change team.

CLIMATE COLLABORATION BY EMPLOYER-SPONSORED TRUSTS

The HSBC Scheme, Barclays Scheme, and Aviva Staff Pension Scheme are directly involved
in responsible investment or climate-related collaborative engagement initiatives, or
industry associations. The Aviva Staff Pension Scheme and Barclays Scheme are PRI
signatories, while the HSBC Scheme joined the IIGCC. The HSBC Scheme, upon reviewing
high emissions scenarios in which “all returns are horrible”, viewed this as a fiduciary
justification to join the IIGCC and advocate at a policy level. The Unilever Scheme, through
the Univest Company (Unilever’s in-house investment services company), is also a PRI
signatory and member of the IIGCC.

27
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FINDING 5: BARRIERS TO ACTION

The participating schemes identified a number of barriers that they perceive to limit
action in this space, including:

 The availability of products for a multi-asset portfolio being limited by fees and
suitability.

«  The lack of standard, widely used metrics to monitor, manage and report
climate-related investment risks against.

 Challenges in agreeing risk and return metrics that can isolate the impact of ESG
factor implementation, in order to satisfy trustees that the methodology adopted
is having the desired impact.

*  When transferring to a new master trust, alignment to and consistency with, the
old DC scheme was prioritised.

 The quality and consistency of corporate data.

ShareAction Challenge

Investment consultants have in the past been criticised for their failure to incorporate
ESG issues in their investment practice?*. It is therefore positive to see these discussions
are taking place. However, it is concerning that so few employer-sponsored trusts have
conducted scenario analyses. With the recent clarification of trustees’ fiduciary duties, we
challenge investment consultants to seize the opportunity and drive climate-related risks
up trustees’ and asset managers’ agendas, and encourage further innovation.

28
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FINDING 6: CORPORATE PENSION SCHEMES LAG BEHIND
CORPORATE COMMITMENTS

13 of the 15 participating corporations are involved with, or support, low-carbon
initiatives such as the Science-Based Targets Initiative and the TCFD. This is an
example of their corporate commitments, highlighting their concerns regarding
climate change, and aligning them with the prevailing attitude of the British
population and thus their employees®®.

However, 13 of the 15 DC pension schemes have not yet constructed, or do not
currently utilise, default funds that explicitly address climate-related risks in both
asset allocation and engagement. A dissonance therefore exists between corporate
commitments and corporate pension schemes. With new regulations and product
innovation, schemes are provided an excellent opportunity to adapt default funds
and communicate these actions to members. This will ensure employer and
employee values align, and build savers’ trust. Indeed, Tesco are currently
developing a project to understand how climate change, and responsible investment
more generally, can feed into innovative member engagement.

BEYOND EQUITIES

Actions to integrate climate-related risks and opportunities are taking place nearly
exclusively through equities, with other asset classes seldom referenced within submissions.
However, the HSBC Scheme has discussed how climate-related risks could be included
within credit assessments with their fixed income managers, and physical climate risks with
their commercial property managers. The Barclays Scheme recently reported its core UK
property portfolio under the Global Real Estate Sustainability Benchmark.
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OUTSIDE THE FTSETOO: CASE STUDIES OF LEADING
CLIMATE-RELATED RISK MANAGEMENT

This section outlines the actions pension funds worldwide are taking to develop their own
strategies to manage climate-related risks and opportunities, providing guidance and
inspiration in the process. In this section, we share leading practice identified in previous
work by ShareAction. Further examples are available in the 2018 auto-enrolment survey
and Winning Climate Strategies report
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NATIONAL EMPLOYMENT SAVINGS TRUST (NEST)

NEST is the UK’s largest auto-enrolment pension provider with over six million
members, and placed first for its approach to responsible investment in
ShareAction’s 2018 auto-enrolment survey. NEST allocates 30% of their global
developed equities within their default fund to the UBS Life Climate Aware World
Equity Fund. The allocation is increased for their youngest savers. This fund uses
tilting to adjust exposure to companies either supporting or unaligned with the
low-carbon transition, alongside time-bound engagement strategies?®?’.

