The financial case for disinvesting
from fossil fuels and reinvesting
in low-carbon sectors

Credit: sonnydaez/Dreamstime.com

‘The great thing about the future is that anything can happen. Many radical changes throughout history have
shown us that we are bold, innovative, creative and surprising individuals and societies’
Centre for Alternative Technology (from Zero Carbon Britain: Rethinking the Future)

Introduction
Around the world, a growing number of Churches are electing to disinvest from fossil fuels by
selling shares in companies that explore and extract oil, gas and coal. Recent commitments
to disinvest include the World Council of Churches, the Church of Sweden and the Uniting
Church in Australia. Many of those choosing to disinvest are reallocating funds across various
sectors. However, there is also growing interest in moving funds to support clean energy,
energy efficiency and other low-carbon sectors.
Supporting these sectors will encourage a global shift in
investment, helping to raise the funds urgently needed to
transition towards a low-carbon future. As world leaders
prepare to negotiate a limit on global emissions in Paris
in 2015, this will help to create the political and economic
space needed for a strong and successful agreement.
The Church can use its significant resources to support
this transition, providing leadership at a critical time as our
window of opportunity for holding temperature rise to 2°C
grows smaller.1
This paper sets out the financial case for disinvestment from
fossil fuels and outlines some opportunities for reinvestment
in clean energy and other low-carbon sectors currently
available to the Church.
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The examples of investments and investment decisions taken in this paper do not imply any sort of endorsement or
recommendation. Full analysis and due diligence should always be undertaken before proceeding with any investment decision.
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1. This figure was agreed by world leaders at the Copenhagen UN climate negotiations in 2009 as part of the Copenhagen Accord, in which they committed to hold temperature rise to this ‘manageable’ level by reducing global emissions. The
0.8°C warming seen so far has had a much more drastic impact than expected; a third of Arctic summer sea ice has disappeared, the oceans are 30% more acidic and the atmosphere over the oceans is five times wetter (from Introduction,
M. Berners-Lee and D. Clark, The Burning Question: We can’t burn half the world’s oil, coal and gas. So how do we quit?, Profile Books, 2013).

The financial case for disinvestment
from fossil fuels
Many investors see oil, gas and coal as safe long-term investments. Yet financial analysts are increasingly
warning that climate change poses a huge threat to their value, leading many institutions, funds and
individuals to begin moving their money towards alternative investments.
Stranded assets
It is now clear that in order to hold temperature rise to 2°C
we need to leave most of the world’s fossil fuel reserves in
the ground. The amount of carbon contained in known fossil
fuel reserves is five times higher than the amount we can
burn while still having any chance of keeping temperature
change below this level. This means that 80% of known
reserves – representing trillions of dollars in investment – can
never be burnt, while exploration of unconventional reserves
and extraction methods, such as deepwater drilling and tar
sands, must be halted immediately.2 If world leaders succeed
in signing an international agreement in Paris in 2015 that will
sufficiently limit greenhouse gas (GHG) emissions, more than
two thirds of the assets on which oil, gas and coal investments
are valued will see a drastic fall in value and could become
‘stranded’ or worthless.3

Risky extraction methods
As conventional fossil fuel reserves decline, the remaining
resources are more carbon-intensive and expensive to
extract. In 2013 fossil fuel companies spent $600 billion
exploring new reserves, with Exxon Mobil alone spending
£463,000 on exploration every ten minutes.4 This means that
companies rely on ever higher selling prices to break even,
pushing up global fuel prices and worsening fuel poverty
among the world’s most vulnerable communities. As the
cost of extraction has increased, no large project has come
on stream at a break-even cost for almost three years.5 As
these projects need time to earn back the capital spent on
extraction, 50% of the value of oil and gas companies is
based on returns that will not be seen for over a decade,
by which time international regulation of carbon and other
pollutants may look very different.
The deepwater Horizon oil spill in the Gulf of Mexico in 2010
demonstrates the potential financial risks of investing in fossil
fuel extraction methods such as deepwater drilling. The recent
court ruling in September 2014 will cost BP up to $42 billion
to resolve their liability and BP saw an immediate hit on their
share prices following the announcement of the ruling.6

