Climate risk
and our
investments
August 2021

Investing
in a bright
future

Contents
Message from the Chief Investment Officer

2

What we’ve achieved and where we’re going

5

Global investor best practice

8

Governance

10

Strategies for aligning with the Paris Agreement

11

Risk management

22

Shareholder action

36

Climate risk in our investment options

38

Appendix

54

2

John Pearce
Chief Investment Officer

Message from the
Chief Investment
Officer
Welcome to the fourth edition of Climate risk and
our investments.

Despite the world continuing to be engulfed by the COVID crisis, there
has been no slowing in momentum in the race to net-zero 2050.
If anything, COVID has indirectly sped up the process—the expansionary
fiscal policies pursued around the world have typically included significant
outlays supporting more ambitious decarbonisation plans. President Biden’s
election victory was a game-changer, with the USA promptly recommitting
to the Paris Agreement. It’s becoming quite apparent that countries with
no formal commitment to achieve net-zero emissions will find themselves
on the outer when participating in global forums. Furthermore, one could
expect that any lack of commitment to Paris will inevitably impact a
country’s ability to negotiate trade agreements with G7 countries, and
could also deter some sources of foreign capital inflow.
The progress made by the government and corporate sectors around
the world has been reinforced by legal developments. In a notable recent
example, Royal Dutch Shell was ordered by the Hague District Court to
adopt significantly more ambitious emission reduction targets than the
company had proposed. Closer to home, a Federal Court judge recently
found that the Minister for Environment owes a duty of care to young people
when considering whether to approve fossil fuel projects.1 Pressure on fossil
fuel companies to transition their businesses is obviously intensifying. The
risk of some assets becoming stranded is increasing, and it’s a risk that we
are acutely aware of. In this regard, it’s worth noting that our look-through
exposure to fossil fuel exploration and production represents only 0.4% of
our total funds under management (read more on page 26).
In 2020, our Board approved a position statement on climate change,
‘Our sustainable path to 2050’, available at unisuper.com.au/climate-riskdisclosure . As was the case in last year’s report, various sections of the
position statement are repeated in this document.

Climate risk and our investments
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MESSAGE FROM THE CHIEF INVESTMENT OFFICER

“Our look-through exposure to fossil
fuel exploration and production
represents only 0.4% of our total funds
under management”

We accept the scientific consensus that human activity
is a significant contributor to the warming of the
planet. Global warming represents a long-term risk to
economic growth and, by extension, the retirement
outcomes of our members. The Paris Agreement of
2015 committed its signatories to a set of actions
that would limit the rise in temperature to well below
2 degrees Celsius above pre-industrial levels by the
second half of the century. Accordingly, we fully
support the Paris Agreement and intend to play our
part in ensuring Australia fulfills its commitments as
a signatory. From this fundamental basis arise the
following beliefs and principles:
• The totality of our actions will be consistent with the
ultimate goals of the Paris Agreement—in particular,
we are targeting net-zero emissions at a whole-offund and portfolio level by 2050.
• Decarbonisation will be a pervasive theme for
at least the next decade. It is both essential and
inevitable. This will involve a much greater share
of renewables as a baseload energy source and a
phasing out of fossil fuels.
• Factoring the decarbonisation theme in to our
investment considerations is consistent with
our legal responsibilities and is aligned with our
Trustee’s duty to act in the best financial interests of
members, and comply with the sole purpose test to
provide benefits to our members when they retire.
• As a fund represents the aggregation of debt and
equity held in companies, the greatest impact we
have is owning stakes in companies. Ownership
provides us with scope to directly influence
companies through engagement or exercising our
voting rights. Divestment of ownership, while always
an option, will reduce the influence we have over
companies.

1

Sharma v Minister for the Environment [2021], FCA 560

Against this backdrop, developments worth
highlighting since our last report are as follows:
• We’ve reduced look-through fossil fuel exposure
across the fund to 2.55% from 5.05%. On page 13,
we provide a case study showing one way in which
we’ve been able to achieve this outcome without
compromising expected risk and returns for the
Defined Benefit Division (DBD).
• We’ve eliminated from the Fund companies that
generate greater than 10% of their revenue from the
extraction of thermal coal (see page 11).
• 40 of our 50 largest Australian investments have set
Paris-aligned operational targets, up from the 34 we
reported last year. A further five have committed to
setting targets this year (see pages 16-17).
• We’re on track to achieve net-zero emissions in our
direct unlisted property portfolio next year (see
page 14).
• We’re maintaining the carbon intensity of our key
diversified options below that of market benchmarks
(see page 30).
• We’re in the process of incorporating an effective
cap on fossil fuel exposure (see page 26)—and
targets for carbon intensity—into our Board’s Risk
Appetite Statement (see page 30).
• We’ve incorporated a shadow carbon price into our
analysis of the top 50 Australian investments (which
will ultimately be extended to include major global
investments) to enhance our understanding of the
pressure points in our portfolio (see page 24).
• We’ve achieved carbon neutral status for our
operations (as distinct from our investment
portfolio).
Less obvious but equally important is the way
in which the decarbonisation thematic has now
become inculcated in the normal operating rhythm
of the Investment team, rather than being treated
as a special topic. Most importantly, demonstrating
alignment with Paris is not simply left to our specialist
Environmental, Social and Governance (ESG) team.
Team leaders now have key performance indicators
relating to Paris alignment, and these are tied to
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remuneration outcomes. Coverage of individual
companies is distributed across sector specialists, and
all our analysts are expected to understand the status
of their companies with respect to emissions targets
and outcomes. Our Investment Committee meetings
regularly include sessions relating to decarbonisation
and typically include presentations from subject matter
experts. In June this year, the CEO of BHP (Mike Henry)
articulated the various ways in which his company is
participating in the transition to a low carbon world.
The overarching aim of this report is to provide our
members with a level of comfort that we are on top of
the risks and opportunities posed by climate change
in a world that is decarbonising. To this end, the report
includes:
• our targets and metrics for success
• the strategies we employ that align us with the Paris
Agreement
• an assessment of the major physical and transition
risks in our portfolios
• the carbon footprint of our investment options.
This edition of Climate risk and our investments
demonstrates our efforts to continuously improve our
climate risk assessments and reporting. We’ve included
more specific information on our progress towards our
climate targets and are trialling a more comprehensive
approach to reporting on the carbon footprint of our
portfolios.
We expect that all our Australian portfolio companies
will ultimately report on their emissions in line with the
Taskforce for Climate-related Financial Disclosures
(TCFD), which is considered best practice reporting.
We expect the quality of our aggregate carbon footprint
reporting to continuously improve as TCFD reporting—
along with science-based emissions targets—becomes
standard practice, rather than best practice.
While many of our members would like to see faster
progress, the trajectory of the decarbonisation
pathways for the major sectors becomes clearer each
year. Governments and corporates are responding
to mounting public pressure, manifesting in far more
ambitious policy and rapid evolution of technologies.
The bottom line is that we’re increasingly confident
we’ll achieve our goal of becoming a net-zero emission
fund by 2050.
John Pearce
Chief Investment Officer

Paris Agreement
The Paris Agreement brings together
all signatory nations to combat climate
change and adapt to its effect. The central
aim of the Paris Agreement is to limit
global temperature rise to well below
2 degrees Celsius above pre-industrial
levels, and to pursue efforts to limit the
temperature increase even further to 1.5
degrees Celsius.
While there are several pathways to
demonstrate alignment, our targets
encourage the following ambition:
To have an even chance of achieving well
below 2-degrees ambition, global emissions
need to fall by 45% by 2030, and be
net-zero carbon by 2050.
We consider alignment with the Paris
Agreement, in aggregate, across all the
companies we invest in.
By 2050, we fully expect that all
economies and companies operating in
the world will have achieved net-zero
emissions. Accordingly, having a net-zero
portfolio will not place undue constraints
on our investment universe.

Need more information?
See the Glossary on page 54 for more
information about some of the technical
terms we use in this document.
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What we’ve achieved
and where we’re going
Our targets
In September 2020, we committed to achieving netzero carbon emissions at a whole-of-fund and portfolio
level by 2050. We also committed to the following
interim targets to support this ambition:
• 100% of our Portfolio Companies2 will have
Paris-aligned operational targets by the end of 2021.

• We’ll contribute to a 45% reduction in Australia’s
emissions by 2030 through company engagement,
advocacy and investing capital in companies needed
to achieve a net-zero future.
These commitments and our progress are maintained
at unisuper.com.au/climate-risk-disclosure.

Our commitment to the future

2

MEASURE

TARGETS

COMMENT/STATUS

Thermal coal exclusion

• Exclusion of companies generating
greater than 10% of their revenue
from the extraction of thermal coal

Completed for all holdings

Company engagement

• Engaging with all Portfolio
Companies at least once a year

FY21 – met all 50 Portfolio
Companies
Our ESG team discussed climate
in 228 company engagements

Paris-aligned portfolio

• 100% of Portfolio Companies have
Paris-aligned operational targets

80% of Portfolio Companies
have set Paris-aligned targets
(up from 68% in FY20)

Carbon footprint of key
investment options

• Carbon intensity of all diversified
options (including the Defined
Benefit Division) below the
benchmark

Meeting target

Incorporate shadow carbon price

• Apply carbon price when analysing
material investments that we expect
to hold for the medium to long term

Analysis completed for ASX 50

Target net-zero emissions
for specific portfolios where
practical before 2050

• Unlisted property
• Unlisted infrastructure

100% of all direct unlisted
property expected to be
net-zero by 2022

Portfolio Companies are our top 50 Australian investments
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We’ve been committed to managing
climate risks for a long time

2001

Became a founding member of the Australian Council
of Superannuation Investors (ACSI)

2004

Began public reporting on proxy voting activity

2006

Appointed full-time ESG manager

2007

First briefing to the UniSuper Board regarding climate change risk

2008

Completed first assessment of the carbon exposure of listed equities portfolios.
Portfolios were found to be more carbon efficient than the benchmark on a
monthly basis over a two-year period
Joined the Investor Group on Climate Change (IGCC)

2009

Completed first assessment of the impact of a carbon pricing mechanism on
the most carbon intensive companies in the ASX 100

2011

Participated in the Australian Institute of Superannuation Trustees (AIST)/
Trucost carbon exposure study (found to be more carbon efficient than the
benchmark)

2012

Engaged with unlisted property and infrastructure investment managers to
understand how climate change might impact those assets and the implications
of a carbon pricing mechanism

2014

Screened fossil fuel producers and explorers from Sustainable Balanced and
Sustainable High Growth investment options
Introduced a Green Bond portfolio, cornerstoning the first AUD denominated
World Bank Green Bond issue in Australia

2015

Completed first portfolio assessment to understand exposures to fossil fuels
and stranded assets

2016

Completed first assessment to understand the physical resilience
of our portfolio to climate impacts

Climate risk and our investments
WHAT WE’VE ACHIEVED AND WHERE WE’RE GOING

2017
2018
2020

Engaged with all property and infrastructure investments to understand how
climate risk is managed
Published inaugural Climate Risk Report
Joined and became a lead investor for the Climate Action 100+
Published our Climate Change Position Statement
Set decarbonisation targets and integrated decarbonisation into
investment process
Set climate related KPIs for the Chief Investment Officer
Introduced thermal coal exclusion
Joined Climate League 2030

2021

Commenced embedding targets into our Board’s Risk Appetite Statement
Sustainably-themed funds under management surpassed $10 billion
Reported on impact of activities
Achieved carbon neutral status for our operations

7

8

Global investor
best practice
When we set our targets in 2020, there was little formal consensus and guidance on what
constituted a science-based/Paris-aligned decarbonisation target for financial institutions.

