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Welcome to VicSuper’s
first annual Climate
Change Report.
This report is a supplement to VicSuper’s 2018 Annual
Report. It outlines our approach to the management
of financial risk due to climate change and has been
prepared with reference to the Taskforce on Climaterelated Financial Disclosures (TCFD) recommendations.
It covers the financial year 1 July 2017 – 30 June 2018,
unless otherwise stated.
vicsuper.com.au/annualreport2018

The scope of this report is limited to the operations of
VicSuper Pty Ltd as Trustee for the VicSuper Fund, the
assets and management of the VicSuper Fund and the
wholly-owned subsidiary VicSuper Ecosystem Services
Pty Ltd.

Important information and disclaimer
VicSuper Pty Ltd ABN 69087 619 412, AFSL 237333,
Trustee of Victorian Superannuation Fund ABN 85 977
694 496.
The information contained in this report is given in good
faith and has been derived from sources believed to be
reliable and accurate. No warranty as to the accuracy
or completeness of this information is given and no
responsibility is accepted by VicSuper Pty Ltd or its
employees for any loss or damage arising from reliance
on the information provided. This publication does not take
into account your financial situation, objectives or needs.
vicsuper.com.au

Released 3 October, 2018
© 2018 VicSuper Pty Ltd. All rights reserved. No part
of this communication, covered by copyright, may be
reproduced or copied in any form or by any means
without the written permission of VicSuper Pty Ltd.
Cover image: Finerge wind farm in Portugal, part of
VicSuper’s investments in infrastructure through First State
Investments European Diversified Infrastructure Fund II.

Let us know what you think
If you’d like to comment on this Climate Change
Report or any of the information we’ve covered in
these pages, please contact us on:
corporateresponsibility@vicsuper.com.au
1300 366 216

VicSuper

Statement from our CEO
As a profit-to-member super fund, we do everything we can to
help maximise our members’ retirement savings and income and
make a positive contribution to the world they’ll retire in.

An important part of that approach
is to invest responsibly and for the
long term. This involves thinking
about how real-world issues like
climate change affect investment
risk and return, but also how we can
help support a healthy economy,
environment and society.
We believe that climate change
has the potential to have a material
negative impact on our portfolio
due to its impact on the environment
and society. We also know that the
impacts on asset classes and sectors
will vary. We are committed to
managing the financial risk in our
portfolio resulting from climate
change.

During the last financial year, we
developed a new Responsible
Investment Policy that takes into
account our updated responsible
investment and climate change
beliefs. These beliefs have
subsequently been incorporated
into our Investment Governance
Framework, to ensure that VicSuper
remains well placed to manage the
financial risk due to climate change in
our portfolio and continues to deliver
long term value to our members.

and long term shareholder value
because it can encourage companies
to become better at managing and
understanding their risks, equipping
them to tackle future challenges and
adapt to change. As an active owner,
we engage with the companies that
we invest in to encourage disclosure
of the financial risk due to climate
change in accordance with the
Taskforce on Climate Related
Financial Disclosures (TCFD)
recommendations.

We also recognise that we have
an important role to play in
influencing the transition to a
low-carbon economy. Consistent
with this belief, we have invested
$1 billion in a new international equity
customised carbon strategy. As a
signatory to Climate Action 100+
and through support for climate
change shareholder resolutions we
are also encouraging the companies
that we invest in to take action on
climate change.

Because we expect the companies
we invest in to make disclosures
in accordance with TCFD, it is only
right that our members and other
stakeholders would expect the same
from us. With that in mind, I am
pleased to present VicSuper’s first
Climate Change Report.

