
Divestment Task Force
Minutes
City Hall, Conference Room 12
December 10, 2015
8:30-10:00 a.m.
Present: Munir Kasti/BERS Board, Class B Representative; Benjamin O'Brien/BERS Board Class A Representative, Fire; Jeffrey Wick, BERS Board/City Council Appointment; Ben Rinehart, City Council Appointment; Kurt Wright, City Council Ward 4; Selene Colburn, Committee Chair/City Council East District; Jennifer Green, Sustainability Coordinator, City of Burlington/Committee Staffer; Lily Martin, Sustainability Intern
Absent: Bob Rusten, CAO, City of Burlington/BERS Ex-Officio
Also present: Austin Davis, 350.org VT staffer and member of the public; Sam Valentine, St. Michael’s College; Ariana Quatra, St. Michael’s College
Guest speaker/Eric Becker, CIO, Clean Yield Asset Management
Motion to approve 10/22/15 and 11/12/15 minutes barring any grammatical changes.    All in favor. 
Eric Becker of Clean Yield Asset Management presents slides on divestment landscape. Eric with Clean Yield for 6 years (previously 16 years with Trillium Asset Management) and has been running fossil free portfolios for 15+ years.  Clarified that Clean Yield only manages money for high net worth individuals and families, and does not manage pension funds.  Eric’s presentation includes a set of hard-copy power point slides, found at: https://www.burlingtonvt.gov/CityCouncil/Divestment-Committee
Slide 1: The Carbon Bubble: looks at total “carbon bubble” for planet (the quantity of fossil fuels that can be burned without average planet temperature raising 2 degrees Celsius).  Two-thirds of known fossil fuel reserves must be kept in the ground in order to stay below 2 degrees Celsius. There are more reserves than we can burn without “breaking” the “carbon bubble”.  These reserves are used by investors to determine the value of fossil fuel companies.  What does this mean for the wealth/future of these companies?
Slide 2: $100 trillion = value of unburnable reserves out to 2050
Slide 3: Economic incentive for action: if the temperature of the planet raises 4.5 degrees Celsius, there will be a $72 trillion hit in global GDP.  If this is decreased to 1.5 degrees Celsius, there will still be a $20 trillion loss.  These economic impacts (rather than environmental concerns) are driving governments to take action. 
Slide 4: Carbon budget: there is a set limit on how much carbon can be emitted without catastrophic results.  There is an increased focus on setting a cap to emissions, but these actions have significant risks for owners of fossil fuel reserves.  Primary risks identified by Generation Investment Management:
1) Regulation (including mandates for efficiency and clean energy)
2) Market Forces (cheaper clean energy)
3) Sociopolitical Pressures (movement within society to get off fossil fuels)
Slide 5: Risk/return impacts of divestment: two separate indices were created—one including the Carbon Underground 200 (top coal and natural gas) and one excluding the Carbon Underground 200 from the S&P 500.  Returns were almost indistinguishable. 

Slide 6: The Fossil Fuel-Free Index has outperformed the S&P 500 since January 2004; the Fossil Fuel-Free S&P Index has slightly higher returns with identical risk. Standard of deviation was almost identical (both approximately 19%). When considering divestment, pension funds must look at risk-adjusted returns.
Slide 7: MSCI EAFE portfolios: EAFE (Europe Asia Far-East)—looking at MSCI index.  Fossil Fuel-Free Index outperformed by 0.93% and volatility was slightly lower. 
Slides debunk assumption that a fossil-free portfolio will underperform.  Returns are indistinguishable over a long period of time.  The data doesn’t support that, by divesting, there is going to be a decrease in returns or an increase in risk.
However, it is impossible to truly predict whether they will outperform or underperform. 

Slide 8: $2.6 trillion in assets committed to divestment: colleges/universities, cities, religious institutions, foundations, and pension funds.  There are different “flavors” of divestment (i.e. CalSTRS and CalPERS mandated by state legislature to divest from coal). 
Wall Street is starting to react.

