Pension Fund Committee
11 September 2020
Item 9
INVESTMENT PORTFOLIO - CLIMATE RISK REPORT
Introduction
1. At the joint Pension Fund Committee/Local Pension Board training session on 17 July
2020, Members received a detailed presentation from LGPS Central Ltd (LGPSC),
which set out the initial results of the climate risk assessment that they had conducted
on the Cheshire Pension Fund’s investment portfolio.
2. At the session, Members informally agreed that they wanted to press ahead and
publish a revised version of the Climate Risk Report, reformatted to comply with
industry best practice as set out by the Taskforce on Climate Related Financial
Disclosures (TCFD). Members also expressed a preference to accompany the
publication with a summary document setting out the key facts contained in the report
and to issue a media release to publicise the TCFD report and its key messages.
Recommendation
3. The Committee is asked to endorse:
a)
b)
c)
d)
e)

the publication of the Fund’s first Climate Risk report (as set out in Appendix
A) on its website, formatted to comply with industry best practice as set out by
the TCFD.
the publication on the Fund’s website of a short ‘Climate Risk Report – key
findings’ document as set out in Appendix B.
the issuing of a media release to all major employers and media outlets as set
out in Appendix C.
the Fund’s Climate Risk Resource Plan, as set out in Appendix D, which sets
out how the Fund will respond to the recommendations included in its full
Climate Risk Report.
The policy decisions set out in para. 9 which will underpin the Fund’s approach
to managing climate risk.

Climate Risk Report
4.

Since the key findings from the Fund’s Climate Risk Report were considered by the
Joint Committee/Board training event on 17 July, work has been underway to reformat the original report into one which complies with the requirement of the industry
standard TCFD. This report is now available for consideration and is attached at
Appendix A.

5.

It is proposed that, subject to Committee approval, this is published on the Fund’s
website with immediate effect. The main change from the earlier, longer, Climate
Risk Report is the removal of granular detail on the carbon position of individual
investment funds or companies; this information is proprietary, and the Fund does not
have permission to publish it.

6.

In addition, a short one-page key findings summary note of Cheshire’s TCFD has
been produced and is included at Appendix B. The key highlight emphasised in the
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note is that the Fund’s equity portfolio (the one area where comprehensive carbon
metrics data is available) has a carbon footprint (CO2 emissions per $m of revenue
generated) which is 30% below the general market as represented by the FTSE All
World Index. This index covers the world’s largest 3,000+ companies across 47
countries. It is proposed that this note is also placed on the Fund’s website (following
graphic design re-formatting) and shared with the Fund’s major employers.
7.

Finally, in terms of communications, officers and the Council’s communications team
have produced a draft media release which is attached as at Appendix C. Subject to
approval by the Committee, this will be released to all the usual local and relevant
national outlets and contacts.
Climate Risk Report Recommendations

8.

The Fund’s full Climate Risk Report, which was reviewed at the joint
Committee/Board training event on 17 July 2020, contained a significant number of
climate related recommendations. These are shown in full at Appendix D, together
with the Fund’s response.

9.

It is proposed that the Fund should accept all the recommendations in principle and
implement as many as it can immediately. This will involve the Committee approving
a number of policy statement/decisions as follows:








Agree that at least twice a year, agenda time at Pension Fund Committee
meetings is dedicated to the discussion of progress on climate strategy;
Agree at least one training session per year is dedicated to climate specific
issues;
Agree to produce a Climate Strategy document which will include a Climate
Stewardship plan, setting out how the Fund will manage and monitor its
identified climate risks. Progress will be reported to the Investment SubCommittee;
When the Fund’s Investment Strategy Statement and Responsible Investment
policy is updated in April 2021, include a formal statement of support for the
Paris Climate Agreement;
Conduct a Climate Risk Report once a year with a six month update in
between;
Publish a TCFD compliant report once a year from this point on.

10.

In addition, there are a small number of recommendations which cannot be
delivered in house at present, either due to lack of expertise/knowledge or lack of
resources. These are centred around monitoring the Fund’s equity and bond
managers to assess their activity regarding shareholder engagement and voting.

11.

For example, the Fund does not currently have processes in place to fully
implement the following recommendation:
‘Dialogue with and monitor listed equities managers using The Institutional Investors
Group on Climate Change’s (IIGC) framework in
"Addressing climate risks and opportunities in the investment process". This should
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include a review of how climate risks are managed in the investment process,
current sector positioning, the extent of engagement with companies ….and how
shareholder voting supports climate stewardship.’
12.

In respect of these and similar recommendations it is proposed that officers explore
options to access the appropriate level of external support and expertise to engage
and monitor external managers in a rigorous and systematic manner. This might
involve procuring the services of a stewardship, engagement and voting provider or
buying additional support from an existing partner. It is recommended that officers
explore options and estimated costs and report back to a future Investment SubCommittee.

13.

In addition, one recommendation suggests the Fund should ‘Consider adoption of a
Paris Alignment target in CPF’s Climate Strategy’ but warns that the Fund should
not ‘risk…. credibility in doing so’. A small number of LGPS funds have set climate
related targets with varying degrees of rigour.

14.

Climate targets can be set in many different ways e.g.





reduce the Fund’s carbon footprint to below a static historical baseline e.g. to
25% below its 2015 baseline, or
reference to an external moving baseline such as the FTSE All World index, or
adopt the broad 7% per annum reduction in carbon emissions needed to deliver
the 2 degrees centigrade scenario envisaged by the Paris Agreement, or
set a positive target for ‘green’ investments such as 10% of total fund assets
invested sustainability by 2025.

15.

All options have pros and cons and complexities with regard to definitions,
measurement and monitoring.

16.

If the Committee is minded to set a climate target or targets for the Fund, then it is
suggested that officers carefully assess various options for consideration by
Investment Sub-Committee. The key objective should be to set meaningful targets
underpinned by reliable and consistent carbon data sets.
Conclusion

17.

The publication of the Fund’s first TCFD compliant Climate Risk Report will
represent a major landmark in the Fund’s management of climate related
investment risk. The Fund will be one of the first LGPS funds in the country to
publish a TCFD report and the associated publicity material should encourage
interest in the report from fund members and other organisations.

