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Madame Chair, thank you for allowing me to speak today in full support of HB 1246.

My name is Tom Sanzillo, director of financial analysis for the Institute for Energy Economics and
Financial Analysis (IEEFA).

My organization currently works with nonprofit, business, labor and governmental organizations in
30 countries to facilitate the energy transition from fossil fuels. Among my responsibilities, | have
produced memos and reports on the topic of the financial rationale for the decarbonization of
pension fund portfolios; commentaries on aspects of divestment related to the financial
performance of fossil fuel industries; and advisory pieces of a public and confidential nature for a
dozen public, university and corporate funds.

Prior to my tenure with IEEFA, | spent 17 years (1990-2007) as a senior executive working for the
elected chief financial officer of New York City, then New York State. Our responsibilities included
administering the city fund, along with five boards of trustees that included administrators,
teachers, firefighters, police and transit employees. At the state level, the comptroller serves as
the sole trustee of the state’s pension system. When | left state service, | was the first deputy
comptroller of New York State (and served a short time as state comptroller due to an early
resignation). At the time, the New York State Common Retirement Fund was valued at $156
billion.

During my years of service, the City of New York executed its responsibility to divest funds from
companies doing business in South Africa and considered the question of divestment from
individual companies and industries related to guns, pornography, tobacco and the Arab boycott
of Israel. After consideration, the city fund did not divest from equities in these areas. At the state
level, we considered and partially divested from tobacco companies and companies doing business
with Sudan. We also rejected pleas to divest from guns, pornography and companies involved in
research related to abortifacients.
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HB1246 directs the Colorado Public Employees Retirement Association Board (PERA, or, the
“fund”) to create an exclusion list of companies involved with fossil fuels. Upon publication of the
exclusion list, companies will be notified and the fund will divest its holdings. Each company on the
exclusion list has the right to petition the board to be taken off the exclusion list when the
company meets PERA’s standards. PERA is required to assess the consistency of its decisions with
its fiduciary obligation and to regularly report to the Colorado Legislature.

In January 2019, PERA published a policy statement that opposed divestment as a general
proposition. The statement expressed a general concern that the fund lacked authority to act on
matters of social, foreign or economic policy. The fund said such investment actions would impair
its obligation to achieve maximum returns, incur additional costs, breach its obligation to protect
employee benefits and have unintended consequences.

Current market factors and recent support for divestment actions by the world’s largest and most
prestigious investment advisor (BlackRock) have shed new light on these concerns. Taken
together, the best analysis of current market forces suggests that the arguments for divestment
from fossil fuels—and particularly the rationale and methods outlined in HB 1246—are powerful
and compelling. They make a clear case that passage of HB 1246 is likely to improve performance,
incur modest costs and offer a prudent approach to manage risks faced by the fund and its existing
employees and retirees.

Fossil Fuel Underperformance

The oil and gas sector, once the leader of the world economy, is now among the worst performers.
This has been true for almost a decade, and its long-term outlook is negative.
e In 1980, oil and gas stocks constituted 28% of the Standard & Poor’s 500-stock index.
Today, it constitutes less than 3%.
e In 1980, seven of the top 10 companies in the S&P 500 were oil and gas stocks. Today,
there are none.
e Forthe last 10 years, the MSCI fossil-free index of global equities outperformed the MSCI
with fossil fuels.

Norway has declared that its decades-long run of oil and gas revenues that support 25% of the
revenue base of its annual budget and economy is over. They are projecting structural budget
deficits and a weakened oil and gas outlook through 2050.

BlackRock’s Fiduciary Advice to New York City

New York City reviewed its portfolio and decided that it was unprepared to address the financial
headwinds facing the oil and gas industry. Two of the city’s funds—the New York City Teachers
Retirement System and the New York City Employees Retirement System—have decided to move
forward with divestment. They issued a request for proposals to financial advisors to offer ideas
for divesting in a manner allowing them to meet financial targets.


https://www.copera.org/sites/default/files/documents/divestment.pdf
https://www.spglobal.com/spdji/en/indices/equity/sp-500/%23overview
https://www.youtube.com/watch?v=kfMFDcuDKYA
https://www.spglobal.com/spdji/en/indices/equity/sp-500/%23overview
https://www.spglobal.com/spdji/en/indices/equity/sp-500/%23overview
https://www.msci.com/documents/10199/d6f6d375-cadc-472f-9066-131321681404
https://www.regjeringen.no/contentassets/dd85dd71ed1847bbb518e5a8d4f5a97e/national_budget_2020.pdf