We’ve seen consensus emerging over the last year,
with several groups publishing investor guidance
for Paris-aligned investing. While the high-level
recommendations of these initiatives are reasonably
similar, we plan to align our disclosures and actions
with the Paris Aligned Investment Initiative and will
seek endorsement of our approach from the Science
Based Targets initiative over the next few years.

• collaborating globally to develop and support
further practical approaches to enable Paris-aligned
investing.

Taskforce for Climate-related
Financial Disclosures (TCFD)

Science Based Targets
initiative (SBTi)

The TCFD is an initiative developed by the Financial
Stability Board3 to develop voluntary, consistent
climate-related financial risk disclosures for use by
companies in providing information to investors,
lenders, insurers and other stakeholders. Since the
TCFD published guidelines in 2017, thousands of
companies have shown support by using the guidelines
to frame their approach to climate-related risks.

In April 2021, following five years of consultation,
the SBTi published its recommendations for financial
institutions. There are three accepted methodologies
for aligning financial institutions’ portfolio emissions
with Paris. These can be used in combination and are:
• sectoral decarbonisation approach—where there are
sectoral decarbonisation pathways, investments are
to align with these emission pathways. Some critical
sectors (oil and gas, for example) are yet define their
finalised pathways, and there is an expectation that
we can increase coverage of the portfolio over time
as pathways are developed
• SBTi portfolio coverage targets—set a timeframe to
have all companies in a portfolio with SBTi targets
(we consider this approach to be broadly aligned
with our current approach)
• portfolio temperature rating targets—to align the
temperature rating of the corporate debt and equity
portfolios with the aims of the Paris Agreement (we’re
unlikely to adopt this approach as it isn’t aligned with
our existing systems, and there are complexities in
explaining how the temperature is calculated).

While investor engagement and support has led to
many larger companies adopting TCFD reporting,
we strongly encourage mandatory adoption across all
companies as soon as practicable. We also encourage
methodology standards for climate relevant metrics—
such as emissions reporting—to drive consistency
across companies.

Paris Aligned Investment
Initiative (PAII)
The PAII is a global collaborative forum supported
by four regional investor climate networks. There are
three key areas of focus:
• driving net-zero investing commitments
• supporting investors to implement commitments,
using the PAII’s Net Zero Investment Framework,
as defined by the Investor Climate Action Plan
(ICAP) framework

3

A self-assessment against the ICAP framework
suggests we satisfy, or are well on our way to satisfying,
Tier 2 expectations, with ambitions to satisfy Tier 1
‘Industry Leader’ expectations by 2025.

Over the next two years, we’ll work with the SBTi to
seek endorsement of our targets. As guidance has just
been published, we expect that this may take some
time as the specifics of the process are refined.

An international body that monitors and makes recommendations promoting international financial systems.
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HOW WE STAY INFORMED ON CLIMATE-RELATED MATTERS
Sources

Distribution

Membership
organisations

We participate in working groups and regular briefing
sessions with the Australian Council of Superannuation
Investors (ACSI) and the Investor Group on Climate
Change (IGCC) to better understand recently released
research papers, inform future research, and learn from
peer funds.

Media

We subscribe to various news outlets to stay informed
on new research and developments in climate.

Academic
research

We monitor and review both climate- and investmentrelated research.

NGOs and
institutes

We maintain a watching brief on a wide range of NGOs
and institutes including the IEA, IPCC, WWF, Urgewald,
Carbon Tracker, Transitions Pathways initiative,
ClimateWorks, SBTi and others.

Companies

TCFD and/or sustainability reports provide insights into
how companies and their customers are adapting.

Data service
providers

We subscribe to MSCI ESG analytics and their
Sustainable Impacts database. We regularly review data
service providers to assess changes and improvements
to their services. We consider the additional benefit
and usability of data before subscribing to additional
services.

Investment
banks

Investment banks publish hundreds of research pieces
about climate change, decarbonisation, electrification
and hydrogen. Members of the Investment team will
prioritise different topic areas depending on their
industry coverage and specialisation.

We post notable developments to our internal ‘ESG News’ chat thread in
Microsoft Teams.
We email more detailed analysis to relevant analysts and the wider
Investment team.
Internal analysts and external subject matter experts may present on
topics to the wider Investment team and Investment Committee. For
example, Mike Henry, CEO of BHP, presented to the Investment Committee
on decarbonisation trends and how BHP is responding to and participating
in these trends.

Application
and analysis

Within the Investment team, sector/theme specialists consider new
developments. Currently, focus areas include:
• energy transition - supply
• energy transition - utilities
• hydrogen and CCS
• waste and plastics
• green and sustainable bonds.
We perform portfolio analytics, including this report, at least annually.
As new analytical tools are developed, we assess them to determine their
suitability and usefulness for our portfolio analysis.
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Governance
While climate risk is ultimately an investment risk, our Board sets the tone and the direction of our approach.
We’ve always had a strong ESG focus, with climate risk and decarbonisation becoming increasingly important
considerations. The key performance indicators (KPIs) of the Chief Investment Officer (CIO) and Investment
Leadership Team make specific reference to alignment with the goals of the Paris Agreement.
Given the scale and pervasiveness of climate impacts, it isn’t possible—nor is it our intention—to remove exposure to
all climate risks. In assessing the exposure of our portfolios to climate risks, we’re informing ourselves so that we can
take appropriate action to manage them.
This report provides the Board and our members with information to understand our exposures, the actions we’re
taking, and how we’re influencing a low carbon future.
ENTITY

RESPONSIBILITY

The Board

• Ultimate responsibility for ensuring that UniSuper discharges its duties as
a trustee.
• Approved position statement on climate change committing, among other
things, that UniSuper will target total fund net-zero emissions by 2050.

Investment Committee

• Sub-committee of the Board chaired by an independent director.
• Approves risk parameters for all portfolios.
• Oversees management approach to investments, including incorporation
of sound ESG principles.
• Ensures the totality of the Investment team’s portfolio decisions are
aligned with the goals of the Paris Agreement.

Investment team

• Led by the CIO, empowered and accountable for implementation of
all investment strategies approved by the Board, and overseen by the
Investment Committee.
• The CIO has formal accountability to ensure the Fund’s investment
activities are aligned to the Paris Agreement.
• All analysts and portfolio managers are responsible for understanding the
decarbonisation approach of the companies within their coverage.

ESG team

• Dedicated professionals within the Investment team, focused on
environmental, social and governance considerations to drive positive
portfolio outcomes.
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Strategies for aligning
with the Paris Agreement
We aim to be at the forefront of the super industry as we transition to a low carbon world.
We’re committed to achieving net-zero carbon emissions in our investment portfolio by
2050, in alignment with the Paris Agreement.

Our Climate Change Position Statement (CCPS)
outlines the scope of our commitments:
• portfolio construction and related activities
• engagement and collaboration
• member investment choice and communications
• managing the carbon footprint of our own
operations.

Portfolio construction
and investment
FACTORING DECARBONISATION AS A CORE
INVESTMENT THEME IN ALL OUR PORTFOLIOS
We see the decarbonisation of our economy as a key
investment theme for at least the next decade. We
expect that all portfolio investments:
• accept that decarbonisation is essential and
inevitable
• proactively mitigate and manage climate change
risks in their business and supply chains, including
setting emissions reduction targets
• transparently disclose Paris-aligned emissions
targets, emission footprints and other climate
factors in accordance with TCFD reporting
framework.
Earnings sustainability is critical to our investment
approach. Climate change is one of many factors we
consider in assessing earnings sustainability for our
portfolio holdings. Companies involved in fossil fuels
are directly exposed to climate change risks.

COMPANIES IN THE RESOURCES SECTOR
These companies typically experience volatile earnings
because supply and demand forces affect the price
of the commodities they produce. Accordingly, each
of our investment options’ exposure to commodities,
including fossil fuels, is informed by the risk tolerance
of that option—for example, the Balanced option will
have a higher allocation to the resources sector than
the Defined Benefit Division (DBD).
THERMAL COAL EXCLUSION
As there are no viable decarbonisation pathways for
the thermal coal sector, and a number of disruptive
threats to the use of their core product, we recently
took the step of excluding thermal coal miners
(companies with more than 10% revenue from thermal
coal mining) from our portfolios. We completed this
process in March 2021, with the exclusions included
in Investment Manager Agreements (IMAs) with our
external managers.

More information
Read more about how we identify and
manage our thermal coal exclusion on
page 56.
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INVESTING IN ‘GREEN’ THEMES
While discussion about climate change is typically
centred around risks, achieving the goals of the
Paris Agreement and decarbonising our planet
requires trillions of dollars of investment. As is the
case with any powerful secular thematic, the green
theme has attracted, and will continue to attract,
large swathes of capital. There will of course be risks
involved, and not all investments will be profitable, so
discipline is required.
The best indicator of future returns is the price paid
for an asset. If too much capital chases the same
limited opportunities, assets can become overvalued—
even those with excellent growth prospects. Direct
investment in renewable energy projects is arguably
a case in point. While it’s highly likely that the use of
renewable energy will grow exponentially, a lot of the
upside may already be factored into valuations. The sale
of a wind farm, for example, will currently attract a list of
well-funded investors but the ensuing capital ‘shoot-out’
may result in an exorbitant price being paid. It’s largely
for this reason that we haven’t been involved in directly
bidding for these types of assets.

