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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.

Energy management:
a hidden asset for investors?
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.
March 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.

Energy management: the key to long-term profitability
The recent Paris COP21 agreement marks the beginning of a new era for companies. 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. Companies will need to adapt to the physical
consequences of climate change, but will also need to deal with the rapidly evolving regulatory
environment.
The question for investors is how to select and allocate capital to those companies that are playing
ahead of the curve?
Inflection Point Capital Management’s Energy Management White Paper examines the important
role of energy management in determining whether a company is positioned to generate long
term profits for investors. Meeting CO2 reduction targets is likely to come from a combination of
increased use of renewable energy, combined with measures that will increase the value that is
generated from each unit of energy.
The transition to a low carbon economy will support the development of new innovations, as
climate policy collides directly with the Fourth Industrial Revolution, which is bringing forth new
disruptive technologies. As investors seek to determine which of a multitude of innovations that
are coming to market will truly be transformative, we believe that those that facilitate a low carbon
economy will have the edge.
For investors, analysing a company’s energy management strategy is critical to understanding
which companies will thrive in a volatile and disruptive world.
Energy management is itself an indicator of management quality. This is because long term
improvements in energy management performance can only be achieved through a real and
sustained commitment. Understanding which companies are serious about reducing their CO2
emissions and maximising outputs from the energy they consume, requires analysis of a company’s
overall approach to energy management.
Our conclusion is that understanding how companies are managing the value that is generated
from each unit of energy that is consumed, and not just the mix between fossil fuels and
renewables, is a critical indicator of a company’s future profitability and resilience and a hidden
asset for investors.
Good energy management not only bears direct positive financial gains for companies, it is also a
proxy for the management quality of those companies and their ability to anticipate and project
themselves in a world guided by different rules.

Energy management: from revolution to disruption
Over the last decade we have been witnessing a quiet revolution.
As the cost of renewable energy has come down, companies have been able to cost effectively
implement renewable energy, either by purchasing through the grid, or through the development
of a company’s own wind farms and solar plants.
Whilst attention has focused on the replacement of fossil fuels by renewable energy, companies
and households have been quietly reducing their energy usage.
According to the International Energy Agency, between 2005 and 2010 energy productivity
measures saved the equivalent of USD 420 billion worth of oil amongst IEA member countries.
Improvements in energy productivity, defined as the value derived from a single unit of energy,
has also supported economic growth. According to the 2015 Energy Productivity and Economic
Prosperity Index , improvements in energy productivity contributed on average 18% of total GDP
over the last ten years in Europe.
The role that energy has played in economic growth has long been debated by economists, with
research arguing that the shift to fossil fuels, by releasing constraint on energy supply, was a major
factor that contributed to the Industrial Revolution.
According to BP’s 2016 Energy Outlook, we can expect that energy productivity will play an
important role in shaping the global economy over the next twenty years.
BP forecast that rapid improvements in energy intensity — the amount of energy used per unit of
GDP — mean that over the next twenty years energy demand will grow far less quickly than global
GDP: 34% versus 107%. On an annual basis BP forecasts that global energy intensity will decline by
2.1% p.a. over the next 20 year period.
BP’s forecast is consistent with the 2015 Energy Productivity and Economic Prosperity Index that
not only ranks countries based on their economic output per unit of energy consumed, but ranks
countries according to their rate of improvement. The global economic powerhouses including
the US, China, India, Japan and the European Union are all recording annual improvements of
1.75% or greater. The performance of Germany (2.27%), the United Kingdom (3.28%) and Singapore
(4.29%) demonstrates that improving energy performance is consistent with strong economic
growth.
Improvements in energy productivity have been so significant that, for perhaps the first time in
history, we are seeing a decoupling of energy consumption and GDP.

CASE STUDY AGL and the utilities sector
For the utilities sector, industrial transformation creates the conditions for disruption.
Utility companies can no longer rely on making more money as demand for energy
increases. With new technology, including more advanced solar and commercial battery
storage, consumers will increasingly have the ability to go off grid.
The power balance between utilities and their customers is being fundamentally switched,
with consumers taking their rightful place at the top of the food chain. In this new
environment utility companies have to adapt their business models with new focus on
service and alternative energy offerings.
Australian integrated energy company AGL Energy Limited recently responded to a
combination of volatile oil prices, which had made its gas exploration and development
activities marginal, and the threat posed by increased consumer demand for solar, by
shifting focus to renewables. AGL announced that it taken a strategic decision that
exploration and production of natural gas assets will no longer be a core business for the
company due to the volatility of commodity prices and long development lead times, and
that it would develop a AUD 3 billion Powering Australian Renewables Fund (PARF) that
would focus on developing new, large-scale renewable generation projects.
AGL are demonstrating that they recognise that we are in a new operating environment
for utilities. Their management changes, whilst not without risk, position the company to
continue to deliver long term profits for shareholders.

