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Foreword

Net zero can broadly be defined as achieving a balance between the Green House Gases (GHG)
put into the atmosphere and those which are taken out. The challenge of achieving net zero
presents a complex range of issues for pension providers and financial institutions alike.
With COP26 coming to Glasgow in November 2021, financial institutions are coming under
increasing pressure to commit to net zero targets. Pension providers must therefore accelerate
action towards meeting the goals of the Paris Agreement and the UN Framework Convention

on Climate Change.

Global Ethical Finance Initiative (GEFI) is committed to making the finance sector work for COP26,
and COP26 work for finance. Our dedicated Net Zero Pension workstream within our broader
Path to COP Campaign is a direct call to pension providers to increase emissions transparency and

develop a tangible strategy to set and / or deliver on net zero commitments.

Whilst a number of financial institutions have already made net zero commitments, factors such
as the lack of complete and transparent data for measuring GHG emissions has made measuring
progress towards these commitments challenging. Indeed, without knowing the baseline emissions
position for many pension providers, it is difficult to set a realistic timescale on achieving net zero.
With COP26 coming to Scotland, local financial institutions face the risk of negative publicity by

not making public commitments or by making commitments that cannot be fulfilled.

So what can be done? In the first of a two part-series this paper examines and explains the current
state of the net zero pensions landscape, examines key questions about pensions providers and
climate change and identifies the key challenges that must be overcome for pension providers to
set realistic net zero commitments and subsequently deliver on these targets. Our second paper
will then apply the understanding from this paper to present a high-level transition roadmap
designed to help pension providers to overcome the key challenges as well as define and navigate

their net zero journey.

During COP26 our Net Zero Pensions Summit on Tuesday 9th November at Glasgow University

will provide a platform to present the papers and shine a light on best practice approaches.

At GEFI, we believe that without decisive action from the finance sector the goals of the Paris
Agreement will not be achieved and we may miss our last opportunity to address the existential
threat of climate change. We hope our Net Zero Pension workstream leverages COP26 to inspire
the urgent action required by pension providers and ensure they play a key role in delivering a

whole economy transition to net zero.

The GEFI Team

—
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A Note from our Partner

4
AberdeenStandard
Investments

Aberdeen Standard Investments is dedicated to helping investors around the world reach
their desired investment goals and broaden their financial horizons.

We seek to provide world-class investment expertise across a breadth of markets and asset
classes. Our full range of solutions span equities, multi-asset, fixed income, liquidity, sovereign
wealth funds, real estate and private markets. Coupled with a wide range of investment
approaches, we transform new investment ideas into practical investment products designed
to deliver real value for money to investors.

With employees in more than 40 locations worldwide, our operations extend across global
financial capitals and important regional centres. This brings us closer to our clients and
customers around the world, and provides invaluable knowledge and insight to share with
our people.

Today, we manage a total of £464.7bn (€519,2bn/$635.2bn) of assets on behalf of governments,
pension funds, insurers, companies, charities, foundations and individuals across 80 countries
(as at 31 December 2020). As a responsible global investor, we leverage our scale and market
position to raise standards in both the companies and industries in which we invest, and help
drive best practice across the asset management industry.

Environmental, social, and governance (ESG) considerations, which are crucial for working
toward a more sustainable future, have been at the heart of our investment process for more
than 30 years and remains so today. Climate-change mitigation is a top priority. Not only are
we founding signatories of both the UN PRI and Net Zero Asset Manager initiative, but also
we are proactively developing solutions and working closely with our clients to help them
achieve their net-zero goals. We believe that targeting sustainable outcomes improves long-
term returns and delivers real-world impact.

Find out more at https://www.aberdeenstandard.com/en/responsible-investing /climate-change

pathtocop26.org


https://www.aberdeenstandard.com/en/responsible-investing/climate-change

The Need for a Net Zero Roadmap

The effects of climate change cannot be overestimated; it is an existential
threat that will impact all life on earth. International Treaties such as the Paris
Agreement legally bind countries to take action on climate change. The goal
is to limit global warming to well below 2°C and countries have submitted
their plans for climate action through Nationally Determined Contributions
(“NDCs”). The UK has committed to a NDC target of a 68% reduction in
GHG emissions on 1990 levels by 2030. The upcoming COP26 to be held in
Glasgow in November 2021 is further raising the profile of climate change and
encouraging countries to take more ambitious action now. Engagement from
all sectors of society is required to meet the NDCs and combat climate change
before it is too late.

