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Introduction

Introduction
This climate-related disclosure report has been prepared by the Trustee of the 
Standard Life Staff Pension Scheme (the ‘Trustee’ and the ‘Scheme’ respectively) 
in line with the recommendations of the Task Force on Climate-related Financial 
Disclosures (“TCFD”). 

The Trustee recognises that climate change presents both risks and opportunities 
to the Scheme. This report provides an overview of the governance framework, 
strategy, risk management and metrics and targets used by the Trustee to identify, 
assess and monitor the risks and opportunities associated with climate change on 
the investment and funding strategies of the Scheme.

The Trustee has the fiduciary duty of acting in the best interests of members 
including considering all factors which could have an impact on the risk profile 
and sustainability of returns over time. The Scheme faces a number of risks that 
require consideration proportionate to the magnitude of each. Climate change 
is one such risk. The Trustee recognises the financial materiality of the risks 
and opportunities associated with both climate change itself and the necessary 
transition. Therefore, it has taken action and continues to take action to prepare 
the Scheme.

This report has been split into four distinct sections in line with the four pillars of 
the TCFD recommendations set out opposite.

Governance The governance processes established by the Trustee to 
maintain oversight of relevant climate-related risks and 
opportunities.

Strategy The Trustee’s assessment of the resilience of the 
Scheme’s investment strategies and in the case of the 
Defined Benefit Section, funding strategy to climate 
risks over appropriate short, medium and long term time 
horizons. This section includes the output of scenario 
analysis undertaken.

Risk  
Management 

How the Trustee has integrated processes to identify, 
assess and manage relevant climate related risks into the 
Scheme’s integrated risk management framework. This 
section includes a summary of the key climate related 
risks identified by the Trustee.

Metrics &  
Targets  

Discloses key climate-related metrics for the Scheme’s 
investment portfolios and details targets set by the 
Trustee.

As at 31 December 2021 the Scheme comprised of a Defined Benefit Section (“DB 
Section”) with assets valued at £5.3bn and a Defined Contribution Section (“DC 
Section”) with assets valued at £154m. The Governance and Risk Management 
activities are carried out for the Scheme as a whole.  The Strategy and Metrics & 
Targets activities are carried out and reported on separately for the DB and DC 
Sections.
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Introduction

Executive summary
Climate change poses an existential threat to our world and a whole-economy 
transition is required to limit global temperature increases. This report focuses 
on climate-related risks and opportunities and sets climate risk in the context 
appropriate for the Scheme.

Governance

The Trustee has put in a place a governance framework to manage risk, 
including climate risk, through specialist committees and support from 
external advisers. 

Governance policy – the governance policy set by the Trustee provides clear 
documentation of the processes for maintaining effective oversight of climate-
related risks. 

Committees – the policy also sets out the roles and responsibilities of each 
Committee, which then reports into the Trustee Board.

External advisers – the Trustee is supported by suitably qualified external 
advisers to assist in the identification of risks and opportunities.

Training and reviews –  regular training sessions are held to upskill the 
Trustee to ensure adequate knowledge and understanding of the topic. 
Annual reviews of advisers ensure appropriate support for the Trustee. 

Further details can be found on pages 7-11.

Strategy

The Trustee recognises that climate change poses both risks and opportunities 
to both Sections of the Scheme. To consider the potential impact of these risks, 
the Trustee has modelled how the Scheme would be expected to perform under 
several climate change scenarios.

DB Section – the scenario analysis conducted for the DB Section shows that the 
impact of climate change would be minimal on the funding level at c. 0.3% of 
total DB assets as at 31 December 2021. This is driven by the low-risk approach 
taken to investment and the strong funding level of the DB Section. The assets 
held in this low-risk strategy, particularly the large allocation to UK government 
bonds, resulted in c. 13% of total DB assets (as at 30 September 2021) being 
included in the analysis due to lack of available methodology. 

The Trustee intends to improve this but, through a qualitative and quantitative 
assessment of climate risks, has concluded that the DB Section’s investment 
and funding strategies are resilient to climate change. 

DC Section – the analysis focussed on the default investment strategy, which 
accounts for most of the DC members and assets. It estimated that, if the worst 
of the scenarios were to be realised, those in the growth phase would see a 
return 0.8% p.a. lower over the long term, compared to what would be expected 
under the best-case scenario.

Further details of the approach taken to assessing strategy risk are included in 
the body of the report, pages 12-36.

The Trustee has considered these risks across a number of different metrics for both 
the DB and DC Sections of the Scheme. The investment strategies of the DB and DC 
Sections are different in order to meet their different objectives and, in some areas, 
the analysis summarised in this report has yielded different results.

Each of the four main areas to be addressed as prescribed by legislation are as folllows:
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Introduction

Executive summary

Risk Management

The Trustee has identified the key climate 
risks in a risk register that also details which 
particular committee is responsible for the 
monitoring of the specific risk. 

The Trustee undertakes ongoing monitoring of 
these risks and, using scenario analysis, is able 
to quantify the risks that the Scheme is exposed 
to across DB and DC Sections. 

Engagement and shareholder voting are 
part of the Scheme’s approach to managing 
climate risk . The Scheme’s stewardship and 
engagement policies within the Statement of 
Investment Principles reflect the Scheme’s 
strategy to engage with its investee companies 
and other key stakeholders. 

Further details can be found on pages 37-40.

Metrics and Targets

To inform the Trustee’s understanding of climate-related risks and opportunities, it has introduced several 
relevant metrics for ongoing review:

DB Section DC Section
Total assets at 31 December 2021 £5,300m £154m
Percentage of assets covered 88% 40%* (default investment strategy only)
Total greenhouse-gas (GHG) emissions 1,252,639 tonnes 6,294 tonnes
GHG per £1m invested 245 tonnes 188 tonnes
Data coverage
Scope 1&2 | Scope 3 85% | 0% 56% | 0%

Across the Scheme, government bonds were the greatest contributor to emissions. However, the large 
investment in UK government bonds within the DB Section is held to match the liabilities, reducing other risks 
faced by the DB Section, and therefore the associated level of climate risk is accepted. 

The Trustee has set a target to reduce the carbon intensity of its real estate investments in the DB Section by 
50% by 2030. The target for the DC Section is to improve data coverage to 90% and 50% (for Scopes 1&2 and 
Scope 3 respectively) by 2030. Further details can be found on pages 41-55.

In summary, the Trustee believes the Scheme is in a robust position to manage the risks and opportunities presented by climate change.

As set out in this report, the DB Section of the Scheme is well-funded and is expected to remain so when considering different climate scenarios. The DC Section necessarily 
takes more risk in its investment strategy to grow members’ savings and deliver good retirement outcomes, which means that it has a greater exposure to climate-related 
financial risks. 

Across the Scheme, the Trustee has an effective framework for managing climate-related financial risks and opportunities and will continue to develop the Scheme’s 
investment strategies as the situation evolves.

*The metrics are calculated on the assets as at 31 March 2021. There has since been a significant increase in the proportion of assets included in the default strategy as a result of the investment strategy review of the 
DC Section in the second half of 2021.
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GovernanceIntroduction

Governance
Trustee oversight of climate-related risks and opportunities
The Trustee has ultimate responsibility for ensuring effective governance of 
Environmental, Social and Governance factors including climate-related risks and 
opportunities and for meeting its obligations under the associated legislation. The 
Trustee has an established governance and risk management framework with clear roles 
and responsibilities delegated to committees which report back to the Trustee Board. 

The Trustee has a quarterly cycle of meetings, with three committees each meeting 
once ahead of a full Trustee Board meeting each quarter (the fourth committee is 

The Audit and Administration Committee has no delegated responsibilities in 
respect of the ongoing identification and management of climate-related risks 
and opportunities. The Governance and Compliance Committee has the role of 

the Governance and Compliance Committee which meets biannually). The Financial 
Risk Committee (FRC) is responsible for the oversight of climate-related risk 
within the DB Section; the Defined Contribution Committee (DCC) is responsible 
for the same within the DC Section. Both then feed into the Trustee Board, which 
addresses any items highlighted by each committee. 

The following structure diagram highlights the delegation of roles and 
responsibilities of those undertaking governance activities in relation to the 
Scheme. These are explained in more detail on the next page.

Administration 
and Audit 

Committee

Governance  
and  

Compliance 
Committee

Defined 
Contribution 
Committee

Financial Risk 
Committee

Responsible for oversight of all financially  
material risks with regard to the DB Section  

of the Scheme, including identifying,  
assessing and managing  climate-related  

risks and opportunities.

External DB Investment Adviser

External Scheme Actuary Adviser

External DC Investment Adviser

Responsible for oversight of all financially  
material risks with regard to the DC Section  

of the Scheme, including identifying,  
assessing and managing  climate-related  

risks and opportunities.

Trustee  
Board

performing an annual in-depth review of the Scheme’s risk register as detailed in 
the Risk Management section of this report.
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GovernanceIntroduction

Governance
Roles and responsibilities

Trustee Board

Review and maintain Scheme’s  
Governance Policy managing ESG  

risks including climate change.

Reviewing annual 
TFCD Report.

Review and skill-check climate change 
competency of advisers and those involved  

in governance of scheme.

Review risk register and evaluate risks and 
opportunities escalated by committees.

FRC and DCC actions and responsibilities: 

Actions

•  Address climate change risks and opportunities as a regular agenda item 
proportionate to the other issues.

•  Incorporate climate-related risks into the Trustee’s risk register, with 
Sections reviewed at the committee level.

•  Receive and monitor stewardship and engagement reports from each adviser 
which are provided quarterly to highlight any change to key risk exposures 
to the Scheme and to highlight any emerging risks or opportunities for 
evaluation, of which climate change is considered.

•  Consult with subject matter experts to identify, assess and manage the 
climate-related risks and opportunities associated with the Scheme’s 
investments, liability profile and Sponsoring Employer covenant.

Responsibilities

•  Oversee the implementation of policy frameworks and strategic actions that come 
out of the quarterly meetings.

•  Set objectives and determine clear work scopes for external advisers to support 
them with the oversight of climate-related risks and opportunities and responsible 
for including this within contractual agreements for advisers as required. External 
advisers include the Scheme’s DB and DC investment advisers and the Scheme 
Actuary. The Scheme’s asset managers are not advisers to the Trustee.

The Trustee intends to further develop the climate reporting received from 
advisers for the DB and DC Sections as the availability of climate-related data and 
methodology improves. 
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GovernanceIntroduction

Governance
The Scheme’s DB and DC Investment Advisers are responsible for supporting the 
Trustee with the drafting of the annual TCFD report for publication.

The Trustee has a robust process in place to review and assess the skills of the 
external advisers. The Trustee reviews the Scheme’s investment advisers annually 
against objectives which include the following in relation to climate competency:

• Whether the investment adviser has helped the Trustee to consider ESG 
integration within the investment strategy and when making recommendations 
to alter the investment strategy both ESG (including climate change) and 
stewardship has been considered. 

• Whether the investment adviser has supported the Trustee with the identification 
and assessment of climate related risks and opportunities in the Scheme’s 
investment portfolios. 