The investment option with the most
direct exposure to green themes is Global
Environmental Opportunities (GEO).
GEO invests in companies whose revenues are
predominantly associated with providing environmental
solutions—renewable energy, energy efficiency,
water and waste management, green buildings and
sustainable agriculture. As at 30 June 2021, GEO’s
top five holdings were Tesla (electric vehicles),
Digital Realty Trust (data centre operator), SolarEdge
Technologies (solar inverters), Enphase Energy (solar
inverters) and Samsung SDI (lithium ion batteries).
While there’s a natural tendency to associate green
investments with direct investments in companies
participating in the trend, a more expansive view is
warranted. There are many companies that are still
in the early stages of transitioning their businesses
to survive and thrive in a low carbon world. Excellent
examples, such as National Grid and Dominion Energy,
are discussed in the following case study. While they’re
far less obvious than an investment in a wind farm, we
see them as an indirect investment in the green theme.

Climate risk and our investments
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STRATEGIES FOR ALIGNING WITH THE PARIS AGREEMENT

Case study: Pipelines to utilities—
decarbonising our portfolio
We’ve actively sought out and invested in companies that are either facilitating or investing in decarbonisation.
Through 2021, we sold most of our holdings in two North American oil and gas pipeline companies, Enbridge and
TC Energy. These were largely held in the DBD because they had reliable cashflows, dividends and predictable
growth profiles. However, the threat from decarbonisation is increasing and they do not have an obvious pathway
to Paris alignment.
While share prices for renewable energy companies have increased materially over the last year, not all utilities
have experienced similar re-pricing. We reallocated these funds into regulated utilities which have many of the
characteristics that we like for the DBD, but also allow us to invest in decarbonisation—both via investment in
renewable energy as well as supporting infrastructure.
• National Grid’s business is geographically split—60% in the UK and 40% in the US—and it is an owner of
electricity transmission and distribution networks with a smaller position in gas pipelines. The attraction of
National Grid is its exposure to increasing renewable generation in the UK and US. Wind and solar generation
can make up to 60% of the UK energy mix on any given day, and the UK is targeting 30GW of offshore wind
generation by 2030. National Grid builds the electricity transmission network that connects these renewable
projects to population centres in the UK.
• Dominion Energy owns electricity transmission and distribution networks in Virginia, North Carolina and
South Carolina. Since 2005, Dominion has reduced its carbon emissions by 57% by switching out of coal and
oil, and into natural gas and renewable generation.4 Over the next 15 years it will further decarbonise, starting
by spending US $3 billion on wind, solar and battery storage over the next five years, the largest amount of
any US regulated utility. The chart below illustrates Dominion’s transformation on its way to net-zero.

Past:
2005

Present:
2020

Future:
2035 (est)

DOMINION ENERGY’S DECARBONISATION STRATEGY
2005 generation mix
(%)

2020 generation mix
(%)

2035 planned
generation mix (%)

Renewable

1

5

35

Nuclear

36

40

34

Natural gas

7

45

30

Coal

52

10

1

Source

Source: Dominion Energy Annual Meeting of Shareholders presentation, 5 May 2021.
4
https://sustainability.dominionenergy.com/cleaner-air/carbon-reduction/
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Case study: Direct Real Estate portfolio
to achieve net-zero carbon emissions in 2022
We’re aiming to transition our directly-owned real estate property portfolio to net-zero carbon
emissions by 2022. To meet this ambitious goal, our direct property manager, AMP Capital
(AMP), is implementing four key initiatives:
1.

ENERGY EFFICIENCY

An ongoing reduction in the amount of energy consumed by the property portfolio through capital
works, upgrades to lighting, natural ventilation, cooling and heating equipment such as chillers,
boilers, pumps, fans and building control systems.
2.

ON-SITE RENEWABLE ENERGY GENERATION

Solar photovoltaic panels are now cost effective to install on large roofs where there is significant
daytime electricity demand. These will be installed where economically feasible.
3.

GRID-SOURCED RENEWABLE ELECTRICITY

AMP has procured a 100% renewable electricity supply contract for the residual electricity
consumed by a significant portion of the portfolio. This contract will commence on 1 January
2022 when existing supply contracts expire and is the most significant contributor to achieving
its net-zero carbon emissions target. By switching electricity contracts away from coal and
gas-fired power to 100% renewable sources, we’ll reduce the carbon emissions associated with
electricity usage to zero. Importantly, the supply of power under this new contract is directly
linked to the Numurkah Solar Farm in Victoria.
4. CARBON OFFSETS
Even with the implementation of the above initiatives, there are some residual carbon emissions
from the portfolio. These include:
• investments located in Western Australia, where supply-linked renewable power contracts are
not yet available
• investments in assets where day-to-day operations are not controlled by AMP and are yet to
transition to renewable energy
• burning gas to generate hot water for heating, washing and cooking, burning diesel in backup
generators, and the leakage of small amounts of refrigerants used in air conditioning systems.

Climate risk and our investments
STRATEGIES FOR ALIGNING WITH THE PARIS AGREEMENT

We offset these emissions by purchasing certified carbon emission reduction certificates.
We expect to progressively reduce the amount of carbon offsets required over time, as:
• supply-linked renewable energy markets are established in Western Australia
• assets not managed by AMP transition to renewable electricity
• more buildings are ‘electrified’ (by replacing end-of-life diesel generators with batteries
or new generators that run on carbon neutral bio-diesel)
• refrigerants are switched to newer, climate-friendly solutions.
Importantly, there is no additional cost involved in achieving net-zero carbon emissions for the
portfolio. The renewable electricity supply contracts and carbon offsets don’t impact investor
returns.
ROOFTOP SOLAR INSTALLATION
We’ve installed a large integrated rooftop solar array and car park awning system with a capacity
of 450kW as part of the new Marrickville Metro Shopping Centre development. The system is
estimated to generate 665,000kWh/year which will offset up to 25% of the building’s overall
electricity consumption.
AUTOMATED CONTROLS THROUGH ARTIFICIAL INTELLIGENCE (AI)
A smart controls system called ’Brainbox’, designed to help reduce energy consumption, will
be deployed at Marrickville Metro in Q3 2021. Brainbox uses AI to analyse and optimise the
operation of the air conditioning, heating and ventilation system (HVAC), automatically making
control adjustments to account for changes in the weather, occupancy and fluctuating loads whilst
maintaining comfort within the building.
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“Since our last report, APA, Brisbane
Airport, Coles and IAG have set net-zero
targets, and Bank of Queensland has
become carbon neutral.”

Company engagement
Achieving our net-zero emissions target requires
the companies we invest in to set targets aimed at
achieving the same goal.
Given our presence in the Australian market, our
influence is strongest when dealing with companies
held in our Australian portfolios. With our in-house
Investment team, our ability to vote on company
resolutions is reinforced by direct and regular
engagement with company management and boards to
support a Paris-aligned decarbonisation transition.
We have identified and set targets for our top 50
Australian investments across the fund (listed and
unlisted, debt and equity) referred to as our ‘Portfolio
Companies’.
In relation to climate change, our expectations of
Portfolio Companies include:
• a proactive approach to reducing emissions aligned
with the Paris Agreement
• an understanding of the climate risks embedded in
their assets/businesses
• transparent disclosure explaining their activities and
actions to manage climate risks and opportunities.
We’re looking for all our Portfolio Companies to set
Paris-aligned operational targets by the end of 2021.
Our expectation is that these companies will
commit to either:
• net-zero operational emissions before 2050
• endorsed science-based targets (SBTi), or
• at least a 45% emissions reduction by 2030.

In the tables on pages 18-19, we set out the
decarbonisation commitments of our Portfolio
Companies and score their climate commitments
using a ‘traffic light’ system:
• A green light means the company meets our
expectations for Paris-aligned targets.
• An amber light means the company has set some
targets or is likely to meet our expectations by the
end of 2021.
• A red light means the company hasn’t set any
targets and isn’t likely to meet our expectations by
the end of 2021.
OUR PROGRESS
40 of the 50 Portfolio Companies receive a green
light—up from 34 last year. Pleasingly, since our last
report, APA, Brisbane Airport, Coles and IAG have set
net-zero targets, and Bank of Queensland has become
carbon neutral.
Seven companies receive an amber light. Five of these
have committed to release targets by the end of the year.
Two, James Hardie and Cleanaway, have set solid targets
that fall short of our criteria. While we hope to see
these companies adopt more comprehensive, absolute
emissions targets, we acknowledge that they operate in
harder-to-abate sectors, and we’ll continue to work with
them on their decarbonisation journey.

