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Glossary of Key Terms
& Acronyms
B Corporations: A “B Corporation” is a new corporate form designed for for-profit entities that
wish to focus on social and environmental impacts as well as on financial performance.
Climate Risk: The serious investment risk posed by climate change. There are different types
of risk under the climate risk umbrella, including physical risk, regulatory risk, and
reputational/competitiveness risk.
ESG (Environmental, Social, and Governance): The three key categories of non-financial
corporate reporting metrics. ESG factors are increasingly being recognized as highly material
to company and investment performance.
GIIRS (Global Impact Investing Rating System): Comprehensive and transparent system for
assessing the social and environmental impact of companies and funds, with a ratings and
analytics approach akin to Morningstar rankings and Capital IQ financial analytics.
GRI (Global Reporting Initiative): Initially a project of Ceres, now an independent
Amsterdam-based NGO, the GRI supplies companies and organizations worldwide with a
voluntary sustainability reporting structure. Used by more than 5,000 organizations to date.
GISR (Global Initiative for Sustainability Ratings): Boston-based NGO, joint project of Ceres
and The Tellus Institute, which is designing and stewarding a global sustainability (ESG)
ratings standard that accredits all existing sustainability ratings, rankings, and indices.
Impact Investing: A growing investment discipline, applicable across all asset classes, that
specifically focuses on generating positive social and environmental outcomes alongside
competitive financial returns.
MRI (Mission-Related Investing): An investment strategy for aligning a foundation’s philanthropic
goals along social and/or environmental dimensions with its investment policies and practices.
PRI (Program-Related Investment): A new philanthropic alternative to traditional grantmaking, a PRI is an investment that foundations can make in socially or environmentally
focused enterprises (either non-profit or for-profit). Unlike traditional grants, PRIs can
generate returns on investment, which can then be utilized for further PRIs or grants, thereby
amplifying a foundation’s philanthropic impact.
SASB (Sustainability Accounting Standards Board): NGO that is establishing industry-based
sustainability standards for the recognition of material ESG impacts by companies traded on
U.S. exchanges.
SRI (Socially Responsible Investing): Also known as “responsible investing,” SRI in its
1960s form meant investing that employed negative screens – such as those against vice
companies – in order to ensure alignment of investment portfolios with personal values. Today,
“sustainable investing” goes beyond that paradigm, using positive screens that focus on the
triple bottom line of financial, social, and environmental performance.

GLOSSARY & ACRONYMS
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Foreword
By Jesse Fink
Over the last few years, I have had the honor of advising and supporting social entrepreneur
James Balog through Earth Vision Trust. Recently, his work has culminated in the excellent
documentary “Chasing Ice.”
Traversing some of Earth’s most challenging terrain, photographer and filmmaker James
stunningly chronicles the disappearance of Arctic ice. Seeing these swiftly melting glaciers, it is
impossible not to appreciate the huge changes occurring across our planet, the term glacial speed
now taking on a whole new meaning. Global climate change is one of the defining challenges of
our time, and our success or failure in responding to it will ultimately shape the future of my family
and yours, current generations and those yet to come. I’m generally an optimistic person, so I
have to envision for them a changing world, an adapting world, and not an awful world.

While the physical impacts
of climate change are
easily visible, particularly
on the big screen,
the economic implications
of climate change
are sometimes more
difficult to see.

Throughout my career, I have dedicated my time and resources to help create this resilient
and sustainable world. The private investment firm I co-founded, MissionPoint Capital
Partners, concentrates on high-growth opportunities created by the accelerating demand for
clean, secure energy and the large-scale transition to a low-carbon global economy. Through
my philanthropic work, I support diverse organizations focused on innovative solutions to
addressing the climate crisis. It is my strong belief that we must draw on all possible levers of
change—capital markets, companies, government, philanthropy, and NGOs—to successfully
meet this global challenge.
While the physical impacts of climate change are easily visible, particularly on the big screen,
the economic implications of climate change are sometimes more difficult to see. However,
climate change does pose significant risk to investment portfolios. Despite this pressing reality,
as Principal of my family office I noticed that climate risk was consistently missing from the
agenda at events for family offices. The risk of inaction over the long term will be greater for
our generational planning, business as usual, no longer business as usual.
This absence was all the more troubling to me given the natural potential for family offices to
lead on climate risk. The perspective of a family office is by nature longer term, as family
offices are responsible for wisely stewarding their resources for both current and future
generations. However, behavior change only begins with information. With climate risk not on
the table for discussion, I realized that family offices were unknowingly failing to act on this
critical investment issue. Additionally, as with any challenge, discussion and information
sharing are vital. We were thus missing excellent opportunities for thought leadership and the
sharing of both challenges and best practices.
In commissioning this primer from Ceres, my goal is to help family offices understand climate
risk and begin taking concrete steps towards mitigating it. Ceres originally coined the term
“climate risk,” and I have seen firsthand the organization’s great success in pushing the
institutional investment community to act on climate risk and to pursue climate-related
investment opportunities.
Knowing the tremendous intellectual and leadership capacity of family offices, as evidenced
by their significant involvement in forging the venture capital sector, I am excited about the
prospect of their increased leadership on this issue. As family offices confront climate risk,
they will not only protect their portfolios but will also help achieve the sustainable future we
all need. It gives me great hope to be part of this change. I warmly invite you to join us.

FOREWORD
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Executive Summary
Climate change presents significant risks to investment portfolios. The nearly $30 billion in
insured losses alone following Superstorm Sandy dramatically underlined this reality. However,
the investor response to climate risk has thus far been deeply lacking in proportion to the
scale and seriousness of the risk. Many investors are relatively unaware of climate risk. Others
have some understanding of climate risk but have thus far failed to act to mitigate it. A small
minority has cultivated a deep understanding of this often hidden investment risk and is
acting on it accordingly in investment decision making.
Since climate risk has serious long-term implications (though increasingly, lack of attention to
climate risk results in negative short-term impacts as well), family offices have a particular
interest in wisely managing this critical investment risk. By their nature, family offices are
designed to take a very long-term view, responsibly stewarding family resources for
generations in perpetuity.
With this primer, Ceres provides nine action steps that family offices can take toward
integrating climate risk considerations into their investment portfolios. An NGO focused on
mobilizing the business and investment communities to create a sustainable global economy,
Ceres has long recognized the critical importance of managing climate risk. In 2003, with the
inception of its Investor Network on Climate Risk (INCR), it first drew signficant attention to
this vital investment issue. In the intervening decade, Ceres and other like-minded actors in
the NGO, investment, business, and policy sectors have helped to move consideration of
climate risk closer to the mainstream within the investment community.
Family offices can use this primer as a launching point for asking questions of their financial
advisors and for beginning to implement customized strategies for climate risk mitigation. The
nine action steps toward this path are as follows:

SECTION I. Assessment
Step 1: Education and Affinity Groups—Understanding the Climate Risk Landscape
Step 2: Materiality and Metrics—Defining Climate Risk Materiality and Selecting Metrics for
Measuring Climate Risk Mitigation
Step 3: Investment Guidelines—Creating Climate Risk Investment Guidelines

SECTION II. Implementation
Step 4: Manager Selection and Training—Choosing Climate-Conscious Investment
Managers and Communicating Climate Risk Mitigation Goals
Step 5: Managing Climate Risk across Asset Classes—Applying Climate Risk Investment
Guidelines across Asset Classes
Step 6: Active Ownership—Engaging with Companies and Funds on Climate-Related Issues

EXECUTIVE SUMMARY
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SECTION III. Advocacy
Step 7: Philanthropic Innovation—Pursuing Climate-Related Investment Opportunities
through Program-Related Investments
Step 8: Policy and Market Initiatives—Pushing for Policies and Market Initiatives to Support
the Transition to a Sustainable Global Economy
Step 9: Joining the Conversation—Sharing Challenges and Best Practices in Climate
Risk Mitigation

EXECUTIVE SUMMARY
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INTRODUCTION:

The Reality
of Climate Risk
“As with sub-prime mortgages, climate risks present far-reaching hidden risks,
and the financial industry should be paying closer attention.”
Mindy S. Lubber, President, Ceres
Harvard Business Review
September 24, 2008