• Whether the investment adviser has provided support to the Trustee with 
drafting the annual TCFD report.

The Trustee undertakes separate annual reviews of the Scheme’s Statement of 
Investment Principles and climate risk management processes, as well as the 
stewardship and policy activity undertaken on behalf of the Scheme, related to 
climate change. This is to ensure the climate risk management process remains fit-
for-purpose and to incorporate any developments in best practice.
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GovernanceIntroduction

Governance
Training
The Trustee Board received the following training on the identification and 
management of climate-related risks and opportunities during the year to 31 
December 2021:

• 24 June 2021: Training on Climate Change Governance and Reporting 
Regulations. This session was to educate the Trustee on mandatory actions 
required to improve the Trustee’s oversight of climate-related risks and 
opportunities and new disclosure requirements.

• 4 November 2021: Training session on climate-related risks and opportunities 
for the asset classes in which the Scheme invests. This included a training 
session on both transition and physical risks and how they could impact the 
different asset classes held by the Scheme. The purpose of this session was 
to educate the Trustee on the main risks and opportunities for the Scheme’s 
current investments and to aid the Trustee Board with performing a qualitative 
assessment of the risks.

• 4 November 2021: Training on climate scenario analysis and the modelling tool 
used by abrdn Investment Management Limited for the Scheme’s asset portfolio. 
This was to aid the Trustee with understanding different climate scenarios and 
the key assumptions of the model being used.

The FRC and DCC separately had training sessions on climate-related metrics for the 
different investment portfolios in December 2021. This was to aid the committees 
with understanding the different climate-related metrics and how they could be 
used to help the Trustee measure the Scheme’s exposure to different climate-
related investment risks and opportunities.

The purpose of these training sessions was to upskill the Trustee to ensure 
adequate knowledge and understanding of the topic so that they are in a position 
to effectively recognise, manage and monitor the climate-related risks and 
opportunities relevant to the Scheme.

The Trustee spent additional time and resources over 2021 to review the existing 
ESG risk management framework and up-skill the Trustee further on specific 
climate-related risks and opportunities to ensure best practice and understand the 
new regulatory requirements being placed upon them.

At quarterly FRC and DCC meetings there is a robust discussion on all topics covered 
with the committee members engaging and questioning the information provided to 
ensure a full understanding is achieved. The financial background and experience 
of the Trustee ensures the information provided is appropriately challenged.
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Strategy – Introduction
The Trustee Board has considered the impact of climate-related risks and 
opportunities on the Scheme’s DB and DC Sections’ investment strategies and on 
the DB Section’s funding strategy. 

The Trustee recognises that climate change can have a material financial impact 
on the value of certain assets held over different time horizons. This could be an 
enhancement or an impairment in income and/or capital value depending on the 
asset class and the exposure to climate change. The Trustee also recognises that 
climate change could impact the assumptions used for valuing the DB Section’s 
liabilities and this could have an impact on the funding level of the Scheme. 
Finally, the Trustee has also reviewed the potential for climate change to impact the 
business model of the Sponsoring Employer and has considered this in the context 
of the funding strategy for the DB Section. The Sponsoring Employer’s ultimate 
parent entity is abrdn plc which has asset management as its most material 
element of business. As part of preparing this report the Trustee have liaised with 
the Sponsoring employer  who is currently considering climate related issues and 
how these may influence investment strategies, including lifestyle strategies and 
will keep the Trustee informed of the outcomes of these considerations.  

This section highlights the key climate-related risks and opportunities that the 
Trustee has identified over short, medium and long term time horizons. The Trustee 
has also undertaken scenario analysis to inform its understanding of the resilience 
of the Scheme’s investment and funding strategies to different climate change 
scenarios. The output of this analysis and the conclusions reached by the Trustee 
on the resilience of the strategies is included within this section.

This part of the report has been split into considerations for the DB Section 
investment and funding strategy and considerations for the DC Section investment 
strategy. This is because the Scheme has different investment strategies for each 
Section.

The approach to scenario analysis adopted is different for the DB and the DC 
Sections. The nature of the underlying assets is different between the DB and 
DC Sections with the majority of the DB assets modelled being private market 
strategies which requires a ‘bottom up’ approach given the unique nature of each 
asset being considered. Whereas a ‘top-down’ approach is more appropriate for 
the DC assets as it allows the Trustee to run an even rule over a wide range of asset 
classes and investment managers.  It also better suits the different governance 
framework of the DC investments, where there is no direct relationship with the 
investment managers and, therefore, less granularity of data. 
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StrategyGovernanceIntroduction

Strategy – Introduction
The Trustee considers both the transition and physical risks and opportunities of climate change to be financially material considerations to the value of the Scheme’s investments.

Transition 
Transition risks and opportunities are those that arise as a result of the 
transition towards a low carbon economy. 

An example of this would be changes in policy and regulations such as national 
limits on emissions, carbon pricing, subsidies and tariffs that will offer different 
risks and opportunities to companies. Another example is the technological 
changes and developments needed to achieve decarbonisation. There is 
reputational risk for those businesses which lag behind the transition to a low 
carbon economy. Climate change may also result in shifts in demand resulting 
from evolving consumer preferences and behaviour.

Physical risks
Changes in value of investments which are directly caused by changes in 
the climate, for example the impact on business operations due to extreme 
weather effects such as flooding, drought, sea level rises and heat.

Extreme weather can also impact the availability of natural resources and 
most organisations are either directly or indirectly dependent on natural 
resources. 

Policy and legal risk Liability risk Technological risk Demand-side risk Flooding Drought Sea level rise Heat Extreme weather
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StrategyGovernanceIntroduction

Strategy – DB Section
The Trustee has chosen 5, 10 and 25 years as the short, medium and long term time 
horizons over which to assess climate-related risks and opportunities based on 
industry guidance and the duration of the DB Section’s liabilities.

The Trustee recognises that climate change may impact the value of the DB 
Section’s assets, liabilities and the strength of the Sponsoring Employer (the 
Sponsoring Employer ultimate parent company is abrdn plc). However, the 
Trustee has considered the climate-risks and opportunities proportionally and 
in the context of the Scheme’s strong funding position. The Scheme has a low 
risk investment strategy and no longer relies on the Sponsoring Employer for 
contributions in to the Scheme. Through the Trustee’s qualitative and quantitative 
assessment of climate risks to the Scheme it has concluded that the Scheme’s 
investment and funding strategies are resilient to climate change. The Trustee will 
monitor this position on an ongoing basis as more data becomes available and as 
scenario analysis techniques develop.

The Trustee has reviewed the TCFD report of the Sponsoring Employer and has 
sought to understand the key risks and opportunities to the business model from 
climate change and does not believe that it has any material impact on the DB 
Section’s investment or funding strategy given the low risk investment strategy and 
lack of expected reliance on the Sponsoring Employer over short, medium, and long 
term time horizons. The Trustee will continue to monitor and consider this as part of 
its ongoing assessment of the strength of the Sponsoring Employer.

The majority of the DB Section is invested in a liability hedging investment portfolio 
which has the aim of the DB Section’s assets moving in line with the DB Section’s 
liabilities in response to movements in interest rates and inflation expectations.  
The Trustee has concluded that the impact of different climate change pathways on 
interest rates and inflation will be reflected in the value of both the assets and the 
liabilities and that changes to the value of government bonds is not a material risk 
to the funding level of the DB Section.

However, the remainder of the DB Section’s assets (c. 25%) are held across a multi-
asset growth portfolio and the Trustee recognises climate risks and opportunities 
can impact the value of these assets relative to the DB Section’s liabilities.

 Gilts/Index-Linked Gilts (net of repo loans)
 Overseas Government Bonds
 Corporate Bonds
 Equities
 Private Equity
 Derivatives/Cash/Cash Equivalents
 Property
 Global Private Markets Fund
 Commercial Real Estate Debt Fund
 Global Focused Strategies Fund
 Secure Income and Cashflow Fund

Asset Allocation - Split by Market Value as at 31 December 2021

75.3%

1.7%
7.8%
0.0%
0.1%

3.8%
2.6%

3.6%
1.5% 1.9%1.9%
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Strategy – DB Section – Climate Risks Identified
The Trustee has identified the following climate-related risks for the DB Section of the Scheme. The Trustee has also considered mitigation strategies for the risks to aim to 
reduce the potential financial impact, the likelihood of occurrence or both

The Trustee’s analysis suggests that given the low risk investment strategy adopted 
and strong funding level of the DB Section, the level of climate risk in the portfolio 
is not significant and does not present a risk of material detriment to the funding 
position.

Risk Type Risk Description Mitigation Strategy

Market impact and 
changing asset 
valuations (as a 
result of either 
transition or physical 
risks)

Abrupt/unexpected movements in gilt 
yields/valuations.

•  The DB Section holds gilts to hedge the liabilities and so overall financial impact of significant moves 
in yields would be reflected in assets and liabilities, protecting the funding level.

Significant fall in equity valuations. •  Small allocation to equities likely to reduce further.

•  Well diversified across different sectors and geographies.

•  Manager actively engages on climate matters using voting rights.

Significant fall in credit valuations. •  Well diversified across sectors. 

•  High quality credit.

•  Positions are actively managed and the investment manager considers climate risk alongside other 
investment criteria when selecting investments.

•  Manager actively engages on climate matters with boards of investee companies.

Significant fall in alternative asset 
valuations.

• Diversified across asset classes, geographies and sectors.

•  Infrastructure assets with exposure to renewable energy assets to access the opportunity. 
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Strategy – DB Section – Climate Risks Identified - Continued

The Trustee’s analysis suggests that the risk of insurer pricing changes and a rise 
in the value of the liabilities from changes in demographic assumptions have the 
potential to have the biggest impact on the DB Section’s funding position on a buy-

out basis over short, medium and long time horizons. However, the Trustee updates 
the DB Section’s liability hedging benchmark at least annually to reflect changes in 
assumptions and monitors insurance pricing on a quarterly basis.

Risk Type Risk Description Mitigation Strategy

Market pricing risk 
and policy risk.

Insurer pricing changing as a result of 
reserving for climate risks.

•  Monitor insurer pricing closely.

•  Review options for buying in portions of liabilities to secure benefits.

Policy and legal risk. Additional reporting obligations and 
associated costs.

•  Costs limited by not requiring third parties to perform scenario analysis.

•  Costs relative to Scheme size for support with training, monitoring and disclosure are relatively small.

Market pricing 
risk (as the main 
business of the 
Sponsoring Employer 
is an asset manager 
and revenue 
primarily linked 
to assets under 
management and 
administration). 
Policy and legal 
risk of enhanced 
reporting for 
Sponsoring 
Employer.

Risk of deterioration in strength of 
Sponsoring Employer covenant as a 
result of climate change.

•  Sponsoring Employer has active strategies in place to assess and monitor climate related risks to the 
business as demonstrated in TCFD Report.

•  Trustee monitors strength of Sponsoring Employer and takes independent advice.

•  The Scheme no longer relies on the Sponsoring Employer for contributions given strength of funding 
position.

Market pricing. 
Physical risks.

