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Executive Summary

Divestment is the opposite of investment and consists of withdrawing and
withholding funds from a problematic sector. Divestment undermines the
legitimacy of the targeted sector and thereby builds pressure for change.
Historically, divestment was a component of the successful international push
against Apartheid in South Africa. Tobacco, alcohol, munitions, gambling and
pornography have all been targets of divestment campaigns. Recently, divestment
from fossil fuels has gained prominence as a means whereby investors may curb
the problematic activities of the fossil fuel industry contributing to climate change.
Globally, fossil fuel divestment is accelerating: $5.2 trillion has been divested to
date, double the amount divested by 2015.

A major conclusion of the research into fossil fuel divestment is that funds divested
from fossil fuels perform better than fossil fuel-inclusive funds - that is, from a
purely financial point of view, the case for fossil fuel divestment is robust. In
addition to poor recent performance, the fossil fuel industry faces major near-
future challenges that cast serious doubt upon the future profitability of the
industry (namely, continued advancements in renewable energy technologies,
increasing adoption of electric vehicles and increasing government regulation of
greenhouse gas emissions). Fossil fuel divestment is thus fiscally prudent.

However, the fiduciary duties of Auckland Council extend beyond simply seeking
the highest immediate returns. While Auckland Council currently has a Low Carbon
Auckland Action Plan, a responsible investment policy, is a member of the C40
group of cities (Compact of Mayors), and has pledged to cut Auckland’s
greenhouse gas emissions 40% by 2040, all of these positions are fatally
undermined if the Council chooses to continue profiting from the activities of coal,
oil and gas companies. The Council’s funds belong to all Aucklanders, and
should be invested responsibly. Auckland Council has a fiduciary duty to invest
its funds responsibly on behalf of Aucklanders and must account for the hidden
future costs of its investments - therefore, fossil fuel divestment is the right and
imperative thing for Auckland Council to do regardless of any financial incentives.

¢
AOTEAROA



Introduction

Today we stand at a crucial moment for the climate.

In 2015, the world agreed in Paris to limit global warming to 1.5 °C above pre-
industrial levels. However, under the current Paris pledges, at least 2.7 °C of
warming will occur.? Meanwhile, 2016 - the hottest year ever recorded - was 1.3
°C warmer than pre-industrial levels, breaking the records previously held by 2015
and 2014.3 In March 2016, northern hemisphere temperatures actually exceeded
2 °C transiently,* and in February 2016 the global average temperature briefly
touched the Paris Agreement’s 1.5 °C “target”.” In September 2016, the
concentration of carbon dioxide (CO,) in the atmosphere surpassed 400 parts-per-

million (ppm), pushing us well beyond the 350 ppm point considered “safe”.®

The consequences of these changes are underway. Arctic temperatures were
exceptionally high in 2016, to the extent that overall Arctic sea ice levels shrank
during the winter months in which they normally expand.’ Since 2014, the longest
global coral bleaching event ever recorded has been underway, affecting over 90%
of the Great Barrier Reef® and killing 70% of Japan’s largest coral reef. ° Inundated
island nations - such as Kiribati, the Marshall Islands, and Tuvalu - continue to
face the existential threat of rising sea levels. Closer to home, an increase is
expected in the prevalence of droughts comparable to the 2012-13 drought that
cost the New Zealand economy at least $1.3 billion.!° Rising temperatures and
ocean acidification directly threaten commercial fisheries and crops such as paua*!
and kiwifruit.’> The incidence of damaging flood events is set to increase, and



future international instability resulting from climate change directly threatens the
export and tourism industries vital to our economy.*?

City and regional councils will be crucial in the effort to deal with these changes.*
We here advocate fossil fuel divestment as one component in the array of
measures Auckland Council should take to aggressively act upon the threats posed
by climate change. Divestment is the opposite of investment, and consists of
withdrawing and withholding funds from a targeted sector. By doing so,
divestment stigmatises targeted entities and increases the pressure for change.
Tobacco, alcohol, munitions, gambling and pornography have all been targeted by
divestment campaigns. Historically, divestment was a component of the successful
international push against Apartheid in South Africa, with investors refusing to
invest in South African securities in protest of the government’s racist policies.
Today, fossil fuel divestment is accelerating globally: $5.2 trillion in assets has
been divested so far, double the amount divested by September 2015."
Prominent cities that have divested include Berlin, Melbourne, Sydney, San
Francisco and Stockholm.

