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The Investor Climate Dialogue 2014-2015
Commencing in September 2014, Inflection Point Capital Management,
Groupe La Francaise, IPCM’s strategic joint venture partner, and The
Blended Capital Group have convened a globe-roaming investor dialogue
on climate change.
The objective of the dinner series is to channel investor views, notably those of large asset

W Howners
I T E such
PA PasEpension
R
funds, sovereign wealth funds and insurance reserves, into the

forthcoming United Nations Climate Summit — commonly referred to in UN parlance as
UNFCCC CoP21.

Climate change and carbon:
an emerging CCC risk?
Senior UNFCCC officials joined our dinner at the World Economic Forum, Davos, on the
evening of 22 January 2015, to exchange views with pension fund leaders and high net worth
investors.

A success in Paris?
The UN Summit is scheduled to convene in Paris in late November 2015. The CoP21 meeting
is seen as a pivotal gathering to enable more than 200 governments world-wide to agree on
a common and binding agreement to tackle global warming. The gathering in the French
capital comes six years after a similar UN effort in Copenhagen in 2009 collapsed as a
humiliating failure for many global leaders, including US President Barack Obama.
The IPCM-GLF-TBCG discussions, held during dinners and tailored events, started in Tokyo
in September 2014, and then travelled through: Paris (14 December); the World Economic
Forum, Davos (15 January); Tokyo (15 February); Paris (15 April); London (15 May);
Stockholm (15 May); and London (15 September). Our new on-line Climate Investor Report,
launched on 9 September, 2015, will keep investors up to speed as we build towards CoP21.
February 2016

Report to Quai D’Orsay
In July 2015, the findings of the dinners held to date were summarised by Paul ClementsHunt, an IPCM Partner and Founder of TBCG, for a group of 40 climate policy-makers
from Brazil, Russia, India, China and South Africa (the BRICS economies). These influential
policy-makers were brought together for two days ahead of CoP21 by the French Foreign
Ministry at their historic and iconic Quai D’Orsay headquarters. France will act as the
Presidency of UNFCCC CoP21.
The discussions in Paris in July, including the key financial and investor intervention by
Clements-Hunt, helped contribute to a policy brief entitled: “The Paris Package: Setting the
Finance Point
AgendaCapital
for Climate
Action,” whichUK
wasLtd
produced in August 2015, after the two day
Inflection
Management
gathering, by the New Delhi-based Indian think tank, Observer Research Foundation (ORF),
78 Brook Street, Mayfair, London W1K 5EF, United Kingdom
that acted as a Co-Host with the French Government (see more).
www.inflectionpointcm.com
Click here to see the full ORF policy brief.

Climate Change & Carbon:
an emerging CCC risk?
Introduction
2015 was definitely the year of Climate Change.
Not only because of the 22°C in New-York or the heavy rains and subsequent floods in
Northern England around Christmas, or the very severe pollution in Beijing, or because of other
extraordinary extreme weather events.
Not only because of an unparalleled media focus on climate change and a raising awareness across
the globe.
Not only because the UN Conference on climate change - COP 21- that was held in Paris in
December resulted in an historic agreement.
Not only because eventually the two majors emitters of CO2, USA and China, have acknowledged
the urgency of climate action and committed to act upon it in 2016.
The number 1 reason why climate change has never been closer to galvanizing
concrete action, and is at a turning point, is the fact that the private sector has
been a key component of the climate talks in December and will be a key player
in implementing the agreement going forward.

