
CLIMATE CHANGE: 

DELIVERING ON DISCLOSURE



“WE HAVE A RESPONSIBILITY to protect the rights of generations, of all species, that cannot 
speak for themselves today. The global challenge of climate change requires that we ask no less 
of our leaders, or ourselves.”  

— Wangari Maathai, Nobel Laureate

CLIMATE CHANGE is one of the most significant 
challenges facing the world today and increasingly 
complex to navigate as a large, global investor.  
Bold steps and ingenuity will be required to reduce 
the effects of climate change in the coming decades. 
Equally, bold steps will be required to help inves-
tors understand and mitigate the risks that climate 
change presents to our portfolios.

Although these risks continue to grow, the  
investment industry has yet to develop a common 
approach to measure, model and mitigate them. 
A large part of this challenge is one of time frame. 
Investors can make (and lose) money over years, 
months, days and minutes, with the full effect of 
climate change playing out over many decades.

At OPTrust, we partnered with Mercer to assess the 
impact of climate change on our total portfolio 
across four climate change scenarios. However, it is 
not enough to simply look at our own assets and  
the risks in our own portfolio. To truly find solutions, 
we need to play a leadership role in advancing the 
ability of all asset owners to understand the risks 
they face from climate change. 

In this spirit, we are sharing Mercer’s findings in  
the accompanying report. Our goal is to spark 
conversations, promote innovation and help our 
industry develop better tools with which to tackle 
this issue.

At its heart, climate change is an issue of sustain-
ability for people, for institutions and for our planet. 
As a pension plan, we are well equipped to make a 
difference on a long-term issue like climate change 
because of our long time horizon and focus on 
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sustainability. We have a responsibility to our mem-
bers to make sure they receive the pensions they are 
counting on. I believe that responsibility is entirely 
aligned with doing what is right for our planet and 
the world our members will have to live in.

We recognize that there is a long road ahead. The 
actions we are taking represent a single step forward, 
with many more required in the days and years to 
come. We need others to join us on this journey in 
order to move this critical matter forward.

HUGH O’REILLY
PRESIDENT AND CEO



CLIMATE CHANGE is one of the key risks facing  
humankind today. The World Economic Forum’s 
Global Risks Report has consistently named climate 
change among the top ranked global risks for  
the past seven years. The adoption of the Paris  
Agreement by 195 nations at the end of 2015 is a 
noteworthy milestone that demonstrates global 
support for action to mitigate the worst effects of 
climate change. The impact of the agreement will  
be felt globally – in our personal finances, board-
rooms, legislatures, financial institutions and stock 
exchanges. Investors have a pivotal role to play in  
the transition to a low carbon economy. 

The issue of climate change is complex. The impacts 
will likely be substantial and unevenly distributed, 
striking the most vulnerable regions and populations 
first. As these possible consequences start to materi-
alize, global pressure to address climate change will 
only increase. Climate change impacts, and policy 
responses to these impacts, will have increasingly 
severe repercussions on capital markets and could 
potentially result in the rapid re-pricing of assets,  
if left unchecked. 

As a responsible steward of our members’ capital, 
OPTrust has been working to expand our under-
standing and spark innovative thinking on this issue. 
We have a fiduciary duty to invest prudently without 
taking undue risk, which requires robust risk aware-
ness across varying time horizons. We pay pensions 
to our retirees today and invest for the security of  
our members, whether they retire in a year or  
decades in the future. 

Given our multi-generational view, OPTrust cannot 
ignore the uncertainty systemic global risks may 
have on our Plan and long-term sustainability. Mark 
Carney recently spoke about the challenge of collec-
tive action. He warned institutional investors not to 
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succumb to short-term considerations and to avoid 
what he called the ‘tragedy of the horizon’1. We can 
take advantage of the time we do have on our side 
and be patient to find solutions.

For some time, OPTrust’s investment and risk teams 
have been discussing how to ensure the Plan’s 
portfolio remains resilient and agile when facing the 
associated transformations that come with climate 
change – whether they are regulatory, technological 
or physical. These impacts will be felt in every  
industry and every region in varying degrees and 
over varying time frames. 