In this report, we outline the logic behind fossil fuel divestment and address
common questions and concerns. A major conclusion of research into fossil fuel
divestment is that funds divested from fossil fuels perform better than fossil fuel-
inclusive funds - in other words, from a purely financial point of view, there are
persuasive arguments in favour of divestment. Thus, we urge Auckland Council to
join Dunedin, Victoria University of Wellington, Otago University, and the Anglican
Church of New Zealand and divest of all investments in fossil fuels.
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Fossil fuel divestment is the best way for Auckland
Council to fulfil its fiduciary duties

The broader interests and fiduciary duties of any public institution considering
fossil fuel divestment extend beyond the narrowly financial. However, were one’s
bottom line the only relevant concern, there are still persuasive economic
arguments for divesting from fossil fuels. For instance, in 2014 MSCI launched a
fossil-free alternative to its ACWI index, which tracks the performance of the
world’s 9,500 biggest stock-market quoted companies.'® They back-tested the
fossil-free index to 2010, allowing for comparison between the two indices over
the course of this decade. To date, their results show that investors who divested
from fossil fuels in 2010 have earned an average yearly return of 12.79%, whereas
“conventional” investors have earned just 11.58% a year. In other words, if you
had, for example, $100m in funds and jettisoned all coal, oil and gas holdings in
2010, you would now have realised profits over $10m greater than if you had kept
fossil fuels in your portfolio.!” There has been a plethora of studies in recent years
discussing the benefits of divestment in purely financial terms. For instance, Genus
Capital Management reported similar results for their Fossil Free CanGlobe Equity
Fund from 2013-16,'® as did Sustainable Insight Capital Management when
comparing three fossil-free funds against the S&P500 index in 2014.!° Other
relevant studies include those by the University of Oxford,?® the Carbon Tracker
Initiative,?! Impax Asset Management,?? Standard Life Investments,® the Aperio
Group,®* and BlackRock.®

Given the recent performance of the fossil fuel industry, these findings are not
surprising. Coal®® and oil face increasingly tight times: nearly half of US coal is
produced by companies that have declared bankruptcy since 2012,%” Chinese coal
consumption peaked in 2014,%® and the profitability of the world’s major oil
companies has fallen dramatically. For instance, in 2017 ExxonMobil reported its
ninth straight quarter profit decline (its longest such streak since at least 1988),%°
was forced to take a $2 billion write-down in January 2017,%° and then was forced
to take 3.6 billion barrels off its books in February 2017 (its largest de-booking
since 1999).3! 2017 also saw Shell*? and BP* reporting their worst annual profits
in more than a decade, with Chevron reporting its first annual loss since at least
1980.3* In addition to this poor recent performance (described as the “deepest
market slump in a generation”),® evidence is mounting that the fossil fuel
industry faces three major near-future challenges that will likely cause these
negative trends to continue or even deepen.

(1) Continuing advances in renewable energy. The cost of renewable energy
continues to fall precipitously. For instance, the capital cost of wind and utility-
scale solar power generation fell by 61 percent and 82 percent respectively
between 2009 and 2015.3¢ As a consequence of these dramatic drops, renewable
energy is well on track to beat all other technologies on price without subsidies in
most of the world.®” Notable, utility-scale solar power plants already produce
cheaper power than natural gas plants.®® In 2015, global investment in new



renewable electricity generating capacity was US$266 billion, more than double
the investment in new coal and gas-fired electricity generation.3® Europe is
expected to phase out gas and coal for electricity by 2040, with renewables
making up 70% of power generation.*® Battery technology for energy storage has
also made impressive strides, with prices falling 73% from 2008 levels by 2015.*

