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Sinead Donnelly and Vicky Bird

Department of Work and Pensions

Strategy Policy and Analysis Group

Private Pensions and Arm'’s Length Bodies Directorate
Ground Floor North

Quarry House

Leeds

LS2 7UA

Email: PENSIONS.FIDUCIARYDUTY@DWP.GSI.GOV.UK 16/7/2018

Dear Sinead and Vicky

DWP: Consultation on Clarifying and strengthening trustees’ investment duties

We welcome the opportunity to provide input to the proposed revisions to the
Occupational Pension Schemes (Investment and Disclosure) (amendment)
Regulations 2018. We commmend the quality of the consultation response; the
issues and proposals are particularly well-articulated. However, we are concerned
that the language in the regulations itself would benefit fromm some amendment,
so it aligns with the policy intent of the consultation. The details of these are
provided in the main consultation response.

We would like to highlight the following points in our consultation response;

e We strongly recommend the planned timeline is adhered to, the need for
trustees to be actively considering these issues is pressing and note the
speed with which the LGPS were able to adhere to their new requirements.

e We strongly support the clarification on financially material ESG issues as
distinct from purely ethical considerations.

¢ We highly commend the clear identification of climate risk, recognising (in
line with the Bank of England) its potential to have catastrophic, systemic
economic and financial impact and recommend the statutory guidance
sighposts to the recommendation from the Task Force on Climate Related
Financial Disclosures (TCFD).

e We strongly support mandatory publication of the Statement of
Investment Principles (SIP), the implementation report and the statement
setting out how they take account of members’ views.

¢ We do urge DWP to provide urgent, robust guidance to Trustees to
alleviate concerns and reassure them that investments in social and green
impact funds are wholly appropriate for consideration as part of an
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effective, financially driven, investment strategy, to offset the impact of not
detailing requirements in these regulations.

¢ When it comes to financially material issues, including those driven by ESG
concerns, the requirement to take proper advice remains paramount. We
would welcome the implementation guidance providing support to
Trustees to promote the review of the skills, knowledge and competence of
those advising them on complex, new or emerging issues of concern e.g.
climate change, cyber security and impacts of single use plastics. We
commend the work of the AMNT/ UKSIF and PRI.

We would be delighted to follow-up on any of the comments made in our
response and provide further support to the DWP in progressing this area of
work. Please contact our Chief Responsible Investment Office, Faith Ward on
faith.ward@brunelpp.org.uk on 07818 457759.

Yours sincerely

Dawn Turner
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Introduction on Brunel

Brunel Pension Partnership (Brunel) brings together c£28 billion investments of
10 like-minded Local Government Pensions Scheme funds. Brunel was formally
launched in July 2017.

We believe in making long-term sustainable investments supported by robust
and transparent process. We are here to protect the interests of our clients and
their members. We champion open and transparent communication with our
clients and peers and value transparency, honesty and excellence. In
collaboration with all our stakeholders, we are forging better futures by investing
for a world worth living in.

A founding pillar is collaboration and we welcome the opportunity to support and
challenge current policy to help deliver change and improvement.
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Consultation on Clarifying and
strengthening trustees’ investment duties

Ql. We propose that the draft Regulations come into force approximately 1
year after laying, with the exception of the implementation report, which
would come into force approximately 2 years after laying. a) Do you agree
with our proposals? b) Do you agree that the draft Regulations meet the
policy intent?

We are very supportive of both the proposals and the timeline. The proposals set
out a clear path for funds to develop their thinking, where they have not already
done so, and put in place the necessary reporting procedures to report progress.

We would be deeply concerned if there was a delay in legislative timetable as
the need to allay confusion on the consideration of financially material
environmental social and governance (ESQG) risks is urgent given the numerous
recent examples of how the lack of such oversight and active consideration has
destroyed shareholder value.

We have been mindful of a desire to create parity within pensions provision
within the UK and not further exacerbate a two-tier system of standards.
Therefore, throughout our response we have drawn reference to the Local
Government Pension Scheme (LGPS), that whilst out of scope, can present a
useful precedent on how these issues have been successfully addressed.
Similarly, we have also flagged areas where the LGPS regulations or guidance are
currently silent and could emulate these proposals.

