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Investment and Pension Fund Committee 

17 June 2022 
 

CLIMATE CHANGE AND CARBON FOOTPRINT 
 
Report of the Director of Finance and Public Value 
 
 
Please note that the following recommendations are subject to consideration and 
determination by the Committee before taking effect.  
 
 
Recommendation:  (1) that the Committee notes the climate scenario analysis and 

the anticipated future requirements of the Taskforce for Climate-
related Financial Disclosures (TCFD) 
(2) that the Committee notes the results of the carbon footprint 
analysis undertaken as at 31 December 2021 and progress 
against targets. 

 (3) that the Committee consider any feedback they would like to 
provide at this stage to the Brunel climate change policy review. 

  
 

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

1. Introduction 
 
1.1 Climate change continues to be a significant concern nationally and 

internationally. Locally, Devon County Council has declared a climate 
emergency and continues to be lobbied to do more. The Devon Pension 
Fund believes climate change poses significant risks to global financial 
stability and could thereby create climate-related financial risks to the Fund’s 
investments, unless action is taken to mitigate these risks. 
 

1.2 The Investment and Pension Fund Committee’s policies on the climate 
change impact of its investments include the following commitments: 
 

 That its portfolio of investments will be net-zero by 2050 at the latest.  

 That the Weighted Average Carbon Intensity (WACI) of the Fund’s 
investments will be reduced by a minimum of 7% per annum, and by 
between 50-75% by 2030, based on the March 2019 calculation of the 
WACI. 

 That 5% of the Fund will be invested in renewable energy infrastructure 
by 2025. 

 To review these policies in partnership with Brunel during 2022 with a 
view to the Committee approving a revised policy in early 2023. 

 
1.3 In the near future it is expected that the Fund will need to report annually in 

line with the requirements of the Taskforce for Climate-related Financial 
Disclosures (TCFD). This report outlines the expected timeframes around 
that requirement. 
 



1.4 A key element towards achieving the net zero target will be continued 
monitoring of the Fund’s carbon footprint and exposure to extractive industry 
and potential stranded assets. A full analysis of the Fund’s carbon footprint is 
carried out on an annual basis, and this report provides details of the 
assessment as at 31 December 2021. 

 

2. Taskforce for Climate-related Financial Disclosures (TCFD) 
 
2.1 The Task Force on Climate-Related Financial Disclosures (TCFD) was 

created in 2015 by the international Financial Stability Board (FSB) to 
develop consistent climate-related financial risk disclosures for use by 
companies, banks, and investors in providing information to stakeholders.  

 
2.2 Increasing the amount of reliable information on financial institutions’ 

exposure to climate-related risks and opportunities aims to strengthen the 
stability of the financial system, contribute to greater understanding of climate 
risks and facilitate financing the transition to a more stable and sustainable 
economy. 

 
2.3 The UK Government has already enacted legislation to implement mandatory 

TCFD-aligned disclosures across the private sector, but the requirements do 
not currently apply to LGPS funds. It is anticipated that the Department of 
Levelling Up, Housing and Communities (DLUHC) will be issuing a 
consultation by the end of the Summer on how TCFD requirements will be 
built into the LGPS regulations. 

 
2.4 The reporting that the Fund already does on its climate change policies and 

carbon footprint will form a key part of meeting the TCFD requirements. We 
will need to wait for the consultation for the precise detail around what 
disclosures are required.  

 
2.5 It is likely that one requirement will be to undertake scenario analysis with 

regard to the investment portfolio. As part of the investment strategy review 
carried out by Mercer earlier in the year they undertook a scenario analysis, 
comparing the Fund’s previous strategy with an alternative more climate 
focused strategy. This was presented at the recent training day, and is 
appended at Appendix 1 to this report. 

 

2.6 The scenario analysis will support the Fund’s investment strategy in the 
following ways: 

 

 The climate scenario analysis will form an important part of TCFD 
reporting under the “strategy” pillar.  

 Supporting risk management - from an investment perspective, 
understanding the risks involved helps investors to make more informed 
decisions when setting investment strategy, i.e. to mitigate climate risks 
and take advantage of climate opportunities. 

 Holding Brunel to account for how they are addressing climate risk, as 
part of the ongoing monitoring and engagement process. 

 
2.7 While the scenario analysis compares how the pre-existing investment 

strategy compares to an alternative sustainable portfolio in terms of how the 



different portfolios would be impacted by climate change under different 
scenarios, it should be noted that there are also other non-climate risks which 
will impact on the strategies being compared which are not part of the 
analysis. Compared to the previous strategy analysed, the Committee has 
agreed to increase the allocation to Sustainable Equities from 5% to 10% of 
the Fund. However moving the Fund’s entire equity portfolio to Sustainable 
Equities would introduce significant concentration risk and lose the desired 
Emerging Market and Small Cap exposures recommended by Mercer to be 
retained. 