Transparent disclosures by the
companies we invest in help us to
make sound investment decisions
on climate-related risks and
opportunities. We also believe that
disclosure can drive tangible change

Michael Dundon
VicSuper CEO
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Executive summary
We recognise that climate change has the potential to have a material
negative impact on our investment portfolio due to its impact on the
environment and society, and that it is incumbent on us to manage the
financial risk in our portfolio resulting from these impacts, on behalf of our
members. That’s why we’re aligning our investments with a pathway
towards a low carbon economy.
Our approach to the management of
the financial risk due to climate
change is explained in our Climate
Change and Investments Strategy.
The key objective of this strategy
aims to ensure that our investment
portfolio is resilient and adaptive to
climate risk. On an annual basis, we
conduct stress testing of the
portfolio against a range of range of
climate change scenarios. Overall,
this stress testing has indicated that
our investment portfolio and
direction of VicSuper’s current
investment strategy is appropriate
for managing the risk of climate
change.
The VicSuper Board retains ultimate
responsibility for oversight of all
aspects of our operational and
investment decisions, including
oversight of our management of the
financial risk due to climate change.
During the year we reviewed and
updated our responsible investment
and climate change beliefs, and
incorporated these into our

Investment Governance Framework
and Responsible Investment Policy.
The financial risk due to climate
change and its impact on the Fund’s
investment portfolio is identified in
VicSuper’s overall risk management
framework. Last year, we conducted
a detailed assessment of the
potential impacts of the financial risk
due to climate change on the
portfolio. The assessment considered
physical as well as transition risks at
the asset class and equities sector
level. VicSuper actively monitors
current and potential areas of the
financial risk due to climate change
and takes action to mitigate the
impacts on our members’ retirement
savings.
VicSuper was one of the first super
funds in Australia to measure the
carbon intensity of our equities
investments and we continue to
conduct this analysis every
year. At June 2018, our equities
investments represented $10.7 billion

Ross River Solar Farm outside Townsville, Queensland. Part of VicSuper’s infrastructure investments.
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(approximately 51% of our total
portfolio) and had a weighted
average carbon intensity of 239
tonnes of CO2e/A$M. We are
continuing to work to reduce the
carbon intensity of our equities
portfolio through actions such
as our new $1 billion international
equity customised carbon strategy.
We believe that collaboration
between business, the community
and governments is needed to create
the collective impact required to
transition to a low-carbon economy.
We work with a range
of collaborative networks on a
range of advocacy activities
including endorsing and engaging
on the TCFD, signing the Global
Investor Statement ahead of the
G7, and collaboration as part of
Climate Action 100+.

Strategy
How we manage the financial risk due to climate change is set
out in VicSuper’s Climate Change and Investments Strategy.

Approach
VicSuper’s overarching investment
strategy is about building and
protecting members’ retirement
savings by aiming to deliver steady,
long-term investment outcomes.
A key part of this is about having an
investment strategy in place that is
well equipped to help deliver positive
returns in a range of environments,
including those impacted by climate
change.
We recognise that climate change
has the potential to have a material
negative impact on society and the
environment and that this will

provide both opportunities and
potential risks for the investment
portfolio. We therefore have a
responsibility to manage the financial
risk in our portfolio resulting from
climate change, on behalf of our
members. To manage this risk,
and contribute to achieving the
objectives of the Paris Climate
Agreement to keep global warming
well below 2 degrees celsius, we aim
to align our investments with a
pathway towards a low-carbon
economy.
Our approach to the management
of the financial risk due to climate
change is explained in VicSuper’s

Climate Change and Investments
Strategy. Our strategy clearly defines
our climate change beliefs and
commitments, and addresses risks
across three key areas - Governance,
Investments and Engagement. The
implementation of the strategy has
been staged over three years to
assist with managing resourcing and
implementation risks. This strategy
was developed based on an analysis
of the implications of climate change
for our portfolio and a review of best
practice publications including those
from the Principles for Responsible
Investment (PRI) and Investor Group
on Climate Change (IGCC).

VicSuper
climatebeliefs
beliefs
VicSuper Climate
Climate change has the potential to have a material negative impact on society and the environment. This will provide both
opportunities and potential risks for VicSuper’s investment portfolio. We have a fiduciary duty to manage the financial risk due to
climate change in our portfolio.

