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The Perils of 
a Narrow Lens

Infrastructure and utilities are at the epicentre of global efforts to 
reduce carbon emissions. Allocating capital appropriately within this 
space can effect meaningful change in working towards a two 
degree scenario1. 
The First State Sustainable Listed Infrastructure Fund (FSSLI) seeks 
to direct capital towards those companies that we believe are best 
placed to benefit from the transition to a low carbon economy. 
This paper demonstrates with examples why comparing different 
companies’ carbon footprints at any given point does not always tell 
the full story. Context is vital.

Creating change
A slowdown in climate change can only be achieved if companies 
emitting the most carbon adjust the way they operate. The power 
generation and transport sectors, along with the infrastructure 
that supports them (i.e. energy pipelines), need to evolve their 
business models for a two degree scenario to be achievable.
The global listed infrastructure universe has around 65%2 
exposure to utilities and pipelines providing a unique opportunity 
for investors to make a meaningful impact in the fight against 
climate change.
The First State Sustainable Listed Infrastructure Fund (the Fund) 
seeks to direct capital towards companies that are taking measures 
to reduce carbon footprints. Our investment team lobbies 
companies – through both investment and ongoing engagement – 
to align practises and strategies with a low carbon future.
Whilst we expect the Fund’s carbon footprint to trend downwards 
over time, interim peaks are a function of an investment process 
focused on delivering change. At times the Fund’s carbon 
footprint may appear high; for example, if it were to invest in a 
company in the early stages of taking action to reduce emissions 
but is well positioned to do so quickly with good profit potential.

This paper seeks to address why we believe carbon footprinting 
- taken in isolation – is a sub-optimal way of measuring impact. In 
some cases this approach could even lead to adverse investment 
decisions from a sustainability stand point. 

Carbon footprint

Source: Getty Images.

Risk Factors
This document is a financial promotion for the First State Sustainable Listed Infrastructure Fund for professional clients only in the EEA or 
elsewhere where lawful. Investing involves certain risks including:

 – The value of investments and any income from them may go down as well as up and are not guaranteed. Investors may get back significantly 
less than the original amount invested.

 – Currency risk: changes in exchange rates will affect the value of assets which are denominated in other currencies.
 – Charges to capital risk: the fees and expenses may be charged against the capital property. Deducting expenses from capital reduces the 

potential for capital growth.
 – Single sector risk: investing in a single sector may be riskier than investing in a number of different sectors. Investing in a larger number of 

sectors helps spread risk.
 – Listed infrastructure risk: investments in infrastructure may be vulnerable to factors that particularly affect the infrastructure sector, for 

example natural disasters, operational disruption and national and local environmental laws.
Reference to specific securities or companies (if any) are included to explain the investment strategy and should not be construed as investment 
advice, or a recommendation to invest in any of those companies.
For a full description of the terms of investment and the risks please see  
the Prospectus and Key Investor Information Document.
If you are in any doubt as to the suitability of our funds for your investment needs, please seek investment advice.

1 A scenario under which global warming does not exceed 2 degrees Celsius.
2 Source: FTSE Global Core Infrastructure 50/50 Index
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Working through the value chain
Most carbon footprint methodologies take a straightforward 
perspective. They focus on direct emissions from owned or 
controlled sources, plus emissions from the generation of 
purchased energy.
This approach can lead to assets appearing carbon friendly, 
despite a close association with substantial emissions further 
along the value chain.
Our team believes it is more realistic to take a “lifecycle” approach 
to emissions. This point can be clearly demonstrated by 
comparing a utility with an oil pipeline company.
Enbridge Inc. is a North American energy infrastructure company 
which owns extensive crude oil and liquids pipeline networks. 
Enbridge’s assets are responsible for transporting 65% of all 
Canadian energy exports to the US.3 The majority of Canadian oil 
production comes from tar sands.4 
Tar sands can’t be drilled and pumped like regular oil fields. The 
oil must be mined or steamed out of the ground, before being 
heated and separated from the sand. Because of this energy 
intensive extraction process, the lifecycle emissions of tar sands 
are between 8% and 27% higher than those of conventional 
crude oil5.
NextEra Energy is a regulated utility in the US. Its assets include 
Florida Power & Light Company, a regulated electric utility 
business, and NextEra Energy Resources, a clean energy leader 
which is the largest wind operator in the US, with a growing 
portfolio of solar assets.

Leading wind energy operators based on kW ownership in the US
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Source: Statista; FSI; 2016 data.

The following chart compares the carbon intensity of the two 
above-mentioned companies over time, taking a traditional (or 
“direct emissions”) approach.

Carbon Intensity Scope 1+2 over time (metric tons/revenue)
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On this metric, Enbridge is clearly much less carbon intensive 
than NextEra. This is because the emissions associated with the 
fossil fuels transported by Enbridge are allocated to the transport 
sector and not to Enbridge itself. However in NextEra’s case, the 
emissions from power generation are allocated to the utility. 
Whilst the above example takes two starkly different companies, 
a similar story appears for companies that are currently 
transitioning their power generation fleets. 
UK electric utility SSE plc has historically owned coal-fired 
generation assets and electricity distribution grids. Over recent 
years it has steadily built up a capability in offshore wind 
generation. Its business model is successfully transitioning 
towards one with a lower carbon footprint. Between 2010 and 
2016, its carbon intensity reduced by 13% CAGR6. 
The Fund takes a forward looking view in its investment decisions 
in order to capture alpha generating opportunities such as this. 
Through our engagement with SSE we know that this trend will 
continue as the company moves to eliminate coal entirely from its 
generation fleet by 2025.