More precisely, the financial sector and investors are now a central part of the global climate
conversation. For the first time in the history of the UN climate conferences, central bankers from
all over the world attended, discussed, felt concerned and committed to act at their level through
the announcement by the Financial Stability Board’s (FSB) chairman, Mark Carney, of the creation
of a Climate Disclosure Task Force to be headed by Michael Bloomberg.
Investors have a key role to play addressing climate change, after all, we are the primary purveyors
(or withholders) of the ‘financial oxygen supply’ upon which most corporates are dependent. By
allocating or withholding investment capital, investors can send a very sharp message to company
boards and CEOs about their perception of the adequacy of the companies’ preparedness for
the low-carbon world which is already in evidence. Our power to alter corporate priorities and
behavior is enormous.
But a key question for investors is why and how should this power be exercised? Why should we, as
investors, be concerned by the rapid emergence of new risks: the climate change and carbon risks,
and how can we deal with it?
The purpose of this White Paper is to examine these important questions in order to provide
guidance for investors as we grapple with a rapidly changing environment.

I • What is carbon risk?
Why would a CCC — Climate Change & Carbon — be a risk?
In credit language, a “CCC” rating for a corporate or government bond signifies a high level of risk
to the borrower’s ability to repay a loan over the term of the debt. The carbon-linked CCC (Climate
Change & Carbon) acts in a similar way by putting additional pressure on companies’ business
models and profit margins.
The debate on whether climate change will impact the environment is now settled, reflected in
the unanimity at COP21 around the science of climate change. In this environment companies
are already subject to increasing pressure to adapt to and mitigate the effects of climate change.
Companies urgently need to adapt to the physical consequences of climate change, for instance,
water availability — drought or floods — or severe storms that can impair the ability of production
sites and threaten supply chains.
In addition to adapting to the physical impacts of climate change, companies must also deal with
the rapidly evolving regulatory environment. Corporations are now certain to face constraints on
their ability to emit CO2 — either through cap and trade systems, carbon price or carbon taxesand their ability to sell products that are not consistent with a low carbon economy. The severity
of these constraints and their precise timing will vary significantly from country to country, but
the overall ‘direction of travel’ is now abundantly clear. Companies must respond to what is in
effect an industrial revolution in which the global economy transitions to lower carbon emissions.
The Paris agreement virtually guarantees that this transition will happen. As countries see the
competitive opportunities in transitioning quickly, it is likely that change will happen sooner,
rather than later.

Why should investors care?
Companies need to adapt and mitigate, which means investors need to select
and allocate capital to those companies that are playing ahead of the curve,
anticipating the changes in order not to be constrained when regulation is in
place, and able to benefit from the opportunities emerging from such an industrial
restructuring.

As long term investors, institutional investors are themselves particularly exposed to carbon risk,
which can materialize in four distinct ways:
Physical risk

Investing in companies that are not
prepared for the physical consequences
of climate change. Industrial companies
are obviously highly exposed, but so is
the real estate sector, potentially exposed
to holdings in areas threatened by floods,
sea level surges and storm damage.
Agriculture is another significantly exposed
sector, but the list also includes tourism,
telecommunications, and many others.

SOURCE: MSCI ESG RESEARCH, CLIMATE RISK, DECEMBER 2014

Regulatory risk

Investors are likely to be affected — indirectly through their investments — by any regulation on
carbon going forward, whatever form it takes (tax, price, etc.). Companies in which they invest
have to be ready for these scenarios, which are not an if but a when question. Some companies
already have internal carbon prices, which they use to evaluate any projected investment. It will
be increasingly critical for investors to distinguish between those companies that are preparing
for the inevitable and those that are not. This is a question that fundamentally relates to the
management quality of the different companies.
More directly, investors are themselves being asked for increased transparency; for example the
French Energy Transition law (article 173) will require them to explain how their investments deal
with carbon risk and more generally with international targets to limit global warming to 2°. It is
also fair to anticipate that the Climate Disclosure Task Force of the Financial Stability Board will
also lead to increased transparency on climate-related risks going forward.
Many emission
reduction
regulations
aimed at cutting
carbon emissions
from the largest
emitting sectors
have already
been passed or
planned
SOURCE: WRI, EXANE
BNP PARIBAS ESTIMATES
(SRI - CLIMATE CHANGE,
APRIL 2015), P. 66

