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Welcome
Welcome to our first 
Climate Change Report 

Our Report comes at a 
significant time of pronounced 
global effort to combat 
climate change. The world 
is already witnessing a 

shift in individual and business behaviours as the 
transition to a low-carbon economy takes place. 
We are pleased to publish this Report, outlining our 
approach and documenting our progress towards 
addressing climate change risks and investment 
opportunities presented by the energy transition. 

We recognise the scale of the climate change 
challenge and believe we can help drive positive 
change through our investment and stewardship 
decisions. Our fiduciary duty is to ensure 
members’ benefits are paid, and with this in 
mind, we expect our managers to present us with 
investment opportunities which are in line with our 
investment strategy, and which support the  
low-carbon energy transition. Effective mitigation 
of the financial risks arising from climate change, 
and careful selection of opportunities presented by 

the transition, should benefit not only our members, 
but also our wider communities and ultimately the 
planet itself.

The estimations and assumptions we have made 
in our Report are not definitive, an issue faced 
by all investors and businesses. As data quality 
improves, we aim to advance our reporting  
and approach to integrating the effects of  
climate change into our investment decisions.  
Our managers understand that we expect them 
to continue encouraging and supporting investee 
companies and, where applicable, sovereigns, 
to increase their disclosure of comprehensive 
emissions data, establish robust transition plans, 
and set science-based targets. Collaboration 
with policymakers and participation in industry 
initiatives is increasingly important for pension 
funds. We intend to expand our own collaborative 
engagements, initially by joining the DWP’s 
Occupational Pensions Stewardship Council.  

We are fully supportive of our sponsor’s ambition 
to be net zero by 2050 or sooner and to help the 
world get to net zero. As we continue to apply 
and enhance our responsible investment and 

climate change policies, we are also working to 
understand the implications and requirements of 
setting a tangible net-zero ambition. We are aiming 
to have this in place by the end of the year. 

Initial modelling done for this Report has shown 
that our funding level appears resilient to the 
impacts of the climate change scenarios modelled, 
noting the inherent uncertainties involved in any 
such modelling. However, we appreciate that we 
are, as a pension scheme, and as a sector, at the 
start of a journey, and there is more ground to 
cover. Our future reports will record our progress.

I hope you find this Report informative and if you 
have any questions or comments, please do not 
hesitate to contact the team using details on the 
final page. 

 

Brendan Nelson  
Chair

BP Pension Trustees Limited on behalf of the  
BP Pension Fund
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Executive summary
About this Report
New Department for Work and Pensions 
(DWP) Climate Change Regulations require us 
to identify, assess and manage climate-related 
risks and opportunities and report on these. 
The Climate Change Regulations align with the 
recommendations from the Task Force on Climate-
related Financial Disclosures (TCFD) and aim to 
improve both the quality of governance and the 
level of action by trustees in response to climate 
change. We believe that sharing information on 
climate change relating to the Fund is an important 
way to improve transparency and accountability to 
our members and the pensions sector generally. 
We support the government and regulators in 
improving and enhancing a much-needed  
reporting standardisation. 

The data reported in the metrics and target 
sections has been obtained from a third-party 
provider, and we assume no responsibility for  
the accuracy of this data.

This Report covers the period from 1 October until 
31 December 2021, which represents the time 
from when the Climate Change Regulations first 
applied until our Fund’s financial year end.

• Describe how processes for identifying, 
assessing, and managing climate-related  
risks are integrated into the Fund’s overall  
risk management

Metrics

• Disclose the metrics used by the Fund to assess 
climate-related risks and opportunities in line 
with its strategy and risk management process, 
including where data is not available

• Disclose scope 1, scope 2, and, if appropriate, 
scope 3 greenhouse gas (GHG) emissions,  
and the related risks  

Target

• Describe the target used by the Fund to manage 
climate-related risks and opportunities and 
performance against targets

This Report is a public document available at  
https://pensionline.bp.com/ClimateChangeReport

Governance

• Describe how the Trustee maintains oversight 
of climate-related risks and opportunities which 
are relevant to the Fund

• Describe the role of management and others 
who undertake Fund governance activities in 
assessing and managing climate-related risks 
and opportunities 

Strategy 

• Describe the climate-related risks and 
opportunities the Trustee has identified over 
the short, medium, and long term  

• Describe the impact and resilience of the 
Fund’s investment and funding strategy, taking 
into consideration different climate-related 
scenarios, including a 2°C or lower scenario

Risk management 

• Describe the Fund’s processes for identifying 
and assessing climate-related risks

• Describe the Fund’s processes for managing 
climate-related risks 

The different sections of this Report have been set out to respond specifically to the following 
requirements in the Climate Change Regulations. 
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Executive summary continued

Our approach to climate change 
As Trustee of the Fund, we take our responsibility 
as a long-term investor on behalf of our members 
seriously. We recognise the value of integrating 
environmental, social and governance factors (ESG), 
which include climate change, into our investment 
processes and through effective stewardship. 
You will find more details about how we approach 
climate change in our RI policy.

Investors play a significant role in encouraging 
the companies in which they invest to deliver real 
change, so climate change is a key issue for our 
stewardship activities, along with human rights and 
board effectiveness. Our work focuses on these 
three priorities, but our concerns cover the full 
range of material issues. 

We recognise climate change as a systematic,  
long-term material financial risk to the value of  
the Fund’s investments and the funding level.  
As part of our fiduciary duty, therefore, we consider 
climate-related risks and opportunities when making 
investment decisions. We also acknowledge that 
climate change may have an effect on the strength 
of the covenant (the ability of the sponsor to 
support the Fund). 

The Paris Agreement
We support the goals of the Paris Agreement to minimise the impact of climate change by limiting global 
warming to well below 2°C compared with pre-industrial levels and pursuing efforts to limit it to 1.5°C. 
We believe this is in the best financial interests of the Fund and our members. We also believe that failure 
to achieve this goal is likely to be damaging to markets generally (and therefore to members’ benefits) 
because of disruption caused by the physical impacts of climate change and a late or disorderly transition 
to a low-carbon economy.

‘Climate change is a key issue 
for our stewardship activities, 
along with human rights and 
board effectiveness.’

http://pensionline.bp.com/InvestmentPrinciples
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About the Fund 
The Fund is a defined benefit pension arrangement 
(sometimes known as a final salary pension) that is 
closed to new members and the future build-up  
of benefits. The Fund has a long time horizon,  
with some existing benefits expected to still  
be in payment in 2080.

As at 31 December 2021, it has assets of 
approximately £30 billion. As the funding position 
has gradually improved, we have substantially 
reduced the Fund’s exposure to investment risk, 
moving from growth assets (mainly listed equities) to 
fixed income and UK government gilt investments. 
This is in line with changes in the value of the Fund’s 
liabilities and with our prudent de-risking strategy. 

As at 31 December 2021, we were 123% funded  
on our ongoing technical provisions basis and so  
are not currently in need of any contributions from 
our sponsor. We continue our journey to a position
where we are no longer dependent on our sponsor’s
financial support, and we are planning further
changes to the Fund’s strategic asset allocation to
help secure our members’ benefits. It is important  
to note that the investment decisions we take  
in support of paying members’ benefits are
independent of the business investment  
decisions our sponsor makes to generate  
returns for its shareholders.  

We have been focusing on the following key areas:

• Governance – we have the processes and 
people to make sure that climate change  
is incorporated into our governance and 
decision-making. 

• Strategy – our funding and investment 
strategy is risk averse, which helps us in the 
effective mitigation of climate risk. We took 
a number of investment decisions to reduce 
the Fund’s risk, which have also had a positive 
impact on the Fund’s sensitivity to climate-
related risks. We reduced our allocation to 
listed equities and increased hedging, and 
we are in the process of implementing ESG 
tilts to our investments, as well as carefully 
considering the allocation to property and 
infrastructure assets, given the increasing 
physical risks. 

• Risk management – we are working with 
our investment managers to understand the 
Fund’s exposure to risks and opportunities 
arising from climate change and the energy 
transition. Our robust manager-monitoring 
process allows us to deepen our understanding 
of the managers’ approach to climate risk 
management and how they are seeking 
opportunities presented by the transition  
to a low-carbon economy. 

• Metrics – one aspect of climate-risk 
management, both for the Fund and for 
investee companies, relates to GHG metrics. 
Data is a challenge because although 
companies are increasingly disclosing their 
emissions data, there is still a need for 
accurate data disclosures and consistent 
methodologies across different asset classes. 
Where good quality data is available, we are 
tracking and reporting only at the individual or 
portfolio level rather than aggregating across 
our total assets. 

• Target – we support policymakers 
and regulators in their efforts towards 
standardisation and establishing best  
practice for climate-related data disclosure.  
With improved confidence in the metrics,  
we aim to establish targets more effectively. 

Executive summary continued
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In 2019, we formally established our responsible 
investment (RI) beliefs, building them into  
our broader investment beliefs and principles.  
They support the framework we adopted in  
2021 to establish climate change governance  
and provide annual reports in line with Climate  
Change Regulations and the TCFD framework  
(see Appendix A). 

One of those principles refers specifically to  
climate change:

The Fund’s climate change governance framework 
outlines our roles and responsibilities as the 
Fund’s Trustee, stating that we are ultimately 
responsible for determining specific climate-
related objectives and overseeing the progress  
we make against them. It is informed by the 
activities of our committees and full-time 
executive management team as well as  
our investment managers and advisers. 

We also receive dedicated training to give 
us sufficient knowledge and understanding 
to consider various issues relating to climate 
change at Trustee meetings and work in the best 
interests of our members. During the responsible 
investment update, including climate change,  
we are able to debate, question and challenge  
the information provided to us by our advisers  
and the executive management team.

The investment committee monitors and  
reviews climate-related risks and opportunities 
and made recommendation to the Trustee 
board for the approval of this Report. 

Governance

BP Pension Trustees Limited (BPPTL) 
Trustee board

Board has the primary responsibility of oversight

Asset 
managers

Data  
providers Advisers

BPPTL investment committee (IC)

IC provides recommendation for board approval

Chief executive officer (CEO)

Reporting of climate change risks and 
opportunities is under the general delegation  
of the CEO

Chief investment officer (CIO)

Undertakes work as explained with support as 
required from the executive management team 
and advisers

Senior manager, RI & CIO team

How do we manage climate-related risks and opportunities which are relevant to the Fund?

“The nature of the Fund’s liabilities is a 
key consideration and typically implies 
a long-term investment horizon, over 
which we expect the consideration 
of factors related to ESG to become 
increasingly important. These factors, 
which include climate change, may 
represent both risks and opportunities 
for the Fund and can be financially 
material. Investing responsibly and 
achieving long-term, risk-adjusted 
returns to allow the Fund to pay 
members’ benefits as they fall due  
are consistent with each other.”
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Governance continued

The Trustee is supported by our executive 
management team. This includes the chief 
executive officer, who is responsible for managing 
climate-related risks and opportunities, and 
the chief investment officer (supported by the 
senior responsible investment manager and 
the investment team) who is responsible for 
investment strategy and climate-scenario  
analysis in line with Climate Change Regulations.

