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Foreword from Saker Nusseibeh, Chief Executive
At Hermes, we believe that the investment management industry could be a potent
force in building a better world; but today that potential is largely unfulfilled.
The urgency for action on the climate crisis could hardly be greater. The scientific
consensus urges us to act quickly, effectively and in earnest if we are to limit the
devastating impact that climate change will have on our planet.
The investment management industry sits in a unique position, where its actions
could continue to compound the issues we currently face, or it could instead use
intelligent and considered stewardship of capital to effect genuine and positive
change. We have a responsibility as an industry, and indeed as a business, to make
the right choice.
Clearly, climate change presents risks to us as a business. It is paramount to us
that we identify and monitor these risks closely so that we are able to mitigate
them to the benefit of our clients, their employees and ultimately, society at large.
But it also presents opportunities – opportunities we have a duty to play a full role
in realising.
Transparency and accountability are both vital components in driving these
changes, which is why we welcome the reporting recommendations presented
by the Taskforce on Climate-related Financial Disclosures (TCFD.)
In this report, we lay out our approach to identifying and managing climate risks
and seizing opportunities as a business, ranging from our involvement at the policy
level in the development of climate-rated initiatives, to the way we ensure that
everyone at Hermes factors the weight of the climate emergency into the work
that they do.
We are proud of the progress we have made, but we recognise that there is plenty
more work to be done if we are to harness our potential as an industry in tackling
the climate emergency before it’s too late.
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BACKGROUND
Climate change is now at the heart of European
and UK financial policy, with a host of initiatives
from the European Union, national governments
and financial regulators making it an issue that is
impossible for investors to ignore.

We are already seeing changes to industries such as power and
automotive, with the roll-out of renewable energy and electric vehicles.
There will be further upheavals in sectors ranging from agriculture to
aviation. Inevitably there will be winners and losers at international,
national, sectoral, company and individual levels. For investors, climate
change creates risks such as investing in fossil fuel-focused assets that then
become ‘stranded’ because of changes in demand, policy and regulation.

Driving these actions is the increasing certainty that climate change is
man-made and will have serious impacts on society and the global
economy. The scientific consensus is that we must limit average
temperature rises to 1.5°C in order to avoid the worst impacts of
climate change. The Intergovernmental Panel on Climate Change’s
1.5°C report warns that in order to stabilise temperatures, greenhouse
gases (GHG) emissions need to reach net zero by mid-century.

We have seen a significant change in sentiment towards climate
change over the past year, with the Extinction Rebellion protests and
global school climate strikes spearheaded by Greta Thunberg signalling
that this is an issue on which everyone from policymakers to producers
can expect to be held to account.

And yet, the World Meteorological Organization and the United Nations
Environment Programme warn that the concentration of GHGs in the
atmosphere continued to rise in 2018, and that the ‘emissions gap’
between what we are emitting and what we should be emitting is as
wide as ever. If temperatures were to rise by 4°C, it would cause an
estimated $23 trillion in losses over the next 80 years. To avoid a 1.5°C
overshoot, global net anthropogenic CO2 emissions must decline by
~45% from 2010 levels by 2030, reaching net zero around 2050.
If we accept current governmental commitments to limit climate
change, temperatures can still be expected to rise 3.2°C above preindustrial levels, with devastating effect.
Physical risks: The US’s National Oceanic and Atmospheric
Administration reports that 2019 was the second hottest year on record,
and the physical impacts of climate change are already becoming clear,
with events including acute, disruptive impacts such as the devastating
wildfires in Australia and California, heatwaves in the Arctic and
increasingly frequent and devastating typhoons and hurricanes. There are
also more gradual ongoing (chronic) impacts such as rising sea levels, an
increase in vector-borne disease and reductions in agricultural yields,
along with more floods, droughts and other extreme weather events.
Transition risks: Urgent action to reduce further and, in time,
eliminate new GHG emissions and will require significant structural
transformation of the economy, both at a global level and locally. The
investment industry has a significant part to play in tackling both issues
as the funding engine of economic development.
This implies that significant changes be made to how we power and heat
our homes and businesses, fuel our cars, planes and ships, grow our food
and use resources of all types. Many of the opportunities for a managed,
gradual transformation of the economy have gone. Many assets that
have been financed and are being built or operated today could become
“stranded” as a result of climate change and efforts to tackle it.

This has translated into strengthening regulatory and political action,
ranging from renewable energy targets at city level to the growing
number of governments committing to net zero emissions targets.
For example, France’s energy transition law makes climate reporting
obligatory, while under the Netherlands National Climate Agreement,
Dutch financial institutions have committed to measure, monitor,
manage and reduce environmental footprint of their balance sheets.
Meanwhile, the European Union has created a sustainable finance
action plan, a sustainable taxonomy and new climate benchmarks for
investors to encourage more sustainable investment.
The Taskforce on Climate-related Financial Disclosures (TCFD) was
launched in 2015, and published recommendations for companies in 2017.
The recommendations call for companies to outline the climate risks they
face – physical (extreme weather events etc) and transition risks (the
regulatory and policy responses to climate change) – in four areas –
Governance, Strategy, Risk Management, and Metrics and Targets.
Adoption of the recommendations, which are currently voluntary, has
been slow to date and dominated by the financial services sector.

