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We remain high conviction investors in the shift towards a more sustainable, long-term 

economic model, whilst emphasising the need for a “just” transition that puts people 

at the heart of this change.

Phoebe Stone

Partner and Head of Sustainable Investing

At the heart of our process is 
rigorous analysis and a holistic 
assessment of the sustainability 
of an investment opportunity.

Phoebe Stone
Partner and Head of Sustainable Investing 

Dear Client,

When we created the LGT Wealth Management sustainable investing proposition, the 

sustainable investing landscape looked very different to the one we see today. Aware-

ness about the long-term sustainability of our planet was not headline news, the 

priority of mainstream political parties or part of the conversation in boardrooms. This 

was also reflected in the investment world. 

Today, there are thousands more investment offerings, funds and portfolios designed 

for those that want to align their wealth with long term principles of the sustainabil-

ity of our planet and its people. However, as the industry has mushroomed in size, the 

variance in quality of sustainable investment solutions available for clients has grown 

with it. 

At the heart of our process is rigorous analysis and a holistic assessment of the sus-

tainability of an investment opportunity. We look to understand the intentionality of 

an investment to sustainable long-term change, how integrated sustainability factors 

are within that investment opportunity and the impact it is having, both positive and 

negative. We do this through proprietary research on the opportunities we invest in 

for clients, both qualitatively by dedicated sustainable research teams, and quantita-

tively through our proprietary data tool which incorporates a number of sustainable 

data providers. 

There are many topics that are integral to the consideration of sustainability within 

investing. By being transparent in our approach to these topics, we allow our clients 

to gain a clearer understanding of our decision-making process. The interconnectivity 

of sustainability and contemporary business operations can make the evaluation of 

sustainable business practices challenging, and it is often not clear-cut. Issues like 

supply chain transparency, lack of data and data lag can mean some items may be 

hidden or not based on the latest assessment. Ultimately, we are aware that the degree 

of certainty can be dictated by the availability of information. 

Our commitment to continually evolving our approach is core to our sustainable in-

vesting philosophy. To do this, we will continue to ensure that we have the reach and 

resources to be able to incorporate new findings. Our processes are specifically de-

signed to be able to adapt to them and, correspondingly, this guide will be updated 

to reflect them.

Introduction
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We believe that financial markets play an integral role 

in the global transition towards a more sustainable 

future for our society and the environment. Investors 

are in a powerful position to be able to allocate cap-

ital to businesses that are prioritising sustainability, 

and their ability to effect change through steward-

ship activity.

As a steward of our clients’ capital, we consider sus-

tainability risks, including climate risks and financial 

and investment risk factors. The substantial social, 

environmental and economic impacts of climate 

change will be borne by current and future genera-

tions. Companies that fail to adapt to the changing 

environment are likely to come under pressure in 

various ways, including pressure from clients and 

other stakeholders, financing pressures and pressure 

through government measures such as higher taxes 

and sanctions. 

For a number of our clients, sustainability needs to 

be considered as more than just one of a number of 

risk factors when assessing an investment. For those 

clients, sustainability considerations need to hold the 

same weight as traditional investment risk factors. In 

order to deliver our sustainable investment service to 

clients, we implement a best-in-class approach, in 

which we look to allocate capital to businesses that 

are driving real change. It is important to point out 

that we recognise that no business is perfect, and 

neither is any portfolio. Just as we are, all companies 

are on a journey.

As we outline our approach to Sustainable Position-

ing in the following pages, we aim to provide de-

tailed commentary on a number of revenue and 

thematic exposures that are areas of interest to our 

clients and considerations for us as part of the sus-

tainable investing community. 

An analytical approach 
To deliver a high quality approach to sustainable 

investing, we have developed proprietary sustainable 

analysis technology in order to leverage the vast 

quantity of sustainability data available to us. This 

enables us to gain a 360 understanding of how a 

company operates from a sustainable perspective. 

Our technology can analyse a company’s revenue 

exposure, its operational sustainability profile as well 

as the environmental and societal impact of the com-

pany’s activities. 

Revenue exposure
We can identify if a company is involved in spe-

cific activity that, for sustainability reasons, investors 

would want to avoid. Sectors include but are not 

limited to: 

  ▪ Production and sale of tobacco

  ▪ Weapons

  ▪ Extraction and production of fossil fuels

  ▪ Gambling

  ▪ Controversial weapons. 

Figures are stated as a proportion of revenue of the 

business. Sometimes the company does not publish 

a breakdown of its revenue contribution by activity, 

so this information needs to be assessed by a special-

ist. 

Whilst the revenue exposure is only one considera-

tion when looking at a company’s overall sustaina-

bility profile, it is an important one that we ensure is 

monitored.

The sustainable journey   
Tackling the issues that our global community faces is one of the 
key responsibilities of all businesses, across all industries. 

Impact of activities
An assessment of a company’s net impact on the 

environment and society is an extremely complex 

undertaking. Within the analysis we undertake on 

every company as part of our investment process, we 

assess a company’s revenue contribution to the UN 

Sustainable Development Goals. This analysis ena-

bles us to understand the net impact of a company’s 

activities based on the goods and services sold.

Viewing a company through a 360 sustainable lens
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Adult entertainment
There are very few publicly listed companies that 

are dedicated to pornography or some other aspect 

of the sex industry. Those companies that do derive 

a significant proportion of their revenue from the 

production and/or dissemination of pornographic 

material are usually unlisted companies that operate 

entirely over the internet. We monitor exposure to 

adult entertainment on an ongoing basis.