The team’s key tasks are to:

• advise and help develop the Fund’s  
climate-related strategies 

• develop processes to manage risk

• address material climate-related risks and 
opportunities in the areas of investment, 
actuarial and covenant 

• assess the climate-related performance of the 
Fund’s managers 

• be proactive in suggesting alternative 
approaches, including different risk metrics, 
where these are not aligned with the Fund’s 
investment beliefs on climate-related issues. 

Additionally, we use our external investment 
consultants and advisers to assist us with these 
key tasks. At a minimum, we expect them to 
be highly skilled, experienced and adequately 
equipped to assess and include climate-related 
risks and opportunities in their advice. We also 
intend to expand our regular review of our external 
consultants and advisers to include assessment  
of their:

• company-wide climate expertise  
and commitment

• individual consultant climate expertise

• thoughtful leadership and policy advocacy.

Our advisers
• Redington is our strategic investment 

adviser, who review our RI strategy, 
policy and beliefs, our stewardship and 
governance activities and suggests areas  
for development, as well as providing 
training for the Trustee. They attend our 
investment committee and relevant Trustee 
board meetings to provide strategic input  
for the direction of the Fund. 

• Ortec Finance assists us with climate 
scenario modelling and portfolio  
alignment analysis.  

• Cardano is our covenant adviser and 
includes climate risks in their analysis.

• Mercer provides ESG ratings on prospective 
and current managers, supplementing our 
manager-monitoring process and offering  
an independent view of their climate  
change credentials. 

Who is responsible for assessing and managing climate-related risks and opportunities relevant to the Fund?
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Strategy

Transition and physical risks
We consider two major categories for climate-related risks and opportunities defined by the TCFD  
to be financially material for the Fund. Namely, risks and opportunities related to the transition to a  
lower-carbon economy and risks and opportunities related to the physical impact of climate change. 

• Transition risks focus on the potential 
impacts (risks and opportunities) resulting 
from the transition to a low-carbon 
economy. These may require extensive 
policy, legal, technology and market 
changes to address mitigation and 
adaptation requirements related to climate 
change. Depending on the nature, speed 
and focus of these changes, transition risks 
may pose varying levels of financial and 
reputational risks to organisations. 

• Physical risks cover the potential impacts 
(risks and opportunities) that are associated 
with changes in the natural system 
attributable to global warming. They can be 
acute (event-driven) or chronic (from longer-
term shifts in climate patterns). They may 
have financial implications for organisations 
(namely, direct damage to assets and indirect 
impacts from supply chain disruption) or 
affect organisations’ financial performance 
(such as changes in water availability, food 
security and extreme temperature changes 
affecting premises, operations, supply chain, 
transport needs and employee safety).

What climate-related risks and opportunities have we identified over the short, medium, and long term?
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Strategy continued

The Trustee assesses the potential impact of  
the climate-related risks and opportunities across 
a selection of plausible scenarios. Given the 
uncertainty in the pace and direction of the transition 
to a low-carbon economy, these scenarios serve as 
a simplified method of describing various possible 
conditions which could result from different levels  
of mitigation and adaptation to climate change. 

For example, if the world continues to emit GHG at 
the current rates, the Earth’s surface temperature 
is likely to hit 2°C of warming by the middle of the 
century (compared with the pre-industrial global 
average temperature). On the other hand, if the 
world drastically reduces emissions, the temperature 
outcome could be lower. We use different scenarios 
to explore such probable futures (even though they 
do not and cannot represent all potential futures) and 
identify the future investment risks and opportunities 
associated with climate change. This helps us plan 
strategically to mitigate these risks or better capture 
the opportunities. 

We started our scenario analysis work to consider 
a preliminary view on potential climate-related risks 
and opportunities in relation to the investment 
strategy back in 2019. The approach taken then  
was to estimate the impact of climate change on  
the Fund’s expected return by isolating energy 
transition and physical damage risk factors and 
examining their impact under three climate 
scenarios. Although initial modelling results pointed 
to the overall climate resilience of the Fund’s asset 
allocation, given its large allocation to gilts, we kept 
in mind the limitations of this type of long-term 
modelling and continued to develop and evolve 
our understanding with industry experts and in 
partnership with our advisers. 

Building on this initial work, in 2020, we 
partnered with Ortec Finance* to progress in our 
understanding of the potential impact of climate 
change on the Fund’s current portfolio as well as 
our de-risking strategy. Our partnership with Ortec 
Finance continues, as we value their effectiveness 
in combining mathematical ability, business 
awareness and practical application. It is also 

*Ortec Finance is a global provider of technology solutions for risk and return management.

**Some of these include serving as lead developer on the SBTi Finance Tool, methodology developer on the Open-Source 
Climate (OS-C) ITR Tool and participation in the various IIGCC Paris Aligned Investment initiative (PAII) working groups, 
Greenhouse Gas Protocol (GHG Protocol) https://ghgprotocol.org/corporate-standard

important to us that they collaborate widely with a 
combination of proprietary and open-source data 
providers, methodologies, and industry initiatives** 
which allows them to stay abreast of the latest 
developments in a rapidly evolving field.  

In the latest iteration of our scenario-analysis 
modelling, which provided the results we discuss 
in this Report, we have used systemic, climate-risk-
aware economic and financial scenarios provided  
by Ortec Finance. 

Each scenario depends on numerous assumptions 
and methods, and each has its own limitations, so  
it is crucial to keep these in mind when interpreting 
the results. 

Although we have made progress in understanding 
the impact of climate change on life expectancy, 
we have not yet been able to quantify the longevity 
risk impact on the Fund’s liabilities across the three 
scenarios considered. This remains a gap in the 
scenario analysis presented in this Report. 

Scenario analysis

https://ghgprotocol.org/corporate-standard
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Strategy

Paris transition pathway
The path for GHG emissions is equivalent to the representative concentration pathway (RCP) 2.6 which has been set by the 
Intergovernmental Panel on Climate Change (IPCC)*

Failed transition pathway 
The path for CO2 emissions is equivalent to the RCP 8.6 set 
by the IPCC

Scenario 1: Paris orderly transition (POT) Scenario 2: Paris disorderly transition (PDT) Scenario 3: Failed transition pathway (FTP)
The rise in global temperature stabilises well below 2°C and 
limits the increase in physical impact and the frequency and 
severity of extreme weather events. 

Ambitious policy regimes are pursued across the world to 
encourage greater decarbonisation of the electricity sector  
and to reduce emissions across all sectors of the economy. 

Global primary fuel demand decreases by about 30% by 
2050 compared with 2020. The share of coal reduces by 
approximately 50% in the fuel mix, while the share of biofuels 
more than triples. 

Fossil fuels are largely phased out from power generation, and 
electric vehicles make up to 99% of the vehicle fleet by 2050.

This includes the same policy assumptions and technology 
trends as the POT, but the pricing of the energy transition and 
physical risks until 2050 takes place in a single year in 2025. 

This abrupt repricing of assets causes an additional sentiment 
shock to the financial system in the same year in line with the 
‘inevitable policy response’ scenario described by the Energy 
Transition Advisors (ETA) and the UN PRI. 

Our current view on the size of the sentiment shock is 
equivalent to 30% of the worst losses experienced during the 
global financial crisis in 2008.

Global temperature keeps rising due to increasing emissions.  
By 2050, the planet is approximately 1.9°C warmer than  
pre-industrial levels and by 2100, it approaches 4°C of global 
warming. Rising temperature leads to severe physical impact 
on infrastructures and increasing frequency and intensity of 
extreme weather events. 

Policies are assumed to be a continuation of the existing policy 
regime with the same level of ambition. Global primary fuel 
demand increases by around 50% over the period from 2020 
to 2050, while the share of different primary fuels remains 
relatively stable. Fossil fuel technologies remain responsible  
for the majority of electricity production. Coal comprises  
around 46% of total electricity generation and electric  
vehicles approximately 14% of the total vehicle fleet by 2050. 

Physical risks are priced in two successive shocks: for risk up 
to 2050, the physical priced-in shock occurs between 2026  
and 2030, for risk between 2050 to 2100, the physical  
priced-in shock occurs between 2036 and 2040.

By combining these three scenarios together, we believe we are capturing the potential impact of global 
warming on the Fund’s assets across a wide range of temperature increases from 1.6°C to 4°C, as well 
as the investment risks and opportunities associated with an orderly or disorderly transition.

*In order for scenarios to be comparable, the IPCC developed representative concentration pathways (RCPs), which describe 
different levels of greenhouse gases and other radiative forcing that may occur in the future.

What scenarios we have considered in our analysis?

If you would like to know more about the key 
scenario assumptions and modelling limitations 
for each pathway, you will find more details in 
Appendix C.

https://sedac.ciesin.columbia.edu/ddc/ar5_scenario_process/RCPs.html
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Strategy continued

To assess the impact of climate change on the Fund’s investment strategy,
we have looked at the results from the scenario analysis across three
different time periods, shown below, determined by the Fund’s liabilities and
its obligations to pay benefits. In practice, however, we do recognise that the
impacts arising from the uncertainty of the response to climate change (and
the many pathways it may take) are likely to be different from those we  
have assumed.

We look at all asset types we hold when thinking about the Fund’s
investment strategy, funding strategy and for scenario analysis over the
different time horizons. The impact and relevance of climate change varies
with the characteristics of each asset class. To get an indication of the
magnitude of the financial impact at the individual asset-class level resulting
from transition risk and physical risk over the short, medium, and long-term
periods, we overlay the results of the climate scenario analysis with a
qualitative assessment where we allocated each asset class to a lower  
or higher financial impact group.

In general, the investment opportunities due to climate change are essentially 
driven by the transition to a low carbon economy. The impact of the energy 
transition on GDP is highly uncertain. There is a possibility that the energy 
transition could initially create a positive impact on GDP, driven by the 
stimulus effects of investments in low-carbon electricity generation.  
Over the medium term, the combined effects of continued investment in 
energy-efficiency improvements and changes in real consumer incomes  
could lead to a positive GDP impact.

Short term Medium term Long term

1 to 5 years
(2021 – 2026)

5 to 10 years
(2026 – 2031)

10 to 40 years 
(2031 – 2060)

Source: BP Pension Trustees Limited

How does this affect the Fund?
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Strategy continued

Source: BP Pension Trustees Limited and Ortec Finance.

In the long term under a failed transition scenario, the financial impact from 
physical risk appears to be most material for private equity, listed equity and 
return-seeking property as well as global leveraged finance, direct lending, 
liability-matching property and infrastructure debt.

We found that in the short term, under a Paris disorderly transition scenario, 
the financial impact from transition risk appears to be significantly more 
material for private equity, listed equities and return-seeking property.

Financial impact at an asset class level
From an investment strategy perspective, however, the results of the scenario analysis suggest that there are no obvious asset classes that could clearly 
benefit from climate change, but the opportunity associated with the energy transition lies more at the country and sector allocation levels within an individual 
asset class.

listed equities, private equity

return-seeking property

GBP and global corporate bonds, emerging market debt

global leveraged finance, direct lending

liability-matching property, infrastructure debt

liability driven investments

listed 
equities

private 
equity

return-seeking 
property

Short term                     Medium term                     Long term Short term                     Medium term                     Long term
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Financial impact from transition risk

listed equities, private equity

return-seeking property

GBP and global corporate bonds, emerging market debt

global leveraged finance, direct lending

liability-matching property, infrastructure debt

liability driven investments

listed 
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private 
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return-seeking 
property

global leveraged finance,  
direct lending
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Strategy continued

What is the impact and resilience of the Fund’s investment and funding strategies in the different climate-risk scenarios that 
we have analysed?