Market risk

Stranded assets and locked-in emissions may have a negative impact on company valuations going
forward. Stranded assets encompass assets that might become stranded in a 2° scenario, because
they will simply not be able to be used. A significant percentage of the fossil fuel reserves of the oil
and gas companies, for example, are particularly exposed. Locked-in emissions are emissions that
can’t be easily discontinued, for instance power plants that have been recently built and will last for
decades with CO2 emissions that do not match a 2° scenario (coal- fired power plants, for example).
Market risks can also apply to business models that would not fit into a low carbon economy, e.g.
coal mines.
Reputational risk

Politicians, as well as civil society, have come to realize that investors can and should play a big role
in any transition to a low carbon economy, and they are gradually asking for more transparency on
how they intend to play that role. If unable to answer this request for transparency, institutional
investors will be exposed to reputational risk and therefore have difficulty recruiting, retaining,
and motivating top talent. Some might even be sued for breaches of fiduciary responsibility. Also,
because a number of investors are already engaged in that transition and eager to disseminate the

word and good practices, a number of voluntary collective initiatives have been launched — e.g.
the Montreal Carbon Pledge and the Portfolio Decarbonization Coalition — and are gradually
putting pressure on the rest of the investors to join that move.
Already, a number of leading individual institutions have already taken strong action unilaterally.
Sweden’s AP 4; France’s FRR, ERAFP, and CDC, and the UK’s Environment Agency Pension Fund
are only a few of the early examples.

Carbon opportunities
As with every risk, there are — major — opportunities attached to the industrial restructuring
being driven by climate change concerns. Being in a position to benefit from the myriad of low
carbon opportunities will be at least as important as managing the downside risk, if not more so.
In the same way that many of the large cap companies of today did not exist 20 years ago (e.g.
the so called FANG – Facebook, Amazon, Netflix and Google), many of the large caps

of tomorrow are still obscure small caps companies in the cleantech or other
innovative, low-carbon sectors. Allocating capital to those companies will represent a key

opportunity for investors that want to benefit from a world in transition.

Simply replicating an index might leave the investor with most of the risk and little opportunity,
in the same way as an investor in the S&P index in New York pre-WWI would have lost most of
its money by the end of the war when an amazingly rapid shift from train to cars made the index
components totally change in little more than a decade.

II • What can be done to handle carbon risk?
Handling carbon risk first means understanding it and
how it can affect you as an investor.

Investor Carbon Pathway
The three simple steps
for investors are:

We have described how investors can be affected by carbon
risk in general terms. More specifically carbon risk is likely
1. Understand
to affect all asset classes. While the focus has so far been
2. Measure
largely upon investors’ equity portfolios, carbon/climate
3. Act
risk is equally relevant to fixed-income, real estate, infra
structure, and real assets. Perhaps even more important is
the fact that, even within the very same industry sector, variations in net carbon risk/opportunity
exposures can vary by thirty times or more from company to company. It therefore behooves
investors to take the time to understand which companies are which.
The next step after understanding is measuring: how much carbon risk are you confronting?
Unfortunately, there is currently no single satisfactory measure of that risk; hence the creation
by the FSB of a specific taskforce. We have part of the data through selected carbon emissions —
called Scope 1 and 2 — that represent the emissions of the company while manufacturing, but do
not include the suppliers’ emissions nor the product use emissions (which are called Scope 3). In
some cases, product use emissions can represent over 80% of total CO2 emissions; consider for
example car use versus car manufacturing.
However, until there is a perfect metric to measure carbon risk, investors can still get a rough idea
of their carbon exposure by analyzing the ‘CO2 footprint’ of their portfolios. Indeed, there is a
strong surge of both interest and activity by investors in examining the carbon footprints of their
current portfolios. We would caution, however, against an excessive reliance on the results: as
currently practiced, carbon foot-printing has three cardinal limitations for investors:
a) The gross footprint is much less telling than the location of those emissions: the financial
consequences will vary dramatically depending on the regulatory/tax framework;
b) Foot-printing tells the investor nothing about the risk management capabilities of individual
companies, which can vary dramatically, even within the same industry sector; and
c) It similarly completely ignores both the level of upside carbon opportunity available to
individual companies and their strategic and operational capabilities to exploit that potential.
As long as these limitations are borne in mind, a carbon foot-printing exercise can, however,
provide a rough first indication.
Having developed an understanding of climate change, which is then enhanced through portfolio
measurement of carbon, the next step for investors is to act. To act upon carbon risk and to
‘decarbonize’ a portfolio, an investor has previously had little choice:
Divest from fossil fuels
Fossil fuels are the primary source of CO2 emissions, and divesting results in a significantly
reduced carbon footprint; but investors are still exposed to the sectors that use fossil fuels.
The divestment approach sends a strong message to part of the industry, but it does not provide
solutions. Moreover, by divesting, the investor loses all opportunity to engage proactively with
a company and press for transition.

