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Carbon
footprinting FAQ
1. What is carbon footprinting and why is it
important?
Carbon footprinting is the practice of measuring the carbon
emissions and reserves associated with an individual,
company or organization. At LGIM, we measure carbon
emissions associated with the companies in our investment
portfolios. We believe carbon footprinting is important as it
helps enable investors to:
i.

Understand the impact of climate change on
portfolios (i.e. how exposed would a portfolio be to
climate regulation such as higher carbon taxes).

ii.

Understand a portfolio’s impact on climate change
(i.e. what is the portfolio’s contribution to climate
change).

2. What metrics do we use and how is it calculated?
a.

Carbon emissions intensity

This metric provides a measure of the carbon emissions
intensity of a company’s activities, adjusted by a factor to
approximate for the company’s size. To calculate a company’s
carbon intensity, the carbon dioxide equivalent emissions that
it produces directly (scope 1) and indirectly through its
purchased energy (scope 2) is summed and divided by its
revenues.
(Carbon emissions (scope 1+ scope 2)) / $m revenues
At the fund level we obtain the overall carbon emissions
intensity using a money weighted approach. Missing data is
assumed equal to the average carbon intensity within the
available companies in the portfolio. This measure is also
known as WACI – weighted average carbon intensity.
This metric helps enable the user to assess the carbon
efficiency of the companies they invest in at a fund level.

b.

Carbon reserves intensity

The carbon reserves intensity metric represents the embedded
carbon in the fossil fuel reserves owned by a company, divided
by its market capitalisation, to adjust for company size.
At the fund level we obtain the overall carbon reserves intensity
with a money weighted approach.
The carbon reserves intensity of a portfolio provides a blunt
assessment of the potential “stranded asset risks” a portfolio
faces which is based on the fact that a significant portion of
company’s proven fossil fuels reserves must remain in the
ground to meet the targets of the Paris agreement and
therefore may not be subject to monetization.
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3. How can I interpret my funds’ carbon footprint?
A fund’s carbon emissions metric is in large part the product of the fund’s investment mandate. Most investment mandates are
governed solely by financial considerations such as risk, returns and benchmarks. Benchmarks play an outsized role in determining a
fund’s carbon footprint as it guides the industry and geographic composition required to fulfil that mandate. This is because the
carbon intensity of industries and regions differ significantly.
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Source: FTSE, Trucost. Calculations: LGIM. Illustrative example; market data as at 30/09/2020; carbon data as at 31/03/2020.
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Illustrative example. Source: FTSE, Trucost. Calculations: LGIM. Exposure as at 11/05/2020 and ESG data 31/03/2020. The value of an investment
and any income taken from it is not guaranteed and can go down as well as up, you may not get back the amount you originally invested.

For index funds, the underlying industry composition required to fulfil the mandate is determined almost exclusively by the fund’s
benchmarks. As a result, this may lead to a higher or lower carbon emission number which may also change over time based on
changes to the fund’s benchmark.
LGIM has been working with clients who seek to incorporate ESG considerations such as climate change into their investment
mandates alongside their traditional financial objectives. Here we report the carbon intensity of select index and multi-asset funds
that incorporate climate considerations that aim to help investors contextualize the carbon performance of their funds. The funds
presented are strictly for informational purposes only and any comparison between funds requires a holistic assessment between a
fund’s investment mandate and objectives.
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Figure 3
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4. Why is reducing carbon and reserves intensity important?
Our planet has already warmed by approximately 1°C relative to pre-industrial averages (IEA, 2018). In order to avoid irreversible and
severe environmental damage, which will undoubtedly lead to significant economic disruption, the average temperature rise must be
stabilised at well below 2°C, as outlined in the Paris Agreement. Achieving this will require immediate, drastic and sustained
emissions cuts by companies and for much of global fossil fuel reserves to remain in the ground.
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5. What are the limitations of carbon footprinting?
Carbon intensity is a snapshot in time, telling users about the
current and historical emissions intensity of issuers within a
fund. It does not answer questions about the underlying
companies' future trajectories, or whether they may be
investing to reduce emissions in-line with the Paris Agreement
going forward. From this perspective, the exercise has
limitations. However, when used to analyse progress over time,
it can tell us about the trajectory of issuers and it allows the
ability to identify the least emissions intensive companies
within a peer group and tilt capital accordingly.
From a portfolio perspective, there’s also the challenge of
double-counting. This can occur when a portfolio has
exposure to an electricity utility and any company which that
utility supplies electricity to. Both will report on the same
emissions, with the utility reporting them as scope 1 emissions
and the companies as scope 2.
Other challenges include a lack of disclosure on scope 1 and 2
emissions by companies and companies not independently
auditing reported emissions. This means greenhouse gas data
providers often must rely on modelling to estimate emissions.

6. Why are scope 3 emissions not included?
Scope 3 includes all other indirect emissions that occur in a
company's value chain i.e. the emissions that are generated
before (upstream of) or after (downstream of) a company’s
operations. For example, scope 3 includes the CO2 emissions
that arise in a company’s supply chain or as a result of
business travel by its employees. Data quality for scope 3
emissions is hampered by poor disclosure and a lack of
consistency in the parameters of measurement. The
landscape is evolving at fast pace and we expect disclosure to
improve to facilitate integration in portfolio construction and
portfolio reporting over time.

7.