Climate commitments and objectives
Climate commitments and objectives

We support the objectives of the Paris Climate Agreement to keep global warming well below 2 degrees celsius and aim to align
our investments with a pathway towards a low-carbon economy. Further commitments are outlined in our TAKE2 Climate Pledge.
Our key objective aims to ensure that the Fund’s investment portfolio is resilient and adaptive to climate risk.

Governance
Governance
We look to understand, measure and
monitor portfolio climate risk and
resilience. We proactively engage with
our asset consultants and investment
managers to confirm that they
understand and consider climate risk so
that it’s integrated into our broader
strategy.

Investments

Engagement

Investments

Engagement

We aim to thoughtfully manage
portfolio climate risk over time. We
propose to keep investing in companies
that are committed to the low carbon
transition and we will explore
opportunities to reduce the carbon
intensity of our investment portfolio
that make financial sense and align with
our strategy.

As an active owner we are committed
to influencing the companies we invest
in to improve how they manage and
report on climate risk. We engage with
our industry to help the super sector
better understand and manage climate
risk. We also advocate for stable and
well thought out public policy on
climate issues in Australia and oversees.

Reporting
onprogress
progress
Reporting on
VicSuper monitors and reports on progress to members to ensure transparency and drive continuous improvement. We are a
signatory to the Montreal Pledge and a supporter of the Taskforce on Climate Related Financial Disclosures.
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Financial
implications of
climate change
One of the most significant, and
perhaps most misunderstood,
risks that organisations face
today relates to climate change…
The large-scale and long-term
nature of the problem makes it
uniquely challenging, especially
in the context of economic
decision making.
The Task Force on Climaterelated Financial Disclosures

Scenario assessments
VicSuper’s key objective with respect to climate change aims to ensure that our investment portfolio is resilient and
adaptive to climate risk.
We conduct stress testing of the portfolio against a range of climate change scenarios on an annual basis. During 2017,
VicSuper commissioned Mercer to assess the investment implications of climate change on its MySuper (Growth)
default option. This stress testing estimates investment return implications under three climate scenarios and considers
physical as well as transition risks, modelled between 2017 and 2050.
Climate Scenarios Modelled by Mercer
Scenario 1 – Transformation (2°C):

Climate change mitigation action which would limit global warming to 2°C
above pre-industrial temperatures by 2100.

Scenario 2 – Combination (2.8°C):

 limate-change mitigation action consistent with commitments made by
C
signatory countries in the lead up to the Paris climate conference, referred to as
Intended Nationally Determined Contributions (INDCs). These commitments
would result in warming by approximately 2.8°C.

Scenario 3 – Fragmentation (4°C):

Limited climate action and lack of co-ordination results in warming rising to 4°C
or above from pre-industrial temperatures by 2100.

At a total portfolio level, the most recent stress testing found the expected impact on investment returns from climate
change to be moderately negative under all scenarios. However long term returns are less impacted under a 2 degrees
celsius scenario, which we believe indicates that long-term investment returns will be best served by supporting the
transition to a low-carbon economy. But while the stress testing identified potential negative impacts to investment
returns from climate change, it also identified the potential for some positive impacts to investment returns under a
transformation scenario, particularly in emerging markets and for property and infrastructure assets.
Overall, the scenario analysis indicates that our investment portfolio and direction of our current investment strategy –
which has a focus on increasing investments in property and infrastructure with strong environmental credentials –
is appropriate in managing the risk of climate change.
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Governance
The long-term success of our Fund depends on effective
management and a robust governance framework, including
how we manage the financial risk of climate change.

