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Welcome
It goes without saying that 2020 is proving to be an
eventful year, but despite all the confusion, turmoil and
tragedy caused by COVID-19 around the world, pension
schemes are still faced with a changing investment
regulatory landscape. This Spring 2020 edition of our
pensions investment newsletter looks at some of those key issues
that trustees need to have on their agenda including:
–

a detailed look at SIP and ESG disclosure
requirements including those in the Pension
Schemes Bill

–

whether fund suspensions in the current
environment could result in compliance
headaches for trustees

–

what the EU’s designation of the Cayman
Islands as a non-cooperative tax jurisdiction
may mean for trustees

–

what SFTR reporting obligations means for
pension schemes

–

an update on where we are with the CMA’s
order on IC and FM services

The Eversheds Sutherland Pensions Financial
Services team has been providing advice and
support to our clients on the full range of
pensions investment matters for a number of
years. The team has advisers who are
experienced not only in investments, but also at
working with pension schemes and trustee
clients to provide the highest quality,
commercially focused advice to support you.
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Fund suspensions: could
a hasty decision mean a
compliance headache?

T

he market uncertainty
resulting from COVID-19
has caused a lot of volatility
in the investment markets
which have depressed asset
values. However, social distancing and
government action has also meant that
funds have needed to take action where,
for example, property assets cannot be
valued or there are liquidity concerns.
This has led to some providers
suspending subscriptions from and
redemptions to funds which, in turn, is
causing problems for DC schemes with
exposure to these funds. These funds
may form part of a blended or white
labelled fund, or may be available for
members to “self-select” as an option.
A suspension to new contributions or
redemptions means that trustees have
to take action.
Where the suspended fund forms part
of a blended fund, a trustee may well
be able to just carry on using the other
funds as part of the blended fund for
new contributions and redemptions.
This would be without the need to
substitute in an alternative fund for
new monies or the need to suspend
redemptions or switches out of that
blended fund completely, particularly
if the suspended fund is only a small
component of the blended fund.
However, trustees should consider:
–

if large amounts of money are
flowing in (or out) of the blended
fund and the suspension lasts for
some time, will the fund become
unbalanced or take on a new or
different risk profile?

–

if there are large amounts of
redemptions or switches, could
liquidity become an issue?
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–

whether the changes to the
investment profile could be
significant enough to require
disclosure to members under the
Disclosure Regulations?

Where the suspended fund is being
used by members who have “selfselected” the fund, the trustee will not
be able to continue to invest member
contributions in the fund, nor redeem
the investments of members in that fund
on switches, transfers out or retirement
requests. The trustee will need to
determine an appropriate alternative
fund to use for members’ future
contributions whilst the suspension is
in place.
It might seem obvious to use a fund
with a similar risk/return profile to the
suspended fund. However, by directing
members’ contributions to a new option
without members having selected
that option, the trustee would risk the
alternative option becoming a “default
arrangement.” If the alternative option is
a default arrangement, the charge cap
will apply to the alternative option and
the trustee will be required to comply
with all of the additional governance
requirements that apply to default
arrangements.
An alternative which trustees may
consider is putting future contributions
of affected members in the scheme’s
existing default arrangement. Although
this may have a different risk/return
profile to the suspended fund, it would
be consistent with the treatment of
other members who have not selfselected. The risk in this approach is
that if the scheme’s existing default
arrangement has a materially different
risk/return profile, members may
complain that their contributions were
exposed to risks that were inconsistent
with their original selection. The effect
of this may be magnified in this volatile
market.

The key takeaways for trustees in order
to protect themselves are:
–

take investment advice from your
investment consultant on the range
of alternative options that may be
suitable for use as the alternative

–

take legal advice on whether the
change could create a new “default
arrangement” and understand the
consequences of this

–

communicate quickly with affected
members to ensure they know the
decision that has been made and
what their options are

The need to communicate quickly is
also particularly important because
it may have an effect on the plans of
members who might be looking to retire
or transfer out of the scheme. Trustees
will need to take advice to consider
what, if anything, can be done in these
situations whilst the suspension remains
in place.
We have been assisting a number of our
clients with these issues. Please get in
touch with us if you require assistance.
For more information on this subject,
contact Mark Latimour.
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The EU’s designation of the
Cayman Islands as a noncooperative tax jurisdiction
The EU has announced
that the Cayman Islands
has been moved to
Annex 1 of the EU’s list
of non-cooperative
jurisdictions for tax
purposes, with effect
from 18 February 2020.