Climate risk and our investments
STRATEGIES FOR ALIGNING WITH THE PARIS AGREEMENT

Three companies—Aristocrat, CSL and Qube—are yet
to set targets and haven’t indicated they’ll be setting
targets this year. While most of these companies
aren’t high emitters and have clear pathways to
decarbonisation, it’s disappointing they have been
slow in their adoption of emission reduction targets.
If we’re still dissatisfied with a company’s
decarbonisation approach, we’ll continue to engage—
both individually and collectively—with like-minded
groups. Our escalation strategies include:
• supporting shareholder resolutions to encourage
greater climate action
• voting against company directors or remuneration
reports
• divestment—especially where a lack of action
represents a material risk to us and there is no viable
decarbonisation pathway.
We intend to report on the status of our Portfolio
Companies after the expiration of our first interim
target at the end of 2021. We’ll then shift our focus to
supporting the adoption and delivery of robust 2030
decarbonisation targets for business operations and
value chains.
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CARBON TARGETS OF OUR PORTFOLIO COMPANIES
PORTFOLIO COMPANY

CARBON TARGET

UNISUPER COMMENT

ANZ Banking Group

Net-zero target

Certified carbon neutral

Macquarie Group Ltd

Net-zero target

Carbon neutral by 2025

Commonwealth Bank of Australia

Net-zero target

Certified carbon neutral

Westpac Banking Corp

Net-zero target

Certified carbon neutral,
science-based targets

National Australia Bank Ltd

Net-zero target

Certified carbon neutral

Bendigo and Adelaide Bank

Net-zero target

Targeting carbon neutrality for FY21

Suncorp Group

Net-zero target

Science-based targets

Bank of Queensland

Net-zero target

Certified carbon neutral

Insurance Australia Group Ltd

Some targets

Science-based targets

ASX Ltd

No target

Targets expected by end of 2021

BHP Group Ltd

Net-zero target

Target set

Rio Tinto Ltd

Net-zero target

Target set

Fortescue Metals Group Ltd

Net-zero target

Target set

South32

Net-zero target

Target set

James Hardie Industries PLC

Some targets

Target to reduce carbon intensity
by 40% by 2030

Sydney Airport

Net-zero target

Carbon neutral by 2025

Transurban Group

Net-zero target

Science-based targets

Adelaide Airport Ltd

Net-zero target

Target set

Airport Motorway Holdings

Net-zero target

Target set by parent company

Brisbane Airport Ltd

Some targets

Target set

Cleanaway Waste Management Ltd

Some targets

Targeting 75% capture of landfill gases

Axicom (Communication Towers)

No target

Targets expected by end of 2021

Qube Holdings Ltd

No target

No targets set

SEEK Ltd

No target

Targets expected by end of 2021

GPT Group

Net-zero target

Carbon neutral by 2024

Scentre Group

Net-zero target

Carbon neutral by 2030

Vicinity Centres

Net-zero target

Carbon neutral by 2030

Financials

Materials

Industrials & Infrastructure

Real Estate

Climate risk and our investments
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STRATEGIES FOR ALIGNING WITH THE PARIS AGREEMENT

PORTFOLIO COMPANY

CARBON TARGET

UNISUPER COMMENT

Goodman Group

Net-zero target

Carbon neutral by 2025

Mirvac Group

Net-zero target

Carbon neutral by 2030

Brookfield Place (Sydney)

Net-zero target

New asset, carbon neutral by 2022

Karrinyup Shopping Centre WA

Net-zero target

Carbon neutral by 2022

ISPT Core Fund

Net-zero target

Carbon neutrality achieved for
managed properties

AMP Wholesale Office Fund

Net-zero target

Carbon neutrality achieved for
internally managed assets

GPT Wholesale Office Fund

Net-zero target

Certified carbon neutral

Marrickville Metro Shopping
Centre NSW

Net-zero target

Carbon neutral by 2022

ISPT 50 Lonsdale Street
Property Trust

Net-zero target

Certified carbon neutral

7 Macquarie Place NSW

Net-zero target

Carbon neutral by 2022

GPT Wholesale Shopping
Centre Fund

Net-zero target

Carbon neutral by 2024

Goodman Australian Industrial
Partnership

Net-zero target

Carbon neutral by 2025

Real Estate

Communications services and information technology

NEXTDC Ltd

Net-zero target

Certified carbon neutral

Telstra Corp Ltd

Net-zero target

Certified carbon neutral

REA Group Ltd

Some targets

Certified carbon neutral,
science-based targets

Woolworths Group Ltd

Net-zero target

Science-based targets

Wesfarmers Ltd

Net-zero target

Target set

Coles Group Ltd

Net-zero target

Target to reduce emissions
by 75% by 2030

Aristocrat Leisure Ltd

No target

No targets set

JB Hi-Fi Ltd

No target

Targets expected by end of 2021

Endeavour Group

No target

Targets expected by end of 2021

No target

No targets set

Net-zero target

Target set

Consumer

Health care

CSL Ltd
Utilities

APA Group
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Collaboration and advocacy
While we engage with companies directly, we also
collaborate with other investors and groups to further
influence companies and policymakers.
We’ll continue to grow our public advocacy on climaterelated issues and will report on the events and media
we’ve participated in and presented at through FY22.

SERVICE PROVIDERS
We’ve partnered with our
custodian, BNP Paribas, to develop
climate reporting tools that can
help us and other asset owners
measure and report on climate
exposures in their portfolios. As
a pilot user of BNP’s online ESG
reporting for our options, we’re at
the forefront of embedding climate
metrics into our standard reporting
frameworks.
Many of our asset managers are
participating in low carbon working
groups, engaging directly and with
others, providing us with global
influence.

Climate
Action

Global Investors Driving Business Transition

Climate
Action

CLIMATE ADVOCACY
Global Investors Driving Business Transition
INITIATIVES
INVESTOR GROUPS
We work with the Australian
Council of Superannuation
Investors (ACSI) and the Investor
Group on Climate Change (IGCC)
to build the capacity to understand
and report on climate risks, and
to encourage greater ambition.
Global networks such as the Asian
Corporate Governance Network
(ACGA) and the Principles of
Responsible Investment (PRI)
allow us to learn from and
influence practice in other regions.

Policy advocacy
In 2020, we made a submission to the Australian
Government in support of the Climate Change
(Adaptation and Mitigation) Bill 2020.
Visit https://bit.ly/3xywxkH to read our
submission.

We’re a lead investor for one
company, co-lead for another,
and a supporting investor for four
other companies as part of Climate
Action 100+. Climate Action
100+ brings together 575 global
investors, representing USD $54
trillion in assets, to engage with
the world’s 100+ largest listed
carbon emitters. Read more
about its progress at
www.climateaction100.org.
Climate League 2030
We actively participate in this
IGCC initiative that brings together
investors with the common goal of
reducing Australia’s emissions by
45% by 2030. Our commitments
include integrating Paris-aligned
emissions reduction goals into our
investment policy and business
strategy, and sector collaboration
to deliver absolute emission
reductions.
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“With over $12 billion invested in our
sustainable and environmental options,
we’re Australia’s largest manager of
sustainably-themed investments.”
Member choice
A key aspect of our overall strategy is providing
members with investment options that avoid fossil
fuels. We offer a range of options to give members
the tools and flexibility to create a portfolio that best
reflects their needs and preferences. We largely
manage these options in-house and have proven,
competitive long-term returns with low fees.
We currently invest over $12 billion across our
Sustainable Balanced, Sustainable High Growth and
Global Environmental Opportunities options—12% of
our total funds under management—and have had over
$3 billion of inflows into these options over the last
12 months. This makes us Australia’s largest manager
of sustainably-themed investments. We use and share
our expertise in managing these options across the
entire fund.

The continued growth of these options demonstrates
our members’ support and preference for fossil fuel
free options.
The following options have no exposure to fossil fuels:
• Sustainable High Growth
• Sustainable Balanced
• Global Environmental Opportunities
• Global Companies in Asia*
• Listed Property*
• Cash*
• Australian Bond.*

* These options don’t have specific exclusions in place but are fossil fuel free by nature of their investment universe and/or investment process.
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Risk management
Climate risks and opportunities can manifest in different ways—the main
ones being physical risks, like the effects of extreme weather events, and
transition risks—as we move towards a lower carbon economy.

In order to manage the investment-related risks posed by climate change, we need to
understand what types of risks, opportunities and activities we’re exposed to.
To identify significant areas of risk and opportunity that may be present in our portfolio,
we asked the following questions:
• Are the companies in our portfolios aligning with the Paris Agreement and setting
decarbonisation targets?
• What exposure do we have to businesses that are likely to be impacted by the transition
to a low carbon economy?
• What’s the carbon footprint of our portfolio?
• What physical risks are present in our portfolio?

Climate risk and our investments
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Portfolio alignment with Paris
Across our portfolio, we’re pleased to see increasing
ambition in setting Paris-aligned targets, with two
thirds of our portfolio having net-zero or science-based
targets (up from 51% in 2020 and 7% in 2019). Most of
these targets are focused on operational emissions.

Carbon
reduction
targets

Within these targets:
• 26% are already, or have committed to being, carbon
neutral or net-zero by 2022
• a further 10% will be carbon neutral or net-zero
by 2030
• 17% are seeking or have received SBTi endorsement,
which means their target includes emissions across
their supply chain (scope 1, 2 and 3)
• 15% have committed to using 100% renewable
energy (via RE100 or public commitment).
18% of our portfolio have not set targets around
emissions (19% in 2020). This is a significant decrease
since our first report in 2018, when 55% of our portfolio
had not set any sort of carbon target.

Renewable
energy use

While we’ve seen much greater ambition in emissions
reduction targets, we’re seeing a shift away from
renewable energy targets—with 65% of companies
having targets, down from 81% in 2020. While this may
be a result of prioritising or simplifying targets, we’ll
provide more detail in our next report.
Paris-aligned targets

The charts on this page represent our total investment
portfolio.

No efforts/evidence

Sets targets/some
efforts			
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This chart shows the emissions reduction and year, with the size of the circle representing the size of our investment with that specific target. We
note that not all of these targets are equal in quality or ambition—most are scope 1 and 2, a small proportion include scope 3, some are targets on
emissions intensity and others are absolute emissions reduction targets.
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Shadow carbon price exercise/analysis
One technique we’re developing to better understand transition risks is the application of a shadow
carbon price.
While we recognise it’s unlikely that a carbon price (or tax) will be implemented in Australia in the short
term, we’re applying a price as part of our analytical tool kit to better understand the pressure points in
our portfolios. With the environment becoming an increasingly mainstream issue, pressure is likely to
mount on policymakers to tax carbon emissions. Irrespective of domestic policy, carbon border adjustment
mechanisms being proposed by the EU and others will push carbon pricing onto companies wanting to
export goods to regions with a carbon price.
The two key variables we currently employ in our analysis are:
• a forecast carbon price
• a company’s greenhouse gas profile (that the carbon price is then applied to).
We apply the carbon price to a company’s full scope 1 and 2 emissions.
We are still in the formative stages of building our analytical framework, largely because there is often
a lack of—or inconsistent—data with respect to greenhouse gas profiles. Given the aim of our current
analysis is to understand pressure points, we’re not seeking to be overly precise on the dollar impact
of a carbon price. At this point, while we’ve started with a carbon price of USD $50/t, we’re more
interested in approximations and relativities so companies are grouped into ‘low’, ‘medium’, and ‘high’—
denoting the negative impact a carbon price would have on their value.
To date, we’ve applied the analysis to Australia’s 50 largest companies. Unsurprisingly, the companies
categorised as ‘high’ impact are AGL, Orica, Origin, Qantas and South32. We take some comfort from the
fact that we’re heavily underweight these companies. There is some evidence that the cost of capital for
these companies has already risen, even in the absence of a carbon price. Our analysis also categorised
30 of the ASX 50 as ‘low’ impact.
One of the first tangible outcomes of applying a shadow carbon price was that we opposed development of
a coal reserve held by Leichhardt Coal Pty Ltd (one of our legacy, unlisted investments that is being wound
down). As referenced in the 2020 edition of Climate risk and our investments, we wrote to Leichhardt Coal’s
Board to confirm that development of the reserve was not in the best interests of our members. Suffice to
say, while we remain invested, we’ll oppose the reserve’s development.
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“One of the first outcomes of
our shadow carbon price was
that we opposed development
of a coal reserve.”
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Transition risks by sector
FOSSIL FUELS
The mining/extraction (including fugitive emissions)
and burning of fossil fuels for electricity, transport and
industrial processes make up 87.6% of Australia’s CO2
emissions as at December 2020 (Commonwealth of
Australia, 2021). Given the commitments of the Paris
Agreement, sectors that rely on fossil fuels are likely
to attract disruption (e.g. from renewable energy,
hydrogen), additional costs (e.g. pollution scrubbers,
carbon capture and storage) and/or increasing levels
of regulation (e.g. carbon taxes, limits on use, timed
phase-outs).