To address concerns or pushback from pension funds on the timescales, it is
worth noting that the LGPS funds had less than 6 months (from laying of
regulations) to draft their new Investment Strategy Statements — the
requirements of which are comparable to the policy intent of this consultation.

We would recommend that the Pension Protection Fund'’s investment
regulations are similarly updated within the same timeframe.

Whilst we agree with the exemption for small schemes (under 100 members), we
would welcome this issue being considered as part of any proposal to solve the
issues around resourcing and empowering of smaller schemes, such as ‘investor
clubs’ or fund consolidation. To include as part of the scope would help address
the issues within the resource constraints of such schemes.

Whilst we agree that defined benefit (DB) schemes should be subject to a
“narrower set of requirements”, we believe further guidance and messaging from
the Pension Regulator is needed to improve the overall standard of DB scheme
Statement of Investment Principles (SIPs).

Forging better futures 5 DWP CONSULTATION RESPONSE 2018
Authorised and regulated by the Financial Conduct Authority No. 790168



I|||II||||||II||I|
B R U N E |_

1 Partnership

Q2: We propose to require all trustees of all schemes which are obliged to
produce a SIP to state their policy in relation to financially material
considerations including, but not limited to, those resulting from
environmental, social and governance considerations, including climate
change. a) Do you agree with the policy proposal? b) Do the draft Regulations
meet the policy intent?

We strongly welcome the clarification on financially material ESG issues and the
wording as it appears in the regulations (3) (a) i. We welcome the clear
delineation from ‘ethical issues'.

We note the concerns raised by other commmentators questioning why climate
change should be recognised separately from other ESG issues e.g. social
inequality. This debate is not about which ‘issue’ is more important, but in the
context of pension fund investment, which issue has the potential to have the
highest financially material impact. To this end, we note the Bank of England’s
own response to climate change which recognises the systemic natures of the
risks and the potential impacts on financial stability. We therefore welcome the
recognition of climate change as a financially material issue and the
requirements to address climate change specifically in the SIP, reflecting its
cross-cutting and material financial impact.

The consultation notes the potential overlap of risk definitions, in that the current
legislation talks about risks in the broadest sense. We think that the clarity
provided through the proposed drafting is appropriate and outweighs concerns
over duplication or the perceived overlap arising from the consideration of ESG
risk the being a sub component of wider consideration of all risks.

The Consultation notes that financially material environmental, social and
governance (ESG) risks can sometimes be long-term, sometimes short-term, and
that references in legislation to either the short- or the long-term could confuse
trustees. We think there is merit in this argument, but we are also supportive of
the recommendations of the High-Level Expert Group (HLEG) on Sustainable
Finance: “To clarify investor duties to extend time horizons and bring greater
focus on ESG factors. Linking investor duties to the investment horizon of the
individuals or institutions they serve” (page 13 of the HLEG Sustainable Finance
Report).

We think the statutory guidance might make it clear to trustees that financially
material ESG risks can materialise over the short term, or over the medium to
long term, and that trustees should take ownership of defining the time horizons
of importance to their own scheme and how this relates to their investment
strategy.
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Q3: When trustees prepare or revise a SIP, we propose that they should be
required to prepare a statement, setting out how they will take account of
scheme members’ views. a) Do you agree with the policy proposal? b) Do the
draft Regulations meet the policy intent?

The consultation articulates well the need to be mindful of beneficiaries’ views.
We are wholly supportive of stakeholder engagement, with a particular focus
on transparency to beneficiaries on how ESG issues have been considered and
their views of beneficiaries on non-financial factors. We flag that it is more
challenging to take into account the views of beneficiaries on financial factors,
since pension funds need to take a huge range of issues into account when
setting asset allocation and investment strategy.

There seems to be a disconnect between the intent from the consultation and
the drafting of the regulations themselves. \We fear that this mismatch may
result in a greater level of push back than was intended.

The 2016 LGPS Investment Regulations Guidance asks the fund “to explain the
extent to which view of their local pensions board and other interested parties
who they consider may have an interest will be taken into account when making
an investment decision based on non-financial factors” and this limits the extent
of interested parties. We would recommmend redrafting the regulations so that
they mirror a similar requirement for occupational pension schemes.