18.

However, it is important to recognise that the report and its associated and more
detailed internal Climate Risk Report is merely the start of an ongoing process of
assessing, monitoring and reporting on climate risk for many years to come. It is
very unlikely that internal expertise and capacity exists to fulfil all ongoing future
climate risk requirements, and additional arrangements and resources will need to
be put in place to ensure effective delivery.
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Cheshire Pension Fund Climate-related Disclosures

August 2020

Report prepared in alignment with the
recommendations of the TCFD
Published by: Cheshire Pension Fund,
Cheshire West and Chester Council Offices, 4
Civic Way, Ellesmere Port,
CH65 0BE
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The Taskforce on Climate-related Financial Disclosures (TCFD) was commissioned in
storage).
those that failed to plan ahead.

2015 by Mark Carney in his remit as Chair of the Financial Stability Board. In 2017 the
TCFD released its recommendations for improved transparency by companies, asset
managers, asset owners, banks, and insurance companies with respect to how climateTable 3.1.1 Examples of transition and physical risks across asset classes. Source: completed by the IIGCC
related risks and opportunities are being managed. Official supporters of the TCFD total
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Environment Agency Pension Fund.
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and opportunities.
Figure 3.2.1 Core Elements of Recommended Climate-Related Financial Disclosures. Source: TCFD

Pillar

About

The Fund supports the TCFD recommendations as the optimal framework to describe and
communicate the steps the Fund is taking to manage climate-related risks and incorporate
climate risk management into investment processes. As a pension fund we are longterm investors and are diversified across asset classes, regions and sectors, making us
“universal owners”. It is in our interest that the market is able to effectively price climaterelated
risks and that policy makers are able to address market failure. We believe TCFDDRAFT, CONFIDENTIAL
aligned disclosure from asset owners, asset managers, and corporates, is in the best
interest of our beneficiaries.
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About this report
The Fund has received an in-depth review of the Fund’s climate risks under different
climate change scenarios across all asset classes from the Fund’s pooling company,
LGPS Central Ltd. The Fund is currently using the findings of this report to develop a
more detailed Climate Strategy and a Climate Stewardship Plan taking into account the
characteristics of the Pension Fund and the Fund’s policy of engaging with companies to
encourage the development of climate-resilient business strategies.
Ahead of the publication of the Climate Strategy, this Climate-related Disclosures report
describes the way in which climate-related risks are managed currently. The Fund will
update this report after the Climate Strategy has received approval from the Pension
Fund Committee.
In the interests of being transparent with the Fund’s beneficiaries and broader stakeholder
base, this report also discloses the results of some recent Carbon Risk Metrics Analysis
and Climate Scenario Analysis undertaken on the Fund’s assets. We expect to update our
Carbon Risk Metrics on an annual basis.
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Climate-related risks

Human activities are estimated to have caused approximately 1.0°C of global warming
above pre-industrial levels. Most of this warming has occurred in the past 35 years, with
the five warmest years on record taking place since 2010. Between the years 2006-2015,
the observed global mean surface temperature was 0.87°C higher than the average
over the 1850-1990 period. The overwhelming scientific consensus is that the observed
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change,
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transport.
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of global warming above pre-

3.0 Introduction and context

industrial levels. Most of this warming has occurred in the past 35 years, with the five warmest years
Figure 2 Graph showing Global Temperature Difference from 1951-80 average.
on recordSource:
taking NASA
place since 2010. Between the years 2006-2015, the observed global mean surface
temperature was 0.87°C higher than the average over the 1850-1990 period.

Figure 3.1.1 Graph showing Global Temperature Difference from 1951-80 average. Source: NASA
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fuel production and waste. The
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the built environment has also played
a pivotal role in raising GHG

Figure 3: Selected extracts from the Paris Agreement on climate change.
Source: UNFCCC.
Paris Agreement Article 2(1)a
Holding the increase in the global average temperature to well below 2°C above preindustrial levels and pursuing efforts to limit the temperature increase to 1.5°C above preindustrial levels, recognizing that this would significantly reduce the risks and impacts of
climate change;
Paris Agreement Article 2(1)c
Making finance flows consistent with a pathway towards low greenhouse gas emissions
and climate-resilient development.
Paris Agreement Article 4(1)
In order to achieve the long-term temperature goal set out in Article 2, Parties aim to
reach global peaking of greenhouse gas emissions as soon as possible, recognizing that
peaking will take longer for developing country Parties, and to undertake rapid reductions
thereafter in accordance with best available science, so as to achieve a balance between
anthropogenic emissions by sources and removals by sinks of greenhouse gases in
the second half of this century, on the basis of equity, and in the context of sustainable
development and efforts to eradicate poverty.

Given its contribution to global GHG emissions, the energy sector is expected to play a
significant role in the long-term decarbonisation of the economy. Figure 4 suggests that
in one climate scenario the proportion of coal, oil, and gas in the global power generation
mix will shrink to 31% of total by 2050. It is important to recognise however that not only
is the supply of energy expected to be a factor in global decarbonisation, but the demand
for energy plays a crucial role too. In addition, the behaviour of private and state-owned
energy companies (not commonly invested in by UK pension funds) is as important as
their publicly traded counterparts.
The issue faced by diversified investors (such as pension funds) is not limited to the oil &
gas and power generation sectors, but also to downstream sectors. Investors focussing
exclusively on primary energy suppliers could fail to identify material climate risks in other
sectors. Research suggests that the oil & gas sector is not homogeneous with regards to
climate risk: were climate policies to affect the oil price, those companies with assets lower
down the cost curve are less likely to be financially compromised by those companies
with higher cost assets. Investors that assume each fossil fuel company bears an equal
magnitude of climate-related risk could be led towards sub-optimal decision-making.
The Fund recognises that climate-related risks can be financially material and that the due
consideration of climate risk falls within the scope of the Fund’s fiduciary duty.
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2019, ArcelorMittal, cited high carbon prices in its announcement to close 3m tonnes of steel
production.
Technological advances and declines in the levelized cost of renewable energy, electric vehicles
(EVs), and batteries pose a threat to incumbent industries and demand for fossil fuels, the most
obvious
example being the potential for greater penetration of EVs to destroy demand for
Given the Fund’s long-dated liabilities and the timeframe in which climate risks could
traditional
cars
gasoline.
In one
scenario the
International
Energy
Agency
(IEA) has
materialise,
a and
holistic
approach
to climate
risk management
covering
all sectors
and
all relevant
estimated
that by
2030 EV stock would cut demand for oil products by 127 million tonnes of oil
asset classes
is warranted.
equivalent (about 2.5m barrels per day). There are obvious risks to investors spanning asset classes,
Figure and
4: The
Bloomberg
sectors,
value
chains. New Energy Outlook global power generation mix.
Source: BloombergNEF.
Figure 3.1.6: The Bloomberg New Energy Outlook global power generation mix. Source: BloombergNEF.