We’re implementing an effective fund cap
on our exposure to fossil fuels.
We’ll incorporate this limit into our Risk
Appetite Statement and disclose it in
next year’s edition of Climate risk and our
investments.

Just under half of our exposure to fossil fuels is through
gas pipelines. The remaining exposure is through oil and
gas exploration and refining. Our exposure to fossil fuel
generation is currently low (0.54% of our funds under
management, largely via APA’s gas generation assets).
Our investment in fossil fuel explorers and producers
has reduced over the last year. This has been driven
by various considerations, including emerging global
energy trends, increased financial risks and our
assessment of value.
Through groups like Climate Action 100+, we are
participating in global engagements with both suppliers
and users of fossil fuels to encourage a rapid transition.
We are also engaging with our major portfolio
companies to encourage investment in a range of other
transition and decarbonisation tools and strategies,
including nature-based and mechanical sequestration.

On a look-through basis, 2.55% of our investments are
in fossil fuels, down from 5.05% in 2020. Over the last
year, we have shifted some of our investments towards
utilities that are able to more actively participate in the
decarbonisation thematic, as detailed in the ‘Pipelines
to utilities’ case study on page 13.
We believe that there are many pathways to net-zero
by 2050. We will maintain flexibility in our portfolios
to continue supporting the most promising strategies
and technologies in line with our climate commitments.
Our exposure to companies involved in fossil fuels
(specifically, thermal coal, oil and gas producers and
related infrastructure) at any point in time varies based
on market movements and investment decisions for the
relevant holdings.
We note the International Energy Agency’s 1.5
degree scenario, and its aspirational yet credible
vision of the future. This scenario has a low reliance
on carbon offsets, and pushes the boundaries on
what may be technically and commercially feasible in
electrification and decarbonisation. While the scenario
is unambiguous in its finding that no new fossil fuel
exploration is required beyond 2021, it also requires
energy consumers to make record investments in
renewable energy and electrification technologies.

Climate risk and our investments
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Look-through fossil fuel
exposure

TOTAL FUND EXPOSURE BY FUEL

COMPANY

EXPOSURE (%)

APA Group

1.09

BHP Group Ltd

0.22

Dominion Energy Inc

0.21

National Grid PLC

0.13

Oil Search Ltd

0.09

Ampol Ltd

0.06

Santos Ltd

0.06

Woodside Petroleum Ltd

0.06

Other (< $50m holding)

0.63

Total fossil fuel exposure

2.55

EXPOSURE (%)

Total fossil fuel exposure

2.55

Thermal coal

0.08

Oil and gas total

1.93

Breakdown - by fuel type
Gas

0.99

Oil

0.94

Breakdown - by activity
Pipelines

1.07

Extraction

0.44

Refining/transformation

0.42

Fossil fuel electricity
generation

0.54

LOOK-THROUGH ANALYSIS
Most companies we invest in are diversified, with
multiple sources of revenue. For example, in 2020, 12%
of BHP’s revenue was associated with fossil fuels, 50%
with iron ore, and 38% with base metals (copper, silver,
lead, etc.). Therefore, on a look-through basis, for every
$100 we had invested in BHP in 2020, $12 was exposed
to fossil fuels.

28

“2.55% of our investments are in
fossil fuels, down from 5.05% in 2020.”

FOSSIL FUEL-RELIANT COMPANIES

FINANCIAL SERVICES SECTOR

16% of our investments are in industrial companies that
rely on or support high emissions activity, the largest
being Transurban (5.2%) and Sydney Airport (2.3%).
Other companies that fall into this category include
airlines and manufacturers such as James Hardie and
Bluescope Steel.

This includes the equity, hybrid securities, bonds
and cash held by financial institutions—banking
and insurance. These companies represent a large
proportion of our investments, but due to the
diversified nature of these businesses and the nature
of their relationship with their customers, the risk from
the transition will be low.

We consider these companies to have a moderate to
high exposure to transition risks. The nature of the
client base, product substitution impacts (i.e. internal
combustion engine vs electric and autonomous
vehicles) and technology changes are all aspects
that our Investment team monitors. We’re pleased to
see many of the companies in this sector put in place
ambitious emissions reduction targets.

We consider the physical risks from climate change
to be pertinent for this sector, in particular for the
insurance sector (which represents less than 1.0% of
our funds under management). We’re pleased to see
the progress that companies in the sector are making—
reporting on how they’re managing the risks and
encouraging their customers to reduce their emissions.
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Climate risks and the
Defined Benefit Division (DBD)
ABOUT THE DBD
The nature of the DBD means that our approach
to managing investment risks (including climate
risks) is different from the approach we use for
our accumulation options. The benefit that DBD
members receive upon retirement is based on
a calculation that is independent of financial
returns. Our responsibility is to make sure that
there are enough assets to meet these liabilities
as they fall due. To meet this obligation in a
low interest rate environment, we’re focused
on preventing the permanent loss of capital
and maximising our chances of meeting
return targets by investing in companies with
sustainable and growing free cash generation.
When the financial assumptions for actuarial
investigations of the DBD are set, the actuary
uses simulated investment returns from Willis
Towers Watson’s capital markets model (WTW
Model). The WTW Model represents a range
of outcomes that reflect the impact of many risk
factors, including climate change. Willis Towers
Watson’s investments team has also considered
a range of climate change scenarios, and has
confirmed the return results under these fall
well within the distribution of simulated returns
produced by the WTW Model.
The 30 June 2020 actuarial assessment of the
DBD found it to be well funded, with a Vested
Benefit Index (VBI) of 114. This means we have
$1.14 of assets to meet every $1.00 of member
liabilities as they fall due. We estimate that
the VBI for 30 June 2021 was 121.The actuary
considers:
• investment related matters—the
appropriateness of our asset allocation
strategy in meeting the DBD’s long-term
objectives, using assumptions on asset class
return, volatility and correlations

• non-investment related matters—factors
such as the number and characteristics of
new members and leaving members, the
pension election rate, salary growth, member
promotion experience, member contributions
and the rate at which members retire.
When assessing the adequacy of current
funding levels, actuarial climate scenarios
fell in the normal distribution of possible
outcomes (so were less conservative than
the funding assumptions that we use to
assess DBD funding levels).
Most common climate risks
As shown on page 53, the DBD’s carbon
footprint is 75% below its benchmark (scope
1 and 2) but it has a higher exposure to fossil
fuel infrastructure than most of our diversified
investment options.
When identifying investments for the DBD,
we seek companies that can sustain and
grow free cash flow, and which pay regular
and growing dividends (such as real estate
and infrastructure).
Most of the DBD’s fossil fuel exposure is to gas
pipeline and energy provider APA, which has
provided an 11% return since we first invested
in 2013. Whilst past performance isn’t an
indicator of future performance, and there are
clearly long-term challenges with fossil fuels,
we’re encouraged by APA’s experience with
renewable energy sites, remote power grids and
interest in hydrogen and renewable methane.
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Carbon footprint of
company holdings
BACKGROUND
Carbon footprinting is a commonly used tool to assess
and compare companies on their emissions. There are
three types of carbon emissions:

We’re committed to keeping the emissions
intensity of our diversified investment
options at or below that of their benchmark.
We’ll also add this metric to our Risk
Appetite Statement.

Scope 1: direct emissions, e.g. on-site generation by
the company
Scope 2: indirect emissions, i.e. emissions associated
with electricity purchased by the company
Scope 3: emissions associated with the company’s
supply chain or in the use of its products.
Companies with a higher carbon footprint will see
higher costs and greater regulation in a low carbon
world. The impact of these costs on the profitability
of a business will depend on its ability to reduce its
emissions, pass on the increased costs and the cost
of alternatives.
COMPANY HOLDINGS
Our carbon footprint considers our debt and equity
holdings of companies, as this represents our full
ownership and therefore has some way of attributing a
share of emissions. It covers listed domestic and global
equities but doesn’t consider government bonds. It also
doesn’t include unlisted investments, cash or financial
instruments (options and futures).
METHODOLOGY
Over the last year, we’ve increased our reporting
coverage to include equity and credit holdings.
For our investment options, we benchmark the
components that relate to Australian shares against
the ASX200, and the global components against
MSCI World. All our diversified options have a carbon
intensity that is below the benchmark. Refer to the
‘Climate risk in our investment options’ section from
page 38 for more information.

Methodology limitations
One of our methodology’s key limitations
is the completeness of the available
emissions data. Only 64% of the
benchmark5 reports emissions data, and
consistency in this reporting is limited.
To provide better consistency and
more complete coverage, we recently
changed our data service provider to S&P
TruCost—which estimates the emissions
of non-reporting companies by using
regional and industry information. We
now have much higher coverage of the
companies in our portfolios—close to
100% for many of our options—up from
70% in previous years.
We note, however, that these figures
shouldn’t be considered completely
accurate or definitive because:
• company data and reporting can be
incomplete, non-standard and is rarely
audited
• the tools used to calculate the
carbon footprints rely on a number of
assumptions (for example, estimation
of staff travel patterns)
• lifecycle emissions more clearly
illustrate the impact of the type of
product or service. For example,
companies making solar panels have a
high carbon footprint but the products
they produce reduce emissions in
the long term. By comparison, iron
ore mining—a relatively low carbon
activity—requires high-emitting
processes to turn the ore into steel.
For more information about scope 3
limitations, see page 56.