T

his is due to the Cayman Islands’
failure to implement appropriate
measures relating to economic
substance in the area of Collective
Investment Vehicles (CIVs) in time
for 4 February 2020 (the date on which the EU
determined its Annex 1 recommendations).
Given that the Cayman Islands passed
legislation relating to CIVs which came into
force on 7 February 2020, this appears to be
a legal technicality and it is expected that the
Cayman Islands will be removed from Annex
1 at the first opportunity (likely to be October
2020), although this is not guaranteed.
In practice, this is unlikely to have any direct
or serious consequences for Cayman Islands
domiciled funds as the EU does not currently
enforce EU-level sanctions on Annex 1 listed
jurisdictions. In addition, this will not prevent
a Cayman Islands investment fund from being
marketed into the EU. If you would like further
information on the potential consequences of
this development, please contact your usual
Eversheds Sutherland contact.
For more information on this subject, contact
Tom Meyrick.
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SFTR reporting obligations:
what does this mean for
pension schemes?
The Regulation on the
reporting and transparency
of securities financing
transactions (“SFTR”)
introduces detailed
reporting requirements for
in-scope entities, including
pensions schemes, to
improve transparency
within the EU securities
financing transactions
(“SFT”) market.
SFTs include transactions such as repos
and securities lending which many defined
benefit pension schemes enter into. The
SFTR came into force on 12 January 2016
and the reporting obligations under SFTR will
be implemented on a phase-in basis on the
relevant implementation dates. The reporting
obligations will apply to pension schemes from
11 October 2020.

What are the reporting
requirements for pension
schemes?
SFTR implements a framework requiring
counterparties to an SFT to report details of a
transaction to a designated trade repository.
Reporting must take place no later than the
working day following (“T+1”) the conclusion,
modification or termination of a transaction.
The information is collated and centrally
stored by the relevant authorities including the
European Securities and Markets Association
(“ESMA”).
Pension schemes will be required to report
details of an SFT that either:
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– is concluded on or after 11 October 2020
– has a remaining maturity of over 180 days on 11 October 2020
– is an open/rolling transaction that has been outstanding for more than
180 days on 11 October 2020

Delay to the first phase
The implementation of SFTR has, however, not been without difficulty. The
first phase of SFTR reporting requirements was due to take effect on 11 April
2020, bringing investment firms and credit institutions into scope. Following
a letter from the International Capital Markets Association (“ICMA”) and the
International Securities and Lending Association (“ISLA”) on 16 March 2020,
ESMA was forced to delay the first phase of SFTR reporting requirements for
credit institutions and investment firms in response to the current COVID-19
pandemic until 13 July 2020. Whilst this move was welcomed by most
market participants, some felt that the delay did not go far enough and had
hoped for a longer delay. ESMA has, however, committed to monitor the
situation and the impact of measures taken to combat the effects of the
COVID-19 crisis. Whilst the date on which the reporting obligations apply to
pension schemes has not currently changed, it is possible that this will also
be delayed.
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Why are banks unwilling to
accept delegated reporting
under SFTR?
SFTR permits the delegation of
reporting to a counterparty in a
similar manner to delegation of
reporting under the European Market
Infrastructure Regulation (“EMIR”). Many
pension schemes that use derivatives
have delegated reporting to their
counterparties under EMIR, which
means that their counterparties report
the necessary details of derivatives
transactions to a trade repository (“TR”)
on their behalf. However, banks have
so far shown a reluctance to enter into
similar delegation arrangements in
respect of reporting under SFTR.
Under SFTR the party filing the report will
not have all of the information within its
systems at the time of reporting. This is
because additional data fields that will
need to be reported relate to collateral
information (including the re-use of
collateral) and this information will
usually be housed with the delegator.
Notwithstanding this, most banks are
not willing to tell their competitors how
6

collateral is re-used. Additionally, the
party that is delegating its obligation to
report must monitor and keep the data
that is filed on its behalf. This may give
rise to further challenges where the
delegator’s data is filed with multiple TRs
(i.e. where there are delegated reporting
arrangements in place).
There is, however, a solution in the form
of assisted reporting as an alternative to
delegated reporting. Assisted reporting
allows banks to share the file they
reported with pension schemes, which
includes the unique trade identifier. The
parties to a transaction are still able to
report themselves without relying on
banks, but the information in the file that
has been provided by the bank will assist
the parties in being able to reconcile their
trades and therefore help them meet
their reporting obligations.