Hermes and the TCFD
Bank of England Governor Mark Carney has said that markets should
expect climate disclosure to be mandatory by 2022. The Climate Financial
Risk Forum (CFRF) was set up “to build capacity and share best practice
across financial regulators and industry to advance financial sector
responses to the financial risks from climate change”.
The Forum, which brings together senior members of the financial sector,
has four working groups tasked with producing practical guidance on a key
area. The groups focus on risk management, scenario analysis, innovation,
and disclosure. Hermes is a member of the forum and CEO Saker Nusseibeh
chairs the Disclosures Working Group. The CFRF is a great example of peerto-peer learning and we expect it to shape the discussions of global financial
regulators on climate change risk management and disclosures.
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Status of TCFD implementation
In terms of our own implementation of TCFD, we have identified areas in the TCFD recommendations where we
are doing well, where we need to improve and where we are at the very earliest stages of developing responses.
The diagram below shows the TCFD recommendations and how we currently perform on integrating each one.
Those coloured yellow have only limited disclosure and therefore our coverage needs to increase and be of better
quality in these areas. For those coloured red, there is no disclosure and methodologies are still being developed.
The diagram identifies our efforts to describe the resilience of our strategy in different climate-related scenarios; to describe the targets we use to
manage climate-related risks and opportunities, and how we perform against them as priority areas to focus on.
Governance

Strategy

Risk Management

Metrics and Targets

Disclose the organisation’s
governance around climaterelated risks and opportunities.

Disclose the actual and potential
impacts of climate-related
risks and opportunities on
the organisation’s businesses,
strategy, and financial planning
where such information
is material.

Disclose how the organisation
identifies, assesses, and manages
climate-related risks.

Disclose the metrics and targets
used to assess and manage
relevant climate-related risks
and opportunities where such
information is material.

Recommended Disclosures

Recommended Disclosures

Recommended Disclosures

Recommended Disclosures

a)

Describe the board’s
oversight of climate-related
risks and opportunities.

a)

Describe the climate-related
risks and opportunities the
organisation has identified
over the short, medium, and
long term.

a)

Describe the organisation’s
processes for identifying
and assessing climaterelated risks.

a)

Disclose the metrics used
by the organisation to
assess climate-related risks
and opportunities in line
with its strategy and risk
management process.

b)

Describe management’s role
in assessing and managing
climate-related risks
and opportunities.

b)

Describe the impact
of climate-related
risks and opportunities
on the organisation’s
businesses, strategy, and
financial planning.

b)

Describe the organisation’s
processes for managing
climate-related risks.

b)

Disclose Scope 1, Scope
2, and, if appropriate,
Scope 3 greenhouse gas
(GHG) emissions, and the
related risks.

c)

Describe the resilience of
the organisation’s strategy,
taking into consideration
different climate-related
scenarios, including a 2°C or
lower scenario.

c)

Describe how processes for
identifying, assessing, and
managing climate-related
risks are integrated into
the organisation’s overall
risk management.

c)

Describe the targets used
by the organisation to
manage climate-related
risks and opportunities
and performance
against targets.

Good disclosure - good coverage to date
Limited disclosure - coverage to be increased, quality to be improved
No disclosure – Limited disclosure, methodologies in experimental phase
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GOVERNANCE
Board level
responsibility:

Hermes Fund Managers Limited Board and
Executive Committee

Oversight:

Head of Policy & Advocacy Ingrid Holmes

Co-ordination:

Climate Change Working Group (CCWG)

Implementation:

Responsibility Office, investment teams,
EOS stewardship team, compliance and risk
management, business development.

The responsibility for implementing our approach
to climate risks resides with all Hermes personnel,
but we also have a number of structures and
teams in place to ensure that we effectively
discharge our stewardship responsibilities,
including those regarding climate change risks
and opportunities.
Board Members: Hermes has a well-established governance structure
that is led by the Board. Among the board’s responsibilities is the
formulation of the Hermes strategy, namely to be the world’s leading
provider of long-term holistic returns for investors, thus creating value
for all stakeholders in the financial system. The board and executive
committee reviews Hermes Investment Management’s climate
management approach on an annual basis and is kept up to date on
the progress of implementation through updates from the Head of
Policy & Advocacy.

Each team is responsible for undertaking
their own fundamental ESG research,
including assessing climate risks
and opportunities

Chief Executive: Our chief executive has passionately led the
development and implementation of Hermes’ mission and
responsibility goals. He has long been an advocate of change in the
industry, having recently signed two agreements on behalf of Hermes
which focused on carbon pricing and carbon-risk disclosure following a
two-day summit at the Vatican with the Pope.
Board Responsibility: Hermes Fund Managers Limited Board and
Executive Committee
Responsibility Office: Our Head of Policy & Advocacy chairs the
CCWG, and is the climate change coordinator for Hermes. She leads on
implementation and delivery of our climate change strategy, reporting
progress to the HFML Board and the Hermes Responsibility Working
Group.
Portfolio Managers and Investment Analysts: Each of our
investment teams across all asset classes have formulated their
own climate change management approach in the context of their
particular strategy and investment universe. Each team is responsible
for undertaking their own fundamental ESG research, including
assessing climate risks and opportunities, and is accountable through
the performance appraisal system for their part in delivering
Hermes’ mission.
Stewardship Team: Our stewardship team, Hermes EOS, boasts one
of the largest stewardship resources of its kind in the world,
representing £634 billion in assets and engaging with over 740
companies. The engagement programme has identified climate as a
specific engagement focus. EOS has taken an active role in the Climate
Action 100+ initiative, and leads on engagement with 27 companies,
including BP, Centrica, Rolls Royce and AngloAmerican.