Risk of rise in value of liabilities 
from changes in financial and/or 
demographic assumptions.

•   Movements due to interest rate and inflation changes are hedged by DB Section assets.
•   Liability hedging benchmark updated regularly to reflect updates to demographic assumptions.
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Strategy – DB Section – Climate Opportunities Identified
The Trustee recognises that the transition to a low carbon economy also brings 
investment opportunities.

abrdn Investment Management Limited, as the sole investment manager of the DB 
Section’s assets, has a climate toolkit which it utilises both to manage climate-
related risks and to identify climate-related investment opportunities for the DB 
Section’s portfolio. 

As part of this, abrdn Investment Management Limited integrates output from its 
bespoke scenario analysis tool to assess the impact of climate change on individual 
companies by geography, sector and industry. This enables the portfolio managers 
to consider the impact on future pricing and embed this into decision making with 
two main objectives:

• To make the DB Section’s portfolio more resilient to different climate pathways 
by incorporating the risks and opportunities identified into the portfolio 
construction and management process.

• Develop new climate-driven products that the DB Section can continue to access.

The above enables the DB Section to monitor and assess value opportunities as 
they emerge.

As an example of an opportunity that the Trustee has already accessed, the DB 
Section has an allocation to renewable energy infrastructure within its private 
markets investments.
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Strategy – DB Section – Scenario Analysis
The Trustee has carried out scenario analysis as far as possible to better understand 
the implications of climate-related risks and opportunities on the Scheme’s 
investment and funding strategy for the DB Section. The Trustee has used a range 

Scenario analysis for the DB Section assets was carried out by abrdn Investment 
Management Limited as the sole investment manager for the DB Section’s assets. 
The modelling approach differed between the different asset classes. A key 
challenge has been the portion of alternative private market investments held in 
the portfolio where modelling capabilities are less developed. Scenario analysis for 
the DB Section’s liabilities was carried out by the Scheme Actuary.

A key limitation of the output is that because different approaches were being used 
across asset classes and the liabilities, the scenarios being modelled were different 

of qualitative and quantitative scenario analysis techniques to measure the impact 
of climate related risks and opportunities for the DB Section’s assets and liabilities 
over the short, medium and long term.

in terms of underlying assumptions which made it more challenging for the Trustee 
to compare the results and aggregate them to reach DB Section level conclusions. 
However, recognising the limitations the Trustee believes that the output is a useful 
indicator, alongside the qualitative assessment, to aid with their understanding of 
the potential impact of climate change on the investment strategy and funding level 
of the DB Section. The Trustee will repeat the analysis to allow for improvements in 
data and scenario analysis going forwards.

The Trustee considered the following three climate scenarios aligned with industry guidance

Scenario 1: Early policy action and orderly transition

Scenario 2: Late policy action and disorderly transition

Scenario 3: No action and failed transition 

An orderly transition to a 1.5-2°C  global temperature rise scenario where financial markets price in the transition gradually although there are still some physical 
risks that materialise.

A disorderly and sudden transition to a 1.5-2°C global temperature rise scenario where financial markets’ reaction is delayed and abrupt. This scenario involves 
significant transition risks and physical risks arise more quickly than early policy action.

No climate policies are implemented, and the resulting temperature increase is in excess of 2°C. There are limited transition risks associated with this scenario 
but significant physical risks. 
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Strategy – DB Scenario Analysis Key Conclusions
The following pages set out the methodology and outputs of the scenario analysis 
carried out by the Trustee for the Scheme’s DB assets and liabilities. The key 
conclusions drawn from this analysis are summarised below. 

Assets
• The analysis for the DB Section covers c. 13% of the DB Section’s assets which is 

c. £650m of assets as at 30 September 2021, the date of the scenario analysis. 

• The large allocation to UK government bonds (c.72% of total DB assets as at 
30 September 2021) was excluded from the analysis due to lack of available 
methodology. abrdn Investment Management Limited intends to develop this for 
future years.

• The impact on the DB Section assets is likely to be greatest under Early or Late 
Policy Action scenarios and the impact over different time horizons will depend 
on when the market prices this in. The analysis indicates that the impact is 
likely to be minimal in the context of the DB Section assets and funding level. 
At c. £16m (plus any small impact on debt values from changes in probability of 
default) this translates to an impact of c. 0.3% on the funding position. 

• The DB Section would continue to be well funded even in the worst case 
scenarios modelled given the low risk, diversified investment strategy.

• The Trustee recognises that the derivative positions in the market risk strategies 
have been excluded from this analysis and these would need to be included 
to provide a full picture of the risk to climate change scenarios for the growth 
portfolio. However, even allowing for these positions it is very unlikely that any 
climate change scenario would materially detriment the DB Section’s strong 
funding position.

Liabilities
• The bigger potential impact on the funding position could be due to longevity 

improvements in an extreme Early Policy Action scenario where longevity 
analysis completed by Club Vita estimates the increase in the present value 
of the liabilities to be +6.7%. An increase in liabilities from improved life 
expectancy is an unhedged risk and would directly impact the funding level. 
However, even in this scenario the DB Section would be expected to continue to 
be well funded on a low risk basis.

Insurer pricing
• While scenario modelling has not been carried out for insurer pricing the Trustee 

recognises that there is an unquantifiable risk that insurer pricing increases as a 
result of insurers adjusting pricing to reflect climate change considerations. The 
Trustee monitors insurer pricing estimates. 

Club Vita provide analytics and tools to measure, monitor and manage the longevity risk in the Scheme.
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Scenario Analysis – DB Assets
abrdn Investment Management Limited has developed a bespoke approach to 
scenario analysis to look at the financial impact of climate change on asset values 
and the probability of default of credit in a range of climate scenarios in partnership 
with Planetrics. Details of the methodology, assumptions and limitations of the 
model are included in abrdn Investment Management Limited’s methodology paper 
Climate Scenario Analysis: A Rigorous Framework for Managing Climate Financial 
Risks and Opportunities1 and in Appendix 1. 

Equities methodology
The Trustee asked abrdn Investment Management Limited to analyse the DB 
Section’s investment portfolio based on the three closest scenarios available 
to those chosen by the Trustee. This aligned to abrdn Investment Management 
Limited’s bespoke “Early Action Renewables” and “Stricter Action Renewables” 
scenarios alongside the off-the-shelf “Current Policy” scenario.1 It is assumed that 
over different (shorter) time horizons, that the market would price in the same level 
of impact over time. This is a limitation of the model being reviewed for future years 
and there is a process for updating the model assumptions annually. 

All analysis has been carried out by the model as at 30 June 2021 based on the DB 
Section’s asset allocation as at 30 September 2021.

Equities (£192m or 4% of assets at 30 September 21)

Scenario 5 years 
(p.a. impact)

10 years
(p.a. impact)

25 years
(p.a. impact)

1.  Early Policy 
Action -1.31% (£2.5m) -0.66% (£1.3m) -0.26% (£0.5m)

2.  Stricter Policy 
Action -1.07% (£2.1m) -0.53% (£1.0m) -0.21% (£0.4m)

3.  No Policy 
Action +0.27% (£0.5m) +0.13% (£0.3m) +0.05% (£0.1m)

Early Policy Action is expected to have the biggest impact on the equity holdings 
over time. However, it should be noted that these equity positions were held as 
a small part of the DB Section’s actively managed multi-asset portfolio and the 
exposure has since been changed to a more diversified global index approach.

The worst case is either Early Policy Action (a cumulative impact of c. £12.3m) or 
Stricter Policy Action (a cumulative impact of c. £10.0m).

1  abrdn. “Climate scenario analysis: a rigorous framework for managing 
climate financial risks and opportunities, docs (abrdn.com)

https://www.abrdn.com/docs?editionId=8a4a2333-f0cf-4a9c-b87f-ae3040fc8ab5
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Scenario Analysis – DB Assets
Private Equity and Real Assets within the Global Private 
Markets Fund (£135m or c. 3% of assets at 30 September 21)
The table below highlights the estimated annualised impairment of the value 
of assets under each of the different time horizons. This is for the private equity 
investments and the real assets held within the Global Private Markets Fund. 

abrdn Investment Management Limited assesses that Early Policy Action would be 
likely to have a small positive impact on the value of the portfolio. Stricter Policy 
Action could be most detrimental with the transition risks associated being more 
severe. No Policy Action would also have a detrimental impact as the physical risks 
associated with climate change become more severe. 

Scenario 5 years 
(p.a. impact)

10 years
(p.a. impact)

25 years
(p.a. impact)

1.  Early Policy 
Action +0.14% (£0.2m) +0.03% (£0.04m)  +<0.01% (£0.0m)

2.  Stricter Policy 
Action -0.44% (£0.6m) -0.24% (£0.3m) -0.10% (£0.1m)

3.  No Policy 
Action -0.41% (£0.6m) -0.21% (£0.3m) -0.09% (£0.1m)

For the private equity and real assets, the estimated worst case scenario is Stricter 
Policy Action which cumulatively could have an impact of up to c. £3.5m over 
medium to long term time horizons.
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Scenario Analysis – DB Assets
Credit methodology
When modelling credit positions, abrdn Investment Management Limited 
translates company equity impairment value output from the model into changes 
in default risk for corporate debt. At present this data is based on the 30 year 
period to 2050 with each bond assessed over the period to its maturity. abrdn 
Investment Management Limited is working to be able to provide a breakdown of 
the probabilities of default over the requested 5, 10 and 25 year time horizons. 
Additionally the methodology is expected to be developed in future years such that 
the change in probability of default can be translated into an impact on the value of 
the debt position.

Credit: global high yield bonds and contingent capital bonds  
(£95m or c. 2% of assets as at 30 September 21)
In the Early and Stricter Policy Action scenarios the probability of default increases 
marginally and the benchmarks for each increase to either the same or a greater 
extent, suggesting the holdings would outperform in these scenarios. In the No 
Action scenario the probability of default decreases for the global high yield bonds. 
It increases for the contingent capital bonds but again only marginally and less 
than the benchmark. The Trustee can conclude from the analysis that the expected 
change in the probability of default on the bonds currently held is not significant 
under any of the scenarios considered.

Private Credit 
The table provides abrdn Investment Management Limited’s assessment of the 
change in probability of default of the private credit positions held within the 
Secure Income Cashflow Fund (c. £100.8m or 2% of DB assets) and the Global 
Private Markets Fund (c. £6.6m or 0.1% of DB assets). As all of the private credit 
within the GPMF matures within the next 5 years the change in the probability of 
default for longer time horizons is not assessed.