Physical risks have the potential to negatively affect returns to almost all sectors and asset classes.
Scientists forecast a rise in the number and $ cost of extreme weather events, including more severe
storms, wildfires and droughts. As exhibited by figure 3.1.6, there is already evidence of these events
materialising around the world. Such incidents are also accompanied by the acceleration of sea level
rise which is expected to create more frequent and acute flooding events. In addition, climate
change will put greater pressure on the availability of natural resources such as food and water. In a
recent report, Mercer project that in a scenario where climate change is kept to 2°C by 2100, the
estimated physical damages include an increase in average sea level of 50cm, an increase in annual
maximum daily temperature of 2.6°C and a 36% increase in the frequency of extreme rainfalls over
land.
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Governance

TCFD Recommended Disclosure
a) Describe the board’s oversight of climate-related risks and opportunities
Roles and responsibilities at the Fund are set out clearly in the Fund’s Governance Policy
Statement.
Overall responsibility for managing the Fund lies with the full Council of Cheshire West and
Chester Council (the Council) which has delegated the management and administration
of the Fund to the section 151 Officer. The Full Council reviews the discharge of its
responsibilities through the Council’s Audit and Governance Committee. The section 151
Officer is advised by the Pension Fund Committee and also takes appropriate advice from
the Council’s Head, the Fund Actuary and from the strategic Investment Advisor.
The Pension Fund Committee is responsible for approving the Fund’s Investment Strategy
Statement (ISS) and the Responsible Investment Policy. The ISS is subject to consultation
with beneficiaries as part of its annual review, and this year the focus of the consultation
was climate risk. The ISS recognises climate change as a financially material factor that
could affect the Fund’s level of funding risk. The Pension Fund Committee has therefore
resolved to adopt an evidence-based precautionary approach to climate change to monitor
and actively manage any identified risks. The Committee will in due course consider and
approve a specific Climate Strategy.
The Pension Fund Committee and the Investment Sub-Committee each meet quarterly, or
otherwise as necessary. The Investment Sub-Committee includes responsible investment
(which includes climate change) as a standing item on the Investment Sub-Committee
agendas, and investment managers’ quarterly performance reports are required to include
a specific briefing on responsible investment (including climate change as relevant). In July
2020 the Pension Fund Committee received a Climate Risk Report which will support the
formation of the Fund’s Climate Strategy.
The Local Pensions Board has an oversight role in ensuring the effective and efficient
governance and administration of the Fund, including securing compliance with the LGPS
Regulations and any other legislation relating to the governance and administration of
the Scheme.
In order to support good decision-making, the Fund applies the Myners Principles.
Disclosure against the Myners Principles is made annually (please see Appendix A of the
Fund’s Investment Strategy Statement). In addition, the Fund utilises the CIPFA/ Solace
“Delivering Good Governance Framework” (please see pp68-70 of the Fund’s Annual
Report). In 2018 the Fund commissioned an independent governance review from Barnett
Waddingham, which found that the pension fund worked well and there were no material
issues to be addressed.

Per the RI Policy, the Fund is committed to providing decision makers with appropriate
training, including specialised training on climate change. Training decision-makers is
supportive of Myners Principle 1, the CIPFA/ Solace “Delivering Good Governance”
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framework Principle 5, item G1 in the Fund’s Business Plan 2020-24 and the Fund’s Action
Plan 2020-21.
The Head of the Cheshire Pension Fund and the Finance and Investments Manager have

TCFD Recommended Disclosure

b) Describe management’s role in assessing and managing climate related risks
and opportunities
primary day-to-day responsibility for the way in which climate-related investment risks are
currently managed. As a primarily externally managed fund, the implementation of much
of the management of climate-related risk is delegated onwards to portfolio managers.
External portfolio managers are monitored on a regular basis by the Investment
Sub-Committee.
In 2020 the Fund Officers received a Climate Risk Report which will enable the
consideration of climate change within strategy setting, including asset allocation and
asset selection. Receipt of a Climate Risk Report is expected to occur annually.
As a diversified asset owner, the range of climate-related risks and opportunities are
Strategy

TCFD Recommended Disclosure
a) Describe the climate-related risks and opportunities the organisation has identified
over the short, medium and long term.
multifarious and constantly evolving. A subset of risk factors is presented in Table 1.
Table 1: Example Short, Medium & Long-Term Risks
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Short & Medium Term

Risks

Asset class

Long Term

Carbon prices
Technological change
Policy tightening
Consumer preferences

Resource scarcity
Extreme weather events
Sea level rise

Listed equities
Growth assets
Energy-intensive industry
Oil-dependent sovereign issuers
Carbon-intensive corporate issuers

Infrastructure
Property
Agriculture
Commodities
Insurance

Short-term risks include stock price movements resulting from increased regulation to
address climate change. Medium-term risks include policy and technology leading to
changes in consumer behaviour and therefore purchasing decisions – the uptake in
electric vehicles is an example of this. Long-term risks include physical damages to real
assets and resource availability. Examples would include increase sea level rise for coastal
infrastructure assets or supply chain impacts for companies as a result of severe weather
events.
The Fund has received a Climate Risk Report and will use its findings to develop a
Climate Strategy.

