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Foreword 
 

This document is the first draft of the TCFD statement for Siemens Benefits Scheme (“SBS” or “the 
Scheme”). It includes data as of 30 September 2021 to align with the Scheme’s financial year-end and 
details the work conducted by the Trustee predominantly over the year ended 30 September 2021 in the 
assessment, monitoring and mitigation of climate-related risks (as the Trustee have conducted further 
work on this topic in Q4 2021 and Q1 2022, information on this has also been included for completeness). 

Although the Trustee have taken the decision to be early adopters in this area and produce a voluntary 
statement, our understanding is that the new regulations will apply to SBS from 1 October 2022. The 
Scheme year underway at this point in time will end on 30 September 2023; as such, the Trustee 
understands that it will not need to produce a TCFD-aligned statement under the new regulations until 
April 2024 (7 months after the Scheme year-ended 30 September 2023). 

This statement has been prepared by Redington (the Scheme’s DB investment consultant), with input 
from Aon (the Scheme’s DC investment consultant) on the DC sections. 

 

Executive Summary 
 

This statement sets out the approach of the Trustee of the SBS with regards to assessing, monitoring and 
mitigating climate-related risks in the context of the Trustee’s broader regulatory and fiduciary 
responsibilities to their members.  

The Trustee supports the recommendations set out by the Taskforce on Climate-Related Financial 
Disclosures (TCFD) on the basis that they will allow the Trustee to more closely assess, monitor and 
mitigate climate-related risks on behalf of its members. This is the Trustee’s first disclosure under the 
framework and this statement is therefore expected to evolve over time. 

This statement has been prepared in accordance with the regulations set out under “The Occupational 
Pension Schemes (Climate Change Governance and Reporting) Regulations 2021” and provides a status 
update on how the Scheme is currently aligning with each of the four elements set out in the draft 
regulations (and in line with the recommendations of the TCFD). The Trustee has a keen focus on 
investing responsibly and supports global action against climate change. In line with this, the Trustee has 
chosen to be an early adopter of the principles laid out by the regulations as based on the 
recommendations of the TCFD, and to report on progress ahead of the regulatory deadlines. The four 
elements covered in the statement are detailed below: 

Governance: The Scheme’s governance process for managing climate-related risks and 
opportunities. 

The Trustee of the SBS retains ultimate responsibility for the management of climate-related risks 
and opportunities, with day-to-day oversight delegated to the Investment, Covenant and Funding 
Committee (“ICFC”) sub-committee. The Trustee receives regular training relating to responsible 
investment. The Trustee also requires the Scheme’s appointed fund managers to be cognisant of 
climate-related risks and opportunities. The Trustee has tasked the Investment Executive and the 
Scheme’s Investment Consultants to engage with the managers regarding this on their behalf, 
bringing any relevant update to the Trustee’s attention.   

Strategy: The actual and potential impacts of climate-related risks and opportunities on the 
Scheme’s strategy and financial planning. 

The Trustee considers climate-related risks and opportunities across short-, medium- and long-
term time periods relevant to each section of the Scheme. These risks are assessed via climate-
related scenario analysis. The results of this climate-related analysis for the DB Section are 



 

4 

reported as at the Scheme’s year-end, 30 September 2021. Climate-related scenario analysis for the 
DC Section will be included in the Scheme’s next TCFD statement.  

For the DB section, the Trustee has engaged with the Scheme Actuary, Aon, and covenant advisor, 
Cardano to understand how various climate scenarios will impact the Scheme’s liabilities and 
Sponsor strength.  Initial details have been provided but further details on how this will affect the 
Scheme’s funding strategy will be included in the Scheme’s next TCFD statement once further work 
has been completed.  

The Trustee is also working to enhance the Scheme’s asset portfolio from a climate perspective. 
Improvements thus far include changes to the segregated credit mandates in the DB section to 
reduce the portfolio’s carbon footprint1 and reduced exposure to carbon intensive assets in the 
default arrangement in the DC section.  

Risk Management: The processes used to identify, assess and manage climate-related risks. 

The Trustee has integrated climate change risk into the Scheme’s wider risk management 
framework and added it to the Scheme’s risk log. To monitor climate-related risk, the Trustee 
receives climate-related reporting from the Scheme’s Investment Consultants.  

Metrics and Targets: The metrics and targets used to assess and manage relevant climate-related 
risks and opportunities. 

On an annual basis, the Trustee monitors and reports the Scheme’s total greenhouse gas 
emissions2, carbon footprint1 and data quality across both sections, plus results of the ‘slow 
transition’ PRA stress test3 for the DB section. These metrics will be reported as at the Scheme’s 
year-end, for this report that is the 30 September 2021.  

As at the date of this report the Trustee has agreed to a Paris-aligned target for the DB section to 
reduce total greenhouse gas emissions of the Scheme’s DB assets to net zero by 2050, with a 50% 
reduction by 2030. The target will likewise be reported on as at the Scheme’s year-end, 30 
September 2021. 

Noting the evolution of data quality in this area, this target will be reviewed on an annual basis.  
The Trustee encourages its managers where possible to reduce emissions on a “comply or 
explain” basis i.e., choosing to hold currently high emitting companies in the understanding that 
they are on an emissions reduction trajectory. In doing so the Trustee seeks to avoid the 
unintended consequences of a blanket approach to emissions reduction. 

The Trustee is working with its investment consultant to consider appropriate targets for the 
Scheme’s DC section. Work to consider and set explicit targets is scheduled for later in the year, 
and before the Scheme’s regulatory requirement to publish a TCFD report.  

The following pages summarise the Trustee’s current position with regards to the TCFD 
recommendations in the Department for Work and Pensions’ (DWP’s) regulatory context. 

As this is a voluntary statement which is being produced before the regulatory deadline, the Trustee 
acknowledges there are a few regulatory elements which are not fully in place yet, such as the impact of 
climate scenarios on the Scheme’s liabilities and covenant and scenario analysis relating to the DC section. 

 

 

 

 

 

 

 

1 Total Carbon Footprint (tCO2e / EVIC £m) as defined in the Glossary of Terms 
2 Estimated Total Mandate Carbon Emissions (tons) as defined in the Glossary of Terms 
3 A slow transition scenario occurring by 2050, aligned with the goals of the Paris Agreement (temperature increase kept below 2 
degrees Celsius relative to pre-industrial levels). The PRA stress tests help to assess the impact of climate-related risks on the value 
of the assets held within the Scheme under fast, slow and no transition scenarios. The results of the scenarios provide the Trustee 
with a clear overview of how resilient the investment strategy is with regards to various different climate change outcomes. 
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Governance (DB and DC Sections) 
 

The Trustee Board is ultimately responsible for identifying, assessing and monitoring climate-related 
risks and opportunities which are relevant to the Scheme.  