Family offices are exposed to multiple types of investment risk. The sub-prime mortgage
debacle, as well as recent corporate governance scandals, has drawn increased attention to
the need for robust investment due diligence and careful monitoring of investment portfolios.
Often, however, family offices are not paying due attention to one of the most critical investment
challenges: climate risk.
Unmitigated climate change presents a profound but widely ignored risk to investment
portfolios. Two traits make climate risk especially unique, and especially damaging. First,
unlike many other types of investment risk, climate risk can be found across all asset classes,
as climate change is universal and thus affects all forms of enterprise. Second, climate risk is
often hidden. This phenomenon is an outgrowth of the investment community’s traditional
view of climate risk as a mere “off-balance sheet” risk. Taken together, these two traits mean
that investors face a significant risk to their portfolios but are likely unaware of the extent of
this risk, or in some cases, that the risk even exists.
In reality, the economic implications of the climate crisis are staggering. Lord Nicholas Stern,
chairman of the Grantham Research Institute at the London School of Economics and former
World Bank chief economist, recently stated that his 2006 prediction that climate change
would decrease GDP growth by at least 5% annually—a stark prospect—significantly
underestimated the scope of the problem.1 Climate risk is thus a major factor in prudent
investment portfolio management, and numerous current studies have underlined this point.
For example, a February 2011 Mercer report found that the cost of climate change-related
impacts on the environment, health, and food security could exceed $4 trillion by 2030.2
The same report noted that climate policy changes alone could contribute as much as 10%
to overall portfolio risk.3 Ignoring climate risk thus exposes the investment portfolios of family
offices to significant investment risk.
Critics have argued that investing through a climate lens translates into diminished returns.
However, a host of studies have proven the opposite to be true. For example, in perhaps the
most comprehensive study on the subject to date, Deutsche Bank Climate Change Advisors
examined more than 100 academic studies and 56 research papers on sustainable investing
from around the world.4 The report revealed that 100% of the academic studies found
companies with strong ESG (environmental, social, and governance) ratings had a lower cost
of capital, and 89% of the studies found companies with high ESG ratings showed market-

INTRODUCTION
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based outperformance.5 Given that climate risk is a key investment risk factor under the
“environment” section of ESG risk factors, this study highlighted the need to include climate
risk assessment (along with appropriate due diligence on other ESG risk factors) in
investment decision making.
In addition, the proliferation of new investment tools for measuring climate-related performance
of companies and funds supports the thesis that climate risk is increasingly material to all
investment portfolios. Witness Bloomberg’s 2009 entry into the ESG arena, with the inclusion
of robust ESG data on all terminals, or the growing development of high-level ESG expertise
within many mainstream financial institutions, such as UBS, U.S. Trust, and MFS Investments.
Savvy investors are using these new tools and investment products to protect their portfolios
from climate risk and to capitalize on climate-related investment opportunities.
There are three major types of investment portfolio risk under the climate risk umbrella:
ñ Physical risks
ñ Regulatory risks
ñ Reputational/competitiveness risks
In an era of dwindling natural resources and water supplies, increased likelihood of extreme
weather events, and quickly compounding losses of biodiversity, physical risks from global
climate change are pronounced. Recent events in the U.S. underscore this reality. For
example, in the wake of the devastating Superstorm Sandy, reinsurer Aon Benfield estimated
overall insured losses alone at approximately $28.2 billion.6
Regulatory risks are becoming increasingly material as governments worldwide recognize the
need to address the global climate crisis. In the U.S., forward movement on climate and
energy policy remains challenging at the national level. However, at the state and local levels,
as well as abroad, there has been notable progress. Companies that are not actively adapting
to existing or impending regulations thus risk underperforming in their sectors.
Reputational and competitiveness risks related to climate change are also paramount.
Whether from a major adverse environmental event or from inaction on certain sustainability
measures that would increase a company’s competitiveness, companies have much to lose
by failing to address climate change impacts on their products and operations. Similarly,
investors who do not factor a company’s action or inaction on climate risk into due diligence
are failing to adequately manage this risk in their investment portfolios.
Much progress has been made in moving climate risk considerations closer to the
mainstream within the investment community. For example, since its founding in 2006 with
10 members, INCR has since grown to 100+ investor members representing $11 trillion in
assets. A related initiative, the United Nations’ Principles for Responsible Investment (UN
PRI) has grown from less than 200 signatories in 2006 to more than 1,200 today,
representing assets in excess of $30 trillion USD.
In the case of family offices in particular, consideration of climate risk is a logical step, as
family offices are specifically designed to take a long-term view. They are meant to exist in
perpetuity, helping families to manage their investments, to direct their philanthropic giving,
and to meet their personal aspirations. Given that climate change will most adversely affect
future generations, climate risk is thus among the key investment risks that family offices should
consider. By ignoring climate risk, family offices are failing to help ensure competitive longterm performance of investment portfolios.

INTRODUCTION
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While climate risk will most dramatically impact future generations, however, it should not be
considered a problem simply for those yet to come. Integrating climate risk considerations
into investment policies and practices is firmly in the best interest of today’s generations, as
well as those of the future.
On a broader scale, family offices also have a potent opportunity to lead on this issue. Given
their significant influence in the financial community, family offices’ increased involvement
and thought leadership on the issue of climate risk will help to build the field of climate risk
mitigation and to support the successful incorporation of sustainability factors into investment
policies and practices. Finally, while the main focus of this primer is on risk mitigation, it is
important to recognize that there are also many competitive climate-related investment
opportunities for family offices to pursue.

CLIMATE RISK & SUSTAINABLE INVESTING
The effective incorporation of climate risk is integral to a successful sustainable investing
strategy. Sustainable investing is investing that incorporates ESG (environmental, social, and
governance) factors into existing due diligence in order to secure competitive short-term and
long-term returns. As noted above, climate risk is among the leading investment factors that
must be considered under the “E” rubric.
Sustainable investing has gained considerable traction in the past decade, and numerous
high net worth individuals have shown significant commitment to this investing strategy.
Importantly, sustainable investing does not mean sacrificing returns for the sake of positive
social and environmental outcomes. Rather, the integration of these ESG factors is an
increasingly critical practice for successfully managing portfolio risk.

The risks posed by ESG
factors—including but not
limited to climate risk—
are huge and everincreasing, and the
financial community
is beginning to recognize
this pressing reality.

The sustainable investing landscape has changed markedly since its earlier inception in the
1960s, and over the past decade in particular. In its former iteration, sustainable investing—
then more likely referred to as “sustainable and responsible investing” or “SRI”—was often
limited to negative screens. Investors could choose to avoid funding companies in certain
industries, such as vice sectors (e.g. tobacco, alcohol, gambling, etc.). Grounds for investment
avoidance were most often aversion toward the products or practices of such companies.
A number of SRI firms were created in response to these specific investor needs.
Today, investors can and still do choose to negatively screen companies on the basis of moral,
personal, or religious grounds. Yet the scope and purpose of sustainable investing have been
transformed to mean something much broader, and with a much greater potential for both
competitive financial returns and positive social and environmental impact. Sustainable
investing is no longer viewed solely from a personal or moral perspective. It is also increasingly
critical from a financial perspective. The risks posed by ESG factors—including but not limited
to climate risk—are huge and ever-increasing, and the financial community is beginning to
recognize this pressing reality.
Given their mobility and resources, family offices have traditionally played a major role in
financial innovation. Now, family offices are helping to drive the transition to sustainable
investing. Such progress is evident in Europe in particular. For example, a 2012 Eurosif study
on high net worth individuals and sustainable investment found the percentage of
respondents directing more than half their assets to sustainable investment increased from
12% to 25% over the preceding two-year period.7

INTRODUCTION
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While Europe is ahead of the curve on sustainable investing, there has been significant
progress domestically as well. For example, a recent study from The Forum for Sustainable
and Responsible Investment (US SIF) Foundation identified 720 discrete ESG funds in the
U.S. with $1.01 trillion in AUM in 2011, an increase of 78% from $569 billion in 2010.8 The
rationale for paying attention to climate risk is clear and powerful. When well executed,
climate-conscious investing leads to competitive financial performance in both the short term
and the long term and mitigates overall portfolio risk.
Climate risk is thus one among many ESG risks, and family offices will find numerous
connections between these particular types of risk. For example, climate risk is often closely
tied to water risk, a linkage that will be discussed further in this primer. Proactive steps on
managing climate risk will lead to greater awareness of related ESG risks. However, as one of
the leading ESG risks, climate risk is in itself worthy of particular consideration by family
offices as they look to mitigate their overall risk profile, and it is thus the focus of this primer.
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Implementation
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Joining the
Conversation