Hermes Climate Change Working Group
Our CCWG is made up of staff from across the business, including
investment managers in public and private markets and representatives
from the engagement, risk and sales and marketing departments.
The group meets at least four times per year and is now focused on
designing and implementing a strengthened climate strategy for 2020.
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STRATEGY
Our strategy for managing climate risks and opportunities
Describing climate risk and opportunities
We recognise that climate change presents serious risk to the world at
large and to our business but it is equally important to understand that
climate risks do not exist in isolation. They interact with other changes
that are happening at the same time, such as the impact of technological
innovation, urbanisation, globalisation, demographic lifestyle changes,
consumer behaviour shifts and the catch-up in emerging markets.
As a result, our assessments do not sit in a standalone box, they are part
of our fundamental view of value creation. As part of our integration of
ESG issues into our investment processes and business strategy, we
assess and model future ESG policy and regulatory changes and their
impact on our investment strategies. This is based on our internal expert
knowledge and insights from third party studies and data providers.

As part of this process, we assess the transition, physical and regulatory risks
from climate change across all our investment products through qualitative
analysis of market and regulatory framework and future trends.
We analyse physical risks at asset level through use of open source
data and detailed asset level exposure analysis. We have mitigation
and emergency action plans for our real assets.
Transition risks are assessed on a qualitative and quantitative basis
using a pragmatic approach that acknowledges that there are issues
with the amount and quality of data that is available.
We assess climate risks on how they will affect us in the short (0-2 years),
medium (2-5 years) and long term (5 years and beyond), as set out in the
table below. In the near term, regulatory risks and mandatory legislation
are the biggest risks. As time goes on, new markets and opportunities will
open up, but the risk of stranded assets increases and the physical impacts
of climate change are likely to affect all sorts of different assets.

We analyse climate and carbon related risks across different timeframes
Timeframe

Climate Risk Definition

Description of material climate-related issues

Short term

Risks that could cause impacts in 0-2 years from now; legal
and regulatory risks

Regulatory changes and mandatory legislation affecting
licence to operate or management practices in certain
sectors or geographies.

Medium term

Risks that could cause impacts in 2-5 years from now; legal
and market transformation risks

Regulatory changes and mandatory legislation affecting
licence to operate in certain sectors or geographies;

Long term

Risks that could cause impacts in 5 years and beyond; legal,
market transformation risks and extreme weather events



Market-led changes, emerging new opportunities,
obsolescence of certain products and services affecting
certain sectors;



Risk of stranded assets.

In addition to the above:
Obsolescence and stranded assets across a range of assets,
sectors and geographies due to regulatory changes, market
transformation or extreme weather events;
Extreme weather events impacting defined geographical
locations and whole regions and supply chain disruption
affecting large number of sectors;
Impact to infrastructure and real assets, ranging from
business discontinuity costs, refurbishments and rebuilding
costs, to obsolescence and destruction;
Impact to insurance premiums or ability to insure assets in
certain locations at risk.

Source: Hermes
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Our analysis highlights the significant legal and regulatory risks which
we face in the short term. Chiefly, this refers to regulatory changes and
legislation that affect a company’s licence to operate or management
practices in certain sectors or geographies.

Engagement
We act as engaged stewards of the investments we manage or represent on
behalf of our clients. Where we hold assets with significant climate-related risk
exposure, we will manage directly-owned assets, and engage with public and
private companies, to mitigate the climate-related risk

There are also considerable risks associated with market transformation
which will occur as new opportunities emerge during the transition to a
resilient and net-zero carbon economy requiring a significant amount
of capital to be reallocated towards new growth markets. There are
also clear risks associated with the fact that companies will face higher
operating costs from carbon pricing or taxes, or the costs of
implementing new regulatory standards.

Awareness
Portfolio managers are aware of
the climate-related risks in their
portfolios, which investments
are the largest contributors,
what are the associated risks and
mitigation strategies

Companies may also have to pay higher insurance premiums or
struggle to insure assets in certain locations at risk. Changes in market
demand mean some products and services in certain sectors may
become obsolete and some companies may lose their social licence
to operate. Asset price dislocation will increase particularly for those
entities in danger of becoming stranded assets, which includes deeply
carbon oriented companies.
As extreme climatic events become more frequent, they may cause
either obsolescence or stranded assets across a whole range of sectors,
assets and geographies. Extreme weather events could affect defined
geographical locations or, in some cases, whole regions, and significantly
disrupt the supply chains of a large number of sectors in the economy.
For investors in listed markets, the implications of climate change on
investor decisions will differ sector by sector. The automotive and
power sectors, for example, both have significant value at risk from
the transition to a more sustainable economy, but also significant
opportunities – from electric vehicles and renewable energy,
respectively. By contrast, the oil and gas sector will be one of the
hardest hit, with little upside. Even if an oil company can achieve an
economic return, it might not be in beneficiaries’ interests to own its
shares if the company worsens climate change and this creates a
strong pressure on policymakers to clamp down on the industry.