(2) Widespread adoption of electric vehicles (EVs). The precipitous oil price
crash starting in 2014 - which saw prices plummet from about US$100/barrel to
around $US45/barrel - has hit the industry hard. While the industry is making
various moves to address the current oil price environment,*? it is set to struggle
to re-consolidate from the current difficulties before being struck again by the rise
of electric vehicles (EVs). As battery prices for EVs continue to fall, unsubsidised
EVs could be as affordable as internal-combustion vehicles by the 2020s. At the
current rate of EV uptake, by as early as 2023 EVs could displace demand for two
million barrels of oil a day - the same amount of excess oil that sparked the 2014
price crash - by as early as 2023.%

(3) Increasingly proactive government regulation of emissions.
Government regulations and international cooperation have the potential to push
markets towards clean energy definitively (by means such as emissions
regulations, efficiency standards and shifting subsidy patterns, for example).
Agreements like the Paris Agreement indicate that the world is moving - slowly -
in this direction.** Given these trends, fossil fuel divestment is a prudent measure
to pre-emptively protect one’s portfolio.

However, the fiduciary duties of Auckland Council extend beyond simply seeking
the highest immediate returns. The Council’s funds belong to all Aucklanders
and should be invested responsibly. This involves taking into account the
future costs of these investments and recognising the implicit approval the Council
grants to the activities they invest in. Auckland Council currently has a Low Carbon
Auckland Action Plan, a responsible investment policy, is a member of the C40
group of cities (Compact of Mayors) and has pledged to cut Auckland’s greenhouse
gas emissions 40% by 2040, but all of these positions are fatally undermined if
the Council chooses to continue profiting from the activities of coal, oil and gasl/
companies. The costs of dealing with the future effects of climate change (such as
increased drought, rising sea levels, migration from vulnerable Pacific nations, and
negative impacts upon our export, fisheries and tourism industries*’) clearly mean
that while the Council could opt to profit from fossil fuel investments in the short
term, they would need to spend significantly more money in the future to deal
with the inescapable consequences of these investments. Citigroup, one of the
world’s largest financial institutions, concluded in 2015 that the costs of taking
aggressive action against climate change would be /ess than the future costs of
taking no action.*® Any failure by Auckland Council to account for the hidden costs
of fossil fuel investments would thus do a terrible fiduciary disservice to Auckland
residents.



To summarise: while we here advocate that Auckland Council restrict its
investment options, adopting a fossil-free investment portfolio would in fact
benefit Auckland Council as a strategy for maximising investment returns and
minimising risk. A divested portfolio maximises returns by acknowledging that
fossil fuels are not as profitable as they once were and that this trend is projected
to continue - and even deepen - as advances in renewables, electric vehicle
adoption and government regulation challenge the industry.*” These conclusions
are backed by all the reputable evidence to hand. Most crucially, however,
Auckland Council has a fiduciary duty to invest its funds responsibly on behalf of
Aucklanders and must account for the hidden future costs of its investments -
therefore, fossil fuel divestment is the right and imperative thing for Auckland
Council to do regardless of any financial incentives.

Manufacturing dissent?

While there has recently been a plethora of independent studies demonstrating
that fossil fuel divested portfolios enjoy improved returns, it is possible to find
studies that claim the opposite, such as a study by D. R. Fischel (2015).?
Commissioned and funded by the Independent Petroleum Association of
America, this study is about as impartial as you’d expect, with significant
methodological concerns.*®> We mention this study so readers understand the
need to be critical when surveying the literature on divestment. Industry-
funded studies like the above are in the minority and widely discredited, but
they do exist and are occasionally rolled out to bolster shaky counter-
arguments to divestment. Notably, the funding of research of poor quality
research in order to undermine the credibility of more rigorous research is a
tactic straight from the playbook of the tobacco industry. Big tobacco employed
a strikingly similar campaign of disinformation once the health effects of their
products came to light and they began to face similar divestment movements.