The impact of climate change was formally 
integrated in the investment strategy in 2019 as 
part of the annual investment strategy review, 
following our initial scenario analysis. The decision 
to de-risk was driven by the recognition that the 
Fund no longer needed to generate as much 
investment return. It was noted that the process 
of de-risking the investment strategy would have 
the added benefit of reducing exposure to the 
uncertainties of climate change over time. 

Over the past three years, our de-risking strategy 
has reduced the allocation to listed equities by 
20%, which has also contributed to materially 
reducing the Fund’s sensitivity to climate-related 
risks. The Fund’s asset allocation has been further 
diversified away from listed equities towards credit 
assets exhibiting more stable risk-adjusted returns 
under the Paris transition scenarios.

As part of the Trustee’s strategy to manage 
investment risk, the Fund has been using an equity 
option overlay to partially protect its allocation to 
listed equities. At the 2020 annual investment 
strategy review, it was noted that the equity option 
overlay could be used to protect listed equities 
against a potential financial shock under the Paris 
disorderly transition scenario. The equity option 
overlay was increased in 2021 and currently  
covers 65% of listed equities. 

Last year, the Trustee decided to adopt a 
customised benchmark to manage the passive 
allocation within listed equities (around 3.5% of 
the Fund’s total assets). The primary objective 
was to provide a defensive tilt to the portfolio 
by reducing expected volatility and maximum 
drawdown. The second objective was to better 
capture the opportunities presented by the 
transition towards a low-carbon economy under 

the Paris pathway scenario. The new benchmark, 
which is expected to be in place by the end of 
2022, has been customised to the Fund’s specific 
return and risk requirements, ESG requirements 
and priorities formulated by the Trustee and our 
preferred approach to measure carbon emissions.
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Strategy continued

Asset class Q4 2018 Q4 2021 Difference

Return seeking 35.0% 17.0% -18.0%

 Listed equities 22.5% 2.5% -20.0%
 Protected listed equities 0.0% 4.5% 4.5%
 Private equity 7.5% 5.0% -2.5%
 Property - return seeking 5.0% 5.0% 0.0%

Alternative credit 0.0% 7.5% 7.5%

 Global leveraged finance 0.0% 2.5% 2.5%
 Emerging market debt 0.0% 2.5% 2.5%
 Direct lending 0.0% 2.5% 2.5%

Secure income 17.0% 25.0% 8.0%

 GBP corporate bonds 8.3% 11.4% 3.1%
 Global corporate bonds 6.2% 8.6% 2.4%
 Property - liability matching 2.5% 2.5% 0.0%
 Infrastructure debt 0.0% 2.5% 2.5%

Liability driven investments 48.0% 50.5% 2.5%

Source: BP Pension Trustees Limited

Q4 2018

Q4 2021

Change in the Fund’s strategic asset allocation over the past three years
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Strategy continued

To better understand the impact and resilience 
of our investment and funding strategy, we 
look at the impact of climate change in isolation 
by representing results from each of the three 
scenarios in relative terms to a reference scenario 
which is climate agnostic. 

Difference in GDP level versus  
reference scenario
Over the long-term, the impact of climate change 
on the world’s GDP is expected to be negative 
compared with the reference scenario under 
both the Paris and failed transition pathways, as 
shown in the chart. Please note that the world 
GDP growth paths under the Paris orderly and 
disorderly scenarios are the same.
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Reference scenario

Source: Ortec Finance. Cumulative impact, non-annualised versus 
baseline GDP scenario projection. World GDP growth paths under 
Paris orderly and disorderly scenarios are the same. 

The climate agnostic reference scenario 
does not contain GDP and inflation shocks 
resulting from climate change and essentially 
is not a plausible scenario, but it serves as 
a benchmark allowing us to quantify the 
incremental impact of climate change in  
each of the modelled scenarios.

Difference in global equity performance  
versus reference scenario
Although the energy transition could have a positive 
impact on GDP over the short to medium term, this is 
not expected to translate into a superior return for global 
equities compared with a climate agnostic scenario. 
The following chart shows that the projected cumulated 
return for global listed equities is lower across all 
scenarios compared to the reference scenario, and the 
annualised return is lower by approximately -2.7% under 
the PDT scenario during the 2021 to 2026 period and by 
approximately -2.1% under the FTP scenario during the 
2031 to 2041 period.
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• Failed transition  • Paris disorderly • Paris orderly Reference scenario

Source: Ortec Finance. Based on MSCI World Equity index 
cumulated return projections versus reference scenario.

What impact on future GDP growth and global equity performance have we observed?
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Strategy continued

The performance of return-seeking property is 
expected to be negatively impacted by climate 
change under the PDT and FTP scenarios, as shown 
in the chart. The annualised return is expected to be 
lower by approximately -1.6% under the PDT during 
the 2021 to 2026 period, and by approximately  
-2.8% under the FTP scenario during the 2031  
to 2041 period.

Liability-matching property is expected to be more 
resilient than return-seeking property under the 
PDT scenario as the long-term nature of the rental 
contracts are expected to dampen the financial 
shock. Under the FTP scenario, we expect the 
physical risk to impact both the return-seeking  
and the liability-matching property portfolios in a 
similar way.  

In a similar way to listed equities, the private equity 
performance is expected to be severely impacted 
by the energy transition, particularly under the 
PDT scenario. The annualised return is expected 
to be lower by approximately -1.9% and -3.7% 
during the 2021-2026 period under the POT and 
PDT pathways respectively compared with the 
reference scenario. Over the long term, the private 
equity performance is expected to be severely 
impacted under the failed transition scenario with 
annualised returns expected to be down by around 
-4.9% during the 2031-2041 period.

As part of the investment strategy de-risking journey 
plan, the private equity allocation is expected to be 
reduced over the next two years which is expected 
to further reduce the Fund’s sensitivity to climate 
change risk.

Difference in UK direct property performance 
versus reference scenario 

0%

-10%

-20%

-30%

-40%
D

iff
er

en
ce

 t
o 

re
fe

re
nc

e 
sc

en
ar

io

2020                   2030                    2040                   2050                    2060

• Failed transition  • Paris disorderly • Paris orderly Reference scenario

Source: Ortec Finance. Based on MSCI UK property index 
cumulated return projections versus reference scenario.

What notable impact on the performance of other asset classes have we observed?
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Strategy continued

Our findings from scenario analysis indicate that 
during the early phase of the energy transition, the 
Fund’s expected return is lower by approximately 
20 basis points (bps) and 30bps under the POT and 
PDT pathways respectively compared to a climate 
agnostic reference scenario. Afterwards, the negative 
impact on investment returns due to transition risk 
reduces as the Fund will have continued to de-risk  
its investment strategy.

Under the FTP scenario, the impact on the Fund’s 
expected return is lower by approximately 10bps 
over the next 10 years, as physical risks increase only 
gradually over the period. 

Difference in funding level performance 
versus reference scenario over the short  
and medium-term period (2021 to 2031) 
The chart shows the progression of the funding 
level under the three scenarios compared with  
the reference scenario over the medium term.  
The underlying funding levels are themselves 
projected to increase over time.
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What is the expected impact on funding level projection over the short and medium-term periods? 

Under both POT and PDT scenarios, the Fund’s 
funding level progresses at a slower pace 
compared with the reference scenario funding 
level projections.

• Under POT scenario: the funding level is lower 
by 1% to 2% compared to the reference 
scenario by 2031.

• Under PDT scenario: the funding level impact 
is more pronounced when the assumed 
sentiment shock takes place in 2025  
at approximately 4% lower versus the  
reference scenario and subsequently lower  
by approximately 2% to 3% by 2031. 

• Under FTP scenario: the funding level is 
only approximately 1% below the reference 
scenario projected level by 2031.
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Strategy continued

Considering the impact of climate change on 
the Fund over the next 40 years, the Fund’s 
average expected return is likely to be lower by 
around 10bps and 20bps under the POT and PDT 
scenarios respectively, compared with a climate 
agnostic reference scenario. The funding level 
impact compared to the reference scenario is 
expected to be lower by approximately 4% and 
6% by 2060 under the Paris scenarios. 

Under the FTP scenario, the Fund’s average 
expected return is around -30bps lower with 
large priced-in shocks expected to occur over the 
medium term, leading to material differences in 
expected return versus the reference scenario. 
The funding level impact compared with the 
reference scenario is expected to be lower by 
approximately 9% by 2060.
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The results of the funding level scenario analysis 
show that in the short term, the most severe 
potential impact on the funding level is a  
reduction of around 4% under the PDT scenario.  
By comparison, the funding level at the end of 
2021 was 123% on the ongoing basis. While the 
results of any such analysis must be treated with 
caution, this analysis supports our expectation that 
the Fund would be sufficiently funded to sustain a 
potential disorderly transition shock similar to that 
envisaged in the PDT scenario. 

Over the longer term, the projected funding level 
reduction of around 9% under the failed transition 
scenario appears to be limited in comparison to 
the funding level progression we can reasonably 
expect given our starting surplus position. Taking a 
pessimistic view of the funding level progression 
under the FTP the funding level is still expected to 
increase compared to the current position to 2031 
and beyond.

Difference in funding level performance 
versus reference scenario over the 
long-term period (2021 to 2060)

What is the expected impact on funding level projection over the long-term period? 

In summary, our view is that the funding level 
appears resilient to the impacts of the three 
scenarios modelled while noting that there are 
inherent uncertainties involved in any long-term 
modelling, as summarised in Appendix C.
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Strategy continued
Impact on our sponsor covenant and potential additional funding requirement

The Fund’s healthy funding level position and its 
low-risk investment strategy means that future 
reliance on the sponsor covenant is expected to 
remain low.  

We overlaid our scenario analysis findings with a 
qualitative assessment of climate change impact  
on the Fund’s sponsor when assessing the strength  
of its covenant and seek independent external  
advice from our covenant adviser, Cardano.  
Our sponsor’s current operations are exposed  

to both the transition and physical risks of  
climate change, in particular noting transition  
risks posed by a PDT scenario. The progressive 
decarbonisation envisaged by the sponsor’s 
strategy should reduce this exposure over time. 

Based on recent covenant analysis from our 
adviser, the sponsor remains in a strong position, 
and our short-term covenant reliance has reduced 
further given our strong funding position. As at the 
final quarter of 2021, the Fund had a funding level 

of 104.2% on a proxy buy-out basis and so would 
be expected to remain fully funded on that basis 
following the negative 4% impact associated with 
the PDT scenario in the short term.
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Risk management

Risk identification and the initial risk assessment is 
the first of the three areas of the Fund’s integrated 
risk management (IRM) framework. We define 
IRM as the risk management tool that helps the 
Trustee identify and manage the factors that affect 
the prospects of meeting the Fund’s objective, 
especially those factors that affect risks in more 
than one area. This is in line with the definition of 
IRM by the Pensions Regulator (TPR). We identify 
and assess the impact of climate risks to the Fund 
across all areas of our investment process, at both 
the Fund level and at the mandate level, which 
often corresponds to a specific asset class. 