Change in probability of 
default of debt: Secure Income Cashflow Fund

Private 
Credit in 
GPMF

Scenario 5 years 10 years 25 years 5 year

1. Early Policy Action ↑0.41% ↑0.72% ↑1.02% ↑0.21%

2. Stricter Policy Action ↑0.21% ↑0.31% ↑0.37% ↓0.04%

3. No Policy Action ↑0.10% ↑0.27% ↑0.47% ↓0.56%

The above shows that the expected impact on the probability of default of the 
positions held by the DB Section for the different climate scenarios is expected 
to be minimal. However, while the impact on the value of the debt positions as a 
result of these changes is not available it is unclear what impact this would have on 
the value of the DB Section’s assets. This will be available in future years to provide 
context.
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Scenario Analysis – DB Assets
Real Estate and Real Estate Debt methodology
The EU publicly available Carbon Risk Real Estate Monitor (“CRREM”)2 tool has 
been used by abrdn Investment Management Limited as the basis for the scenario 
analysis for the DB Section’s investments in the Pooled Property Fund and in the 
Commercial Real Estate Debt (“CRED”) Fund. For each underlying property held 
within a fund, the CRREM tool calculates the point in time that the property is 
expected to become stranded due to regulation/policy changes under each of the 
three scenarios being considered. Stranding is defined as when the emissions 
intensity of the building is above the point it needs to be on the respective 
decarbonisation pathway and this translates to a cost of excess emissions. 

The scenarios modelled by the CRREM tool differ from the three scenarios chosen by 
the Trustee in that they correspond to a gradual decarbonisation pathway to reach 

the long term temperature scenarios. That is, in addition to CRREM defined “No Policy 
Action” scenario, the two scenarios modelled correspond to a gradual decarbonisation 
pathway that imply a maximum temperature rise of 1.5°C and 2°C by 2050.

It should be noted that for the CRED Fund abrdn Investment Management Limited 
has not translated the property value impairments into a debt impact. This fund 
invests in a portfolio of senior loans secured against commercial real estate assets 
based in the UK. The modelling will calculate an impairment in the property value, 
not the debt value so this is a limitation of this output. 

Real Estate
The table below shows the estimated total value impairment on each of the funds 
for the 3 CRREM scenarios and the 5, 10 and 25 year time horizons chosen:

Pooled Property Fund CRED Fund

Scenario 5 years 10 years 25 years 5 years 10 years 25 years

1.5°C decarbonisation pathway -0.07% (£0.03m) -0.09% (£0.04m) -0.20% (£0.1m) -0.07% (£0.05m) -0.10% (£0.08m) -0.29% (£0.2m)

2°C decarbonisation pathway -0.05% (£0.03m) -0.06% (£0.03m) -0.16% (£0.08m) -0.04% (£0.02m) -0.06% (£0.05m) -0.22% (£0.2m)

No action – current pathway -0.14% (£0.07m) -0.16% (£0.08m) -0.22% (£0.1m) -0.21% (£0.2m) -0.24% (£0.2m) -0.33% (£0.3m)

It is clear that the 1.5°C scenario has greater transition risks and that properties will become stranded more quickly in this steeper decarbonisation pathway compared to the 
2°C pathway. However, the modelling suggests that the total impairment across the current “no action” pathway is expected to be greatest.

2CRREM - Make decarbonisation measurable & Manage Carbon Risk

https://www.crrem.eu/
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Scenario Analysis – DB Assets
Exclusions
The following asset classes have been excluded from the Trustee’s scenario 
analysis with the reasons why detailed below:

UK nominal and inflation linked government bonds
abrdn Investment Management Limited is aiming to include sovereign bonds in its 
bespoke analysis in future years and is currently developing the methodology to 
do so. The Trustee notes that the impact on the value of the government bonds due 
to interest rate and inflation movements in any climate change scenario would be 
expected to match the change in value of the DB Section’s liabilities and not have 
any significant impact on the DB Section’s funding level.

Overseas government bonds 
Similarly, as the methodology has not yet been developed to include this within the 
analysis these bonds have been excluded. These bonds made up c. 1.2% of the DB 
Section’s assets as at 30 September 2021 (the date of scenario modelling) and the 
Trustee does not expect the exclusion to have a material impact on the conclusions. 

Network rail bonds
abrdn Investment Management Limited’s scenario analysis tools do not yet include 
Network Rail Bonds so these have also been excluded from the analysis. These 
bonds made up c. 4.8% of the DB Section’s assets as at 30 September 2021 (the 
date of scenario modelling) and the Trustee does not expect the exclusion to have a 
material impact on the conclusions. 

Derivatives
Within the actively managed multi-asset portfolio, abrdn Investment Management 
Limited invests a portion in derivative contracts with the aim of delivering 
outperformance through taking specific market views on either a directional or 
relative value basis. Given the complexity of including the wide range derivative 
positions into the analysis and lack of clear methodology, these positions have 
been excluded. Consideration is being given as to whether certain positions 

can be included in future via a look through to the underlying assets and market 
exposures. These positions are actively managed and typically held for up to 3 years 
making them relatively short term holdings. abrdn Investment Management Limited 
also considers the risks and opportunities associated with climate change when 
selecting the nature of the positions implemented.

Global Focused Strategies 
This pooled fund has been excluded from the analysis as a significant proportion  
of it is formed of derivative strategies. This pooled fund made up c. 1.5% of the  
DB Section assets as at 30 September 2021 (the date of scenario modelling). 

Ground rents pooled fund holding
Being the freehold owner of the land has no direct greenhouse gas emissions, 
only indirect emissions from the leasehold property and the tenant. There is some 
correlation to leasehold property valuations but methodology has not yet been 
developed to model ground lease value changes under different climate scenarios.

Cash
Cash held by the Trustee in cash funds or as liquidity within pooled vehicles has 
been excluded from the analysis.
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Scenario Analysis – DB Liabilities Methodology and Output
The DB Section is well protected against the impact of changes in gilt yields and 
inflation expectations on the DB Section’s liabilities due to the large allocation to 
gilts and index-linked gilts in the DB Section assets. However, the Scheme Actuary 
has identified that there remains the risk that the hedge does not fully replicate 
the underlying benefits due to the presence of the inflation floor on the pension 
increases and the risk of changes to life expectancy assumptions under different 
climate change scenarios.

The scenario analysis output for the impact on the inflation floor has been based 
on Bank of England assumptions for Early, Late and No Policy Action whereas the 
impact of changes in life expectancy under the three scenarios has been provided 
by Club Vita. It should therefore be borne in mind that, once again, different 
assumptions are being used but the aim is to broadly reflect the impact of the three 
scenarios chosen by the Trustee. 

Impact of 0% Floor
The scenario analysis concluded that though the timing of the inflationary impacts 
in the 3 scenarios are different, the resulting decrease in the DB Section’s funding 
level is broadly 1.5% under each scenario (Early, Late, No Policy Action). This is an 
estimated decrease in the funding position through the impact each scenario has 
on the inflation floor price. However, as the Trustee adjusts the DB Section’s liability 
hedging portfolio annually to allow for changes in inflation floor pricing this impact, 
when spread over future years, would be reduced. 

Life Expectancy
The Club Vita analysis provides the estimated impact on liabilities from changes in 
life expectancy as shown in the table based on the following scenarios.

1. Green revolution (Early Policy Action) 
– assume that widespread calls 
for change and rapid technological 
advances lead to positive adaptation 
to climate change resulting in an 
increase to life expectancy from 
transition to healthier lifestyles.

2. Challenging times (Late Policy 
Action) – achieve some adaptation, 
but struggle to adapt quickly enough to overcome the limitations of finite 
resources. Reduction in life expectancy due to increased cost of imported food 
stocks and reduced funding of the NHS.

3. Head in sand (No Action) – considers a range of disastrous outcomes resulting 
from a total lack of response to resource and environmental risk.  A more 
significant reduction in life expectancy resulting in increasingly poor diets 
from healthy food shortages combined with harsh flu epidemics from volatile 
temperatures

This suggests that significant Early Policy Action is where there is expected to be 
an increase in the value of the liabilities from life expectancy improvements. This 
impact of +6.7% on the present value of the liabilities is unhedged and therefore 
has the potential to be the biggest risk to the DB Section’s funding level. 

The other scenarios could lead to a worsening in life expectancy and a fall in the 
value of the liabilities which is not a risk to the funding position of the DB Section.

Scenario Estimated 
Liability Impact

Early Policy Action +6.7%

Late Policy Action -5.5%

No Action -14.2%
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Scenario Analysis – DB Liabilities Methodology and Output
Insurance Pricing
A buy-in or buy-out policy would involve a transfer of risk from the DB Section of 
the Scheme to an insurer. In the instance of a buy-in the DB Section would retain 
the liability of meeting members’ benefits whereas for a buy-out this responsibility 
would be met by the insurer. While the Trustee has not modelled the underlying 
impact on insurer pricing under the three scenarios chosen, the Trustee notes 
there is a risk that insurer pricing changes due to climate change could impact the 
Trustee’s ability to secure the liabilities of the DB Section through either a buy-in or 
buy-out policy, should this be a method of de-risking chosen by the Trustee. 

The Trustee notes the following:

• It expects insurer pricing to reflect the expected changes to the liabilities, and 
could therefore see a similar impact on pricing as the longevity impact and basis 
risk considered above.

• The Prudential Regulatory Authority has climate change amongst its key priorities 
in the regulation of insurers – the Trustee anticipates that this will help insurers’ 
asset portfolios to be well equipped to withstand shocks from climate change 
scenarios. As these scenarios play out, insurers may reassess the assets they 
use to back new annuity business. It is not possible to say with any degree of 
certainty how they may change strategy, though it is possible that to allow for the 
uncertainty associated with climate risk they may incorporate a greater degree 
of prudence and a preference for lower yielding assets with higher security (with 
yields possibly driven lower by other long term investors such as pension funds 
making similar changes to their strategy) – if this were to occur, it would likely 
translate to increased insurance pricing.

• Climate change is likely to also change the balance between supply from insurers 
and demand from pension schemes, although there are factors that could lead 
to an imbalance in either direction, e.g. pension schemes increasing demand if 
perceived higher risk reduces risk appetite from pension schemes, or reduced 
demand as pension scheme funding is negatively impacted.

The Trustee recognises that this is an area where there is not yet consensus on 
quantifying the impact of climate risk. As this could impact on the DB Section’s 
funding position on a buy-in/out basis materially it will be kept under regular review 
by the Trustee. 
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Scenario analysis methodology
The scenario analysis model used for the DC Section
The Trustee has made use of Barnett Waddingham’s in-house climate scenario 
framework, which utilises the Bank of England’s Biennial Exploratory Scenario to 
undertake climate scenario analysis for the DC Section’s assets. These scenarios 
build upon a subset of the Network for Greening the Financial System (NGFS) 
climate scenarios, which have been produced in partnership with leading climate 
scientists and make use of climate economic models. 

The Bank of England Biennial Exploratory Scenario is not exhaustive concerning 
asset classes, regions, sectors, funds, macro-economic indicators and scenarios. 
Therefore, Barnett Waddingham’s in-house climate scenario framework combines 
a mixture of qualitative and quantitative methods to assess climate impacts across 
all required areas. 

The Bank of England Biennial Exploratory Scenario also utilises a ‘top-down’ 
approach (that is, from a macroeconomic level), rather than a ‘bottom-up’ approach 
(from a company level). A ‘bottom-up’ approach may provide for more granular 
results, however, given the quality and availability of data, the expectation that 
climate impacts will be systemic and the nature of UK pension scheme investments, 
a top-down approach was viewed as being more appropriate. Nevertheless, Barnett 
Waddingham’s framework does incorporate detailed analysis of the DC Section’s 
specific underlying funds. 