Alcohol
Overconsumption or excessive usage of alcohol 

can have harmful health and socioeconomic conse-

quences. Furthermore, these impact individuals and 

society, from health factors of those who overcon-

sume, to the tragic road traffic deaths of others. For 

these reasons, we do not invest in companies that 

derive more than 5% of revenue from alcohol pro-

duction and manufacturing. We also do not invest in 

businesses that earn more than 25% of revenue from 

the sale of alcohol (i.e. bars, restaurants).

Defence
Since the start of 2012, LGT has excluded com-

panies that are involved in the manufacture and sale 

of controversial weapons from our investment uni-

verse. The term controversial weapons refers to mil-

itary weapons that either cause combatants dispro-

portionate suffering or that if used, result in a large 

number of innocent victims, especially civilian vic-

tims. The majority of these weapons are banned or 

prohibited under international treaties, meaning that 

manufacturing or using them is illegal in many coun-

tries. Companies that are involved in the manufac-

ture, storage and delivery of controversial weapons, 

such as atomic weapons, land mines, cluster bombs 

and cluster munitions, as well as biological and 

chemical weapons are excluded, with a 0.1% reve-

nue threshold applied.

Gambling
Casinos and betting shops have been involved in 

money laundering scandals, and often target vulner-

able groups with aggressive marketing. We actively 

screen and monitor companies that earn more than 

5% of their revenues from gambling activities.

Revenue exposures   

Tobacco
Tobacco has proven to contribute to serious 

health problems, including cancer and heart disease, 

and kills more than 8 million people each year. We 

exclude companies with revenues over 0.1% derived 

from the production of tobacco or with revenues of 

10% derived from the distribution of tobacco.1

Thermal coal
In order to achieve the goal set out in the Paris 

Agreement to limit global warming to 2°Celsius or 

less, it is imperative that a shift away from coal takes 

place. We firmly believe that the energy transition, 

from fossil fuels to renewable energies, is of utmost 

importance to mitigate climate change. Coal-based 

electricity generation is already today not compatible 

with a scenario that limits global warming to 2°Cel-

sius or less. From 1 February 2020, LGT started ex-

cluding companies that are involved in mining coal 

that is used in energy production.Utilities with a high 

carbon intensity are also excluded from LGT’s invest-

ment universe. Companies involved in mining ther-

mal coal will be excluded if the contribution to reve-

nues generated through thermal coal activities 

exceeds 5% of their total revenues, or if they are 

responsible for more than 1% of global annual ther-

mal coal production.

Utilities with significant exposure to electric power 

production (defined as deriving more than 20% of 

their revenues from electric power generation) are 

excluded if their average carbon intensity is above 

354g CO2 / kWh for 2022. This ceiling will be lowered 

every year and will be 197g CO2 / kWh by 2030 and 

zero by around 2060, thus following the carbon in-

tensity trajectory used by the International Energy 

Agency (IEA).2

LGT uses data from MSCI ESG Research and IEA, 

specialised third-parties, to determine which compa-

nies are to be excluded based on the criteria de-

scribed above. This is reviewed and updated semi-an-

nually.

We apply the following exclusionary screens on compa-
nies deriving revenue from activities which are deemed 
controversial based on international standards and val-
ues. Therefore, any company involved in generating a 
revenue from one of the below activities will be exclud-
ed from our sustainable portfolios. This is the case for 
direct holdings in portfolios, but also underlying hold-
ings of third-party funds that are held in our sustaina-
ble portfolios. We screen the portfolios on a monthly 
basis to ensure that this is regularly upheld.

1  Using Morningstar data.
2  IEA Coal Information 2018. Rolling three-year averages are used for global coal production figures.
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Biodiversity
From an investment analysis perspective, biodi-

versity is incredibly difficult to analyse due to the 

interconnectivity of ecosystems and their dependen-

cies. Businesses don’t tend to measure their impact 

on biodiversity, meaning the data sets are limited and 

the gulf between how scientists measure the abun-

dance of species and investor metrics is still promi-

nent. Our in-house sustainability tool considers bio-

diversity through a company’s exposure to 

biodiversity and land use risk within the environmen-

tal pillar of the ESG assessment. This exposure covers 

the adverse biodiversity impact of the company by 

measuring the number of lost/reduced species from 

their business operations, as well as any land deval-

uation and contamination. The extent to which a 

company’s operations are in regions that have fragile 

ecosystems, and how likely these operations are to 

degrade them further is also measured. We will con-

tinue to develop our tool as new data arises, we will 

also undertake engagement with companies through 

our partnership with Nature Action 100, an investor 

group focused on improving biodiversity through 

corporate engagement.

Fisheries and aquaculture
Wild fisheries are increasingly overexploited, pre-

senting a major challenge in our ability to manage a 

resource in decline, whilst competing with increased 

demand for food production. Fishing trawlers cast 

large nets, which by design end up catching unwant-

ed fish, dolphins, turtles and other sea creatures with 

no market value. In addition to bycatch, the vessels 

end up destabilising the seafloor, causing damage to 

coral reefs and destroying marine life. As natural fish 

levels decline, the role for aquaculture is likely to be 

seen as a way to meet global demand for protein and 

nutritious foods, whilst protecting the world’s largest 

sink – the ocean. Aquaculture also includes the farm-

ing of algae, for usage beyond just food sources, 

such as certain species of microalgae which have 

been shown to efficiently remove CO2 from the air, 

at rates 10-50 times higher than trees. 

However, as a naturally resource intensive operation, 

companies operating in this area are subject to high 

scrutiny around waste and pollution, animal treat-

ment and food safety. We use our screening tool to 

review key metrics on GHG emissions (scope 1, 2 and 

3), biodiversity loss as well as collecting information 

on certifications held by the operators to assess how 

the companies compare to their peers in the sector.