As a global diversified investor, OPTrust must prepare 
for the impacts and just as critically, develop the 
agility to foresee and capitalize on the opportunities 
as the transition accelerates. The world of business is 
evolving thanks to rapid advancements in technolo-
gy, which will affect how businesses operate and suc-
ceed. To thrive in this complex landscape and meet 
the demands of the shift to what has been called 
the Fourth Industrial Revolution2, we must look at 
the whole picture – one which reflects the impact of 
climate change, together with other drivers. These 
drivers will have macroeconomic effects and could 
lead to stronger global growth. However, without 
further action on climate change or a mitigation 
of risks by investors and businesses alike, there will 
likely be a drag on the global economy. 

This paper sets out OPTrust’s strategic direction and 
our pledge to be part of the solution. In our case, we 
are asking for better disclosure and we will deliver  
better disclosure ourselves. To support this pledge, 
we are committing to incorporate the Task Force on 
Climate-related Financial Disclosures (TCFD) recom-
mendations on climate disclosure in our annual Funded 
Status Report, as well as to working collectively with our 
partners, peers and policy-makers to develop solutions.

As a first step to demonstrate our commitment, we 
are disclosing a study conducted in partnership with 
Mercer, using scenario analysis to assess OPTrust’s 
climate risk exposure across our total fund.

1 Mark Carney ‘Breaking the tragedy of the horizon - climate change  
and financial stability’ http://www.bankofengland.co.uk/publications/
Pages/speeches/2015/844.aspx (September 29, 2015). 
2 Agenda in Focus: The Fourth Industrial Revolution https://www.weforum.
org/focus/the-fourth-industrial-revolution (Accessed January 23, 2017).

http://www.bankofengland.co.uk/publications/Pages/speeches/2015/844.aspx
http://www.bankofengland.co.uk/publications/Pages/speeches/2015/844.aspx
https://www.weforum.org/focus/the-fourth-industrial-revolution
https://www.weforum.org/focus/the-fourth-industrial-revolution


DATA

We know what gets measured gets managed.  
This is why investors have been asking for increased 
disclosure on climate risks since the Carbon Disclo-
sure Project (CDP) started 15 years ago. With over 
US$100 trillion in investment support behind the 
CDP, more than 5,000 of the world’s leading com-
panies now disclose carbon emissions and related 
information. This is a considerable amount of data. 

Many investors find challenges around the utility of 
the data. It can be inconsistent, limited in context 
and not comparable to past years or industry peers. 
For large, globally diverse pension investors, this  
is an even greater challenge because of the size  
and scale of our investment activities. We need to 
reconcile this information for thousands of compa-
nies in all industries and many markets, including 
those where regulatory and disclosure regimes  
are in their infancy.

Carbon footprinting gives a view of emissions, but 
its lack of precision and consistency3 limits its use for 
comparative research. It also provides an incomplete 
picture of carbon risk in an investment portfolio. It 
does not represent the full account of carbon risk 
embedded in company value – emissions are just 
part of the story. Carbon is emitted directly by a  
company’s operations, held underground in reserves, 
and emitted across its supply chains – which for 
many industries are global and complex. As an  
example, carbon footprinting of automobile  
manufacturing extends to the point of sale only – it 
does not take into consideration the environmental 
impact of actually driving the car. Footprinting is 
really the tip of the carbon iceberg. For a more  
complete measure of carbon risk, we need better 
tools and more robust models.
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DEFINING THE CHALLENGES

Divesting oil and gas companies does not save us 
from what is a macroeconomic risk. The removal of 
fossil fuel companies from an investment portfolio 
only pokes the carbon bubble – it does not remove 
the embedded carbon risk. It also ignores important 
differences between corporate practices within  
industries. For example, some fossil fuel companies 
are better positioned for climate change than others 
due to carbon offsets, renewable power projects, in-
vestments in carbon sequestration, and more favour-
able locations and extraction rates for their deposits. 