Slide 9: Investment options: 4 major indices rolled out over the past 18 months –

1) S&P 500 Fossil Free Index 

2) FTSE/Blackrock North America and All-World Indices

3) MSCI ACWI (All Country World Index) 

4) Fossil Free Indices (from former S&P executives) 
There is a range of domestic and international indices. Each is slightly different, but all meet 350.org’s criteria for divestment (in the top 200 fossil fuel reserve holders).
Managed Accounts –
1) Blackrock (FTSE ex-Fossil Fuels Index Series)

2) Parametric (Fossil Free Indices US and EAFE)

3) Aperio Group in CA and Trillium Asset Management in Boston (custom screenings)
ETFs –

SPYX – S&P 500 Fossil Fuel Free SPDR - 0.20% exp. ratio 

Summary: The “carbon bubble” presents significant financial risks to owners of fossil fuel companies as pressure increases to cap carbon emissions.  There is no evidence of return penalty or increased risk from divestment (fossil fuel free indices show comparable or lower risk).  436 institutions (with $2.6 trillion in assets) have committed to divestment.  There has been an explosion in fossil free investment opportunities in a short period of time. 
Selene asked BERS members to give an update and explain in greater detail how their work is going.  BERS board voted on asset mix already, is moving assets over to Mellon, and will ask Mellon if they can replicate any of these indices.  BERS is finalizing by January.  Once they get into specific funds, they will ask investment consultant to look at Fossil Free Carbon Underground 200 and look at the costs/annual management fees of these indices.  Will ask Barry to take a look at which fossil fuel companies portfolio is actually in. 

Agreement made that once Mellon has implemented asset allocation, an analysis should be done to determine what percentage of city pension funds are actually in the Carbon Underground 200. 

There are huge industries that support fossil fuel extraction without actually owning the reserve assets (and are not captured in the risk).  Perhaps a “broader net” should be cast when looking at divestment?
Next steps with BERS: (next meeting Thursday at 8:30)
1. Find out what Mellon Capital offers re: Fossil free investing and costs

2. Conduct some kind of analysis of our investment after pension reallocation—what role does the Carbon Underground 200 currently play in our portfolio?  Should there be a pledge to check regularly?  
Group member asks about other time periods (looking at indices)? Would a different picture be painted?  
Eric: there are periods of performance and under-performance.  Aperio put out a white paper of rolling 10-year returns.  From 1980 to 2000, energy underperformed by a huge percentage of the S&P 500; from 2000 to 2011, fossil fuel companies boomed.  In the past 50 years (1980-2000), there have been 2 big swings. 
Data shows that the financial ramifications of divesting are minimal, besides management fees. As long as fiduciary responsibility is met, the BERS board is open to divestment.  BERS is eager to see what percentage of the pension fund is invested in fossil fuel companies (if it is only a small amount, it shouldn’t be difficult to divest them). 
What is the City of Burlington doing to reduce emissions?  Jennifer spoke about different steps the city is taking to be more sustainable.  Agreement that, as we work on divesting, it is important that we also work internally to reduce environmental impact.  
NEXT STEPS:

Selene proposes to schedule two meetings in January and two in February.  Committed to holding a public forum in January.  And committed to looking at Investment Network on Climate Risk. Goal is to use as few meetings as possible to wrap up committee. Group is ready to make a recommendation—recommends that BERS continues to evaluate investment in fossil companies.
Meetings tentatively scheduled for January 14th, January 28th, and February 11th. 

January 14th Agenda:

· Review rubric/matrix of what and how other cities are divesting pension funds (Selene is communicating with Satya/Mayor’s Innovation Fund on rubric creation) 
· Invite speaker from Investment Network of Climate Risk.
Not everyone needs to be at the public forum. Jen and Selene will look at city schedule and send out some dates that may be available before scheduling. What form should the forum take? The forum should be used use to explain how BERS operates and the framework that the committee has been working in, to educate the public about the fiduciary duty and financial risk, and to discuss the fossil fuel divestment landscape. Committee should present before the public speaks. Looking at the last week in January (1/25 – 1/28) to schedule.

Motion to adjourn. All in favor.
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