Agriculture
At present, mass-scale agricultural practices are 

the biggest source of land depletion and pesticides 

used to grow crops are increasingly being identified 

as related to incidents of dermatological diseases, 

cancer and reproductive disorders. However, the role 

for mass-scale agriculture will continue to increase to 

meet the needs of growing populations. This will 

continue to intensify, as severe weather pattern 

changes associated with climate change reduce the 

areas that are viable for agricultural use. As the world 

looks to reduce emissions to align with net zero, the 

challenges of animal protein production are becom-

ing more evident: cattle farming produces about 

40% of the annual methane budget (a gas signifi-

cantly more potent than carbon dioxide) and anti-mi-

crobial resistance. We are also cognisant of the social 

issues occurring within agricultural supply chains. 

Workers tend to be employed seasonally and for low 

pay in often hazardous environments, others may be 

victims of forced labour. We look to address some of 

these major challenges through investments in inno-

vation around alternative protein sources, seed engi-

neering and precision farming. We prefer to invest in 

solutions that benefit small scale farmers who have 

more sustainable practices around their use of natu-

ral resources and protection of biodiversity, as well 

as a wider variety of key nutrients in their agricultur-

al results.3

Sustainable investing does not solely focus on a company’s 
revenue-attributable activity, but also the sector in which the 
business operates in, the associated supply chain and the impacts 
on our planet and its people. The sustainable portfolios we run look 
specifically to allocate our clients’ capital to megatrends, such as the 
shift to a low carbon economy and sub-themes which support the 
transition. We look especially to avoid those sectors or companies 
with associated supply chains which are deterrents to these trends. 
We approach each area of thematic exposure through an individual 
lens, as the factors of consideration differ for each. 

Thematic exposures  

68% between 1970 and 2016 
  The average decrease in populations 

of mammals, birds, amphibians, reptiles 

and fish4

  1.6 Earths
The ecological resources we use5

Investment opportunities

�
Biodiversity boost
  Soil protected
  Replacement pesticides

�
Reduced GHG emissions
  Animals given natural
   additive to feed
  Protein alternatives
  Plant-based dairy
   alternatives

�
Healthier food
  Animals treated naturally

�
Farmers empowered
  Wealth distribution and
   economic balance

3  IPCC, Special Report on Climate Change and Land, CH04, www.ipcc.ch/srccl/chapter/chapter-4/National Geographic, www.nationalgeographic.com/environment/article/methane

4  Living Planet Report 2020
5  Global Footprint Network

http://www.ipcc.ch/srccl/chapter/chapter-4/National Geographic
http://www.nationalgeographic.com/environment/article/methane


1312

Forestry and deforestation
Forests cover 30% of the Earth's surface, provid-

ing vital habitats for millions of species, as well as 

important sources for clean air and water. 13 million 

hectares of forests, an area equivalent to the size of 

England, are lost every single year. We recognise the 

importance of forestry in providing natural carbon 

sinks and conserving biodiversity. We look to miti-

gate our impact on deforestation through our hold-

ings in secondary users of rainforests: soy produc-

tion, cocoa, tea, cattle rearing and palm oil 

production. The agricultural and food and beverage 

sectors are some of the most detrimental to the rain-

forest, responsible for 73% of deforestation world-

wide, but also highly dependent on its health. We 

actively look to limit our exposure to businesses that 

benefit from deforestation, allocating instead to 

businesses that have commitments such as zero-de-

forestation supply chains and are signatories to the 

Roundtable on Sustainable Palm Oil Sourcing. When 

reviewing our investments, we exclude companies 

involved in illegal logging or illegal fires including 

usage for land clearance due to the uncontrollable 

level of wildfires and health effects of smog associ-

ated with them. Equally we recognise the impact 

deforestation has on indigenous communities and 

seek to actively review any controversies relating to 

these topics.

Palm oil
The manufacturing of palm oil is one of the key 

factors in deforestation and palm oil can be found in 

close to 50% of packaged products sold in super-

markets. An encouraging number of companies have 

made the commitment to source palm oil sustaina-

bly, but with a vast and complex supply chain, palm 

oil supply is difficult to trace and certify. The demand 

for palm oil has led to the proliferation of plantations 

in Indonesia and Malaysia, but often at the expense 

of local ecosystems, with forests burned to obtain 

land, resulting in smog pollution and rising levels of 

CO2. Other controversial elements of the process in-

clude the labour force and their treatment, often 

with harsh working conditions and low pay. Howev-

er, withdrawing from palm oil is not a viable solution 

and given the high yield of the product and a grow-

ing global population, sustainable palm oil can pro-

vide significant benefits. Where we invest in compa-

nies that use palm oil, we would look for companies 

that are certified members of the Roundtable on 

Sustainable Palm Oil. Companies should also ensure 

that their supply chains respect the principles associ-

ated with responsible sourcing, such as ensuring no 

areas of natural forest are cleared, protecting peat-

lands and Cultural Heritage Sites.

Indigenous people
Across the globe, resource extraction and devel-

opment has had significant impacts on Indigenous 

People and their territories. Across the board, gov-

ernments and states have been slow to respond. The 

mining and resource extraction sectors are most of-

ten associated with the displacement of indigenous 

populations, due to the location of the metals and 

minerals. We expect environmental and social risk 

assessments to be undertaken by businesses before 

projects start and throughout their life cycle. When 

interacting with indigenous populations, businesses 

should be collating information on incidents and sen-

timent of local populations. We are able to access 

controversy analysis for companies relating to dis-

crimination or relocation of indigenous people.

Chemicals (including pesticides)
We recognise that in order to achieve SDG 2 on 

Zero Hunger, it will be critical to upscale farming 

practices and the fair distribution of crops and food. 