Institutions are pulling millions of
dollars out of the fossil fuel industry
Growing numbers of institutions, funds and individuals are
joining the global divestment movement, removing oil, gas
and coal investments from their portfolios and reinvesting in
clean technology and other sectors. As those choosing to
disinvest include growing numbers of large-scale funds, the
risk that fossil fuel investments will become ‘stranded assets’
increases. Recently, the Rockefeller Brother Fund – with
investment assets worth $860 million – announced its decision
to move its money from fossil fuels to clean technology.
They join a coalition of philanthropist organisations that have
disinvested from more than £31 billion in fossil fuel assets.7 In
the same week, the Church of Sweden – with investments of
more than $691 million – removed remaining gas companies
from its investment portfolio, citing the growing financial risk
associated with fossil fuels as a key reason for the decision. In
the UK the Joseph Rowntree Charitable Trust has committed
to disinvest from fossil fuels.
The threat of stranded assets has also been considered by
HSBC, Citi and MSCI, and is beginning to enter mainstream
financial analysis. HSBC’s analysts have warned that falling
demand for oil and gas as the world transitions to a lowcarbon economy would result in a 40–60% drop in market
capitalisation for European energy companies.8
In September 2014, more than 340 institutional investors
managing $15 trillion in assets called on governments to set a
meaningful price on carbon emissions, stating their readiness
to move investments into clean energy with backing from
international policy.9
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Disinvesting from fossil fuels: the
financial impact
While the divestment movement is growing among institutions, funds, Churches, universities and others, some
investors remain concerned about the financial impact of disinvesting from fossil fuels, fearing a negative
impact on returns. However, numerous studies demonstrate that the financial risk associated with disinvesting
is much less significant than perceived by investors.10
A financial impact report prepared for the Church of England
General Synod debate on environmental issues in February
2014 demonstrates that the financial impact of screening
fossil fuel companies from an investment portfolio would be
very small. The report found that between 2001 and 2013 the
MSCI All World equity index has outperformed the same index
excluding oil and gas companies by an average of just 0.25%
per annum.11

renewable energy and energy efficiency alternatives would
have generated better returns than the existing fossil fueldependent portfolio over the 7 years preceding 2013. This
mirrors similar research carried out by MSCI, Aperio Group
and the Australia Institute, which also concludes that fossilfree portfolios actively invested in environmental sectors
would have seen a small increase in returns when compared
to conventional portfolios.12

Other studies have found that fossil-free portfolios can
outperform conventional fossil fuel-dependent investments.
In 2013 Impax Asset Management tested the impact of
removing fossil fuel companies from the MSCI World
Index. They found that removing fossil fuels and adding

Australian consulting company Russell have conducted
a comprehensive survey of over 40 studies of the impact
of ethical, sustainable or socially responsible investing on
performance, finding no necessary performance penalty from
such an approach to investing.13

‘Studies have found that fossil-free
portfolios can outperform conventional
fossil fuel-dependent investments’.

Brookhaven National Laboratory
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Reinvesting in a low-carbon future
Where is investment needed?

Other low-carbon sectors

In order to meet global energy demand without fossil fuels,
rapid scaling up of renewable energy, energy efficiency and
other low-carbon sectors is now needed. The International
Energy Agency (IEA) estimates that $1 trillion a year of
investment in clean technology is required to transition away
from fossil fuels quickly enough to hold temperature rises
to 2°C. Global investment in renewable energy is currently
at $300 billion a year. Given the trillions of dollars spent on
exploring and producing fossil fuels each year, the challenge
is not in finding new funds to finance this transition, but in
reallocating global investment.

In addition to investment in renewable energy, investment is
urgently needed in a variety of low-carbon sectors to transition
our energy system away from fossil fuels. According to the
IEA, more than 50% of the investment required to meet the
climate challenge is needed in the energy efficiency sector.16
Only by reducing overall energy demand, while simultaneously
scaling up renewable energies, can we end our dependency
on fossil fuels.

Renewable energy
Renewable energy is attracting an increasing amount of
global investment as it begins to compete with oil, gas
and coal. Solar energy already competes with oil, diesel
and natural gas in much of Asia without any government
subsidies. Wind and solar energy in particular have grown
rapidly in the last few years and the International Energy
Agency predicts that this trend will continue for decades. The
UK’s renewable energy sector is growing by 20% a year (year
on year), and both solar and wind energy are expected to be
cost-competitive with gas powered stations in coming years.14
Cuts in government subsidies for renewable energy over
recent years have stalled investment in the UK. However,
as technology advances and installation and technology
prices fall, the sector will become less and less dependent
on subsidies.
With adequate infrastructure and investment, the potential
energy the UK could produce from wind, marine (tidal and
wave) and solar is huge. It has been estimated by the
Centre for Alternative Technology that, with improved energy
efficiency, our position on the windy edge of Europe could
enable us to meet a significant proportion of our energy
demand through offshore wind farms alone. This would allow
us to end our dependency on polluting fuels and a peaking
resource, while protecting the UK economy from the impact
of rising fuel prices. It is estimated that transitioning to a lowcarbon economy would generate up to 1.5 million jobs in the
renewable energy and other sectors in the UK.15

