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KEY MESSAGES
• The campaign to divest from fossil fuels (FF) has grown into a
significant global movement
• There is a compelling financial argument for divestment, in addition
to a strong environmental case
• We believe the Tower Hamlets Pension Fund’s investments in FF
companies are not in “the best financial interests of all its
stakeholders,” the primary investment objective of the Pension
Fund1
• We believe the Pension Fund should divest the approximately £91
million2 it reportedly has invested in FF companies
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DEFINING “DIVESTMENT”
For the purposes of this presentation, “divestment” refers to a
commitment to dispose of investments in the global top 200
public oil, coal and gas companies, ranked by the potential
carbon emissions of their reserves, within a defined and
limited time frame (e.g., five years).3

DIVEST TOWER HAMLETS

3

MAJOR DIVESTMENTS
*

*

*

*
*

*
*

*
DIVEST TOWER HAMLETS

* = Partial divestment
= Made their money
through fossil fuels

4

WHY ENGAGEMENT HAS NOT
WORKED
“…it is unrealistic to imagine [FF companies] being swayed by shareholder
arguments to get out of their core business….”4
Bevis Longstreth, Former SEC Commissioner
“...it [is] impossible for today’s oil and gas majors to adapt in a timely and
intelligent way to the imperative of radical decarbonisation. We felt we had no
option but to end our long-standing partnerships with [them].”5
Jonathan Porritt, Founder of Forum for the Future

“We tried shareholder engagement, and frankly got nowhere.”6
Stephen Heintz, President, Rockefeller Brothers Fund
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FF companies have not responded to engagement efforts in the past
•
•

Prominent advocates of engagement who have tried for years to make it work now publically
acknowledge it doesn’t
According to the Interfaith Centre on Corporate Responsibility, shareholder activists have
presented more than 150 climate proposals to FF companies over the last two decades with little
to show for their efforts7

FF companies are unwilling to abandon their core business
•

The “ask” is for FF companies to diversify out of fossil fuels and transition to renewables

FF companies’ actions indicate they are likely to continue to ignore engagement
•
•
•

Most of the oil majors have sold off their renewable energy assets8
They spend an estimated $500m annually lobbying to obstruct climate policy9
Their published projections show they expect fossil fuel use to continue at unsustainable levels for
decades into the future:
BP forecasts fossil fuels to account for around 80% of global energy in 203510
ExxonMobil forecasts fossil fuels to account for 78% of global energy in 204011
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THE ENVIRONMENTAL CASE
Part II of the Stern Review12 details the effects of a 3 increase in global temperatures:
•

Water stress

1-4 billion more people suffering water shortages
Serious droughts in Southern Europe every 10 years

•

Food insecurity

Crop yields down over 10% in Africa
Up to 550 additional millions at risk of hunger
1-3 million more people dying from malnutrition

•

Sea level rise

Up to 170 million more people affected by coastal flooding

•

Biodiversity loss 20-50% of species driven towards extinction
Possible collapse of Amazon rainforest
Rising CO2 levels causing ocean acidification, with major effects on
marine ecosystems and fish stocks

•

Weather

•

Social instability Increased likelihood of conflict and mass migration

An increase in the frequency of heavy rainfall events and in the intensity
of tropical storms
Possible sudden shifts in regional weather patterns (e.g. monsoon rains
in South Asia)
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THE FINANCIAL CASE
• Stranded Assets
– Coal
– Oil

• Better Index Performance
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STRANDED ASSETS
•

“Stranded assets” – FF reserves that for regulatory, economic or
technological reasons are written down or become liabilities

•

Multiple forces drive stranding of assets
– Regulation: Climate Change Act (2008), Paris Agreement on Climate Change
– Economic forces: high-cost reserves can be stranded by a fall in FF prices
– Technology: competition from increasingly inexpensive renewables

•

To stay within the 2º warming limit agreed to in the Paris Agreement we can
only burn about 565 gt13

•

Reserves of the top 200 FF companies are equal to about 745 gt of CO214

•

FF reserves are largely “unburnable carbon,” i.e., stranded assets
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Coal
•

Chinese consumption likely peaked in 2014, now on a downward trend15

•

US coal consumption peaked in 2007, now continuing to fall16

•

Global consumption appears to have peaked, and some assert that the industry is
in “terminal decline”17

•

US recoverable reserves at producing mines estimated at 19 billion tons,18 on the
way to becoming stranded assets

•

Financial markets are already reflecting stranded asset risk
–
–
–
–

Market value of US coal industry down 94% from 2011 to early 201619
Peabody and Arch, the former #1 and #2 US coal producers, now bankrupt
BHP, Rio Tinto, Vale share prices trading lower than they were 10 years ago
The Local Government Pension Scheme lost £683 million on investments in miners Rio Tinto, Anglo
American, BHP Billiton and Glencore in the 18 months from April 2014 as coal prices crashed20

•

Moratoriums on new coal mines in China, US (public land) and Indonesia21

•

UK coal-fired power plants will be phased out by 202522
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Oil
•

Oil majors operate in difficult environments (undersea, Arctic)

•

Sovereigns likely to retain production cost advantage into the future
–

•

Oil price collapse since mid-2014 exacerbates threat of stranded assets
–

•

Saudi Arabia, Kuwait estimated to produce at less than $10/barrel23

Driven by oversupply, Saudi/OPEC attempt to regain market share from US shale industry

Oil majors’ responses
–
–
–
–
–
–

Price collapse means lower profits or losses, negative free cash flow
Reserves written down – Shell, Total, Chevron and BP write down more than $50 billion since
201424
Capex cut – ExxonMobil, Shell, BP, Chevron and Total all reduce investment significantly25
Dividends maintained – Shell and ExxonMobil dividend payouts even exceed profits26
Borrowing up – to cover funding gap oil majors’ debt up 2x since price collapse, 10x since 200827
Future dividends at risk
•