CALCULATING OUR CARBON INTENSITY
We calculate our intensity as follows:

((SCOPE 1
5

SCOPE 2 EMISSIONS)

As reported by MSCI World

ENTERPRISE VALUE)

OUR INVESTMENT (BOTH DEBT AND EQUITY)
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Scope 3 considerations and activities
Scope 3 emissions include the emissions in the supply chain and in the use of products. Our
reporting and targets around the emissions of our portfolio is an example of how companies can
try to influence scope 3 emissions. In some instances, companies can have direct control over
scope 3 emissions. For example, a car manufacturer, by improving the fuel efficiency of their cars,
or electrifying their cars, can reduce the emissions associated with the use of their product.
While there are limitations on reporting and measuring scope 3 emissions, we do engage with
companies on where their material emissions sit—whether that is in scope 1, 2 or 3 emissions.
At this stage, these are the types of activities we look for in influencing scope 3 emissions:
• building electrification and energy efficient design into products—reducing lifecycle emissions
• circular economy design principles—use of reusable, recycled and recyclable products
• supporting research in emerging decarbonisation technologies
• investing in alternative fuels/technologies using trial sites
• working with customers and suppliers to support development of new technologies. For
example, Nestle and Apple are working to develop emissions-free aluminium with Elysis—
a joint venture between Rio Tinto and Alcoa
• financial institutions working with their customers to support them in their decarbonisation
strategy
• designing emissions reduction and recyclability into product design and packaging
• offering offset programs for customers. For example, airlines and data centres
• supporting suppliers in decarbonisation efforts by providing long-term contracts to help
suppliers access finance to invest in new plant/equipment.
This is by no means an exhaustive list of ways that scope 3 emissions can be managed. However,
it does provide examples of what we’re seeing and encouraging in companies to reduce these
emissions along their supply chains.

1800 331 685
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Physical risks
SEVERE WEATHER EVENTS AND RISING TIDES
As temperatures rise, we’re seeing the impact of warmer
temperatures in weather patterns, with the increase in the
frequency of extreme weather events. While it may be difficult
to attribute a single event to climate change, the pattern of
weather events, with increasing frequency and severity, has
been predicted by climate models in a warming world.
Sea levels have risen at an average of 3.2mm per year over
the last 20 years (CSIRO)6 and this is expected to continue
as carbon emissions rise.
Portfolio exposures
There is a high degree of uncertainty in climate modeling and
we don’t know precisely how weather patterns will evolve as
a result of higher temperatures.
This year, as with previous years, we’ve found that our
portfolio is expected to be resilient to rising tides and severe
weather events.
65% of our holdings are in Australian entities (companies
and governments). In comparison to many other countries,
the economic impact of severe weather is less in Australia,
due to lower population density and higher quality building
stock and infrastructure. Lloyds City Risk index has found
that the economies most at risk from natural perils are
those in coastal Asia.
Mapping our investments
To understand the risk that rising tides pose to our
investments, we’ve mapped our largest infrastructure and
property exposures—representing around 19% of our funds
under management—using coastalrisk.com.au. We identified
Sydney Airport as our most material exposure, and we’ve
been pleased to see how these risks are being managed in
its long-term asset plan. This strategy, along with Sydney
Airport’s Climate Risk Assessment and Adaptation Plan, directly
considers the adaptation of infrastructure, systems and
organisations in response to a warming climate.

OUR INVESTMENTS

6

https://research.csiro.au/slrwavescoast/sea-level/
sea-level-changes/#LastDecades

Adelaide Airport Ltd
APA Group
ASX Ltd
Brisbane Airport Corp
Karrinyup
Sydney Airport
Transurban Group
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Physical risk due diligence
When considering significant new investments, particularly unlisted assets, we use a variety of tools
to assess exposure to the physical risks presented by climate change. This analysis considers:
CLIMATE ANALOGUES
This analysis looks at a range of scenarios and suggests towns/regions that experience weather like
the suggested scenario in future. For example, when bidding for an investment in Hobart Airport (which
was ultimately unsuccessful), climate analogues under the RCP 8.5 emissions scenario (4 degree) were
Melbourne/Geelong in 2050 and Bendigo in 2090. This provided us with a useful comparison when
engaging with engineers and airport operators when assessing potential changes/adaptations required
under a more extreme weather environment.
When considering investments within Australia, we refer to Climate Change in Australia’s ‘Analogues
Explorer’ tool.6
RISING TIDES
Using operational records (if available) and publicly available tools such as www.coastalrisk.com.au,
we assess the risks to the site (if relevant) of rising sea levels.
SEVERE WEATHER
We consider past weather events and patterns in determining the impacts of severe weather on the
future operations of our investments. For example, in the case of airports, severe weather and fog may
mean that aeroplanes cannot take-off or land safely. Understanding if there are limits to operations can
help determine if climate risks are material or when new investment/mitigation will be required.
The outputs of this analysis will be incorporated into the financial modelling for the investment.

Climate risk and our investments
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Scenario analysis
While the risks of climate change are well known
and documented, there remains a great deal of
uncertainty regarding the range of outcomes. This
applies particularly to physical risks. Given the range
of possible outcomes for such phenomena as rising
sea levels and extreme weather patterns, it is very
difficult to apply probability distributions. Deriving a
single number that attempts to capture the extent of
the risk could arguably be counter-productive, as it
may conceal the existence of great uncertainty. While
such uncertainty will not necessarily stop us from
conducting scenario analysis, we always need to be
mindful of its limitations.
EXPOSURE REPORTING AND STRESS TESTS
Climate scenario analysis can identify sectors most at
risk from climate change, and tests the resilience of our
portfolios to the physical and transition risks. Scenarios
are either informed by climate models or economic
transition models, depending on the nature of the risk
being assessed.
We refer to many scenarios from different sources
to inform the exposures we measure and report. We
seek to identify common findings (to determine more
likely outcomes) and test differences (to identify
new opportunities or risks) of new scenarios as they
become available. Below are some typical findings of
current climate scenarios with respect to our portfolio:
• High emissions scenarios to test for physical risks:
– Sea level rise analysis using a 4-degree scenario
in 2100 finds that our investments are resilient to
rising tides.
• Low emissions scenarios to test for transition risks:
– Fossil fuels are threatened as energy networks
electrify and shift to renewables. As our absolute
exposure to fossil fuels is low, scenarios tend not
to have a material impact on our holdings.
– We have very low exposures to other high
emissions, hard-to-abate sectors such as
automobiles, shipping, airlines, cement and steel
manufacturing.
– As scenarios tend to be global in nature, there
are often insufficient localised details to model
the economic impact on infrastructure assets
such as Australian airports.

6

Exposure analysis is then supplemented by stress
tests—for example, we’ve used the Capital Transitions
Monitor online tool, developed by the 2 Degree
Investing Initiative. The findings from this analysis
were consistent with (and in some instances they
understated) the exposures identified in this report.
The impact of the tool’s Climate Stress Test, using
the ‘Inevitable Policy Response – Forecast Policy
Response’ scenario, found a -1.6% impact on our equity
investments. You can find the impact of this scenario
for each of our investment options in the ‘Climate risk
in our investment options’ section from page 38.
CLIMATE SCENARIOS AND ASSET ALLOCATION
We’ve completed a high-level review of the findings of
several climate scenarios and found that the expected
impact of climate change is factored implicitly into the
market price of investments.
While changes in policy and technology may impact
the returns of specific companies, climate change is a
well-known and understood risk factor and these risks
are increasingly factored into prices. This is particularly
true at an asset class level, as investors re-allocate
capital from legacy to emerging (and then established)
companies. Nevertheless, we expect that asset
allocation will remain reasonably stable, especially if
other financial considerations (such as interest rates
and inflation) remain stable.
We’ve also found that risk factors such as interest rates
and inflation expectations have a much larger impact
on meeting expected return objectives.
We’ll be reporting on an internal review of available
scenarios and their impact on our funding assumptions
and strategic asset allocations within the next year.

https://www.climatechangeinaustralia.gov.au/en/projections-tools/climate-analogues/analogues-explorer/
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Shareholder
action
Institutional investors engage with companies on
a wide range of issues, including the management
of physical and transition risks associated with
climate change. Shareholder action spans from
meetings with senior management and company
boards, through to voting on shareholder resolutions,
director appointments and executive remuneration.
Increasingly, shareholder action has been used to
escalate climate concerns within companies that are
seen to take an inadequate approach to climate risk and
transition. A recent example is the appointment of two
new directors to ExxonMobil’s Board of Directors after
a campaign by climate-focused investors.
Engaging with our portfolio companies is our primary
strategy for addressing climate-related risks. We’re
also an active member and lead investor within several
groups, including the Investor Group on Climate Change
(IGCC), which seek to coordinate investor action in
support of Paris-aligned targets and transition plans.
We continue to regularly support shareholder
resolutions asking for TCFD reporting or targets where
companies are not reporting or acting to decarbonise
their business. The ‘Say on Climate’ vote is a useful way
for companies to demonstrate the level of support for
their approach to managing climate risks.
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Case study: Say on Climate
In 2020, the concept of a ‘Say on Climate’ vote was introduced at
Annual General Meetings. This was to be a non-binding company
proposal that sought investor approval for the company’s climate
strategy. The Children’s Investment Fund Foundation introduced the
first shareholder resolution seeking a non-binding Say on Climate
vote at Aena (a Spanish airport company), and this year we have seen
several global companies put forward similar resolutions. Within
Australia, several companies have indicated their intention to have
a Say on Climate vote at their 2022 AGMs, including BHP, Rio Tinto,
Woodside and Santos.
We’ve been an enthusiastic proponent of this style of resolution for the
following reasons:
• It encourages companies to be clear about their strategy and how it
aligns with the aims of the Paris Agreement.
• It will facilitate regular updates on achievements and changes to
strategy in hard-to-abate sectors where the path to decarbonisation
is unclear.
• It provides a mechanism for investors to communicate their support
(or otherwise) of the strategy.
Where companies are in high emissions, hard-to-abate or fossil
fuel-reliant sectors, we encourage an annual vote as technology and
standards are evolving rapidly. For companies operating in sectors
where there is greater certainty around the decarbonisation strategy,
a less frequent vote may be appropriate (supplemented by annual
progress reporting against targets).
We’re also working with our global proxy voting advisor and will reach
out to external managers to communicate our support for these types
of resolutions. Due to the nascent nature of these resolutions, our
proxy voting advisor initially advised against Say on Climate votes
at companies where climate risks and transitioning weren’t material
risks to their business. We’ve put a screen in place to alert us to Say
on Climate votes—this allows us to review the company’s approach
and vote accordingly. Over time, our expectations of company
decarbonisation strategies will increase.
While we see the uptake of the Say on Climate vote as a useful tool,
shareholder resolutions will continue to be an important mechanism
to raise the standards and action on climate change, especially in
jurisdictions where company and shareholder engagement isn’t as
common as in Australia.
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Conservative
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

ative

4.59t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 32% of the option.