At the Fund level
• We have established our climate change policy 

and climate change governance framework. 

• As part of the incorporation of climate change 
considerations within our strategic asset 
allocation, we have been carrying out a top-
down climate-risk assessment via scenario 
analysis at the asset class level.

• In addition, we have combined internal 
research, as well as research received from our 
managers, external data providers, policymakers 
and industry groups, to determine and assess 
the climate-related risks and opportunities which 
are relevant and impactful to our Fund.

At the mandate/asset class level
• We formally instruct our managers, in all 

our investment management agreements, 
to be aligned with the Fund’s Statement 
of Investment Principles, our responsible 
investment policy and have regard to the UK 
Stewardship Code (or an equivalent), all of 
which cover the management of climate-related 
risks and opportunities.

• We have established a thorough manager 
selection and monitoring process which allows 
us to gain a comprehensive understanding of 
each manager’s responsible investment policies, 
processes, and level of implementation and 
consideration of climate-related risks  
and opportunities. 

• We closely monitor our managers’ climate 
change-related stewardship and engagement 
activities to confirm they engage both directly 
and collectively for both information and impact.

How do we identify and assess the Fund’s climate-related risks?
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Risk management continued

The chart shows the Fund’s market value and 
strategic asset allocation as at 31 December 2021.  
It is important to recognise that as a mature fund, our 
allocation to liability driven investments is at just over 
half of the total Fund and as time progresses, we 
expect this to increase. 

Asset class Market value 
£bn

Strategic asset 
allocation %

Return seeking 6.3 17.0

 Listed equities 1.0 2.5
 Protected listed equities 1.3 4.5
 Private equity 2.7 5.0
 Property - return seeking 1.3 5.0

Alternative credit 1.7 7.5

 Global leveraged finance 0.7 2.5
 Emerging market debt 0.7 2.5
 Direct lending 0.3 2.5

Secure income 7.4 25.0

 GBP corporate bonds 3.5 11.4
 Global corporate bonds 2.7 8.6
 Property - liability matching 0.7 2.5
 Infrastructure debt 0.5 2.5

Liability driven investments 15.8 50.5

Source: BP Pension Trustees Limited. Total market value £31.2bn does 
not include cash held at 31 December 2021.

Market 
value  

£31.2bn

How are the Fund’s assets invested?
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Risk management continued

In the second area of the Fund’s IRM framework, we look at the climate-related risks, namely physical 
and transitional, which could affect both the Fund’s investments and liabilities, as well as our covenant. 
We apply our risk management process at a Fund level, via strategic asset allocation, and at the 
mandate/asset class level, via manager selection and monitoring.

In addition, we have also introduced into  
our analysis various climate-related metrics.  
For example, we use emission metrics to  
identify carbon-intensive and high-risk areas in 
our portfolio. In time, carbon footprinting will 
allow us to set a baseline to inform our future 
actions and assessing the portfolio against 
these metrics will help to inform our broader  
climate change strategy.

We are focusing on analysing carbon 
emissions across asset classes where data 
and methodologies are better developed 
at this stage. We are working with our 
managers and data providers to get a better 
understanding of the emission profile of  
less-covered asset classes within our portfolio, 
mainly via a qualitative assessment; however, 
in some cases, as far as possible, we have 
done sector-based estimates.

How do we manage the Fund’s climate-related risks?

At a Fund level: strategic asset allocation At the mandate level: manager selection

Climate scenario modelling and portfolio alignment 
analysis are key tools which allow us to consider 
a range of potential outcomes, links, impacts and 
concentrations across both investment risk, funding 
risk and covenant risk. We overlay our findings with 
a qualitative assessment of climate change impact 
on our sponsor when assessing the strength of its 
covenant, and seek independent external advice, 
where required, from our covenant adviser.

As part of the Fund’s overall de-risking strategy, 
we have been working over the past few years 
to reduce the Fund’s risk budget sensitivity to 
climate-related risk by reducing the allocation to 
listed equities and increasing the level of hedging 
strategies. These activities have had a positive 
impact from a climate-risk management perspective.

We look at long-term horizons and invest across  
a wide range of asset classes, geographies, and 
economic sectors. The managers we select have a 
stated investment process with multiple disciplines 
embedded. Climate-related considerations form a 
major part of ESG factors which are incorporated 
alongside the other investment considerations 
when they carry out analysis and make investment 
decisions on our behalf.

We believe engagement and a forward-looking
assessment of climate risk will bring better 
outcomes than simple exclusion, and we task our 
managers with reviewing investments in detail from 
a climate-risk perspective. We expect our managers 
to assess companies and their business strategy, 
including its approach to the energy transition, 
which if viewed positively, could form a potential 
investment opportunity.
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Risk management continued

Over the past year, we have made significant 
improvements to the third area of our IRM 
framework, which is risk monitoring and 
documentation. We believe it is imperative  
we understand the actions and reasoning of  
our managers when it comes to protecting  
our investments. 

In line with their investment management 
agreement, we require our managers to 
incorporate climate change considerations along 
with other ESG considerations, including our 
stewardship themes. This formally embeds  
a discipline whereby the managers must 
incorporate climate risk and other ESG factors into 
all the relevant parts of their investment process, 
decision-making, and reporting. Making sure 
that managers are keeping to this requirement 
in practice is an important part of our manager 
monitoring process. A manager’s ability to 
incorporate climate and other ESG considerations 
is also a key criteria considered when we select 
new managers. 

Risk monitoring and documentation: how do we monitor our managers?

Through a combination of reporting and live discussions, we continue to learn about our managers’ 
approach to managing climate change, integrating stewardship and responsible investment across 
our portfolio, and we hear about their progress and discuss further plans for the year ahead.  
Each manager is expected to explain to us their approach to identification, assessment and 
management of climate-related risks and opportunities within our portfolio.

“In addition to our quarterly 
investment review meetings, we have 
also established an annual responsible 
investment reporting template and 
introduced an annual responsible 
investment review meeting with  
all our managers.”
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Risk management continued

Increasingly, we look for our managers to present 
us with investment opportunities which deliver 
good risk-adjusted returns for our members.  
We are finding that these are more and more 
aligned with those that support and positively 
contribute to the low-carbon energy transition. 
Here are a few examples:

• Property
 The property team in our internal manager 

BPIM, is currently working with JLL*, the 
property managing agent, on developing a 
carbon reduction plan for our portfolio.  
For existing buildings, the plan aims to  
reduce embodied carbon, increase energy 
efficiency, increase renewable energy supply 
on-site and maximise off-site renewable 
energy procurement.  

*JLL is an international commercial real estate advisory firm.

**Green Travel Plans are information leaflets produced by our managing agent JLL which help inform tenants about ways to 
travel to and from the property which may reduce their carbon emissions. These are generally issued for retail parks and some 
retail units.

***The Green Organisation has been established since 1994 as an international, independent, non-profit, non-political, 
environment group, dedicated to recognising, rewarding and promoting environmental best practice around the world. 

 In addition, the property team is currently 
working on projects with the aim of 
enhancing the environmental footprint of our 
existing properties. These range from the 
implementation of electric vehicle charge 
points, biodiversity plantings and provision 
of non-local authority-mandated Green Travel 
Plans** for all appropriate assets, to the 
introduction of automated meters,  
where appropriate. 

 At present, all properties managed by JLL  
are procuring 100% renewable electricity  
(this is in line with JLL’s central procurement 
function that all ‘landlords’ electricity supplies 
come from green energy).

 We were also very pleased that following the 
JLL submission to the National Green Apple 
Environment Awards, hosted by The Green 
Organisation***, our property manager has 
won three Green Apple Awards, which we 
consider an excellent result.

• Global leveraged finance
 Oak Hill Advisors (OHA) has recently formed a 

joint venture with Bluesource, called Bluesource 
Sustainable Forests Company (BSFC). OHA has 
committed approximately $500 million of capital 
to BSFC to purchase North American hard 
wood forests. The purchase and subsequent 
securing of carbon credits for the preservation 
of trees on those properties ensures a valuable 
resource continues to sequester carbon and is 
not harvested by commercial timber operators. 
BSFC will seek to sell the carbon-offsets 
created through these projects to generate  
a return on the investment.

• Infrastructure debt
 Our infrastructure manager, Westbourne, 

has been investing in metering companies. 
The introduction of smart meters into 
domestic homes has been shown to heighten 
consumers’ understanding of their energy use 
which can, according to studies, reduce energy 
consumption by 25%.

 Another asset manager, Macquarie Asset 
Management, has recently financed a portfolio 
of ground-based solar farms in the UK on 
behalf of the Fund.

Examples of investments

https://www.thegreenorganisation.info/
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Risk management continued

Stewardship
Stewardship is key across all areas of IRM, as  
we see engagement and active ownership being  
crucial parts of risk identification, management,  
and monitoring processes. We highlight examples 
of stewardship carried out on our behalf by  
our managers in our annual Implementation  
Statement which is available at  
https://pensionline.bp.com/InvestmentPrinciples

From the asset owner’s perspective, direct 
engagement carried out by our managers is an 
important part of the climate-risk management 
process and we encourage our managers to  
focus their efforts on engagements related to 
climate risk and disclosure. Our managers engage 
for information but increasingly also engage for  
positive change. We understand that the 
opportunity for engagement differs across asset 
classes, as well as across managers, given factors 
like their investment approach, their scale, skills, 
and current engagement priorities. 

Key components of active ownership

Voting
All voting rights are exercised internally within  
the Trustee and, as far as practicable, we exercise 
our right to vote in the general meetings of  
the companies in which the Fund invests.  
We exercise voting rights to express our position 
on our stewardship priorities, which include 
climate change. Any votes pertaining to climate 
change are deemed as significant and undergo 
further scrutiny. 

We always vote in the best interests of the Fund, 
in alignment with our RI policy and apply reasoned 
judgement when considering whether to follow 
the proxy voting agent’s recommendations. 

“We believe there is no single best 
approach to integration of climate 
change factors and engagement, and 
we appreciate the ability to combine 
managers with different perspectives, 
approaches, and skills as this can  
be complementary.”

Collaborative engagement 
We have been a signatory to United Nations 
Principles for Responsible Investment (UN PRI) 
since 2008. Additionally we intend to broaden 
our membership of responsible investment and 
climate-related focus groups, initially by joining 
the DWP’s Occupational Pensions Stewardship 
Council. We recognise there is continuous scope 
to improve how we invest responsibly.
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Risk management continued
Examples of our own and our managers’ engagement

Metrics disclosure via the CDP* 
(engagement led by Walter Scott)
One of our listed equity managers, Walter Scott, 
led an engagement with an industrial supplies 
company to improve disclosure of environmental 
metrics across corporates, specifically encouraging 
disclosure via the CDP reporting platform as 
part of CDP’s 2020 non-disclosure project. 
Following multiple meetings and discussions on 
environmental disclosures in terms of both CDP 
requirements and views on best practice related 
to business planning and communication, both the 
company’s management and the board recognised 
that more work and better communication around 
ESG matters is increasingly critical to commercial 
success. The company has since filed CDP reports, 
appointed a dedicated sustainability manager, 
improved communications and disclosures on its 
website, developed a commercial offering to help 
customers solve sustainability-related challenges, 
and has committed to incremental reporting in line 
with Sustainability Accounting Standards Board and 
EcoVadis recommendations.