Low carbon indices
On the face of it, low carbon indices allow an investor to decrease its carbon footprint, but they
actually change very little; even with the companies one ‘owns.’ There is generally zero interaction
or opportunity for a dialogue with companies to promote improvements. Investors that adopt this
approach would not be protected from the type of total shift in the index that happened to the S&P
at the beginning of the 20th century. Nor would investors be able to benefit from emerging new
companies. Finally, by definition, a passive index can never achieve financial outperformance.
Renewable Energy
Investors can start to decarbonize by investing in companies that provide solutions for a
low-carbon economy. One of the limitations however is that renewable energy and cleantech
companies are still largely unlisted. Where they are listed, they tend to be relatively volatile.
They are particularly susceptible to factors such as macro-economics, oil prices, and policy risk
as governments change their levels of support for renewables, to cite just a few of the associated
investment risks. As a general matter, the renewable energy and cleantech sector is, at the moment,
simply too volatile to represent more than a very tiny part of a typical institutional investor’s total
asset allocation, although we may see that change.
Underweight the carbon-intensive sectors
An easy way to decarbonize portfolios is by underweighting the carbon-intensive sectors. Four
sectors have been identified as emitting more than 80% of the MSCI World CO2 emission: energy,
utilities, materials and industry. By underweighting these sectors investors would automatically
reduce their carbon footprint, but at the cost of exposing themselves to huge sector risks and a loss
of diversification and risk control. If underweighting became a mainstream practice, it would have
implications for the economy. For instance, it would be extremely difficult to manufacture bicycles,
never mind 21st century mass transit, self-driving cars, and other mobility solutions let alone
feeding a growing world population, providing modern health care, and so on.
In sum, while each of these four approaches has some merit, we believe that they all have
significant limitations which will make them problematic for mainstream investors. For that
reason, we have spent over nine months crafting an investment solution which we believe
overcomes all of the most significant limitations of current approaches.