Innovation and incentives: a perfect alignment
What we are now witnessing is the beginnings of an industrial transformation in which the global
economy will ultimately transition to a low carbon footprint.
Energy productivity will play a key role in this industrial transformation and will be supported by
national commitments encapsulated in the COP21 deal.
For investors it is important to understand that industrial transformation is not simply a linear
exercise. The transition to a low carbon economy will result in the development of new industries
and the evolution of old industries.
Industrial transformation that is inspired by a transition to a low carbon economy, is part of what
is being broadly termed the Fourth Industrial Revolution, in which the fusion of new technologies
disrupts economies, industries and companies.
There has been a lot of hype about the Fourth Industrial Revolution. Threats that robots will takeover all jobs are just one area where the rhetoric may turn out to be more than the reality. As
investors seek to determine which of a multitude of innovations that are coming to market will
truly be transformative, we believe that those that facilitate a low carbon economy will have the
edge. In this regard it is likely that the area where the greatest transformation will take place will
be in areas where there is government and society support.
The finalisation of a historic deal on climate change at the 2015 Paris Climate Conference
(COP21) is evidence that the global powerhouse economies, including the United States and
China, are getting serious about addressing climate risks. But it also represents a significant policy
intervention that will support the development of low carbon products and markets.

Previous national commitments to decarbonise economies have resulted in a combination of both
market mechanisms and regulatory interventions which have incentivised investment that lowered
carbon outputs. There are two historical factors at play that are interlinked: Standard setting on
one hand, and development and implementation of new technology on the other hand. Noteworthy
developments include:
●●

LED Lighting; originally introduced to consumer markets in the early 2000s, new government
regulations to phase out incandescent lamps led initially by 2009, has massively reduced cost of
LED.

●●

Green Building; building codes have progressively introduced new standards of construction
for new commercial and residential buildings, supported in recent years by the development of
green building ratings, which incentivise increased energy performance.

●●

Energy efficiency appliances; energy labelling systems introduced initially in the U.S and the
European Union, have provided consumers with information on energy performance.

●●

Vehicle efficiency; despite recent revelations that VW were manipulating vehicle emissions
reporting, the introduction of standards led by the US in 1975 at the heart of the OPEC
crisis with the US Energy Policy Conservation Act has dramatically increased the energy
performance of vehicles over the last forty years.

●●

Industrial production; in sectors including agriculture, manufacturing, mining and transport,
the introduction of smart technology and a focus on design is improving energy efficiency.

The example of LED lighting, is a case in point. The first LED lighting was actually invented by
Nick Holonyak Jr in 1962 at the age 33. It took government intervention, via rules to phase out
incandescent light bulbs in the United Kingdom in 2007, and the European Union and elsewhere in
2009 that ultimately transformed the global lighting industry.
We might well be at a tipping point where technical improvements and regulatory (or anticipated
regulatory) framework combine nicely to lead the way for innovation and even disruption. The
combination of the emergence of disruptive technologies with national CO2 targets under the new
COP21 agreement represent a major boost for low carbon innovative products and markets.
As investors assess which innovations are likely to become transformative, and which will go
the way of the hula hoop and hair in a can as novelty inventions, the words of Canadian Prime
Minister Justin Trudeau, speaking at the World Economic Forum in Davos are worth noting.
Trudeau stated “we don’t want technology simply because it’s dazzling. We want it, create it and
support it because it improves people’s lives.”

What does quality energy management look like?
Many companies publicly advocate their commitment to sustainability as a core part of their
business strategy. Energy management is one area where companies differentiate themselves
through their actions.
Achieving long term energy productivity performance improvement can only occur if there is
a real and sustained commitment across an organisation. Energy productivity performance is
therefore a hallmark of quality management.
Indicators that a company is taking energy productivity seriously include:

●●
●●
●●
●●
●●
●●
●●

Energy management as an integral part of corporate strategic planning and risk assessment
Focus on energy management at both head office and throughout the business
Empowerment of company employees to come up with solutions
Use of data to develop innovative solutions
Forward plans for energy efficient capital investment
Reporting of energy performance
Long term performance achievements

The way in which a company will approach energy management will depend on the sector they
operate in and the scale and integration of their operations. Energy productivity opportunities
vary according to the sector. Improvements can incur in small land big ways, from changes to
processes to capital investments to retrofit buildings and introduce new technology.
According to the Energy Productivity Index for Companies project lead by Climate Works in
Australia, leading companies in each of the six key industrial sectors assessed could produce the
same output as their competitors with 2 to 8 times less energy input. For the companies assessed
by Climate Works, over a third spent more than 15% of the operating expenditure on energy. And a
company like Korean Air reported annual savings of USD$145M in 2013 through fuel management
initiatives such as aircraft performance, flight planning, operational procedures and weight
management.