India energy producer (engagement led  
by BlueBay)
Our emerging market debt manager is currently 
leading climate engagement with one of the 

largest Indian renewable energy producers.  
India has experienced slower growth in 
renewables versus emerging market peers 
and maintains a high thermal coal dependency. 
The manager is engaging with the company to 
promote their efforts to move to greener solutions 
as an example to other energy producers.

Counterparty bank panel engagement  
with Insight
We have a specific reporting mechanism for 
our counterparty bank panel on environmental 
standards from our LDI manager, Insight, which 
helps feed into our assessment of holdings in 
banks in other parts of our investment portfolio 
(specifically, equities and credit). An example of 
our own engagement is collaborating with Insight 
in assessing the environmental standards of our 
counterparty bank panel. 

ESG risk assessment and engagement with 
counterparties is a part of Insight’s credit research 
process. In 2021, Insight made enhancements to 
their counterparty engagement process with the 
objective of achieving a greater level of impact 
in engagements with entities in their capacity 
as counterparties. We have helped contribute 
to enhancing this aspect of Insight’s process by 
providing direct feedback and through our regular 

dialogue with members of Insight’s responsible 
investment team. Insight has now initiated a 
counterparty ESG stewardship and engagement 
process which sets out the framework on how they 
will engage with counterparties on ESG matters 
including environment, remuneration, diversity and 
cyber. This programme went live for 2022 with over 
20 of Insight’s largest trading partners asked to 
respond to detailed questionnaires. 

The process includes surveying the core bank 
panel with questions covering specific themes 
and other ESG risks which are designed to allow 
Insight to identify laggards and areas of perceived 
relative weakness. Insight intends to engage 
with counterparties identified as laggards, with 
recommendations made to improve performance 
in the areas identified as weaknesses. The 
potential engagement themes with such 
counterparties include environmental factors 
(including moves to carbon neutrality,  
activity-based financing exclusions and green  
bond issuance). This lines up with a specific  
theme forming part of the Fund’s RI policy.  
We will continue discussing with Insight the 
process and outcome of this engagement 
especially with respect to banks on our  
existing counterparty panel.

*CDP, formerly Carbon Disclosure Project
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Risk management continued
How do we integrate the processes for identifying, assessing and managing climate-related risks into the Fund’s overall  
risk management?

Our process of incorporating climate risk into the Fund’s IRM framework 
follows TPR’s guidance alongside the TCFD recommendations. This allows 
us to apply an effective and consistent approach across the three IRM pillars: 
investment, funding and covenant. It is a cyclical and ongoing process. 

Climate risk has been incorporated as a standalone risk in our risk framework, 
and our responsible investment team works closely with the broader 
investment team as well as the executive management team to consider 
climate change as a factor in the assessments of other risks, such as the 
covenant, investment, liability, legal and regulatory, and reputation.
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Metrics

When considering the Fund’s exposure to 
climate-related risks and opportunities, we believe 
a careful appraisal of adding any investment 
to the Fund’s portfolio should involve (without 
being overly dependent on) the use of metrics, 
including emissions metrics. For example, when 
considering equity investments, if a company’s 
business strategy and its approach to the energy 
transition are viewed positively, they could be 
considered as a potential investment opportunity. 

We have actively engaged with our managers 
through the year to understand emissions data 
limitations and improve their climate-risk reporting. 
Out of 18 managers, 15 have reported to us 
some level of climate data for their respective 
portfolios (mainly scope 1 and 2), with 14 of those 
using reported data rather than pure estimates. 
However, as this is the first year of climate 
reporting under the Climate Change Regulations, 
we decided to use a third-party data provider 

High-quality metrics to assess climate-related 
risks and opportunities remain a challenge 
for pension schemes, because the ability to 
collect data and its accuracy varies across the 
different asset classes. 

to maximise our access to emissions data and 
independently verify the data we get from our 
managers. We currently have access to emissions 
data provided by MSCI, and we continue to 
monitor developments in data provision.

Emission metrics: scope 1 and scope 2  
GHG emissions
We currently use the MSCI ESG CarbonMetrics 
tool to calculate emissions-based metrics for listed 
equities and corporate bond asset classes.

When measuring GHG emissions (which include 
carbon emissions), all inputs are converted 
into carbon dioxide equivalents (CO2e). MSCI 
classifies carbon emissions according to the 
GHG Protocol* and uses the following terms 
interchangeably: greenhouse gas emissions, GHG 
emissions and carbon emissions. In this Report, 
we have primarily used ‘GHG emissions’ or simply 
‘emissions’ to denote greenhouse gas emissions.

You will find more details on MSCI 
CarbonMetrics sources of data and estimation 
methodologies in Appendix B.

*Greenhouse Gas Protocol (GHG Protocol)

There are three different classifications  
of GHG emissions:

• Scope 1 emissions cover those emissions 
from sources owned or controlled by a 
company – for example, emissions caused by 
direct combustion of fuel by the company in a 
manufacturing process.

• Scope 2 emissions are indirect emissions, 
caused by the generation of the energy, 
principally electricity, that a company uses. 
For example, emissions associated with the 
electricity used in cooling processes.

• Scope 3 emissions are other indirect 
emissions that occur in the value chain  
of the reporting company, including both 
upstream (providers of goods and services  
to the company) and downstream (from users 
of the company’s products and services). 

While data coverage on scope 1 and scope 2 
emissions has improved significantly over the 
years, data coverage of scope 3 emissions is 
scarce. Depending on the sector in question, 
scope 3 emissions can be much larger than scope 
1 and 2 emissions. In line with the Climate Change 
Regulations, we report on scope 1 and 2 only and 
we expect to include scope 3 from next year.

How do we measure the Fund’s climate-related risks and opportunities?

https://ghgprotocol.org/corporate-standard
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Metrics continued

As at 31 December 2021, listed equities made up 7% of our total portfolio. We have been monitoring 
emissions data for assets in our listed equities portfolio on a quarterly basis. The total absolute 
emissions and the intensity of emissions associated with companies in our listed equities portfolio are 
both lower compared to those associated with all companies in the benchmark. We saw a similar trend 
when comparing the historical and most recent emissions intensity of the portfolio to the benchmark 
based on the current constituents and weights of each. Although not based on a deliberate strategy,  
we view this as a positive outcome.

The overall data coverage across scope 1 and 2 is relatively complete, however it is worth noting that a 
sizeable portion of the underlying GHG emissions is estimated by the data provider. There is a distinction 
between MSCI’s proprietary carbon estimation models as some are based on prior/other reported data 
by individual company, and some are based on sector proxy. 

The main contribution to GHG emissions associated 
with investee companies in the listed equities 
portfolio is from three sectors: materials, energy 
and utilities, which although are only 10% of the 
total portfolio by weight, contribute over 80% to 
total emissions. We value a rounded consideration 
of the implications of including any investment in 
the Fund’s portfolio and not one overly dependent 
on the use of individual metrics. We are working 
with our managers to understand the carbon-risk 
management of companies within those sectors, 
looking at their emission-intensity trend, their 
performance compared with industry peers,  
as well as company reduction targets. 

Footprint metrics on investor allocation Portfolio Benchmark Portfolio vs. benchmark

Absolute GHG emissions metric: total financed carbon 
emissions (Scope 1+2; thousands of tons CO2e) 
Measures the total absolute greenhouse gas emissions associated with 
investee companies in the portfolio*. Based on an equal portfolio and 
benchmark investment of £2.3bn ($3.2bn).

147 162 Lower

GHG emissions intensity metric: Financed carbon emissions 
(Scope 1+2; tons CO2e / $m invested)  
Measures the carbon emissions per US$ million invested*.

47 51 Lower

Data coverage (Scope 1+2) 
Includes emissions data which is reported by company or estimated by MSCI.

98% 97% n/a

Source: MSCI Carbon Footprint Calculator based on portfolio 
holdings as at 31 December 2021
*GHG emissions are apportioned across all outstanding 
shares and bonds (% Enterprise Value including cash).

You will find more details on those models in 
Appendix B.

Listed equities portfolio vs. MSCI ACWI benchmark as at 31 December 2021

Securities with 
reported data 70%

Securities with 
estimated data 
(company-
specific models)

5%

Securities with 
estimated data 
(industry-specific 
models/proxy) 

24%

No data 1%

Quality of GHG emissions data for scope 1 
and 2 by securities

Source: MSCI and BP Pension Trustees Limited

Listed equities 
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Metrics continued

As at 31 December 2021, public corporate bonds made up 20% of the total portfolio. Although the data 
coverage is relatively good for scope 1 and 2 for listed corporate bonds, it is significantly less widely 
available for unlisted issuers. The table shows the output from the MSCI carbon footprint calculator 
based on portfolio holdings as of 31 December 2021.

Corporate bonds portfolio vs. Blended benchmark of 57% iBoxx Sterling Corporate Index 
and 43% Bloomberg Barclays Global Aggregate Corporate Index as at 31 December 2021

Footprint metrics on investor allocation Portfolio Benchmark Portfolio vs.  
benchmark

Absolute GHG emissions metric: total financed carbon emissions  
(scope 1+2; thousands of tons CO2e) 
Measures the total absolute greenhouse gas emissions associated with investee 
companies in the portfolio*. Based on an equal portfolio and benchmark investment of 
£6.1bn (US$ 8.3bn).

256 374 Significantly 
lower

GHG emissions intensity metric: Financed carbon emissions  
(scope 1+2; tons CO2e / $m invested) 
Measures the carbon emissions per US$ million invested*. 

31 45 Significantly 
lower

Data coverage (scope 1+2) 
This includes emission data which is reported by company or estimated by MSCI.

40% 42% -

Source: MSCI Carbon Footprint Calculator based on portfolio holdings as at 31 December 2021 
*GHG emissions are apportioned across all outstanding shares and bonds (% Enterprise Value including cash).

Securities with 
reported data 67%

Securities with 
estimated data 
(company-
specific models)

5%

Securities with 
estimated data 
(industry-specific 
models/proxy) 

14%

No data 14%

Quality of GHG emissions data for scope  
1 and 2 by securities

Source: MSCI 

The overall data coverage for corporate bonds 
is significantly worse than for the listed equities 
portfolio, with a sizeable portion of the underlying GHG 
emissions still being estimated by data providers.

We continue to prioritise engagement over divestment, 
as we believe stewardship is key to a successful 
transition to a low carbon economy. We are engaging 
with our managers to ensure they work with the 
investee companies to increase both the quality 
and type of GHG emissions data reported and gain 
confidence in the progress that our investee companies 
are making in their own de-carbonisation journey. 

Corporate bonds
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Metrics continued

The ability to calculate GHG emission metrics 
for asset classes other than listed equities and 
corporate bonds continues to be challenging.  
The availability of GHG emissions data across 
private companies remains particularly scarce 
and we are engaging with our managers on how 
they are working with the underlying investee 
companies to obtain at a minimum some level 
of reported data or credible estimates of their 
emissions. Some of our managers have attempted 
to quantify the emissions metrics for our holdings 
(namely, in the infrastructure debt portfolio), 
but we need to evaluate the accuracy and 
completeness of those metrics before including 
them in any future reports produced by the Fund. 