The VicSuper Board has ultimate
responsibility for oversight of all
aspects of VicSuper’s operational
and investment decisions, including
oversight of the management of the
financial risk due to climate change.
The Board follows the investment
approach outlined in VicSuper’s
Investment Governance Framework,
which includes the Fund’s climate
change beliefs and Responsible
Investment Policy.
During the last financial year we
updated our responsible investment
and climate change beliefs, based on
input gathered through an in-depth
survey and workshop with our Board.
These beliefs have subsequently
been incorporated into VicSuper’s
Investment Governance Framework,
and set out in more detail in our
newly developed Responsible
Investment Policy.
VicSuper’s Chief Investment Officer
is responsible for the overall
implementation of the Climate
Change and Investments Strategy
and the day-to-day work plan is
overseen and managed by
VicSuper’s Portfolio Manager –
Responsible Investments. The Chief
Investment Officer and Portfolio
Manager – Responsible Investments
provide regular updates to the Board
on the potential impacts of climate
change to VicSuper’s investment
portfolio, as well as updates on our
actions to address climate change
and the carbon intensity of our
equities portfolio.

Climate Change Report 2018
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Managing the financial risk
due to climate change
VicSuper actively monitors current and potential areas of financial risk
due to climate change and takes action to mitigate the impacts on our
members’ retirement savings.

The financial risk due to climate
change and its impact on the Fund’s
investment portfolio is identified in
VicSuper’s overall risk management
framework. We conduct stress
testing of the portfolio annually
against a range of climate change
scenarios. Recently, we also
conducted a more detailed

assessment of the potential impacts
of the financial risk due to climate
change. The assessment considered
physical (impact and resource
availability) as well as transition
(technology and policy) risks. By
combining the risk factors over time
with the sensitivity of different
investments to the risk factors, we

produced heat maps that summarise
the sensitivity of different asset
classes and industry sectors to the
risk factors.
We manage these risks, which are
summarised below, through our
Climate Change and Investments
Strategy.

VicSuper’s identified climate risks and how we manage them
Risks

What is the risk?

How we manage the risk

Technology

That invested asset classes or sectors adjust more
slowly to the low-carbon economy. This risk is
particularly relevant to coal, oil and electric
utilities.

• W
 e engage with exposed companies to
understand their strategy to transition to
a low-carbon economy.

Resource
Availability

• We seek to work with investment managers
 ortfolio assets may be negatively impacted by
P
who consider the impacts of climate change
resource availability as a consequence of chronic
as part of investment decisions.
weather patterns. This risk is particularly relevant
to timber and agriculture assets and to the energy • We engage with companies exposed
to climate risk to confirm that they are
and utilities sectors in equities.
adequately managing their risk.

Impact

Policy
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 ortfolio assets may be susceptible to extreme
P
weather events resulting in reduced investment
returns due to lost revenue and/or increased
costs. This risk is particularly relevant to property,
infrastructure, timber and agricultural assets, and
in equities to emerging markets and the energy,
utilities and industrials sectors.

• W
 e seek to work with investment managers
who consider the impacts of climate change
as part of investment decisions.
• We engage with companies exposed to
climate risk to confirm that they are
adequately managing their risk.
• In the next financial year, we plan to
undertake a further detailed assessment
of the resilience of our real assets.

Carbon pricing policies may be introduced
resulting in increased operating costs. This risk is
particularly relevant to carbon-intensive sectors
including energy, utilities and materials.

• W
 e invest a significant portion of
our passive international equities in
a low-carbon mandate.
• We measure the carbon intensity of
our equities portfolio on an annual basis.
• We engage with companies exposed
to climate risk to confirm that they are
adequately managing their risk.

Metrics and targets
We report the carbon intensity of our equities portfolio and have a
long-term objective of aligning our equities portfolio energy
generation mix with a 2 degree celsius scenario.

Measuring the carbon intensity
of our portfolio
VicSuper was one of the first super
funds in Australia to measure the
greenhouse gas emissions (carbon)
intensity of our equities investments
and we continue to conduct this
analysis every year. This allows us
to track and compare the carbon
intensity of our portfolio, even as our
funds under management grows. It
also enables us to meet the voluntary
commitments we have made as a
signatory to the Montreal Pledge and
through our TAKE2 Pledge.