Additionally, we are ever more aware of the effects 

of chemicals and pesticides on the environment and 

biodiversity. Our in-house sustainable rating tool 

measures data points on water stress, pollution and 

waste management, as well as land use risks and 

product toxicity. Within the sustainable portfolios 

that we run for clients, we invest in companies that 

are actively reducing the use of harmful chemicals in 

lieu of precision farming, and seed engineering.

Animal rights
In many regions of the world, including the UK 

and EU, it is illegal to use animals in research where 

there is a practical alternative. However, it is also the 

case that new drugs and products must be tested on 

animals before humans to avoid adverse health im-

plications. New medicines require testing on animals 

because researchers must measure both the benefi-

cial and harmful effects of a compound on a whole 

organism and not just in vitro (test tube) and isolated 

organs. A vital consideration when contextualising 

the use of animal testing is that if animals are not 

well-treated, the results produced by the testing is 

not considered trustworthy and cannot be replicat-

ed. This highlights the importance of animal welfare 

when conducting scientific testing on animals.

The ‘3 Rs’ framework for animal testing has been 

developed in recent decades, as we have gained a 

greater understanding of the cognitive complexity of 

animals and their ability to feel pain and distress. The 

3 Rs are the minimum baseline we would expect 

companies held in the portfolio to be utilising in the 

event that they are testing products on animals.

Outside of testing for medical purposes, there are 

certain ingredients contained in products that will be 

used by humans (such as sanitation and cleaning 

products), that will also be tested on animals. Finally, 

there are certain regions of the world that require all 

ingredients that will be used in cosmetic products to 

be tested on animals before they can be used by 

humans. However, large companies like Unilever 

have partnerships with PETA, demonstrating the 

positive work within the animal welfare space. We 

have also joined FAIRR, the Farm Animal Investment 

Risk and Return initiative to continue to build our 

database on the risks faced in the animal proteins 

sector, ensuring we have adequate information on 

risks like anti-microbial resistance, pandemics as well 

as the environmental footprint associated with ani-

mal farming.

Fur
Fur farming has been illegal in the UK since 2000. 

Due to pressure from animal rights activists and 

breakthroughs in the production of fake fur alterna-

tives, the case for holding companies involved in fur 

within sustainable portfolios is practically non-exist-

ent. As such, our proprietary tool screens for any 

companies that derive any revenues from the pro-

duction and/or sale of fur products. The screen in-

cludes those companies that raise, trap or slaughter 

animals for their fur, as well as those who derive 

revenue from products made from, or incorporating 

fur, from coats to hats to craft supplies.

Replace 
  Finding new ways to perform tests 

without the need for animal models

  Reduce
  Seek to minimise the number of 

animals used in experimentation

  Refine
  Aims to minimise the potential suffering, pain 

and distress of the animals during testing
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Cannabis
As long as recreational cannabis remains an ille-

gal activity in the UK, any considerations in this area 

will not be deemed investable. We will proceed cau-

tiously with regard to cannabis linked businesses and 

effective since 2019, we have an embargo on any 

cannabis trades following the UK National Crime 

Agency’s (NCA) clear position. We do, however, rec-

ognise the growth in interest by regulatory bodies 

and the medical field in medical grade cannabidiol, 

as products have been recognised as effective in al-

leviating the symptoms of certain diseases. We 

would hold any potential investments to the same 

high scrutiny and regulation as typical pharmaceuti-

cal companies in terms of their marketing and distri-

bution.

Opioids
We recognise the role of pharmaceutical compa-

nies in the Opioid crisis, which is especially severe in 

certain American states. We face a difficult trade-off 

when investing in pharmaceuticals, as we see con-

siderable positive social and health outcomes related 

to the provision of key medication and treatments. 

Through our process, we carefully analyse a compa-

ny’s track record in marketing and distributing these 

products. This includes the number of litigation 

claims faced, false advertising of benefits and failure 

to disclose risks of dependence, adequate pricing, 

off-label promotions, and the demographics of drug 

users. We utilise controversy data to examine these 

factors by looking at data points like number of law-

suits, market share held by manufacturers, as well as 

exposure to manufacturing of the most common 

opioid pills, oxycodone and hydrocodone. Whilst we 

regularly review these data points, we also acknowl-

edge the difficulty of holding pharmaceutical com-

panies to account due to specific legal nuances and 

strong lobbying practices, similar to those experi-

enced in the tobacco industry a decade ago.

Genomics (human embryology included)
Genomics is the study of genes and DNA se-

quencing. It has led to a huge number of medical 

discoveries and breakthroughs, including the devel-

opment of COVID-19 mRNA vaccines and cancer 

treatment. In the UK, we have multiple laws (the 

Human Fertilisation and Embryology Act of 1990, 

Human Reproductive Cloning Act of 2001) which 

govern the ethics of genomics and ensure that em-

bryo research is heavily regulated. In 2008, the 

Church of England’s Ethical Investment Advisory 

Group reviewed it’s guidance to reduce thresholds 

for screening of human embryonic cloning from 25% 

to 10% of group revenues, and employ an engage-

ment approach instead of divestment from compa-

nies who use human embryonic stem cells in re-

search. We believe that healthcare has a significant 

role to play in delivering a sustainable future. Where 

we invest in businesses that employ genomics to ad-

vance scientific research, we expect the highest eth-

ical, safety and regulatory standards from companies 

with involvement in these areas, such as strong pri-

vacy and security of patient information and consent 

practices.

GMOs (food)
Genomics, the study of genes and DNA sequenc-

ing, has led to a huge number of medical discoveries 

and breakthroughs, including the effective diagnosis 

and development of personalised therapies for can-

cer treatment. Because of this potential, we do not 

have an exclusion on GMO, however, we use Morn-

ingstar and MSCI to screen any business involvement 

with genetically modified organisms in our invest-

ments so that we can monitor the context and appli-

cation of any ties. Where we invest in businesses that 

employ genomics to advance scientific research, we 

expect the highest ethical, safety and regulatory 

standards from companies with involvement in these 

areas.