NEST also addresses climate-related risks in their commodity holdings, in which they
screen out companies presenting significant carbon risk, for example, coal
producers?®.

ENVIRONMENT AGENCY PENSION FUND (EAPF)

The EAPF, part of the Brunel Pension Partnership, commits to operating under a
2°C target (its climate strategy also pre-dates the Paris Agreement). The fund has
followed a value-driven investment approach to embedding low-carbon into every
asset class and has invested over £1.1bn in social and sustainable investments. The
EAPF has set an ambitious target of investing 15% of the fund in low-carbon, energy
efficiency, and other climate-mitigation opportunities by 2020, under the

broader goal of investing 25% of the fund in clean and sustainable companies and
funds across all asset classes.
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https://shareaction.org/wp-content/uploads/2018/06/TheEngagementDeficit.pdf
https://aodproject.net/best-practice/

PENSIOENFONDS ZORG EN WEILZIJN (PFZW)

PFZW, from the Netherlands, has set the ambitious targets of reducing the carbon
footprint of its entire fund by 50%, and quadrupling its investments in sustainable
development solutions to €20bn by 2020. These targets are aimed at changing the
‘real’ economy and have helped drive its low-carbon investment initiatives and
engagement across high carbon-risk sectors (where PFZW prefers to engage to
drive positive change in favour of divesting).

NEW YORK STATE COMMON RETIREMENT FUND (NYSCRF)

In early 2018, the NYSCRF doubled its investments in its ‘Low Emissions Index’
(LED to $4bn. The index, developed in collaboration with Goldman Sachs Asset
Management and launched in 2015, underweights the worst greenhouse gas
emitters and increases investments in companies with lower emissions. The LEI
reports to have a carbon footprint 75% lower than its benchmark.
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CONCLUDING REMARKS

As the UN reports, we have less than 12 years to prevent the most severe impacts of
climate change. Whether we successfully transition to a low-carbon economy or fail and
face the unprecedented climate chaos of 3°C and 4°C worlds, pension funds will be
impacted. As a systemic risk, climate change will undermine global growth prospects,
suppressing returns and profoundly impacting society. We feel business as usual is in
direct opposition to scheme beneficiaries’ best interests. Fiduciary duty therefore dictates
schemes must act to address climate change and its implications.

With the DWP’s update to Investment Regulations, trust-based schemes must report on
how they address material financial risks, including climate change. This is the perfect
opportunity for all schemes to further develop their approach to the management of
climate-related risks and opportunities. As identified throughout this report, and
highlighted in our climate risk checklist, there is no shortage of options for how schemes
can act. Pension schemes and their investment consultants can ensure default strategies
address climate change through asset allocation, and ensure their asset managers and
pension providers conduct strong engagement to ensure the business models of their
portfolio holdings align with the Paris Agreement. The most forward thinking schemes can
press for action at a policy level that will contribute to the mitigation of the most severe
impacts of climate change, for example, through advocating for change via the IIGCC.

DC scheme beneficiaries will need retirement income throughout the 21° century. The
impact of climate change on their savings and the stability of society into which they retire
is dependent on action taken today. Pension schemes must rise to the challenge.
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APPENDIX

QUESTIONS FOR EMPLOYER-SPONSORED TRUSTS

QUESTION

ANSWER

OPTIONS

Governance

Do the trustees accept the
Taskforce on Climate-related
Financial Disclosures conclusion
that pension funds are

Yes. We have added
climate-related risks to
our risk register.

G1 . . .
potentially exposed to financial Yes
risks through climate change? No
Other (please state)
Has the pension scheme formally Yes
G2 considered climate-related risks No
separately from other ESG issues
Has the pension scheme assigned | Yes, at least one
one or more trustees trustee has oversight
responsibility for climate-related for climate-related risks.
issues? Please provide further
details of this in the
comment box.
No. However,
member(s) of a
G3 sub-committee are
accountable for
climate-related risks.
We delegate the
oversight of
climate-related risks to
our asset managers.
Other (please state)
Has the pension scheme Yes
introduced structured
: No
G4 educational/awareness
programmes for trustees on the Other (please state)
potential impact of
climate-related risks?
Has the pension scheme taken Yes (please describe)
steps to engage members on how N
it’s responding to climate change ©
G5 and its implications? Other (please state)




QUESTION

ANSWER

OPTIONS

Governance
(cont.)