What should pension
schemes do?
Pensions schemes that use SFTs should
be aware of their obligations to report
details of SFTs to TRs under SFTR and
when these obligations come into force.

If pension schemes are intending to rely
on delegated reporting arrangements
with their counterparties, they should
check whether their counterparties
will accept such arrangements. If not,
alternative arrangements will need to be
put in place.

How can Eversheds
Sutherland help?
Eversheds Sutherland’s pensions
investments team supports clients across
all major financial markets. We can work
with pension schemes in order to scope
their reporting obligations and review
the documentation associated with their
engagement with trade repositories.
We can also work with pension schemes
to ensure that their reporting delegation
arrangements are appropriate.
For more information on this subject,
contact Jamie Dunlop.
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The CMA’s Order on
IC and FM services –
where are we now?

T

he Competition and Markets
Authority (“CMA”) published
its Order in respect of the
fiduciary management (“FM”)
and investment consultancy
(“IC”) sectors on 10 June 2019 and
most of the provisions of the Order
came into effect on 10 December 2019.
These included the provisions requiring
occupational pension scheme trustees
to run a competitive tender process in
respect of qualifying FM appointments
and to set strategic objectives for their
IC providers.
One of the recommendations the CMA
made in its Final Decision Report on its
market investigation into the FM and IC
sectors was for the Department for Work
and Pensions to pass the legislation
needed to enable the Pensions
Regulator to oversee the remedies in
the Order that impose requirements on
occupational pension scheme trustees.
The CMA Order works in such a way that
it will cease to apply as soon as the CMA
confirms that the DWP’s regulations
contain at least equivalent provisions.
Acting on this recommendation, the
DWP prepared the draft Occupational
Pension Schemes (Governance and
Registration) (Amendment) Regulations
2019 and consulted on them between
29 July 2019 and 2 September 2019,
but a consultation response is still
awaited. With other pressing matters
for the government, and with the CMA
Order applying in any case, it seems
unlikely these regulations are high
on the legislative agenda. For now,
therefore, trustees, fiduciary managers
and investment consultants should
continue to operate on the basis of the
CMA Order.
Accordingly, some points to be mindful
of until the DWP’s regulations come into
effect are:
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–

there will be a need to submit
compliance statements to the
CMA within 12 months and four
weeks of the relevant part of the
CMA’s Order coming into force
(which, for the most part, means by
7 January 2021). The DWP’s draft
regulations envisaged that reporting
would be to the Pensions Regulator
via Scheme Returns when those
regulations come into effect

–

the CMA Order requires that, if
trustees become aware of any
failure on their own part to comply
with any part of the CMA’s Order,
they must report such noncompliance to the CMA within 14
days of discovering their failure to
comply. The DWP’s draft regulations
contain no such immediate
notification requirement

–

there were aspects of the DWP’s
draft regulations that went beyond
the CMA’s Order and so it will
be worth examining the final
regulations to see if this remains the
case. For example, for IC services:
–

–

the CMA Order “only” requires
trustees to set their IC
“strategic” objectives, whereas
the DWP’s draft regulations are
framed in terms of the broader
concept of “objectives”. This
means that any trustees who
took a pragmatic decision just
to set “strategic” objectives
by 10 December 2019 will
need to consider setting more
fulsome objectives if the DWP
regulations are made as drafted
the draft regulations envisaged
requiring trustees to confirm
not just whether IC objectives
have been set, but whether the
IC’s performance against those
objectives, and the objectives
themselves, have been
reviewed

–

the definition of “Investment
Consultancy Services” in the
CMA Order expressly excludes
from scope “the high-level
commentary provided by
the scheme actuary in or in
respect of triennial valuation
reports and with regard
to the link between the
investment approach and the
pension scheme’s funding
objectives”, but there was no
such exclusion in the draft
regulations

