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1. EXECUTIVE SUMMARY 
 
1.1 This paper updates Members on: 

a. The Fund’s current exposure to Carbon. 
b. The risks that this may cause. 
c. Any possibilities for divestment in the future and the possible risks. 

 
1.2 This paper should be read in conjunction with the equity strategy paper that 

provides more details on alternative indices.  
 
2. RECOMMENDATIONS 
 
2.1 The Sub-Committee is requested to approve: 
   

a. The approach of supplier of carbon portfolio analysis systems and 
bespoke reports on an investment portfolio in order to assist investors with 
carbon footprint and climate risk measurement and reporting. 

 
2.2 The Committee is recommended to note this report and the Deloitte report 

attached at Appendix 1. 
   



3 DEFINING CARBON EXPOSURE 
 

3.1 Carbon exposure can be difficult to estimate exactly for a number of reasons, 
including areas where many disclosures are voluntary and vary in nature from 
company to company.  

 
3.2 Within companies, many different points in the supply chain can cause carbon 

exposure. With companies that extract fossil fuels from the ground, it is 
usually obvious, but where a company’s supply chain causes a significant 
carbon exposure or simply uses a lot of power, it can be less transparent.   

 
3.3 Other considerations should be given where a company may have a 

significant “carbon footprint” on the one hand, but be investing significant 
resources in renewables on the other, which may mean the organisation will 
be less carbon intensive in the future.  

 
3.4 Ultimately, the only clear way to measure a company’s exposure to carbon is 

through their carbon reserves, which are the fossil fuel assets owned by 
individual companies. 

 
4 INVESTMENT RISKS 
 
4.1 Some of the investment risks associated with investing in companies with high 

fossil fuel exposure include: 
 

 The risk that global fossil fuel consumption falls. The Paris Agreement, 
adopted at the Paris Climate Conference in 2015, is the first legally 
binding global climate deal, which sets out a plan to avoid dangerous 
climate change by limiting global warming to “well below” two degrees 
Celsius above pre-industrial levels. If this agreement is to be upheld, 
global fossil fuel consumption will need to drastically reduce and could 
leave companies with “stranded assets”, assets that will be sitting on 
the balance sheet currently, but can no longer be accessed, thus 
hurting investment performance. 

 

 The highly concentrated business nature of fossil fuel producers means 
that they are exposed to significant commodity price risks. During the 
oil price crash from 2014 to 2016, the price of a barrel of oil fell from 
$110 to $30 and many smaller producers were unable to sustain 
themselves, with the larger ones suffering heavy share price losses. 

 
4.2 It should be pointed out, however, that divesting entirely from a sector can 

also lead to increased investment risk. Had a decision been taken to divest 
from fossil fuel stocks in January 2016, the Fund would have missed out on 
the huge rebound in equity stocks within the oil sector. Royal Dutch Shell, for 
example, one of the Fund’s largest holdings, increased in price by 
approximately 70%. 

 
 
 



 
5 OPTIONS FOR REDUCING CARBON EXPOSURE 
 
5.1 The main area of exposure to fossil fuels remains within its equity portfolio. 

This is because they are easiest to measure exposure and the first assets to 
change in price. If the Sub-Committee considers that divesting from fossil 
fuels is a good investment decision to be taken on behalf of its members, then 
transferring the index currently tracked by LGIM to an alternative index would 
be appropriate.  

 
5.2 Potential alternative indices are discussed in the Equity Strategy Paper. 
 
6 FIDUCIARY RESPONSIBILITY OF THE ADMINISTERING AUTHORITY 
 
6.1 The Sub-Committee holds a key fiduciary responsibility to manage the Fund’s 

investments in the best interests of the beneficiary members and the council 
tax payers, where the primary focus must be on generating an optimum risk 
adjusted return. It is vital that any investment decisions or strategies 
developed, such as a carbon strategy, must not negatively impact on this 
primary responsibility. 

 
6.2 The administering authority has fiduciary duties both to scheme employers 

and scheme members and the investment strategy must be exercised for 
investment purposes, and not for any wider purposes. Thus, investment 
decisions must be spread across a wide variety of investments classes, 
achieve a balanced risk and return objective.  

 
6.3 The precise choice of investments can be influenced by ethical and 

environmental, social and governance (ESG) considerations, so long as that 
does not risk material financial detriment to the fund. Whilst deliberating on 
such issues, Queen’s Counsel (Nigel Giffin) advice, commissioned by the 
LGPS Scheme Advisory Board and published in 2014, states that the 
administering authority may not prefer its own specific interests to those of 
other scheme employers, and should not seek to impose its particular views 
where those views would not be widely shared by scheme employers and 
members (nor may other scheme employers impose their views upon the 
administering authority). 

 
6.4 To this end, if decisions on carbon reduction are taken by the Sub-Committee, 

those decisions must be based on the likely positive investment outcome 
pertaining to the Pension Fund, and be not be based on any ethical approach 
or ideological attitude adopted either by the Sub-Committee or the local 
authority itself.   

 
6 CONSULTATION 
 
6.1 Not Applicable 
 
7 EQUALITY IMPLICATIONS 
 



7.1 Not applicable 
8 LEGAL IMPLICATIONS 
 
8.1 None 
 
9 FINANCE AND RESOURCES IMPLICATIONS 
 
9.1 None 
 
10 IMPLICATIONS FOR BUSINESS 
 
10.1 Not applicable 
 
11 RISK MANAGEMENT 
 
11.1 None  
 
12 PROCUREMENT IMPLICATIONS 
 
12.1 None 
 
13 IT STRATEGY IMPLICATIONS 
 
13.1 None 
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