Climate risk
exposures

THIS OPTION IS

79.5%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

10.1%

High

Australia

77.1%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

Woolworths Group Ltd

1.6%

Adelaide Airport Ltd

1.6%

The largest fossil fuel holding is Dominion Energy
Inc, which contributes 0.14% to the above exposure.

Transurban Group

1.2%

SCENARIO ANALYSIS

Brisbane Airport

1.2%

BHP Group Ltd

0.8%

Total option fossil fuel exposure

Transition Monitor stress test result

1.1%

-1.9%

Climate risk and our investments
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CLIMATE RISK IN OUR INVESTMENT OPTIONS

Conservative Balanced
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

4.80t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 41.1% of the option.

Climate risk
exposures

THIS OPTION IS

72.5%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

8.7%

High

Australia

76.3%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

Transurban Group

2.8%

Woolworths Group Ltd

2.3%

The largest fossil fuel holding is Dominion Energy
Inc, which contributes 0.30% to the above exposure.

Adelaide Airport Ltd

1.5%

SCENARIO ANALYSIS

BHP Group Ltd

1.2%

Brisbane Airport

1.1%

Total option fossil fuel exposure

Transition Monitor stress test result

1.4%

-2.0%
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Balanced
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

6.59t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 63.2% of the option.

Climate risk
exposures

THIS OPTION IS

41.9%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

10.2%

High

Australia

65.0%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

Transurban Group

4.9%

BHP Group Ltd

3.6%

The largest fossil fuel holding is BHP Group Ltd,
which contributes 0.43% to the above exposure.

Sydney Airport

2.4%

SCENARIO ANALYSIS

Rio Tinto Ltd

1.1%

Transition Monitor stress test result

Woolworths Group Ltd

0.7%

Total option fossil fuel exposure

1.6%

-1.7%

Climate risk and our investments
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CLIMATE RISK IN OUR INVESTMENT OPTIONS

Sustainable Balanced
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

1.68t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 69.1% of the option.

Climate risk
exposures

THIS OPTION IS

83.8%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

4.1%

High

Australia

55.7%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

SCENARIO ANALYSIS
COMPANY NAME

% OF PORTFOLIO

Transurban Group

6.0%

James Hardie Industries PLC

1.3%

Qube Holdings Ltd

1.3%

Cleanaway Waste
Management Ltd

1.0%

Rio Tinto Ltd

0.9%

Transition Monitor stress test result

-0.5%
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Growth
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

5.80t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 64.7% of the option.

Climate risk
exposures

THIS OPTION IS

47.6%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

12.2%

High

Australia

53.6%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

BHP Group Ltd

2.5%

Transurban Group

1.0%

The largest fossil fuel holding is BHP Group Ltd,
which contributes 0.31% to the above exposure.

Taiwan Semiconductor
Manufacturing

0.8%

SCENARIO ANALYSIS

Rio Tinto Ltd

0.8%

Adelaide Airport Ltd

0.7%

Total option fossil fuel exposure

Transition Monitor stress test result

2.2%

-1.7%

Climate risk and our investments
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CLIMATE RISK IN OUR INVESTMENT OPTIONS

High Growth
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

6.11t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 75.9% of the option.

Climate risk
exposures

THIS OPTION IS

35.4%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

13.0%

High

Australia

50.8%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

BHP Group Ltd

3.5%

Transurban Group

2.5%

The largest fossil fuel holding is BHP Group Ltd,
which contributes 0.42% to the above exposure.

Rio Tinto Ltd

1.0%

SCENARIO ANALYSIS

James Hardie Industries PLC

0.9%

Taiwan Semiconductor
Manufacturing

0.9%

Total option fossil fuel exposure

Transition Monitor stress test result

2.4%

-1.7%
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Sustainable High Growth
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

1.96t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 88.2% of the option.

Climate risk
exposures

THIS OPTION IS

75.9%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

4.3%

High

Australia

46.6%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

SCENARIO ANALYSIS
COMPANY NAME

% OF PORTFOLIO

Transurban Group

5.4%

James Hardie Industries PLC

2.1%

Qube Holdings Ltd

2.0%

Cleanaway Waste
Management Ltd

1.6%

Rio Tinto Ltd

1.5%

Transition Monitor stress test result

-0.5%

Climate risk and our investments
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CLIMATE RISK IN OUR INVESTMENT OPTIONS

Listed Property
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 97.9% of the option.

Climate risk
exposures

erty

0.71t

P.A. CO2E

THIS OPTION IS

90.1%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

6.5%

High

Australia

49.5%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

SCENARIO ANALYSIS

Transition Monitor Stress Result

-0.7%
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Australian Shares
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

9.73t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 84.2% of the option.

Climate risk
exposures

THIS OPTION IS

3.2%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

0.0%

High

Australia

97.4%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

BHP Group Ltd

7.7%

Rio Tinto Ltd

2.6%

The largest fossil fuel holding is BHP Group Ltd,
which contributes 0.93% to the above exposure.

Wesfarmers Ltd

2.3%

SCENARIO ANALYSIS

Woolworths Group Ltd

1.5%

Transurban Group

1.5%

Total option fossil fuel exposure

Transition Monitor stress test result

2.6%

-2.1%

Climate risk and our investments
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CLIMATE RISK IN OUR INVESTMENT OPTIONS

International Shares
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

2.46t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 87.2% of the option.

Climate risk
exposures

THIS OPTION IS

61.7%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

25.6%

High

Australia

0.1%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

Taiwan Semiconductor
Manufacturing

1.8%

Airbus SE

0.7%

General Electric Company

0.6%

Ashtead Group PLC

0.5%

FedEx Corp

0.4%

Total option fossil fuel exposure

1.2%

The largest fossil fuel holding is Inpex Corp, which
contributes 0.08% to the above exposure.
SCENARIO ANALYSIS

Transition Monitor stress test result

-0.7%
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Global Environmental
Opportunities
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

4.14t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 89.3% of the option.

Climate risk
exposures

THIS OPTION IS

33.8%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

21.9%

High

Australia

2.2%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

SCENARIO ANALYSIS
COMPANY NAME

% OF PORTFOLIO

Tesla Inc

7.7%

SolarEdge Technologies Inc

6.7%

Samsung SDI Co Ltd

4.0%

Vestas Wind Systems A/S

3.6%

Plug Power Inc

2.3%

Transition Monitor stress test result

-1.6%

Climate risk and our investments

51

CLIMATE RISK IN OUR INVESTMENT OPTIONS

Australian Equity Income
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

1.20t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 94.6% of the option.

Climate risk
exposures

THIS OPTION IS

86.6%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

0.0%

High

Australia

96.5%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

Transurban Group

8.0%

Wesfarmers Ltd

7.0%

The largest fossil fuel holding is APA Group, which
contributes 2.62% to the above exposure.

Woolworths Group Ltd

5.7%

SCENARIO ANALYSIS

Sydney Airport

3.6%

APA Group

3.6%

Total option fossil fuel exposure

Transition Monitor stress test result

2.7%

-1.1%
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Global Companies in Asia
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

0.77t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 93.1% of the option.

Climate risk
exposures

THIS OPTION IS

87.1%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

7.8%

High

Australia

1.6%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

SCENARIO ANALYSIS
COMPANY NAME

% OF PORTFOLIO

Lockheed Martin Corp

1.3%

Airbus SE

1.2%

Nestle SA

1.2%

United Parcel Service Inc

1.2%

PepsiCo Inc

1.1%

Transition Monitor stress test result

-0.4%

Climate risk and our investments
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Defined Benefit
Climate risk exposures

Option carbon intensity
CARBON EMISSIONS
PER $100,000
INVESTED

2.61t

P.A. CO2E

This carbon footprint represents the reported and
estimated scope 1 & 2 emissions of the companies in this
option. These companies represent 72.7% of the option.

Climate risk
exposures

THIS OPTION IS

75.9%

LESS CARBON
INTENSIVE THAN
THE BENCHMARK.

Company ambitions

Direct fossil fuel

Real estate

Fossil fuel reliant
(industrials)

Other

Carbon
reduction
targets

Green revenue

REGIONAL EXPOSURES – SEVERE WEATHER
Asia is the most at risk of natural disasters due to
frequency of events, population concentration and time
to recover.
% OF
PORTFOLIO

LEVEL OF RISK

Asia
(including
Japan)

2.4%

High

Australia

81.5%

Low

REGION

Renewable
energy use

Paris-aligned targets

No efforts/evidence

Sets targets/some
efforts			

DISRUPTION EXPOSURES
The five largest investments in this option most
exposed to a decarbonising economy:

LOOK-THROUGH FOSSIL FUEL EXPOSURE
COMPANY NAME

% OF PORTFOLIO

Transurban Group

9.3%

Sydney Airport

4.7%

The largest fossil fuel holding is APA Group, which
contributes 3.47% to the above exposure.

APA Group

4.7%

SCENARIO ANALYSIS

Woolworths Group Ltd

4.3%

Aena SME SA

1.5%

Total option fossil fuel exposure

Transition Monitor stress test result

5.5%

-2.3%
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Appendix
Glossary
TERM

DESCRIPTION

Carbon dioxide (CO2)

A naturally occurring gas that is found in Earth’s atmosphere. CO2 produced
by burning carbon in organic materials, including fossil fuels used for energy
production, is the main greenhouse gas driving human-induced climate
change.