Pension providers and other asset owners have a meaningful role to play in
the transition to a net zero economy by understanding and reducing carbon
emissions within their existing portfolios as well as actively investing in low
carbon and carbon reduction projects.

There is pressure on UK pension providers from the Government, consumers
and activists to be more proactive and transparent in reducing their impact
on climate change. In February 2021 the UK government enacted legislation
making it compulsory for UK pension trustees to evaluate and report on
the risks and opportunities presented by climate change. A recent survey
conducted by Aviva found that two thirds (66%) of millennials (those aged
between 25-34) believe that Government should make it mandatory for
pension schemes to achieve net zero emissions status by 2050.

In light of this, and the wider context of UK Government’s ambition to bring all
GHG emissions to net zero by 2050 or earlier, several large pension providers
have released statements declaring their commitment to achieving net zero
by 2050 at the latest. A poll undertaken late in 2020 by Aviva’s investment
management division of 535 pension providers and 532 insurance companies
across 34 countries, representing combined assets of more than €2 trillion,
showed that four out of every 10 of the pension providers polled in Asia and
Europe have a stated intention to reach net zero emissions by 2050.

Although these promises appear to be positive steps towards a net zero future
there is concern that, in some cases, these commitments are not backed up
by tangible, actionable plans. GEFI has carried out a review of the net zero
announcements made by a representative group of pension providers and
found varying levels of information and proposed interim milestones to back-
up their stated commitments. Some pension providers have simply made the
announcement, providing little further information, whereas others have put
forward clear climate change policies and referenced tools that will be used.
Some have set interim targets whereas others have simply committed to net
zero by 2050 or earlier.

The Chief Responsible Investment Officer for the Church of England Pensions
Board, Adam Matthews, has put it well: “Setting a long-term net zero target is
the easy part; the challenge is to have a credible and transparent framework
that enables your fund to convert intent into practical decisions and action”.

The first step for pension providers in setting a net zero ambition should
be a commitment to emissions transparency, understanding the historic and
current emissions of their portfolios and an estimate of future emissions.
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Adam Matthews
The Chief Responsible Investment Officer
the Church of England Pensions Board



There are a number of wider questions for pension funds (and indeed all
financial organisations)around how net zero is defined, their role in combatting
climate change and the use of offsetting. There are also specific challenges
that pension providers must overcome in order to increase transparency
on their existing emissions and deliver on their net zero ambitions. These
include:

» Access to data, tools and standardised methodologies;
» Knowledge and expertise of staff and trustees; and
» Commitment and priorities.

A transition roadmap would seek to address these challenges and provide
practical guidance to help pension providers better understand their current
GHG position and set achievable net zero ambitions or, if appropriate,
deliver on a existing net zero commitments.Plans to deliver on a net zero
commitments should include a clear strategy with key milestones and targets,
otherwise there is a risk that net zero commitments become simply empty
promises which future pension fund trustees will have somehow to fulfil.
Action needs to start now in addressing the key challenges and making a plan.

In the year that COP26 is taking place in Glasgow, Scottish pension providers
have a unique opportunity to work with GEFI and its partner organisations to
demonstrate leadership in increasing emissions transparency and developing
a transition roadmap to set and deliver on net zero ambitions. This roadmap
while developed in Scotland can be used by pension providers internationally.
Such a roadmap would raise Scotland’s profile in this arena and demonstrate
commitment to taking action on climate change.

A transition roadmap
would seek to address
these challenges and
provide practical guidance
to help pension providers

better understand their
current GHG position and
set achievable net zero
ambitions or, if appropriate,
deliver on a existing net zero
commitments.
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Mapping the Landscape

Net zero broadly means achieving a balance between the GHG put into the
atmosphere and that which is taken out but there is still some debate around
exactly how this should be calculated. Striving to achieve net zero can be
challenging for any organisation, and perhaps especially for pension providers
as they hold numerous investments in multiple asset classes across the globe.