Integration
Portfolio managers integrate
climate-related risk considerations
alongside other value and risk
considerations, exploiting green
investment opportunities or
divesting where climate-related
risk impacts value

Advocacy
We engage with public policymakers and sector organisations, nationally and
internationally, to encourage policy or best practice that facilitates the transition
to a low carbon economy

Integration
As we deepen our understanding we aim to further integrate climate
change into our risk management systems, through the following actions:


Determining and integrating the actual and potential impact of
climate change on our business strategy, investment approach and
financial planning.



Development of a process that integrates climate management into
every stage of the investment process, supported by the appropriate
tools (internal and external) and information.



Developing and integrating scenario analysis into our existing
processes and assessing our alignment to the Paris Agreement.

The impact of climate-related risks and
opportunities on business strategy and
financial planning



Further developing existing metrics to assess, manage and disclose
our approach.

Management of climate risk and opportunities that arise from the
transition to a low-carbon economy, is fully integrated and formalised
within our compliance, risk management and investment management
procedures, and supported by the Responsibility Ofﬁce and the CCWG.

To be aware of climate change and other ESG risks is only the first step.
The next is to act – and it is not sufficient to simply have a blanket plan
to divest, which will not necessarily produce positive outcomes. If there
are no immediately material reasons for divesting, then it is more
productive to actively engage with companies on ESG issues where
there is potential to see change happen, and in doing so, encourage
them to make those positive changes. Below are some examples of our
advocacy on climate risks.

We have integrated compliance with the TCFD recommendations
within Hermes’ climate risk and opportunities management approach.
Our approach covers our public equities and credit, private real estate
and infrastructure assets. It is based on our belief that we can create
positive feedback loops between investment and stewardship to reduce
the climate risks, and maximise the opportunities for the companies
and assets in which we invest.
Our strategy has four leading elements: Awareness, Integration,
Engagement and Advocacy.

Advocacy

We contributed to the Green Finance Strategy (through our work on
the Green Finance Taskforce), which has stated that TCFD disclosures
will become mandatory for Asset Owners and large listed companies
in 2022.
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Engaging policymakers: Hermes was among the signatories of a letter
to Theresa May, the Prime Minister, calling for a 2050 net zero carbon
target, which the UK has now adopted as a policy, with cross party
support. We have also been instrumental in creating a positive
coalition of industry players supporting the development of EU rules
on ESG and climate-related investor disclosure and a strengthened UK
Stewardship Code. We have been active supporters both in the press
and behind the scenes.
Accounting and Climate Change: We are part of a group of investors
who have engaged with the Big Four audit firms asking them to
explicitly incorporate climate considerations into the audit of
companies that are materially exposed to transition risks through
decarbonisation. In particular, we set out expectations that auditors
test critical accounting judgements against credible economic
scenarios that are consistent with the Paris Agreement and highlight
where company assumptions may be too aggressive.
Following on from meeting each of the Big Four individually, this
group of investors will now be engaging with the Audit Committees of
companies deemed to be particularly exposed to transition risk to seek
assurance that they are incorporating material climate-related risks in
their financial statements and associated notes. As a direct result of
this work, a paper has been published by a Board member at the
International Accounting Standards Board (IASB) on accounting for
climate risks. The paper confirms that climate risks are indeed a factor
that companies must consider in drawing up their accounts under IFRS.

Assessing the impacts of climate risks on
portfolio management
As part of our climate risk management, we are developing a
comprehensive portfolio climate risk and opportunity management
process. It covers carbon modelling tools, climate risk assessment,
making sense of 1.5/2°C scenario analysis and impact to value. It also
includes a dynamic approach to carbon footprinting that identifies
concentrations of carbon risk in portfolios, the effect different carbon
prices on valuations and tracks engagement activities. The overlap
between our investment and engagement activities acts as a
continuous positive feedback loop. We apply this approach to each
asset class and we ensure that it is relevant to investors, portfolio
managers and engagers and enables them to understand the key
drivers of the transition, and challenge assumptions, either of
companies or of third parties.
Fundamental research remains a key component of assessing transition
risks in underlying assets, enabling us to assess whether dynamic
strategies are in place to understand risks and manage the low carbon
transition. But, as proprietary and market tools are currently limited in
their sector coverage and corporate data availability, Hermes is
developing a suite of climate tools to measure and understand the risks
in our portfolios and in individual companies.
In line with our commitments under the Montreal Pledge, we measure
the carbon footprint of our investments across all relevant asset
classes. We use data from various sources in order to understand a
company’s exposure to risks arising from climate change.
For listed equities and fixed income, we have been measuring portfolio-level
carbon footprints since 2015 and we have developed a proprietary tool

Hermes Carbon tool that measures the GHG footprint of underlying assets
and analyses trends and impacts of GHG pricing (see next page).
For real estate investments we have measured the physical risk exposure
and the carbon footprint of our direct investments since 2006 and
publish performance against carbon reduction targets annually.
For infrastructure we engage with 100% of our underlying assets
collecting data on climate risk and opportunities and transition
strategies as well as the GHG footprint.