Clear thinking about fossil fuels: the carbon
budget and stranded assets concepts highlight the
need for fossil fuel divestment

Divestment is the fiscally intelligent response to the stranded asset risk inherent
in fossil fuel investments. The science unambiguously informs us that the vast
majority of current fossil fuel reserves cannot be burned while staying
within temperatures compatible with the level of civilisation and material
prosperity we are accustomed to. The amount of CO, that may be released into
the atmosphere before these temperatures are exceeded constitutes the world’s
carbon budget, and in order to stay within this budget, the vast majority of
estimated fossil fuel reserves must stay in the ground. *° It logically follows that a
rapid managed decline of existing fossil fuel extraction projects, with absolutely
no further developments of hew extraction projects, is imperative. Currently, fossil



fuel companies are valued according to the amount of fossil fuels they predict they
will be able to extract, which includes proven and estimated reserves incompatible
with “balancing” our carbon budget. As the world moves with increasing pace
towards containing climate change (as witnessed by the Paris Agreement now in
force), it is clear that these companies will face mounting opposition to the full
exploitation of these reserves. To put it simply, these companies are currently
grossly over-valued. This will inevitably result in shareholders waking up to a
day when the true value of their investments — based not on what is in the ground,
but on what governments, businesses and citizens will tolerate being taken out of
the ground - is recognised, and their value accordingly plummets. Thus, fossil fuel
investments run the risk of becoming stranded assets in the near future, making
fossil fuel divestment fiscally prudent.

The carbon budget and stranded assets concepts, along with both the opportunity
to re-invest in the renewables sector and the deeply-held ethical concerns of the
wider public,®® have brought fossil fuel divestment into the mainstream of
economic thought and financial practice (a list of prominent divested institutions
may be found in appendix II). Business communities around the world are now
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The most important graph you will see today: the world’s carbon budget. On
the far left is the amount of carbon dioxide (CO;) that burning all the fossil fuels
contained in the world’s developed reserves will emit. On the right are two “carbon
budgets”, depicting the amount of CO, that the world may emit while having a
reasonable chance at staying below either 2 °C (middle bar) or 1.5 °C (far right) of
global warming. It should be noted that even if global coal consumption were to drop
to zero overnight, the world’s developed oil and gas reserves alone are enough to
push us past 1.5 °C warming (the Paris “target”). The main conclusions to be drawn
are that (i) no new fossil fuel extraction projects should be undertaken (or the
left bar would get larger and capital would be sunk into “stranded assets”), and that
(ii) a managed decline of existing fossil fuel projects must begin immediately.
For readers wishing to know more, the recent report by Oil Change International (The
sky’s limit: why the Paris climate goals require a managed decline of fossil fuel
production, 2016) is highly recommended.




getting on board: investment advisors are steadily issuing reports discussing the
subject®® and are making unequivocal statements about the risks posed by
continued investment in fossil fuels.®> Prominent financial figures, from the
governor of the Bank of England to the president of the World Bank, also agree
that “the vast majority of [fossil fuel] reserves are unburnable”™* and urge

investors to be the “first movers” of funds out of fossil fuels.>® The stranded assets
framework also helps answer an understandably common question put to the fossil
fuel divestment movement, that of "Won't somebody else just pick up these
investments when we divest?” The answer is “Yes, almost certainly - and they’d
almost certainly be making a bad investment decision by doing so.”

What impact will fossil fuel divestment have upon
the fossil fuel industry?

Compared to the capital the fossil fuel industry has access to, any funds we can
remove will be small. However, divestment isn’t primarily an economic
strategy. It is a moral and political one. By divesting we seek to undermine
the legitimacy of the fossil fuel industry, analogous to what was achieved by the
anti-Apartheid movement or by tobacco divestment. Fossil fuel divestment doesn’t
aim to cripple fossil fuel companies financially, but to stigmatise these companies
to the point where doing business with them is as distasteful to the public as doing
business with big tobacco.®® By declaring the current activities of fossil fuel



companies morally unacceptable, we create the political climate in which the policy
changes needed to address climate change are possible. Historically, this approach
has proven success.>’

A study from the University of Oxford recently concluded that this “stigmatisation”
process is the most important outcome of a successful divestment campaign.®®
Significantly, fossil fuel companies are themselves aware of the threat
stigmatisation poses to their profitability. Peabody Energy (the former coal
giant which declared bankruptcy in 2016) stated in a risk disclosure that
“"[c]Joncerns about the environmental impacts of coal combustion, including
perceived impacts on global climate issues, are resulting in increased regulation
of coal combustion in many jurisdictions [and] unfavourable lending policies by
government-backed lending and development banks.... which could significantly
affect demand for our products or our securities.”®

The stigmatisation process Peabody feared is well underway: fossil fuel divestment
is accelerating as city councils, pension funds, charities, universities, businesses
and faith groups around the world refuse to fund fossil fuels.