FIGURE 1

CERES: ADVOCATE FOR A SUSTAINABLE GLOBAL ECONOMY
Founded in 1989, Ceres has long recognized the game-changing
strategy of harnessing investor power to achieve sustainability outcomes.
Initially, Ceres concentrated on socially responsible investors and
institutional investors, including a number of leading U.S. pension funds. Ceres sought to
leverage the influence of these investors to spur their portfolio companies, the financial firms
seeking the pension funds’ business, and policymakers to take bold climate action. Notably,
Ceres was one of the first NGOs to make the case that the systemic economic risks posed by
climate change called for swift action. On November 21, 2003, Ceres convened its inaugural
Investor Summit on Climate Risk at the United Nations headquarters in New York City. This
historic event brought together institutional investors representing more than $1 trillion in
invested capital to examine the financial risks of global climate change. Meeting participants
included major U.S. pension funds, and one of the key outcomes of the Summit was the
formation of the Investor Network on Climate Risk (INCR), with an initial group of 10 U.S.
pension funds representing a combined $1 trillion in assets.
As the INCR marks its 10th Anniversary year in 2013, it celebrates a
strong record of integrating sustainability into global capital markets.
This success is in large part due to the growth and flourishing of the
INCR itself. Today, the INCR totals 100+ investor members, representing $11 trillion in assets.
Many INCR members have taken active steps to integrate sustainability into their day-to-day
investment decisions. Earlier this year, for example, CalPERS released its first-ever standalone sustainable investment report, Towards Sustainable Investment: Taking Responsibility.
Beyond individual fund milestones such as this report, INCR members have also come
together to participate in numerous conferences, panels and trustee trainings and have
added their names to policy sign-on letters. In addition, they have taken an active role—
serving both as conveners and as speakers—in each of the four subsequent Investor
Summits on Climate Risk, in 2005, 2008, 2010, and 2012. In all of these efforts, INCR
members have been closely guided by Ceres, both through direct engagement and through
participation in a variety of subject-specific working groups. Current INCR working groups
include the Policy Working Group, SEC/Disclosure Working Group, Sustainable Stock
Exchanges Working Group, and Integrated Reporting Working Group.
INCR members have also helped to drive significant corporate climate commitments. Since
2003, Ceres has mobilized the influence of its investor partners to spur more than 100
Fortune 1000 companies to make such commitments across numerous areas, including
assessing and disclosing their climate risks, setting goals for GHG emissions reductions in
operations, products and supply chains, and supporting bold climate and energy policy.
As Ceres approaches its 25th Anniversary year in 2014, it is strengthening partnerships with
three organizations similar to the INCR: the Europe-focused Institutional Investor Group on
Climate Change (IIGCC); the Australia/New Zealand-focused Investor Group on Climate
Change (IGCC); and the Asia-focused Asia Investor Group on Climate Change (AIGCC). This
alliance of global investor groups collectively totals more than 285 investor members with
more than $20 trillion in assets. Through this growing international alliance, Ceres aims to
build global momentum and coordination for a sustainable global economy.

INTRODUCTION

10 | NAVIGATING CLIMATE RISK: Ceres’ Primer for Family Offices

SECTION I

Assessment
STEP 1

STEP 2

STEP 3

Education and Affinity Groups

Materiality and Metrics

Investment Guidelines

Understanding the
Climate Risk Landscape

Defining Climate Risk Materiality
and Selecting Metrics for
Measuring Climate Risk Mitigation

Creating Climate Risk Investment
Guidelines

∆ STEP 1: EDUCATION & AFFINITY GROUPS
For family offices just beginning to consider climate risk in investment portfolios, it is
important to keep in mind that there is no perfect solution to successfully mitigating climate
risk. Ultimately, each family office must decide which investment guidelines to establish and
which strategies to implement. In order to best inform these decisions, one good starting
point is to speak with other family offices that have already acted on this risk factor. While
each family office will find a different answer to managing climate risk, the underlying
questions different family offices have are often largely similar. Dialogue with family offices
already active on this issue will be very helpful to family offices that are new to the concept
and practice of managing climate risk in investments.
Participation in affinity groups can also help facilitate this information gathering effort. Both in
the U.S. and globally, there are numerous affinity groups focused on climate risk and/or on
sustainable investing. For example, Confluence Philanthropy, a philanthropic advisory group
focused on helping foundations align mission and investing, provides information on climate
risk and investment, among other focus areas. Confluence regularly sponsors webinars and
other events for both members and affiliates. In addition, as noted above, Ceres leads the
Investor Network on Climate Risk (INCR). Through monthly working group calls, various events,
and biannual Investor Summits on Climate Risk, family foundation members of INCR benefit
from shared information on climate risk and climate-related investment opportunities. For family
offices abroad, there are the aforementioned INCR counterparts in Australia, Asia, and Europe.
There are also a number of academic studies that have been conducted on climate risk and
on the impacts of sustainable investing in general, which family offices can consult in order to
inform their thinking and to determine what type of climate risk mitigation strategy will work
best for them (please see Appendix V for a representative sample of such reports).
As with any issue facing a family office, there is bound to be a diversity of opinions and levels
of awareness on climate risk. Often, though certainly not always, younger generations might
lead in their knowledge of and advocacy for climate risk mitigation. For family members
making the case for climate risk action within their family office, such studies (and the findings
detailed in this primer) provide a helpful proof point for why climate risk matters and how
acting on climate risk can positively impact investment portfolios.

ASSESSMENT
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∆ STEP 2: MATERIALITY & METRICS
A long-standing challenge for investors seeking to measure and manage climate risk in their
investment portfolios has been the lack of clarity about which climate-related issues are most
material and the absence of universal metrics to track them. However, in the past five years,
there has been considerable progress on this front, giving investors the ability to move
forward on climate-conscious investing.
It is important to keep in mind that the conversation about materiality will also be necessarily
unique to each family office. While climate risk is leveraged across all asset classes, some
climate-related risks might be more material than others, depending on the specific combination
of assets held by the family office. For example, if a family office is heavily invested in public
equities of carbon-intensive companies, the family office should focus particularly on the risks
that might transform such investments into stranded assets. A number of firms, including
Generation Investment Management, have recently conducted significant studies on the
concept of stranded assets, and family offices with this particular type of risk exposure would
be well advised to consider such research as they determine materiality and risk in their own
investment portfolios.

The issue of materiality is
inextricably linked with the
issue of metrics.

The issue of materiality is inextricably linked with the issue of metrics. In 1997, Ceres first
addressed the absence of environmental performance metrics with the launch of the Global
Reporting Initiative (GRI). The GRI’s Sustainability Reporting Framework asked companies
to voluntarily measure and report on their environmental, economic, social, and governance
performance. Since its launch, the GRI has become a separate entity, now headquartered
in Amsterdam, which has obtained reports from more than 5,000 firms and organizations
to date. These voluntary disclosures provide investors with valuable information on many
aspects of climate-related performance, which can help to guide their decision making.
As the field of sustainable investing has grown, new frameworks have emerged to give investors
an increased understanding of what sustainability factors are most material on a sector-specific
basis and to move beyond voluntary corporate reporting. An important step in this direction has
been the establishment of the Sustainability Accounting Standards Board (SASB), which is
currently working on accounting standards specific to each industry that will help investors to
identify the most material sustainability factors sector by sector. These accounting standards are
set for release in 2014, and SASB’s goal is for the accounting standards to become authoritative
in the same way as those of the Financial Accounting Standards Board (FASB).
Another challenge for the climate-conscious investor has been the proliferation of sustainability
rankings, surveys, and other tools. It is often difficult to sort through this sea of sustainability
reporting and to determine which rankings and ratings are most legitimate. To that end, Ceres
and the Tellus Institute have recently partnered to launch the Global Initiative for Sustainability
Ratings (GISR), which takes into consideration all the existing surveys and ratings systems and
issues guidance on which are the most valuable for investors to consider.
Much of the leadership on sustainability metrics has been driven by forward-thinking companies,
which understand the financial rationale and competitive advantages derived from factoring
climate considerations (along with other critical ESG factors) into products and operations.
Puma, for example, pioneered an environmental profit-and-loss statement that gives “a true
picture of the cost of producing its goods in terms of the natural resources used and the
environmental impacts of its operations – from raw materials through to the retail transaction.”9
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With the long-standing
tools such as GRI reporting,
the developing thought
leadership of organizations
such as the SASB and the
GISR, as well as innovation
at the company level,
investors now have
a variety of tools at
their disposal to help
guide their understanding.