Hermes was among the signatories of a letter to
Theresa May, the Prime Minister, calling for a

2050

net zero
carbon target

We have enhanced our ESG Dashboard to include more indicators on
climate risks and opportunities in companies, using third party data
from Trucost and Sustainalytics and engagement insights.
Other tools that we are using include the Transition Pathway Initiative
Benchmarks, the 2 Degrees Investing Initiative’s Paris Agreement
Capital Transition Assessment (PACTA) tool, the Principles for
Responsible Investment (PRI) scenario analysis tool, and the Science
Based Targets (SBT) Assessments.

For real estate investments we have
measured the physical risk exposure
and the carbon footprint of our direct
investments since 2006 and publish
performance against carbon reduction
targets annually
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Hermes Carbon Tool
The Hermes Carbon Tool allows fund managers to assess their fund’s
carbon performance, carbon risk, and corresponding engagements with
investee companies in a comprehensive manner. The tool also
facilitates enhanced reporting to clients to demonstrate how ESG and
engagement is being credibly integrated into the firm’s fund and
stewardship offerings.

Our key finding is that deep
engagement in the climate scenario
analysis process is fundamental to
understanding the low-carbon
transition and applying it to both
engagement and investment
decision-making.

The carbon tool assesses and integrates the following four key
elements to evaluate the impact that investment funds have on the
environment:

1

 easuring the carbon risk of an investment fund relative to its
M
benchmark and of listed companies relative to their peers,
including Scope 1, Scope 2 and Scope 3 emissions.

2

 alculating the profit at risk for an investment fund for different
C
carbon pricing and policy scenarios.

3

Identifying companies with which carbon-focused engagement
should be initiated or intensified.

4

 auging the level of carbon risk being engaged on within
G
portfolios – and the progress achieved.

The tool helps our fund managers to more effectively take into account
information about specific carbon risk and thereby enhance their
investment decisions. This helps them identify investment
opportunities and threats to value, and to begin or intensify
engagements that can reduce the risk of holding exposed companies.

Scenario analysis and Paris Agreement alignment
Given the level of uncertainty and lack of understanding of underlying
assumptions, we use scenario analysis with care, and are working
towards a more dynamic assessment of risks. Our key finding is that
deep engagement in the climate scenario analysis process is
fundamental to understanding the low-carbon transition and applying
it to both engagement and investment decision-making.

Currently, we
use the:

trialled by
over

2

200

Degrees Investing
Initiative’s PACTA tool

institutional
investors

Whilst we do not discount the use of climate value-at-risk outputs
from industry models, given the degree of uncertainty baked in, we see
it as just one element of the story that is complemented by a deep
fundamental analysis of trends and scenarios to achieve a full
understanding of companies and their underlying progress.

Currently, we use the 2 Degrees Investing Initiative’s PACTA tool, which
has been trialled by over 200 institutional investors and used as part
of collaborations with a number of financial supervisors, for our
scenario analysis.
The outputs provided in this report provide an analysis of the portfolio
relative to an economic transition consistent with limiting global
warming to 2°C above pre-industrial levels, as well as a comparison to
peers. The analysis provides answers to three questions:

1

 hat is the current exposure in the portfolio to economic
W
activities affected by the transition to a low carbon economy?

2

 oes the portfolio increase or decrease its alignment with the
D
International Energy Agency’s Sustainable Development Scenario
(SDS) transition over the next five years?

3

 hat is the expected future exposure to high- and low-carbon
W
economic activities?

The report and the tool have been useful for assessing risk in certain
sectors (notably oil and gas, power and automotive), in particular for
considering the time frames over which climate risks should be
considered. However, the limitations of the data, including a lack of
timeliness and coverage, also limit the usefulness of the reports. As a
result, we take the view that while the tool works well in identifying
gaps and potential areas for greater engagement, further work is
required to examine both individual companies and how companies
are responding to changing market dynamics.
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RISK MANAGEMENT
How is climate risk integrated in risk
management?
We manage climate-related risks as part of Hermes’ overall investment
risk management processes, integrating them in ways that are relevant
to our different asset classes. Each asset class and investment strategy
is different and has its own requirements and characteristics.
We carry out materiality assessments, taking into account our client
mandates and the relevant regulatory environment. Below, we describe
the specific processes used to assess the size and scope of our climaterelated risks and opportunities, and how we mitigate and control them
as part of our investment and management processes.