For trustees seeking to ensure they
are complying with the requirements
of the CMA Order and the applicable
regulatory expectations, reference
should be made to the guidance the
Pensions Regulator has published in this
area. This is split between four guides, all
of which were consulted on between 31
July 2019 and 11 September 2019, and
published in final form on 28 November
2019. The four guides cover choosing an
investment governance model, setting
objectives for investment consultants,
tendering for fiduciary management
services and tendering for investment
consultancy services.
Trustees should also be aware that, to
assist them in managing their review
and oversight of FM providers, the CFA
Institute published its Global Investment
Performance Standards for Fiduciary
Management Providers to UK Pension
Schemes in late 2019. The CMA Order
had required fiduciary managers to put
in place standards approved by the CMA
by 10 December 2019 and the CMA
endorsed the CFA Institute’s standards in
a letter dated 9 December 2019.
For more information on this subject,
contact Simon Daniel.
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Update on ESG disclosure
requirements: further
updates to SIPs and
implementation statements

I

t is only six months since trustees of
pension schemes with 100 or more
members last needed to update their
statement of investment principles
(“SIP”) to reflect new disclosure
requirements on environmental, social and
governance (“ESG”) issues (a summary of
these changes is available here). Trustees
of both defined benefit (“DB”) and defined
contribution (“DC”) schemes should now
be turning their minds to how they will
meet further requirements, which will
apply from 1 October 2020, to make
further updates to their SIPs and tell
members how they have implemented
those requirements.
This article looks at:
–

the further updates trustees will
need to make to their SIPs by 1
October 2020

–

where trustees will need to disclose
their SIPs and implementation
statements

–

–

how trustees can meet their
obligations to prepare their first
implementation statements
steps trustees should consider taking
now to comply with these new rules

Which rules are “relevant” to your scheme?
The specific requirements that well apply to your pension scheme depend
upon whether it is a “relevant scheme”. “Relevant schemes” are, broadly,
occupational pension schemes which:
–

have more than 12 members

–

provide money purchase benefits

–

are not otherwise exempt (e.g. hybrid schemes whose only money
purchase benefits are attributable to additional voluntary contributions
(“AVCs”), executive pension schemes and certain public service schemes).

I refer below to:
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–

“DC / hybrid schemes” (by which I mean, “relevant schemes”), and

–

“pure DB / DB +AVC schemes” (by which I mean DB schemes which are
not “relevant schemes”).
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Further updates to SIPs
By 1 October 2020, trustees will need to
have updated to disclose the trustees’
policies on:
–

–

arrangements with asset managers
– i.e. how the trustees incentivise
asset managers to reflect the trustees’
investment policies and make decisions
based on longer-term financial
assessments
further engagement activities, covering
a wider range of “relevant persons” and
“relevant matters”

Turning first to arrangements with asset
managers, trustees will need to set out (or
explain why they are not setting out):
–

how their arrangements incentivise
their asset managers to align their
investment strategy or decisions
with the trustees’ own core
investment policies

–

how their arrangements incentivise
their asset managers to take decisions
based on an assessment of the
medium- to long-term performance
(financial and non-financial) of the
companies in which they invest, and
to engage with those companies
to improve that medium- to longterm performance

–

–

–

how the asset managers’ remuneration
for their asset management
services, and the evaluation of their
performance, align with the trustees’
core investment policies
how the trustees monitor portfolio
turnover costs incurred by their asset
managers and how they define and
monitor targeted portfolio turnover
(i.e. the expected frequency of asset
purchase / sale transactions) and
turnover range (i.e. the expected
minimum and maximum frequency of
such transactions)
the duration of the trustees’
arrangements with their asset
managers

Trustees will also need to provide further
detail on their engagement activities. In
particular, trustees will need to set out
their policies on the capital structure of
the companies in which they invest and
the way in which the trustees will manage
actual or potential conflicts of interest
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arising out of their engagement activities. Trustees will also have to consider
their engagement with “other stakeholders” (for example, those with an interest
in investee companies who do not hold debt or shares in that company).
These new requirements will apply both to the ordinary SIP of both DB and DC
schemes (regardless of whether they are used for auto enrolment purposes)
and the default arrangement SIP of DC/ hybrid schemes.
Some trustees may have already chosen to comply with with these rules when
they updated their SIPs to reflect the rules that applied from 1 October 2019.
Those that chose not to include these changes in 2019 will need to take steps to
update their SIPs ahead of the October 2020 deadline.