However, there is a sub-committee of the Board, the Investment, Covenant and Funding Committee 
(“ICFC”) that has been delegated the day-to-day responsibility for ensuring that the established policy for 
monitoring climate-related risks and opportunities is integrated in the Trustee’s investment strategy, risk 
management and decision-making. Details of this are included in the Scheme’s Statement of Investment 
Principles document, see Appendix A for further information. 

In keeping with this governance structure, this Statement has been reviewed by the ICFC and approved by 
the Trustee Board. For the information of the Trustee Board, the roles and responsibilities of relevant 
parties are clearly set out in the ‘Terms of Reference’ documents for each of the respective sub-
committees. The ‘ICFC Investment Governance Framework’ document provides additional detail 
regarding which party is accountable, responsible, consulted, expected to provide support or informed in 
relation to specific investment decisions – this was updated by the Trustee in February 2022 to include 
responsibilities with regard to climate-related risks and opportunities. 

The Trustee also requires their appointed fund managers to be cognisant of climate-related risks and 
opportunities within their investment processes as applied to the assets of the Scheme. The Trustee 
aspires to continue increasing the level of engagement with their fund managers in order to ensure that 
adequate steps are being taken in this respect. The Trustee also rely on the manager research and 
manager monitoring capabilities of Redington and Aon (their “Investment Consultants”), in order to 
effectively assess climate-related risks and opportunities, both within individual manager mandates and 
across the overall DB and DC investment strategies.  

Active engagement with the Scheme’s appointed fund managers, specifically relating to climate-related 
risks and opportunities, is conducted in part by the Scheme’s Investment Consultants, and also by the 
Trustee during any meetings to which fund managers are invited (the Trustee typically schedules 2 
dedicated meetings per year for manager engagement, with attendees selected from either DB or DC 
sections based on priority issues, which might include concerns around climate change or ESG policies). 
Throughout this engagement process, fund managers are asked to provide details of how climate-related 
risks and opportunities have been incorporated into the investment process within applicable guidelines 
and restrictions. 

Active engagement with underlying companies in which the Scheme is invested, specifically relating to 
climate-related risks and opportunities, is delegated to the Scheme’s investment managers. Key 
takeaways from this day-to-day monitoring are reported back to the Trustee by their Investment 
Consultants on an ad-hoc basis, during quarterly Trustee meetings and through the annual 
Implementation Statement process.  

The ICFC report back to the Trustee on a quarterly basis regarding all key investment matters, including 
any relevant climate-related risks and/or opportunities. The Trustee also receives reporting from their 
Investment Consultants which contain information on the relevant metrics and targets selected for 
monitoring as outlined in “4. Metrics and Targets”.  

The SIP commits the Trustee to periodic training with regard to responsible investment. As such, the 
Trustee and ICFC undertake regular training around Environmental, Social and Governance (“ESG”) topics 
to ensure their understanding and knowledge are up to date with regulatory requirements and evolving 
market developments and practice. They also receive regular updates from their Investment Consultants 
on their approach to climate change-related risks and opportunities. Training conducted over the period 
included ways to enhance the DB section’s portfolio from a climate perspective, understanding climate 
change considerations in investing in the context of fiduciary duty, net zero-aligned investing and the 
requirements of the TCFD. The Trustee has also undertaken training sessions in relation to the impact of 
climate change on the DC portfolio – including in September 2020 (covering regulatory updates and Aon’s 
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ESG Dashboard) and March 2019 (covering responsible investment policies in relation to pension 
schemes, manager engagement and selection and member engagement).  

The Trustee, with the support of the Investment Executive and its advisors, has a detailed plan in place for 
meeting the governance and reporting requirements well in advance of regulatory deadlines, and has set 
aside appropriate time as part of the usual meeting cycle for Trustee review and discussion. As part of 
this planned work for the 2021/2 financial year, the Trustee may collaborate with wider initiatives (such 
as the Principles of Responsible Investment4) where appropriate to protect and enhance the Scheme’s 
assets, encouraging their asset managers to actively participate. This work will be detailed in the 
Trustee’s next TCFD report.  

 

Strategy 
 

The Trustee considers climate-related risks and opportunities and their potential implications on the 
Scheme’s investment (for the DB and DC sections) and funding strategy (for the DB section only) over the 
short term, medium term, and long term. The consideration of these factors is incorporated throughout 
the investment process, from strategic asset allocation to manager selection and portfolio monitoring. 

The Trustee acknowledges that each of their investments is exposed to climate-related risks to varying 
extents, and has identified two specific risks which could impact the Scheme’s investment and funding 
strategy: 

• Physical risks, i.e. those that arise from both gradual changes in climatic conditions and extreme 
weather events; and  

• Transition risks, i.e. risk of re-pricing which would occur as part of the move to a low-carbon 
economy. 

Both of these types of risks are assessed in the climate-related scenario analysis conducted by the 
Trustee. 

Over the course of 2021, the Trustee has explored in detail the ways in which it could enhance the DB and 
DC asset portfolio from a climate perspective, both by taking advantage of climate-related opportunities, 
and by mitigating climate-related risks. 