The field of materiality and metrics thus continues to evolve in helpful ways. In addition to
Bloomberg ESG terminals and the developing frameworks mentioned above, there are now
many financial indices that cover sustainability, including the HSBC Climate Index, Prudential
Green Commodities Index, NASDAQ Global Sustainability 50 Index, and comprehensive
sustainability indices by FTSE and MSCI. Importantly, investors should not feel that they must
wait for the perfect framework for measuring materiality, or the perfect set of sustainability
metrics, before starting to implement a climate-conscious investment strategy. Given the
inherent subjectivity of sustainability risks, such systems will never be as cut-and-dried as
traditional financial accounting systems and there will be some element of subjectivity involved.
Despite this inherent challenge, today’s investors have an excellent opportunity for progress
on climate-conscious investing. With the long-standing tools such as GRI reporting, the
developing thought leadership of organizations such as the SASB and the GISR, as well as
innovation at the company level, investors now have a variety of tools at their disposal to help
guide their understanding. As investors consult these frameworks and determine which will
be most useful for their portfolios, they will be poised to implement investment strategies to
mitigate climate risk.
Importantly, family offices are also well positioned to ask questions of companies and funds
in which they invest concerning the materiality of certain climate risks and the metrics these
companies and funds are using to measure such risks. Forward-thinking companies and funds
are already acting, but family offices have the ability to prompt laggards to start focusing on these
issues. Through such outreach, these companies and funds will develop an increased awareness
that climate risk is important to investors and that they should be acting and reporting on this
risk accordingly.
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∆ STEP 3: INVESTMENT GUIDELINES
Once a family office has formally decided to pursue climate risk mitigation, a logical next step
is to formulate investment guidelines for doing so. The investment guidelines should include
the family office’s recognition of climate risk as a critical investment risk and its commitment
to mitigating climate risk across all asset classes. These guidelines will help ensure
coordination among different members of a family office and guarantee that the goals of
family members, external advisors, and professional staff are aligned. Absent this shared set
of guidelines, it will be much more difficult for a family office to retain and monitor
appropriate investment managers, to measure both financial and climate-related outcomes,
and to reach climate risk mitigation goals.
Beyond establishing a belief in the financial relevance of climate risk and a commitment to
mitigating this risk, the family office must decide which strategy to pursue in mitigating
climate risk. On this note, it is again key to remember that there is no perfect climate risk
mitigation strategy, just as there is no perfect investment strategy as driven by traditional, nonclimate risk factors. What is important is that the family office makes sound decisions on the
basis of its communal knowledge, beliefs, and goals and starts moving forward on mitigating
climate risk in its investment portfolio.
In order to obtain group consensus on these guidelines, a retreat or other extended meeting
can be a helpful exercise. Some key group discussion questions that will inform the
investment guidelines include the following.
 Which climate risk factors are most material to the investment portfolio and are thus most
critical for the family office to evaluate?
ç Which metrics should be used in evaluating the climate/sustainability performance of
companies and funds?
 Should the family office move beyond a focus just on climate risk to also pursue climaterelated investment opportunities?
 How should the investment guidelines be communicated to external financial advisors?
 How should the progress of external financial advisors toward climate risk mitigation goals
be measured?
 What timelines are appropriate for measuring the outcomes of an investment strategy
which fully incorporates climate risk factors across all asset classes?
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SECTION II

Implementation
STEP 4

STEP 5

STEP 6

Manager Selection & Training

Managing Climate Risk
Across Asset Classes

Active Ownership

Choosing Climate-Conscious
Investment Managers &
Communicating Climate Risk
Mitigation Goals

Applying Climate Risk Investment
Guidelines across Asset Classes

Engaging with
Companies & Funds
on Climate-Related Issues

∆ STEP 4: MANAGER SELECTION & TRAINING
If investment managers sit within the family office, it is easier to emphasize and track the
family office’s focus on integrating climate risk into investment policies and practices. However,
if the family office retains external investment managers, with whom meetings are held only
periodically, it becomes more critical to communicate a clear and measureable focus on this
issue. Investment managers are typically evaluated directly for their skills in generating returns.
By communicating the goal of integrating climate risk, family offices will help their investment
managers understand that they are also being measured in part by their success in helping the
family office to mitigate climate risk and to capture climate-related investment opportunities.
Questions family offices may wish to ask of their current or potential investment managers
may include the following:
ñ What is your training and expertise in integrating climate risk analysis into investment decisions?
ñ What is your opinion regarding the effect on risk-adjusted financial returns of integrating
climate risk analysis?
ñ What internal or external resources do you use to identify and evaluate climate risk factors
and to provide climate risk analysis?
ñ Do you provide your clients with reports showing the climate risk characteristics of their
portfolios?
ñ To which affiliate organizations (PRI, INCR, etc.) does your firm belong, and what is your
involvement with these organizations?
ñ Has your firm generated any white papers or other examples of thought leadership on the
incorporation of climate risk into investment decisions?
ñ Does your firm maintain a separate department that focuses on climate-driven investing or
on sustainable investing?
In monitoring investments, family offices should set clear evaluation criteria for their investment
managers along climate risk dimensions and should measure the managers’ performance
against these expectations periodically. In doing so, family offices can help to drive stronger
performance in their own portfolios as well as to build the field of climate-conscious investing.
Much of the rise of sustainable investing in Europe, for example, has been propelled by the
personal interest of family offices and high net worth individuals, who have raised the question
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of sustainable investing in meetings with their investment managers. In the U.S., the same
phenomenon is now unfolding, and often it is the leadership of individuals and families that has
driven action by investment managers in this area.
As a response to this burgeoning client interest, there has been significant growth of late in
the number of investment firms that are focused either entirely or significantly on sustainable
investing and/or impact investing. This trend has made it easier for investors concerned with
sustainability issues such as climate risk to find investment managers and firms whose goals
are aligned with their own.

∆ STEP 5: MANAGING CLIMATE RISK ACROSS ASSET CLASSES
All family offices are unique and hold a variety of assets. Thus, not every asset class or
climate risk mitigation strategy will be relevant to every family office. However, climate risks
(and opportunities) are relevant to every asset class. Following are a number of examples of
how these risks and opportunities are found within each asset class and considerations family
offices should take into account in order to best mitigate climate risk and to realize climaterelated investment opportunities.

a. Fixed-Income
Fixed-income investments are often exposed to substantial sustainability risks. Climate and
water risks, for example, are common hidden risks within fixed-income investments. Ceres’
groundbreaking 2010 report, The Ripple Effect: Water Risk in the Municipal Bond Market,
uncovered hidden water risks in municipal bonds. The report generated water risk ratings for
eight investment-grade public utility bonds (six water utility bonds and two electric power utility
bonds), and its findings demonstrated that investors are often assuming unknown climate risk
when funding municipal bonds. Part of the problem is that credit ratings for public utilities take
scant account of water scarcity or climate change, both of which could threaten the long-term
performance of the utilities. Better disclosure of water and climate risks is needed so that this
information asymmetry does not perpetuate and lead to sub-optimal investment decisions.
This is one specialized example of the many types of climate risk investors face in the fixedincome sector. In order to better manage these risks, family offices must conduct adequate due
diligence that incorporates factors such as water risk and climate risk into their fixed-income
investment decisions. This due diligence should include research on the issuing authority. In
order to best mitigate risk, family offices should confirm that the issuing authorities’ long-term
climate risk mitigation goals are aligned with their own.
On the opportunity side, investors can pursue fixed-income instruments that are specifically
designed to generate positive climate outcomes, such as green bonds. While there has been
some skepticism around the success of green bonds, there are many opportunities for highgrowth investments in this climate-friendly fixed income vehicle. For example, in early 2012
Berkshire Hathaway’s issuance of an $850 million green bond to finance its $2.4 billion
Topaz Solar Farm in California was oversubscribed, and it ultimately generated a return of
5.75% for investors.10 As with any investment, when considering green bonds family offices
must take into account all associated risks with this investment opportunity, such as policy
risks and variations in the price of natural gas. However, skilled investment managers will be
able to successfully incorporate these risks in order to best pursue investment opportunities
in this particular branch of fixed-income investments.
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Developments in the sustainable fixed-income investment infrastructure are also helping to
pave the way for investment opportunities in this sector. Traditionally, measuring ESG
performance (and thus mitigating climate risk) has often been more challenging in the fixedincome space than in other more transparent asset classes such as public equities. However,
that challenge is slowly improving as investors recognize the need for greater data in this area.
For example, the first comprehensive suite of ESG fixed-income index benchmarks is
scheduled for release in 2013, which will further assist in prudent investment decision
making in the fixed-income sector.

b. Public Equities
Public equities are perhaps the asset class with the most visible opportunities for climate risk
mitigation and for climate-related investment opportunities. When choosing corporations
and/or funds in which to invest, investors have access to a significant amount of publicly
available information regarding not only company financial performance, but also, increasingly,
regarding climate and sustainability performance. Both aspects must be considered for
investors to avoid climate risks from public equities in their portfolios. Integrated reporting,
which is the production of a combined annual report containing both financial and
social/environmental metrics, is being used by an increasing number of companies and
provides a helpful starting point for climate-related due diligence.

With this expanded
knowledge of a company’s
sustainability performance,
investors are better
positioned to identify and
thus avoid climate-related
risks over the long term,
as well as to pursue
climate-related
investment opportunities.

With this expanded knowledge of a company’s sustainability performance, investors are better
positioned to identify and thus avoid climate-related risks over the long term, as well as to
pursue climate-related investment opportunities. For example, many companies are now
voluntarily setting GHG emissions reduction targets, and investors can take such progress
into account. While there are limitations to integrated reporting—such as the fact that not all
material factors will be voluntarily reported by the company—nonetheless integrated reports
can help to inform investment due diligence. Family offices should consider integrated
reports a supplement to other sources of information, such as responses to the GRI.
When considering whether to invest in a company, family offices should refer to their
particular climate risk investing policies and priorities. No company will be perfect along all
climate risk dimensions. For example, one company might have excellent GHG emissions
reductions policies but be lacking in other areas related to climate risk. Therefore, it is up to
the family office to consult its investment guidelines and to proceed accordingly.
Traditionally, there has been criticism that companies focused on ESG factors (such as
climate risk) sacrifice performance in order to generate social and environmental outcomes.
Yet many studies have since shown that emphasis on ESG factors is accompanied by
enhanced financial performance. A recent Harvard Business School working paper has
supported this conclusion, finding that, “sustainability leaders tend to have better stock
performance, lower volatility, and greater return on assets (ROA) and return on equity
(ROE).”11 In an era of quickly diminishing natural resources and increasing exposure to
climate disruptions, companies that consider ESG factors such as climate risk are thus
promoting, not sacrificing, shareholder interests. As Mark Parker, CEO and President of Nike,
noted in Ceres’ report The 21st Century Corporation: The Ceres Roadmap for Sustainability,
“Integrating sustainability is not just a good opportunity for business. It is essential for success
in a world of constrained resources. Right now every business has a choice to make. We
choose to move fast, using sustainability as a force for innovation.”12
Given the demonstrated links between strong ESG performance and competitive financial
outcomes, family offices that select companies on the basis of strong ESG performance are in
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essence engaging in risk management. However, it is also possible to place a stronger
emphasis on the opportunity side, by actively selecting companies that have a climate focus
woven directly into their corporate DNA. Such companies include those that provide products
or services that directly generate positive environmental outcomes. Many such companies
exist in traditional corporate forms, but with an increasing number of corporate leaders
recognizing the need for triple bottom line performance, there are also newly emerging
corporate structures that may help to guide climate-conscious investment decisions.