Major investors such as Churches can support a low-carbon
future by moving their money into sectors such as low-carbon
transport, construction and sustainable property, water
treatment, sustainable agriculture and biodiversity protection
and conservation. Many fossil-free funds and portfolios include
a mix of sustainable sectors such as renewable energy,
energy efficiency and transport, reducing investment risk by
spreading funds across different projects.

Case Study: Community Energy in Oxfordshire
Oxfordshire is home to several community energy initiatives.
Westmill Solar is one of the UK’s first community owned solar farms,
and generates over 4.8GWh of renewable electricity each year. The
local community raised £15 million of funds for the farm through £5.8
million in shares and a £12 million 24-year bond bought by Lancashire
Pension Fund.
Oxford’s Low-Carbon Hub is a social enterprise working with
communities, schools and businesses to scale up renewable energy
generation in Oxfordshire. In October 2014 the Hub is launching share
offers to raise £1.5 million to develop solar PV on 18 schools, with
share offers ranging from £250 to £100,000. Expected returns are
8.2% per annum with Enterprise Investment Scheme (EIS) tax relief, a
scheme offered by the UK government to support small companies in
raising finance. Without EIS returns are estimated at 5% per annum.17
In 2014 OxFutures, an organisation working to mobilise large-scale
investment in renewable energy in Oxfordshire, launched plans to
bring £400 million of investment for clean energy into the county
by 2020.

14. Abundance Generation, ‘Debunking the Energy Myths’, https://www.abundancegeneration.com/why-invest/energy-investment/energy-myths-debunked
15. Centre for Alternative Technology, Zero Carbon Britain: Rethinking the Future, 2013, p. 54, 118.
16. Impax Asset Management Ltd, 2013, op. cit., p. 7.
17. Information from http://www.lowcarbonhub.org/invest

Reinvesting at a local level
Investment platforms

Community energy

Local renewable energy projects are a growing investment
market in the UK. A number of bureaux or platforms such
as Abundance and Trillion Fund have been set up in recent
years to facilitate direct investment in projects such as wind
and solar farms. These platforms do not act as investment
managers, rather the investor selects a project directly
from those promoted by the platform. Rates of return on an
average project are estimated to be 5–9 % over the life of
a project.18 These investments are usually long-term, with
debentures entitling an investor to a return of their capital and
a share of the profits over a typical period of 20 to 25 years.
This market currently has low liquidity, with shares often
needing to be sold directly to a new buyer if an investor wants
to reclaim their capital. However, as the market grows its
liquidity is likely to increase.19

Community energy is an increasingly significant part of the
UK’s energy picture. In January 2014 the Department for
Energy and Climate Change (DECC) published a Community
Energy Strategy, which aims to support existing community
energy groups and inspire new projects across the country.20
Community energy offers investors, including local Churches,
the opportunity to support community owned power
generation, which will help to cut gas and electricity bills
and enable communities to work directly towards combating
climate change.

Case Study: The Quakers in Britain
In 2013 Quakers in Britain disinvested their £21 million
portfolio from companies engaged in fossil fuel extraction.
The Quakers were the first UK Christian denomination to
disinvest following their 2011 commitment to become a
low-carbon community.
Following a paper calling for disinvestment, trustees of
Britain Yearly Meeting – the formal body of Quakers in
the UK – sought advice from their asset manager to see
what the financial implications of disinvestment would
be. The asset manager advised that were such a step
taken, the financial implications would be manageable.
Trustees then sought wider discernment from the national
representative council for Quakers, which recommended
disinvestment from fossil fuels.
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At the end of 2013, the trustees arranged for shares
in Statoil and BG Group to be sold, and have
now reinvested a similar amount in the renewable
energy sector.