 

a) DB Section 

 
For the DB section, this process began with a review of the full sustainable asset class universe, and the 
screening out of assets which were not appropriate for investment given the Scheme’s other strategic 
objectives. Going through this process provided the Trustee with clarity on where to focus its attention 
over the course of the year, namely opportunities to develop the liquid credit portion of the portfolio. In 
the first instance the Trustee agreed to pursue incremental climate-related enhancements to the 
portfolio’s two segregated credit mandates, managed by Capital Group and Legal & General Investment 
Management (LGIM). These mandates were chosen as their segregate nature provided the Trustee 
greater scope to update the investment guidelines.   
First the Trustee reviewed and agreed LGIM’s proposal for the Buy & Maintain mandate. The proposal 
was estimated to reduce the weighted average Greenhouse Gas (GHG) emissions intensity5 of the 
portfolio, as defined by the manager, to at least 40% lower than the portfolio in place as of 30 September 
2021. Implementation was completed in January 2022. In implementing the proposal LGIM achieved a 
42% reduction in the GHG emissions intensity of the portfolio. The proposal also has a forward-looking 

 
4 The Principles of Responsible Investment is a United Nations supported international network of investors working together to 
implement its six aspirational principles.  
5 Total Carbon Footprint (tCO2e / EVIC £m) as defined in the Glossary of Terms 
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element, whereby the manager will seek to manage the portfolio along a pathway to achieve a 
temperature alignment of 2 degrees Celsius or lower by 2030. The manager calculates temperature 
alignment using a proprietary model to help evaluate and project companies’ carbon emissions intensity 
into the future and compare them with sector-level targets to achieve alignment with Paris Agreement 
goals (in line with the Trustee’s stated targets, as discussed later). This forward-looking element allows 
the manager to hold securities by issuers that may have high carbon emissions today, but have a clear 
roadmap to lowering them in the future – the Trustee believes this will add value to the Scheme going 
forward. 

The Trustee reviewed Capital Group’s proposal for the US Long Duration Credit Portfolio in January 2022. 
The proposal aims for a 30% reduction in the carbon footprint1 of the portfolio compared to the 
benchmark index. Ultimately the proposal is expected to lower the carbon footprint of the allocation by 
c.40% vs. current levels. The Trustee was supportive of Capital Group’s approach and will look to 
consider a more detailed finalised proposal in summer 2022 before implementing later in the year. 

The Trustee believes that investing in opportunities such as the ones described above can be positive 
from a traditional risk/return perspective and are therefore consistent with their fiduciary responsibility. 
The Trustee will consider additional opportunities as and when they are available. 

In addition to identifying climate-related investment opportunities for the Scheme, the Trustee has also 
considered the anticipated changes in the Scheme’s asset allocation over time as the Scheme moves 
towards its end game targets. In particular, in November 2021, the Trustee reviewed the effect of these 
changes on the Scheme’s resilience to climate-related scenarios as well as overall carbon footprint for the 
Scheme. It was shown that these metrics were improved through time due to the increased allocation to 
gilts and cash, which are currently modelled as having zero emissions, although the Trustee understands 
this is under consultation.  

The Trustee, on an ongoing basis, assesses the impact of the identified climate-related risks and 
opportunities on the Scheme’s investment strategy and funding strategy. In order to assess the impact on 
the Scheme’s assets, the Trustee undertakes scenario analysis consistent with the PRA’s Life Insurance 
Stress Tests (“the PRA stress test scenarios”), as recommended by the Pensions Climate Risk Industry 
Group (“PCRIG”). The stresses are designed to show what the worst-case impact on the value of the 
Scheme’s assets would be in the following scenarios: 

• Scenario A (Fast Transition): Abrupt transition to the Paris-aligned goal occurring in three years 
(temperature increase kept below 2 degrees Celsius relative to pre-industrial levels). 

• Scenario B (Slow Transition): Orderly transition to the Paris-aligned goal occurring by 2050 
(temperature increase kept below 2 degrees Celsius relative to pre-industrial levels). 

• Scenario C (No Transition): A no-transition scenario occurring in 2100 (temperature increase in 
excess of 4 degrees Celsius relative to pre-industrial levels). 

The results of these scenarios can be seen in Appendix B. The results of the scenarios provide the Trustee 
with a clear overview of how resilient the investment strategy is with regards to various different climate 
change outcomes.  

The Trustee assesses the results of these climate scenarios on the Scheme’s investment and funding 
strategy and incorporates these (as well as the impact of any climate-related investment opportunities) 
into the investment decision-making process. For example, the PRA stress test scenarios are provided on 
a quarterly basis to the Trustee for monitoring purposes, and they are also assessed whenever strategic 
asset allocation decisions are made.  

The Trustee notes the assessment of climate-related risks and opportunities may vary depending on the 
time horizon in question. As such, the Trustee assesses climate risks and opportunities over the following 
time horizons which they deem appropriate in light of the Scheme’s existing strategic objectives: 
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 DB Section 

Short term 3 years  
(in line with the Scheme’s primary funding objective) 

Medium term 
6 years  

Long term 10 years  
(in line with the Scheme’s secondary funding objective) 

 

The Trustee has also engaged with the Scheme Actuary, Aon, to understand how various climate 
scenarios will impact the liabilities of the Scheme. The Trustee understands from these conversations that 
Aon do not currently include longevity or mortality impacts, the biggest risk to the Scheme’s liabilities, in 
their climate scenarios, but this will be included in the near future. Once this is available, the Trustee will 
look to incorporate the impact of climate scenarios on the Scheme’s liabilities into the assessment of the 
Scheme’s broader funding strategy. The Trustee has gained further comfort on this approach on the basis 
that the remaining liability-related risks (interest rates and inflation) are suitably hedged via the 
Scheme’s liability driven investment (LDI) strategy. The Trustee will engage with the Scheme Actuary in 
the future to discuss any relevant climate scenario analysis on the Scheme’s funding strategy, including 
liabilities.  

In addition, the Trustee has engaged with the covenant advisor, Cardano, in order to understand how 
Sponsor strength would be impacted by various climate scenarios. In November 2021, Cardano provided 
an overview of various levels of analysis which could be completed. The Trustee is currently considering 
which approach is most appropriate and will be working with Cardano to complete the analysis in 2022. 
Further details of how the Sponsor is expected to be impacted by various climate scenarios will therefore 
be included in the next TCFD statement. 

b) DC Section 
 

For the DC Section, the Trustee has monitored the Weighted Average Carbon Intensity6 since 2020, as 
well as the Scheme’s ESG ratings as defined by MSCI.  

Over the course of 2021, the Trustee worked with Aon to reduce exposure to carbon intense assets within 
the default investment arrangements. This included replacing a proportion of the DC Section’s equity 
arrangements with an ESG integrated multi-factor equity fund (provided by State Street) and an ESG 
integrated market capitalisation equity fund (provided by BlackRock).  

70% of the default investment strategy during the growth stage (i.e. the Opportunity Fund) is now made 
up of ESG-focused investment strategies.  Both newly introduced allocations incorporate specific 
objectives regarding carbon emissions, targeting a 50% reduction in carbon emissions relative to parent 
benchmarks.  Subsequently, the emissions intensity7 of the Opportunity Fund has been reduced by 30% 
relative to the previous investment strategy. 