In practice, shareholders do not have sufficient
influence over fossil fuel companies to enact
meaningful change

Unfortunately, there is little to be lost by surrendering one’s influence upon fossil
fuel companies as a shareholder. Shareholder-led initiatives have only worked in
a limited capacity, for comparatively smaller battles such as shifting labour
practices and sustainability practices within companies. The key difficulty here is
that to keep temperatures below “acceptable” levels, we must ask fossil fuel
companies not to extract about 80% of the fossil fuel reserves currently
underground.®® While this is absolutely an achievable goal, can you imagine any
group of shareholders willingly voting against their own economic interests in such
a dramatic fashion? You wouldn’t ask the local pub to keep 80% of its beer
reserves in the taps. Because there is such little potential for change to come
“from the inside”, we see an urgent need for strong leadership on divestment from
other interested parties such as city and regional councils. In cases where
shareholders have actually tried to influence fossil fuel companies on climate
change issues, the results have been predictably disheartening. For instance, in
2015 members of the Rockefeller Family committee initiated shareholder
resolutions aimed at getting ExxonMobil to acknowledge the dangers of climate
change, cease climate change denial activities and shift to clean energy. These
shareholder resolutions were all easily defeated.®*




Technological fixes, such as carbon capture and
storage, do not preclude the need for fossil fuel
divestment

Carbon capture and storage (CCS) is the process whereby the CO, released from
burning fossil fuels is captured, compressed and stored deep underground. As they
currently stand (and are forecast to develop), CCS technologies cannot cope with
either the scale of current emissions or the time-frames in which emissions
reductions must occur. Additionally, the reasoning behind CCS strategies is
fundamentally misguided - hence the need for fossil fuel divestment.®?

While naturally touted by the fossil fuel industry as the way to continue business
as usual and address climate change, actual CCS projects have not borne this out.
The costs of CCS are widely acknowledged to be prohibitive.®® For instance, the
sole existing CCS-coupled power venture, Boundary Dam in Canada, has failed to
operate as planned, experiencing cost overruns and financial penalties for missing
contractual obligations.®* CCS advocates have themselves admitted that CCS
projects world-wide face “outstanding commercial challenges”® and Shell’s CEO
Ben van Beurden has conceded that without significant government
subsidies, CCS is simply too expensive to be feasible.®®

Furthermore, even if CCS made financial sense, the benefits are modest at best
(such as an estimated extension of the world's carbon budget from 12% to 14%
by 2050).%” Concerns about the safety of the stored carbon have also been raised:
at the first industrial scale CCS initiative, the Sleipner project in Norway, fractures
in the caprock where compressed carbon is stored have been observed.®®
Unfortunately, it turns out that you cannot have your cake and eat it too. As such,
many have backed away from gambling on CCS: in 2015, the UK, the US and four
major European utilities cancelled competitions, funding, and research into CCS.%°

The proposal of CCS as a means to combat climate change is based upon
fundamentally flawed reasoning. This is an example of an “ambulance at the
bottom of the cliff” strategy,' as CCS does nothing to address the underlying cause
of the problem (burning fossil fuels). Instead, CCS seeks only to mitigate
downstream effects of the problem (CO, emissions from burning fossil fuels), while
allowing the fossil fuel companies responsible for the problem in the first place
free rein to continue exacerbating the problem. This fatally flawed reasoning is
inextricable from any argument suggesting that the solution to climate change will
come from a technological fix somewhere around the corner, rather than from
upscaling investment in existing technologies.”’ Thus, regardless of any future
developments in CCS technologies, there is a pressing need for widespread fossil
fuel divestment.

! For those not familiar with the analogy: if there’s a cliff that people keep falling
off, would you rather (a) keep an ambulance at the bottom of the cliff, or (b)
build a fence at the top of the cliff?



Fossil fuel investment exacerbates the problems of
the developing worid

Developing countries urgently need to expand their energy generation capacity
and accessibility in order to lift millions out of poverty. While this is a complex
issue and the best path forward is far from obvious, what is clear is that fossil
fuels can only exacerbate the problems of poor countries.

