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Climate Change: The Logic for Investors

Â Companiesô ñsustainabilityò characteristics are becoming increasingly critical to 
their competitiveness, profitability, and share price performance.

Â Sustainability analysis can provide additional insights about companiesô strategic 
management capabilities, organizational agility, and therefore their financial 
performance potential

Â Climate change is emerging as the #1 global sustainability risk driver

Â Climate risk exposure varies widely, between and even within industry sectors; yet 
those exposures are not fully priced into asset values.

Â Robust climate risk/opportunity data and analysis are scarce and difficult to 
obtain; this can create a major information advantage for investors.

Â Those opportunities can be exploited through a portfolio of major global 
companies with superior ñcarbon riskò management, as well as particularly strong 
exposure to the opportunities being created by climate change.

Â Combining world-class fundamental and/or quantitative analysis with institutional -
quality carbon risk research creates optimal portfolio performance.
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ñCarbon BetaÊò Varies Widely ï

Both Between and Within Sectors
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What are the Investment Risks?

Â Physical

Â Litigation

Â Regulatory

Â Competitive

Â Reputational

Each of these can affect:

Â CAPEX

Â Operating Costs

Â Cash Flow

Â Cost of Capital



17 June 2008INNOVEST STRATEGIC VALUE ADVISORS

What Drives Companiesô 

ñCarbon Betaò?

Â Strategic governance (the extent to which companies integrate climate change 
factors into their business planning impact overall risk)

Â Product mix ïdirect, indirect, and embedded carbon intensity (i.e. value chain 
emissions profile)

Â Energy intensity, consumption patterns and electricity source mix 

Â Geographic distribution of production assets relative to specific regulatory and 
tax-related considerations

Â Business regimes that determine the ability of companies to recoup carbon-
driven higher compliance and operating costs from customers

Â Technology trajectory ïlevel of progress achieved towards adapting and 
replacing production technologies (some companies can reduce emissions at 
much lower cost than others)

Â Ability to identify and monetize revenue opportunities (manufacturing cost 
efficiencies, new product/service opportunities, emissions trading and clean 
technology)
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Carbon BETATM Multidimensional Analysis

Carbon Management Strategy: Each company is assessed relative to peers on its 

carbon management strategy. In particular, we look at stated goals and policies 

to address climate change challenges. 

Carbon Risk Exposure: Risk exposure trends related to climate change are 

assessed for the sector as a whole, and the company in particular. Three 

categories of risk are addressed: direct risk, indirect risk (upstream the supply 

chain) and market related (GHGs emissions related to product in use) 

Strategic Carbon Opportunities: Each firm is assessed for its ability to develop and 

commercialize strategic carbon opportunities relevant for its sector. These may 

be comprised of anything from direct technical solutions to changes in services 

and operations management that address climate change and lower emissions.

Improvement Trend: The overall trend for the company vis-à-vis climate change 

risks and opportunities is assessed.
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CLIMATE RISK HAS FOUR DIMENSIONS, NOT ONE

It is sometimes (erroneously) assumed that companiesô ñcarbon footprintò is the paramount or 

even the only factor to be assessed in determining their risk for investors.
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