Climate scenario modelling is in its infancy and is expected to undergo significant 
development over time. Furthermore, climate scenario data quality is generally 
considered spurious and non-comprehensive. As a result, Barnett Waddingham 
intend to develop and build upon this analysis over time as data quality and 
availability improves. 

In creating this framework, Barnett Waddingham has recognised these limitations 
and aims to address them by creating a solution that combines quantitative and 
qualitative analysis. They will review and adapt their framework on an ongoing 
basis, but would expect a material increase in the quality and coverage of climate 
scenario analysis forecasts and climate data. In the meantime, they continue to 
engage with modelling and data providers, as well as fund managers, regarding 
best practice and improvements to methodologies, data quality and coverage. 

Why is this different to the approach taken for the DB Section?
The approach taken for the DC Section is materially different to that taken for the DB 
Section.  This is primarily the difference between a ‘top-down’ approach for the DC 
Section and a ‘bottom-up’ approach for the DB Section.

This is because of fundamental differences in the governance of each Section as 
well as the granularity of data available.  For instance, the DC Section has several 
investment managers but its relationship with them is not direct, but rather 
through the DC Provider.  Therefore, it would be challenging to use the investment 
managers’ in-house tools and very difficult to aggregate their results and so a ‘top-
down’ approach is more appropriate.
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Scenario analysis methodology
The scenarios considered
A brief description of the scenarios is set out in the table below. Across all 
scenarios, the impacts will differ across asset classes, sectors and regions. The 
Trustee does not expect any one of these scenarios to play out exactly in full and 
actual experience will differ from that projected within the scenarios.

These illustrative scenarios are used by the Trustee as a guide to consider climate 
risk within the DC Section’s strategy (across various levels of physical and 
transitional risk), thereby helping the Trustee to monitor, manage and potentially 
mitigate specific risks. 

Scenario  Brief description

Assumed 
temperature 
rise1 by 2100

Approx. carbon 
price3 2030 / 
2050 Physical risk Transition risk

Early action Transition to net-zero begins in year one, alongside assuming that carbon 
pricing and policy intensifies over time. 1.6°C £300 / £900 Limited Medium

Lateaction Policy implementation is more sudden and disorderly due to delay, 
resulting in disruption over the medium-term. 1.6°C £30 / £1,000 Limited High

No additional action No new climate policies are introduced beyond those agreed, resulting 
in a growing concentration of greenhouse gas emissions and a larger 
increase in global temperatures. This results in changes in precipitation 
and increases the frequency and severity of extreme weather events. A 
temperature rise to 2.3oc is assumed to happen immediately. 

4.1°C2 £30 / £20 High Limited

Far too little too late This scenario has been created by Barnett Waddingham and accumulates 
the impacts of a “late action” scenario and a “no additional action” 
scenario. The scenario considers what may happen if the implementation 
of policies is more sudden and disorderly due to delay and, despite action, 
a larger increase in global temperatures still occurs.

4.1°C2 £30 / £1,000 High High

1Relative to pre-industrial levels.  
2The “no additional action” scenario assumes a temperature rise to 2.3°c from day one.  
3Price per tonne.
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Scenario analysis methodology
Risks
The risk of market impacts and falls in asset valuations (as identified within the 
Strategy – DB Section) are the most relevant climate-related financial risks for the 
DC Section.

Timeframes
The DC Section’s strategy has been assessed under each scenario and are modelled 
across a 30 year time horizon, which has been split into three segments of ten 
years (short term, medium term and long term). Whilst short, medium and long 
term are commonly used expressions when considering investments, it is important 
to note they are used here in the context of climate risk. They are represented 
by three equal-length terms of ten years over the 30 year time horizon (that is, 
the approximate time that many accept as being the point where the world must 
achieve net-zero emissions to avoid the worst risks of climate change).  The 
rationale for selecting these periods is set out below. 

Short term (0-10 years) 
Over this period, we would expect significant improvements in modelling and 
data quality with regards to climate scenario analysis.  In a best-case “early 
action” scenario, we would expect significant progress by global governments and 
corporates, given the importance making significant changes before 2030 to limit 
global warming.

Medium term (10-20 years) 
Over this period, we expect the impacts of a “late action” scenario to be at their 
highest.  This is expressed as a ten-year range because of the vast uncertainty of 
the precise timing of any “late action”.

Long term (20-30 years) 
Over this period, under an “early action” and “late action” scenario, we would 
expect global governments’ and corporates’ carbon emissions to be tending 
towards zero, in order to meet any net-zero targets by 2050.  Under a “no additional 
action” and a “far too little too late” scenario, we would expect impacts to be at 
their greatest at the end of the scenario period (that is, by 2050).
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How the model works
Barnett Waddingham’s scenario analysis considers the “climate risk impact” at 
a given point in time.  Considering the chart to the right, that is the difference 
between each scenario and the “early action” base case scenario.

For the short term (<10 years), the medium term (10-20 years) and the long term 
(20-30 years) the maximum “climate risk impact” is assessed to provide a score 
from zero (negligible impact) to 9 (severe impact), in line with the scale below.

Expected potential per annum “climate risk impact” (%)

0 1 2 3 4 5 6 7 8 9

<0.2 <0.3 <0.4 <0.5 <0.6 <0.7 <0.8 <1.2 <1.6 <1.6

Negligible to low Medium High to severe

  Early action

  Lateaction

  No additional action

  Far too little too late
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The output is a matrix of 9 climate risk impact scores across the short, medium and 
long term and over the three scenarios (late action, no additional action and far 
too little too late).  The example matrix below shows that, in a ‘late action’ scenario 

the return on the assets would not be affected in the short term.  However, over 
the medium term, the assets will have grown by up to 0.8% p.a. less (see the scale 
above) than would be the case in a ‘early action scenario’.  

Scenario
Short term
(<10 years)

Medium term
(10-20 years)

Long term
(20-30 years)

Late action 0 6 4
No additional action 4 4 5
Far too little too late 4 7 6
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Investment strategy context
Limitations of the analysis
The DC Section has varying levels of climate risk and opportunity across its 
holdings. The DC Section’s investment strategy is reviewed periodically, with 
consideration of various risks and opportunities (including climate risk and 
opportunities). Over time, changes to this analysis may arise from: (i) changes 
to the DC Section’s strategy; (ii) changes to the DC Section’s membership; (iii) 
changes to assumptions, data quality and data availability; and (iv) actual 
experience of climate change and transition management.

Currently analysis has been undertaken on the DC Section’s default investment 
strategy. At any one time, the DC Section’s investment strategy (including the 

underlying assumptions and characteristics of the DC Section’s assets) may differ 
from what has been analysed.

The default investment strategy
The default investment strategy is comprised of three Profile Funds, summarised in 
the table below. Multi-asset funds are used throughout members’ journeys, beginning 
with the SL ASI MyFolio Managed IV Fund which is used to grow members’ savings and 
therefore has a greater allocation to more risky assets (like equities) in the pursuit 
of greater returns. From 8 years before retirement members’ savings are de-risked 
by moving first into the SL Pre-Retirement (Universal) Fund and then to the SL At-
Retirement (Universal) Fund.  All else being equal, we would expect an individual 
member’s climate risk to decrease as a member de-risks from risk assets into 
protection assets in the years before retirement.
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Series 1= SL ASI MyFolio Managed IV Pension fund

Series 2= Standard Life Pre-Re�rement (MyFolio Managed Universal)

Series 3= Standard Life At-Re�rement (MyFolio Managed Universal)  
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Output of scenario analysis

Under any of the scenarios other than the best-case “early action” scenario, we 
would expect the return of the MyFolio Managed IV fund to be materially impaired 
over the medium and long term.

Given the age distribution of the DC Section’s members, we expect many members 
to continue to hold the fund for the medium term.  In a “far too little too late” 
scenario we believe the fund’s return would be impaired by up to 1.2% p.a. over the 
medium term. 

The At-Retirement fund has a similar investment process to the other funds, but 
is the lowest-risk of the three in the default investment strategy.  Therefore, the 
magnitude of the impairment to returns is expected to be the lowest.

SL MyFolio Managed IV

Scenario
Short term
(<10 years)

Medium term
(10-20 years)

Long term
(20-30 years)

Late action 0 6 4

No additional action 4 4 5

Far too little too late 4 7 6

SL At-Retirement (Universal)

Scenario
Short term
(<10 years)

Medium term
(10-20 years)

Long term
(20-30 years)

Late action 0 4 2

No additional action 2 3 4

Far too little too late 2 4 4

Scenario
Short term
(<10 years)

Medium term
(10-20 years)

Long term
(20-30 years)

Late action 0 5 3

No additional action 3 3 4

Far too little too late 3 5 6

SL Pre-Retirement (Universal)
The Pre-retirement fund is similar to the MyFolio Managed IV fund, but less risky.  
Therefore we expect it to be impacted similarly by the different scenarios, but the 
magnitude of the impairment to returns will be lower.
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Output of scenario analysis
All three Profile Funds experience a material impact over all climate scenarios 
considered. However, the level of impact varies across scenarios and time periods.  
Over the short-term, they are most impacted under a “no additional action” and 
a “far too little too late” scenario, driven by the assumption that physical risk is 
present from day 1. 

Over the medium-term, the largest impacts are experienced under a “late action” 
and “far too little too late” scenario, driven by the introduction of sudden and 
disorderly policies. However, under a “late action scenario”, these impacts are 
partially recovered over time. 

Over the long term, the largest impacts are experienced under a “no additional 
action” and a “far too little too late” scenario, driven by the long term impacts of 
physical risk. 

Looking forward
The Trustee recognises that it is not possible to eliminate climate-related financial 
risk from the default investment strategy while also targeting a sufficient return to 
achieve good retirement outcomes for members, but it will continue to monitor the 
strategy’s exposure. Climate-related risks and opportunities will also be considered 
as part of the DC Section’s forthcoming investment strategy review, which the 
Trustee plans to commence in 2022 and implement in 2023. 
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Risk Management
This section provides detail on the processes in place for identifying, assessing and 
managing climate-related risks in relation to the Scheme and how these processes 
are integrated within the Trustee’s overall risk management of the Scheme. 

The Trustee has a well developed governance framework for managing risks across 
the Scheme with clear roles and responsibilities. This has been in place for a 
number of years and the Trustee has integrated the assessment of climate-related 
risks into the existing risk assessment and review processes. 

The Trustee records the climate-related risks in a section of the Scheme’s risk 
register. The impact of these climate-related risks on other risks inherent to the 
Scheme, and the interconnection between them is also assessed. The Scheme 
manages climate risk in different ways according to the nature, duration, magnitude 
and time-horizon of the risk exposure. Similar to the Scheme’s other risks, the 
Trustee assesses the likelihood and financial impact of each of these risks and 
prioritises those which pose the most significant potential loss and are most likely 
to occur. The impact is assessed from a range of 1 to 4 where a rating of one implies 
a minor financial impact and 4 implies a severe financial impact. The likelihood 
refers to the probability of occurrence of an event ranging from 1 (unlikely to occur) 
to 4 (almost certain to occur).  