18. T. Harwood, ‘Press Release: Great returns from investing in renewable energy no longer just for the rich’, 2012, http://blog.abundancegeneration.com/2012/11/press-release-great-returns-from-investing-in-renewable-energy-no-longer-justfor-the-rich/
19. Liquidity refers to the degree to which an asset can be bought or sold in the market. High liquidity assets are characterised by a high level of trading activity, with assets that can be easily bought or sold known as liquid assets.
20. Department of Energy and Climate Change, Community Energy Strategy: Full Report, 2014.

Reinvesting in large scale funds
There are an increasing number of fossil-free investment funds around the world. While these are currently
outweighed by conventional funds that include fossil fuels, there is a growing call among investors for more
fossil-free portfolios. As a growing number of large funds and trusts disinvest from fossil fuels, fossil-free
alternatives are likely to become more widely available.
Based in the UK, US and Hong Kong, Impax Asset
Management invests in sectors driven by demand for
cleaner and more efficient energy and services. The Impax
Environmental Market invests in alternative energy, energy
efficiency, water, waste, and sustainable food and agriculture
markets. The fund currently has £2.8 billion of assets under
management. As well as listed equity funds, Impax offers
private funds such as the Climate Property Fund which
invests in sustainable and energy efficient property.21
US investment firms Green Century Fund and Trillium Asset
Management both offer fossil-free funds. The Green Century
Balanced Fund avoids fossil fuel companies and holds a
proportion of its assets in the renewable energy and energy
efficiency sectors. Green Century’s other fossil-free fund, the
Equity Fund, surpassed $100 million in August 2014, growing
by over $20 million in total net assets since it removed
remaining gas companies from its portfolio in April 2014.22

In 2008 Trillium Asset Management set up a Sustainable
Opportunities portfolio, investing in companies that support
a sustainable future through economic empowerment, green
solutions or healthy living.23
In August 2014, Australia’s first fossil-free super fund, Super
Future, was launched. The fund avoids investment in fossil
fuels and seeks to invest in companies working towards a
positive future, including in the renewable energy and energy
efficiency sector. The fund aims to secure $1 billion in funds
over the next few years.

‘There is a growing call among investors for more
fossil-free portfolios’.

Conclusion
Disinvesting from fossil fuels is a powerful moral statement. By disinvesting, Churches and others question the
legitimacy of ongoing fossil fuel extraction in the context of climate change, creating a shift in the global debate
on the ethics of the fossil fuel industry. By reinvesting in renewable energy and other sustainable sectors,
Churches and other investors also help to bring about a shift in global investment, facilitating the transition to a
low-carbon future.
Disinvesting from fossil fuels is not only a moral issue, but
also a financial one. There are significant financial risks now
associated with fossil fuel investments, with the threat of
‘stranded assets’ becoming more likely as the negotiation
of a global limit on emissions grows closer and increasing
numbers of institutions move their money away from
fossil fuels.

There are also increasing opportunities for reinvestment at
various scales, providing local and national Churches with
alternatives to fossil fuels investments. Given these risks
and opportunities, Churches can explore moving resources
towards a sustainable society and energy system while also
safeguarding their investments.

21. Information from http://www.impaxam.com/about-us/key-facts
22. Green Century Funds, ‘Fossil Fuel Divestment and Reinvestment Movement Demonstrates Growth as Green Century Equity Fund Hits Milestone’, 2014 http://greencentury.com/fossil-fuel-divestment-green-century-equity-fund-hitsmilestone-100m/
23. L. Samuelrich and W. Lana, ‘Is It Really Possible To Have a Fossil Fuel Free Investment Portfolio?’, 2014, http://greencentury.com/possible-to-have-a-fossil-fuel-free-investment-portfolio/

Bright Now is a campaign launched by Operation Noah calling
for the disinvestment of UK Churches from fossil fuels.
Website: www.brightnow.org.uk
Contact: ellie.roberts@operationnoah.org

Operation Noah is a Christian organisation which provides
leadership, focus and inspiration in response to the
growing threat of catastrophic climate change endangering
God’s creation.
We are informed by the science of climate change, motivated
to care for creation by our faith and hope in God, and driven
by the desire to transform and enrich our society through
radical change in lifestyles and patterns of consumption.
More information from:
Operation Noah, The Grayston Centre, 28 Charles Square,
London, N1 6HT
Telephone: 07804 059426
Email: admin@operationnoah.org
Website: www.operationnoah.org
Facebook: www.facebook.com/OperationNoah
Twitter: @OperationNoah