Analysis of B Corporations,
particularly those with
products or services
closely aligned with the
specific environmental
concerns of a family office,
can be a useful part
of a climate-conscious
investing strategy.

One high-profile example is the B Corporation or “benefit corporation.” B Corporations are
required to have a social and/or environmental mission and to publish reports on their particular
social and environmental outcomes, alongside their traditional legally required financial reporting.
Maryland was the first state to allow B Corporations in April 2010,13 and since then 17 states
and the District of Columbia have followed suit.14 Examples of major companies that are now
classified as B Corporations include Seventh Generation and Patagonia.15 Companies can
certainly achieve significant social and environmental outcomes without the B Corporation
classification. However, the thinking behind this new legal structure is that by making the firm’s
commitment to social and environmental outcomes explicit, it will be more difficult for the firm’s
focus on these performance dimensions to sway. Additionally, it legally allows the firm to actively
pursue environmental and social outcomes alongside financial returns.
While such types of new corporate structures are an important step toward ensuring the
integration of social and environmental considerations into a company’s DNA, it is important
not to take a B Corporation label as an automatic indication that the company has strong ESG
performance. Due diligence should be carried out just as it would with any traditional company.
However, analysis of B Corporations, particularly those with products or services closely aligned
with the specific environmental concerns of a family office, can be a useful part of a climateconscious investing strategy.

c. Private Equity and Venture Capital
The growing focus on climate risk issues among private equity and venture capital firms
underscores the increasing materiality of climate risk. Given a private equity firm’s focus on
increasing the value of portfolio companies during the holding period, a natural focus has
emerged on how better climate risk management can support that goal. The results thus far
have been dramatic. The Environmental Defense Fund, for example, has become increasingly
focused on integrating ESG considerations (including climate risk mitigation) into private equity
investment policies and practices, working directly with major firms including KKR, The Carlyle
Group, and Oak Hill Capital Partners.
Through its work with EDF, KKR considers key environmental indicators at portfolio companies
and takes steps to realize climate opportunities and mitigate climate risk. These efforts have
produced highly positive outcomes. The 16 portfolio companies in the program in 2011 generated
$644 million in financial savings that year.16 In addition, EDF has worked with major private
equity firm Carlyle to develop an “EcoValuScreen.” This due diligence screen uses environmental
innovation to help drive value creation.
From the family office perspective, there are several ways to support these efforts to integrate
climate risk into investment decisions. First, family office members and/or their investment
managers can raise the question of climate risk mitigation and measurement on quarterly
earnings calls and ask for reports on how climate risk factors are being managed and
measured. Second, family offices can also take their efforts in this sector a step further by
actively investing with private equity firms or venture capital firms that not only capture
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climate-related efficiencies but that maintain a distinct focus on companies that produce
products and/or services that are geared toward generating positive climate outcomes. There
are many such firms, some with a focus entirely on energy or environment, which generate
competitive financial returns.

d. Real Estate
In the real estate sector, there are many different factors to consider when it comes to mitigating
climate risk in investments. Particularly with the advent of more frequent extreme weather,
real estate holdings are now subject to myriad physical risks. It is therefore incumbent upon
investors to understand whether there is significant physical risk exposure in their real estate
portfolios and to act accordingly. Such physical risks might stem from the location of property
in drought-prone areas, where inadequate water supply is a growing reality, or along shorelines,
where exposure to extreme weather events is of profound concern. In addition, as buildings
are constructed for long-term use, consideration of climate risk is particularly important at the
outset of construction. Investors in real estate projects should thus pay careful attention to
factors such as whether plans call for LEED certified buildings.
Ceres’ investor allies have a strong track record of integrating climate risk into real estate
holdings. For example, long-time INCR member CalPERS began to seriously address energy
efficiency in its real estate holdings as early as 2004.17 In December 2004, the CalPERS
Investment Committee set the ambitious goal of reducing energy consumption in its core real
estate holdings by 20% over a five-year period.18 Subsequent data analysis in 2009 showed
an impressive 22.8% overall reduction in energy consumption since the baseline measurement
taken in 2004.19 From the opportunity side, there is thus considerable opportunity in the real
estate sector. Energy efficiency, often termed the “low-hanging fruit” of climate crisis mitigation,
provides both financial savings and positive climate outcomes.

In the real estate sector,
energy efficiency has been
a key strategy for achieving
positive sustainability
outcomes and mitigating
climate risk.

In the real estate sector, energy efficiency has been a key strategy for achieving positive
sustainability outcomes and mitigating climate risk. A 2009 report, co-written by Ceres and
Mercer, offered a set of recommendations for incorporating energy efficiency into real estate
investment holdings, both for direct control of properties and for real estate focused funds or
stock ownership. For the former, investors are advised to establish a baseline measurement of
energy use across portfolios. Once this baseline is established, the recommended sequence
for energy reduction is to retrofit buildings; upgrade lighting; reduce electricity load demand
of occupants and equipment; upgrade and optimize air distribution systems; and upgrade
and optimize heating and cooling systems. There are numerous companies now focused on
sustainable building practices. In addition, sustainable real estate advocacy groups regularly
publish thought leadership on further strategies for reducing the carbon footprint of current
real estate holdings.
For family offices with real estate focused funds or stock ownership, specific considerations
include seeking funds with specific goals of acquiring energy efficient properties and/or of
improving energy efficiency in existing holdings. To inform these efforts, family offices can
consult such resources as The Global Real Estate Sustainability Benchmark (GRESB), which
provides sustainability benchmarking information for public and private real estate portfolios.
In addition, the Greenprint Foundation produces further guidance for reducing energy use at
the property level.
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e. Infrastructure
Investors should consider whether their infrastructure investments are exposed to various types
of climate risk. The increasing frequency of extreme weather events in recent years has drawn
growing attention to the physical climate risk of infrastructure investments. From proximity to
shorelines to location in drought-prone regions, the physical risks of climate change can lead to
significant financial risks in infrastructure investments. When selecting infrastructure investments,
family offices should confirm that their investment managers are taking all such risks into account.
However, infrastructure also presents a number of promising opportunities for investment. The smart
grid is one example of an infrastructure investment that helps to realize positive climate outcomes
by reducing strain on power grids and thereby reducing overall greenhouse gas emissions. In recent
years, a number of entrepreneurs have pioneered innovative infrastructure solutions related to
the smart grid and in the process have generated competitive financial returns. In the U.S.
specifically, aging infrastructure presents many opportunities for smart, sustainable investment in
infrastructure. As with real estate developments, infrastructure developments are built to last for
many years. Therefore, it is important that investors conduct careful due diligence regarding the
long-term sustainability performance of the infrastructure projects or funds in which they invest.

∆ STEP 6: ACTIVE OWNERSHIP
Past the point of investment
decision making, the use of
shareholder engagement is
another important tool in
making a portfolio less
vulnerable to climate risk.