Public disclosure of SIPs and implementation statements
DC/Hybrid Schemes
By way of reminder, trustees of DC/hybrid schemes have needed to publish their
SIP on a publicly available website since 1 October 2019.
From 1 October 2020, those trustees will also need to report on a publicly
available website on how they acted on the principles in their SIP concerning
engagement through an “implementation statement” and also inform members
in their annual benefit statement. This information will need to be updated from
October 2021 to set out information on the trustees’ voting behaviour over the
year.
Pure DB / DB +AVC schemes
The requirements for trustees of pure DB / DB +AVC schemes are slightly less
onerous. They will need to:
–

publish their SIP on a website from 1 October 2020

–

report on their voting behaviour and how they followed their policy on
engagement activities during the scheme year in an “engagement policy
implementation statement” in their next annual report published from 1
October 2020 (described below) and publish the information on a publicly
available website by 1 October 2021

How to prepare an implementation statement –
DC / hybrid schemes
The implementation statement will form part of the investment report in the next
annual report for DC / hybrid schemes published from 1 October 2020.
The statement must:
–

set out how, and the extent to which, in the opinion of the trustees, the SIP
has been followed during the year (including the new description setting out
the trustee’s policy on voting and engagement)

–

describe any statutory review of the SIP undertaken during the year (i.e. the
requirement to review at least every three years and without delay after any
significant change in investment policy) and any other review of how the SIP
has been met

–

where no such statutory review was undertaken during the year, trustees
should give the date of the last review

–

explain any change made to the SIP during the year and the reason for
the change

–

describe the voting behaviour by, or on behalf of, the trustees (including the
most significant votes cast by the trustees or on their behalf) during the year
and state any use of the services of a proxy voter during that year

The right returns
Our pensions investment newsletter

These new requirements build on existing
obligations, which require trustees
to disclose whether their investment
policies have been breached. However,
they are more subjective and require
greater detail than earlier standards. They
require trustees to set out their own
“opinion” and to “describe” and “explain”
how they have reviewed and changed
their investment policies, setting out
reasons for doing so.
The changes are intended to encourage
trustees to consider and explain how
they have implemented their policies
more proactively. The DWP’s aim is that
this “will ensure that the text reflects what
pension schemes aim to do, and that
schemes act on the principles they set
out.”
The Pensions Regulator echoes these
principles in its guidance, noting that:
“The purpose of the report is to help
ensure that ‘action follows intent’ as far
as possible. The process of having to
consider the content of the report will
help to focus trustees’ minds on how well
their investment policies and stewardship
arrangements are delivering against their
scheme’s agreed investment principles.”
The Regulator warns against producing a
‘tick box’ report, and encourages trustees
to include “relevant useful information…
so members can be confident their
expectations are being met.”
It proposes that trustees should comply
with the new legal requirements by
setting out:
–

how they developed their policies on
voting and engagement, including
the relevance of investment beliefs
underpinning those policies and their
investment time horizons

–

the time and resources they
dedicated to the process, including
details of any relevant subcommittees and advice taken

–

how those policies have been
implemented in practice, for
example:
–
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actions taken with investor
coalitions (for example, on
climate change, the Institutional
Investors’ Group on Climate
Change, or the CA100+),
including leadership roles as
part of any such coalitions

–

–

–

a review of investment manager
mandates, perhaps resulting in
a decision to replace an existing
manager with one whose
engagement policies are in line
with those of the scheme
how the shares owned by
the scheme have been voted
on, including in relation to
significant votes and the use of
proxy voting services, together
with their purpose

Next steps
Trustees should:
–

review their SIPs and consider
whether they need updating ahead
of October 2020 and ensure that
they leave sufficient time to consult
with their sponsors on the changes
to their SIP

–

determine whether they will need
to publish further information
on their websites and prepare an
“implementation statement” or an
“engagement policy implementation
statement”

objectives and planned
escalation strategies where
relevant

–

public policy work undertaken

–

lessons learned in engaging with
specific assets on specific issues

–

the relative effectiveness of these
actions in achieving their aims

Where trustees are required to produce
an implementation statement, they
should start this process early and
consider:
–

How to prepare an
“engagement policy
implementation statement” pure DB / DB +AVC schemes

whether there are any areas
where they may need to obtain
further information (e.g. from their
asset managers and investment
consultants) in order to prepare
these statements

–

The trustees of pure DB / DB +AVC
schemes are required to prepare a more
limited form of the implementation
statement in the next annual report
published from 1 October 2020. It will
require DB trustees to:

whether they should delegate
preparing a draft statement to a
particular set of individuals or a subcommittee