TCFD Recommended Disclosure
b) Describe the impact of climate-related risks and opportunities on the organisation’s
business, strategy and financial planning.
Although the Fund is diversified across asset classes, regions, and sectors, it is recognised
that climate risk is systemic and is unlikely to be eliminated through diversification alone.
Partly to reduce its climate-related risks, the Fund invested £500m in a multi-factor climate
fund in October 2019. While seeking exposure to five style factors, the fund tilts away
from companies that are carbon intensive or own fossil fuel reserves, and tilts towards
companies that generate green revenues. The Fund is exploring options to further embed
climate-related risks and opportunities into its investment strategy, including reviewing
potential investments in sustainable asset classes where this supports the Fund’s
investment and funding objectives.
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The Fund’s current approach to managing climate-related risks focusses on managing
financially material climate change factors, recognising the potential for fossil fuel assets
to be re-priced, engaging companies using SMART objectives (including that companies
develop a 1.5C-aligned business model), and exploration of opportunities in low carbon
assets. Progress on climate strategy is a clear goal for the Business Plan 2020-24 under
item F1, p26 and the Action Plan 2020-21. The RI Policy commits the Fund to considering,
where feasible, the impact of investment decisions on CPF’s carbon footprint.

TCFD Recommended Disclosure
c) Describe the resilience of the organisation’s strategy, taking into consideration
different climate-related scenarios, including a 2°C or lower scenario.
The Fund has engaged the expertise of an external contractor, Mercer LLC, to understand
the extent to which the Fund’s risk and return characteristics could come to be affected
by a set of plausible climate scenarios. This includes an estimation of the annual climaterelated impact on returns (at fund and asset-class level). All asset classes are included in
this analysis. The climate scenarios considered are 2°C, 3°C and 4°C.
According to the analysis summarised in Table 2, a 2°C scenario would not have a
significant impact on the Fund’s returns considering a timeline to 2030. A 3°C scenario is
modelled to have the same impact. The drivers of this result are the fund’s diversification
across asset classes which are modelled as performing differently in different climate
scenarios, and a large allocation to fixed income (UK Gilts and Multi-Asset Credit) which is
relatively insensitive to the different climate scenarios.
4°C of warming would, however, be a slight drag on the Fund’s annual returns, according
to the model used. The Fund is a supporter of the Paris Agreement on climate change. As
shown in Table 2, the model used suggests a Paris-aligned climate scenario would (for the
Fund) be financially superior to a 4°C scenario.
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Table 2: Annualised climate change impact on portfolio returns – to 2030 and 20501.

4⁰C

3⁰C

2⁰C

Scenario

Long Term

Estimated climate impact on returns

2030

0.00%

2050

-0.05%

2030

0.00%

2050

-0.02%

2030

-0.02%

2050

-0.04%

Translating Climate Scenario Analysis into an investment strategy is a challenge because
there is a wide range of plausible climate scenarios; the probability of any given scenario
is hard to determine, and; the best performing sectors and asset classes in a 2°C scenario
tend to be the worst performers in a 4°C and vice versa. Despite the challenges, the Fund
believes in seeking out the best available climate-related research in order to make its
portfolio as robust as possible.

1Extract above from Mercer Limited’s (Mercer) report “Climate Change Scenario Analysis” dated 30 June 2020 prepared for and issued to LGPS Central
Limited for the sole purpose of undertaking climate change scenario analysis for Cheshire Pension Fund. Other third parties may not rely on this
information without Mercer’s prior written permission. The findings and opinions expressed are the intellectual property of Mercer and are not intended
to convey any guarantees as to the future performance of the investment strategy. Information contained herein has been obtained from a range of third
party sources. Mercer makes no representations or warranties as to the accuracy of the information and is not responsible for the data supplied by any
third party.
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Risk Management

TCFD Recommended Disclosure
a) Describe the organisation’s process for identifying and assessing climaterelated risks.
The Fund seeks to identify and assesses climate-related risks at the total Fund level
and at the individual asset level. The Fund has received a Climate Risk Report which
includes both top-down and bottom-up analyses. The Fund recognises that the tools and
techniques for assessing climate-related risks in investment portfolios are an imperfect but
evolving discipline. The Fund aims to use the best available information to assess climaterelated threats to investment performance.
As far as possible climate risks are assessed in units of investment return, in order to
compare with other investment risk factors.
As a primarily externally-managed pension fund, the identification and assessment of
climate-related risks is also the responsibility of individual fund managers appointed by the
Fund. Existing fund managers are monitored on a regular basis.
Engagement activity is conducted with investee companies through selected stewardship
partners including LGPS Central, EOS at Federated Hermes, and LAPFF (see below). The
Fund is, based on a Climate Risk Report, devising a Climate Stewardship Plan in order to
focus engagement resources on the investments most relevant to the Fund.

TCFD Recommended Disclosure
b) Describe the organisation’s process for managing climate-related risks.
The prioritisation of risks is determined based on the level of perceived threat to the Fund
which, for climate-related risk, will likely depend on analyses including Climate Scenario
Analysis and Carbon Risk Metrics. The Fund’s approach to climate risk management will
be further developed in its forthcoming Climate Strategy.
Although the Fund’s Climate Strategy will involve more than just engagement and
shareholder voting, stewardship activities will remain an important aspect of the Fund’s
approach to managing climate risk. The Fund expects all investee companies to
manage material risks, including climate change, and the Fund believes that climate risk
management can be meaningfully improved through focussed stewardship activities
by investors.
The Fund supports the engagement objectives of the Climate Action 100+ initiative, viz.
that companies: adopt the appropriate governance structures to effectively manage climate
risk; decarbonise in line with the Paris Agreement, and; disclose effectively using the TCFD
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recommendations.
Either through its own membership or through LGPS Central’s membership, the Fund has
several engagement partners that engage investee companies on climate risk.
Table 3: The Fund’s Stewardship Partners

Organisation

Remit
The Fund is a 1/8th owner of
LGPS Central.
Climate change is one of LGPS Central’s
stewardship themes, with quarterly
progress reporting available on
the website.
The Responsible Investment Team at
LGPS Central engages companies on
CPF’s behalf, including via the Climate
Action 100+ initiative.