Carbon Intensity Scope 1+2 over time (metric tons/revenue)
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3 Source: Natural Resources Canada
4 Source: Natural Resources Canada
5 Citizens’ Climate lobby



3

This material has been prepared and issued by First Sentier Investors (Australia) IM Ltd (ABN 89 114 194 311, AFSL 289017) (Author). The Author forms part of First Sentier Investors, a global asset management business. First 
Sentier Investors is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), a global financial group. 

This material is directed at persons who are professional, sophisticated or ‘wholesale clients’ (as defined under the Corporations Act 2001 (Cth) (Corporations Act)) and has not been prepared for and is not intended for 
persons who are ‘retail clients’ (as defined under the Corporations Act). This material contains general information only. It is not intended to provide you with financial product advice and does not take into account your 
objectives, financial situation or needs. Before making an investment decision you should consider, with a financial advisor, whether this information is appropriate in light of your investment needs, objectives and financial 
situation. Any opinions expressed in this material are the opinions of the Author only and are subject to change without notice. Such opinions are not a recommendation to hold, purchase or sell a particular financial product 
and may not include all of the information needed to make an investment decision in relation to such a financial product.

To the extent permitted by law, no liability is accepted by MUFG, the Author nor their affiliates for any loss or damage as a result of any reliance on this material. This material contains, or is based upon, information that the 
Author believes to be accurate and reliable, however neither the Author, MUFG, nor their respective affiliates offer any warranty that it contains no factual errors. No part of this material may be reproduced or transmitted in any 
form or by any means without the prior written consent of the Author.

Hong Kong and Singapore

In Hong Kong, this document is issued by First State Investments (Hong Kong) Limited and has not been reviewed by the Securities & Futures Commission in Hong Kong. In Singapore, this document is issued by First State 
Investments (Singapore) whose company registration number is 196900420D. First State Investments and First State Stewart Asia are business names of First State Investments (Hong Kong) Limited. First State Investments 
(registration number 53236800B) and First State Stewart Asia (registration number 53314080C) are business divisions of First State Investments (Singapore).

Australia

This material has been prepared and issued by First Sentier Investors (Australia) IM Ltd (ABN 89 114 194 311, AFSL 289017) (Author). The Author forms part of First Sentier Investors, a global asset management business. First 
Sentier Investors is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), a global financial group. 

United Kingdom and European Economic Area (“EEA”)

In the United Kingdom, this document is issued by First State Investments (UK) Limited which is authorised and regulated in the UK by the Financial Conduct Authority (registration number 143359). Registered office: Finsbury 
Circus House, 15 Finsbury Circus, London, EC2M 7EB, number 2294743. Outside the UK within the EEA, this document is issued by First State Investments International Limited which is authorised and regulated in the UK by 
the Financial Conduct Authority (registration number 122512). Registered office 23 St. Andrew Square, Edinburgh, EH2 1BB number SC079063.

Middle East

In certain jurisdictions the distribution of this material may be restricted. The recipient is required to inform themselves about any such restrictions and observe them. By having requested this document and by not deleting 
this email and attachment, you warrant and represent that you qualify under any applicable financial promotion rules that may be applicable to you to receive and consider this document, failing which you should return and 
delete this e-mail and all attachments pertaining thereto. In the Middle East, this material is communicated by First State Investments International Limited.

Kuwait

If in doubt, you are recommended to consult a party licensed by the Capital Markets Authority (“CMA”) pursuant to Law No. 7/2010 and the Executive Regulations to give you theappropriate advice. Neither this document nor 
any of the information contained herein is intended to and shall not lead to the conclusion of any contract whatsoever within Kuwait.
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Using carbon intensity as the only form of analysis has the 
following flaws:

 – It ignores change. Carbon emissions for NextEra fell by 6% 
CAGR over this period, reflecting its investments in wind 
technology and improved carbon efficiency. The 
corresponding change for Enbridge is zero. 

 – It ignores investment opportunities related to companies that 
are transforming such as SSE (outlined above).

 – An investment premised solely on the metric of carbon 
intensity supports the use of oil verse other cleaner resources 
- thus having no impact on climate action.

 – It ignores stranded asset risk. Following progress in clean 
energy generation, the disruption of the transport sector could 
represent the next global wave of decarbonisation. This 
implies a structural decline in demand for oil, and a risk that 
infrastructure associated with oil storage and transportation 
may no longer be able to earn an economic return.

Canadian Tar Sands – How is this sustainable?

Source: Getty Images.

It is crucial to look beyond a single metric when looking at 
sustainability or decarbonisation, as this approach may not 
deliver the anticipated outcome.
Our team aims to invest in companies with the ability to make 
meaningful improvements over the long term. This is where true 
change comes from.

Conclusion
The First State Sustainable Listed Infrastructure Fund wants  
to be part of the climate change solution. It seeks to direct  
capital towards companies that are significantly reducing their 
carbon footprint.
Infrastructure assets - notably utilities and energy infrastructure – 
are at the epicentre of global efforts to reduce carbon emissions.
We encourage people to consider the limitations of focusing on a 
single metrics like carbon footprinting, and instead consider a 
suite of factors that provide fuller context and deeper insights into 
the real risks and opportunities associated with climate change 
and decarbonisation.

For further institutional enquiries contact institutionalenquiries@firststate.co.uk 
For wholesale enquiries contact enquiries@firststate.co.uk