 

3. Carbon Footprint 
 
3.1 Brunel in partnership with Trucost have analysed the Devon Fund’s carbon 

footprint as at 31 December 2021. The Devon Fund total figures provided in 
this report are provisional, as the initial report from Trucost weighted the 
Devon investment in the individual portfolios incorrectly. The figures for the 
individual portfolios are therefore correct, but the Devon Fund total figures 
may change in the final report, although any difference is expected to be 
immaterial. The final figures will be confirmed before publication in the Fund 
Annual Report. 

 
3.2 Calculating the impact of a company’s emissions involves looking not only at 

the operations of the company itself, but also looking at the impact of the 
products that it sells and the impact of its supply chain. Emissions are 
therefore split into scope 1, scope 2 and scope 3 emissions: 

 Scope 1 – The direct emissions of the company’s own operations. 

 Scope 2 – The emissions related to the purchase of electricity, steam, 
heating and cooling for the company’s use. 

 Scope 3 Upstream – The emissions of the company’s supply chain. 

 Scope 3 Downstream – The emissions associated with the companies’ 
products as they are consumed by customers. 

These are illustrated in the following diagram. 
 
Greenhouse Gases – Scopes 

Upstream Emissions Operational Emissions Downstream Emissions

Scope 3 Upstream           Scope 2 Scope 1 Scope 3 Downstream

Company 
Facilities

Company 
Vehicles

Direct 
suppliers

(tier 1) 
to the 

reporting 
company

Tier 2 suppliers, 
Tier 3 suppliers... ,
Tier N suppliers

Scope 1

Scope 2

Purchased electricity,

steam, heating & 

cooling for own use

Scope 3

First Tier Indirect

Scope 3
Downstream

Direct Emissions

End of life 

treatment of 

sold products
Use of sold 

products

Investments

 
 



 
3.3 In analysing a portfolio of investment companies, there is the danger of 

double counting, where the scope 1 direct emissions of one company are the 
scope 3 downstream emissions of another company in the portfolio. 
However, from an investment risk perspective it is useful to know both the 
attribution of carbon risk (what is in the company’s direct control) and also the 
aggregate risk, from carbon risk within the supply chain. The Brunel/Trucost 
analysis of the Devon Pension Fund’s equity investments therefore takes into 
account Scope 1 direct emissions, Scope 2 (e.g. purchased power) and the 
first tier Scope 3 (immediate supply chain) emissions of investee companies, 
as shown in the diagram above. 

 
3.4 The analysis undertaken quantifies greenhouse gas emissions (GHG) 

embedded within a portfolio, presenting these as tonnes of carbon dioxide 
equivalents (tCO2e). Comparing the total GHG emissions of each holding, 
relative to either revenues generated or capital invested, gives a measure of 
carbon exposure that enables comparison between companies, irrespective 
of size or geography. The weighted average carbon intensity (WACI) of each 
portfolio is measured by summing the product of each holding's weight in the 
portfolio with the company level carbon/environmental revenue intensity. 

 
3.5 The WACI for each portfolio and for the Fund’s total equity and sterling 

corporate bond holdings as at 31 December 2021 is shown in the graph 
below. The total Fund WACI has fallen from 264 tCO2e/mGBP in December 
2020 to 237 tCO2e/mGBP in December 2021, a reduction of 10.2%. The 
WACI in December 2020 was below the benchmark and in December 2021 is 
further below the benchmark of 284 tCO2e/mGBP. 
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3.6 This is the fourth annual assessment of the Fund’s carbon footprint. Progress 

since March 2019 is shown in the following chart, with the proportionate 
contribution from each equity portfolio also highlighted. 

 



 
 
3.7 The chart shows an overall reduction of 44% in the Fund’s WACI since March 

2019, which is good progress towards the target of a 50-75% reduction by 
2030, and well ahead of the 7% per year target. Progress over the last year 
has been slower, as economic activity has increased following the end of 
Covid restrictions in much of the world, and several of the portfolios have 
seen a small increase in their WACI. The reduction in the Fund WACI has 
almost entirely resulted from the Committee decision to move the investment 
in the Smart Beta passive fund to the World Developed Paris Aligned passive 
fund.  

 
3.8 Other points to note include: 

 The UK Passive allocation transferred to the new UK Climate Transition 
Fund at the end of February 2022, so that change will not be factored into 
the analysis. 

 The Emerging Markets portfolio has the highest WACI. Emerging 
economies may find it more difficult to transition their economies, and this 
also raises the issue of securing a just transition that does not penalise 
those countries with a poorer standard of living. 

 The Sustainable Equities portfolio has a relatively high WACI compared 
to some of the active portfolios. This demonstrates that the numbers only 
tell half the story. The Sustainable Equities portfolio is focused on 
solutions, so may include companies who have higher emissions from 
processes that support the transition, for example the manufacture of 
wind turbines. 