These are our findings on GHG emissions data 
availability for other asset classes we hold, gathered, 
as far as possible, from research, engagement with 
our managers and qualitative analysis. 

Emerging market debt
Data availability for emerging markets often 
depends on the country. For sovereign debt, 
although many countries are reporting their GHG 
emissions, there is still much uncertainty over 
which allocation approach should be taken and a 
related risk of double counting. Data from emerging 

market corporates remains mixed and, although 
we have some level of emissions data from our 
emerging market debt managers, we do not deem 
it complete and credible enough at this point to be 
published in this Report. Our emerging market debt 
managers are working together via the Emerging 
Markets Investor Alliance on a number of topics, 
including data quality and methodology. 

Private equity
The BPIM team managing our private equity 
mandate has been reviewing ways to estimate 
or measure the GHG emissions associated with 
private companies held in the portfolio. As well as 
building the emissions profile using public market 
equivalents, the team has also reviewed a third-
party data offering and found that only a quarter 
of the portfolio has received some data coverage 
of the financed GHG emissions. We deem this is 
insufficient to credibly report any outcome metrics.

However, a crude estimate based on the sector 
analysis* completed internally indicates a low risk to 
climate exposure, given the portfolio is well balanced 
with a bias towards the technology and software end 
markets, and low level of exposure to energy and 
industrial sectors. Our aim is to continue looking for 
methods to verify these estimates for accuracy. 

*Based on mapping of portfolio companies to the SICS Thematic 
Sector in line with guidance from the Paris Aligned Investment 
Initiative (PAII) Net Zero Investment Framework (NZIF)

Property
In our combined return-seeking and liability-matching 
property portfolios, we hold approximately 80 assets 
occupied by 250 tenants. At the request of BPIM, 
our property managing agent, JLL, began reporting 
electricity and gas consumption in 2021 for landlord 
supplies only (i.e., common areas and current void 
properties). JLL converts kilowatt hour (kWh) into tons 
CO2 using the UK grid average, which gives an insight 
into operational emissions from landlord-controlled 
sites and spaces. We are currently analysing the 
estimated operational emissions provided to us by 
JLL and understanding any data gaps, as well as how 
to incorporate the impact from the green energy we 
purchase through a JLL program. We are also looking 
at potential next steps which could involve a roll-out 
of automated meters to all sites as well as seeking 
some level of access to tenant energy-consumption 
data. At present, we do not have access to the energy 
consumptions in tenant-controlled properties. This is 
an industry-wide challenge affecting all landlords. We 
intend to work with industry groups and our managing 
agents to develop a suitable engagement plan. 

Our approach to other asset classes 
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Metrics continued

Liability driven investments (LDI)
LDI is a core component of the Fund’s investment strategy and protection mechanism against key 
risks such as interest rates and inflation. The primary instruments used within our LDI portfolio are UK 
conventional and index-linked gilts which aim to hedge the interest rate and inflation sensitivities of the 
Fund’s liabilities. The size of this allocation is driven by strategic risk management requirements and 
currently comprises of more than 50% of the Fund’s investments by asset value (and an even greater 
proportion by exposure, as the LDI mandate is leveraged).

To date, we have aimed to focus on assessing GHG emissions associated with the Fund’s assets, 
excluding domestic issuance of sovereign bonds for liability-matching purposes, which is in line with the 
Institutional Investors Group on Climate Change (IIGCC) recommendation*.

However, as our current LDI allocation is over half of the Fund’s investments, and expected to increase, 
we have actively worked with our LDI manager to understand the requirements and challenges around this 
asset class from the climate-risk metrics perspective. For example, it is important to recognise some of the 
key limitations of assessing emissions associated with gilts, namely:

a. gilts are held for liability-matching purposes and therefore asset-only measures of gilt emissions may 
provide a misleading picture of the Fund’s climate-related risks

b. total UK emissions data includes corporate and household emissions, as well as government emissions, 
making it difficult to isolate government emissions only

c. processing imported and exported carbon emissions data (exporting countries retain carbon 
responsibility for production, even if the goods are used elsewhere).

*IIGCC’s Supplementary Guidance on Target Setting 
https://www.iigcc.org/media/2021/12/NZIF_IIGCC-Target-Setting-Guidance.pdf

https://www.iigcc.org/media/2021/12/NZIF_IIGCC-Target-Setting-Guidance.pdf
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Metrics continued

Source: Insight, gov.uk, Debt Management Office, IMF

Note: Gilts posted out as collateral by the Fund are included in the gilt valuations, while gilts received as collateral are
excluded. Interest rate swaps, inflation swaps, futures, cash, and money market fund holdings have all been excluded.

*https://www.parisalignedinvestment.org/media/2021/03/PAII-Net-Zero-Investment-Framework_Implementation-Guide.pdf (page 14)
**https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1051408/2020-final-greenhouse-gas-emissions-statistical-release.pdf
***A ‘repurchase agreement’ (repo) is a form of short-term borrowing for dealers in government securities. 

It is important to reiterate the data limitations 
associated with the risk of double-counting 
(e.g. corporate emissions being recorded for gilt 
holdings, as well as corporate bond holdings,
due to the broad coverage of total UK  
emissions data mentioned previously) and the  
potential exclusion of ‘imported’ emissions.  
Additionally, sovereign emissions data is released 
with a time lag; therefore, while our total gilt 
exposure in the portfolio is as at 31 December 
2021, the UK emissions data is only provisional 
data as at 31 December 2021.

We will continue to work with our LDI manager 
to create a more refined view of the climate 
risk across the portfolio, aiming to consider 
additional components like decarbonisation trends, 
renewable energy production, energy efficiency 
and climate policy. Additionally, although the UK’s 
commitment to be net zero by 2050 provides 
some comfort at this early stage, we recognize 
the increased importance of engagement with 
policymakers for pension funds, like ours, which 
given our de-risking objectives, will rely to an 
ever-increasing extent on gilts, as part of our 
investment strategy. 

Absolute emissions (thousands of tonnes CO2e) Type of exposure Gilts MV (£m) tCO2e (k)

The absolute emissions metric (MV gilts / MV gilts in issuance* 
CO2e), is based on the annual data for emissions produced in 
the UK (Scope 1 and 2) as at 31 December 2020, published  
by the UK government**, of 424.5m tonnes of CO2e.  
Scope 3 emissions are not included.

Funded 15,569 2,369

On repo*** 8,136 1,238

Total 23,705 3,607

Emissions intensity per £m invested tCO2e/£m

Total market value of gilts in issuance as at 31 December 2021 
of £2,790,100m (including green gilts) 152

Weighted average carbon intensity  tCO2e/GK$m PPP-adjusted GDP

Weighted average carbon intensity (PPP-adjusted GDP) 
UK PPP-adjusted GDP for 2021, published by the IMF, 
GK$3,276,140m 

130

Estimated GHG emission metrics for LDI 
The following metrics have been calculated by our LDI manager based on the total gilt exposure in the  
LDI portfolio at 31 December 2021. As there is no consistency in methodology across the pension fund
landscape, it is important to take notice of the sources, assumptions and approach used by our LDI 
manager based on their understanding and interpretation of the guidance. As with other portfolios,  
the figures cannot be aggregated with emissions data for other asset classes. 

https://www.parisalignedinvestment.org/media/2021/03/PAII-Net-Zero-Investment-Framework_Implementation-Guide.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1051408/2020-final-greenhouse-gas-emissions-statistical-release.pdf
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Metrics continued

Emissions metrics measure past GHG emissions 
and exposures, providing less insight into potential 
future exposures. As more and more investee 
companies are announcing planned changes 
to products, strategies, and future emissions 
targets in line with the Paris Agreement, there 
is a growing need for forward-looking metrics, 
which can help in assessing an investee 
company or portfolio’s degree of alignment at 
a given timeframe in the future with specified 
decarbonisation and temperature targets. An 
example of such metrics are alignment metrics, 
often expressed as a temperature score, which 
we have been gradually including in our toolkit 
alongside other metrics, to help us further 
measure climate-related risks and opportunities. 

While translating the financed GHG emissions 
into a temperature score can help us understand 
where a particular investee company or a portfolio 
is heading, we believe those metrics should be 

*Letter response from Asset Owner members of the Transition Pathway Initiative to the TCFD Forward-Looking Financial 
Sector Metrics Consultation. 
The Alignment Cookbook: A technical review of methodologies assessing a portfolio’s alignment with low-carbon trajectories 
or temperature goal, Institut Louis Bachelier.

treated with caution. These are relatively new 
metrics, and the underlying frameworks and 
methodologies are not consistent across different 
assessments in terms of results and are hard to 
compare due to varied quality of data, coverage 
levels, and assumptions*.

In view of the uncertainties around the alignment 
metrics, we have concentrated our efforts on 
investigating the quality of data underlying these 
metrics, understanding the assumptions and 
methodological choices they are dependent 
on, and reviewing results while keeping their 
limitations in mind. We are committed to 
implementing material processes required 
for managing the Fund’s exposure to climate 
change, and the thorough consideration of the 
underlying data and different portfolio alignment 
methodologies may help us identify the most 
suitable approach for our Fund.

Selection of additional climate change metric
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Metrics continued

To carry out this analysis, we have been working with Ortec Finance who  
collaborate with a company called right. based on science GmbH, the 
developer of the X-Degree Compatibility (XDC) model, which is used 
to calculate the impact a company or portfolio has on global warming. 
You will find more information about this methodology as well as more 
detailed observations from our analysis in Appendix D.

Climate data quality process metric

The proportion of the Fund’s investments by market value for 
which we have analysed the quality of the data underlying 
the XDC portfolio alignment model, relevant methodology 
assumptions and alignment results provided by Ortec Finance. 
This represents the public listed equities portfolios (7%) and 
public corporate bonds portfolio (20%).

27%

Source: BP Pension Trustees Limited

We have covered two asset classes in the preparatory alignment analysis 
– listed equities and corporate bonds – which make up 27% of the Fund’s 
investments. The main reason for concentrating on these two asset classes 
is the availability of GHG emissions data. Where investments are listed 
publicly, GHG emissions can be measured with more certainty (for example, 
in equity and liquid credit allocations). Data coverage in other asset classes 
(sovereigns, alternatives, private assets, illiquid allocations) is still quite  
limited and often methodologies either do not exist or are in development. 

The climate data quality process metric and a corresponding target reflects 
our improving climate-risk governance and demonstrates our progress 
towards a forward-looking understanding of climate-related risk for the 
Fund. Although as a metric, data quality does not necessarily lead to further 
identification of climate-related risks and opportunities for investors to act on, 
it provides an insight into how reliable the information is, as often low data 
coverage will mean low reliability. Most importantly, it allows us to develop 
confidence in the corresponding outcome metrics, which based on the draft 
changes to the Climate Change Regulations we will be required to include in 
subsequent reports.

Climate data quality process metric
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 Scope 1 reported & scope 2 reported

Metrics continued

Listed equities portfolio (£2.3bn market value)
Around 86% of companies provide some level of scope 1 and 2 emissions 
data in their company reports. This is shown in the company report segment 
in the charts and measured by the percentage of securities*.