The likelihood and financial impact is then combined to give a gross score for the 
risk. The Trustee then considers risk management controls for each risk and how 
these reduce the likelihood and/or financial impact to give a net score for the risk. 
The Trustee then prioritises risks in the risk-register based on those which have the 
highest net scores.

Each risk has also been given an “ownership” allocation which details the 
committee that the risk is applicable to and where it will be discussed. In addition, 
all individual risks have detail on the adviser that will help to support the Trustee in 
managing the respective risk. The Trustee has ultimate responsibility for reviewing 
the risk register. Each quarterly committee discusses the risks allocated to them 
and feeds in to the Trustee Board. The Governance and Compliance Committee is 
responsible for carrying out an in depth review of the risk register on an annual 
basis. 

The Scheme Secretary to the Trustee retains overall oversight of the register and 
updates it post quarterly meetings and leads the annual in-depth review. The 
Scheme Secretary also investigates risks that have materialised or controls that 
have failed before reporting findings to the Trustee. The advisers are involved in 
the day-to-day management of risks that they are aligned to and for informing the 
Scheme Secretary of materialising risks or controls failing.

The climate-related risks summarised in the Strategy section of this report for the 
DB and DC Sections respectively are included and monitored in the Scheme’s risk 
register. The FRC is responsible for the climate-related risks associated with the DB 
Section while the DCC is responsible for the climate-related risks associated with 
the DC Section of the Scheme. Advisers support both the FRC and DCC with the 
ongoing management of risks.
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Risk Management
Tools for identification of risks
Aside from the ongoing review and consideration of the risk register the Trustee 
utilises the following tools to feed in to its understanding of the key climate-related 
risks to the Scheme:

• Carbon metrics – as set out in the final section of this report, the Trustee reviews 
the total greenhouse gas emissions and carbon footprint of the Scheme’s 
investment portfolios to understand which assets are most carbon intensive 
per £m invested. The Trustee will monitor this trend over time to understand 
decarbonisation progress.

• Scenario analysis – the Trustee utilises the results of scenario analysis to 
understand which asset classes are most sensitive to different climate change 
scenarios.

• Ongoing monitoring reports – the Trustee receives ongoing monitoring reports 
from investment managers and external advisers to make them aware of 
emerging risks.

Prioritisation of risks
The GCC reviews the risk register holistically and prioritises the risks to the Scheme 
based on likelihood and financial impact metrics. 

The assessment of climate-related risk has not impacted the Scheme’s prioritisation 
and management of risks for the DB Section, with climate change considered to 
be a relatively low risk relative to others faced by the Scheme given the low risk 
investment strategy, strong funding position and lack of reliance on the Sponsoring 
Employer.

The DC investment strategy necessarily involves a much greater allocation to 
higher-risk assets such as listed equities; it also has a long time horizon.  These 
factors mean that climate-related risks are significant relative to others facing the 
DC Section.  This is reflected in the monitoring and management of climate-related 
risk within the DC Section.
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Risk Management
Methods utilised by the Trustee for managing the identified climate-related risks in 
the Scheme are as follows:

Diversification of assets
The Trustee believes that diversification across asset classes, regions, and sectors 
is an important investment risk management tool to reduce risk. However, the 
Trustee recognises that climate risk is systemic and cannot be addressed through 
diversification alone.

Investment Manager Mandates
Within the DC Section, the Trustee’s policy is that climate-related financial risks and 
opportunities should be considered by the investment managers when selecting, 
retaining and realising investments. More information on this policy is set out in 
the Statement of Investment Principles (SIP). The Scheme’s adherence to the SIP is 
reviewed annually in the Scheme’s Implementation Statement.

For the DB Section, abrdn Investment Management Limited is the sole investment 
manager for the DB Section’s assets and the Trustee has an Investment 
Management Agreement in place which sets out the Trustee’s guidelines for 
investment. The Trustee mandates that the investment manager consider the 
financial materiality of environmental factors, including climate change when 
making investment decisions. abrdn Investment Management Limited is enhancing 
the tools it utilises to assess climate risk in portfolios to help portfolio managers 
take account of climate risk but also access climate opportunities. An example of 
this is that the DB Section restructured its Global High Yield bond investment to 
follow a Global High Yield Sustainable and Responsible Investment (“SRI”) strategy. 
The SRI strategy utilises a combination of ESG research, company engagement and 
exclusions for individual security selection within the portfolio alongside wider 
ESG factors and themes when positioning the overall portfolio. The new strategy 

will also target lower Scope 1 and Scope 2 carbon emissions than the benchmark. 
Portfolio exclusions include those companies which fail any of the UN Global 
Compact Principles, are involved with unconventional weapons, who make more 
then 10% of revenue from tobacco, conventional weapons or unconventional oil 
& gas and those who make more than 5% of revenue from thermal coal extraction. 
Altering this investment strategy is an example of abrdn Investment Management 
Limited reducing the DB Section’s exposure to climate related risks.

Stewardship
Engagement and shareholder voting are an integral aspect of the Scheme’s 
approach to managing climate risk and the Scheme believes that climate risk 
management can be meaningfully improved through focussed stewardship 
activities by investors. 

The Scheme’s stewardship and engagement policies within the Statement of 
Investment Principles reflect the Scheme’s strategy to engage with its investee 
companies and other key stakeholders. The Scheme aims to protect and increase 
shareholder value by engaging on a range of financially material ESG investment 
factors including climate change. The Trustee delegates the responsibility for 
voting and engagement to its investment managers and expects the managers to 
be actively engaging on their behalf to influence decarbonisation plans. When 
selecting new investment managers, the Trustee reviews the ESG, and in particular, 
climate risk and opportunity processes used by the manager for when they are 
choosing, assessing and monitoring investments. The Trustee also ensures that the 
investment managers stewardship and active engagement policies are aligned to 
their own.

The FRC and DCC review the voting and engagement activities on a regular basis and 
report to the Trustee Board annually. The Trustee reports on this publicly through its 
annual Implementation Statement. 
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Metrics & Targets - Introduction
The Trustee reviews and monitors climate-related metrics for the investment portfolios 
of the Scheme. These metrics help inform the Trustee on which areas of the Scheme’s 
asset portfolio are most carbon intensive and at the greatest risk of financial 
impairment due to the transition to a net zero economy. This can feed directly into the 
investment strategy and risk management processes where these are deemed to be 
financially material. The Trustee intends to use this analysis to feed into the investment 
decision making process over time and to monitor progress against targets.

To enable meaningful change towards tackling climate change, attaining a clear 
picture of the current position of the Scheme’s investments and their corresponding 
Greenhouse Gas (“GHG”) emissions is needed. Greenhouse gases are gases that 
trap heat in the atmosphere and the absolute measure of contribution to climate 
change is captured by total GHG emissions. The emissions measured are the seven 
gases mandated under the Kyoto Protocol, of which one is carbon dioxide (CO2)
converted to and expressed as carbon dioxide equivalents (CO2e). 

To allow tangible targets to be set, the Trustee has calculated the following metrics 
for both the DB Section investments and the investments within the DC default 
investment strategy:

1. Absolute Emissions Metric: the total GHG emissions related to the investments 
of the Scheme split into Scope 1, Scope 2 and Scope 3 (where available).

2. Emissions Intensity Metric: the carbon footprint of the Scheme which is the total 
GHG emissions per £m invested. It highlights the most carbon intensive assets 
per £m invested.

3. Data Quality: the additional metric that the Trustee has chosen to monitor is the 
quality of the data obtained for the metrics provided.

Total GHG is the recommended Absolute Emissions Metric that should be 
broken down into:

• “Scope 1” - direct emissions from the activities of an organisation or under 
its control

• “Scope 2” - indirect emissions from electricity purchased; and

• “Scope 3” - indirect emissions from activities of the organisation which 
occur from sources that the organisation does not directly control.

The Trustee recognises that measuring GHG emissions and carbon footprint are 
backwards looking metrics which do not provide a forward looking assessment of 
the exposure of the Scheme’s asset portfolios to the effects of climate change in the 
future. The Trustee aims to develop the calculation of portfolio alignment metrics 
in future years to better understand the Scheme’s implied temperature increase 
allowing for the decarbonisation plans for the underlying investments. 

This section of the report sets out the metrics which have been calculated for the 
DB Section assets and DC default investment strategy during the Scheme year to  
31 December 2021. Similar to the Strategy section this Metrics & Targets section 
has been split into the output for the DB assets and the output for DC default 
strategy assets. This is due to different sources of data being used and different 
targets being considered which are specific to each Section of the Scheme.

For the DB Section assets, the Trustee has also chosen the additional metric to 
measure the number of engagements or voting on climate-related topics has taken 
place. This is to measure the extent to which climate change is being prioritised 
during engagement and/or stewardship of the Scheme’s assets and to measure the 
influence being had on investment company practices.
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DB Section Metrics – Metrics 1 and 2 Summary
A summary of the available data for the DB Section’s Absolute Emissions and 
Emissions Intensity metrics is included in the table below. The Trustee assessed 
these metrics as far as able based on the DB Section assets breakdown as at  

30 September 2021. Further information on the data sources, coverage, exclusions 
and assumptions made are explained in the following pages.

Asset Class / Fund

Absolute Emissions Metric Emissions 
Intensity Metric

Invested Amount
(30 Sep 21)

GHG Emissions (tonnes of CO2e) GHG Emissions 
per £m invested £m %

Scope 1 Scope 2 Scope 3 Total

Gilts and index-linked gilts Breakdown not reported. 921,569 204 4,538.01 71.61

Overseas government bonds Breakdown not reported. 224,473 3,806 59.0 1.2

Equities 6,432 3,577 21,150 31,160 162 192.42 3.82

Corporate Bonds 6,380 1,318 8,298 15,996 415 95.1 1.9

Property 1,351 Not reported 1,351 21 72.1 1.4

Real Estate Debt Fund 10,368 Not reported 10,368 67 100.6 2.0

Secure Credit Fund 17,609 543 17,663 70 100.8 2.0

Global Private Markets Fund 13,665 16,393 Not reported 30,058 165 182.4 3.6

TOTAL 1,252,639 245 4,385.8 87.6

Excluded from analysis Network Rail Bonds, Ground Rents Fund, Derivatives and Cash 620.0 12.4

1Total exposure to gilts and index-linked gilts is £4,538.0m. Net of repo loans is £3,584.2m or c. 72% of assets. 2Includes physical equity investments within the Global Focused Strategies Fund. 3Only reported on 6% 
of the Secure Credit Fund.