CASE STUDY Rio Tinto
Mining is an energy intensive business. Traditionally remote mining sites have been
powered by diesel, which exposes mining companies not only to volatile oil but to the
vagaries of transport.
As mining companies search in increasingly remote regions of the world for minerals,
companies such as Rio Tinto are looking for solutions that reduce their CO2 emissions and
improve their stability of energy supply.
At Rio Tinto’s Diavik Diamond Mine, located on an island in a subarctic lake in Canada’s
remote Northwest Territories, the company has built a four turbine 9.2 megawatt wind
farm. In 2015, the wind farm reduced the mine’s annual diesel fuel requirement by 5.2
million litres, offsetting 14,404 tonnes of CO2. The wind farm, which utilises specialist
turbines designed to operate in as -40°C, reduces reliance on winter ice roads, which are
only available for a short period of time each year to transport oil.
At Rio Tinto’s Weipa bauxite mine located in northern Australia, the company has worked
with the Australian Government’s renewable energy agency ARENA, to develop a 2,620
MWh solar photovoltaic (PV) facility. Consisting of 18,000 solar panels, the project saves
up to 600,000 litres of diesel annual, reducing reliance on imported oil and reducing CO2
emissions.
Rio Tinto is focusing on analytics to improve its productivity, recently establishing an
Analytics Excellence Centre that will assess massive volumes of data captured by sensors
attached to Rio Tinto’s fixed and mobile equipment. Rio Tinto’s Pilbara projects in northwest Australia has been able to reduce diesel consumption across its rail network by 6.7
million litres through a combination of new more efficient locomotives and more efficient
operation.
Rio Tinto is demonstrating that by focusing on energy productivity across the organisation
that it is able to improve performance through a variety of site specific measures.

CASE STUDY Airline sector
The aviation sector emits between 2% and 3% of global emissions. The growth of air traffic
over the last decade means that airlines are one of the most energy intensive sectors.
There are a number of ways that airlines are able to manage energy.
Whilst Air France-KLM’s air fleet is not the youngest amongst its peers, the airline is
managing energy in a complete manner according to the indicators we have defined (see
table below). Established energy efficiency targets, evidence of investments to improve
energy efficiency, a strong order book or new efficient airplanes and a strong innovation
strategy mean that the airline is well placed to transition to a low carbon economy.

Indicators

Criteria

Air France-KLM

Age of Fleet

Newer aircraft that are coming on the

According to Airfleets.net, which provides

market are more energy efficiency so an

global analysis of fleet age, the Air France —

airline with a younger fleet will all things

KLM fleet age is around 11.8 years. This places

being equal have a lower emissions.

the airline mid pack in terms of its peers. KLM
has announced that it has ordered 21 Boeing
787 Dreamliners that have the capability to
reduce CO2 emissions by at least 20%.

Energy

There are big and small ways that

Air France- KLM is aiming to reduce CO2

Efficiency

airlines can improve efficiency including

emissions by 20% compared to 2011 (tons/

Targets

measures such as washing of engines,

km). Air France and KLM have separate

which reduces unnecessary weight to

targets with Air France aiming to reduce fuel

internal re-fits to reduce the weight of

consumption by 1% annual whilst KLM aims to

seats.

save 5 million litres of fuel annually.

Payload

An airline may have new planes and

Air France –KLM refitted its medium haul fleet

Energy

energy efficiency targets, but if its seats

with new lighter seats that weigh only 11.6kg.

Efficiency

and cargo hold is empty, then the value

Each kilogram that is not on board saves

that the airline delivers for each unit of

around 69 tons of CO2 per year.

energy expended is minimal. Indicators
that an airline is running to full capacity
are therefore important in assessing
whether value is being delivered.
Innovation

The aviation sector has reached

Since September 2014, Air France-KLM began

agreement for a 1.5 percent annual fleet

operating a weekly flight between Toulouse

fuel efficiency improvement, carbon

and Paris powered by biofuel and is working

neutral growth from 2020, halving CO2

to support the development of full-fledge

emissions by 2050 relative to 2005.

French biofuel industry through the airlines

The global accord means that airlines

Lab’line initiative.

cannot afford to sit still. Airlines that
are investing in innovation will be
better placed to meet more stringent
standards going forward.