Genetic modification can also positively impact 

agriculture, this has led to the adoption of the well-

known term GMOs or Genetically Modified 

Organisms. At present, mass-scale agricultural 

practices are the biggest source of land depletion 

and pesticides used to grow crops are increasingly 

being identified as related to incidents of 

dermatological diseases, cancer and reproductive 

disorders. However, the role for mass-scale agriculture 

will continue to increase to meet the needs of 

growing populations. This will continue to intensify, 

as severe weather pattern changes associated with 

climate change reduce the areas that are viable for 

agricultural use. GMOs that have been modified to 

withstand stronger weather patterns and lower 

precipitation for example could offer a solution to 

some of these issues, helping us continue to feed the 

world. And yet, we acknowledge there is still no 

scientific consensus on the safety of GMOs, because 

of this we look to address some of the major food 

and agricultural challenges through investments in 

innovation around alternative protein and diary 

sources, naturally occurring enzyme fertiliser packs 

and precision farming. We prefer to invest in solutions 

that benefit small scale farmers who have more 

sustainable practices around their use of natural 

resources and protection of biodiversity, as well as a 

wider variety of key nutrients in their agricultural 

results.

Plastics
Plastic is unique in its ability to be durable and 

cost-efficient. This long lasting and lightweight char-

acteristic has helped reduce food waste and contam-

ination and has become a game-changer in the phar-

maceutical and medical fields. However, over 99% 

of plastics are produced from chemicals derived from 

oil, gas and coal, which are in themselves highly pol-

luting materials. Additionally, due to the large major-

ity of plastics being single-use, they most commonly 

end up in landfills and oceans, creating pollution and 

having a negative effect on biodiversity. Microplas-

tics, which are invisible traces of broken-down plas-

tic, have made their way into oceans. These mi-

croplastics are harmful to both human and animal 

health, due to a subcomponent called BHA which has 

been linked to hormone-related cancers and infertil-

ity. Our in-house sustainability tool ranks companies 

on their plastic usage, as well as recycling and broad-

er waste management, to ensure the companies held 

in the sustainable portfolios are best prepared for 

consumer shifts and new regulation (such as the UK’s 

plastic packaging tax which came into effect in April 

2022). LGT UK also actively allocates to those who 

are at the forefront of tackling the plastic challenges, 

such as companies researching bioplastics and in-

vesting in the circular economy.



1716

Water
There is a 40% gap between water consumption 

and supply, meaning that as a society, we consume 

more freshwater than is available. At current con-

sumption rates, by 2025 two thirds of the world’s 

population will face water shortages. If this trend 

continues, large populations will be displaced, af-

fecting livelihoods, and adding to environmental 

stress. However, we also know that the Earth has 

sufficient water supplies, so long as they are used 

sensibly and re-used or recycled. We measure water 

consumption and water usage, as well as the water 

stress levels in which the company operates, to build 

a picture of the water stress exposure and the risk 

management for the underlying businesses in our 

portfolios. Water stress exposure refers to the ability, 

or lack thereof, to meet demand for fresh water, in-

cluding both the access to physical water supplies 

and the quality of the water available. We also look 

at water risk, meaning the possibility of an entity 

experiencing a water-related challenge such as 

droughts and flooding, and the companies own 

management of water supplies through water risk 

management factors. Materials (including metals 

and mining), utilities and energy sectors are the top 

three most water intensive sectors, meaning they are 

most likely to face above-average water availability 

challenges too. In terms of countries who experience 

the highest levels of water stress today and by 2050 

prediction levels, these are North African countries 

such as Egypt, the Middle East and some Asian coun-

tries, such as India and Pakistan. Water risk data 

points feed into our in-house sustainability rating 

tool to evaluate the sustainability profile of investee 

companies. Additionally, within the sustainable port-

folios that we run for clients, we look to invest in 

solutions for water treatment and purification as a 

means to tackle water scarcity and improve develop-

ment standards. As water stress is an issue that is 

likely to increasingly impact companies and countries 

around the world, the role of these businesses will 

become more vital.

Climate change
LGT has put climate at the heart of our business, 

committing to net zero across our operations and our 

own investments by 2030. This target is, on average, 

twenty years ahead of other investment managers 

and banks of our size. We acknowledge it won’t be 

easy, and therefore we need to have strong expec-

tations of our managers and even stronger ones of 

ourselves. Whilst it’s important that we decarbonise, 

equally we believe that net zero includes a Just Tran-

sition, ensuring those that are most vulnerable are 

not left stranded. In addition, we recognise the chal-

lenge of decarbonising the ‘real world’, instead of 

just forcing highly polluting companies into private 

ownership, and into the hands of those that are not 

prioritising environmental integrity.

Approach to analysing carbon profile and 

net-zero assessment

Within our proprietary sustainable assessment 

tool, scope 1, 2 and estimated scope 3 data on emis-

sions is available for all the companies. We report on 

both absolute metric tons and emissions intensity for 

all businesses. Emissions intensity represents carbon 

emissions, normalised by sales (million USD), which 

allows us to compare different sized companies.

Assessing carbon risk

To evaluate the carbon risk of funds, we use an 

assessment of the amalgamated carbon emissions 

intensity avoided or contributed, versus the industry 

average of all the underlying holdings. This captures 

when a fund is investing in businesses that have a 

higher carbon efficiency/lower carbon profile relative 

to the relevant industry. Given that there are signifi-

cant differentials in the level of the carbon emissions 

related to an industry activities, this relative metric is 

important when considering relative transition risk.

