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ITEM 3 PAPER B

Climate Risk Reporting — reporting principles from Funding Strategy
Statement guidance

Background

1. Regulation 58 of the Local Government Pension Scheme Regulations (LGPS)
2013 requires funds in England and Wales to publish a written statement setting
out its funding strategy and in preparing, maintaining, and reviewing the
statement, the administering authority must have regard to guidance and the
investment strategy.

2. The Board’s Compliance and Reporting Committee formed a working group in
Autumn 2022 to update the previous guidance in place for funds to follow when
creating their Funding Strategy Statement (FSS). The working group consisted of
fund practitioners, fund actuaries, the Government Actuary’s Department (GAD),
scheme employers, LGPS legal advisors, scheme member representatives and
the Scottish Scheme Advisory Board.

3. The working group included perspectives on the content which should be
included in the FSS guidance from various parties, including responses to a
stakeholder survey, comments from fund practitioners, fund actuaries, employer
representatives, scheme member representatives, GAD and MHCLG. This
research has meant the previous guidance has been developed to reflect the
current funding scenarios faced by LGPS funds and as funds are preparing for
the 2025 Actuarial Valuation. The guidance should help funds create their own
funding strategy, covering all the necessary topic areas but without being
prescriptive in the policy approach to take. The redraft has improved the
guidance on the below topics:

Roles and responsibilities of key parties

Engagement with employers and other key stakeholders

Funding deficits, surpluses and de-risking policies

Risk management (including specifically climate risk reporting)
Good practice in setting out the fund’s policy on funding decisions
Links with other fund policies and strategies.

4. The group has also taken into consideration the recommendations made in the
Government Actuary’s latest review of local fund valuation reports. Of particular
interest to RIAG is that the guidance has tried to address the recommendations
on standardising climate risk reporting stating that it is expected that the FSS will
have recognised and considered the funding issues associated with climate


https://www.gov.uk/government/publications/lgps-ew-review-of-the-actuarial-valuations-of-funds-as-at-31-march-2022

change and references a “key principles document” which has been
collaboratively drafted by the four actuarial firms who act as fund actuaries in the
LGPS.

Point 43 (page 11) of the FSS guidance states:

1t is expected that funds will have recognised and considered the funding issues
associated with climate change as a material systemic risk and means that funds
will need to keep the management and governance of climate risk under review.
Funds should set out in the FSS their current approach to assessing the potential
impact of climate risk on the funding strategy and outlook. Specifically, the FSS
should be clear on the approach to assessing the potential impact of climate risk,
how this is used in decision making, risk management and links with other
management strategies. This guidance recognises that this is an evolving area,
and changes are likely in the regulatory landscape and developing actuarial
practice in the future.

When considering funding issues related to climate change, funds should also
have regard to the key principles document for preparing climate scenario
analysis, which has been drafted by the actuarial firms who act as fund actuary
for the LGPS funds and approved by GAD, MHCLG and SAB. The key principles
document relating to each actuarial valuation is included in the relevant Section
13 report as published by GAD. The key principles document will be reviewed in
advance of every future actuarial valuation. For the latest copy of the key
principles, funds should speak with their fund actuary or view the latest document
on the Board website.’

Current position

5. The FSS guidance has been approved by the Chartered Institute of Public
Finance and Accountancy (CIPFA) and the Board; then subsequently Ministerial
approval was received in early January 2025. The key principles document
(referenced above) was published alongside the FSS guidance on the Board
quidance page but is also published in Annex A of this report.

6. RIAG members are asked to note the draft principles document and provide any
comments on how they expect these principles to considered and reported by
funds. It would also be beneficial for RIAG attendees to share this principles
document with relevant LGPS stakeholders.
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https://lgpsboard.org/index.php/board-publications/board-guidance
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1.

Key principles for preparing climate scenario analysis as

part of the 2025 valuation

Published by the Scheme Advisory Board in January 2025

Background and scope of the analysis

1.1.

1.2.

1.3.

1.4.

1.5

The principles have been drafted and agreed between the four actuarial firms
providing funding advice to the LGPS namely Aon, Barnett Waddingham,
Hymans Robertson and Mercer at the request of GAD to ensure a consistent
basis on the scenario analysis used by funds.

The principles should be reviewed in advance of every triennial valuation and
any amends should be agreed with the different actuarial firms and MHCLG,
SAB and GAD. Commentary on compliance with the principles will be
included in the Section 13 review following each triennial valuation.

An important part of any analysis for the valuations will be to identify the
impact of transition risk (shorter term) and physical risks (longer term) on the
potential funding outcomes. It is therefore critical that any analysis covers an
appropriate spectrum of outcomes e.g. degree of warming/rate of transition to
low carbon state and also timeframe of analysis. This is the fundamental
principle of how the core analysis should be considered.