EOS at Federated Hermes is engaged by
LGPS Central to expand the scope of the
engagement programme, especially to
reach non-UK companies.
In 2019, EOS conducted engagements
on 238 climate change issues across its
company universe.

CPF is a long-standing member of the
Local Authority Pension Fund Forum
(LAPFF). LAPFF conducts engagements
with companies on behalf of local
authority pension funds.
In 2019 LAPFF conducted over 150
engagements on climate change.
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The instruction of shareholder voting opportunities is an important part of climate
stewardship. The Fund’s approach to shareholder voting is to appoint high quality
asset managers whose voting policies support the long-term economic objectives
of shareholders. Voting rights attached to securities in portfolios managed by LGPS
Central are instructed according to LGPS Central’s Voting Principles, to which the Fund
contributes during the annual review process. LGPS Central’s Voting Principles incorporate
climate change, for example by voting against companies that do not meet certain
thresholds in the Transition Pathway Initiative (TPI) scoring system. LGPS Central has cofiled shareholder resolutions that relate to climate change. LGPS Central recently co-filed
climate-related shareholder resolutions at the meetings of BP Plc, Barclays Plc,
and Citigroup.
The results of engagement and voting activities are reviewed by the Pension Fund
Committee and Investment Sub-Committee. LGPS Central’s activities are reported in
Quarterly Stewardship Reports which are available on the LGPS Central website.
Based on its Climate Risk Report, the Fund will develop a Climate Stewardship Plan
which, alongside the widescale engagement activity undertaken by LGPS Central, EOS at
Federated Hermes, and LAPFF, will include targeted engagement at investee companies
of particular significance to the Fund’s portfolio. Wherever feasible engagement objectives
will be SMART (Specific, Measurable, Actionable, Relevant and Time-bound) to enable the
Fund to adequately assess a company’s progress towards their net zero carbon target.
The Fund believes that all companies should align their business activities with the Paris
Agreement on climate change.
Figure 5: Sectors included in proposed Climate Stewardship Plan

Energy
Utilities
Industrials
Materials
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TCFD Recommended Disclosure
c) Describe how processes for identifying, assessing and managing climate-related
risks are integrated into the organisation’s overall risk management.
Both ‘mainstream’ risks and climate-related risks are discussed by the Pension Committee
and Investment Sub-Committee. While specific macro-economic risks are not usually
included in isolation, the Fund is considering the inclusion of climate risk on the Fund’s
Risk Register.
Climate risk is further managed through the Fund’s Climate Stewardship Plan.
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Metrics and Targets

TCFD Recommended Disclosure
a) Disclose the metrics used by the organisation to assess climate-related risks and
opportunities in line with its strategy and risk management process.
The Fund has recently received a report from LGPS Central Limited on carbon risk metrics
for its listed equities portfolios. An attempt was made to assess corporate fixed income
portfolios, but the coverage of fixed income portfolios - i.e. the proportion of securities in
the portfolios which report their GHG emissions data, or for which a reasonable estimation
can be made – is extremely low (ranging between 12% and 36%). The poor availability of
data in asset classes other than listed equities prevents a more complete analysis at
this time. The Fund is keen for this to change and will encourage the Fund’s investment
managers and the companies in which they hold bonds to improve their carbon reporting
as quickly as possible.
The carbon risk metrics analysis include:
•
•
•
•
•

portfolio carbon footprints2
weight of portfolios invested in companies with fossil fuel reserves
weight of portfolios invested in companies with thermal coal reserves
weight of portfolios invested in companies whose products and services include
clean technology
metrics assessing the management of climate risk by portfolio companies

Carbon risk metrics aid the Fund in assessing the potential climate-related risks to which
the Fund is exposed, and identifying areas for further risk management, including company
engagement and fund manager monitoring. The Fund additionally monitors stewardship
data (see above).
In considering its carbon risk metrics, the Fund remains aware of the limitations of the
available metrics and the underlying datasets. There are certain data gaps caused by
companies failing to report GHG data, or by companies reporting unreliable GHG data.
In such cases the GHG data must be estimated, and different suppliers of GHG datasets
might have different methodologies for making such estimations, leading to potentially
different values for the same company or portfolio of companies. The results should,
therefore, be treated with some degree of caution. Despite the potential pitfalls, the Fund
has resolved to integrate the consideration of carbon risk metrics within the Fund’s overall
framework of risk management, whilst remaining conscious that the results are primarily
useful in enabling the Fund to reach broad conclusions, to enable risk management
measures to be prioritised and to enable broad direction of travel and progress to
be assessed.

2

Following TCFD guidance we use weighted average portfolio carbon footprints.
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TCFD Recommended Disclosure
b) Disclose Scope 1, Scope 2, and if appropriate, Scope 3 greenhouse gas (GHG)
emissions, and the related risks. TCFD Guidance: Asset owners should provide the
weighted average carbon intensity, where data are available or can be reasonably
estimated, for each fund or investment strategy.
In line with the TCFD guidance and following receipt of a report from LGPS Central Limited
we provide below the carbon footprints of our equity portfolio3:
Table 4: Carbon risk metrics for the equity portfolio4
Portfolio
Carbon Footprint