There is a plethora of existing tools, frameworks and initiatives intended to
assist asset owners and managers on their journey to net zero, including the
Science Based Targets initiative (“SBTi"), the Task Force on Climate-Related
Financial Disclosures (“TCFD”), ClimateAction100+, the Transition Pathway
Initiative (“TPI”), CDP (ex-Carbon Disclosure Project), the Paris Agreement
Capital Transition Assessment (“PACTA”) and the Partnership for Carbon
Accounting Financials (“PCAF”) as well as many others. A brief summary of
some of these can be found in the Appendix. Navigating and using these tools
can be challenging and resource intensive, especially for smaller pension
providers who do not necessarily have the expertise and time available.
To assist, GEFI has undertaken research mapping this landscape of tools,
frameworks and initiatives, so please contact us if you would like further
information.

TCFD is especially relevant to UK pension providers as it is expected that
from October 2021 UK schemes with over £5 billion in relevant assets, as well
as all authorised master trusts and authorised collective money purchase
schemes, will be required to report in line with the TCFD recommendations
around climate related disclosures. It is anticipated that these requirements
will then be extended to schemes with relevant assets of £1 billion or more
from October 2022. An interim review will then be carried out in 2023 to
determine whether the regulations will be rolled out to smaller schemes,
maybe as early as 2024.

The Institutional Investors Group on Climate Change (“IIGCC”) has a Net Zero
Investment Framework 1.0 (“the Framework”), launched in March 2021. It aims
to assist investors in developing an investment strategy that will achieve net
zero. It is understood that 36 investors managing $8.5trn (£6.12trn) in assets
are already putting the Framework into action, including Scottish Widows, the
Environment Agency Pension Fund, Royal London, National Grid UK Pension
Scheme, the Church of England Pensions Board, Brunel Pension Partnership,
Northern Local Government Pension Scheme, Lloyds Banking Group Pensions
Trustees Limited and Nest.

The Framework states that a net zero investment strategy should focus on
achieving two alignment objectives:

1. Decarbonise investment portfolios in a way that is consistent with achieving
global net zero GHG emissions by 2050; and

2. Increase investment in the range of ‘climate solutions’ needed to meet that goal.

The Framework provides action and guidance points to investors at the
portfolio and asset class level as well as on external factors. The various tools
available should be used by pension providers to increase GHG emissions
transparency and develop a clear transition roadmap to implement the
necessary steps to set and achieve net zero ambitions.
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The Background: Questions to be Addressed

There are some fundamental questions around the role and responsibilities
of pension providers in combatting climate change and delivering net zero.

These are outlined and discussed below:

Can pension providers
ignore climate change?

Climate risk is a financial risk
and therefore cannot be ignored
by pension funds. The growing
pressure from governments, pension
holders and activists means that it
is becoming increasingly difficult
for pension providers to ignore
climate change. Recent Government
legislation and regulations mean
UK pensions providers are legally
obliged to evaluate and report on the
risks and opportunities presented
by climate change and will soon
be required to make disclosures
on their governance, strategy,
risk management and metrics and
targets in relation to climate change.
Pension providers taking action on
climate change is therefore a matter
of ‘when not if. This presents an
opportunity for Scottish pension
providers to demonstrate leadership
and leverage the publicity around
Glasgow hosting COP26 by showing
commitment to combatting climate
change and developing a roadmap
for action. This would assist in

dispelling potential negative
publicity around pension providers
making empty commitments

and would demonstrate that the
pension fund in question is striving
towards net zero ambitions that are
underpinned by well-considered
plans which embrace best practice
tools and frameworks.

Should pension providers
be responsible for
delivering net zero?