Funds will consider at the outset the scope of the analysis to be undertaken
and the scenarios to be considered at the Whole Fund level, comprising at
least two alternate scenarios covering differing rates of transition. These may
be considered relative to a base scenario (i.e. with implicit adjustment to
assumptions for scenarios which include varying degrees of climate change
transition, consistent with the funding assumptions). This might be used, for
example, to test whether the funding strategy is sufficiently robust in the
context of the scenario analysis considered and therefore any potential
contribution impacts.

. This quantitative analysis should be supported by a qualitative commentary

on the financial risks under each scenario, for example the impact on asset
classes, inflation, life expectancy, interest rates, and how these may impact
the funding level. The qualitative commentary could also include detail of
how a Fund has considered, and managed, the financial risks that the Fund
may be exposed to, and any potential actions being taken to improve
resilience to climate change.

Scenarios to be considered

2.1.

2.2.

At least two scenarios should be considered covering a range of physical and
transition risk including one Paris aligned scenario and one high temperature
scenario.

Funds should consider both the projected potential global average
temperature rise, and the nature of the transition to that temperature rise (e.g.
timing and level of disruption).



2.3.

2.4.

2.5.

Ultimately Funds will take advice from their Fund Actuary (and other advisers
as appropriate) on the analysis to be undertaken as part of the valuation.

The detailed method and assumptions underpinning the climate change
scenarios is not prescribed and will be determined by Funds working with
their advisers based on their own plans to address climate

change. However, as an example, the following impacts may be considered:

24.1. the potential impact on the future investment return outlook (and
therefore discount rate) and inflation (and therefore inflation-linked
assumptions), for the purpose of projecting liability values; and

24.2. the impact on the investment returns delivered by the Fund’s
investment strategy for the purpose of projecting asset values

243. Funds could also consider with their advisers the extent to which
the scenarios will consider additional elements such as that set out in
section 4.2.

As well as Funds having different approaches to dealing with climate change
in their portfolio construction, it is recognised that different actuarial
firms/GAD will legitimately have differing views on the methodology and
assumptions underpinning different climate change scenarios although we
would expect some commonality here.

Time horizon and output

3.1.

3.2.

The output from the scenarios will include quantitative consideration of the
results over a period of at least 20 years to ensure there is sufficient
recognition of the transition and physical risks of climate change. Funds can
opt for a longer time horizon as appropriate.

To ensure consistency with other reporting requirements, if a Fund chooses
to do so then separate analysis could be undertaken to be consistent with the
expected TCFD requirements i.e. giving consideration to the short, medium
and long term impacts, but this would be subject to the final TCFD
requirements for the LGPS.

Reporting

4.1.

4.2.

The Fund Actuary will summarise the analysis/commentary in the final
valuation report, including the headline assumptions underpinning the
analysis, in line with the profession’s expectations. Reference should be
made to the challenges and limitations that users of scenario analysis should
be aware of when interpreting results, as per the guidance from the Institute
and Faculty of Actuaries.

As part of the commentary in the final valuation report, fund actuaries could
include detail on what risks have been considered within the scenarios
modelled and how the Fund has used the output of the scenario modelling in
the valuation results. For example, if the fund has considered the potential
impact of climate change on life expectancy changes in setting demographic
assumptions, or if the fund has integrated climate risk into its employer



covenant analysis which informed the employer contributions, this could be
set out in the report.

4.3. Under each of the scenarios considered, detail on the temperature alignment
of the scenarios modelled and the timescales for transition, should be
included.

4.4. As part of the dashboard, Funds will be required to note whether or not
climate change analysis has been included in the final valuation report for
consideration by GAD for Section 13 reporting requirements. Given the
different possible approaches and scenarios the results should not be used to
comment on differences in impacts across funds.

4.5. If a Fund chooses to exclude this analysis from the final valuation report then
the Fund should include a statement with a short explanation within the
report.

4.6. Funds should be required to include in their Funding Strategy Statement a
statement that the Fund has undertaken scenario analysis to assess the
resilience of the strategy against climate change risk over the agreed period.
This statement could also include:

4.6.1. commentary on how the climate risk analysis is integrated into a fund’s
overall funding risk management strategy and decision-making.

4.6.2. commentary on where it has managed non-financial climate risk more
generally.

Version 2
Updated December 2024

*k*



	03022025_Item3PaperB_ClimateRiskReporting_Reporting_principles_from_FundingStrategyStatement_guidance
	3rd February 2025 - Item 3 Paper B - Climate Risk Reporting – Annex A