SOURCE: MSCI ESG RESEARCH, MSCI ESG CARBON METRICS PRESENTATION, P. 6

III • What solution does the Zero Carbon strategy bring?
We believe that the solutions offered to investors so far, have been limited in their scope and
ambitions, and that there should be more innovative approaches to climate change and energy
transition risks and opportunities. We believe the emergence of a low-carbon economy is creating
asset management opportunities, especially at a time when competitive renewable energies are
making it possible to consider investments that are both vital to contain climate change and offer
the potential for better financial performance.
Our Zero Carbon strategy is one of the most well-thought-out and innovative solutions available. It
broadens the choices offered to investors and combines the ability to take into account the world’s
reality and transitioning process as well as the financial constraints of diversification. Being carbon
neutral, it fits into the decarbonisation efforts of investors.
While DFIs
and banks have
historically
provided much
of financing,
capital markets
must now
innovate to
facilitate
investment
SOURCE: CITI RESEARCH
(CITI GPS: GLOBAL
PERSPECTIVES &
SOLUTIONS, AUGUST
2015)
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Our investment thesis is simple: companies able to manage the risk and rewards of climate change
are more responsive and more agile; in other words better managed and therefore, in our opinion,
more likely to outperform their competitors.
With a view to creating a net “carbon-free” portfolio, companies with the lowest — current or
future — carbon footprint within each carbon-intensive sector should be selected. On top of this
best-in-class approach, we also consider the major evolutions among the existing big players, and
look closely at “companies in transition.” When a major electricity producer starts to shift its
production model to alternative sources, it obviously has a massive impact on its carbon footprint,
even more so than the emergence of a brand new technology which will take time to deploy on
a large scale. Or, when a company like Schneider Electric, with annual revenues of €24.9 billion,
generates 40% of its revenues from clean-tech, the influence on energy transition can be significant.
This “best in class” approach is supplemented by investments in pure-play solution providers, whose
business model is based precisely on the reduction or prevention of carbon emissions, and which
will act as negative carbon contributors in the portfolio.

The combination of these three business types (best within carbon intensive sectors, companies
in transition and solution providers) in a single portfolio can therefore meet three objectives
simultaneously: superior financial performance, accelerated transition to a lower-carbon economy
and a zero-carbon profile.
We are cognizant of the need investors have to report to their constituents and stakeholders,
and we make sure that both the financial performance and the positive climate impact can be
understood and reported in a clear and meaningful way. The methodology used to calculate a
carbon budget for the Zero Carbon strategy incorporates the US Environmental Protection Agency
calculator and it is verified twice a year by MSCI ESG. Right now, the companies in transition and
what they offset, is not taken into account, which means that the budget is conservative.
We believe the Zero Carbon strategy is an important innovative step forward which helps broaden
investors’ tool box when considering how to manage climate change and energy transition risks
and opportunities, and that it is a means of robustly and effectively influencing the world’s future
carbon budget.

Disclaimer The information and material provided herein does not in any case
represent advice, an offer, a solicitation or a recommendation to invest in specific
investments. All information and data included in this document is considered as
accurate at the date of its preparation considering the economic, financial and
stock-exchange related context at that date and reflect the perspectives of
Inflection Point Capital Management UK Ltd on the markets and their evolution.
It is subject to change and does not represent or create contractual obligations.
It should be noted that past performance does not necessarily determine future
performance which may vary over time. With regard to financial, economic and
stock-exchange related risks, no guarantee can be issued that the present products
will attain their stated objectives.

Inflection Point Capital Management
is a new, sustainability-driven investment
advisory boutique. A research-driven
organization, IPCM builds directly on the
knowledge base and experience of its
predecessor company, which had been
ranked by the Thomson Extel survey of
institutional investors as the #1 research
firm in the world in the sustainability space.
IPCM has offices in London and represen
tation, or representatives, in New York,
Toronto & Melbourne..

Investment products referenced in this presentation are not directed at and
suitable for all types of investors. Potential subscribers are requested to caref ully
and independently assess the legal and commercial documentation provided and
notably the risks entailed and to seek appropriate professional advice where
necessary (including regulatory and fiscal aspects) in order to determine the
investment product’s potential to reach predefined investment objectives.
This document and all information contained within are strictly confidential.
The material provided herein is for informational purposes only and is directed only
at the person it has been delivered to by Inflection Point Capital Management
UK Ltd. All distribution/disclosure of any of the contents of this document to third
parties in any form is strictly prohibited unless prior written agreement is given by
Inflection Point Capital Management UK Ltd. In addition, all names, trademarks,
logos and slogans identifying Inflection Point products or services are exclusive
property of Inflection Point Capital Management UK Ltd and are restricted from
use of any kind unless prior written agreement is provided by Inflection Point
Capital Management UK Ltd.
Inflection Point Capital Management UK Ltd is Authorised and Regulated by the
Financial Conduct Authority. Registration 624573..
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