While pension funds control
significant amounts of capital and
therefore can play an important role
in combatting climate change, in
order to achieve net zero the whole
of the economy and society needs
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to show commitment and action.
Ultimately pension providers are
in the business of paying pensions.
However, the long-term nature of
pension fund investments mean
they must consider the financial
risk associated with climate change
and inevitably therefore they have
a potentially significant role to play.
Pension providers should consider
climate change in their investment
decisions and strategies and can
help deliver net zero through their
choice of investee companies
(i.e. are climate considerations
embedded in the decision making)
and, if appropriate, be engaging
with companies they are invested in
on climate change issues, including
through voting on resolutions, but
also through their choice of asset
managers with appropriate net zero
investment solutions. However, the
responsibility should notlie only with
the pension providers, the investee
companies should also be self-
motivated to act and be incentivised
in other ways. Delivering net zero is
not the sole responsibility of pension
providers as asset owners but they
should and must play a role.

Is divestment the answer?

Divestment should notbe the primary
strategy used by pension providers
to align a portfolio to net zero as this
canjust move the problem elsewhere.
A more effective approach for real
world decarbonisation is active
engagementwithinvestee companies
to encourage positive action,
accountability and transparency.
For example, voting out directors of
major polluters with no transition
plans. ClimateActionl00+ provides
a range of recommendations on
how investors can engage with
investment companies on climate
change.

Should pension providers be
offsetting carbon someone
else has produced?

Offsetting can be part of the
transition roadmap to achieving
net zero, but it should be seen as
a last resort as a means of dealing
with residual emissions - where
decarbonisation is possible this
should be the focus. Offsetting
should also occur within investee
companies, where possible, rather
than expecting pension providers to
bear the entire responsibility. When
offsetting is applied this should be
carried out in line with industry
standards. Achieving net zero must
be more of a journey towards positive
change rather than just paying to
offset emissions.

Is net zero achievable
for a pension fund?

Whether net =zero is actually
achievable will depend on many
factors: supportive policies to
enable capital allocation in line with
net zero, how net zero alignment is
assessed and whether the pension
fund has access to sufficient reliable
information to assess - and forecast
- its GHG emissions. It is essential
that the current data challenges
are overcome so that pension
providers can accurately quantify
whether they have achieved their
targets and provide transparency on
their definition of net zero, i.e. what
trajectory does it align with, whether
it includes offsetting and whether it
is limited to only certain aspects of
its portfolio or operations. In any
event, for pension funds to achieve
net zero they need to initiate action
now and this must be supported by
policy makers as soon as possible.



Net Zero Announcement Audit

As noted above, a review of a group of pension providers who have made net
zero announcements has been undertaken by GEFI. The pension providers
were selected based on knowledge provided by a senior industry practitioner
and also desk-based research. The majority of commitments are very recent,
having been made between January and March 2021. A key driver was the
launch of the Framework, in March 2021, along with the commitment of 22
asset owners, with $1.2 trillion in assets, to achieve net zero alignment by
2050 or sooner. Generally, pension providers have also made announcements
due to commitments to other groups such as the UN-Convened Net Zero
Asset Owner Alliance.

The publicly available information on the strategy behind the commitments of
the pension providers reviewed varied significantly.

The majority of the pension providers had a strategy outlining some key areas
of focus but without detailed interim targets associated with them. Often the
strategies provided were part of the fund’s broader climate change approach,
rather than specific to achieving the net zero target, and were included in
their annual report so were more focussed on what has been achieved to
date. Many of the strategies were broad overarching approaches rather than
very specific action points. Only a few of the pension providers had clearly
articulated, publicly available strategies combined with associated interim
targets and milestones. The various approaches can be summarised in the
diagram provided.

Initial press release General information on Interim targets with key Interim targets and clear
announcing the net-zero broad approach to dates but limited strategy on how they will
commitment only combatting climate change information on the be achieved
- no additional information with referernce to tools strategy on how these
used but limited targets will be achieved

information on interim
milestone targets

Increasing information available on how net-zero ambitions will be achieved
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Pension providers are coming under increasing scrutiny, both from external
parties and other pension providers, to ensure they have firm plans to deliver
on net zero commitments.

“You can look at a company’s website and see their sustainability report and
it will look great,” said Alberto Carrillo Pineda, a founder of Science Based
Targets initiative. “But then when you look at what is behind it, you'll see there
is not a lot of substance behind those commitments or the commitments are
not comprehensive enough.” In early 2021, Scottish Widows claimed a £2.17trn
‘green gap’ remains as the “overwhelming majority” of the country’s pension
providers and funds have yet to outline “meaningful plans” to achieve net zero.