Past the point of investment decision making, the use of shareholder engagement is another
important tool in making a portfolio less vulnerable to climate risk. Shareholder engagement
related to climate risk can take many forms. Two of the most effective are proxy voting and
filing shareholder resolutions. Ceres has long been at the forefront of driving shareholder and
stakeholder engagement on sustainability risks, co-leading the Shareholder Initiative on
Climate and Sustainability (SICS), an annual campaign to push companies across sectors to
improve their sustainability performance.
Proxy voting and filing shareholder resolutions may not be possible for all family offices, given
that not all family offices own stocks directly. For example, some family offices may be
invested in commingled funds, thereby making this strategy impossible to pursue. However,
where feasible, there are several active ownership steps that family offices can take.
The first step in proxy voting is reviewing and adopting proxy voting guidelines. Just as
investor guidelines on climate risk provide a blueprint for investing to protect portfolios from
this critical risk, proxy voting guidelines provide a blueprint for voting proxies in accordance
with the family office’s aims. The guidelines should cover the most significant proxy issues
that arise regularly and that are material (please see Appendix III for an example of
climate/sustainability-focused proxy voting guidelines and statement).
Climate change is certainly in the category of materiality, as many experts have long asserted.
For example, The World Economic Forum’s Global Risks 2011, Sixth Edition, identified climate
change as the leading global risk, when factoring in a combination of likelihood and impact.20
Including climate change and related issues in the proxy voting guidelines informs investment
managers that climate risk is an important corporate governance consideration and provides
direction on how they should cast proxy votes on climate-related resolutions. Investors who
already have proxy voting guidelines on climate risk may wish to review them regularly to ensure
they provide accurate guidance on each year’s climate-related shareholder resolutions.
Family offices can also go a step further than proxy voting to actually file shareholder resolutions
with companies in their portfolios. Ceres and its partners have achieved significant success with
shareholder resolutions in recent years. A resolution with FirstEnergy Corp., filed by Green
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Century Capital Management, was withdrawn after the company agreed to publicly commit to
a long-term strategy to use only dry storage for its coal ash, to stop pumping coal ash into its
1,000-acre treatment pond in Pennsylvania, and to transition to a dry method of waste storage,
which limits potential contamination. A resolution filed by Calvert Investments with the grocery
chain Kroger garnered 40.7% support. The resolution asked Kroger to issue a report on how the
company would assess and manage the impacts of climate change on the corporation,
specifically with regard to its supply chain. The high vote demonstrated shareholder concern
about climate risk even at companies that are not major direct GHG emitters.
Notably, as investor pressure for corporate sustainability builds, more and more shareholders
are joining in such efforts. A recent analysis by Ernst & Young showed that environmental and
social shareholder resolutions led all other major proposal categories on 2012 proxy ballots,
accounting for approximately 45% of all resolutions.21 Just two years ago, environmental and
social resolutions made up 30% of proposals.22 In the 2012 proxy season, for example, Ceres’
investor partners filed shareholder resolutions with 10 electric power companies and with 18
oil and gas companies alone on climate change and sustainability risks. Working together,
investors can achieve more than they can in isolation. By joining forces to encourage such
steps as cutting greenhouse gas emissions in company operations, supply chains, and
products, Ceres’ investor partners have won significant climate commitments since 2003
from more than 100 companies in the Fortune 1000 (please see Figure 2 for a representative
list of companies with which significant climate commitments have been achieved).

FIGURE 2

CORPORATE CLIMATE COMMITMENTS
The following is a list of companies that have made climate-related commitments following
shareholder advocacy by Ceres and its investor partners.
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Electric Power Sector

Allegheny Energy, Alliant Energy, Ameren, American Electric Power,
Arizona Public Service, Consolidated Edison, Domini Resources, DTE
Energy, Duke Energy/Cinergy, Dynegy, Exelon, FirstEnergy, FPL, Great
Plains Energy, MGE Energy, National Grid Group, PG&E, PPL, Progress
Energy, PSEG, Sempra, TXU, WPS Resource, CMS Energy, MDU Resources

Auto Sector

Ford Motor Company, General Motors, Nissan, Hertz, Avis Budget

Oil & Gas Sector

Anadarko, Apache, BP America, Chevron, ConocoPhillips, Devon, El Paso,
EOS Resources, Marathon, Tesoro, Valero, Williams, XTO, Spectra Energy,
Noble Energy, Range Resources, South Jersey Industries

Building & Retail Sector

Best Buy, Big Lots, Centex, Costco, D.R. Horton, Home Depot, KB Homes,
Liberty Property Trust, Lowe’s, Parkway, Rite Aid, Simon Property Group,
Staples, Starwood, Toll Brothers, Kimco Realty, TJX Companies, Pulte Homes

Financial Services/
Insurance Sector

Allianz SE, Bank of America, Chubb, Citigroup, Goldman Sachs, Hartford,
JP Morgan Chase, Marsh & McLennan, Merrill Lynch, Prudential, St. Paul
Travelers, State Street Corp., TIAA-CREF, Wells Fargo

Food & Beverage Sector

Green Mountain Coffee, Darden Restaurants

Other

Alcoa, Bemis, Continental Airlines, Dell, DuPont, Harley Davidson, Green
Mountain Power, Ryder Systems, Sun Microsystems, Timberland, Teradyne
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Beyond filing shareholder resolutions, investors can also participate in outreach efforts to
proxy advisory firms such as RiskMetrics and Glass Lewis, encouraging them to advise their
clients to support shareholder resolutions in the climate and sustainability space.

Beyond filing shareholder
resolutions, investors
can also participate in
outreach efforts to proxy
advisory firms such
as RiskMetrics and
Glass Lewis, encouraging
them to advise their clients
to support shareholder
resolutions in the climate
and sustainability space.

Shareholder resolutions in the climate risk arena have typically centered on issues such as
whether companies are adequately prepared for climate change, whether they are responsibly
managing the disposal of toxic materials, and whether they are reducing overall GHG emissions
from products and operations. With recent developments in regulations concerning political
contributions, however, companies also have a more active role than ever in influencing policy
decisions. Such decisions include climate policy, both at the state and at the national levels.
As such, beyond filing sustainability-related shareholder resolutions, investors should also be
privy to the climate policy positions and climate policy-related political contributions of
companies in their investment portfolios.
Organizations such as the Union of Concerned Scientists have conducted research in this
area and have published reports and articles highlighting which companies are lobbying
against climate action policies. The UCS’s May 2012 report, A Climate of Corporate Control:
How Corporations Have Influenced the U.S. Dialogue on Climate Science and Policy, gives
significant detail on this subject. In cases where transparency is not available, family offices
can join in shareholder engagement efforts to make corporate political contributions public.
As noted in the US SIF Foundation’s recent report on sustainable investing, this issue has
received considerable shareholder focus since the U.S. Supreme Court’s decision in the
Citizens United case.23 In 2011 and 2012, more than 100 shareholder resolutions were filed
in an attempt to secure “better review and disclosure by portfolio company management”
of company lobbying contributions and positions.24
The issues of policy positions and lobbying were among those that Ceres highlighted in its
March 2010 report, The 21st Century Corporation: The Ceres Roadmap for Sustainability.
In this report, Ceres urged company leaders to be transparent regarding their public policy
positions and their membership in, and contributions to, trade associations.
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SECTION III

Advocacy
STEP 7

STEP 8

STEP 9

Philanthropic Innovation

Policy and Market Initiatives

Joining the Conversation

Pursuing Climate-Related
Investment Opportunities through
Program-Related Investments

Pushing for Policies and Market
Initiatives to Support the Transition
to a Sustainable Global Economy

Sharing Challenges
and Best Practices in
Climate Risk Mitigation

∆ STEP 7: PHILANTHROPIC INNOVATION
For family offices that maintain private foundations, there are other ways through which the
family office can mitigate climate risk while also investing in climate solutions. One such
strategy is utilizing program-related investments as part of their philanthropic giving.
A program-related investment (or PRI) is a specialized type of impact investment that has
been increasingly used by foundations seeking to amplify their philanthropic impact. Impact
investing is investing that deliberately seeks not just mitigation of ESG risk factors but also the
generation of positive ESG outcomes. In its ideal form, impact investing yields both competitive
financial returns and positive social and environmental impacts. For a PRI specifically, investors
are generally willing to accept a below-market rate of return given that a program-related
investment is specifically designated to meet a philanthropic goal.

The PRI is thus a powerful
philanthropic strategy
because if the capital
is repaid, it can then
be reused, thereby
multiplying its impact.