The Trustee also introduced an ESG-focused bond fund (the Robeco Global SDG Credit Fund) within the 
Balanced and Consolidation Funds, which make up part of the default investment strategy. This new fund 
has objectives relating to the UN Sustainable Development Goals, including goals explicitly linked to 
Affordable and Clean Energy and Climate Action.   

The Trustee believes that climate-related opportunities, such as the ones described above, can be positive 
from a traditional risk/return perspective. The Trustee will consider additional opportunities as and 
when they are available. 

 

6 Weighted Average Carbon Intensity (tCO2e / sales £) as defined in the Glossary of Terms 
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The Trustee also considers the impact of climate-related risks and opportunities on the Scheme’s 
investment strategy. The next triennial strategy review, scheduled for completion during 2022, will 
include scenario analysis to assess the potential impact on projected retirement income levels for 
representative member groups invested in the default lifestyle strategy. 

As part of the upcoming triennial review, the Trustee will select three or more scenarios to use for 
assessment, from the range maintained by Aon (see Appendix C). The climate scenario stresses are 
designed to highlight the worst-case impact on projected retirement income for representative member 
groups. The Trustee will assess the results of these climate scenarios on the Scheme’s investment strategy 
and incorporate these (as well as the impact of any climate-related investment opportunities) into the 
investment decision-making process.   

The Trustee notes the assessment of climate-related risks and opportunities may vary depending on the 
time horizon in question. As such, the Trustee assesses climate-related risks and opportunities over the 
following time horizons which they deem appropriate in light of the Scheme’s existing strategic objectives 
and default strategy design: 

 DC Section 

Short term 3 years  
(Representative of a member approaching retirement age) 

Medium term 10 years  
(Representative of a member in the mid-career stage) 

Long term 30+ years  
(Representative of a member in the early career stage) 

 
An example of the format of the results output (not specific to the Scheme) is shown in Appendix B. These 
results will help support the Trustee in assessing the likely impact of different climate change outcomes 
at a member level. 
 

Risk Management (DB and DC 
sections) 

 

As noted previously, the Scheme is exposed to climate-related risks including risks stemming from 
transitioning to a lower-carbon economy, and physical risks from impacts caused directly by climate 
change. The Trustee identifies and assesses the impact of these climate-related risks on all of the assets in 
which it invests by conducting and reviewing the results of climate-related stress tests on a periodic basis. 

 

As noted earlier, The Trustee has also integrated climate change into the Scheme’s wider risk 
management and receives additional climate-related reporting from their Investment Consultants (on a 
quarterly basis on the DB section and on an annual basis on the DC section). This reporting contains 
relevant climate metrics as set out under the Department for Work and Pensions’ adoption of the 
recommendations of the TCFD, and includes ESG scores, carbon emissions, carbon footprint (aggregated 
to manager and mandate/portfolio level, report provided in Appendix C) as well as the Trustee’s selected 
third metric as outlined in element 4 of this statement (climate risk using the slow transition stress test 
on the DB section and data quality on the DC section). This allows the Trustee to better identify and 
manage the climate-related risks which are relevant to the Scheme on an ongoing basis. The Trustee has 
identified ‘risks posed by climate change, including both transitioning to a lower carbon economy, and 
physical risks from shocks caused directly by climate change’ within its Risk Log and assesses these risks 
on a regular basis. 
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For all appointed fund managers, evaluation of ESG risk management, which includes climate-related 
risks, is an explicit part of both the selection process and continued due diligence or monitoring that the 
Trustee undertakes. For example, on the DB section, the Trustee met with three of their fund managers 
over the last year, and the evaluation of climate-related risks and opportunities was an explicit point of 
discussion in these meetings. The Trustee also rely on the manager research capabilities of their 
Investment Consultant in order to effectively assess climate-related risks and opportunities.  

 

As per the engagement policy set out in Appendix A, the Trustee believes that engagement with the 
Group’s managers is one of the main ways in which the Trustee is able to manage climate-related risks 
and opportunities. A majority of this engagement is carried out on behalf of the Scheme by their 
Investment Consultants. The Trustee intends to address and enhance their approach to engagement over 
the coming Scheme year, with the work undertaken to be detailed in the Scheme’s next TCFD report.  

 

Metrics and Targets 
 

With regards to quantitative metrics, the Trustee – on an annual basis – monitors and reports: 

• Total greenhouse gas emissions of the Scheme’s assets (“absolute emissions metric”)7; 

• Carbon footprint – i.e. total carbon dioxide emissions for the portfolio normalised by the market value 
of that portfolio (“emissions intensity metric”)8; and 

• A third optional metric specific to the DB and DC section.  

 

The Trustee reviews these metrics on at least an annual basis as part of an ESG dashboard provided by 
their Investment Consultants, and this will be reported on an annual basis in future TCFD statements. The 
Trustee will periodically review their selection of metrics to ensure they remain appropriate for the 
Scheme.  

For the DB section of the Scheme, the Trustee has set explicit emissions-related targets which are aligned 
with the Trustee’s climate-related beliefs and are complimentary to the Scheme’s wider objectives. For 
the DC section of the Scheme, work to consider and set explicit targets is scheduled for later in the year.  

These targets will be embedded in the governance, strategy and risk management processes via their 
inclusion in the ESG dashboard reporting provided to the Trustee on an annual basis. On an annual basis, 
the Trustee will measure performance against this target and furthermore determine whether this should 
be retained or replaced. Further detail on the DB and DC specific metrics and targets can be found in their 
respective section below.  

 

 

a) DB Section 
 

As a third additional climate change metric for the DB section the Trustee – on an annual basis – monitors 
and reports:  

• The result of the “Slow Transition PRA stress test” – this has been chosen on the basis that it is a 
useful metric for risk management decisions as it is can be compared and contrasted against the 
Scheme’s other risks (as monitored by Funding-Ratio-at-Risk and Value-at-Risk) – details can be 
seen in appendix B. 

 

7 Tons of Carbon Dioxide Equivalents (tCO2e) as defined in the Glossary of Terms 
8 Total Carbon Footprint (tCO2e / EVIC £m) as define in the Glossary of Terms 
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The Trustee notes that the third optional metric chosen differs across the DB and DC section (as per the 
next section, the DC section will report data quality). However, the Trustee will also monitor data quality 
for the DB section to assess the appropriateness of the metric as metrics and methodologies improve over 
time.  When investment recommendations are provided with the aim of reducing carbon emissions, the 
Trustee will use the metric to give them a clear idea of how good the data is which supports the 
recommendation.  