It is imperative that pension providers have an understanding of their existing
GHG emissions, a view on how these are expected to evolve over time and a
clearly thought out roadmap to net zero that combines targeted strategies
and associated interim targets and milestones.

The majority of the pension providers
had a strategy outlining some key
areas of focus but without detailed

interim targets associated with them.

]
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The Challenges

It is easy for pension providers to make general announcements about
commitments to net zero but there are many challenges that need to be
overcome before progress towards these ambitions can be properly measured
and the ultimate ambition achieved. The main challenges faced by pension
providers in understanding their existing GHG emissions as well as starting to
journey towards achieving a net zero commitment are as follows:

Access to Data, Tools and Standardised Methodologies

»

Lack of complete data - GHG emissions data is not necessarily available
across all asset classes. Also, access to reliable Scope 3 data is widely noted as
a common challenge for many organisations.

Forward-looking data - access to accurate data and scenario analysis that is
forward looking is challenging.

Proxy data - if data is unavailable it is recommended that trustees use proxy
data as estimates. DWP states that “The urgency of climate change means that
the trustees cannot wait until it has ‘perfect’ data before it starts putting it to
use.” However, sector averages may not accurately represent the position of a
specific pension fund. There is also often lack of visibility on proxy data, it can
be a ‘black box’ of information which makes it difficult for pension providers
to assess its accuracy when used as a proxy. The ‘black box’ of proxy data has
been a criticism of some of the tools available; without transparency on the
underlying data and methodologies it is difficult for pension funds to assess
their relevance.

Cost - where data is available the cost of obtaining it may be prohibitively
high or may be in a format that requires significant resource to process into
a useable format.

Aggregation - it can be challenging to aggregate data from different asset
classes in a meaningful and comparable way. Many of the tools, initiatives
and frameworks focus on one or a small number of assets classes therefore
making it difficult for pension providers to report across their portfolio on a
consistent basis.

Lack of consistency - some organisations use third party data whereas
others have in-house tools which provide metrics of climate related data, and
this results in a lack of consistency and standardised methodology across
pension providers.

Limitations of data alone - data only tells part of the story of an
organisation’s journey to net zero; it gives information at a specific point in
time but does not reflect the wider organisational approach and strategy
to address climate change.

Offset data - it can be difficult to measure the impact of offsetting and negative
emissions technologies as well as avoided and reduced emissions, so as to give a
full view of the overall position of a portfolio. It also aids transparency to report
offset data separately, which is recommended by certain industry guidance.
Tools - there are several tools available to assist pension funds in evaluating its
climate change impact and taking positive action (see examples in the Appendix).
However, it can be difficult for pension funds to assess which tools and initiatives
are most appropriate and how these can be most effectively utilised.
Standardised methodologies - there is not one single tool or resource that
provides everything a pension fund needs in order to take action on climate
change; different providers use different approaches so again there is a
lack of standardisation.

pathtocop26.org

“Few, if any, trustees
will be able to obtain
full underlying data to
inform the calculation
of metrics or scenario
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Knowledge and Expertise of Staff and Trustees

»

Timing - climate change has quickly risen up the agenda for many pension
providers and regulations are now forcing them to act soon. Many pension
providers are having to upskill rapidly as some will have to produce TCFD
reports as early as October 2021. The process for producing a TCFD disclosure
can be a lengthy one; some organisations state that it can take two or more
years to assemble data and set up groups to enable full TCFD disclosure.
Skills required across the organisation - the understanding and importance
of climate change needs to be communicated and implemented across an
organisation, from the individuals gathering the data to the trustees knowing
how to review the information. It can be challenging to recruit staff with
the necessary skills and get commitment from existing staff across the
organisation.

Resource intensive - gathering and processing information and data as
well as engaging with investment companies and setting a clear strategy to
achieve net zero is time consuming and has cost implications.