Unlike a grant, which is dispersed and then used by the grantee, a program-related investment
will ideally generate repayment of, or even returns on, the investment. The PRI is thus a powerful
philanthropic strategy because if the capital is repaid, it can then be reused, thereby multiplying
its impact. First pioneered by the Ford Foundation in the late 1960s, the PRI added a new tool
to the philanthropic toolbox, and the codification of a PRI in the IRS tax code in 1969 formally
paved the way for this new philanthropic foundation strategy. However, PRIs long remained
on the fringe of philanthropic activity.
With the rise of impact investing, however, PRIs began to slowly gain ascendancy within the
foundation world. In 2008, this trend was further amplified by the recession. As foundation
endowments dropped by an average of 25-26%, corresponding cutbacks in foundation grantmaking followed. Faced with having to do more with less, a number of foundations innovated
to make their investments stretch further. A Foundation Center survey conducted during the
recession revealed that of the largest U.S. foundations, “over half planned to engage in more
non-grantmaking activities as a result of the downturn, with more than one-in-ten of these
grantmakers expressing an interest in increasing their use of program-related investments.”25
For example, family foundations focused on sustainability began to pursue climate-focused
PRIs in order to maintain the level of impact with the decreased funding now available for
grants. Since PRIs are meant to provide repayment of investment or positive returns, they are
more effective than traditional grants in stretching a foundation’s philanthropic impact further.
To date, several major foundations have joined early pioneers in this space. For example, the
Gates Foundation entered the field in 2009, dedicating an initial $400 million to PRIs (a total
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that slightly exceeded the entire PRI deployment by all U.S. foundations in 2007).26 In a
Chronicle of Philanthropy interview, then-CEO Alexander Friedman noted, “It’s a big move,
but it really needs partners to have catalytic uptick.”27
While the Gates Foundation’s entry into this space has certainly been influential and the
influence of other major foundations has been quite significant in building the field for PRIs,
there are ample opportunities for high-impact PRIs that are dispersed on a smaller scale.
PRIs are an especially critical vehicle for socially or environmentally focused businesses
which do not yet have proven track records and thus might have difficulty attracting financing
through traditional channels.
As program-related investments become more prevalent, and as their promise is being
demonstrated by successful investments—such as an early PRI in the now-flourishing
Revolution Foods—there are more investment opportunities and affinity networks available
to family offices and other interested investors. For example, the Global Impact Investing
Network (GIIN) maintains ImpactBase, an online global directory of impact investment
vehicles. ImpactBase is available to accredited investors and financial advisors through
subscription, and it presents an excellent opportunity to find opportunities that fit specific
impact investment objectives, including in the area of program-related investments. Specific
to energy-related investments, a newly launching Boston-based NGO called PRIME (Program
Related Investment Makers in Energy) seeks to provide guidance to family offices on designing
energy-focused PRI strategies and to facilitate information sharing among family offices
regarding possible investment opportunities in energy-focused PRIs.
Many PRI-related opportunities are disruptive innovations and might struggle to obtain capital
through traditional avenues. Family offices can play a significant role in providing this seed
capital so that the technology can be developed, proven, and implemented. At that point,
additional funding can be secured in order to take the technology to scale and to drive
significant social and environmental impacts.

∆ STEP 8: POLICY & MARKET INITIATIVES

By advocating for smart
policies in such areas
as climate and energy,
family offices can help
to secure market signals
that pave the way for
investment strategies
focused on climate risk.

By advocating for smart policies in such areas as climate and energy, family offices can help
to secure market signals that pave the way for investment strategies focused on climate risk.
As a leading NGO marshaling the business and investor voice in support of addressing climate
risk, Ceres understands the power of the business and investor sectors in pushing for bold
climate and energy policy action.
At the national level, for example, Ceres and many other like-minded allies continue to push
for comprehensive climate policy. The current U.S. political climate has made this goal a
challenge. Despite the tough political headwinds, however, the investor argument in favor of
climate policy action in particular has proven effective in moving major government agencies.
One such success story was the United States’ Securities and Exchange Commission’s
issuance of interpretive guidance related to the material risks and opportunities resulting from
climate change. This guidance, issued by outgoing SEC Commissioner Mary Schapiro in 2010,
came as a result of a five-year campaign by Ceres and other climate policy advocates.
As a recent article describing Ms. Schapiro’s tenure noted of the decision to issue guidance:
“Ms. Schapiro, ‘heard and responded to increasing investor concerns about the lack of
corporate disclosure on the serious financial impacts from major environmental and social
issues. At the same time, the Schapiro SEC recognized the need to assure investors
meaningful roles in corporate governance. This reflected her strong dedication to public

ADVOCACY
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disclosure and informed investors.’”28 This example illustrates the power of the investor voice
in generating effective public policies on climate and sustainability, and there are ample
opportunities for family offices to support policies that will help the environment for sustainable
investing. For example, in the area of renewable energy, the production tax credit (PTC) for
wind was set to expire at the end of last year. Business and investor leaders lent their voices
in support of this tax credit, serving as a credible and influential constituency to successfully
make the economic case to policymakers for the PTC’s continuation.
Presently, Ceres and the Principles for Responsible Investment are collaborating on a new
initiative to push stock exchanges worldwide to require listed companies to disclose their
material sustainability risks (including climate risk). Stock exchanges in London, Denmark,
Sweden, and Johannesburg already maintain sustainability listings, but progress on
integrating such listings elsewhere has been slow. Again, there is an excellent opportunity for
investors such as family offices to add their voices in favor of these efforts and to help ensure
appropriate listing of sustainability risk factors.
It is important to keep in mind that not all policies are created equal and that even well
meaning policies might have unintended negative externalities. Given the complexity of the
policy landscape, it is critical for family offices to fully understand the policy in question.
Multiple advocacy groups can help to guide family offices’ involvement in this arena. For
example, Ceres currently provides monthly briefings on key policy developments to the
members of the INCR. In addition to this policy education, Ceres offers members the option
of joining sign-on letters in support of select sustainability policies and has also offered
opportunities for INCR members to join in-person meetings with local, state, and national
policy leaders to provide education on the financial need for bold climate and energy policy.

∆ STEP 9: JOINING THE CONVERSATION

Family offices are poised
to be key actors in the
successful development
of the climate-conscious
investing field, and this
role presents an
exciting intellectual and
leadership opportunity.

ADVOCACY

As family offices pursue some or all of the aforementioned eight steps toward incorporating
climate risk mitigation into their investment strategies, they are highly encouraged to periodically
share both successes and challenges in these efforts. This information could take the form of
white papers, presentations at family office events, or participation in webinars focused on the
issue of climate risk. Effective implementation of climate risk mitigation is not linear, but rather
is an iterative process informed by practice and also by lessons learned from other family offices
and other investors. Sharing information thus helps to inform strategies and to ensure that
family offices are moving forward successfully with their own climate risk investing policies and
practices. Family offices are poised to be key actors in the successful development of the climateconscious investing field, and this role presents an exciting intellectual and leadership opportunity.
One way for family offices to join the conversation is to reach out directly to other family
offices and to serve as a resource for questions they might have as they begin to consider the
issue of climate risk. Beyond these direct conversations, family offices also have myriad
opportunities to participate in affiliate organizations such as Ceres, the Mission Investors
Exchange, Confluence Philanthropy, and many other climate-focused advocacy and advisory
groups (for a representative list of such organizations, please see Appendix I). This active
participation will provide family offices which have not yet begun to implement climate risk
mitigation strategies a window into how to begin. Through such efforts, family offices can play
a critical role in promoting climate risk mitigation in investment portfolios and in forging best
practices on this issue.
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APPENDIX I

CLIMATE CHANGE AFFINITY ORGANIZATIONS & ADVISORY GROUPS
1 Ceres, Inc. http://www.ceres.org
Boston-based NGO mobilizing the business and investor communities to build
a sustainable global economy
2 Confluence Philanthropy http://www.confluencephilanthropy.org
NYC-based non-profit philanthropic affinity group supporting the proliferation of missionrelated investing and fostering philanthropic leadership in mission-related investing
3 Global Impact Investing Network http://www.thegiin.org/cgi-bin/iowa/home/index.html
NYC-based NGO dedicated to increasing the scale and effectiveness of impact investing
4 GISR (Global Initiative for Sustainability Ratings) http://ratesustainability.org
Boston-based NGO designing and stewarding a global ESG sustainability ratings standard
that allows business and organizations to contribute to sustainable development
5 GRI (Global Reporting Initiative) https://www.globalreporting.org/Pages/default.aspx
Amsterdam-based NGO that provides companies and organizations worldwide with
a comprehensive sustainability reporting framework
6 Investor’s Circle http://www.investorscircle.net
Durham- and San Francisco-based network of angel investors who seek financial, social,
and environmental returns on their investments
7 INCR (Investor Network on Climate Risk) http://www.ceres.org/investor-network/incr
Ceres’ network of 100+ investor members committed to addressing the risks and seizing
the opportunities resulting from climate change and other sustainability challenges
8 Mission Investors Exchange https://www.missioninvestors.org
Seattle-based membership organization for foundations and mission investing organization
that use PRIs or mission-related investments to reach philanthropic goals
9 Principles for Responsible Investment Initiative http://www.unpri.org
International network of investors working to put the six Principles for Responsible
Investment into practice
10 US SIF (The Forum for Sustainable and Responsible Investment) http://www.ussif.org
Washington DC-based U.S. membership association for professionals, firms, institutions
and organizations engaged in sustainable and responsible investing
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APPENDIX II