In regards to targets, the Trustee has agreed to align the Scheme’s DB investment strategy with the goals 
of the Paris Agreement, i.e. to aim to reduce total greenhouse gas emissions9 of the Scheme’s DB assets to 
net zero by 2050. Given this is a long-term target, the Trustee has also set an appropriate interim target of 
a 50% reduction of carbon footprint10 by 2030 (compared to the prevailing asset allocation as of 30 
September 2021, and carbon data from MSCI as of 31 December 2021, as this is the latest available data). 
The Trustee has considered the feasibility of such a target by considering both the anticipated changes in 
the Scheme’s asset allocation over time, and ways to further reduce the Scheme’s carbon footprint. 

To ensure that climate risk does not become an overly large proportion of the Scheme’s total risk, the 
Trustee has also set a climate risk budget based on their third climate metric (i.e. the results of the “Slow 
Transition PRA stress test”). In particular, the Trustee has determined that this metric should not exceed 
an expected decline in the funding ratio in a worst case (1-in-20) scenario of 3%. The Trustee notes that 
any changes to the Scheme’s investment strategy should, where possible, aim to not increase the expected 
loss under a Slow Transition. 

The results of the analysis as of 30th September 2021 (as well as details on the models used) are shown in 
Appendix B. These metrics have been modelled at an asset class level wherever data coverage for a 
particular fund is below 50%. This is the first time this analysis has been carried out, and the expectation 
is that the output will evolve over time as data availability is likely to improve and growing public 
disclosures should increase the speed at which the data becomes available. As and when new data 
becomes available, the Trustee will review the targets which have been set to ensure they still remain 
feasible in light of this new information. 

This analysis contains estimates of the Scheme’s scope 3 greenhouse gas emissions, i.e. the “financed 
emissions” associated with the Scheme’s investments. The Trustee acknowledges the impact their own 
actions may have and does consider them, but the Scheme’s scope 1 and scope 2 emissions (e.g. the use of 
fuel and electricity in office buildings) are nominal in comparison to scope 3 emissions (i.e. the emissions 
arising from investments). Definitions of scope 1, 2 and 3 emissions can be seen in the Glossary of Terms 
in Appendix C. 

Going forward, the Trustee will use the results to identify the climate-related risks and opportunities 
which are relevant to the Scheme. These might include, for example, engaging with fund managers who 
have material carbon intensity levels or with other industry participants, exploring low-carbon 
alternative investment options, and updating investment guidelines for managers where the Trustee has 
discretion to make such changes (similar to some of the work already done, as described previously). 
Note: All DB section analysis is provided by the Scheme’s Investment Consultant, Redington Ltd 
(“Redington”), and the data in the statement is sourced from MSCI©. Please refer to the data disclaimer in 
Appendix C. 

 

b) DC Section 

 
As a third additional climate change metric for the DC section the Trustee – on an annual basis – monitors 
and reports:  

• Data Quality – i.e. an indication of the % of assets which have carbon emissions data available for 
reporting – this has been chosen on the basis that it offers a simple, readily-available metric which 
aids efficiency of reporting and can provide a useful ‘confidence indicator’ when considering the 

 

9 Estimated Total Mandate Carbon Emissions (tons) as defined in the Glossary of Terms. 
10 Total Carbon Footprint (tCO2e / EVIC £m) as defined in the Glossary of Terms 
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implications of metrics 1 and 2 as part of strategy decisions (e.g. placing less weight on these metrics 
where data quality is confirmed as poor).  

Further detail on the tools and approach to obtaining metrics, along with the results of analysis as at 30th 
September 2021 are shown in Appendix C. Going forward, the Trustee will use the results to identify the 
climate-related risks and opportunities which are relevant to the Scheme. These might include, for 
example, engaging with fund managers who have material carbon intensity levels, exploring low-carbon 
alternative investment options, and updating investment guidelines for managers where the Trustee has 
discretion to make such changes. 

Note: All analysis is provided by the Scheme’s Investment Consultant, Aon Solutions UK Limited (“Aon”), and 
the data in the statement is sourced from MSCI©. Please refer to the data disclaimer in Appendix C. 

 

Appendix A. Monitoring Climate-
Related Risks and Opportunities 
Policy (Extract from Scheme’s 
Statement of Investment 
Principles) 

 

1. Environmental, Social and Governance Considerations 

In setting the Scheme’s investment strategy, the Trustee seeks to act in the best financial interests of the 
Scheme and its beneficiaries. The Trustee recognises that ESG factors, including climate change, can have a 
material financial impact on the value of investments held over the time horizon of the Scheme if not 
understood and evaluated properly.  

The Trustee takes account of these factors by taking advice from the investment advisor(s) when setting 
the Scheme's asset allocation, when selecting managers and when monitoring their performance. The 
Trustee uses ratings information provided by its investment advisor(s), where relevant and available, to 
monitor the extent to which the Scheme’s asset managers' have integrated ESG into their processes 
(including risks associated with climate change). The Trustee’s expectation is that ESG integration (and 
stewardship) will be explicit topics of discussion between the Trustee, the investment advisor(s) and a 
prospective asset manager before any new asset manager appointment is finalised.  

2. Climate-related Beliefs 

The Trustee believes that climate change will be a financial risk affecting the Scheme’s investments and   
therefore considers climate-related risks when setting the Scheme’s investment strategy, including the 
effect that climate change may have on individual asset classes or investment mandates. The Trustee takes 
advice from its investment advisor(s) when setting the Scheme’s asset allocation, when selecting managers 
and when monitoring their performance. The Trustee integrates the monitoring of appropriate climate risk 
metrics into its Scheme-wide risk management framework and considers these when making investment 
decisions. Where deemed appropriate, the Trustee also considers modelling tools such as scenario analysis.  

The Trustee believes that climate-related factors are likely to create investment opportunities that the 
Scheme should do its best to take advantage of, where it is appropriate and as part of the wider strategic 
objectives and/or its fiduciary responsibilities.  

The Trustee does not believe that it can currently rely on markets to adequately price in climate-related 
risks sufficiently quickly or accurately. The risks arising from climate change should therefore be 
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mitigated within the investment strategy where this is possible, appropriate and consistent with the 
Scheme’s wider investment strategy. 