We also analyse a business’ absolute emissions and 

the carbon emissions intensity (per unit of sales) to 

that of the global stock market (we use MSCI ACWI). 

On this metric, companies that operate within natu-

rally lower carbon emitting sectors will perform bet-

ter, whereas utilities and fossil fuel businesses are 

likely to perform worse.

Assessment of net zero/carbon transition 

engagement

As discretionary investment managers, we are 

long-term stewards of the money our clients have 

entrusted to us. The third party funds we allocate 

client capital to must undertake effective steward-

ship to deliver on this responsibility. Stewardship, 

including active ownership, voting and engagement 

activities, ensures that company boards and manage-

ment recognise and are adequately managing envi-

ronmental and social risks. Climate transition and 

net-zero strategies form an important part of this, 

and we would expect fund managers to be engaging 

on these topics. We look to monitor such engage-

ments at asset manager and fund level, through case 

studies provided by the managers, and analysing 

voting data provided by them.

Sample fund carbon emissions avoided/contributed
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Carbon neutral 
This means the amount of carbon (CO2) being 

emitted is equal to the amount of carbon being 

absorbed from the atmosphere (for example by 

carbon sinks like forests). You still contribute to the 

global carbon budget, but fund a project where the 

same level of emissions are avoided.

Net-zero carbon
Net zero goes beyond being carbon neutral. It means 

reducing carbon emissions to a minimum level and 

ensuring any carbon emitted is removed from the air, 

delivering a balance of zero.
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Unconventional methods gained traction around the 

1990s with the discovery of large shales which 

proved to be a revolution in terms of new supplies of 

fossil fuels. Shale are finely grained sedimentary rock 

formations rich in petroleum and natural gas. Frack-

ing is the main method used to extract shale supplies, 

which is one of the highest environmentally destruc-

tive forms of extraction due to groundwater contam-

ination and the creation of rifts in the earth’s tecton-

ic plates, which can lead to dangerous earthquakes.

In surface mining, where oil and gas reserves are 

closer to the surface of the earth, tailings ponds are 

created where sand and clay is forced into the ponds, 

falling to the bottom and pushing oil upwards. Sur-

face extraction tends to be less environmentally de-

structive than their drilling counterparts, however 

they do still create surface oil ponds, which are very 

harmful to birds and wildlife near the extraction sites. 

All methods have been linked to adverse environ-

mental effects including natural disasters like earth-

quakes and landslides.6

Capital expenditure to low carbon transition

As we transition to a low carbon economy, many 

traditional oil majors are increasing spending into 

research and development in clean energy. Whilst we 

applaud real transition stories such as the one exhib-

ited by DONG Energy now Ørsted, which went from 

one of the most coal intensive companies in Europe 

to become the world’s most sustainable energy com-

pany, we are also highly critical of energy companies 

greenwashing. As members of Climate Action 100+, 

an investor engagement initiative targeting the 

world’s most carbon intensive companies, we want 

to see more than just increased spending towards a 

few green projects. We look at this spending in the 

context of all new and existing projects. We also look 

at whether future capital expenditure is aligned with 

the Paris agreement through the Climate Action 

100+ company benchmark assessment.

Natural gas’ role in the transition

Natural gas has the best environmental profile of 

the fossil fuel family, it burns cleaner, emitting 50-

Oil and gas
The oil and gas industry accounts for over half of 

global greenhouse gas emissions associated with en-

ergy consumption, and yet, the industry is still crucial 

to the operation of many businesses around the 

world. 

Oil and gas extraction

The extraction of oil and gas can be hugely envi-

ronmentally destructive, both in it’s process and con-

sequent usages. We outline the various issues en-

countered in conventional and unconventional 

extraction methods below.

Conventional extraction 

Conventional methods of oil extraction centre 

around vertical well drilling. In this process, we see 

the site first being prepared for drilling, which often 

involves clearing trees and vegetation, removing bi-

odiversity and if land is cleared by burning, releasing 

toxic fumes into the air. This is followed by dozens of 

trucks transporting equipment to the site. Tradition-

al extraction is done via a drill, which is used to drill 

100 feet into the ground below water aquifers to 

create a well. Next fracking occurs, where water, 

sand and strong chemicals are pumped in at high 

pressure, creating cracks in the rock and allowing oil 

and gas to flow up through a metal encased well. 

The chemicals and intense drilling can have devastat-

ing effects on nearby nature. Arctic drilling, which 

has long been an area rich in oil supplies, is seen by 

many as one of the worst areas to exploit in terms of 

the environment and regional biodiversity.

Unconventional extraction 

Unconventional extraction includes any methods 

used to extract oil and gas which don’t involve ver-

tical well extraction. This includes developing oil 

sands, directional drilling, hydraulic fracturing (frack-

ing) and surface mining.

Types of emissions

�    Company facilities

�  Company vehicles

�
CO2

Scope 1
Direct

Scope 2
Direct

Scope 3
Indirect

�
CH4

�
NF3

�
N2O

�
SF6 �

HFCs

�
PFCs

�  Company travel

�   Employee commuting

�   Operations waste

�  Investments

� All emissions
          generated and
          purchased

6  www.cdp.net/en/investor/sector-research/oil-and-gas-report

http://www.cdp.net/en/investor/sector-research/oil-and-gas-report
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Nuclear
The topic of nuclear energy is a divisive one as 

nuclear power presents risk of accidents and produc-

es radioactive materials. These materials can remain 

radioactive and, if not stored correctly, prove dan-

gerous to humans and the environment for thou-

sands of years. 