Urgentum, an underlying data provider for right. based on science GmbH  
and Ortec Finance, estimates emissions data for around 4% of companies.  
The remaining 10% of companies are receiving sector-based proxy for  
their emissions. 

Scope 3 emissions data is still rarely reported by companies and therefore 
only partially captured within this analysis. Within our portfolio, only 5% of 
companies reported all 15 categories of scope 3 emissions. Please note,  
the charts on this page reference only scope 1 and scope 2.

Listed equities: GHG emissions primary data

Corporate bonds: GHG emissions primary data

by securities count by portfolio weight

by securities count by portfolio weight

Source: Ortec Finance and BP Pension Trustees Limited

Public corporate bonds portfolio (£6.1bn market value)
We carried out the same analysis for our corporate bonds portfolio and found 
that the emissions data quality for investee companies within the corporate 
bonds portfolio is lagging behind those in the listed equities portfolio, with 
scope 1 and 2 emissions data being reported by companies across 71% of 
securities we hold.

*As tends to be the case most of the time, securities held within our listed equity portfolio is equal.

Company report 86%
Data provider 14%

29%

23%
34%

4%
10%

Company report 86%
Data provider 14%

56%

15%

24%

3% 2%

Company report 71%
Data provider 29%

Company report 69%
Data provider 31%

49%

8%

14%

2%

27%

50%

9%

10%

1%

30%

 Scope 1 reported & scope 2 inferred

 Scope 1 inferred & scope 2 inferred

 Scope 1 & scope 2 inferred

 Scope 1 & scope 2 proxied by sector

Our findings for listed equities and corporate bonds
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Target
What target does the Fund set in relation to managing climate-related risks and opportunities?  

In line with the regulatory requirement to set  
at least one Fund-specific target in relation to at 
least one of the reported metrics, which does not 
conflict with our fiduciary duties, or the investment 
policies stated in the Statement of Investment 
Principles, we set a target on the climate data 
quality process metric. 

Our aim is to expand the preparatory alignment 
analysis across other portfolios, and, as far as 
possible, cover at least an additional 15% of our 
assets representing some of the more complex 
asset classes like private equity or infrastructure 
debt, which would bring us to a 42% target of  
the total Fund’s investments. 

We are aware of the inherent uncertainties around 
methodologies to calculate GHG emissions for more 
complex asset classes, let alone the alignment 
metrics, and we are engaging closely with our 
managers, data providers and advisers to monitor 
any developments. Ultimately, a lot depends on 
the progress of individual investee companies 
in disclosing their emissions data and on the 
availability of credible alignment methodologies.

It is imperative that we have accurate and 
meaningful data on which to base our strategies 
and any targets or aims that we may choose to set. 
We believe a thorough analysis of our investments’ 
alignment with the goals of the Paris Agreement 
is a necessary step. We believe having appropriate 
short, medium and long-term targets can help to 
keep us on track in delivering our objectives.  
We are working closely with our managers 
to understand more about the implications of 
establishing any such targets, and consequences  
of doing so at both an individual asset class level  
as well as at the total Fund level. 

We also plan to review the selected metrics and  
target on an annual basis. If they are deemed not fit for 
purpose, we will consider appropriate replacements.

Climate data quality 
process metric

As at  
31 December  

2021

Target for 
31 December 

2022

The proportion of the 
Fund’s investments 
by market value 
for which we 
have carried out 
preparatory portfolio 
alignment analysis

27.0 % 42.0 %
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Looking ahead 
We recognise the importance of doing our part in helping the world to deliver the goals of the Paris 
Agreement, including achieving global net-zero GHG emissions, and believe this is consistent with our 
legal and fiduciary duties and responsibilities. The progress required both to mitigate as well as adapt 
when necessary to climate change is enormous. During the recent responsible investment annual 
meetings with our managers, which included detailed reviews of their 2021 responsible investment 
activities and outcomes, we discussed the importance of their and our continued engagement on 
matters pertaining to climate change.

We continue to make significant progress and remain fully committed to the part we play in addressing 
climate-related risks and opportunities. As a long term investor, we understand the importance of 
balancing the need to act while recognising the future uncertainties of economic environment,  
inflation, longevity, and other crucial factors which impact the transition pathway and our ability  
to pay member’s benefits. 

During the process of preparing and publishing this Report, we have already begun actively looking 
for areas that we can build on for future reports. We hope this Report demonstrates our commitment 
to addressing climate change and continuously improving our approach to the risk it poses. We look 
forward to reporting on future years in terms of our journey on climate change.
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Appendix A

(References to paragraph numbers below refer to Schedule, Part 2 of the Climate Change Regulations)

Governance
This section focuses on the board’s oversight and management’s role in assessing and managing climate-related risks and opportunities. Such information supports evaluation of whether 
climate-related issues receive appropriate board and management attention. The Trustee is required to report on:

(a) how it establishes and maintains oversight of climate-related risks and opportunities which are relevant to the scheme  7

(b) the role of any person who, other than as a trustee, undertakes scheme governance activities, in identifying, assessing and managing any climate-related risks 
and opportunities which are relevant to those governance activities undertaken and the process by which the Trustees is satisfied that the person is taking 
adequate steps to identify, assess and manage the climate-related risks and opportunities

7-8

(c) the role of any person who, other than as a legal adviser of the Trustee, advises or assists with respect to scheme governance activities and the process by 
which the Trustee is satisfied that the person is taking adequate steps to identify and assess any climate-related risks and opportunities which are relevant to 
the matters in respect of which they are advising or assisting.

8

Strategy
This section focuses on the types of risks and opportunities posed by climate change, and the processes to identify them. It further relates to how these have affected asset allocation, and 
the processes to assess performance. The Trustee is required to report on: 

(d) the climate-related risks and opportunities which it has identified in accordance with paragraph 3 of the Climate Change Regulations 9

(e) the time periods which it has determined should comprise the short term, medium term and long term in accordance with paragraph 4 of the  
Climate Change Regulations

12

(f) the impact of the climate-related risks and opportunities assessed in accordance with paragraph 5 of the Climate Change Regulations on the scheme’s 
investment strategy and, where the scheme has a funding strategy, the impact of those risks and opportunities on the funding strategy

14-17

(g) as far possible, scenario analysis carried out in relation to paragraph 7 of the Climate Change Regulations in at least two scenarios where there is an increase 
in the global average temperature and in one of those scenarios, the global average temperature increase selected by the Trustee must be within the range of 
1.5 degrees Celsius above pre-industrial levels to and including 2 degrees Celsius above pre-industrial levels

10-13

Climate Change Regulations reporting requirements 
The Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021 Schedule, PART 2 

Climate Change 
Report section and 

page number

Climate Change Regulations

https://www.legislation.gov.uk/uksi/2021/839/schedule/made
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Appendix A continued 

Risk management
This section focuses on processes used to assess materiality and locate and use climate-related data. The Trustee is required to report on:

(j) the processes which it has established in accordance with paragraph 12 and 13 of the Climate Change Regulations for identifying, assessing and managing 
climate-related risks which are relevant to the scheme

21-27

(k) how the processes required by paragraphs 12 and 13 of the Climate Change Regulations are integrated into its overall risk management of the scheme. 28

Metrics and targets 
This section focuses on the types of metrics used and the steps the Trustee can take to understand and manage its climate-related risks and opportunities. This includes metrics such as GHG 
emissions, targets, processes to assess risks, and the linkage to their strategy. The Trustee is required to report on:

(l) (i) one absolute GHG emissions metric 
(ii) one GHG emissions intensity metric
(iii) one additional climate change metric
in the first reporting year, calculated in relation to the scheme’s assets 

30, 31, 34, 36

(m) (i) obtaining the scope 1, scope 2 and scope 3 greenhouse gas emissions attributable to the scheme’s assets
(ii) using the data obtained to calculate its selected absolute emissions metric and selected emissions intensity metric, and
(iii) using the metrics it has calculated to identify and asset climate-related risks and opportunities which are relevant to the scheme.

29-34

(n) as far as possible: 
(i) obtaining the data required to calculate its selected additional climate change metric 
(ii) using the data obtained to calculate that metric in relation to the scheme’s assets; and 
(iii) using the metric it has calculated to identify and assess the climate-related risks and opportunities which are relevant to the scheme. 

35-37

(o) setting a target in accordance with paragraph 22 or paragraph 24 of the Climate Change Regulations and the performance of the scheme against that target as 
measured in accordance with paragraph 23(a) and (b) of the Climate Change Regulations. 

38

https://www.legislation.gov.uk/uksi/2021/839/contents/made

(h) the potential impact, resilience of the investment strategy and funding strategy on the scheme’s assets and liabilities which the Trustee has identified in the 
above scenarios, analysed in accordance with paragraphs 6 and 7 of the Climate Change Regulations and, if the Trustee has not been able to obtain data to 
identify potential impacts for all of the assets of the scheme, why this is the case 

18-20

(i) in cases where paragraph 10 of the Climate Change Regulations applies and the Trustee has determined not to undertake new scenario analysis, its reasons 
for this determination.

n/a
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MSCI CarbonMetrics methodology
MSCI carbon emissions data is collected annually 
from the most recent publicly available corporate 
sources, including annual reports, corporate social 
responsibility reports or websites. When reported 
data is not available through direct corporate 
disclosure, MSCI ESG uses the GHG emissions 
data reported through the CDP or government 
databases. Carbon emissions data is updated 
throughout the year following the publication of 
companies’ annual filings on a rolling schedule.

As part of the MSCI ESG-research-quality  
review process, data for carbon emissions,  
power-generation and fossil fuel reserves is  
cross-checked by peers and reviewed by senior 
analysts covering the energy, utility and materials 
sectors. In addition, companies are also invited  
to confirm the data. 

When reported data is unavailable, MSCI 
estimates scope 1, 2 and 3 carbon emissions  
using its proprietary carbon-estimation model. 

When there is no scope 1 or 2 reported data, MSCI uses one of three estimation models:

• Company Specific Intensity model, which is based either on GHG emissions data previously 
reported by the particular company or in the case of electric utilities, on the fuel mix the company 
uses for electricity generation. 

• Global Industry Classification Standard (GICS) sub-industry model, which is more generalised 
but is based on MSCI’s emissions database.

• Economic Input-Output Life-Cycle Assessment model, a generalised model based on Standard 
Industrial Classification (SIC) codes, for those companies that did not report data and whose GICS 
sub-industry was not represented in MSCI data set.

MSCI uses the publicly available Greenhouse Gas Protocol (GHGP) framework for scope 3 emission 
accounting as the conceptual basis for its estimation modelling. This framework consists of 15 different 
categories that can be defined as ‘upstream’ or ‘downstream’. Upstream emissions are generated 
emissions before goods enter the company’s gates, whereas downstream emissions are those that 
occur while handling the final products.

Reported Reported by the company in documents or website, CDP, or regulatory databases.

Derived from reported Where the company discloses only scope 1 emissions, MSCI estimates scope 2, so that the total 
scope 1+2 is derived from reported data.

Estimated – does  
not disclose

MSCI researches all companies in the ACWI Index and estimates emissions when the company 
does not disclose.

Estimated MSCI research companies beyond the ACWI Index where carbon emissions are a key issue in 
the ESG rating model and estimates emissions or includes other sources if available.