The Trustee believes that climate-change risk needs to be considered alongside and balanced against the 
other relevant investment risks and considerations when evaluating investments. The Trustee therefore 
acknowledges that it may not always be able to minimise climate-related risk if doing so would be to the 
detriment of wider strategic objectives and/or its fiduciary responsibilities.  

The Trustee recognises that best practices will continue to evolve and adapt in this area, and therefore it 
requires its investment advisor(s) to keep it updated on the most pertinent developments and provide 
appropriate training. The Trustee is committed to periodically reviewing its approach to responsible 
investment to ensure it remains appropriate.  

 

3. Integrating climate-related risks and opportunities into Governance, Risk Management 
and Strategy 

The processes for identifying, assessing and managing climate-related risks form part of the overall Risk 
Management Framework. The ultimate responsibility for identifying, assessing and monitoring climate-
related risks and opportunities sits with the Trustee; however, the Trustee has delegated the day-to-day 
responsibilities to the Investment, Covenant and Funding Committee (“ICFC”). The Sponsor is consulted 
as a matter of course when climate-related risks and opportunities are considered. 

In order to effectively carry out its responsibility, the ICFC monitors ESG reporting provided to  it on a 
quarterly basis by  its DB Investment Advisor and annually by its DC Investment Advisor, this contains 
relevant climate metrics as set out under the Occupational Pension Schemes (Climate Change Governance 
and Reporting) Regulations 2021 (the results of which will be disclosed in the Scheme’s annual climate  
report). The ICFC also rely on the manager research capabilities ofits Investment Advisor(s) in order to 
effectively assess climate-related risks and opportunities, this includes, for example, carrying out climate 
change scenario analysis. Finally, active engagement with companies in which the Scheme is invested, 
specifically relating to climate-related risks and opportunities, is delegated to the Scheme’s investment 
managers. To monitor this the ICFC meets with at least two of their appointed fund managers a year. In 
the interim, the Scheme’s Investment Advisor(s) raise points to note as appropriate and any key 
takeaways from this day-to-day monitoring are reported back to the Trustee. 

Climate-related risks and opportunities are assessed by the Trustee in the setting of the Scheme’s funding 
strategy. For example, the results of various climate scenarios are incorporated when setting the 
investment strategy, and the impact of various climate scenarios on the liabilities and Sponsor strength 
are also considered with the help of the Scheme’s advisors. The results of these climate scenarios are 
aligned where possible to ensure a consistent approach is taken across the Scheme’s entire funding 
strategy.  

The Trustee assesses climate risks and opportunities over the following time horizons which it deems 
appropriate in light of the Scheme’s existing strategic objectives: 

 DB Section DC Section 

Short term 

3 years 

(in line with the Scheme’s primary funding 
objective) 

3 years 

(Representative of a member 
approaching retirement age) 

Medium term 6 years 

10 years 

(Representative of a member in the 
mid-career stage) 

Long term 

10 years 

(in line with the Scheme’s secondary 
funding objective) 

30+ years 

(Representative of a member in the 
‘early career’ stage) 

 

4. Stewardship – Voting and Engagement 
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The Trustee recognises the importance of its role as a steward of capital and the need to ensure the highest 
standards of governance and promotion of corporate responsibility in the underlying companies and assets 
in which the Scheme invests, as this ultimately creates long-term financial value for the Scheme and its 
beneficiaries. The Trustee expects its asset managers to use their influence as major institutional investors 
to carry out the Trustee’s rights and duties as a shareholder including voting, along with – where relevant 
and appropriate – engaging with underlying investee companies to promote good corporate governance, 
accountability and positive change.   

The Trustee’s policy on the exercise of rights attaching to investments, including voting rights, is that these 
rights should be exercised by the asset managers on behalf of the Trustee having regard to the best financial 
interests of the beneficiaries. The Trustee has been made aware of each asset manager’s corporate 
governance policy where appropriate and has delegated the exercise of such rights to the asset managers. 

The Trustee reviews the suitability of the Scheme’s appointed asset managers and takes advice from its 
investment advisor(s) as required. This advice includes consideration of broader stewardship matters and 
the exercise of voting rights by the appointed managers. If an incumbent manager is found to be falling 
short of the standards the Trustee has set out in their policy, the Trustee will engage with the manager and 
seek a more sustainable position. Ultimately, the Trustee may look to replace the manager.  

Likewise, the Trustee believes that engagement (including the use of voting rights) is one means of helping 
to manage the Scheme’s climate-related risks. However, its efficacy can be limited, and other actions should 
be considered alongside engagement. Engagement with underlying companies, as well as other relevant 
organisations, on this matter is carried out primarily by investment managers on behalf of the Trustee. 
Where consistent with its fiduciary duty, the Trustee may look to disinvest from investments or asset 
managers which are inadequately managing their climate-related risks if attempts to engage with these 
parties to address this are not successful.  

The Trustee’s policy is to review the stewardship activities of their asset managers on an annual basis, 
covering both engagement and voting actions. The Trustee will work collaboratively with managers and 
relevant industry stakeholders to set Scheme-wide objectives for engagement activities that are carried out 
on the Trustee’s behalf. The Trustee will review the alignment of the Trustee’s policies to those of the 
Scheme’s asset managers and ensure their managers, or other third parties, will use their influence as major 
institutional investors to carry out the Trustee’s rights and duties as a responsible shareholder and asset 
owner. This will include voting, along with – where relevant and appropriate – engaging with the 
underlying investee companies and assets to promote good corporate governance, accountability and 
positive change. This will be disclosed in the Scheme’s annual climate report.  

The Trustee will engage with its asset managers as necessary for more information, to ensure that robust 
active ownership behaviours, reflective of their active ownership policies, are being actioned.  

The Trustee expects the Scheme’s appointed asset managers to comply with the United Nations Global 
Compact and will level scrutiny on their asset managers accordingly. It is the expectation of the Trustee 
that the Scheme’s asset managers will prioritise and actively monitor for these risks within the investment, 
providing transparency on engagement and voting actions with respect to mitigating these risks as 
appropriate. The Trustee may periodically request a “look through” to the underlying investments from 
managers to allow this engagement. 

The transparency for voting should include voting actions and rationale with relevance to the Scheme. 
Where voting is concerned, the Trustee expects the asset managers to recall stock lending procedures as 
necessary to carry out reflective voting actions.  

