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The Pension Schemes Act 2021 

Initially, trustees of schemes with at least £5bn of net assets (i.e. excluding bulk and individual annuity 
contracts) on the first scheme year end date on or after 1 March 2020 and all sizes of authorised 
master trusts and collective defined contribution schemes must comply from 1 October 2021 (or 
if later the date the scheme obtains authorisation or audited scheme accounts). For schemes with 
at least £1bn of net assets at the scheme year end on or after 1 March 2021, the relevant date is 1 
October 2022. 

Smaller schemes are not affected yet, but the position will be reviewed in 2023. Trustees of smaller 
schemes should start thinking now about what they will need to do.

Which schemes are covered by the new requirements?

Once a scheme is within scope the trustees must produce and publish their Task Force for Climate-
related Financial Disclosures (TCFD) report covering the new requirements within seven months of 
the scheme year end.   

Trustees will need to show in the TCFD report that they have established and maintained:

• on an ongoing basis, oversight of the climate-related risks and opportunities relevant to the 
scheme; and 

• processes for the purpose of being satisfied that any third parties are assessing and managing 
climate-related risks and opportunities.

What changes to governance are required?

CLIMATE CHANGE

In this update we are focusing on what trustees of schemes caught by the climate change requirements 
will need to do under the Pension Schemes Act 2021 and the draft Occupational Pension Schemes 
(Climate Change Governance and Reporting) Regulations 2021. Although the regulations are in 
draft form, we do not anticipate them being changed. The regulations will require trustees to put in 
place measures in a variety of areas.  

What are the new legal requirements on climate change? 
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Trustees need to identify and assess, on an ongoing basis, the impact of climate-related risks and 
opportunities on the scheme's investment strategy and for DB schemes their funding strategy, over 
the short, medium and long term. The TCFD report must describe what the scheme's short, medium 
and long term periods are and the identified risks and opportunities.

For DB schemes this will include the impact of climate change on employer covenant, bearing in 
mind that climate change issues are not just confined to companies with obvious climate related 
risks like mining and oil companies, but pervade all sectors and almost all employers.    

What investment strategy implications do trustees need to consider? 

In short, yes. Trustees must: 

• undertake scenario analysis which must be carried out in the first year the climate change 
requirements apply and then at least every three years. In the intervening years, trustees must 
review whether or not they should refresh their analysis. Trustees will need to take into account 
statutory guidance and either carry out a fresh scenario or in their TCFD report say why they 
have not done so; 

• in so far as they are able to undertake scenario analysis assessing the impact on the scheme's 
assets and liabilities and the resilience of the scheme's investment strategy.  For DB schemes, 
trustees must also cover the funding strategy. At least two scenarios need to be developed and 
one of those should correspond to a global average temperature rise of between 1.5 and 20C.

The TCFD report must describe the most recent scenarios and their impact. 

Is Scenario Analysis needed?

The new requirements mean that trustees will need to:

• establish and maintain, on an ongoing basis, a process for identifying, assessing, and effectively 
managing climate-related risks; and 

• ensure the risks are integrated into the scheme's overall risk management. 

The TCFD report must describe the processes and integration into overall risk management. 

What are the key risk management issues?
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Trustees need to consider the climate change metrics for measurement purposes and select and 
calculate:

• so far as they are able to, one 'absolute emissions' and one 'emissions intensity' metric of the 
scheme assets measuring greenhouse gases; and 

• one additional metric. Draft guidance suggests a range of measures such as implied temperature 
rise, or climate value at risk measure can be used.

These selections will not be static and the metrics will need to be reviewed from time to time as 
appropriate for the scheme. The TCFD report must describe the metrics that have been calculated, 
and if the trustees have been unable to obtain data, the reasons for this. 

What are the key metrics? 

The regulations provide for trustees to set non-binding targets for at least one of the scheme's 
metrics. On an annual basis, so far as they are able to, trustees must measure performance against 
the target and decide whether to retain or replace the target. The TCFD report must describe the 
target(s) and their performance. 

What about setting targets?

Trustees must have an appropriate degree of knowledge and understanding of the principles 
relating to identifying, assessing and managing climate change risks to be able to comply with the 
requirements. There are also likely to be requirements for trustees to check the capability of their 
advisers as well.

Trustees of smaller schemes can start developing their knowledge now so that they are well placed 
to comply when the requirements do apply to them.

Are there changes to Trustee Knowledge and Understanding? 
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The key points to note are:

• the TCFD report must be published on a publicly available website and signed by the Chair 
(signature does not need to be published);

• scheme annual report must also reference the TCFD report and its web location; 

• members must be told either:

• through annual benefit statements; or 

• for DB schemes, in the scheme funding statement,

that the TCFD report has been published and where it can be found.  Where the annual benefit 
statement is issued in advance of the TCFD report for that year, members should be directed to 
the most recent TCFD report, or in the first year, where the report will be published;

• the Regulator must be informed of the TCFD web address via the annual scheme return. Where 
trustees have not yet published their first report, they must inform the Regulator whether the 
period for doing so has ended. 

What disclosures would be in line with TCFD recommendations? 

The consequences of not complying with the new requirements are:

• the Regulator can issue compliance notices requiring a person to take certain actions to comply. 
This is wider than just trustees. Third parties can be required to act too;

• failure to publish TCFD report carries a mandatory minimum penalty of £2,500;

• the Regulator has a discretionary power to issue a penalty (maximum of £5,000 for individual 
trustees and £50,000 for corporate trustees) where the Regulator deems the TCFD report to 
be inadequate in meeting the regulations’ requirements; and

• failure to inform members of the TCFD reports would be covered under the existing penalty 
regime in the Disclosure Regulations (maximum of £5,000 for individual trustees and £50,000 
for corporate trustees).

What are the penalties for not complying?
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Consultation on these requirements closed in March 2021. The Government response is not yet out 
but it is felt that material change to the requirements is unlikely.  

The draft regulations are due to come into force on 1 October 2021.

Guidance from The Pensions Climate Risk Industry Group – Aligning your Pension Scheme with 
TCFD Recommendations was issued in January.

The overall feeling from Government is that schemes largely have the materials to be able to comply 
with the new requirements.

What is the current legal position?
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