How is LGIM tackling the climate emergency?

At LGIM, we continue to develop investment strategies which
support the low-carbon transition. We are deepening the
integration of climate and environmental factors into our
investments, as an input into the active stock and bond
selection process, and into the construction of low-carbon
indices through the development of our proprietary ESG
methodologies.

and investment strategies. In our Real Assets division, we are
setting carbon targets with a view to reaching net zero
emissions in our real estate portfolio by 2050.
As outlined in our climate change policy, we engage with
investee companies to ensure their strategies are aligned with
global climate goals, to seek assurance that boards consist of
individuals who can drive businesses to succeed through the
energy transition, and to ensure companies are disclosing
appropriate levels of risks and opportunities presented by the
implications of climate change. We also work with
policymakers to support policy efforts to meet emission
reduction targets, to encourage capital deployment at scale in
order to finance the transition towards a low-carbon economy,
and to accelerate investments in climate change adaptation.
Our engagement activities – both individual and in
collaboration with other investors – have contributed to a
number of large companies and countries adopting net zero
emissions targets. Under our flagship Climate Impact Pledge
campaign, companies that fail to demonstrate sufficient action
are voted against using the voting rights granted by our entire
equity book and are divested from some select funds. Please
see our latest Active Ownership report and Climate Impact
Pledge pages for more case studies and details around our
work on climate.
LGIM is also developing climate change analytical tools.
Through our partnership with Baringa Partners, a leading
management consultancy and specialist in climate and
physical risk analysis, we have developed a bespoke climate
risk framework, Destination@Risk. The model enables clients
and our portfolio managers to identify climate risks embedded
within portfolios by assessing scenario based forward-looking
valuations of a company across the capital structure. Through
a combination of historical and forward-looking measures,
Destination@Risk offers the capability to quantify temperature
alignment at a portfolio, sector and company level.

8. What assets are eligible for carbon footprinting?
Our carbon footprinting methodology prioritizes assets classes
where data availability and reliability is high. As a result, we
only include listed equities and corporate bonds in our
calculations at this point in time. Best practice in measuring
the emissions intensity of sovereign debt and derivatives are
still developing and not included within our calculation. Cash is
also not included as an eligible asset because it does not
finance emissions.

Our responsible investment offering has a number of funds
which aim to reduce exposure to high-carbon industries and
increase exposure to ‘green’ solutions, across asset classes
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9. Why are government bonds not included in our
footprinting calculations?
Best practice with regards to measuring the emissions
intensity of sovereign debt is still being developed. With
regards to equities and corporate bonds, investors can be
attributed a part of the company’s total emissions, as they are
either directly funding its activities, or own a percentage of the
company. The logic behind sovereign debt is not quite as
straightforward, as it is not clear that an investor can be
assigned ‘ownership’ of the emissions generated in a country.

10. What level of data coverage is available?
Our data team works closely with our vendors to source the
most appropriate data inputs. A number of materiality and
sensitivity controls are in place on the semi-annual process to
ensure sufficient carbon data quality. Tolerance checks are
also implemented to validate the periodic change in the fund
level carbon metrics.
To ensure that values provide a reasonable representation of
the fund, we will only publish results where effective coverage
of carbon emissions is greater than 60%. This is calculated
using the value of securities for which we have carbon
emission metrics as a percentage of the fund’s assets under
management.

Effective coverage
(i.e. assets with carbon data)

= 60%
Assets with no carbon data

= 40%

Contact us
For further information about LGIM, please visit lgim.com or contact your usual LGIM representative

Important information
Past performance is not a guide to future performance. The value of an investment and any income taken from it is not guaranteed and can go down
as well as up; you may not get back the amount you originally invested.
This document is designed for the use of professional investors and their advisers. No responsibility can be accepted by Legal & General Investment
Management Limited or contributors as a result of information contained in this publication. The information contained in this brochure is not
intended to be, nor should be construed as investment advice nor deemed suitable to meet the needs of the investor. Nothing contained herein
constitutes investment, legal, tax or other advice nor is it to be solely relied on in making an investment or other decision. The views expressed here
are not necessarily those of Legal & General and Legal & General Investment Management Limited may or may not have acted upon them. This
document may not be used for the purposes of an offer or solicitation to anyone in any jurisdiction in which such offer or solicitation is not authorised
or to any person to whom it is unlawful to make such offer or solicitation. No party shall have any right of action against Legal & General in relation to
the accuracy or completeness of the Information, or any other written or oral information made available in connection with this publication.
Forward-looking statements are, by their nature, subject to significant risks and uncertainties and are based on internal forecasts and assumptions
and should not be relied upon. There is no guarantee that any forecasts made will come to pass. As required under applicable laws Legal & General
will record all telephone and electronic communications and conversations with you that result or may result in the undertaking of transactions in
financial instruments on your behalf. Such records will be kept for a period of five years (or up to seven years upon request from the Financial
Conduct Authority (or such successor from time to time) and will be provided to you upon request.
© 2020 Legal & General Investment Management Limited. All rights reserved. No part of this publication may be reproduced or transmitted in any
form or by any means, including photocopying and recording, without the written permission of the publishers. Legal & General Investment
Management Limited. Registered in England and Wales No. 02091894. Registered Office: One Coleman Street, London, EC2R 5AA. Authorised and
regulated by the Financial Conduct Authority, No. 119272.
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