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Please note that the following recommendations are subject to consideration and 
determination by the Committee before taking effect.  
 
 
Recommendation:  (1) that the Committee considers switching the current 

investment in UK Passive Equities to the new UK Passive 
Climate Transition Benchmark (CTB) Fund when it is launched 
later in the Autumn. 

 (2) that the Committee approves the transfer of the current 
Smart Beta Passive allocation to the new World Developed 
Passive Paris Aligned Benchmark (PAB) Fund when it is 
launched later in the Autumn. 

 

~~~~~~~~~~~~~~~~~~~~ 
 

1. Introduction 
 
1.1 Over the last two years the Devon Pension Fund has significantly 

strengthened its policies towards how it addresses climate change within its 
investment strategy. The Investment and Pension Fund Committee at its 
February meeting resolved to commit the Fund to achieving net zero 
investment portfolios by 2050. In June, the Committee agreed to a revised 
policy statement in support of that commitment that: 

 Set interim targets for progress by 2030. 

 Set a 5% target for investment in renewable energy infrastructure 
(consistent with the Fund’s current strategic asset allocation). 

 Recognised the impact of strategic asset allocation on the Fund’s carbon 
footprint. 

 Further strengthened the Fund’s expectations with regard to the work that 
Brunel and the Local Authority Pension Fund Forum do on behalf of the 
Fund.  
 

1.2 A key element of the Fund’s investment strategy is the allocation to passive 
equities, which accounts for over half of the allocation to equities and over 
25% of total Fund investments. This report therefore addresses the role that 
passive investment plays within the investment strategy and how that fits in 
with the Fund’s policies on climate change. 
 
 
 
 
 



2. Passive Investment 
 

2.1 The Fund’s investment strategy splits the allocation to equities between 
passively and actively managed funds. Passively managed funds track 
established indices by owning all the shares in the relevant index in 
proportion to their weighting in the index (their market capitalisation or market 
cap weighting), whereas actively managed funds will give full discretion to 
fund managers to choose which companies to invest in. 
 

2.2 Passive investment has the following advantages: 
 

 Management costs are significantly lower. Active managers will 
need to employ considerable resource in analysing companies and 
exercise significant skill in deciding which companies they should be 
invested in. A passive manager just buys everything in the index at the 
index weight, so less resource and skill is required. As a result the 
management fees for active funds can be 40-50 times higher than for 
passive funds. 

 Lower relative risk. Investing in a passive fund will deliver a return 
equivalent to the return of the index. The return from an actively 
managed fund will depend on the level of skill exercised by the fund 
manager in selecting companies. If they perform well, they can 
achieve a better return than the comparable index, which justifies the 
additional management fees, but if they get it wrong, then they will 
deliver a lower return. 

 
2.3 Therefore, the Fund has considered that there should be a balance between 

actively and passively managed funds to manage risk and management 
costs, while providing potential for out-performance. 

 
2.4 However, because passive funds will invest in all the companies in the index, 

they will include exposure to companies that present a challenge from an 
environmental, social and governance (ESG) perspective. For example, 
Royal Dutch Shell and BP are among the largest companies in the FTSE All 
Share index, so the Devon Fund’s investment in UK Passive Equities gives 
us significant exposure to those companies.    

 
2.5 The UK market is a particular challenge, as oil and gas companies represent 

a higher proportion of the UK market than the global market. This is illustrated 
in the following chart showing the Fund’s reserves exposure. The figures 
shown are on a value of holdings basis, which means the value of any 
company with fossil fuel reserves is included in full in the analysis, regardless 
of what proportion of their business relates to extraction. 

 



  
 
2.6 While the chart shows good progress in reducing the Fund’s reserves 

exposure, it also shows the impact of the UK Passive allocation which as at 
December 2020 comprised 17% of the total equity allocation but accounted 
for 62% of the reserves exposure.  
 

2.7 While the reserves exposure of the World Developed Passive and Smart Beta 
Passive investments is less significant than the UK allocation, there will still 
be some degree of exposure within those funds. Looking at the wider carbon 
metrics, the Smart Beta has a higher Weighted Average Carbon Intensity 
(WACI) than the rest of the Fund’s equity investments with the exception of 
the Active Emerging Markets allocation. The Smart Beta WACI of 419 
tCO2e/mGBP compares with a WACI of 246 tCO2e/mGBP for the World 
Developed Passive allocation, largely as a result of a bias towards “value” 
style investments which tend to include more traditional industrial sector 
businesses rather than technology companies. This is also an issue to be 
noted.  
 

2.8 The Devon Fund’s policies in relation to stewardship and climate change 
include a significant commitment to engagement with companies, which will 
include those held through passive funds. Companies such as Royal Dutch 
Shell and BP are now setting emission reduction targets that do take account 
of downstream tier 3 emissions as part of their long term transition plans to 
diversify their business away from reliance on fossil fuels. This is a result of 
the significant engagement work lead by Climate Action 100+, supported by 
the Brunel Pension Partnership and the Local Authority Pension Fund Forum 
on behalf of the Devon Fund.  
 

2.9 Nevertheless, the passive allocation will continue to provide significant 
exposure to “fossil fuel” companies in its current form.  

 
 
3. Climate Transition and Paris Aligned Benchmarks 
 
3.1 The Brunel Pension Partnership are seen as leaders in the investment world 

in their approach to climate change, and have recognised the issues involved 
with passive investment, whilst seeking to address climate change. There has 



been a lack of products within the market that would allow investors to invest 
passively whilst seeking to exclude significant exposure to fossil fuel 
reserves.  

 
3.2 Brunel have therefore been working with FTSE Russell, who provide the 