What are investors doing?
For some investors, energy management is simply another input into the investment process.
With falling oil prices, the value that investors may ascribe to efforts undertaken by management
to improve energy productivity, can be minimal. Some investors will even question whether
businesses should be making capital allocations at all.
However for many institutional investors with diversified, long-term portfolios there is an
understanding that climate change represents a risk to the global economy and society, and
therefore the ability of these asset owners to be able to provide pension benefits and long term
investment returns to their beneficiaries.
Many institutional investors are part of global efforts to support the transition to a low carbon
economy. Examples include the Institutional Investors Group on Climate Change (IIGCC), a forum
for collaboration on climate change for investors with 120 members, from 9 countries, representing
over €13 trillion in assets. The United Nations backed Principles for Responsible Investment, with
almost 1500 signatories, has also played an active role around understanding and responding to
climate change risks.
Recently a global coalition of investors established the Montreal Pledge, committing to measure
and disclose the carbon footprint of investments annually with the aim of using this information
to develop an engagement strategy and/or identify and set carbon footprint reduction targets. The
Portfolio Carbonization Coalition, a multi-stakeholder initiative that Inflection Point Capital is a
signatory to, is also supporting GHG emissions reductions by seeking to mobilize a critical mass of
institutional investors that are committed to gradually decarbonizing their portfolios.
For investors that are focused on reducing the carbon footprint of their investments, energy
management represents an important mechanism to achieve that goal.
Working with the G20 Energy Efficiency Finance Task Group, investors including Inflection Point
Capital Management, established the G20 Energy Efficiency Investment Statement, committing
to embed the consideration of energy efficiency into investment processes with the objective of
accelerating the flows of capital into energy efficiency investments.
Investors are able to focus on Energy Management through a combination of engagement activities
and integration.

Engagement
The EEFIG (Energy Efficiency Financial Institutions Group) convened by the European Commission
and the UNEP FI has worked on providing an analysis of the most imminent challenges to, as well
as the drivers of demand and supply of, energy efficiency in buildings. It has produced a report:
http://www.unepfi.org/fileadmin/documents/EnergyEfficiency-Buildings_Industry_SMEs.pdf
This report also develops recommendations for policy makers and market participants, on a sectorby-sector level, on how to overcome those challenges and scale up energy efficiency investments
across the EU.
The G20 Energy Efficiency Investor Statement provides a framework for investors to integrate
energy management into both their engagement and analysis. The statement specifically calls for
companies to engage with companies on energy efficiency.

G20 Energy Efficiency Investor Statement
As our contribution to the work of the G20 Energy Efficiency Finance Task Group, as
managers and investors, we share a common understanding of the positive economic
and societal benefits of energy efficiency. In order to ensure that our activities promote
and support energy efficiency, and in consideration of our fiduciary responsibility.
We recognise the need to fully embed energy efficiency into our investment process.
We, the undersigned, undertake to:
1. Embed material energy efficiency considerations into the way in which we evaluate
companies;
2. Include energy efficiency as an area of focus when we engage with companies;
3. Take into consideration energy efficiency performance, to the extent relevant to the
proposal being considered, when we vote on shareholder proposals.
4. To the extent relevant, incorporate energy efficiency investment considerations when
we select managers;
5. Assess our existing real estate assets and managers and monitor and report on their
energy efficiency performance;
6. Seek appropriate opportunities to increase energy efficiency investments in our
portfolios.
For more information see: http://www.unepfi.org/work-streams/energyefficiency/
Inflection Point Capital Management has committed to the G20 Energy Efficiency
Investment Statement and is developing an active strategic approach to engaging
companies around their energy management practices.

Integration
Just as companies need a real and sustained commitment to energy productivity in order to unlock
long term performance, so to do investors.
Being able to differentiate between those companies that are approaching energy productivity
in a methodical and disciplined way, as opposed to companies that may ‘talk the talk’ is a key to
investment.
Similarly understanding which companies have both a focus on innovation and the agility to
execute, is a key to being able to assess which companies are best positioned to succeed in the long
term.
Inflection Point Capital Management’s investment process is based on finding better-managed,
more agile and forward-looking companies, with sustainable competitive advantages, at attractive
valuations — companies which we believe will be more resilient and profitable in the future.
As part of our process our 5 Factor Model actively analyses a company’s energy management
capabilities. We also systematically assess a company’s innovation capacity and adaptability and
responsiveness.

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..

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..

Inflection Point Capital Management UK Ltd
4th floor, 78 Brook Street, London, W1K 5EF
United Kingdom
Telephone +44 (0)20 3205 7404
info@inflectionpointcm.com
www.inflectionpointcm.com
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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.