In terms of implementation we note and commend the DWP's proposals that
recognise a number of ways in which views can be sought and to be flexible that
allows for locally appropriate arrangements. In many cases these arrangements
are already in place; the resource cost in requiring investors to take specifically
mandated additional actions should not be underestimated. The consultation
strikes, from our perspective, an appropriate balance and we welcome the
recognition on page 20 of the Consultation of some of the good practices our
own clients and partner funds have undertaken and will continue to do so.

We particularly identify the role of the member nominated trustee and would
welcome the insertion of language in the regulations or implementation
guidance that strengthened and empowered this role within pension fund
governance.

When it comes to financially material issues, including those driven by ESG
concerns, the requirement to take proper advice remains paramount. We
would welcome the implementation guidance providing support to Trustees to
promote the review of the skills, knowledge and competence of those advising
them on complex, new or emerging issues of concern, e.g. climate change, cyber
security and the impact of single use plastics. We commend the work of the
AMNT/ UKSIF and PRI.
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Q4. Do you agree with our proposal not to require trustees to state a policy in

relation to social impact investment? If not, what change in legislation would

you propose, and how would you address this risk of trustee confusion on this
point?

We recognise that the issue of what to invest in, including ‘green’ and ‘social’
impact funds, is different to the matters addressed in the rest of the consultation,
which focus on the considerations of all investment decision making. However,
we also think that Trustees, provided with good guidance, will not be confused, as
suggested, and the question does not credit sufficiently their ability to
understand the evolving legislation. We also note that the LGPS funds already
have the requirement to ‘explain their approach to social investment’.2

Your consultation response does acknowledge the considerable work of the
Social Impact Investment Advisory Group/ Taskforce and the Green Finance
Taskforce and the recommendations that have been made by these groups. It is
critical to the implementation of the recommendations made by both Task
Forces' that the investments are given legitimacy and clear permission for
consideration.

We think it is possible to define the types of social, local, green, SDG, etc
investment products available and to describe the circumstances in which a
pension scheme might consider investing in them. Not providing such
clarification at this time represents a missed opportunity, if options are not
immediately taken up to offset this risk. Therefore, whilst we reluctantly agree
with the DWP recommendation not to include a regulatory requirement at this
time, we do urge DWP to provide urgent, robust guidance to Trustees to
alleviate concerns and reassure them that such investments are wholly
appropriate for consideration as part of an effective, financial driven,
investment strategy.

Furthermore, the current definition of non-financial factors set out in paragraph
2.4 of the regulations includes reference to ‘social impact’. This is confusing, as it
may lead Trustees to believe that such investments are to be made solely on a
‘non-financial’ basis, whereas many social and environmental impact funds return
comparable investment returns to mainstream funds. There is a spectrum of
implementation options with social impact funds and therefore we would
strongly recommend removing this wording.

Statutory Guidance relating to the LGPS Regulations 2016, last update 12 July 2017
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Q5: We propose that trustees should be required to include their policy in
relation to stewardship of the investments, (including monitoring,
engagement and voting) in the SIP. a. Do you agree with the policy proposal?
b. Do the draft Regulations meet the policy intent?

We welcome this proposal. We make one observation and three
recommendations for consideration.

We observe that the draft regulations, in defining the scope of Stewardship in
relation to the policy to ‘engage with relevant persons’, extend the current UK
Stewardship Code definition to cover investee companies, investment managers
and shareholders. We strongly commend and welcome this extended scope but
would also recommend adding policy makers and regulators to the relevant
persons list. Furthermore, the definition of “relevant matters” limits the its scope
to “investee company” and ideally this should capture any relevant investment
instrument.

In addition, we recommend that the statutory guidance should reference the UK
Stewardship Code and recommend that pension schemes should consider
becoming signatories. The code, which operates on a comply or explain basis, is a
flexible and consistent method for investors to explain their approach to
stewardship. This again would align the Occupational Pension Scheme sector
with the best practice found in LGPS.

Q6: When trustees of relevant schemes produce their annual report, we
propose that they should be required to: - prepare a statement setting out
how they have implemented the policies in the SIP, and explaining and giving
reasons for any change made to the SIP, and - include this implementation
statement and the latest statement outlining how trustees will take account
of members’ views in the annual report. a) Do you agree with the policy
proposal? b) Do the draft Regulations meet the policy intent?