Unfortunately, the benefits of fossil fuel investment in the developing world
typically do not accrue to the poor.”* Grid connectivity (rather than overall grid
supply) is often the major problem facing the poor of the developing world, and
developing new fossil fuel plants is not the same thing as expanding grid access.
Typically, connecting poor people to the grid is a loss for utilities, due to
infrastructure costs, low power consumption by the poor, and the fact that utilities
often struggle financially in poor countries as it is — so, it often doesn’t get done.
For instance, coal plants tend be built in developing countries to serve commercial

or industrial interests, rather than the interests of the “energy-poor”.”?

When large scale fossil fuel investments do occur in developing countries, a host
of negative impacts follow that impede economic development.”® For example,
fossil fuel plants have a voracious appetite for fresh water - ironically, China has
had to use coal-generated electricity to power desalination plants to replace this
lost water!”® When fossil fuel plants grow big enough, kickback against pollution
pushes energy prices up. High fuel, operating and transport costs also push prices



up, often beyond the reach of the poor. To make matters worse still, any added
fossil fuel capacity is further subject to unpredictable price fluctuations: sudden
price spikes during periods of increased demand place great stress upon countries
with low incomes and savings.

Finally, these are also the countries that will be hit the hardest by runaway climate
change.”” The United Nations estimate that by 2050, climate change could push
up to 122 million people worldwide into extreme poverty by jeopardising food
supply and small-scale farmers’ incomes.’® Displacement caused by climate
change in vulnerable regions (such as the Pacific Islands) will also result in
increased migration, decimating economies.

How to supply energy to those around the world who need it most is one of the
most pressing problems of today. Perhaps the most equitable and financially
sound solution would combine two separate approaches: a “top-down” approach
of centralised grid expansion to serve more people, and a “bottom-up” approach
of distributed renewable energy resources to assist in the meantime. As seen
above, centralised grid expansion would serve the interests of developing
countries best if powered primarily by renewable energy - without the volatility of
fossil fuel prices, investment in renewables is more akin to investment in
infrastructure than risky commodities. Observed trends are encouraging. For the
first time in history, the developing world overtook the developed world
in newly-added renewable electricity generation capacity in 2015.”” The
unexpected transformation of China from global climate pariah to global
renewables leader’® is especially remarkable.

The other approach (“bottom-up”) consists of distributed energy resources
(DERs): small, flexible, on-site power generation by single solar panels, small




hydro and other micro-scale energy sources. While naturally lower capacity, DERs
are within reach of individual villagers residing outside the reach of centralised
grids. Power supply predictability is a major advantage of DERs, and fuel costs are
a predictable $0 after installation.” This approach promotes self-reliance and
small-scale enterprise (such as the ability to sell power and for villages to link up
microgrids), promoting a kind of “energy democracy”. These small-scale resources
may serve until centralised grid connectivity arrives, offering invaluable first steps
up the energy access ladder.® Ideally, a “leapfrogging” scenario would play out
overall - just as in telecommunications previously, where mobile phone usage
became ubiquitous in much of the developing world before anyone had the chance
to install landlines.

Naturally, there are no simple solutions to the energy needs of the developing
world. Problems of historic responsibility complicate the picture,®' necessitating
international agreements on how to fund a fair energy transition in these countries
- a topic quite beyond the purview of this report. However, the answer to these
problems most definitely is not more fossil fuels: the legacy of international fossil
fuel extraction in the developing world is one of exploitation and environmental
degradation.®? While our country may sit at a latitude comparatively less
vulnerable to the most dramatic direct effects of climate change, the
reverberations from the economic and geopolitical shocks evoked by runaway
climate change in other countries will be felt keenly in all parts of the world.




Fossil fuel divestment in a fossil fuel world?

The challenges of moving beyond fossil fuels can seem daunting, but it is
important to understand that it is possible to do so0.®® However, this does not mean
that we should attempt to achieve this transition by avoiding fossil fuels and fossil
fuel-derived products in our daily lives altogether. Just as 19™ century US
abolitionists campaigned against slavery while wearing clothes and consuming
sugar produced by the labour of slaves, we can campaign against fossil fuels while
living in a fossil fuel driven world. The fact that fossil fuels are so ubiquitous in
today’s world makes this effort all the more imperative.