Portfolio
Name

Benchmark

Total
Equities

Weight in Fossil Fuel
Reserves

% Diff

Weight in Thermal
Coal Reserves

PF

BM

% Diff

Weight in Clean
Technology

PF

BM

% Diff

PF

BM

PF

BM

% Diff

FTSE All
World

129.2

185.5

-30.3%

5.35%

7.91%

-2.56% 1.62% 2.66% -1.03% 33.94% 33.39%

0.55%

Total
Active
Equities

FTSE All
World

77.61

185.5

-58.2%

3.39%

7.91%

-4.53% 1.33% 2.66% -1.32% 29.97% 33.39%

-3.42%

Total
Passive
&
Factorbased
Equities

Blended
Passive
Benchmark

194.23 256.75 -24.4%

7.86%

8.98%

-1.12% 2.00% 2.61% -0.61% 39.35% 38.51%

0.84%

The Fund’s Total Equities portfolio is c30% more carbon efficient than the FTSE All World
index. This means that, on average, for every $m of economic output companies produce,
the Fund’s investee companies emit 30% fewer GHG emissions than the companies in
the index. The report received from LGPS Central Limited shows that both the Active
Equity portfolio and the Passive & Factor-based Equities portfolio are more carbon
efficient than their respective benchmarks. Within these broad portfolios, every individual
underlying equity strategy bar one (the strategy tracking the FTSE RAFI 3000 index) has a
portfolio carbon footprint lower than the FTSE All World index. In addition, both the Active
Equity portfolio and the Passive & Factor-based Equities portfolio have lower weights in
companies with fossil fuel reserves and thermal coal reserves than their benchmarks (c.f.
Table 4).
3 Analysis undertaken on the listed equities portfolios with holdings data as of 31 December 2019 unless otherwise stated. The information in Table 4 was
provided to the Fund in a report authored by LGPS Central Limited. In LGPS Central Limited’s report, the Total Equities portfolio comprises the Total Active
Equities and the Total Passive and Factor-Based Equities portfolios weighted according to their size in GBP. The Total Active Equities portfolio contains two
underlying portfolios managed for the Fund by Baillie Gifford and one multi-manager portfolio managed by LGPS Central, and the results are presented
next to the FTSE All World Index for comparative purposes. The Total Passive and Factor-Based Equities portfolio contains one index-based strategy
managed by LGIM, and one by LGPS Central, and the results are presented next to a blended benchmark (a pro-rata composition of the FTSE All World
Index and the FTSE All World Multi-Factor Index) for comparative purposes.
4 Certain information © 2020 MSCI ESG Research LLC. Reproduced by permission.
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Figures 6, 7 and 8 show how the carbon risk metrics have improved since the Fund
decided in October 2019 to invest £500m in a multi-factor climate portfolio. This portfolio
seeks exposure to five style factors, while tilting away from companies that are carbon
intensive or own fossil fuel reserves, and tilting towards companies that generate green
revenues. This investment caused the Fund’s portfolio carbon footprint to decrease (Fig 6),
the weight in clean technology to increase (Fig 7), and an improvement in the metrics that
assess portfolio companies’ management of climate risk (Fig 8).

Total Equities
December

129.2

Total Equities
September

133.2

185.5

193.1
0

50

150

100

200

250

Carbon Footprint (tCO2e/$M revenue)
Portfolio Carbon Footprint

FTSE All World

Figure 6: Portfolio carbon footprint, Total Equities portfolio, September 2019 vs December 20195
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Figure 7: Weight in companies with clean technology, Total Equities portfolio, September 2019 vs
December 20196

Certain information ©2020 MSCI ESG Research LLC. Reproduced by permission.
Certain information ©2020 MSCI ESG Research LLC. Reproduced by permission.
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24.6%

50%
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Figure 8: Carbon risk management, Total Equities portfolio, September 2019 vs December 20197

Whilst the Fund’s carbon risk metrics results show the Fund already ‘outperforms’
its benchmarks, the Fund is proactively exploring ways to further embed climate risk
management in its investment decision making. The Fund expects to update its carbon risk
metrics data on an annual basis.

TCFD Recommended Disclosure
c) Describe the targets used by the organisation to manage climate-related risks and
opportunities and performance against targets.
The ability for diversified investors (such as pension funds) to set meaningful climate
targets is inhibited by the paucity in credible methodologies and data currently available.
Like most investors, the Fund is supportive of the development of target-setting
methodologies, and of the increasing completeness of carbon datasets. The Fund wishes
to set meaningful and challenging climate targets for its investment portfolio and work is
underway to assess options within the limitations of currently available data.
Certain information ©2020 MSCI ESG Research LLC. Reproduced by permission.

7
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Appendix 1
TCFD Recommendations for Asset Owners (source: TCFD)

Governance
Recommended Disclosure (a) Describe the board’s oversight of climate-related risks
and opportunities.
Recommended Disclosure (b) Describe management’s role in assessing and
managing climate-related risks and opportunities.

Strategy
Recommended Disclosure (a) Describe the climate-related risks and opportunities
the organisation has identified over the short, medium, and long term.
Recommended Disclosure (b) Describe the impact of climate-related risks and
opportunities on the organisation’s businesses, strategy, and financial planning.
Recommended Disclosure (c) Describe the resilience of the organisation’s strategy,
taking into consideration different climate-related scenarios, including a 2°C or
lower scenario.

Risk Management
Recommended Disclosure (a) Describe the organisation’s processes for identifying
and assessing climate-related risks.
Recommended Disclosure (b) Describe the organisation’s processes for managing
climate-related risks.
Recommended Disclosure (c) Describe how processes for identifying, assessing, and
managing climate-related risks are integrated into the organisation’s overall
risk management.