Trustees and providers should also
consider how the steps they are taking to
comply with the new disclosure rules:

–

–

reflect how they communicate with
members more generally

–

could lead to greater scrutiny from
industry groups concerning how
they handle ESG and climate change

–

set out how and the extent to
which, in the opinion of the trustees,
the policies in the SIP relating to
the exercise of voting rights and
engagement activities have been
followed during the scheme year
describe voting behaviour by, or on
behalf of, trustees (including the
most significant votes cast by the
trustees or on their behalf) during
the year and state any use of the
services of a proxy voter during that
year (as for relevant schemes – see
above)

For further information on this topic,
read our article: What do pension
schemes need to say about ESG, climate
change and stewardship? or contact
Harriet Sayer
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Update on ESG disclosure
requirements: Pension
Schemes Bill, draft DWP
guidance and TCFD
framework
This article provides an update on:
–

amendments to the Pension Schemes
Bill to allow the government to impose
new duties on trustees relating to climate
change

–

the Department for Work and Pensions’
(“DWP”) consultation on climate change
disclosures for pension schemes

Climate change requirements in
the Pension Schemes Bill
Before Parliament shut down for an extended
Easter recess, it published an updated version
of the Pension Schemes Bill 2019-21 on 4
March 2020.
This version included an amendment, agreed
in the House of Lords Committee Stage of
the Bill, which would allow the government
to impose new duties on pension scheme
trustees intended to ensure effective
governance in relation to climate change.
These new powers could be used to require
trustees to:
–

review their scheme’s exposure to certain
risks

–

assess certain types of asset held by their
scheme (and determine their contribution
to climate change)

–

determine, review and (if necessary) revise
a strategy and/or targets for managing their
scheme’s exposure to certain risks

–

measure performance against such targets

–

prepare additional documents and publish
information relating to the effects of
climate change on their scheme
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The amendments also include penalties of up to £50,000 for failing to
comply with the new requirements.
The amendments on climate change were proposed by Baroness Hayman,
co-chair of the House of Lords cross-party group Peers for the Planet. They
are intended to provide for pension schemes to align their portfolios with
the Paris Agreement objectives (i.e. to limit the increase in global average
temperatures to 1.5°C above pre-industrial levels) and report against the
framework developed by the Task Force on Climate-related Financial
Disclosures (“TCFD”).

DWP consultation on climate change disclosures
The DWP issued a consultation on climate change disclosures for pension
schemes on 12 March 2020. This set out non-statutory guidance for pension
scheme trustees on assessing, managing and reporting climate-related
risks in line with the framework developed by the TCFD. The draft guidance
has been drawn up by the Pensions Climate Risk Industry Group (“PCRIG”)
which was set up last summer by the DWP, the Pensions Regulator and other
pension representatives.
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The consultation was originally intended
to run until 7 May 2020, with final
guidance due to be published in the
Autumn. This deadline was extended on
1 April and the consultation will now run
until 2 July 2020.

Overview of the TCFD recommendations
The TCFD establishes a set of 11 recommended disclosures about the risks and
opportunities presented by climate change.

The draft guidance may also change
when the climate change provisions in
the Pension Schemes Bill are enacted.

These recommendations are intended to encourage greater transparency by
trustees and to assist trustees in making better informed decisions on climaterelated financial risks. By applying the TCFD recommendations and making the
recommended disclosures, the DWP intends that trustees will be better placed to
properly assess and understand what climate change actually means for them.

Overview of the draft
guidance

In order to meet TCFD recommendations, trustees will need to address the
following four disclosure topics: governance, strategy, risk management, and
metrics and targets.

The guidance is divided into three parts:
–

Part 1 provides an overview of the
risks posed by climate change,
trustees’ legal requirements and the
TCFD recommendations, noting that:
–

trustees should consider how,
and to what extent, climate
change could impact their
investments and the necessary
actions that arise from that
assessment

Strategy

Metrics and targets

a) Describe the climate-related risks
and opportunities the organisation
has identified over the short,
medium, and long term.

in the case of DB schemes,
trustees should also consider
potential impacts on their
sponsor covenant

b) Describe the impact of climaterelated risks and opportunities on the
organisation’s businesses, strategy,
and financial planning.

a) Disclose the metrics used by
the organisation to assess climaterelated risks and opportunities
in line with its strategy and risk
management process.