We think this is one of the most important aspects of the consultation and
welcome and commend this development.

In order that the additional reporting meets the spirit of the consultation and is
not a box-ticking exercise, guidance and best practice examples need to be
actively shared and encouraged by policy makers and regulators.

Asset managers could and should play a role in assisting their pension fund
clients with the implementation and disclosure of policies in the SIP.

For climate-related risks, we recommend that the TCFD’s recommendations
are used as the best-practice common framework for annual disclosure.
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Q7: We propose that trustees of relevant schemes should be required to
publish the SIP, the implementation report and the statement setting out
how they will take account of members’ views online and inform members of
this in the annual benefits statement. a) Do you agree with the policy
proposal? b) Do the draft Regulations meet the policy intent?

As linked to the commments above, we think this is one of the most important
aspects of the consultation and welcome and commend this development. We
support mandatory publication of the SIP, the implementation report and the
statement setting out how they take account of members' views online and
inform members of this in the annual benefits statement. Transparency across
the investment chain right through to end beneficiaries is critical for robust
pension fund governance and will enhance the engagement of beneficiaries in
one of the most important financial aspect of their lives, which we believe is
frequently overlooked.

Q8: Do you have any comments on the business burdens and benefits, and
wider non-monetised impacts we have estimated in the draft impact
assessment?

ESG considerations are increasingly strong influences on a company’s
reputation and market value, making these factors ever more crucial when
working to meet a client’s long-term investment goals. As stated by McKinsey
& Company in October 2017, Responsible Investment (RI) is set to become an
intrinsic part of any investment approach
(https://www.mckinsey.com/industries/private-equity-and-principal-
investors/our-insights/from-why-to-why-not-sustainable-investing-as-the-new-
normal ). The costs may be easier to quantify but the benefits to long term
investment returns of considering all financial materially risks, including those
which we cannot be define in clear monetary terms, are enormous.

Q9: Do you have any other comments on our policy proposals, or on the draft
Regulations which seek to achieve them?

We offer our on-going support in developing the implementation guidance,
which we see as crucial to the intent of the consultation being realised. We
would welcome the TPR being robust in its oversight of these proposals and that
these considerations are factored into any review of its powers and penalties.
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Q10: Do you agree that the revised Statutory Guidance clearly explains what is
expected of trustees in meeting their duty to publish the SIP, implementation
statement, and statement of members’ views?

We welcome the clarity contained in the Consultation, but have not had the
opportunity to review the updated guidance. We would welcome the opportunity
to provide further input.

We would re-iterate points made above with regards to signposting in the
Statutory Guidance to TCFD, GFlI's Data, Disclosure and Risk Paper, and the UK
Stewardship Code.

Q11: What evidence or views do you have of how well the other requirements
in the SIP are working? What areas for further consideration and possible
future change would you suggest?

We would welcome the opportunity to discuss this further as the standard and
quality of SIPs is variable and much more needs to be done to empower end
beneficiaries in understanding what is being done, or not, on their behalf.

Conclusion

In conclusion we welcome the work undertaken by the DWP and would be open
to discuss the points made in our response and provide any further assistance.
Please contact Faith Ward (faith.ward@brunelpp.org

Disclaimer

This document is issued by Brunel Pension Partnership Limited (Brunel), which is
authorised and regulated by the Financial Conduct Authority (reference no.
790168). Brunel is only authorised to deal with professional clients and this
document has been prepared on that basis. This document should not be relied or
acted upon by any person who is classified as a retail investor in accordance with
the FCA Handbook.

This document has been prepared purely for information purposes. It does not
constitute investment research, a recommendation or an offer or solicitation to sell
or otherwise distribute investments to any person. In particular, Brunel has not
taken into account the specific investment needs or objectives of any person in
preparing this document. No information in this document constitutes tax, legal or
accounting advice.

Brunel has prepared this document on the basis of its current views and
information available to it, which may change. Whilst Brunel has prepared this
document in good faith and on information from sources that it believes to be
reliable, Brunel does not make any representation or warranty as to the accuracy,
completeness or sufficiency of any of the information contained in this document.
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