The DB Section’s total absolute GHG emissions are highly skewed by the gilt 
holdings. It is clear from the GHG emissions per £m column that overseas 
government bonds, which as at 30 September 2021 were South African Government 
Bonds, are the most carbon intensive investment held by the DB Section, followed 
by the DB Section’s global high yield bond investments and the holding in the 
private markets vehicle. The Trustee will monitor future trends in these metrics and 

consider analysis based on future decarbonisation plans to aid decision making 
on climate-related risks. The DB Section’s largest holding is in gilts and index-
linked gilts and therefore this asset class is the largest contributor to absolute GHG 
emissions. However, as this asset class is used as a risk mitigator to hedge the DB 
Section’s liabilities, this level of risk is accepted.
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DB Section Metrics – Metrics 1 and 2 Summary
Exclusions and steps being taken to address them
Metrics for the following asset classes have not been reported by the Trustee for the 
period to 31 December 2021. The Trustee is working with its investment adviser and 
abrdn Investment Management Limited to develop estimates for this data in future 
periods.

Network rail bonds
abrdn Investment Management Limited’s data sources and tools do not yet include 
Network Rail Bonds so these have also been excluded from the analysis.

Derivatives
As with the scenario analysis, given the wide range derivative positions in the DB 
Section’s multi-asset portfolio and lack of developed estimation methodology, 
these positions have been excluded. Consideration is being given as to whether 
certain positions can be included in the future via a look through to the underlying 
assets and market exposures. 

Global Focused Strategies Fund pooled fund holding
The portion of this pooled fund that relates to physical equity investments has been 
included within the equities line of the analysis. The remainder of the portfolio 
is predominantly derivative strategies which have been excluded for the reason 
explained above. 

Ground rents pooled fund holding
Being the freehold owner of the land has no direct greenhouse gas emissions, only 
indirect emissions from the leasehold property and the tenant. This investment 
therefore only has Scope 3 emissions and the Trustee is looking to consider this in 
future reporting periods.

Cash
Cash held by the Trustee in cash funds or as liquidity within pooled vehicles has 
been excluded from the analysis based on the short term nature of the holding and 
the assumption that there are no GHG emissions associated.
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DB Section Metrics – Metrics 1 and 2 Summary
Data sources, methodologies and coverage
All absolute and emissions intensity data in the table above has been provided by abrdn Investment Management Limited. abrdn Investment Management Limited works 
closely with many data providers to aim to have broad, credible and rich data sets for the different asset classes it reports on.

Asset Class/Fund Data Source/Calculation Methodology Data Coverage

Gilts and index-linked gilts Data provided to abrdn Investment Management Limited by TruCost. The GHG emissions are calculated 
by scaling the countries’ total GHG emissions by the DB Section’s share of the market value of the 
sovereign debt from all bonds in issuance. Based on UK emissions data for 2019 and South African 
emissions data for 2020.

100%

South African government bonds 100%

Equities Data provided to abrdn Investment Management Limited by TruCost. The GHG emissions are calculated 
as the DB Section’s share of the underlying company’s GHG emissions via the DB Section’s investment 
value (equity or debt) as a share of the total value of the company (equity and debt).

100%

Corporate Bonds – High Yield c. 53%

Corporate Bonds – Contingent 
Capital Bonds

c. 49%

Property abrdn Investment Management Limited data on underlying properties inputted in to industry-used 
CRREM tool to estimate GHG emissions per property invested in. GHG emission data for 2020. Property 
consumption data independently verified by WSP.

c. 80% (excludes cash and 
indirect assets)

Real Estate Debt Fund As for property but as the debt investor abrdn Investment Management Limited does not have the 
property details required for the tool so industry averages for property are used as the CRREM inputs. 
GHG emissions data estimated for 2020.

Emissions estimated by abrdn Investment Management Limited based on data from The Non-Domestic 
National Energy Efficiency Data-Framework 2021 (England and Wales).

64% (excludes cash)

Secure Credit Fund Fund has been split into 3 components for the calculation: Commercial Real Estate Debt (calculated 
as above), Infrastructure and Private Placements (data sourced from Route2) and Public Assets (Data 
sourced for TruCost). 

Commercial Real Estate Debt: 
64%

Public Credit: 100%
Private Credit: 100%

Global Private Markets Fund Data sourced and estimated from Route2. Averages for sector/region used in the absence of data on 
underlying assets.

c. 77% (excludes cash and liquid 
assets)
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DB Section Metrics – Additional Metric: Data Quality
Data quality
The table below provides an overview of the quality of the underlying data provided in order to demonstrate the proportion of the portfolio where the underlying data is 
verified, unverified and estimated.

Assessment of data quality Proportion of total DB assets %

Scope 1 and Scope 2 data available 85%

Scope 1 and Scope 2 data verified 3%

Scope 1 and Scope 2 data unverified or estimated 82%

The low proportion of verified emissions data represents the low proportion of the 
investment portfolio invested in public listed equities and bonds for which verified 
carbon emissions data is available.

Data quality statistics for Scope 3 emissions data as a proportion of assets will 
be included in future reporting. All Scope 3 emissions data reported are based on 
estimations.
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DB Section Metrics – Additional Metric: Climate Change Engagement
Engagement statistics
abrdn Investment Management Limited actively engages with investee companies 
on behalf of the Trustee on a range of topics as reported in the Scheme’s annual 
Implementation Statement.

Climate change is a regular topic discussed and the Trustee monitors the extent to 
which abrdn Investment Management Limited is engaging specifically on the topic 
of climate change. 

For the equity holdings within the actively managed market risk portfolio, abrdn 
Investment Management Limited engaged with managers at 38 meetings on climate 
change matters over the course of 2021. The DB Section’s physical equity allocation 
ranged between c. £175m and c. £330m (c. 3.5%-6.5% of assets) over the majority 
of 2021. abrdn Investment Management Limited replaced the DB Section’s physical 
equity exposure with derivative positions during the fourth quarter of 2021. The 
Trustee is reporting on the number of engagements on climate topics over 2021 and 

the broad share of the portfolio that this represents in terms of value invested. This 
is because the DB Section’s active investment portfolio changes regularly and the 
companies for which abrdn Investment Management Limited is able to engage with 
on the Trustee’s behalf has changed over the course of the year.

For the DB Section’s private market assets (the Secure Income Credit Fund and 
Global Private Markets Fund which together equated to c. £294m or c. 5.5% of 
assets at 31 December 2021), abrdn Investment Management Limited does not 
currently track and log engagements so this data is not yet available. However, 
abrdn Investment Management Limited does engage at least annually with the 
underlying investee companies on a range of topics including climate change. 

For the DB Section’s real estate investments (the Pooled Property Fund and 
Commercial Ground Rents Fund which together equated to £239m or 4.5% of assets 
as at 31 December 2021) the investment manager is actively engaging with tenants 
on climate change and to improve the efficiency of the assets over time. 
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DB Section Targets
The Trustee supports the Paris Agreement and the goal of the transition to a net 
zero emissions economy by 2050. The Trustee has agreed to set objectives for 
the DB Section’s investment portfolio aligned to a net zero pathway by 2050 as 
a minimum where it is not inconsistent with the Trustee’s fiduciary obligation to 
members. 

However, the Trustee recognises that there is work to do in respect of both:

• A transition plan for how to achieve this decarbonisation over time for different 
asset class investments and to set more robust shorter term goals.

• Data availability and quality to facilitate monitoring of this transition for the 
portion of the DB Section’s assets invested in derivatives and private markets.

The Trustee has also agreed to be aligned with the Sponsoring Employer where 
appropriate on setting a carbon intensity reduction target for the DB Section’s 
investments with abrdn Investment Management Limited being the sole investment 
manager of the DB Section’s assets.

In November 2021, abrdn Investment Management Limited made a commitment 
to reduce the carbon intensity of the assets it invests in by 50% by 2030 versus 
a 2019 baseline. This only applies to listed equities, listed credit, active quants, 
real estate and multi-asset strategies. This is due to data availability, maturity of 
methodologies and control over decision making.

The Trustee has therefore set a target of reducing the carbon intensity of its real 
estate holdings (c. £80m or 1.5% of assets as at 31 December 2021) by 50% by 
2030 (compared to the 2019 baseline).

Given the combination of actively managed derivative strategies and private 
markets assets held within the remainder of the portfolio, it is currently not 
possible for the Trustee to set decarbonisation targets for the other assets held at 
this stage. The Trustee intends to explore this further and to monitor performance 
against the target above as well as set additional targets in the future as data 
availability and calculation methodologies improve.
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1. Absolute Emissions Metric 
Total greenhouse-gas (GHG) emissions of the default 
investment strategy
Tonnes of CO2 equivalent (“tCO2e”) emitted

Profile Fund
Asset value
at 31 March 2021

Asset allocation
% of all DC assets

GHG emissions
Scopes 1 and 2
at 31 March 2021

GHG emissions
Scope 3
at 31 March 2021

MyFolio Managed IV Pension Fund £47m 32% 5,102  tCO2e n/a

Pre-Retirement (Universal) Pension Fund £6m 4% 671  tCO2e n/a

At-Retirement (Universal) Pension Fund £5m 4% 520  tCO2e n/a

Default investment strategy total £58m 40% 6,294  tCO2e n/a

It is challenging to draw conclusions from the absolute emissions values in this first 
year of reporting.  Particularly so given the absence of Scope 3 data and Scope 1 
and 2 data for only 56% of the assets in the default investment strategy.

Of the total absolute Scope 1 and 2 emissions reported for the default investment 
strategy, around half comes from the allocation to equities with the other half 
coming from the much smaller allocation to sovereign bonds.  No data is available 
for the other asset classes.

The Trustee has now begun to monitor this metric and report at least annually.  
Particular attention will be paid to the trend over time as the quality and quantity 
of the data improved, particularly as contributions being invested in this fund will 
cause it to grow over time (all else being equal). The Trustee will also consider 
the metric and how it might be affected when making wider investment strategy 
decisions.
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2. Emissions Intensity Metric 
Carbon footprint of the default investment strategy
Tonnes of CO2 equivalent per million pounds invested 

Profile Fund
Asset value
at 31 March 2021

Asset allocation
% of all DC assets

Carbon footprint
Scopes 1 and 2
at 31 March 2021

Carbon footprint
Scope 3
at 31 March 2021

MyFolio Managed IV Pension Fund £47m 32% 186  tCO2e / £m n/a

Pre-Retirement (Universal) Pension Fund £6m 4% 196  tCO2e / £m n/a

At-Retirement (Universal) Pension Fund £5m 4% 196  tCO2e / £m n/a

Default investment strategy total £58m 40% 188  tCO2e / £m n/a

As with absolute emissions, missing data presents a challenge to interpreting the 
emissions intensity metric.

However, there is data for Scope 1 and 2 for most of the listed equities, corporate 
bonds and sovereign bonds.  This data shows that sovereign bonds have much greater 
emissions intensity than the equities and corporate bonds.  This means that despite 
the relatively low allocation to sovereign bonds (<5%) they are a significant contributor 
to both the DC Section’s absolute emissions and emissions intensity metrics.

The Trustee cannot directly influence the climate-related decisions of sovereign 
states, but it does monitor the DC Section’s approach to investing in sovereign 
bonds.  It also expects the emissions intensity of many sovereign bonds to fall over 
time as governments transition to meet their emissions targets.
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3. Data Quality
This relates to the first and second metrics and takes account of the default investment strategy only.  All values are shown as a percentage of the DC Section’s assets 
invested in the default investment strategy as at 31 March 2021.