–

Part 2 sets out a suggested approach
for how trustees should integrate and
disclose climate risk as part of their
governance and decision-making
processes. This includes defining their
investment beliefs, setting investment
strategy, selecting managers, and
monitoring

c) Describe the resilience of the
organisation’s strategy, taking into
consideration different climaterelated scenarios, including a 2°C or
lower scenario.

–

Part 3 contains technical details on
recommended scenario analysis
(looking at the resilience of the
scheme to different future climate
states) and metrics that trustees
may wish to consider using to
record and report their findings. The
guidance anticipates that the larger
the scheme, the more analysis the
trustees will do themselves and the
less they will simply rely on their
investment managers

–
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b) Disclose Scope 1, Scope 2 and, if
appropriate, Scope 3 greenhouse gas
(“GHG”) emissions, and the related
risks.
c) Describe the targets used by the
organisation to manage climaterelated risks and opportunities and
performance against targets.

Risk management

Governance

a) Describe the organisation’s
processes for identifying and
assessing climate-related risks.

a) Describe the board’s oversight
of climate-related risks and
opportunities.

b) Describe the organisation’s
processes for managing climaterelated risks.

b) Describe management’s role in
assessing and managing climaterelated risks and opportunities.

c) Describe how processes for
identifying, assessing, and managing
climate-related risks are integrated
into the organisation’s overall risk
management process.
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Demonstrating compliance

Response from the Pensions Regulator

Trustees need to address all 11 TCFD
requirements in order to demonstrate
compliance.

The Regulator has welcomed the consultation, saying:

The TCFD Knowledge Hub (available
here) includes specific examples and
details of what information trustees could
include for each of the 11 requirements.
Trustees should also check that any
disclosures they make are consistent
with their SIP, other policies (e.g. on
responsible investment) and other public
statements.

Impact on governance
The draft guidance recommends that
trustees should allow appropriate
time and training to ensure they have
a sufficient understanding of climate
change to define their investment beliefs
and consider the roles and responsibilities
within the trustee board (and, where
applicable, any sub-committees and/
or individuals/organisations providing
executive support to the trustees) for
climate-related issues. There are detailed
suggestions about the type of climate
change knowledge trustees should have.

“Climate change is a core financial risk which pension
trustees must consider when setting out their investment
strategy. That’s why PCRIG’s guide is so important as it
will help trustees demonstrate how they are taking this
and other financially material considerations into account
over the lifespan of their investments. [We] urge the
industry to take part in this consultation and help shape
guidance which will ultimately mean savers are best
protected from the far-reaching financial risks that could
arise from climate change and a transition to a carbonneutral economy.”

Next steps
Many trustees would need to put in place new governance structures to identify and
continuously monitor climate change risk in order to comply with the new guidance.
The compliance burden would be greater for larger schemes.
Trustees should consider taking the following steps in response to the consultation
and the proposed changes in the Pension Schemes Bill:
–

trustees planning to respond to the consultation should do so by 2 July 2020

–

trustees of larger schemes should start formulating an action plan for how they
would comply with the new disclosure requirements if they were enacted,
including:

Impact on investment
decisions

–

considering whether they need to obtain further training (e.g. from their
current investment consultant, an ESG specialist consultant and/or their
legal team)

–

assessing whether they would need to change how they make investment
decisions in order comply with the draft guidance

–

identifying the individuals and/or sub-committees who would implement
those plans if needed

The consultation includes detailed
guidance about the climate changerelated issues that trustees should take
into account when setting investment
strategy and how climate change risk
can be managed in different types of
portfolio. It reinforces that climate
change should also be factored into
the selection, monitoring and review of
investment managers.

–

The draft guidance also considers how
trustees can ensure effective stewardship,
how they can hold investee companies
to account and the types of good
corporate behaviour they should look for.

For more information on this subject, contact Harriet Sayer.

In addition, it sets out suggestions on
how schemes can make TCFD-aligned
disclosures and communicate effectively
with members on climate change.
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as with the new disclosure requirements relating to SIPs and implementation
statements (see above), trustees:
–

may need to obtain further information from their asset managers and
investment consultants in order to comply with the new regime

–

should consider how greater transparency could affect how they
communicate with members and the scrutiny they face from industry
groups
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