Carbon neutral

At an organisational level, this means achieving a balance between the CO2
that an organisation emits through its operations over a specified period, and
the CO2 that is removed or avoided through carbon offsets.
Carbon neutrality is often achieved by a combination of reducing CO2
emissions (through energy switching and energy efficiency measures) and
purchasing carbon offsets equal to an organisation’s residual emissions.
This can also be referred to as ‘net-zero carbon’.

Carbon offsets

Certified credits, generated per tonne of CO2-e, that can be purchased to
balance an organisation’s operational emissions.
Offsets may be derived from nature-based (e.g. reforestation) or
technological (e.g. carbon capture and storage) removals. They may also
be generated by ‘avoided emissions’ such as forest conservation and new
renewable energy projects.

CO2 equivalent (CO2-e)

A means of comparing the global warming potential of greenhouse gases.
CO2 is the reference gas that other greenhouse gas emissions are measured
against when calculating their global warming potential.

Exploration and production

Companies involved in the extraction—either by mining or otherwise—of
minerals and fuels from the earth, and their refining or processing for use.

Fossil fuels

A fuel such as oil, gas or coal that is formed in the earth from natural remains.
For the purposes of this report, when referring to fossil fuels, we mean oil, gas
and thermal coal.
When referring to our fossil fuel exposures, we mean companies who have
revenues associated with the exploration, refining/processing, extraction,
transportation of—or electricity generation from—oil, gas and thermal coal.

Greenhouse gas effect

The increased presence of heat-trapping gases in the atmosphere that warm
the planet and disrupts Earth’s stable climate system.

Greenhouse gas emissions
(‘GHG emissions’)

Atmospheric gases and aerosols, both natural and produced through
industrial activities, that contribute to the greenhouse gas effect. This
includes CO2, nitrous oxide (N2O), methane (CH4) and hydrofluorocarbons
(HFCs).

Look-through analysis

Reporting on the relevant underlying revenues of our investments to
understand our economic exposure to a theme (e.g. fossil fuels, green
revenues, etc.). For example, in 2020, 12% of BHP’s revenue was associated
with fossil fuels, 50% with iron ore, and 38% with base metals (copper, silver,
lead, etc.). Therefore, on a look-through basis, for every $100 we had invested
in BHP in 2020, $12 was exposed to fossil fuels.

Climate risk and our investments
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TERM

DESCRIPTION

Net-zero emissions

At a societal level, net-zero emissions are achieved when human emissions
of greenhouse gases into the atmosphere are balanced by human-managed
removals over a specified period.7

Operational emissions

The greenhouse gas emissions associated with the operations of a company.
This includes the emissions generated by the company (scope 1), as well as
the emissions associated with purchased electricity (scope 2). See page 30
for more information.

Paris-aligned operational target

We consider a Paris-aligned operational target to be one of the following:
• net-zero operational emissions before 2050
• endorsed Science Based Targets, or
• at least a 45% emissions reduction by 2030.

RE100

A global initiative bringing together the world’s most influential businesses
committed to 100% renewable electricity.

Shadow price on carbon

A price on carbon allocates a cost to greenhouse gas emissions. In the
absence of a legislated price on carbon, an organisation may adopt a shadow
price on carbon to implicitly price the risk of carbon-intensity into their
financial investment decisions.

Task Force on Climate-related
Financial Disclosures (TCFD)

A task force created by the Financial Stability Board to improve and increase
reporting of climate-related financial information (including on greenhouse
gas emissions, carbon intensity and climate-related risks).
The TCFD recommendations for climate-related disclosures promote
informed investment, credit and insurance underwriting decisions.

7

Source: International Panel on Climate Change (IPCC),
https://www.ipcc.ch/report/sr15/glossary/
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Limitations

CARBON FOOTPRINT ANALYSIS

Unless otherwise mentioned, all analysis refers to our
combined equity and bond exposures (excluding cash
and futures positions) as at 30 June 2021.

See page 30.

This report is doesn’t suggest that any particular view
of the future will hold true, and readers may disagree
with our view or assessment of risk. Climate risk
is one of myriad risks that any company faces, and
companies facing significant climate risks may still be
good investments due to other factors such as price,
management, mitigation strategies, transformation
strategies, etc.
LOOK-THROUGH REVENUE ANALYSIS
When assessing our portfolio exposures (and for
the purposes of portfolio compliance for our thermal
coal exclusion), we supplement internal analysis with
third party data tools to cover the whole portfolio.
While we believe at a high level our exposures are
portrayed accurately, we recognise that the information
is incomplete and uses varying methodologies and
assumptions in assessing revenues. Examples of data
limitation include:
• Out of date information—we rely on companyreported business unit data, which may be updated
infrequently and is collated by third party data
tools at least annually. On occasion, this may mean
revenue breakdowns are over a year old.
• Revenue breakdowns—where companies don’t
provide specific revenues associated with reported
sectors (for example, the split between thermal
and metallurgical coal), we use other information to
estimate revenues (for example, fuel reserve splits).
Where there is little alternative information, we may
ascribe equal weights to business units.
• Small or unlisted companies—reporting and
coverage by third party data providers is not
comprehensive. While we review our larger holdings
(comprising around 90% of our total exposures),
we do rely on data providers for the majority of our
smaller holdings.
Thermal coal exclusion
In addition to the above limitations, we may retain
an interest in companies that have more than 10%
of their revenues associated with thermal coal mining
but are well progressed in the sale or wind-down of
those mines (which would bring them in compliance
with the restriction).

Scope 1 and 2 limitations
Scope 3 limitations
We don’t include the scope 3 emissions and lifecycle
emissions of our investments in the calculation of our
carbon footprints. Current limitations in the reporting
of scope 3 emissions include:
• Scope 3 emissions are most appropriate for single
entities, not portfolios, as there is a high risk of
double-counting.
• Very few companies report Scope 3 emissions
comprehensively.
• Scope 3 emissions reporting relies on assumptions
about activities that are outside the control of the
company and may not be disclosed by customers
or suppliers. For example, to calculate the Scope 3
emissions associated with iron ore, an assumption
needs to be made about the carbon intensity of the
blast furnaces that will turn the ore into steel. This
assumption could be made using global or regional
averages, or could use site-specific information
(if known).
Understanding the carbon intensity of our
investment options
The carbon footprint of each investment option only
represents the companies in each option. It doesn’t
include cash, sovereign bonds, derivatives and some
unlisted securities that our data provider has no
information for. We disclose the percentage of the
option that is reflected in the carbon footprint. We’ve
used the same holdings to compare to a benchmark
comprised of Australian and international companies.

Climate risk and our investments
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APPENDIX

Sources

S&P Global TruCost:
https://www.spglobal.com/esg/trucost

Asian Corporate Governance Network:
https://www.acga-asia.org/

Say on Climate: https://www.sayonclimate.org/

Australian Council of Superannuation Investors (ACSI):
https://acsi.org.au/
Climate Action 100+:
https://www.climateaction100.org/
Climate Change in Australia. Climate Analogues:
https://www.climatechangeinaustralia.gov.au/en/
projections-tools/climate-analogues/analoguesexplorer/
Climate League 2030: https://climateleague.org.au/
Coast Adapt:
https://coastadapt.com.au/how-to-pages/
use-national-mapping-help-understand-floodanderosion-risk
Coastal Risk Australia: https://coastalrisk.com.au/
Commonwealth of Australia. National Greenhouse Gas
Inventory Quarterly Updates:
https://www.industry.gov.au/data-and-publications/
national-greenhouse-gas-inventory-quarterly-updates
Intergovernmental Panel on Climate Change (IPCC).
Special Report: Global Warming of 1.5 degrees:
https://www.ipcc.ch/sr15/
International Energy Agency. Net Zero by 2050:
https://www.iea.org/reports/net-zero-by-2050
Investor Group on Climate Change (IGCC):
https://igcc.org.au/
Lloyds City Risk Index:
https://cityriskindex.lloyds.com/
MSCI ESG Ratings (Subscription):
https://www.msci.com/our-solutions/esg-investing/
esg-ratings
Paris Aligned Investment Initiative (PAII):
https://www.parisalignedinvestment.org/
Renewable Energy 100 (RE100):
https://www.there100.org/

Science Based Targets initiative (SBTi):
https://sciencebasedtargets.org/
Taskforce for Climate-related Financial Disclosures
(TCFD), TCFD Recommendations:
https://www.fsb-tcfd.org/recommendations/
Transition Monitor:
https://www.transitionmonitor.com/
UniSuper. Climate change position statement:
https://www.unisuper.com.au/en/news-and-insights/
our-climate-change-position-statement
UniSuper. Climate risk and our investments:
https://www.unisuper.com.au/investments/how-weinvest/responsible-and-sustainable-investing/climaterisk-and-our-investments
United Nations. Principles of Responsible Investment
(PRI): https://www.unpri.org/
United Nations. The Paris Agreement:
https://unfccc.int/process-and-meetings/the-parisagreement/the-paris-agreement
Water Observations from Space:
https://www.nationalmap.gov.au/
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Our investment strategies won’t necessarily be appropriate
for other investors. This Report is not intended to be an
endorsement of any of the listed securities named above for
inclusion in personal portfolios.
This information is of a general nature only and may include
general advice. It does not take into account your personal
objectives, financial situation or needs. Before making any
decision in relation to your UniSuper membership, you should
consider your personal circumstances, the relevant product
disclosure statement from UniSuper for your membership
category and whether to consult a licensed financial adviser.
UniSuper Limited reserves the right to correct any error or
omission in this Report. Information is current as at the date of
publication but may change in the future.
This Report has been prepared by UniSuper Management Pty
Ltd (USM) (ABN 91 006 961 799/AFSL No 235907) on behalf of
and issued by UniSuper Limited (ABN 54 006 027 121/ AFSL No
492806) as Trustee of UniSuper (the Fund) (ABN 91 385 943
850, MySuper Authorisation No. 91385943850448).
UniSuper Limited (USL) is the corporate trustee of the Fund and
USM is the administrator of the Fund and provides investment
services to USL.
USM is wholly owned by USL in its capacity as UniSuper’s
Trustee.
© UniSuper Management Pty Ltd August 2021

Printed on environmentally responsible paper.

US21-0138 0821