The Trustee recognises that collaborative behaviours can further work to mitigate the risks identified 
above. The Trustee will look to collaborate where necessary to protect and enhance the value of Scheme 
assets and encourages its asset managers to actively participate in investor initiatives, for example by 
becoming a signatory of the UN Principles for Responsible Investment. 

From time to time the Trustee will consider the methods by which, and the circumstances under which, 
they would monitor and engage with an issuer of debt or equity, an asset manager or another holder of 
debt or equity and other stakeholders. The Trustee may, for example, engage on matters concerning an 
issuer of debt or equity, including their performance, strategy, risks, social and environmental impact and 
corporate governance, the capital structure, and management of actual or potential conflicts of interest.   
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The Trustee has entered into various buy-in insurance agreements. The Trustee expects the providers of 
these insurance agreements to operate to a similar standard in respect of ESG and Stewardship as set out 
for asset managers above.  

 

 

Appendix B. Scenario Analysis 
 

a) DB Section 

 
As part of its 2020 biennial stress tests, the Bank of England’s Prudential Regulation Authority (“PRA”) 
conducted an exploratory exercise to test the impact of future climate change scenarios on the assets and 
liabilities of (re)insurers, using predictions by the Intergovernmental Panel on Climate Change (“IPCC”) 
and academic literature as the basis for their modelling assumptions.  

Using the same methodology, Redington have constructed similar tests that allow the Trustee to examine 
the impact on the funding position, via the effect on asset values, of the Scheme under three scenarios.  

The magnitude of each of the physical and transition shocks varies across industries under each scenario, 
meaning some assets may fare better or worse under one scenario compared to another. For Scenario A 
(fast transition): the downside comes almost entirely from transition risk. For Scenario B (slow 
transition): the downside comes from a mix of transition risk and physical risk. For Scenario C (no 
transition): the risk is entirely physical risk. 

The results and descriptions of these scenarios as of 30th September 2021 (on the Self Sufficiency basis), 
can be seen below: 

Scenario Impact on surplus (£m) Impact on funding level (%) 

Scenario A: Abrupt transition to the 
Paris-aligned goal occurring in 2022 
(temperature increase kept below 2 

degrees Celsius relative to pre-
industrial levels). 

-46.11 -0.92% 

Scenario B: Orderly transition to 
the Paris-aligned goal occurring by 
2050 (temperature increase kept 

below 2 degrees Celsius relative to 
pre-industrial levels). 

-49.42 -0.99% 

Scenario C: A no-transition 
scenario in 2100 (temperature 
increase in excess of 4 degrees 

Celsius relative to pre-industrial 
levels. 

-49.34 -0.99%  

The results of these climate scenarios indicate that the Scheme’s investment strategy is resilient to the 
risks of climate change, as the impact on the funding position is relatively small. The Trustee notes that as 
per element 4 of this report, the change in the funding level under Scenario B is well below the climate 
risk budget of 3%.  
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In terms of the assumptions made under these scenarios, the PRA recognised that feedback loops 
between climatic shocks and structural economic change need to be incorporated when assessing the 
financial impacts on businesses of physical and transition risk under each emissions scenario. However, 
due to existing modelling and data constraints, this is a complexity that is purposely excluded from the 
modelling.  

There is also an acceptance that the timing and sequence of financial impacts will be complex, as 
behavioural changes could result in physical risks preceding transition risks and vice versa. For the 
purpose of simplicity, where an asset is subject to both physical and transition risk, the shocks are applied 
consecutively, with the physical shock applied second.  
 
 
 

b) DC Section 

 
Aon have partnered with climate modelling experts from the Cambridge Institute for Sustainable 
Leadership. Using combined expertise, Aon produce climate change scenarios which are aligned to the 
IPCC scenarios and make use of analysis from a broad range of sources, including the UK’s climate change 
committee, Bank of England climate hub, PRA, Network for Greening the Financial System (NGFS), 
International Monetary Fund (IMF) and United Nations IPCC work on climate scenarios. Aon’s scenarios 
include descriptions around the timing of transitions, transition risks and physical risks that materialise, 
and their impact across economies, markets and assets. 

As part of the upcoming 2022 triennial strategy review, the Trustee will review climate change scenario 
analysis, carried out on a range of scenarios selected by the Trustee from the six produced by Aon 
(summarised below). Illustrative output for a member investing in the Scheme default, with 30 years to 
retirement, is also set out below.   
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Appendix C. Carbon footprint 
Analysis 

 

a) DB Section 
• Climate reporting as of 30th September 2021 can be found on the following pages. This reporting 

includes the chosen first and second metric as described under “4. Metrics and Targets”. The third 
metric (the result of the “Slow Transition PRA stress test”) is outlined in Appendix B. 

• Where possible and where there is reasonable data coverage, the Trustee monitors ‘line-by-line’ 
emissions reporting for funds. These tend to be more generic, long-only asset classes such as listed 
equity and corporate credit. However, for funds with less than 50% coverage and illiquid assets, the 
Trustee monitors ‘asset class level’ carbon estimates in the absence of reliable, reported line-by-line 
emissions data from MSCI. The Trustee notes using asset class modelling of emissions for assets 
where this data is not available enables a more holistic view of the Group’s total portfolio emissions, 
albeit recognising that the modelled data is not perfect. 

• The asset class modelling of emissions has been provided by Redington and is based on asset class 
‘building blocks’. These are either calculated directly using a given index’s underlying holdings 
emissions (such as using MSCI ACWI as a proxy for a broad equity fund) or in some cases these 
indices are used and extrapolated to other asset classes based on given assumptions (such as using 
the emissions of infrastructure firms within an index to proxy an infrastructure fund). 

• Emissions metrics will be calculated in line with the GHG Protocol Methodology, the global standard 
for companies and organisations to measure and manage their GHG emissions. The GHG Protocol 
provides accounting and reporting standards, sector guidance and calculation tools. It has created a 
comprehensive, global, standardised framework for measuring and managing emissions from private 
and public sector operations, value chains, products, cities and policies to enable greenhouse gas 
reductions across the board. 
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• The Trustee recognises that there can be some degree of double counting in including scope 3 
emissions for all investments in the same portfolio (due to the potential supply chain relationships 
between companies within the portfolio). For this reason, scope 3 emissions figures have been 
adjusted for double counting by applying a de-duplication multiplier of 0.22 to all portfolio 
companies' scope 3 emissions. This is the discount factor used by the Group’s ESG data provider and 
it is based on the relationship between the total scope 1 and scope 3 emissions of a company. In this 
way the discount factor is designed to reduce the portfolio's aggregated scope 1, 2 and 3 emissions 
down to a level more closely reflecting the real-world footprint. The climate metrics reporting the 
Trustee receives from Redington reports "scope 1 & 2" and "scope 3" data separately before 
aggregating, in an effort to improve transparency. 
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All Grand Totals are weighted averages with the exception of Estimated Total Mandate Carbon Emissions (tCO2e).  