\ CERCLIAES




Concluding remarks

We hope to have convincingly and honestly presented the case for fossil fuel
divestment. We acknowledge the complexity of the challenges posed by climate
change, and the enormity of the measures needed to face these challenges — much
more needs to be done beyond fossil fuel divestment. Divestment is, however, a
clear signal of intent. Removing the social licence of fossil fuel companies will be
a key step in facilitating the transition to a low or even zero carbon Auckland.
Fossil fuel divestment also resolves the contradiction between attempting to deal
with climate change while simultaneously profiting from the activities of
companies exacerbating climate change. While we are hopeful for the future, we
must conclude by emphasising the urgency of the situation - despite decades-
long awareness, effective movement has been far too slow. We thus urge Auckland
Council to follow the example of Dunedin, Victoria University of Wellington, Otago
University, and the Anglican Church of New Zealand and divest from fossil fuels
immediately.
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Appendix I: Auckland Council’s current fossil fuel
investments

Auckland Council’s Diversified Financial Assets Portfolio (DFA) is managed by
Auckland Council Investments Limited (ACIL). At the time of 350 Aotearoa’s last
successful Official Information Act request on the DFA in September 2015, this
portfolio was worth around $320 million and was comprised of 11 different funds
under the control of external fund managers. These funds demonstrate a level of
exposure to the fossil fuel sector which is not dissimilar to that of the global stock
market (around 7%). A glance at the DFA as of September 2015 shows Auckland
Council invested in a number of fossil fuel companies including Anadarko, Exxon
and Total. Anadarko has been controversially exploring New Zealand waters for
deep sea oil since 2008.%*

The primary objectives of the DFA are determined by the Council through the
Statement of Investment Policy and Objectives (SIPO), a document which is
reviewed at least every three years. The current SIPO requires that ACIL
implement a responsible investment policy that “integrates environmental,
social and governance considerations into the investment and operational
policies of the DFA, where possible”. ACIL's conforming responsible
investment policy essentially rests on the decision-making process for the
selection of new fund managers. Where two fund managers under consideration
are equally appealing to ACIL on the basis of purely financial criteria, the fund
manager that better incorporates environmental, social and governance (ESG)
issues into its investment decision-making and ownership practices will be
selected. This is a woefully inadequate way to ensure ethical investment.

In the Council’'s management of their portfolio, ethical considerations are
completely subordinate to purely financial considerations. However, best practice
responsible investment would require the wholehearted integration of ESG
considerations into the fund manager selection process, and exclusions across the
DFA of the industries most harmful to humanity - such as fossil fuels, tobacco,
and cluster munitions. 350 Aotearoa is thus urging Auckland Council to update
their responsible investment policy so that fossil fuel holdings are explicitly
excluded from their funds. This commitment has already been made by other city
councils in New Zealand and around the world (see appendix II). As illustrated in
this report, the best evidence suggests that fossil fuel divestment is a sound and
responsible investment strategy.



Appendix II: Selected divested institutions

FULLY DIVESTED
INSTITUTIONS

Charities

Aria Foundation

Arkay Foundation, The
Ben & Jerry’s Foundation
Betsy and Jesse Fink
Foundation, The
Bewegungsstiftung
Bioregional

Blumenthal Foundation,
The

Both ENDS Foundation
Bullitt Foundation, The
Catherine Donnelly
Foundation

Children’s Investment
Fund FOundation
Chino Cienga Foundation
Chorus Foundation, The
Christensen Foundation
Comart Foundation
Community Impact
Foundation

Compton Foundation
David Suzuki Foundation
Desmond & Leah Tutu
Legacy Foundation
Earth Welfare
Foundation, The
Educational Foundation
of America, The

Edward W. Hazen
Foundation

Edwards Mother Earth
Foundation

English Family
Foundation

Foundation Charles
Leopold Mayer
Forsythia Foundation
Frederick Mulder
Foundation

GLS Treuhand

Garfield Foundation
General Service
Foundation

Goldman Environmental
Foundation

Graeme Wood
Foundation

Granary Foundation

Hanley Foundation, The
Hidden Lead Foundation
Hull Family Foundation
Hunt Foundation, The
lan Somerhalder
Foundation