G6

Is the pension scheme planning
to adopt the Taskforce on
Climate-related Financial
Disclosures (TCFD)
recommendations in the scheme’s
reporting?

The scheme already
reports according to
TCFD
recommendations.

The scheme plans to
report according TCFD
recommendations in the
next reporting cycle.

The scheme plans to
report according to
TCFD
recommendations, but
reporting timelines are
not finalised.

The scheme has no
plans to report

according to TCFD
recommendations.

Other (please state)

Strategy

ST

In light of the Risk Alert that the
Institute and Faculty of Actuaries
issued to its members in May 2017,
has the pension scheme discussed
climate change with its actuarial
advisers?

Management of
climate-related risks is
incorporated into our
contracts with our
actuarial advisers.

Discussions have taken
place with our actuarial
advisers.

We have not discussed
climate change with our
actuarial advisers.

Other (please state)

39



x
[a)
Z
w
a
a
<

40

APPENDIX

QUESTIONS FOR EMPLOYER-SPONSORED TRUSTS

QUESTION

ANSWER

OPTIONS

Strategy

ST

In light of the Risk Alert that the
Institute and Faculty of Actuaries
issued to its members in May 2017,
has the pension scheme discussed
climate change with its actuarial
advisers?

Management of
climate-related risks is
incorporated into our
contracts with our
actuarial advisers.

Discussions have taken
place with our actuarial
advisers.

We have not discussed
climate change with our
actuarial advisers.

Other (please state)

S2

Have the trustees discussed
climate-related risks with the
scheme’s investment consultants?

Management of
climate-related risks is
incorporated into our
contracts with our
investment consultants.

Discussions have taken
place with our
investment consultants.

We have not discussed
climate change with our
investment consultants.

Other (please state)

S3

For assets managed externally,
how are climate-related risks
factored into the asset manager
selection process?

Please select all that apply.

We review each asset
managers’
climate-related policies
(please detail).

We look for asset
managers with a strong
offering of low-carbon
or climate-tilted
products.




QUESTION

ANSWER

OPTIONS

Strategy
cont.

S3
cont.

We assess each asset
manager’s
climate-related
performance, for
example, how they
voted in climate change
resolutions (please
describe).

We consider their
involvement in
collective engagement
initiatives, for example,
Climate Action 100+,

We do not consider
each asset manager’s
approach to
climate-related risks
when selecting passive
funds.

Not applicable (all
assets are managed
internally).

Other (please state)

sS4

For members that are able to
self-select investments, are any
climate-related funds being
offered or are under
development?

Default fund has been
constructed to reduce
exposure to
climate-related risks
(please describe below).

Low-carbon fund

Sustainable or ESG fund

Impact or Sustainable
Development Goal fund

Ethical fund addressing
climate change

Not applicable (we do
not offer self-selection
options)
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QUESTION

ANSWER

OPTIONS

Strategy No self-select options
cont. S4 explicitly address
cont. climate change.
Other (please state)
Risk Which climate-related risks are
Management RM1 the trustees most concerned Free text
about?
Please describe the pension
scheme’s risk management
processes for identifying,
RM2 assessing, and managing Free text
climate-related risks, with
particular regard to the default
fund option.
How does the pension scheme The scheme conducts
exercise its ownership rights engagement with
during company engagement to investee companies
address climate-related issues? through an in-house
engagement team.
The scheme delegates
engagement activities
to its asset managers,
but seeks to direct
voting and engagement
priorities through a
specific policy on ESG
issues.
RM3

The scheme’s assets
are held in pooled
funds, but we seek to
use our client status
to direct voting and
engagement priorities
through a specific
policy on ESG issues.

The scheme delegates
engagement activities
to our engagement
services provider.

The scheme delegates
engagement activities
to its asset managers.

Other (please state)




QUESTION

ANSWER

OPTIONS

Risk
Management
cont.

RM3
cont.

Please select the collaborative
engagement initiatives and
industry associations the scheme
participates in either directly,
through an engagement services
provider, or major asset manager.