It is our duty as long-term investors to have a  
nuanced understanding and approach to the  
realities of climate change and so, OPTrust focuses 
on engagement rather than divestment. With a seat 
at the table and a vote at an annual general meeting, 
we can engage companies on how they are  
managing climate risk and how they are disclosing 
this information to investors. 

Today, there is no measure of current and future 
financial implications accompanying current carbon 
disclosure. That is starting to change.

In his role as Chair of the Financial Stability Board 
(FSB), Mark Carney has highlighted the potential 
impact to global financial stability, if climate change 
remains inappropriately priced in the capital  
markets. At the request of the G20, the FSB convened 
the TCFD, made up of industry leaders under the 
leadership of Michael Bloomberg. 

The TCFD was tasked with developing a high-level 
framework for climate disclosure, tied to financial 
implications, and to be disclosed in financial  
statements. The TCFD released its recommendations 
in December and we are actively participating in the 
dialogue – it is a good step forward in broadening 
the conversation. Still, there is much more work that 
needs to be done.

  

  

3 An external OPTrust partner asked ten service providers to  
footprint a portfolio and ended up with ten different estimates.



GOVERNANCE 

STRATEGY 

RISK 
MANAGEMENT 

METRICS

AND 

TARGETS 

GOVERNANCE.  The organization’s governance 
around climate-related risks and opportunities.

STR ATEGY. The actual and potential impacts  
of climate-related risks and opportunities on  
the organization’s businesses, strategy and 
financial planning.

RISK MANAGEMENT.  The processes used by 
the organization to identify, assess and manage 
climate-related risks.

METRICS AND TARGETS.  The metrics and 
targets used to assess, and manage relevant  
climate-related risks and opportunities.

DEFINING THE CHALLENGES  CONTINUED FROM PAGE 4

CORE ELEMENTS OF RECOMMENDED CLIMATE-RELATED FINANCIAL DISCLOSURES

MEASURING IMPAC T

Models and tools for carbon risk assessment and 
monitoring are relatively immature. We know that 
scenario analysis is a helpful exercise for investors 
to build understanding of how a portfolio can be 
impacted by various future states. Scenario analysis 
requires forecasting and is often accompanied by 
substantial uncertainty. A climate change scenario 
planning model requires numerous assumptions, 
which are prone to inaccuracies due to uncertainty 
about how the various pathways will play out.  
When it comes to climate change, these  

uncertainties tend to overlap, causing a ‘cascade of 
increasing uncertainties’4. 

Nevertheless, we believe in scenario planning as a 
viable tool to assess risk, including climate change. 
Scenario analysis informs our understanding of many 
forms of risk to OPTrust’s investment portfolio and 
we believe it can successfully be applied to climate 
change risk. We are committed to working with our 
industry partners and peers to develop better  
climate risk modelling and assessment tools.

 

5CLIMATE CHANGE: DELIVERING ON DISCLOSURE 

4 The Economist Intelligence Unit Report ‘The cost of inaction:  
Recognising the value at risk from climate change’ 
https://www.eiuperspectives.economist.com/sites/default/files/The%20
cost%20of%20inaction_0.pdf

Source: Recommendations of the Task Force on Climate-related Financial Disclosures

https://www.eiuperspectives.economist.com/sites/default/files/The%20cost%20of%20inaction_0.pdf
https://www.eiuperspectives.economist.com/sites/default/files/The%20cost%20of%20inaction_0.pdf


DEFINING THE CHALLENGES  CONTINUED FROM PAGE 5

DEEPENING OUR CONVERSATION

OPTrust has long been active in the discussion on 
climate change, from our commitment to CDP –  
an organization that runs the global carbon  
disclosure system for investors and other parties,  
to engagement and advocacy efforts. During 2016, 
we increased these efforts even further and took 
action on several fronts. We evaluated the impact of 
various climate change scenarios in both the medi-
um and long term on our total fund. We partnered 
with Mercer to conduct the Portfolio Climate Risk 
Assessment as well as to evaluate our current  
practices on climate change risk and opportunities, 
and to identify areas for improvement. The complete 
report is attached here. 