JJ Charitable Trust, The
JMG Foundation

Jacob & Valeria
Langeloth Foundation,
The

Janelia Foundation
Jenifer Altman
Foundation

Jessie Smith Noyes
Foundation
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relatively constant share through to 2040 (due especially to a tripling of coal
consumption projected for India). While it is technically feasible to power the world by
clean energy, in the developed world that typically means displacing existing energy
production capacity - a hard but necessary sell. Thus, in order to limit warming to
acceptable levels, significant political will, foresight and careful planning will be needed.
Actions such as fossil fuel divestment can play a strong supporting role in this process -
as such, the evidence of greater returns for divested portfolios should only be a small
additional incentive.
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fuel industry’s profitability — as it is sometimes used as an argument against
fossil fuel divestment that the impact in financial terms alone will be small. And
indeed, this is true of divestment movements past and present - for instance, studies of
the purely financial impacts of anti-Apartheid South African divestment find no firm
evidence of negative effects on South African stocks, currency or economic performance.
However, the indirect effects of divestment were significant. Stigmatisation of South
Africa led to (i) major anti-South Africa legislation (eg. the US Comprehensive Anti-
Apartheid Act of 1986, restricting exports and loans to South Africa); (ii) sporting and
cultural boycotts (as we in New Zealand know well), raising awareness of the problem;
(iii) the formulation of the Sullivan principles (“racially neutral” operating policies for
corporations operating in South Africa); and (iv) global public awareness of Apartheid
undermining the diplomatic standing of the South African regime abroad. Thus, despite
little discernible financial or economic impacts of divestment, it is demonstrably false to
assert that divestment played no significant role in bringing down Apartheid. (“Stranded
assets and the fossil fuel divestment campaign: what does divestment mean for the
valuation of fossil fuel assets?” 2013). It is hoped that the convergence of divestment



with both market and political factors will force fossil fuel companies to diversify their
activities and expand into renewable energy projects.

However, some who accept the rationale behind anti-Apartheid divestment from
South Africa reject fossil fuel divestment on the basis of the ubiquity of fossil fuels and
the need (in the developed world especially) for the displacement of much existing
energy infrastructure in the transition to alternative energy sources. In response to such
arguments, we point to purely market forces threatening the ubiquity (and therefore
profitability) of fossil fuels — namely the continuation of recent advances in renewable
energy and electric vehicle technology and growing investment in these fields. However,
if left solely to the market, these inevitable sea shifts will arrive too slowly: the carbon
budget considerations here presented unequivocally demonstrate the urgent need for
a swift decline in fossil fuel usage. Given the incompatibility of further investment in
fossil fuel extracton and staying below “safe” global temperatures, it logically follows that
the ubiquity of fossil fuels makes fossil fuel divestment all the more urgent.

>’ Almost all the divestment movements Ansar et al. (2013) studied resulted in
restrictive legislative changes, from “adult services to Darfur, from tobacco to
South Africa.” In their analysis, past divestment campaigns have acted as “prominent
banners... rall[ying] the faithful to successful political actions.” They find that divestment
occupies an important early role in increasing awareness of an issue and generating
political will, leading directly to restrictive legislation such as the US 1969 Public Health
Cigarette Smoking Act and state-led litigation against tobacco companies.

In the context of fossil fuel divestment, such restrictive legislation could include
bans/moratoria on drilling, exploration and other projects, or a progressive carbon tax.
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Significant negative financial impacts become much more likely at this stage of a
divestment campaign. For instance, the expectations of restrictive legislature would
depress demand for fossil fuels and create uncertainties regarding fossil fuel company
cash-flows (would banks or large multilateral organisations like the World Bank continue
to readily finance fossil fuel projects in countries considering drilling bans?). It should
also be noted that relatively few institutions need to divest before such
legislative momentum is generated (for instance, only a minority of US companies
active in South Africa divested before anti-Apartheid legislation began there). Thus, from
a purely financial point of view, it may be prudent to divest fossil fuel holdings now when
the fossil fuel divestment movement is rapidly growing.
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