At June 2018, our equities
investments represented
$10.7 billion (approximately
51% of our total portfolio)
and had a weighted average
carbon intensity of 239 tonnes
of CO2e/A$M1.

basis because this method is
consistent with the requirements
of the TCFD.
We are working to reduce the
carbon intensity of our equities
portfolio through actions such
as our new $1 billion international
equity customised carbon strategy.
Representing 25% of our passive
international equities investment,
this significant investment was
developed specifically to meet
VicSuper’s requirements. It is a
passive investment that aims to
track the MSCI World ex-Australia
ex Tobacco (Unhedged) AUD index.
By underweighting investment in
carbon intensive companies, and
overweighting investments in low
carbon companies, our international
equity customised carbon strategy
aims to deliver a 70% reduction in
carbon intensity and 50% reduction
in fossil fuel reserves exposure when
compared with its benchmark.

2oC Energy Technology
Roadmaps
In addition to measuring the carbon
intensity of our equities investments,
we also report the alignment of our
equities portfolio energy mix with
that required to meet a 2 degree
celsius scenario, based on the
International Energy Agency’s (IEA)
2oC Energy Technology Roadmaps.
A 2 degrees celsius scenario means
limiting the increase in global
temperatures to 2 degrees celsius
above pre-industrialised levels, which
is widely understood to be what is
required to prevent the dangerous
impacts of climate change.

In previous years, we have reported
the carbon intensity of our equities
portfolio as a carbon per investee
company revenue basis. Using this
methodology our carbon intensity
at June 2018 was 292 tonnes of
CO2e/A$M1. This was an increase
on last year’s figure of 252 tonnes
of CO2e/A$M, and was a result of
our Australian equities including
more investments in utilities sector
companies (which have a higher
carbon intensity) and less in financial
sector companies (which have a
low-carbon intensity) than at the
same time last year. In future years,
we plan to continue reporting on a
weighted average carbon intensity
1. Based on analysis commissioned by VicSuper and conducted by S&P Trucost
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The chart below shows the side-byside generation mix of VicSuper’s
equities investments, compared
with a benchmark (which reflects
VicSuper’s current mix of Australian,
International and Emerging markets
equities) and the energy mix
required by 2025 and 2050 to limit
warming to 2 degrees celsius.

These look at the proportion of the
power generation in the portfolio
attributable to energy sources from
fossil fuel compared to renewables.
Currently, VicSuper is better aligned
with a low-carbon economy than the
benchmark, but we are not yet
consistent with the energy mix
required by 2030 and 2050 to

limit warming to 2 degrees celsius.
We have a long-term objective
of aligning the energy mix of our
equities portfolio investments in
energy generation with that required
to limit warming to 2 degrees celsius.

VicSuper’s equities investments in energy generation at 30 June 2018 compared with a benchmark and
the mix required to limit warming to 2 degrees celsius1
% energy generation
Other
13%

14%

13%

Renewables

25%

Fossil Fuels
16%
30%
37%

68%
70%
57%

50%

6%
VicSuper Equities Investments
in Energy Generation

Benchmark

1. Based on analysis commissioned by VicSuper and conducted by S&P Trucost
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2025 2°C Energy Mix

2050 2°C Energy Mix

Climate risks and
investment decisions
We have been working to position VicSuper to better manage the
financial risk due to climate change through active ownership and
investments in real assets with strong environmental credentials.

Engaging for a transition to a
low-carbon economy
While it is useful to measure the
carbon intensity and alignment
of our equities investments to the
2oC Energy Technology Roadmaps,
perhaps our greatest opportunity
to contribute to the transition to a
low-carbon economy is through
active ownership. Active ownership
involves influencing the activity or
behaviour of investee companies.
For listed equities, we do this by
engaging with the companies we
invest in, and voting our eligible
shares. Climate change is one of
our priority engagement objectives,
reflecting its importance to us and
our members.
Engagement can positively
influence company behaviour
and performance and support
the achievement of long-term
shareholder value. We undertake
company engagement indirectly
through service providers because
we believe this approach maximises
our voice and influence. Rather than
divesting from fossil fuel companies,
we recognise that a majority of
energy companies we invest in
generate energy from both fossil
fuels and renewables. Through our

engagement activities, we seek
to be part of the solution by
investing in those companies that
have a clear plan to move toward
greater renewable energy generation.
By doing so, we are contributing
toward the transition to a low-carbon
economy.