Financial firms BlackRock and Meketa were selected to conduct parallel studies. Both studies
found:
o None of the funds that have divested from fossil fuels have suffered negative financial
outcomes.
e Funds adopted a wide variety of fossil fuel divestment approaches; all were well-managed
and met financial targets.
e Costs to divest and tracking errors were all within existing policy frameworks.
e Funds that divested had provisions in their investment strategies that allowed excluded
companies to return.

BlackRock’s analysis starts from the fact that the fossil fuel sector has underperformed on the
stock market for the last five years, and the outlook is clouded by market and environmental
factors. BlackRock also tested for the “transition readiness” of the fossil fuel companies. It is
widely understood that the negative outlook for these companies is tied to price risks that are
related to a whole new energy commodity landscape being driven by technological progress in
wind, solar, battery storage, transport and petrochemicals. It is a landscape that the oil and gas
companies are, for the most part, not prepared to handle. Investors who remain in the sector
must be prepared to address a host of social, foreign and economic policy questions that are
beyond the normal scope of investment due diligence.

The market message is clear: The fossil fuel sector has historically contributed handsomely to
pension funds across the world. It can no longer do so. Today, it is a much smaller industry, with
high risks, low profits and a troubling outlook.

BlackRock, with $8.6 trillion in assets under management, is considered one of the big three index
funds, along with State Street and Vanguard. They are advisors to many of the world’s largest
funds.

BlackRock and Meketa’s advice to the City of New York was transmitted under contract to city
pension funds after assessing the current holdings of its funds and assessing the new investment
instructions provided by the board. This was not a policy document, a marketing report or even an
investment outlook. It is specific information given to a specific fiduciary board to help them carry
out their legal responsibilities as they execute investments that protect them from risks associated
with continued holdings in the oil, gas, and coal sectors.

This is vital information for the Legislature as it considers HB 1246. It is perhaps even more
important for the PERA board and staff as they review their January 2019 statement in light of
these market changes and new analytical conclusions being offered.

Thank you for allowing me the time to testify. My organization is ready to answer any questions
you might have regarding the bill and its implementation.


https://ieefa.org/major-investment-advisors-blackrock-and-meketa-provide-a-fiduciary-path-through-the-energy-transition/
https://ieefa.org/major-investment-advisors-blackrock-and-meketa-provide-a-fiduciary-path-through-the-energy-transition/
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https://ieefa.org/major-investment-advisors-blackrock-and-meketa-provide-a-fiduciary-path-through-the-energy-transition/
https://ieefa.org/ieefa-u-s-comptroller-dinapolis-recent-divestment-plan-an-institutional-investor-steps-forward-with-a-bold-promise/
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https://ieefa.org/ieefa-from-zero-to-fifty-global-financial-corporations-get-cracking-on-major-oil-gas-lending-exits/
https://ieefa.org/ieefa-op-ed-its-time-for-new-jersey-to-divest-from-fossil-fuels/
https://ieefa.org/ieefa-renewables-continue-to-break-records-despite-covid-19/
https://ieefa.org/ieefa-asia-asian-financial-institutions-also-beginning-to-exit-coal-financing/
https://ieefa.org/ieefa-nordic-region-leading-by-example-since-2013/
https://ieefa.org/ieefa-update-blackrock-to-investors-sustainable-portfolios-provide-stronger-risk-adjusted-returns/
https://ieefa.org/ieefa-update-blackrock-to-investors-sustainable-portfolios-provide-stronger-risk-adjusted-returns/
https://ieefa.org/ieefa-update-blackrock-decision-on-climate-change%E2%80%92its-about-business/
file:///C:/Users/Owner/AppData/Local/Box/Box%20Edit/Documents/TyxRF8EM0kG_37JarSWa0g==/1/20/2020%09IEEFA%20update:%20Capital%20flight%20from%20thermal%20coal%20is%20accelerating%09Tim%20Buckley
https://ieefa.org/ieefa-update-blackrock-takes-first-step-towards-aligning-us7-trillion-fund-with-paris-agreement/
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