Metrics and Targets
Recommended Disclosure (a) Disclose the metrics used by the organisation to
assess climate-related risks and opportunities in line with its strategy and risk
management process.
Recommended Disclosure (b) Disclose Scope 1, Scope 2, and, if appropriate, Scope
3 greenhouse gas (GHG) emissions, and the related risks.
Recommended Disclosure (c) Describe the targets used by the organisation to
manage climate-related risks and opportunities and performance against targets.
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Appendix 2: Important Information
Extract above from Mercer Limited’s (Mercer) report “Climate Change Scenario Analysis”
dated 30 June 2020 prepared for and issued to LGPS Central Limited for the sole purpose
of undertaking climate change scenario analysis for Cheshire Pension Fund. Other
third parties may not rely on this information without Mercer’s prior written permission.
The findings and opinions expressed are the intellectual property of Mercer and are
not intended to convey any guarantees as to the future performance of the investment
strategy. Information contained herein has been obtained from a range of third party
sources. Mercer makes no representations or warranties as to the accuracy of the
information and is not responsible for the data supplied by any third party.
The following notices relate to Table 4, and to Figures 6, 7 and 8 (above), which are
produced for the Fund by LGPS Central Limited based on a product licensed by MSCI
ESG Research LLC. This report confers no suggestion or representation of any affiliation,
endorsement or sponsorship between LGPS Central and MSCI ESG Research LLC.
Additionally:
Although LGPS Central’s information providers, including without limitation, MSCI ESG
Research LLC and its affiliates (the “ESG Parties”), obtain information (the “Information”)
from sources they consider reliable, none of the ESG Parties warrants or guarantees
the originality, accuracy and/or completeness, of any data herein and expressly disclaim
all express or implied warranties, including those of merchantability and fitness for a
particular purpose. The Information may only be used for your internal use, may not
be reproduced or redisseminated in any form and may not be used as a basis for, or a
component of, any financial instruments or products or indices. Further, none of the
Information can in and of itself be used to determine which securities to buy or sell or
when to buy or sell them. None of the ESG Parties shall have any liability for any errors
or omissions in connection with any data herein, or any liability for any direct, indirect,
special, punitive, consequential or any other damages (including lost profits) even if
notified of the possibility of such damages.
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CLIMATE RISK REPORT – KEY POINTS
1.

The Task Force on Climate-related Financial Disclosures (TCFD), set up in 2017,
provides a blueprint for climate reporting which represents best practise in the
investment industry. Adopting the TCFD recommendations enables both companies
and investors to disclose their climate related information in a consistent and
standardised format. The Cheshire Pension Fund will be publishing its first TCFD
report in September and in doing so will become one of the first LGPS funds in the
country to do so.

2.

The publication of the Cheshire Fund’s TCFD report follows an independent, in
depth review of the climate risks of the Fund’s investment portfolio. It will be
followed by the publication of a climate strategy and a climate stewardship plan.

3.

The review of the Cheshire Fund’s publicly listed investment assets revealed that
the carbon footprint (CO2 emissions per $m of revenue generated) of the Fund’s
equity portfolio is 30% below the general market as represented by the FTSE All
World Index. This index covers the world’s largest 3,000+ companies across 47
countries. In addition, the Fund has less exposure to companies with fossil fuel
reserves and to those exploiting coal reserves than the general index. The survey
also revealed the Fund has more investments with companies who use clean
technology than the general market.

4.

The Cheshire Pension Fund currently invests in five different equity funds and all
except one have a lower carbon footprint than the general market index. The one
fund with a higher carbon footprint will now be reviewed to identify potential
alternative investment funds.

5.

The review also concluded that the Fund’s carbon footprint and other carbon
metrics had improved since the Fund took the decision to invest over £500 million in
a new climate factor fund in October 2019.

6.

The review could not draw any firm conclusions regarding the carbon footprint of the
Fund’s bonds portfolio as the general poor availability of carbon metrics in this asset
class hampered efforts to benchmark the fund in this sector. However, the Fund,
along with other like-minded investors is encouraging investment managers and
companies to improve their carbon reporting and will challenge companies who
don’t comply with the TCFD.

7.

The TCFD report also considers the risk and return characteristics of the Cheshire
Fund’s investment portfolio under various climate scenarios including an increase in
global temperatures of 2, 3 and 4 degrees centigrade. Under all scenarios the
review found there would be a minimal impact on the expected annual investment
returns for the Fund projected to 2050. This is because the Fund has an extremely
well diversified investment portfolio with a large allocation to government debt and
fixed income, the asset classes which are the most resilient and which are least
affected by climate related risks.
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8.

Although the Fund is pleased that its first TCFD report has revealed a low level of
climate risk, the Fund wishes to reduce its level of climate exposure further and will
review its investment portfolio to examine how this can be achieved. The next steps
will involve the production of a Climate Strategy and a Climate Stewardship Plan
which will set out particular sector and company level climate risks that the Fund
wishes to address.
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CHESHIRE PENSION FUND – CLIMATE RISK REPORT DRAFT MEDIA RELEASE
Pension Fund reveals its carbon footprint
A local pension fund has become one of the first in the country to report on the carbon footprint of
its £6 billion investment portfolio.
Cheshire Pension Fund has published its Climate Risk Report, which reveals that the carbon
footprint of its equity investments is 30% below the general market, represented by the FTSE All
World Index which covers more than 3,000 companies in 47 countries.
The Fund is the pension scheme for more than 100,000 members across 300 employers, including
Cheshire West and Chester, Cheshire East, Halton and Warrington councils, Cheshire Police and
Cheshire Fire and Rescue Service and a range of other employers in Cheshire. The Fund is
administered by Cheshire West and Chester Council.
Cllr Myles Hogg, Chairman of the Cheshire Pension Fund, said: “The report confirms that the
Cheshire Pension Fund has a good baseline from which to manage the risk presented to its
investment portfolio from climate change. Our priority remains our financial duty to pay the
pensions of our 100,000 members and to do this we need to ensure the assets of the fund are well
diversified and resilient when faced with the impact of climate change”
“The Fund has previously invested over £500m in a pioneering Climate Change Factor Fund and
the report confirms that this decision has helped reduce the carbon emissions from our investment
portfolio. We understand that climate change is an important issue for our employers and
members, so it is reassuring to see the difference this investment has already made to our carbon
footprint.
The Fund will continue to explore what additional steps it can take to reduce investment risk
through further reductions in its carbon footprint.”
The new report published by the Cheshire Pension Fund follows recommendations of the Task
Force on Climate-related Financial Disclosures (TCFD), a blueprint for climate reporting which
represents best practice in the investment industry.
Its publication follows an independent and in-depth review of the climate risks of the Fund’s
investment portfolio.
The report shows that the Fund has less exposure to companies with fossil fuel reserves and those
exploiting coal reserves than the general market and reveals that it has more investment with
companies who use clean technology than the general market.
The Fund invests in five different equity funds and all except one have a lower carbon footprint
than the general market index. The one fund with a higher carbon footprint will now be reviewed to
identify potential alternative investment funds.
The publication of the report will be followed by the publication of a climate strategy and climate
stewardship plan.
For more information and to see the report visit: http://www.cheshirepensionfund.org/
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CHESHIRE PENSION FUND CLIMATE RISK REPORT SUMMARY OF
RECOMMENDATIONS
Recommendations
Governance
Schedule agenda time at Pension Fund
Committee meetings twice per year for
discussion of progress on climate strategy
Schedule one training session on general
Responsible Investment (RI) matters and
one climate-specific training per year
Update the Governance policy statement
to explain how climate risks are governed
Investment sub-committee could focus on
reviewing voting decisions at ‘material’
companies
Include in the next independent
governance assessment a review of
climate governance
Develop a Climate Strategy. This should
be consistent with the Task Force on
Climate-related Financial Disclosures
(TCFD) recommendations and include a
Climate Stewardship Plan, monitored
regularly by either the Pensions Fund
Committee or Investment Sub-Committee
Include a note on climate risk in
Investment Sub-Committee reports when
recommending investment decisions
Include a formal ‘Investment Belief on
climate change’ in the Investment Strategy
Statement (ISS)
Join collaborations of like-minded
institutional investors to collectively lobby
for Paris-aligned climate policies
Consider offering public support for the
Paris Agreement
Consider adoption of a Paris Alignment
target in CPF’s Climate Strategy, but do
not risk the Fund’s credibility in doing so
Include climate risk on the CPF’s Risk
Register
Make clear the roles of key governance
committees in the ISS and RI Policy