 The analysis now includes the Sterling Corporate Bonds portfolio in 
addition to the equity portfolio. Any difference to the overall Fund WACI 
from the inclusion of the bonds portfolio is marginal, and it results in wider 
coverage of the Fund’s total assets. 

 
 
 
4. Reserves Exposure 
 
4.1 One of the issues with the WACI measurement is that it does not capture the 

downstream tier 3 emissions. Downstream Scope 3 emissions based on 
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product in use (or disposal) are not widely calculated by companies or 
reported. However, downstream Scope 3 are critical when looking at the 
impact / investment risk of car manufacturers and fossil fuel companies.  

 
4.2 This is linked with the risk involved in stranded assets, where companies may 

have large reserves of fossil fuels that will not be usable if we are to achieve 
carbon reduction targets across the economy and so become “stranded”. 
Exposure to reserves data is therefore a useful proxy for downstream 
emissions. 

 
4.3 The reserves exposure for each portfolio and for the Fund’s total equity and 

sterling corporate bond holdings as at 31 December 2021 is shown in the 
graph below. 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. Between December 2020 and December 2021, the reserves 
exposure fell from 3.8% to 2.8%. This equates to just under 2% of total 
assets. 
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4.4 The analysis shows the significant exposure of the UK Passive allocation, 

and was undertaken before the UK allocation was transferred to the new UK 
Climate Transition passive fund. The UK Passive Fund analysed tracks the 
FTSE All Share Index, which has a high proportion of resource companies 
(fossil fuels companies) including Royal Dutch Shell and diversified mining 
companies. The significant contribution of the UK passive portfolio to the 
overall reserves exposure is further emphasised in the following graph which 
also shows the progress to date since March 2019. 

 



  
 
4.5 In December 2021, the UK Passive allocation accounted for around 60% of 

the reserves exposure. The transition of that allocation to the UK Climate 
Transition passive fund at the end of February 2022 resulted in significant 
divestment from companies such as Royal Dutch Shell, Anglo American and 
Glencore, and therefore if the Fund’s reserves exposure were to be re-
assessed as at the end of March the exposure would be much reduced.  

 
 
5. Climate Change Policy Review 
 
5.1 When Brunel launched their climate change policy in 2019, it stated an 

intention to carry out a full review and “stocktake” in 2022, with a review to 
agreeing an updated and revised policy in early 2023. The Committee and 
Pension Board received a presentation from Brunel on the stocktake at the 
recent training day. 

 
5.2 The core purpose of the Brunel Climate Stocktake is threefold: 

• Establish what different key stakeholder groups think of Brunel’s 
approach to climate change, and identify their expectations and priorities 

• Demonstrate engagement with the feedback, and how different elements 
have been integrated into a revised Climate Change Policy – or, where 
relevant, why specific feedback has not been acted upon. 

• Ensure that all stakeholders are fully aware of the approach to Climate 
Change, the work that has been done, the constraints they operate 
under, and ambitions for the next stage. 

 
5.3 The Devon Fund and the other 9 LGPS authorities that are shareholders in 

Brunel are key stakeholders in this process. The Committee will therefore 
need to consider: 
• What are the Fund’s key priorities in addressing climate change through 

its investment policies, and how we would want to see them incorporated 
into Brunel’s policy. 

• Whether specific new portfolios or amendments to existing portfolios are 
required to take forward those priorities. 

• Are there specific climate-related topics/issues/sectors that should 
receive greater attention in Brunel’s engagement activities. 
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• What additional reporting is required to demonstrate how those policies 
are being implemented. 

 
5.4 It is suggested that the Devon Fund will want to see continued progress in 

reducing the carbon footprint of our investments towards the achievement of 
net zero investment portfolios. In line with current policies, Brunel should be 
asked to continue their focus on renewable energy within the infrastructure 
portfolio, along with improved reporting that clearly demonstrates what 
proportion of the infrastructure portfolio is being invested in renewable energy 
or climate solutions. 

 
5.5 The Fund should also look to review its own climate change policies 

alongside the Brunel stocktake. Should the Committee agree to the proposed 
survey of fund members on climate change and other stewardship issues, 
then the results of that survey can be fed into a review of both Devon Fund 
policies and the Brunel stocktake. 

 
5.6 Further reports will be brought to future meetings of the Committee, but if 

there are any specific priorities that the Committee wants to raise at this 
stage then they can be minuted and forwarded onto Brunel for inclusion in 
their review. 

 
         
 
Angie Sinclair 
Director of Finance and Public Value 
 
Electoral Divisions:  All 
 

Local Government Act 1972:  

List of Background Papers: Nil 

Contact for Enquiries:  Mark Gayler  
Tel No:  01392 383621  Room: 196 
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