MSCI’s sources of GHG emissions data

Appendix B
Emissions data assumptions
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Paris orderly transition pathway (POT) Paris disorderly transition pathway (PDT) Failed transition pathway (FTP)

Aim Tests exposure to the risks/opportunities from the 
systemic drivers of an orderly transition and locked-
in physical risk.

Shows the resilience of the portfolio to sudden 
transition triggering a market dislocation centred on 
high emitting stocks.

The main focus of this pathway is physical risk, 
results show the exposure to plausible, severe 
climate change impacts.

Key assumptions • Transition impact due to policy measures and 
technology drivers

• Transition is assumed to occur as smoothly as 
possible

• Market pricing-in dynamics occur smoothed out 
over the 2021-2025 period

• Locked-in physical impacts

• Transition impact due to policy measures and 
technology drivers

• Transition has disruptive effects on financial 
markets with repricing followed by a sudden 
sentiment shock and stranded assets in 2025

• Locked-in physical impacts

• No transition impact – existing policy regimes are 
continued with the same level of ambition

• Severe physical impacts over time – both gradual 
physical changes, as well as more frequent and 
severe extreme weather events

• Markets price in physical risks up to 2050 by the 
end of this decade and price in post-2050 physical 
impacts from the mid 2030s

Cumulative CO2 emissions 
(2019-2100)

810 GtCO2, most closely corresponding to IPCC RCP 2.6. 4,990 GtCO2, most closely corresponding to IPCC 
RCP 8.5.

Temperature change Average temperature increase of 1.6°C by 2100
• approximately 100% probability of limiting warming to 2°C
• approximately 37% probability of limiting warming to 1.5°C.

Average temperature increase of 4°C by 2100.

Policy & technology 
assumptions

EU-style emissions trading scheme covering all world regions and most sectors with rising carbon prices, 
significant investments in energy efficiency measures, solar and electrical heating, investment subsidies 
for carbon capture and storage, generous feed-in tariffs to lower the cost of renewable technologies  
which are gradually phased out after 2035, gradual phase out of coal-fired power generation in most  
major economies.

EU emissions trading scheme continues with the 
same carbon price, interventions to lower the relative 
cost of renewables are successful in some regions 
(EU, India, China), and are eliminated after 2035, as 
these technologies achieve cost parity with carbon-
intensive electricity generating technologies, modest 
biofuel blending mandates in some regions (EU 
member states, US, Canada, Brazil, China, India). 

Source: Ortec Finance

Appendix C 

Global warming pathways modelled (June 2021 climate sets)

Scenario analysis assumptions 
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Appendix C continued 
Paris orderly transition pathway (POT) Paris disorderly transition pathway (PDT) Failed transition pathway (FTP)

Financial climate modelling The pricing-in of transition and physical risks until 
2050 takes place over the next five years.

The pricing-in of transition and physical risks until 
2050 takes place in a single year. This abrupt 
repricing of assets causes an additional sentiment 
shock to the financial system in the same year in 
line with the ‘Inevitable Policy Response’ scenario 
described by the ETA and UN PRI. Our current view 
on the size of the sentiment shock is equivalent to 
30% of the worst losses experienced during the 
global financial crisis in 2008.

Physical risks are priced in two different periods: for 
risk up to 2050 the physical priced in shock occurs 
between 2026 and 2030 on the basis that by the 
mid to end of the current decade the IPCC will 
have a better view of the path until 2050, for risk 
between 2050 to 2100 the physical priced in shock 
occurs between 2036 and 2040 on the basis that by 
2036 crucial tipping points under the FTP will have 
been passed such that the path to the end of the 
century will be less uncertain.

Physical risk assumptions Assumptions are regionally differentiated and take into account variation in expected temperature increase 
per region and increase with rising average global temperature. Physical risks are built up from gradual 
physical impacts associated with rising temperature and economic impacts from climate-related extreme 
weather events.

Same as POT but noting that the increasing 
contribution from extreme weather impact on 
physical risks further emphasises the model 
limitations around environmental tipping points.

Key modelling limitations The quality and accuracy of estimates relies on the quality and availability of the data, for example:
• the lack of quality data on transport in some regions of the world means that the impact of technology 

innovation cannot be assessed for these regions
• it is not always possible to anticipate the full impact of structural changes created by policy decisions or 

technological innovations based on historical data relationship
• CO2 emissions from land use are not directly captured by the model
• environmental tipping points or knock-on effects such as human migration and conflict are not captured 

by the model.

Same as POT but noting the current limit of science 
in understanding the impact of global warming for 
high temperature increase scenario such as the  
4oC average temperature scenario considered for  
the FTP.

Source: Ortec Finance
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X-degree compatibility (XDC) model
The XDC model, developed by right. based on 
science GmbH, and integrated in the Ortec 
Finance ClimateALIGN tool, is a science-based and 
peer-reviewed economic climate impact model. 
It analyses the degree of global warming by 2050 
that an economic entity is compatible with under 
various scenarios. Essentially, it tries to answer the 
question of ‘How much global warming could we 
expect for the entity in question if the entire world 
operated at the same emissions intensity?’

In addition to the GHG emissions (across scope 
1, 2 and 3), the XDC model also requires other 
inputs (such as, GVA, EBITDA, personnel costs). 
Those are incorporated into the calculation engine 
alongside other components like pre-defined 
climate change scenario pathways (such as 
2.0°C or 1.75°C). The results from the model’s 
calculation at the entity level are expressed in 
degrees celsius and referred to as a baseline 
XDC and compared against a sector-specific 
temperature threshold (target XDC) that the 
entity in question must align with in order to be 
compatible with a pre-defined climate scenario 
(i.e., 2°C global warming). The difference between 
the baseline and target XDC indicates the degree 
of alignment to the pre-defined climate scenario – 
we call this the XDC gap. 

As the XDC gap is measured against the specifics 
of the given sector, it can be used to compare 
companies from different sectors. If we assume 
that the chosen scenario is a maximum of 2°C 
global warming scenario, indicating the Paris 
alignment pathway, we can then interpret the  
XDC gap results as follows:

• An XDC Gap >0°C indicates that the entity in 
question does not comply with the 2°C global 
warming scenario and therefore is not Paris-
aligned based on the chosen methodology. 

• An XDC Gap ≤0°C indicates that the entity in 
question complies with the 2°C global warming 
scenario and is also Paris-aligned based on the 
chosen methodology. 

Preparatory portfolio alignment analysis
As noted previously, we do not consider that by 
simply referencing the GHG emissions of the 
investee company, we can fully understand the 
climate-related risks and opportunities associated 
with inclusion of this investee company in the 
Fund’s portfolio. Similarly, we do not consider that 
the consistency of an investee company or its 
anticipated forward path with the goals of the Paris 
Agreement can be reduced to a consideration of 

a particular GHG emissions metric or the extent 
of its alignment with a particular Paris-derived 
temperature threshold.

However, we have adopted this form of preparatory 
portfolio alignment analysis, simply as a reasonably 
intuitive lens on the relative carbon intensity of 
individual companies’ trajectories over time and 
their contribution to the attainment of the goals 
they set for themselves. Further, by looking at the 
sources and availability of the underlying emissions 
data, we can see the interdependence between the 
quality of input data and consideration of reliability 
of outputs representing the company’s degree of 
alignment or misalignment with Paris goals and its 
contribution to the attainment of those goals. 

We are aware that different alignment 
methodologies are likely to return slightly different 
results. It was encouraging however to observe 
in our analysis that the GHG emissions data was 
based on individual investee company reports, 
rather than estimated, for the majority of investee 
companies deemed as Paris-aligned based on the 
XDC model assumptions.

Appendix D
Portfolio alignment model
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We have tried to limit the use of technical terms as much as possible in this climate change Report, produced by the BP Pension Fund, providing explanations 
where appropriate. However, here is a list of some of the terms you might need to know. 

ACWI Index all country world index
BPIM BP Investment Management, our internal asset manager
board board of directors of the Trustee
CDP CDP (formerly Carbon Disclosure Project) is a not-for-profit 

charity that runs the global disclosure system for investors, 
companies, cities, states and regions to manage their 
environmental impacts

climate change  
governance framework

Our internal framework implementing climate change 
governance in line with the Climate Change Regulations

climate change policy our climate change policy adopted by the board  
Climate Change  
Regulations

The Occupational Pension Schemes Climate Change Governance 
and Reporting Regulations 2021

DWP The Department for Work and Pensions
EBITDA earnings before interest, taxes, depreciation and amortisation
ESG environment, social and governance
ETA Energy Transition Advisors
executive management 
team

the Trustee management team delegated duties by the board

Fund BP Pension Fund
FTP failed transition pathway as described further on pages 43 and 44
GBP   British pound sterling
GDP gross domestic product
GHG greenhouse gas emissions
GtCO2 gigatons of CO2
GVA gross value added

IGCC The Institutional Investors Group on Climate Change

investment committee a committee delegated by the board to focus on  
investment matters

IPCC Intergovernmental Panel on Climate Change

IRM integrated risk management

ICSWG Investment Consultants Sustainability Working Group

LDI liability driven investment

managers our external asset managers and our internal asset  
manager, BPIM 

members the members of the BP Pension Fund

Paris Agreement the international treaty on climate change, adopted in 2015

PDT Paris disorderly transition pathway as described further on  
pages 43 and 44

POT Paris orderly transition pathway as described further on  
pages 43 and 44

RCP representative concentration pathways, a GHG concentration 
(not emissions) trajectory adopted by the IPCC

Report this climate change Report

RI policy our responsible investment policy adopted by the board

sponsor BP p.l.c.

TCFD Task Force on Climate-related Financial Disclosures

TPR The Pensions Regulator

Trustee BP Pension Trustees Limited, corporate trustee of the BP 
Pension Fund

UN PRI UN Principles for Responsible Investment

Appendix E
Glossary



47Climate Change Report 

Contact us: 
BP Pension Trustees Limited 
Chertsey Road 
Sunbury-on-Thames 
Middlesex TW16 7BP
 
bpPensionFundRI@bp.com

Important information
The information in this Report may cover general activity on climate, responsible investment, stewardship, ESG, including opinions, prospects, results, forward-looking statements. Use of forward-looking terminology using words such as ‘may’, ‘believe’, ‘aim’, ‘will,’ ‘should,’ ‘expect,’ and ‘intend’, or their negatives or other variations 
(together, ‘forward-looking statements’) are not a reliable indicator of performance of the Fund. There can be no assurance that any of the matters set out in these forward-looking statements are attainable, will actually occur, will be realised or are complete or accurate. The Fund has prepared this Report based on data available from its 
managers and other third-party sources, including publicly available information. Although we believe the information obtained from our managers and third-party sources is reliable, it may not be independently verified, and we cannot guarantee its accuracy or completeness. Unless otherwise stated, the term Trustee, Fund and Board and 
terms such as ‘we’, ‘us’, ‘our’, are used in this Report for convenience and simplicity and collectively refer to BP Pension Trustees Limited, as corporate trustee of the BP Pension Fund.

©  BP Pension Trustees Limited, on behalf of the BP Pension Fund. All rights reserved. Reproduction of all or any part of the content and use of this Report is not permitted without the express written permission of the BP Pension Fund. 
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