CPF Response
Committee to agree.
Committee to agree.
To be updated for 2021 Annual Report
Agreed in principle though additional
resources, external assistance may be
required. Issue and options to be
refined and approved by Investment
Sub-Committee
Agreed for next assessment
Agreed. To be produced by the end of
2020. The Climate Strategy will be
approved by the Committee prior to
publication. Resource implication in
implementing and monitoring properly
Already in place. All investment
decisions already have this
consideration included
Agreed. Belief is already articulated in
the Fund’s Responsible Investment
policy and can be replicated in the ISS
Committee to consider. Likely to be via
LGPS Central. Likely additional
resources or external help required to
deliver properly.
Committee to consider
Committee to consider but need to
demonstrate effective delivery
Agreed with immediate effect
This is already set out in the Fund’s
Governance document and will be
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Recommendations
Publicly support the TCFD and adopt its
recommendations for CPF's Climate
Disclosure
Report progress in the next Climate Risk
Report, with a six-month update in
between
Report annually on progress on climate
risk using the TCFD framework. If feasible,
consider importing this as a target in CPF's
Climate Strategy
Investment Portfolio
Explore the potential for additional
allocations to Global Sustainable Equities,
Infrastructure, Low Carbon Equities and
Green Bonds, if evidence suggests there
could be asymmetrical return profiles (i.e.
with expected relative upside in a 2ºC
scenario and no meaningful relative
downside)
Review options for adding climate tilts to
the LGIM FTSE RAFI All World 3000
portfolio
Dialogue with and monitor listed equities
managers using The Institutional Investors
Group on Climate Change's (IIGCC )
framework in "Addressing climate risks
and opportunities in the investment
process". This should include a review of
how climate risks are managed in the
investment process, current sector
positioning, the extent of engagement with
companies highlighted in section 4.4 of the
full version of the Cheshire Climate Risk
Report, and how shareholder voting
supports climate stewardship
Engage Janus Henderson, M&G and
Bluebay on their approach to assessing
climate risk within their portfolio in the
absence of reported greenhouse gas
emissions data
Ask the managers’ for their investment
thesis and engagement activity on the
most carbon intensive issuers of bonds
Discuss the managers' scope for including

CPF Response
referenced in the ISS
Committee to consider
Agreed in principle but resource
considerations
Agreed in principle but resource
considerations

Some already in hand e.g. building
towards 5% allocation to infrastructure.
Others will be considered as part of the
rolling asset class by asset class review
of the Fund’s portfolio

Research work already underway.
Committee will consider options as part
of the review of the equity portfolio
scheduled for January to March 2021
Agreed in principle but resource
considerations on how to engage
actively and with sufficient level of
expertise

Agreed in principle but resource
considerations on how to engage
actively and with sufficient level of
expertise
Agreed in principle but resource
considerations on how to engage
actively and with sufficient level of
expertise
Agreed
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Recommendations
green bonds
Prioritise the most material / strategic real
assets investment manager exposure for
dialogue on climate risk. Consider using
the recent IIGCC guide for this endeavour
Encourage real assets managers to
participate in Global Real Estate
Sustainability Benchmark (GRESB)
Engage the companies highlighted in the
Climate Stewardship Plan through
selected stewardship partners

CPF Response
Agreed in principle but resource
considerations on how to engage
actively and with sufficient level of
expertise
Discussions will be opened with the
Fund’s appointed property managers

Agreed in principle but resource
considerations on how to engage
actively and with sufficient level of
expertise
Seek through company engagement and
Agreed in principle but resource
voting to reduce the amount of corporate
considerations on how to engage
lobbying that undermines the Paris
actively and with sufficient level of
Agreement
expertise
Repeat Carbon Risk Metrics analysis
Agreed and will be commissioned via
annually
LGPS Central. Additional costs of
approx. £7,000 pa will need to be
incorporated with the Pensions budget
Repeat Climate Scenario Analysis every 2- Agreed and will be commissioned via
3 years
LGPS Central. Additional costs of
approx. £7,000 pa will need to be
incorporated within the Fund’s budget
Support through LGPS Central or
Agreed in principle but resource
otherwise the IIGCC's development of a
considerations will need to be
methodology to verify a pension fund's
addressed
alignment with the Paris agreement
Contracting
Include in the tendering specifications for
Agreed. Current Investment
the Strategic Investment Advisor and the
Consultancy contract is due for renewal
Fund actuary the requirement to provide
so revised specification can be
strategic climate advice
incorporated as part of this
Communications
Integrate communications on climate risk
Agreed for next refresh of
into communications strategy
communications strategy
Include a summary of the Climate Risk
Agreed for 2021 Annual Report
Report in the Annual Report
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