Education of investment and back office teams
We are still experimenting and learning what works, which means it
is vital that we provide specific and focused training and education
opportunities to the investment teams to ensure that they have a
clear understanding of the change that is coming and access to the
latest insights on market transition.
Responsibility Seminars: The Responsibility Office holds regular
seminars, which feature leading thinkers on a range of relevant
responsible investment topics. This series is open to everyone across
the business. They are of particular interest to members of our
investment teams and EOS engagement teams, but given the primacy
of climate change, ESG and other sustainability topics as issues for a
growing number of global asset owners, they are also relevant to
members of the everyone across the wider business. Topics and
contributors have included:
Client Earth

The Legal Perspective: Climate
Change’s Influence on Future Business
Ventures

E3G

Crude Awakening

Said Business School

Better Business Makes the Greater
Good

Deutsche Bank Research

Big Oil and the Energy Transition

Willis Tower Watson

The Power of Insurance Analytics to
Price Physical Climate Risks in
Asset Valuation

Cambridge Institute for
Sustainability Leadership

Climate Change: The Risks to (and
Opportunities for) the Financial Sector

Cambridge Judge
Business School

Co-ordinated engagements

RE100

Renewable energy: RE100 and the
changing nature of electricity markets
in the US

Soil Capital

Healthy Soil, Healthy Returns: The
superior economics of healthy soil

Climate management framework:
Public markets
Climate change is an increasingly important issue for public markets
and listed companies. The Intergovernmental Panel on Climate
Change’s (IPCC) 1.5°C Report, published in 2018, outlined the risks of
allowing average temperatures to rise by more than that level and
highlighted, as noted earlier, that limiting global warming to 1.5°C
would require global net human-caused GHG emissions to fall by
about 45% from 2010 levels by 2030.
That will mean “rapid and far-reaching” transitions in land, energy,
industry, buildings, transport and cities, not least because the IPCC
found that in 2018, the physical effects of climate change were recordbreaking. GHG concentrations reached their highest levels ever, as
demand for energy continued to outstrip growth in renewable energy
capacity. The international community is beginning to realise that the
real impacts of climate change are happening faster and more
dramatically than many could have anticipated.
Against this backdrop, vast investment in renewable energy is needed
within the power system, in transport and in heating and cooling. At
the same time, all sectors of the economy need to decarbonise, a task
that will be harder for some companies than others. Companies that
fail to reduce their emissions and reliance on fossil fuels face significant
dislocations and the possibility of assets becoming stranded because of
tighter regulation and reduced consumer demand.
We mitigate climate risks and tap into the opportunities from the
climate transition in a number of ways including through stock picking
for real assets, dedicated impact products, ESG and climate strategies
seeking assets specifically delivering the climate transition.
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For example, under our Energy Transition theme, we invest in offshore
wind, which is particularly attractive as its costs continue to fall, thanks
to improving technologies and its potential to facilitate grid
decarbonisation at scale.
We have also launched three strategies that explicitly link to the SDGs,
encompassing tackling climate change as one of their goals.


Hermes Impact Opportunities



Hermes SDG Engagement Equity



Hermes SDG Engagement High Yield Credit

Stewardship
We aim to bring all companies up to ESG and climate best practice
through engagement. Through Hermes EOS, our stewardship service,
which is one of the largest in the world, we represent £634 billion of
assets and we engage with over 740 of the world’s largest companies
each year.
Stewardship through advocacy and corporate engagement is a crucial
element of our climate change management approach. Engagement
enables us to raise risks and controversies with company boards and
demand action to address them. It also helps us to learn more about
how companies are developing strategy and business plans to seize the
opportunities as well as manage the risks that come from a changing
climate and public policy and market responses to it.
Assessing carbon risk through carbon foot printing is a key mean by
which we choose our engagement targets. We use it to identify
companies with which we should initiate or intensify carbon-focused
engagement. We also use it to gauge the level of carbon risk within
portfolios, visualised with our proprietary carbon tool, and the progress
we have achieved through engagement.
EOS engagement programme has identified climate as a specific
engagement focus and is informed by the outcomes of the carbon tool.
EOS has also taken an active role on the Climate 100+ initiative.

Climate Action 100+
Climate Action 100+ is a major global investor initiative, launched in
2017, that aims to help limit global warming to less than 2°C by
engaging with more than 100 of the world’s biggest GHG emitters.
These systemically important emitters account for two thirds of global
industrial emissions every year. The initiative engages with a further 60
or so companies that have a significant opportunity to drive the clean
energy transition.
Hermes EOS is leading or co-leading the engagement on 27 companies.
As a co-lead engager, we are one of the main points of contact between
the company and the initiative, co-ordinating meetings, providing
updates and ensuring that the engagement progresses.
Under the CA100+ initiative, which represents 370 global investors
with $35 trillion of assets under management, the engagement agenda
has three areas of focus. Firstly, it aims to secure commitments from
companies that they will implement a strong governance framework