Please bold the relevant option(s)
below the programme name.

Principles for
Responsible Investment
(PRD

Direct/Engagement
services provider/asset
manager

CDP Investor program

Direct/Engagement
services provider/asset
manager

Climate Bonds Initiative

Direct/Engagement
services provider/asset
manager

Climate Action 100+

Direct/Engagement
services provider/asset
manager

United Nations
Environmental

Program Finance
Initiative (UNEP FI)

Direct/Engagement
services provider/asset
manager

Montreal Pledge

Direct/Engagement
services provider/asset
manager

Institutional
Investors Group on
Climate Change (IIGCC)

Direct/Engagement
services provider/asset
manager

Other (please state)
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QUESTION

ANSWER

OPTIONS

Metrics
& Targets

M&T1

Do trustees integrate
climate-related risks into ongoing
asset manager assessment?

Yes (please describe)

No

Other (please state)

M&T2

Please indicate which of the
following the pension scheme or
its asset managers use to assess
and manage climate-related risks
and opportunities.

Please select all that apply.

Scenario analysis
(please state the
scenarios considered).

Climate-related targets
(please describe).

Encourage internal and/
or external portfolio
managers to monitor
climate-related risks.

Climate-related risk
monitoring and
reporting are formalised
into contracts when
appointing managers.

Portfolio carbon
footprint.

Exposure to
carbon-related assets
(please describe).

Adviser analysis e.g.
Mercer TRIP modelling
(please describe).

Other (please state)

M&T3

Has the pension scheme
introduced, or is planning to
introduce, a target or an asset
allocation policy on low-carbon
assets?

Yes, within the default
fund (please describe).

Yes, within alternative
fund options (please
describe).

We have introduced a
target for divestment
from certain
greenhouse gas
emissions intensive
sectors (please
describe).




QUESTION

ANSWER
OPTIONS

Risk
Management
cont.

RM3
cont.

No, but we are
considering policy
developments in this
area (please describe).

We delegate asset
allocation decisions to

our portfolio managers.

We have no plans to
plans to introduce a

low-carbon target or
policy.

Other (please state)

RM4

Please outline any issues/barriers
in increasing capital allocation to
low-carbon assets.

Free text
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APPENDIX

QUESTIONS FOR CORPORATIONS THAT UTILISE MASTER TRUSTS OR
GROUP PERSONAL PENSIONS

QUESTION

ANSWER

OPTIONS

Governance When selecting the group Yes (please provide
personal pension provider or more details)
master trust for employees, did No
the employer consider how the
G provider addresses responsible Other
(GPP) investment, including climate
change, in the default fund?
If ves, please provide details. For
example, advice from investment/
employee benefits consultants.
Does the employer have members | Yes (please provide
G2 of staff responsible for ongoing more details)
(GPP) oversight of the pension No
provider’s approach to
climate-related risks? Other
Strategy For members that are able to Default fund with built
self-select investments, are any in climate protection
climate-related funds being
Low-carbon fund
offered or are under
development? Sustainable or ESG fund
Impact or SDG fund
S Ethical fund addressing
(GPP) climate change

Other (please state)

Not applicable (we do
not offer self-selection
options)




QUESTION

ANSWER
OPTIONS

Risk
Management

RM1
(GPP)

Has the employer taken any
action to influence the group
personal pension provider or
master trust on their approach to
climate-related risk? For example,
encouraging innovation in new
products or stronger engagement
practices.

Free text

Miscellaneous

Please share with us any other
information you think may be
relevant.

Free text
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advisability of investing in any particular company or investment fund or other vehicle. A
decision to invest in any such investment fund or other entity should not be made in
reliance on any of the statements set forth in this publication. While ShareAction has
obtained information believed to be reliable, it makes no representation or warranty
(express or implied) as to the accuracy or completeness of the information and opinions
contained in this report, and it shall not be liable for any claims or losses of any nature in
connection with information contained in this document, including but not limited to, lost
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license to repackage or resell any of the data reported to ShareAction and presented in
this report. If you intend to repackage or resell any of the contents of this report, you need
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