ESG and MSCI Carbon Metrics meet the current minimum UK DWP’s TCFD-aligned “Metrics and Targets” regulations. However, regulations are subject to change. Redington monitors developments 

closely.  

Certain information ©2021 MSCI ESG Research LLC. Reproduced by permission.  

Carbon calculations are performed at the asset class level for funds for which the MSCI Climate Metrics Coverage is shown as “N/A”.  

Please see appendix for definitions of the metrics used above. 

Fund Asset Class 
UN PRI 

Firm 
Rating 

Redington 
ESG Advan-

tage 

MSCI Climate 
Metrics 

Coverage 

Current Total 

Carbon 

Footprint 

(tCO2e / EVIC 

£m) 

Previous Total 

Carbon 

Footprint 

(tCO2e / EVIC 

£m) 

Scope 1 & 2 
Carbon 

Footprint 

Estimated 
Scope 3 
Carbon 

Footprint 

Weighted 
Average Carbon 
Intensity (tCO2e 

/ sales £) 

Estimated Total 
Mandate Carbon 

Emissions 
(tCO2e) 

Carbon 
Emissions 

Direction of 
Travel (rolling 

12m) 

                        

Liquid and Semi-
Liquid Credit 

                      

LGIM Global Buy 
& Maintain Credit 
Portfolio 

Buy and 
Maintain Credit 

A+ No N/A 172 N/A 68 473 202 79,978 N/A 

            

Capital Group US 
Long Duration 
Credit 

US Credit A+ No 78.6% 129 N/A 72 258 440 52,228 N/A 

Hermes Absolute 
Return Credit 
Fund 

Absolute Return 
Bonds 

A+ Yes 63.8% 281 N/A 154 575 300 83,044 N/A 

PIMCO Global 
LIBOR Plus Bond 
Fund 

Absolute Return 
Bonds 

A+ Yes N/A 181 N/A 84 445 229 53,412 N/A 

CQS Credit Multi 
Asset Fund 

Multi-Class 
Credit (Global) 

A No N/A 342 N/A 179 742 332 66,944 N/A 

Illiquid Credit                       

Aviva Investors 
REaLM 
Commercial 
Assets Fund 

Ground Rents A+ N/A N/A 23 N/A 13 45 136 469 N/A 

Aviva Investors 
REaLM Ground 
Rent Fund 

Ground Rents A+ N/A N/A 23 N/A 13 45 136 446 N/A 

Illiquid Markets                       

CBRE UK Property 
Portfolio 

UK Core 
Property 

A+ N/A N/A 23 N/A 13 45 136 291 N/A 

Equitix Fund III 
Infrastructure 
Equity 

A N/A N/A 154 N/A 104 227 522 10,574 N/A 

Farm Holdings 
Portfolio 

Farm Holdings N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 

GRAND TOTAL         195   98 444 302 347,386   
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b) DC Section 
ESG reporting for the DC section as at 30th September 2021 and explanations behind the analysis can be found on the following pages. 
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Enterprise Value Including Cash (EVIC): Defined as the sum of market capitalisation 
of shares and book values of total debts and minority interests at fiscal year-end. No 
deductions of cash or cash equivalents are made to avoid potential negative enterprise 
values. This is the recommended denominator metric for carbon attribution according 
to the GHG Protocol, the global standard for carbon accounting endorsed by the 
European Union and the DWP. 
 
Estimated Scope 3 Carbon Footprint (tCO2e / EVIC £m): Measurement of the 
estimated Scope 3 CO2e emissions of a fund per million pounds of EVIC. Scope 3 
emissions refer to all those that are not in direct control of a company’s productive 
activities. Namely, all those emissions from a company’s upstream supply chains and 
downstream product use by the consumer. 

 
Estimated Total Mandate Carbon Emissions (tons): Represents the total share of 
Scope 1, Scope 2 and Scope 3 carbon emissions a fund is responsible for. 
Please note the metric is sensitive to the investment holding size in the fund. 
 

MSCI Climate Metrics Coverage: The proportion by value of a fund for which carbon 
metrics are available from MSCI. 
 
Scope 1 & 2 Carbon Footprint (tCO2e / EVIC £m): Measurement of the Scope 1 & 2   
CO2e emissions of a fund per million pounds of EVIC. Scope 1 emissions refer   to those 
which are directly connected to the production of a company’s product or service. For 
example, the burning of fossil fuels to power the electricity grid. Scope 2 emissions refer 
to those from the electricity used to power the facilities and machinery of a company. 
 
 
 
 

Total Carbon Footprint (tCO2e / EVIC £m): Measurement of the CO2e emissions of a 
fund per million pounds of EVIC using Scope 1, Scope 2 and Scope 3 emissions. Given a 
company’s direct Scope 1 emissions will inevitably be another company’s indirect 
Scope 3 emissions, aggregating the individual Scope emissions results in a higher 
number of emissions than exists. To mitigate double-counting, we apply a scaling 
factor in accordance with MSCI’s methodology. This metric may be used to assess a 
fund’s contribution to global warming versus other funds. 
Previous Total Carbon Emissions (tCO2e / £m invested) are estimated by looking at 
the funds' respective holdings and emissions 12 months ago. 

 
Tonnes of Carbon Dioxide Equivalents (tCO2e): Tonnes of greenhouse gases 
including methane, nitrous oxide, carbon dioxide, and fluorinated gases. Given the 
abundance and prominence of carbon as a greenhouse gas, all the other gasses are 
considered carbon equivalents. 
 
Weighted Average Carbon Intensity (tCO2e / sales £): A weighted average of the 
scope 1 & 2 emissions carbon intensity of companies, defined as a company’s total 
emissions divided by its total sales. This metric can be interpreted as a measure of the 
relative carbon efficiency of a fund, can used for sovereign assets, and is not affected 
by movements in companies’ valuation. . 

Glossary of Terms 
 