Data quality metric
MyFolio Managed IV 
Pension Fund

Pre-Retirement 
(Universal) Pension 
Fund

At-Retirement 
(Universal) Pension 
Fund

Default investment 
strategy

Proportion of assets for which Scope 1 and 2 data has been reported.
(i.e. collected from investee company reports directly or indirectly through third-
party data vendors.)

43% 46% 35% 42%

Proportion of assets for which Scope 1 and 2 data has been estimated. 13% 14% 11% 13%
Proportion of assets for which Scope 1 and 2 data has not been provided. 44% 39% 54% 44%
Proportion of assets for which Scope 3 data has been reported.
(i.e. collected from investee company reports directly or indirectly through third-
party data vendors.)

0% 0% 0% 0%

Proportion of assets for which Scope 3 data has been estimated. 0% 0% 0% 0%
Proportion of assets for which Scope 3 data has not been provided. 100% 100% 100% 100%

The absence of Scope 3 data is clearly a significant gap in the DC Section’s 
reporting.  However, this is an issue across the industry with very few companies 
reporting Scope 3 data at the moment.  The Trustee looks forward to this improving 
as markets and regulation cause company disclosures to develop.

On the other hand, the Trustee has obtained Scope 1 and 2 data for more than half 
of the assets in the default investment strategy, covering almost all of the listed 
equities, corporate bonds and sovereign bonds.  This is a good starting point in this 
first year of reporting and the Trustee looks forward to Scope 1 and 2 data quality 
improving in the future.
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Targets
The Trustee recognises emissions targets are meaningful only if they are measured 
against high-quality data. Therefore the Trustee has set targets based on the quality 
of the data reported on the default investment strategy in the first instance. These 
targets will be reviewed annually

A key reason for selecting data-quality targets is to responsibly apply the influence 
associated with the DC Section’s assets. The Scheme’s DC provider and investment 
managers have been informed of these targets and milestones. This provides 
an incentive for them to continue to improve their data gathering and, in turn, 
incentivises investee companies to continue to improve their emissions disclosures. 

To be met by 2030:
1. Reduce the proportion of assets for which no Scope 1 or 2 data has been 

provided to less than 10%.

2. Reduce the proportion of assets for which no Scope 3 data has been provided to 
less than 50%

The Trustee would like to make progress towards these targets in the shorter-term 
and so has set the following milestones, which it will seek to meet by 31 December 
2023:
1. Begin reporting Scope 1 and 2 data on asset classes other than listed equities, 

corporate bonds and sovereign bonds and see a decrease in the percentage of 
assets for which no Scope 1 or 2 data is provided.

2. Begin reporting Scope 3 data on some of the assets.



Standard Life Staff Pension Scheme | 31 December 2021 55

Appendix 1:

DB Section – Scenario 
Analysis Methodology



Risk Management Metrics & Targets

Standard Life Staff Pension Scheme | 31 December 2021 56

StrategyGovernanceIntroduction

Scenario Analysis – DB Assets Methodology
Equities and Credit
abrdn Investment Management Limited has developed a bespoke approach to 
scenario analysis to look at the financial impact of climate change on asset values 
and the probability of default of credit in a range of climate scenarios in partnership 
with Planetrics. Details of the methodology, assumptions and limitations of the 
model are included in abrdn Investment Management Limited’s methodology paper 
Climate Scenario Analysis: A Rigorous Framework for Managing Climate Financial 
Risks and Opportunities1. 

abrdn Investment Management Limited’s 2021 analysis includes 17 scenarios – a 
combination of eight industry standard off-the shelf scenarios built by the Network 
for Greening of the Financial System (NGFS) alongside seven more nuanced 
bespoke scenarios developed. The Trustee asked abrdn Investment Management 
Limited to analyse the DB Section’s investment portfolio based on the three closest 
available scenarios to those chosen. This aligned to abrdn Investment Management 
Limited’s bespoke “Early Action Renewables” and “Stricter Action Renewables” 
scenarios alongside the off-the-shelf “Current Policy” scenario. All analysis has 
been carried out based on the DB Section’s asset allocation as at 30 September 
2021 using the version of the model dated 30 June 2021. There is a process for 
updating the model assumptions annually. The data presented in respect of 
the abrdn Investment Management Limited tool is based on the Planetrics Year 
2 (2021) variation of the model. Underlying data for the model is sourced from 
Planetrics.

abrdn Investment Management Limited’s scenario analysis projects forward the 
revenue streams of each underlying company to 2050 under each scenario chosen 
and discounts it back to present day to calculate an impaired value of the company. 
This is then compared to the current value to estimate the impairment of value that 
could be expected under the chosen scenario. A limitation of the output is that 
it calculates a total impairment expected over the c. 30 year period to 2050 and 
when looking at shorter time horizons the model assumes that the market prices 
in this same impairment gradually over the chosen time horizon. abrdn Investment 
Management Limited is reviewing this and considering incorporating a more 
temporal impact going forwards.

When modelling credit positions, abrdn Investment Management Limited translates 
company equity impairment value output from the model into changes in default 
risk for corporate debt. abrdn Investment Management Limited is working on 
a process for future years such that the change in probability of default can be 
translated into an impact on the value of the debt position.

As explained, the company projections are out to 2050, so the maturity year of the 
bond in question is then used to select the relevant data for a specific bond. To 
provide the different time horizon data, the probability of default at 5, 10 and 25 
years was selected for each bond. Where the maturity year was lower than the time 
horizon, the data from that maturity year was carried through to later time horizons.

1docs (abrdn.com)

https://www.abrdn.com/docs?editionId=8a4a2333-f0cf-4a9c-b87f-ae3040fc8ab5
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Scenario Analysis – DB Assets Methodology (cont.)
Real Estate and Real Estate Debt
The EU publicly available Carbon Risk Real Estate Monitor (“CRREM”)2 tool has 
been used by abrdn Investment Management Limited as the basis for the scenario 
analysis for the DB Section’s investments in the Pooled Property Fund and in the 
Commercial Real Estate Debt Fund. CRREM uses methodology based on the Sectoral 
Decarbonisation Approach promoted by the Science Based Targets initiative which 
is the standard method for assessing scenarios in real estate. 

The scenarios modelled by the CRREM tool differ from the three scenarios chosen 
by the Trustee in that they correspond to a gradual decarbonisation pathway to 
reach the long term temperature scenarios. That is, the two scenarios modelled 
correspond to a gradual decarbonisation pathway that imply a maximum 
temperature rise of 1.5°C and 2°C by 2050 respectively as well as a CRREM defined 
“No Policy Action” scenario.

For each underlying property held within a fund, the CRREM tool calculates the 
point in time that the property is expected to become stranded due to regulation/
policy changes under each of the three scenarios being considered. Stranding is 
defined as when the emissions intensity of the building is above the point it needs 
to be on the respective decarbonisation pathway and this translates to a cost of 
excess emissions. As such, an estimated property valuation impairment for each 
property can be estimated for each scenario. The impairment will depend on the 
time horizon being considered and whether the properties are expected to become 
stranded within the timeframe. 

A limitation of the CRREM output is that abrdn Investment Management Limited 
has only inputted Scope 1 and Scope 2 emissions into the model and is working 
to include Scope 3 in future years. While the actual greenhouse gas emissions of 
the properties has been entered for the Pooled Property Fund, the greenhouse gas 
emissions data for the Commercial Real Estate Debt Fund has been entered into the 
model based on industry sector averages as abrdn Investment Management Limited 
does not have access to the underlying property data. Furthermore, the CRREM tool 
only considers the impact of transition risks and not physical risks on the value of 
assets.

It should be noted that for the Commercial Real Estate Debt Fund abrdn Investment 
Management Limited has not translated the property value impairments into a debt 
impact. This fund invests in a portfolio of senior loans secured against commercial 
real estate assets based in the UK. The modelling will calculate an impairment 
in the property value, not the debt value so this is a limitation of this output. The 
impact on the debt value would depend on factors such as the impact on the 
loan-to-value ratio and strength of the covenant. While it would be expected to be 
correlated to the impact on the value of the underlying property it will likely not 
fall to the same extent as the property value so the impairment estimates could be 
considered relatively prudent in the context of a fall in value of the loans.

2CRREM - Make decarbonisation measurable & Manage Carbon Risk

https://www.crrem.eu/ 
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Absolute emissions metric: the total GHG emissions related to the investments of 
the Scheme split into Scope 1, Scope 2 and Scope 3

Audit and Administration Committee (AAC): the committee responsible for efficient 
administration of the benefits payable by the Scheme

Carbon footprint: an intensity measure of emissions that takes the Total GHG 
Emissions figure and weights it to take account of the size of the investment

Carbon Risk Real Estate Monitor (CRREM) Risk Assessment Tool: a tool developed 
for asset owners and investors to understand the carbon risks inherent in their real 
estate portfolio

Defined Contribution Committee (DCC): responsible for oversight of all financially 
material risks with regard to the DC Section of the Scheme

Environmental, social and governance factors: facets, both financial and  
non-financial, of the framework used for evaluating the extent to which  
a corporation works on behalf of social goals that go beyond the role of a 
corporation to maximize profits on behalf of the corporation’s shareholders 

Financial Risk Committee (FRC): the committee responsible for oversight of all 
financially material risks with regard to the DB Section of the Scheme

Governance and Compliance Committee (GCC): the committee responsible for 
enacting and monitoring robust governance procedures whilst maintaining 
compliance with legislation and new regulatory guidance

Greenhouse Gas (GHG): the emissions measured are the seven gases mandated 
under the Kyoto Protocol, of which one is carbon dioxide (CO2), converted to and 
expressed as carbon dioxide equivalents (CO2e)

• Scope 1: direct emissions from the activities of an organisation or under  
its control

• Scope 2: indirect emissions from electricity purchased

• Scope 3: indirect emissions from activities of the organisation which occur from 
sources that the organisation does not directly control

Metrics: Quantitative measures of the Scheme’s climate-related risks and 
opportunities, in the form of both emissions and non-emissions-based metrics

Paris Aligned: Paris alignment refers to investment strategies that aim to contribute 
to the goals of the Paris Agreement to keep the global temperature rise well below 
2oC, and preferably below 1.5oC compared with pre-industrial levels.

Physical risks: Changes in value of investments which are directly caused by 
changes in the climate, for example the impact on business operations due to 
extreme weather effects such as flooding, drought, sea level rises and heat.

Science Based Target initiative (SBTi): provides science-based target setting as  
a way of enabling organisations’ to transition towards a low-carbon economy

Scenario analysis: scenarios describing a path of development leading to a 
particular outcome modelled to better understand the risks and opportunities 
posed by climate change 

Sectoral Decarbonisation Approach: a method for setting corporate CO2 emissions 
intensity reduction targets in line with climate science 

Task Force on Climate Related Financial Disclosures (TCFD): recommendations to 
identify, assess and monitor the risks and opportunities associated with climate 
change on the investment and funding strategies of the Scheme. 

Transition risks: Transition risks and opportunities are those that arise as a result of 
the transition towards a low carbon economy such as carbon pricing and changes in 
policy and regulation