setting out the board’s accountability and oversight of climate
change risk.
Secondly, companies must take action to reduce GHG emissions and
align their business models to the goals of the Paris Agreement. Thirdly,
they must provide better disclosure in line with the recommendations
of the TCFD, so investors can better understand the inherent risks that
climate change poses to their portfolios.
The initiative, which is scheduled to last five years, has had some
notable success. Significant progress has been seen across a range
of industries, many of which are among the most challenging to
decarbonise. Examples of focus companies making substantial net
zero commitments over just the past seven months alone include;
Heidelberg Cement, Duke Energy, Nestle, Daimler, VW, Thyssenkrupp,
ArcelorMittal, BHP Billiton, Centrica and Saint-Gobain.
However, CA100+ says that despite these examples of first-wave
leadership, analysis shows a significant step change is still required
from the majority of focus companies in addressing climate change
as a strategic business risk.
Analysis in CA100+’s 2019 Progress Report demonstrates that across the
161 focus companies, 70% have set long-term emissions reduction
targets and 77% have defined board level responsibility for climate
change. But just 9% have emissions targets that are in line with (or go
beyond) Paris Agreement targets and only 8% have policies in place to
ensure their lobbying activity is aligned with necessary action on climate
change (leaving scope for obstructive, negative or evasive lobbying).
Only 40% undertake and disclose climate scenario analysis, while
only 30% of companies have formally supported recommendations
of the TCFD.

Climate Action 100+ and BP
In May, Hermes EOS, acting as a lead engager for Climate Action
100+, called on BP to set out a business strategy that is consistent
with the goals of the Paris Agreement on climate change. Hermes
EOS co-filed the resolution alongside 57 investors, who
collectively own just under 10% of the company’s voting shares –
equivalent to an £11 billion holding in the company. The binding
resolution was an unprecedented success receiving exceptional
levels of support from the board, and was passed at BPs AGM with
backing from 99.14% of shareholders. While this is only the
beginning of the story – we have yet to see the strategy BP will
present - the success of the resolution demonstrates the positive
impact that investors can have in driving the changes they want to
see by holding companies accountable for their actions.
Private Markets
Across private markets, which for Hermes include real estate,
infrastructure, private equity and private debt, our strategies cover
sectors that lend themselves more naturally to innovative
opportunities arising from the low-carbon transition. We use our rights
and leverage as owners or shareholders of those assets and companies
in which we are invested to influence practice and strategy.
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Case Study: Real Estate
In real estate, we have integrated climate factors into our
active asset management and sustainable development and
refurbishment activities since 2008. We have an increased focus
on ‘place-making’ where we see an opportunity to bring together
climate and environment risk with the other drivers of future
performance. We take a disciplined approach to measuring factors
such as energy and water consumption, and we have specific tools
to reduce those inputs.
For example, in 2016, Hermes and managing agent Jones Lang
LaSalle (JLL) engaged sustainability consultants, Carbon
Credentials, to implement an energy-efficient and tenant-friendly
programme across our portfolio. The so-called Collaborative Asset
Performance Programme (CAPP) aimed to optimise technology
while engaging with stakeholders to cut energy use and improve
the comfort levels of building occupants.
In 2018, we broadened those goals to integrate both the industrystandard BREEAM In-Use green-building certification and the
RESET air-quality certification to form a process dubbed CAPP+.
The project team applied the CAPP+ process to our Great George
Street property, a prominent and long-established office building
in the heart of Westminster. To date, the integrated CAPP+
programme and BMS optimisation has led to lower internal CO2
levels and a significant improvement in energy performance.
In seven other properties, which we identified as energy intensive,
we have cut emissions by 44% since 2014 through measures such
as upgrading lighting to LEDs, engaging with tenants and adjusting
plant times.

Case Study: Verified carbon offsetting with
Trees for Cities
In 2018 Hermes Investment Management offset its operational
carbon emissions by working with Trees for Cities.
For every tonne of GHG emissions that Hermes generates from its
day-to-day operations and its business travel, it purchases verified
carbon offset from Trees for Cities, which guarantees an
equivalent amount of GHG emissions are reduced in the
atmosphere. In 2018, our offsets of 834.5 tonnes of CO2e were
generated by planting 2,229 trees in order to ensure that 557
trees, the amount required to offset the specified quantity of
CO2e, are in a healthy condition after 100 years. The planting took
place over three sites and the trees, as well as offsetting carbon
emissions, provide important environmental benefits including
increased biodiversity, improved resilience to changes in climate,
flood alleviation and mitigation of air pollution.
The three sites
Roding Valley, near Onslow Gardens in London, in collaboration
with Redbridge Borough Council. The trees were planted on a site
that has been a high-priority area for woodland planting.
Odda Bank Quarry in Hawksworth, Leeds, on the border between
Leeds and Bradford. Planting at this site will regenerate the former
quarry and increase canopy cover in this area of urban fringe.
Rush Green Recreation Ground at Clacton-on-Sea, in partnership
with Tendring District Council. Rush Green is widely used by local
residents for recreation and the complex includes a bowling green,
rugby and football pitches. Planting at this site will regenerate a
section of amenity grassland that has been established on a
former landfill site.

HERMES INVESTMENT MANAGEMENT

METRICS AND TARGETS
Hermes has now undertaken GHG footprinting for 88% of our AUM.
We use data from various sources in order to understand the
company’s exposure to risks arising from climate change. The range of
metrics and targets have been selected on the basis of what is most
appropriate to our business and to the asset classes we manage.