FIRMS WITH CLIMATE-RELATED INVESTING EXPERTISE
1 Bamboo Finance http://www.bamboofinance.com
Offices in Bogota, Singapore, Luxembourg, Geneva, and San Francisco, CA
2 Boston Common Asset Management http://www.bostoncommonasset.com
Located in Boston, MA
3 Breckinridge Capital Advisors http://www.breckinridge.com
Located in Boston, MA
4 Capricorn Investment Group
Offices in Palo Alto, CA and New York City, New York
5 Christian Brothers Investment Services, Inc.
Offices in Chicago, Illinois; Denver, Colorado; New York City, New York; and San Francisco, CA
6 Climate Change Capital http://www.climatechangecapital.com/home.aspx
Offices in London, UK and Beijing, China
7 DBL Investors http://www.dblinvestors.com
Located in San Francisco, CA
8 Domini Social Investments http://www.domini.com
Located in Rhode Island
9 EKO Asset Management Partners http://ekoamp.com
Located in New York City, New York
10 Generation Investment Management http://www.generationim.com
Offices in London and New York City, New York
11 Impax Asset Management http://www.impaxam.com
Offices in London, Hong Kong, and New York City, New York
12 Imprint Capital http://www.imprintcap.com
Offices in New York City, New York and San Francisco, CA
13 Pax World Management LLC http://www.paxworld.com/about-pax-world/overview
Offices in Boston, MA and Portsmouth, NH
14 Prime Buchholz http://www.primebuchholz.com
Offices in Portsmouth, NH; Boston, MA; and Atlanta, GA
15 Sonen Capital http://sonencapital.com
Offices in New York City, New York and San Francisco, CA
16 Trillium Asset Management http://www.trilliuminvest.com
Located in Boston
17 UBS Private Wealth Management http://www.ubs.com/us/en/wealth/exp_ubs/private_wm.html
Multiple offices in U.S. and abroad
18 Veris Wealth Partners, LLC http://www.veriswp.com
Offices in New York City, New York; San Francisco, CA; and Portsmouth, New Hampshire
19 Walden Asset Management http://www.waldenassetmgmt.com
Located in Boston
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APPENDIX III

SAMPLE ENVIRONMENTAL PROXY VOTING POLICY
STATEMENT & GUIDELINES
Vermont Retirement Systems and Vermont State Treasurer’s Office: Proxy Voting
POLICY STATEMENT AND GUIDELINES
Environmental Reporting
Reports and enhanced disclosure addressing potential environmental liabilities and
sustainable development are important to companies because they offer a formal structure
for decision-making that helps management teams anticipate and address important risks
and global trends that can have serious consequences for business and society.
Shareholders may request general sustainability reports on a specific location (i.e.,drilling
in the Artic) or operation (i.e., nuclear facility), often requesting that the company detail the
environmental, social, legal, and other risks and/or potential liabilities of the specific project
in question…
Vermont managers should generally vote FOR shareholder proposals seeking greater disclosure
on the company’s environmental practices, and/or environmental risks and liabilities.
Global Warming/Greenhouse Gas Emissions
Scientists generally agree that gases released by chemical reactions including the burning of fossil
fuels contribute to a “greenhouse effect” that traps the planet’s heat leading to changing climate
patterns, violent weather swings, melting glaciers, rising sea levels, and receding coastlines.
Vermont managers should generally vote FOR shareholder proposals calling for the reduction
of greenhouse gas emissions under a reasonable timeline.
Invest in Clean/Renewable Energy
Filers of proposals on renewable energy ask companies to increase their investment in
renewable energy sources and to work to develop products that rely more on renewable
energy sources. Increased use of renewable energy will reduce the negative environmental
impact of energy companies. In addition, as supplies of oil and coal exist in the earth in
limited quantities, renewable energy sources represent a competitive, and some would even
argue essential, long-term business strategy.
Vermont managers should generally support shareholder proposals seeking increased
investment in renewable energy sources, taking into account whether the terms of the
resolution are realistic or overly restrictive for management to pursue.
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APPENDIX IV

CURRENT MEMBERS OF CERES’ INVESTOR NETWORK
ON CLIMATE RISK
AFL-CIO
Amalgamated Bank LongView Funds
American Federation of State, County, & Municipal Employees
As You Sow
AWJ Capital Partners, LLC
The Betsy and Jesse Fink Foundation*
BlackRock, Inc.
Boston Common Asset Management, LLC
Breckinridge Capital Advisors
British Columbia Investment Management Corporation
Brown University
The Bullitt Foundation*
California Public Employees’ Retirement System
California State Controller’s Office
California State Teachers’ Retirement System
California State Treasurer’s Office
Calvert Asset Management Company, Inc.
Christian Brothers Investment Services, Inc.
The Christopher Reynolds Foundation*
ClearBridge Advisors
Climate Change Capital
Connecticut Office of the State Treasurer
CtW Investment Group
CWA/ITU Negotiated Pension Plan
Deutsche Asset Management
Domini Social Investments LLC
Doris Duke Charitable Foundation*
Equilibrium Capital Group LLC
F&C Investments
Florida Chief Financial Officer
Florida State Board of Administration
Fred Alger Management, Inc.
Friends Fiduciary Corporation
Generation Investment Management LLP (US)
Green Century Capital Management
Illinois State Board of Investment
Illinois State Treasurer
Impax Asset Management
International Brotherhood of Teamsters, Pension Fund
Jonathan Rose Companies
Kleiner Perkins Caufield & Byers
Kriss Investment Group LLC
Laborers’ International Union of North America
Laird Norton Family Foundation*
Legg Mason Inc.
The Lemelson Foundation*
Local Authority Pension Fund Forum
Macquarie Infrastructure and Real Assets
Maryland State Retirement and Pension System
Maryland Treasurer’s Office
Massachusetts Office of the State Treasurer
Mercy Investment Services, Inc.
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MFS Investments
Miller/Howard Investments, Inc.
MissionPoint Capital Partners
The Nathan Cummings Foundation*
National Union of Public and General Employees
The Needmor Fund*
New Mexico State Treasurer’s Office
New York City Employee’s Retirement System
New York City Office of the Comptroller
New York State Comptroller
New York State Teachers’ Retirement System
North Carolina Department of State Treasurer
Ohio Treasurer of State
Oregon Office of the State Treasurer
Parnassus Investments
Pax World Management Corp.
Pennsylvania Treasury Department
Portfolio 21 Investments
Portico Benefits Services
Presbyterian Church (USA)
Prudential Investment Management
Rhode Island Office of the General Treasurer
Rockefeller Brothers Fund*
Rockefeller Financial Asset Management
Savitr Capital, LLC
SEB Investment Management
Service Employees International Union
Sheet Metal Workers’ National Pension Fund
Sisters of St. Dominic (Caldwell, NJ)
Smith Breeden Associates, Inc.
State Street Global Advisors
Sustainable Asset Management USA, Inc.
Swarthmore College
TerraVerde Capital Management LLC
TIAA-CREF
Trillium Asset Management Corporation
UAW Retiree Medical Benefits Trust
Unitarian Universalist Association of Congregations
United Church of Christ – Pension Boards
United Methodist Church General Board of Pension
and Health Benefits
The University of Vermont
VantagePoint Capital Partners
Veris Wealth Partners
The Vermont Community Foundation*
Vermont Office of the State Treasurer
Walden Asset Management
Washington State Investment Board
Washington State Treasurer
Water Asset Management
Winslow Management Company
*Denotes foundation member
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FURTHER RESOURCES & RESEARCH
ON CLIMATE-RELATED INVESTING
Booz & Co and Robeco. Responsible Investing: A Paradigm Shift from Niche to
Mainstream. 2008.
The Monitor Institute. Investing for Social and Environmental Impact: A Design for
Catalyzing an Emerging Industry. January 2009.
International Finance Corporation and The World Bank Group. Gaining Ground: Integrating
Environmental, Social, and Governance Factors into Investment Processes in Emerging
Markets. March 2009.
Institute for Responsible Investment. Handbook on Climate-Related Investing across Asset
Classes. April 2009.
Business for Social Responsibility. ESG in the Mainstream: The Role for Companies and
Investors in Environmental, Social, and Governance Integration. September 2009.
Mercer. Shedding light on responsible investment: Approaches, Returns, and Impacts.
November 2009.
Principles for Responsible Investment. Responsible Investment in Private Equity—Case
Studies. 2009.
Ceres. The 21st Century Corporation: The Ceres Roadmap for Sustainability. March 2010.
Mercer. Climate Change Scenarios—Implications for Strategic Asset Allocation. February 2011.
World Economic Forum. Accelerating the Transition towards Sustainable Investing:
Strategic Options for Investors, Corporations, and other Key Stakeholders. 2011.
Cook, Jackie and Kirsten Snow Spalding. Ceres Guidance: Proxy Voting for Sustainability.
Summer 2011.
Generation Investment Management. Sustainable Capitalism. February 15, 2012.
PriceWaterhouseCoopers. Do investors care about sustainability? Seven trends provide clues.
March 2012
Deutsche Bank Climate Change Advisors. Sustainable Investing: Establishing Long-Term
Value and Performance. June 2012
The Tellus Institute. Total Portfolio Activation—A Framework for Creating Social and
Environmental Impact across Asset Classes. August 2012
Towers Watson. We Need a Bigger Boat: Sustainability in Investment. August 2012.
Eurosif. High Net Worth Individuals and Sustainable Investment, 2012. October 2012
US SIF Foundation. Report on Sustainable and Responsible Investing Trends in the United
States, 2012. November 2012.
Carbon Tracker and Grantham Research Institute. Unburnable Carbon 2013: Wasted Capital
and Stranded Assets. April 2013.
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T: 617-247-0700
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Ceres is a nonprofit organization mobilizing
business leadership on sustainability issues
such as global climate change. Ceres directs
the Investor Network on Climate Risk,
a network of more than 100 investors with
collective assets of $11 trillion USD.
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