Property and infrastructure
investments
We can also contribute to the
transition to a low-carbon economy
through investments in other asset
classes. As a long-term investor,
we have a vested interest in the
sustainability of the global economy.
Ultimately, we believe that if our
members’ retirement savings are
to prosper and grow, the economy,
society and the environment need
to be healthy and productive.
Over the last financial year,
VicSuper has made a number of
new investments in property and
infrastructure locally and overseas
in order to diversify the Fund. We
have a particular focus on investing
in assets with strong environmental
credentials in these asset classes.
These new investments which
include a solar farm, wind energy

In 2017/18 we
supported 28
shareholder
resolutions relating
to climate change.
Where we identify significant
climate change risk at a company
level, we encourage improved
management through discussions
with company Boards and
Executives. We do this in
collaboration with other investors
through initiatives such as
Climate Action 100+.

and hybrid ferry service are helping
to equip VicSuper to deal with
potentially lower-returns that may
occur in equities markets and help
better manage risk – climate and
otherwise. As we continue to grow
our property and infrastructure
investments, we aim to also expand
our climate change reporting to
include the carbon intensity of these
asset classes, as well as quantify our
level of investment in renewable
energy.
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Advocacy
We work with a range of collaborative networks to contribute
towards the transition to a low-carbon economy.
We believe that collaboration between business, the community and governments is needed to create the collective
impact required to transition to a low-carbon economy. We seek to advocate for improved management of the
financial risk due to climate change through submissions to government or regulators, contributing to research, and
industry and media campaigns. We do this both directly and through supporting advocacy undertaken on our behalf
through collaborative networks.

Recent advocacy activities include:
We endorsed the Task Force on Climate-related
Disclosures (TCFD), encouraging companies to disclose
their climate change risks and opportunities in accordance
with the TCFD recommendations and committed to
adopting the recommendations for our own reporting.
We signed a Global Investor Statement to Governments
on Climate Change in advance of the G7 summit. We also
supported a range of submissions that the Investor Group
on Climate Change (IGCC) made on behalf of its
members.
We joined more than 280 global investors with nearly
US$30 trillion in assets under management to engage
the world’s largest carbon emitting companies to act on
climate change through the Climate Action 100+ initiative.
We are a signatory to the Principles for Responsible
Investment (PRI) and a supporter of their research,
resources and tools. We participate in their annual
benchmarking survey and for the financial year ended
30 June 2018 we’re proud to have achieved an A+ rating
for our Responsible Investment Strategy and Governance.
We are a member of the Australian Council of
Superannuation Investors (ACSI) and a signatory to its
Australian Asset Owner Stewardship Code. We support
climate change being a core focus of the company
engagement they undertake for us. We have supported a
range of submissions ACSI made on behalf of its
members, including those focussed on climate change.
We are a client of Hermes EOS, who undertake
engagement with companies held in our international
equities portfolio on our behalf. We support climate
change being a core focus of the company engagement
they undertake for us. We have supported a range of
submissions Hermes EOS made on behalf of its members,
including those focussed on climate change.
We are a CDP signatory and a supporter of their climate
change research, resources and tools.
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fsb-tcfd.org/

igcc.org.au/

climateaction100.org/

unpri.org/

acsi.org.au/

 ermes-investment.
h
com/au/stewardship/
eos-services/

cdp.net/en
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Visit us

Level 9
171 Collins Street
MELBOURNE VIC 3001

Ballarat | Bendigo | Blackburn |
Geelong | Melbourne CBD |
Traralgon
Monday to Friday
8:30am-5pm

GPO Box 89
MELBOURNE VIC 3001

Call our Member Centre
1300 366 216
Monday to Friday
8:30am-5pm
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vicsuper.com.au

vicsuper.com.au/mobileapp