On the other hand, nuclear provides the world’s most 

concentrated energy source, without producing di-

rect carbon emissions. Nuclear power plants operate 

at a much higher capacity factor (the percentage of 

the time that a power plant actually produces energy) 

than either renewable energy or fossil fuels. Whilst 

nuclear power supply chains aren’t entirely car-

bon-free, producers are looking to decarbonise the 

transportation of power plant components and in-

crease the use of battery powered mining devices 

recharged through wind farm energy. Nuclear is in-

creasingly being seen as a green back-up option to 

supplement renewables, and as such, will form a 

small part of investments in green energy within the 

sustainable portfolios. That being said, nuclear ener-

gy is highly regulated and has strict oversight, making 

it one of the safest methods of baseload power gen-

eration. We review waste management procedure 

controversies, as well as operational incidents and 

penalties, through our in-house tool to ensure the 

most prudent approaches are taken.

60% less carbon dioxide than oil or coal. Whilst we 

are not advocates for natural gas, we do see a role 

for it in the transition to a low carbon economy. Be-

cause of this stop-gap nature of gas, we do not ex-

plicitly exclude exposure to companies that have 

some revenue linked to the involvement in supplying 

Liquid Natural Gas (LNG). However, LNG should be 

seen as a transitional and temporary fuel, particular-

ly for developing countries, and to reflect that we 

also invest in renewable energy businesses operating 

within these regions of the world. 

Fossil fuel majors

Within sustainable portfolios, further to the coal 

exclusion mentioned in the revenue exposure sec-

tion, we also exclude exposure to oil majors. This is 

because we have not yet found convincing evidence 

that these businesses really plan to meaningfully 

transition, even if they have net-zero commitments 

that can be delivered on. At present, most of these 

fossil fuel companies still position themselves as op-

erating exclusively within the fossil fuel sector but 

rely on technology to extract the carbon that they 

produce through a method called carbon capture 

and storage (CCS). We are yet to see other business-

es transform their operational models like we have 

seen pioneered by Orsted. Whilst investment into 

CCS is potentially permissible from a sustainable per-

spective in the short term, it is not suitable for the 

long term for a number of reasons such as biodiver-

sity and real emissions needing to decline. Between 

now and 2050, we expect to see meaningful actual 

transitions, and therefore a business making no real 

attempt to transition, other than by investing in CCS 

to remove their own pollution, is not one that aligns 

with our philosophy of sustainability. Through con-

sistent engagement, both directly in our core models 

and through collaborative engagements like Climate 

Action 100+, we hope to see true transition stories 

in the oil and gas sector. 

Fossil fuel funding by financial institutions
The 2021 International Energy Agency’s (IEA) re-

port stated that to reach net zero by 2050, all new 

oil, gas or coal development must cease that very 

same year. As responsible stewards, we screen the 

revenue and loan books of financial institutions. We 

consider not only the net position, but also the direc-

tion of travel that the institution is taking, any new 

loans and their value. As a result of this research, 

within sustainable portfolios we run for clients, there 

is very minimal exposure to traditional banks, elimi-

nating major suspects in the funding of fossil fuel 

projects.

Fossil fuel funding 2016 to 2020

300

250

200

150

100

50

0U
SD

 (b
ill

io
ns

)

Bank of
America

Wells
Fargo

JP Morgan
Chase

Citi

198
223

237

317



2322

to modern slavery and human rights abuses in their 

operations and supply chains. LGT is a founding 

member of the Lichtenstein Initiative for combating 

modern slavery and human trafficking, by finding 

illegal financial flows, offering bank inclusive finance 

to victims, and enabling banks with the tools to spot 

the signs of human trafficking and modern slavery.

In order to assess how a company approaches human 

rights, we look at a combination of data points such 

as employee wellbeing and health and safety, com-

bined with qualitative accounts from investor site 

visits and strong whistleblowing policies to provide 

the best access to remedy if an issue were to occur. 

Our internal proprietary ESG tool uses MSCI data to 

map controversies connected to abuses of human 

rights, workers’ rights and work place incidents. This 

is particularly important for businesses operating in 

high exposure sectors like automotive, construction 

and domestic work. In addition, we monitor compa-

ny policies and third party fund managers’ adherence 

to global standards, such as the UN Global Compact 

and the UN Guiding Principles on Business and Hu-

man Rights.

Microfinance
We invest in businesses that are providing micro-

finance lending opportunities to underserved com-

munities, such as female entrepreneurs, in develop-

ing countries. Often groups such as these are unable 

to get funding through conventional means, leaving 

them even more at risk from external shocks like un-

predictable weather and pandemics. The opportuni-

ties to invest in microfinance are vast, ranging from 

loans to expand small businesses to technologies 

which enable crowdfunding or peer-to-peer lending. 

We look to allocate to microfinance opportunities 

such as digital payment platforms or mobile money 

services, as access to capital creates resilience within 

communities as well as having added effects of cre-

ating jobs and alleviating poverty.

Irresponsible lending
Companies offering high-interest loans have a 

reputation for specifically targeting vulnerable de-

mographics of society. We look to exclude exposure 

to doorstep lenders, payday lenders and pawnbroker 

lenders from sustainable portfolios. 

Tax 
We recognise the importance of tax revenues in 

enabling governments in developing countries to 

fund infrastructure and public spending. LGT Wealth 

Management has a rigorous approach to tax obliga-

tions for its customers and own business, ensuring 

LGT products and services are not designed to enable 

or encourage tax evasion. Therefore, these expecta-

tions are extended to our investment universe. We 

review tax data points and reporting through gov-

ernance scores and sub metrics in our in-house pro-

prietary sustainable research tool. We also engage 

with businesses we hold in client portfolios through 

active ownership activities on the topic of tax.