Goldman Sachs (2016): “They [oil majors] inflated their dividends in a high oil price environment and now cheap
debt and disposals are propping them up. They’ve done enough to keep it going for a couple more years but,
longer-term, they are going to have to review their payouts.”28
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“In this new world, the only realistic option for the IOCs [international oil
companies] lies in restructuring and realizing many of their current assets to
provide cash for their shareholders. This means inevitably, however, that they
must shrink into the remaining areas, functionally and geographically, where
they can earn an acceptable return. This requires a major change in the
corporate culture of the IOCs. It remains to be seen whether their senior
management can manage such a fundamental shift. If they can, then the IOCs
will be able to slip into a gentle decline but ultimately survive, albeit on a much
smaller scale. If they do not change their business model, what remains of their
existence will be nasty, brutish and short.”29
Paul Stevens, “International Oil Companies – The Death of the Old Business
Model,” Chatham House (May 2016)
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BETTER INDEX PERFORMANCE
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FIDUCIARY OBLIGATIONS
“The so-called ‘long-term investors’ must recognize their fiduciary responsibility to future
pension holders who will be affected by decisions made today…. Every company, investor, and
bank that screens new and existing investments for climate risk is simply being pragmatic.”30
Jim Yong Kim, president of the World Bank, 2014
“Trustees often cite legal advice as the reason for not considering climate risk when making
investment decisions; that doing so is somehow incompatible with their legal and fiduciary
duties. This, of course, is a flawed interpretation of the legal and investment responsibilities of
pension fund trustees.”31
ClientEarth & ShareAction, 2016
“[T]he contention that pension fund trustees and fund managers should not be considering and
assessing climate risk is unsustainable in law.”32
Frances Lawson, Barrister, Six Pump Court, 2016
“If investors throw the hard-earned cash of pension fund members at the fossil fuel industry
right now - knowing it is in steady but clear decline - then no one should be surprised that they
face the possibility of being sued.”33
Mark Campanale, Carbon Tracker Initiative, 2016
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Financial Factors
•

UK Law Commission in 2014 published the results of a major public consultation:
Fiduciary Duties of Investment Intermediaries34

•

The Pension Committee should consider taking advice from legal council about the
significance of this report for the interpretation of its fiduciary obligations

•

The Law Commission report distinguishes between financial and non-financial factors

•

“The distinction between financial and non-financial factors may be illustrated with an
example. Withdrawing from tobacco because the risk of litigation makes it a bad
long-term investment is based on a financial factor. Withdrawing from tobacco
because it is wrong to be associated with a product which kills people is based on a nonfinancial factor.”35

•

Financial factors: “Trustees may take account of any financial factor which is relevant
to the performance of an investment. These include risks to a company’s long-term
sustainability, such as environmental, social or governance factors (often referred to as
“ESG” factors).”36

•

Material financial factors: “[T]rustees should take into account financially material factors”37
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“Considering the impacts of climate change is both our legal duty and is entirely
consistent with securing the long term returns of the [Environment Agency
Pension] Fund and is therefore acting in the best long term interests of our
members.”38 [emphasis in original]
Environment Agency Pension Fund (Oct. 2015)
•

The EAPF decision to divest was informed by its conclusion that it had a
fiduciary duty to consider the impact of climate change, and in explaining that
conclusion it expressly cited the Law Commission report

•

We believe asset stranding constitutes a material financial factor affecting FF
companies and, in light of the Law Commission report, we believe the Pension
Committee should consider the risks it presents

•

We believe asset stranding risks make the Pension Fund’s investments in FF
companies not in “the best financial interests of all its stakeholders,” the primary
investment objective of the fund39
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Non-Financial Factors
•

Climate change may also be considered as a non-financial factor for the
reasons set out in slide 7 on the environmental case for divestment

•

The Law Commission report addressed the question of when it is
appropriate to take non-financial factors into account:
“In general, non-financial factors may only be taken into account if two
tests are met:
(1) trustees should have good reason to think that scheme members
would share the concern; and
(2) the decision should not involve a risk of significant financial
detriment to the fund.”40

•

We believe FF divestment would not risk significant financial detriment; on
the contrary, addressing the stranded asset issue is more likely to reduce
the financial risk of the Pension Fund
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KEY RECOMMENDATIONS
Divest Tower Hamlets would like to see the Pension Fund publicly commit to:
 Divesting its holdings in the world’s top 200 oil, coal and gas companies in
full, or at least to the level adopted by the Environment Agency in 2015, that
is, to a level consistent with keeping below 2 degrees of global warming
 A time frame for doing so (e.g., over the next 5 years)
 Refraining from making any new investments in FF companies
 Reinvesting a proportion of the divested funds in low carbon solutions
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THANK YOU
Kate Hand
<louisakatehand@googlemail.com>
Adam Schneider
<a_schneider@fastmail.fm>
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ANNEX
•
•

•

The top three fossil fuel holdings of the Pension Fund were reportedly
Total, Royal Dutch Shell (A shares) and BP.41
As indicated on the following slide, for the 10-year period starting 1 Nov.
2006, the average annual returns (including reinvested dividends but
not taxes or transaction costs) on an investment in the shares of these
firms trading in the US on the NYSE were 1.97%, 2.16% and -1.44%,
respectively.42
For comparison, note that on 1 Nov. 2006 a 10-year gilt yielded
approximately 4.5%43 and a 10-year US treasury yielded 4.57%.44
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10-YEAR RETURNS
Total, Shell, BP
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