There was considerable interest in, and discussion of, 
these findings internally. In the spirit of disclosure, 
there were concerns expressed about the limited 
impact at the total portfolio level across all  climate 
change scenarios. We note that this is not unique to 
OPTrust, as Mercer cited the same finding in their 
public report, Investing in a Time of Climate Change. 
On reflection, we believe that this is an indication of 
the limits of the current state of financial analysis and 
of the time frame mismatch that Mercer addresses in 
its report.

We anticipate our understanding of the risks  
and opportunities posed by climate change will 
develop considerably. The tools we use to analyze 
future scenarios will become more robust and our 
industry will develop a better understanding of,  
and greater comfort in, analyzing climate change 
dynamics. While some of this gap will be addressed 
by time – as we see the convergence of the long-
term investor’s time horizon with that of the climate 
change scientist – some of it will only be addressed 
by leadership. We are committed to demonstrating  
that leadership, as an individual pension fund and 
as a member of a wider community of institutional 
investors working together.

Other OPTrust activities include:

• Partnered with our peers through Aligned  
 Intermediary to source private investment deals  
 focused on climate solutions. This is an investment  
 advisory group created to help long-term  
 investors, like OPTrust, accelerate and increase the  
 flow of capital into climate solutions in the areas  
 of clean energy, water infrastructure and waste- 
 to-value. We will be looking for ways to expand  
 this model to other regions and other partners.

• Participated in the discussion with the TCFD as  
 it developed its recommendations for enhanced  
 climate disclosure for all companies, including  
 public pension plans like OPTrust.

• Continued to engage directly with companies  
 on climate change and to advocate with  
 government leaders on getting to climate policy  
 certainty. We signed a collaborative letter from  
 investors representing US$13 trillion to the G20  
 leaders to ratify the Paris Agreement in 2016 and  
 call on G20 nations to double global investment  
 in clean energy, tighten up climate disclosure  
 mandates, develop carbon pricing and phase out  
 fossil fuel subsidies.

• OPTrust’s President and CEO, Hugh O’Reilly,  
 joined the Advancing Innovation Roundtable,  
 a TMX initiative. The roundtable is mandated to  
 deliver actionable recommendations in early  
 2017 on how to scale globally competitive  
 enterprises in a variety of sectors including clean  
 technology, life sciences and resource-efficient  
 advanced manufacturing.

• Based on the Mercer review, OPTrust intends to  
 incorporate the stressed asset class performance  
 results into our internal asset liability manage- 
 ment (ALM) system. This will enable us to  
 produce our own version of the stressed results  
 including an impact on our funded status, asset  
 returns, overall portfolio return/risk profile as  
 well as influence on ALM metrics.  

6CLIMATE CHANGE: DELIVERING ON DISCLOSURE 

http://www.optrust.com/documents/OPTrust_PortofolioClimateRiskAssessment_Mercer.pdf


IF THE WORLD is going to avoid the most  
catastrophic impacts of climate change, it will have 
to move towards carbon neutrality over the coming 
decades. We need to imagine what that world will 
look like tomorrow and what that means for how we 
invest today. 

OPTrust is focused on solutions to get there. 

Over the short term, we are evaluating the insights 
and recommendations from the Mercer report.  
We are studying the challenges from a total portfolio 
view with how to price carbon today, through the 
transition to carbon neutrality and into the future. 
From there, we will examine what organizational 
practices and capabilities need to be implemented. 

The recommendations from the TCFD are an  
important first step and OPTrust will continue to 
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work with the task force with an eye to adopting the 
recommendations. Success will require partnerships 
with users, preparers and assurers of data to ensure 
the greatest utility and proliferation in adoption  
of the recommendations. We will continue to dig 
deeper to reach a greater understanding of the  
physical impacts of climate change on our direct 
investments, particularly in real estate and  
infrastructure. 

There is no question this issue is incredibly complex 
and unpredictable. Nevertheless, we believe  
human ingenuity will triumph. As more people and  
organizations look for ways to address the  
challenges facing us on climate change, the more 
progress we will make together. We can’t wait to get 
started and invite our partners around the globe to 
join OPTrust in delivering on disclosure.  
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