Metals and mining
The energy transition is a pathway toward the 

transformation of the global energy sector from fos-

sil-based to zero-carbon by the second half of this 

century. It is now clearer than ever before that the 

success of the 'energy transition' is reliant upon the 

increased mining of certain metals, such as copper, 

lithium, nickel and cobalt, commonly known as 

'green metals'. These metals will be at the forefront 

of the electrification push that is set to change many 

industries in the coming decades. Therefore, as we 

gain exposure to key trends like the green transition 

through our investments, we will also have exposure 

to mining of these key minerals. In doing this, we 

believe that it is important that the companies in-

volved in the sourcing of these metals are aware of 

processes such as the International Council on Min-

ing & Metals’ Responsible Mining Principles, which 

involve the promotion of high environmental and 

societal standards of work. These include respect for 

human rights and the customs of employees, health 

and safety considerations, environmental issues like 

limiting water and energy usage, conservation of bi-

odiversity and responsible production. Our in-house 

sustainability tool differentiates between mining 

practices, where we expect the highest levels of safe-

ty conduct, and the usage of the minerals being 

mined. For example, a company mining copper and 

aluminium which are used for EV batteries will be 

scored higher than a company which mines metal-

lurgical coal for steel making, even if both have the 

same operational practices.

Gold
Gold is a finite resource, and so by its very nature 

large scale extraction processes are unsustainable; its 

mining and consumption cannot continue forever. 

However, whilst being used as a source of wealth and 

in jewellery, gold's unique chemical properties also 

mean that it is an increasingly attractive material in 

green innovation. Gold is used in everything from 

photovoltaic cells to improve performance, to replac-

ing platinum in hydrogen cells to improve efficiency. 

Within client portfolios, at certain points in the mar-

ket cycle, we also believe there is a benefit to holding 

gold as a diversifying asset. We ensure that the gold 

ETC holdings in sustainable portfolios come from 

responsibly mined sources, which comply with The 

Responsible Gold Mining Principles. These principles 

consider environmental, social and governance 

standards including health and safety, environmental 

management and the elimination of child labour.

Human Rights
Every person around the world deserves to be 

treated with dignity and respect. Whilst govern-

ments and states have a responsibility to protect their 

citizens’ rights, we believe that businesses and inves-

tors should also act in accordance too. These rights 

are often taken for granted in developed countries 

like the UK, but the pandemic has brought to light 

issues of factory workers in developing and devel-

oped countries facing little to no sick leave or pay, 

unsafe working conditions, and in some instances 

forced labour and imprisonment. Whilst we are 

strongly committed to respecting human rights and 

condemn the use of modern slavery, we are all too 

aware of how prevalent labour exploitation and 

forms of servitude remain across the globe. Through 

our stewardship work and memberships, we encour-

age companies to acknowledge these risks exist, and 

work to identify, alleviate and remove all exposures 

Thank you for taking the time to read through our 

Sustainable Positioning guide. If you have any further 

questions on any of the themes or topics, please do 

get in touch with your wealth manager. 

Our understanding of the natural world and the 

needs of the people living on the planet are con-

stantly changing. This means our approach to sus-

tainable investing evolves in line with our under-

standing doing so too. We update this guide on an 

ongoing basis and we will share with you updates on 

our sustainable investing proposition as relevant. 
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Esther Clark

Phone +44 (0)203 207 8007, esther.clark@lgt.com

As data becomes more sophisticated, 
the need for blanket exclusions is 
reduced. This means our clients’ 
money can be invested where it has 
the most sustainable influence - an 
approach we are proud to facilitate.
Phoebe Stone, Partner and Head of Sustainable Investing

Important information
LGT Wealth Management UK LLP is authorised and regulat-

ed by the Financial Conduct Authority Registered in England 
and Wales: OC329392. Registered office: 14 Cornhill, London, 
EC3V 3NR.

LGT Wealth Management Limited is authorised and regu-
lated by the Financial Conduct Authority. Registered in Scot-
land number SC317950 at Capital Square, 58 Morrison Street, 
Edinburgh, EH3 8BP.

LGT Wealth Management Jersey Limited is incorporated in 
Jersey and is regulated by the Jersey Financial Services Com-
mission in the conduct of Investment Business and Funds Ser-
vice Business: 102243. Registered office: Sir Walter Raleigh 
House, 48-50 Esplanade, St Helier, Jersey JE2 3QB.

LGT Wealth Management (CI) Limited is registered in Jersey 
and is regulated by the Jersey Financial Services Commission: 
5769. Registered Office: at IFC1, The Esplanade, St Helier, 
Jersey, JE1 4BP.

LGT Wealth Management US Limited is authorised and reg-
ulated by the Financial Conduct Authority and is a Registered 
Investment Adviser with the US Securities & Exchange Com-
mission (“SEC”). Registered in England and Wales: 06455240. 
Registered Office: 14 Cornhill, London, EC3V 3NR.

This publication is marketing material. It is for information 
purposes only. Certain services described herein are not avail-
able to retail clients as defined by the FCA or the JFSC, as 
applicable; please speak to your investment adviser for further 
clarification in this regard. All services are subject to status 
and where local regulations permit. The wording contained in 
this document is not to be construed as an offer, advice, invi-
tation or solicitation to enter into any financial obligation, 
activity or promotion of any kind. You are recommended to 
seek advice concerning suitability from your investment advis-
er. Any information herein is given in good faith, but is subject 
to change without notice and may not be accurate and com-
plete for your purposes. This document is not intended for 
distribution to, or use by, any individual or entities in any ju-
risdiction where such distribution would be contrary to the 
laws of that jurisdiction or subject any LGT Wealth Manage-
ment entity to any registration requirements. When we provide 
investment advice it is on the basis of a restricted approach 
that is to say, whilst we review and advise on retail investment 
products from the whole of the investment market.

Investors should be aware that past performance is not an 
indication of future performance, the value of investments and 
the income derived from them may fluctuate and you may not 
receive back the amount you originally invested.
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