indices that the Brunel passive funds managed by Legal and General 
Investment Management (LGIM) use, to develop new indices that are climate 
aware. The new benchmarks being developed are based on European Union 
Regulation 2016/1011 that established EU Climate Transition Benchmarks 
(CTB) and EU Paris-aligned Benchmarks (PAB) using methodology based on 
the commitments laid down in the Paris Agreement. 

 
3.3 The key characteristics of these benchmarks are as follows:  
  

CTB 

 Minimum 30% reduction in both carbon reserves and operational 
emissions by 2030. 

 7% year on year reduction. 

 Emissions relative to Base Universe must always stay below initial 
reduction threshold. 

 Phasing in of Scope 3 emissions. 

 Exclusion of any companies found or estimated by them or by external 
data providers to significantly harm one or more of the environmental 
objectives referred to in Article 9 of Regulation (EU) 2020/852 of the 
European Parliament & of the Council (8). 

 Additional exclusions of controversial weapons manufacturers, 
tobacco producers (from December 2022) and UN Global Compact or 
OECD (Organisation for Economic Co-operation and Development) 
violations. 

 
PAB 

 Minimum 50% reduction in both carbon reserves and operational 
emissions by 2030. 

 7% year on year reduction. 

 Emissions relative to Base Universe must always stay below initial 
reduction threshold. 

 Phasing in of Scope 3 emissions. 

 Exclusion of any companies found or estimated by them or by external 
data providers to significantly harm one or more of the environmental 
objectives referred to in Article 9 of Regulation (EU) 2020/852 of the 
European Parliament & of the Council (8). 

 Exclusion of companies obtaining 1 % or more of revenues from 
exploration, mining, extraction, distribution or refining of hard coal & 
lignite. 

 Exclusion of companies obtaining 10 % or more of revenues from the 
exploration, extraction, distribution or refining oil fuels, or 50 % or more 
of revenues from the exploration, extraction, manufacturing or 
distribution of hydrocarbons, hydrogen and carbon monoxide mixtures 
present in gaseous state. 

 Exclusion of electricity producers with a carbon intensity of lifecycle 
GHG emissions greater than 100 gCO2e/kWh (50%+ revenues). 



 Additional exclusions of controversial weapons manufacturers, 
tobacco producers (from December 2022) and UN Global Compact or 
OECD violations. 

 
3.4 It is anticipated that LGIM will launch the new funds during the Autumn, and 

the option to invest in the funds will then be made available by Brunel. There 
will be both CTB and PAB versions for World Developed Passive, but only a 
CTB version of UK Passive as the nature of the UK market means that it 
would be difficult to apply the additional PAB metrics. The specifications of 
these portfolios are attached at Appendix 1 to this report. 

 
3.5 These are new indices, so have no real past history, but they have been 

back-tested by modelling past data to estimate what funds tracking the new 
indices would have delivered if they had been in existence. The back testing 
has indicated that the new indices would have provided a similar, and for the 
most part marginally better, return compared to the traditional equivalent 
indices. Therefore, the expectation going forward would be that over the 
longer term the new funds should deliver returns at least as good as the 
funds tracking traditional indices.  

 
 
4.  The Way Forward 
 
 UK Passive 
 
4.1 As set out in section 2 above, the UK Passive allocation has significant 

exposure to Royal Dutch Shell and BP in particular and also to other mining 
companies. The Committee may be satisfied that the significant engagement 
effort undertaken on the Fund’s behalf, in collaboration with other investors, 
has had a major impact on the business strategy of those companies, and 
that our influence as shareholders is pushing them in the right direction and 
helping to address the issue of climate change and the need for a global 
reduction in carbon emissions. 

 
4.2 If, on the other hand, the Committee feels that we should reduce our 

exposure to fossil fuel reserves, and to Royal Dutch Shell and BP, then the 
Fund would need to disinvest from the current UK Passive Fund which 
includes that exposure. The Committee are therefore asked to consider 
whether they wish to switch the current investment in UK Passive Equities to 
the new UK Passive Climate Transition Benchmark (CTB) Fund when it is 
launched later in the Autumn. 

 
4.3 The return generated by tracking the new benchmark is likely to differ from 

the FTSE All Share return, due to the high impact of sector concentrations in 
the UK market, but back-modelling of ten year performance relative to the 
FTSE All Share shows tighter tracking than would have been expected. The 
management fee is likely to be slightly higher than the current UK Passive 
Fund fee. 

 
 Smart Beta 
 
4.4 The Committee are also asked to approve moving the current allocation to 

Smart Beta Passive to the World Developed Passive PAB Fund.  
 



4.5 When the initial allocation to Smart Beta was made eight years ago, the 
objective was to invest in a factor based approach that had the potential to 
out-perform the market cap weighted index, but at a lower cost than active 
management. However, it is now proposed to move the allocation as: 

 

 After a promising start, performance has lagged the market index over 
the last year, three year and five year periods and since the inception of 
the investment. Therefore, it has failed to meet its original objective. 

 When the investment was made, it was in the context of a much larger 
passive allocation than the current asset allocation. With the current 
higher allocation to actively managed equities there is less need for the 
current factor based solution. 

 The high WACI in comparison with the Fund’s other equity investments 
means that disinvestment would contribute to achieving the Fund’s 
carbon reduction targets. 

 
World Developed Passive 

 
4.6 It is suggested that the current allocation to World Developed Passive be 

maintained for the present. The reserves exposure and WACI of the World 
Developed Passive allocation are lower than for the other two passive 
investments, and therefore a lower priority to address. If the Smart Beta 
allocation is moved to the PAB benchmark fund, then it will allow the 
Committee to compare the performance of the PAB fund with the pure market 
cap weighted allocation which can then inform future decisions.   

         
 
 
Mary Davis 
County Treasurer 
 
Electoral Divisions:  All 
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