Commitment and Priority

»

Other priorities — pension providers have many financial risks that must be
considered, climate change being just one of these. Pension providers must
balance the prioritisation of all risks that need to be considered.

Lack of senior staff buy-in - for some pension providers climate change is
still considered to be a Corporate Social Responsibility issue and senior staff
can be reluctant to engage with climate related issues and integrate TCFD
into mainstream reporting.

Delivering on net zero ambitions can be especially difficult for smaller pension
providers that have fewer resources and less control over the emissions of
their portfolio.

“One of the challenges many UK
pension funds face is the in-house
resources they need to drive the
trustees’ work forward. Whilst

investment managers, consultants and
other suppliers can help, an ambitious
and incentivised executive is necessary
to both inform the trustees and drive
the necessary work forward, at pace,”
Mike Clark, founder of Ario Advisory
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The Importance of a Net Zero Roadmap

The development of a transition roadmap for Scottish pension providers
is essential to overcome challenges, understand existing GHG emissions,
frame realistic net zero ambitions and deliver on net zero commitments
made. Decisive action needs to be taken now for pension funds to achieve
net zero by 2050 or sooner.

GEFl is facilitating the delivery of a net zero transition roadmap for Scottish
pension providers and is working in collaboration with Local Government
Pensions Schemes to assist them as they strive for emissions transparency,
set realistic net zero targets and put plans in place now to achieve their net
zero targets. Alongside this policy positioning paper and the net zero roadmap
GEFI will be curating a series of public and private events on this topic.

Please contact GEFI if you would like to be part of this exciting initiative.

-
=
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Appendix: Tools and Initiatives

~ SCIENCE
BASED
TARGETS

TASK FORCE on
CLIMATE-RELATED
FINANCIAL
DISCLOSURES

Climate
Action 100+

Transition
Pathway
Initiative

DISCLOSURE INSIGHT ACTION

@PACTA

Paris Agreement Capital
Transition Assessment

\ p. Partnership for
P‘ AF Carbon Accounting

v / Financials

@ InfluenceMap

@ FinanceMap
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Science Based Targets validates emissions reductions targets set by companies.

The Task Force on Climate-related Financial Disclosures has developed consistent climate related
financial risk disclosures for use by companies in providing information to investors, lenders, insurers,
and other stakeholders.

Climate Action 100+ is an initiative to encourage investor engagement with the world’s largest
corporate greenhouse gas emitters to take action on climate change.

The Transition Pathway Initiative assesses companies’ preparedness for the transition to a low-carbon
economy and their forward-looking carbon performance alignment with Paris aligned pathways.

CDP runs the global environmental disclosure system and helps organisations to measure and

manage their risks and opportunities on climate change, water security and deforestation. CDP
scores companies and produces an A list of Companies and Cities based on environmental action and
transparency. It runs a non-disclosure campaign which encourages investors to target companies that
have not responded to a CDP disclosure request.

The PACTA tool aggregates global forward-looking asset level data. The tool produces a customised,
confidential output report, which allows investors to assess the overall alignment of their portfolios
with various climate scenarios and with the Paris Agreement.

PCAF provides a harmonised and transparent carbon accounting methodology for financial institutions
to measure and disclose the GHG emissions associated with lending and investment activities.

Influence Map offers a platform that maps, analyses, and scores the extent to which corporations are
influencing climate change policy.

Finance Map is a data tool which examines how financial institutions perform on climate. It uses
powerful tools and databases to assess financial portfolios and the stewardship of companies in the
real economy by investors on climate. The output from FinanceMap is a score on a range of climate
related actions.
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The world depends on global finance
making the right choices to deliver
positive change and achieve the UN’s
Sustainable Development Goals

The Global Ethical Finance Initiative (GEFI) has become the hub at

the centre of the ethical finance movement. We curate independent
conversations among a broad coalition of financial services stakeholders,
as well as delivering practical projects. We are the partner for action on
ethical finance.
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GEFI are a not-for-profit with over a decade’s experience guiding financial institutions
and regulators. We can help you navigate your ethical finance journey through completing

research, delivering capacity building training and carrying out tailored advisory work.

For more information go to globalethicalfinance.org /advisory/
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