Figure 2. Travel emissions by rail, 2019
10
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8

This year is the first year we are reporting on both our operational and
travel emissions. While we saw an 8% fall in building electricity and
carbon emissions between 2018 and 2019, we saw travel emissions
almost quadruple. This substantive growth between 2018 to 2019 is
due to the additional transatlantic travel necessitated by Federated
Investors acquiring a majority stake in Hermes Investment
Management. As the integration of the two firm’s operations matures,
we would expect our travel emissions to fall again. However, clearly
action needs to be taken to reduce these emissions. In 2020 we plan
to introduce a new travel policy aiming to reverse this trend.
In the meantime, we do offset our emissions and so in that respect are
carbon neutral. To cover our 2018 emissions, we offset 834.457
tCO2e, planting 2,227 trees through our partner Trees for Cities.
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Real Estate

Figure 5. CO2 emissions from buildings, 2018/2019
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In 2006, Hermes set a target to reduce the carbon emissions from our
Real Estate portfolio by 40% by 2020. By the end of 2018 we had
achieved but also beat this target by 2.59%, despite there being an
expansion of the portfolio from 105 to 183 buildings. Figure 8 shows
the long-term performance of our portfolio against the baseline
reduction target.
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Figure 8. Long- term performance against baseline reduction target
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Figure 6. Weighted average carbon intensity (tCO2/£m sales) of corporate
credit and equity in Hermes shareholder and participating funds as at
31/12/2019. Source Hermes/Trucost
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We track the carbon footprint and weighted average carbon intensity
of our equity and credit portfolios and these are shown in Figure 6. In
addition, we compare our equity WACI with the MSCI world index.
The analysis includes scope 1 and 2 emissions. Despite being backward
looking data, this provides a good proxy for assessing the exposure of
our assets to carbon risk. We use the market capitalization ownership
and enterprise value method for calculating the carbon footprint of
our equity and credit assets under management.

30,000

65,809

Equity and credit

200
183

139 141 141

40,000

38,584

Q4

64,516

Q3

59,750

Q2
2019

Emissions tCO₂e

Q1

2018

191

167

162

50,000

197

Number of Properties

0

60,000

51,004

10

189

58,980

20

52,949

tCO₂

40

50
18
No. Properties

Figures 9, 10 and 11 variously show the annual change in CO2 emissions
on a like-for-like basis of eight rolling quarters, adjusted for heating
degree days (Figure 9); the change in absolute carbon emissions for the
landlord controlled standing portfolio (Figure 10); and change in carbon
intensity for shopping centres and offices (Figure 11).
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Figure 9. Annual change in CO2 emissions on a like-for-like basis over eight
rolling quarters, adjusted for heating degree days, %
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Figure 7. Hermes exposure to carbon intensive sectors in shareholder and
participating funds (credit and equity) as at 31/12/2019. Source Hermes/Trucost
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Figure 10. Change in absolute CO2 emissions (scope 1 and 2) for the landlordcontrolled standing portfolio between 2006 and 2018 (tCO2e/year.)
Percentage figures compare 2018 with the 2006 baseline.
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Infrastructure
In recent years, Hermes has engaged with its infrastructure portfolio
companies to encourage them to report their annual carbon emissions
and set medium to long-term targets to reduce those emissions. All
but one of our investee companies now reports on their emissions and
we use this data to monitor the emissions of our portfolio. Figure 12
shows the weighted average carbon intensity for our portfolio from
2017 to 2019. It shows that the gross weighted average has decreased
over this period from 269 to 246 tCO2e/£m revenue gross and from
201 tCO2e/£m to 150 tCO2e/£m net.
Figure 12. The weighted average CO2 intensity of Hermes Infrastructure
portfolio from 2017 to 2019*
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Figure 11. Change in carbon intensity for shopping centres and offices between
2006 (kg CO2e/m²/year.) Percentage figures compare 2018 with the 2006
baseline.
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*Calculated in accordance with TCFD’s methodology for Weighted Average Carbon Intensity (which records Scope 1 and 2 emissions) and overlaid with supplementary analysis recording the
same metric on a net basis, taking into account emissions avoided by portfolio companies. Based on data provided by Hermes Infrastructure portfolio companies.
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We are an asset manager with a difference. We believe that, while our primary purpose is to help
savers and beneficiaries by providing world class active investment management and stewardship
services, our role goes further. We believe we have a duty to deliver holistic returns – outcomes for
our clients that go far beyond the financial – and consider the impact our decisions have on society,
the environment and the wider world.
Our goal is to help people invest better, retire better and create a better society for all.

Our investment solutions include:
Private markets
Infrastructure, private debt, private equity, commercial
and residential real estate
High active share equities
Asia, global emerging markets, Europe, US, global, small
and mid-cap and impact
Credit
Absolute return, global high yield, multi strategy, unconstrained,
real estate debt and direct lending
Stewardship
Active engagement, advocacy, intelligent voting and
sustainable development

Offices

London | Denmark | Dublin | Frankfurt | New York | Singapore

For more information, visit www.hermes-investment.com or connect with us on social media:
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