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About Baillie Gifford
Baillie Gifford is an investment management firm founded in
1908 and headquartered in Edinburgh, UK. We employ around
1,630 people based mainly in Scotland with additional offices in
Dublin, Frankfurt, Hong Kong, London, New York, Shanghai and
Zurich.
In total we manage around £335bn of assets across 20 primary
equity and five non-equity strategies. Most of our strategies are
focused on growth equities, though we also offer multi-asset and
income-generating portfolios to meet specific client needs. We
have a global and diversified client base ranging from individual
investors to large institutional clients and public pension funds.
Baillie Gifford are long-term investors, not speculators. Our
investment philosophy focuses on growth while our universe is
global. Accordingly, we believe that fundamental analysis and
proprietary research are core to a successful, long-term, bottomup investment approach. We have an intellectually curious and
rigorous approach – where the sharing of ideas and robust debate
between our investment teams are central to our investment
process.
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About Baillie Gifford

Introduction
The discussion and impact of climate change seems to be
everywhere, from changing weather patterns to devastating
heatwaves and disappearing sea ice. There is now little real
dispute that the greenhouse gas emissions we continue to create
in enormous quantities have outpaced the planet’s natural ability
to absorb them, and that left unchecked this will have serious,
systemic, consequences. It is in everyone’s interests to understand
how this will impact the way we live, and how we might adapt
and best respond. We see the clear need and responsibility to
address this challenge as a necessary prerequisite to optimising
long-term investment returns for clients. We must explore how we
can make a difference, avoid assets in peril, and apply capital to
the new, often solution-driven, opportunities that can emerge for
outstanding future investment returns.
Local and international regulators are already acting to bring
transparency and emissions disclosure standards to companies
and investment strategies. Policy makers are coming under
growing pressure to do more to tackle emissions, and consumers
are more informed than ever to make judgements on what they
buy and who from. The consequence of this is that the external
costs which companies have traditionally been able to ignore
– such as the pollution created by their energy use and other
operations – will almost certainly be brought into their profit
and loss accounts through soft mechanisms such as consumer
preference and employee retention, and harder measures such as
the imposition of regulation and carbon taxes.
At Baillie Gifford, we are first and foremost committed to
continuing to deliver the strong long-term investment returns that
allow clients to meet their objectives and commitments. We also
believe that as a firm we should seek to have a positive impact on
society through our direct activities, and through the considerable
impact we have in directing clients’ capital to growing companies.
Crucially, we see these aims as very closely aligned: companies
thrive by delivering the goods and services that solve the
problems, and meet the preferences, of society. In a world in
which the need to tackle the unfolding climate crisis is widely
recognised, it is unlikely that companies who are misaligned with
this goal will make good long-term investment opportunities.
Conversely, companies who are leading the way in decarbonising
their activities will create new forms of competitive advantage.
And those who find new solutions in fields such as energy,
transport, food, construction, manufacturing, and, ultimately,
direct carbon removal from the atmosphere, could generate
exponential returns from their innovations.

Meeting the climate challenge in a way that maximises prosperity,
and thus the overall pool of investment returns, is a process, not
an exercise in metrics and exclusions. It is a complex systems
issue requiring considerable resource, deep thinking and expert
analysis at the level of individual industries and companies. This
early in the transition an open mind to different pathways for
different situations is important.
We approach our task by looking for the underlying edge and
enduring growth that can deliver long term investment returns.
We don’t do this with a one-size-fits-all policy on climate issues,
but with each investment team remaining consistent to their
philosophies and the overarching preferences of their clients.
Some of our investment strategies have already developed
clear climate-related commitments that allow the expression
of that search for competitive edge. These bring a focus to
the assessment of the climate-related ambitions of portfolio
companies, and drive support and engagement with managements
over time.
In this period of challenge and disruption, it is our intention to
continue to develop our own understanding of the issues, and
to offer meaningful information, solutions and commitments to
our clients. We want to support their aspirations as they seek to
apply capital across markets public and private, developed and
emerging, to align with and, in some cases, actively accelerate the
energy transition.
As a firm we believe strongly in the importance of society’s
journey to net zero emissions, and the ambition to achieve that by
2050. It is in all our interests to ensure we sustain a future world
that avoids the very real threats of climate change. Throughout
the report that follows, you will find examples of our philosophy
and process at work. I hope that the message that shines through
is ambition for investment-led impact. We look forward to
continuing to engage with clients, other major investors and
regulators as we work towards that common goal.
Andrew Telfer, Senior Partner.
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Our Climate Plans and
Commitments

Our Climate Plans
and Commitments
The role we can play
Our climate plans and commitments are based on our support for the Paris Agreement’s ambition to limit global
warming to well below 2°C and ideally 1.5°C. The 1.5°C target was reinforced in the 2021 Glasgow Climate
Pact and reflected in the UK’s 2050 net zero emissions target, which we also support. This section provides an
overview of the steps we’re taking across the firm in pursuit of helping to achieve these goals. We expect to add
further detail to our climate transition plans in future reporting and disclosures.
As stewards of our clients’ capital, our principal interaction with the risks and opportunities of the climate
crisis is the investment choices we make on their behalf. We must work in partnership with them to provide the
information and outcomes they need to allow them to participate in the transition and meet their own climate
and investment objectives. As active investors, we are in the privileged position of being able to allocate
capital, time and support to the companies helping to drive positive climate outcomes around the world. Yet we
must also actively and robustly challenge those who can do more.
We believe that the companies capable of making a significant contribution to reducing greenhouse gases will
benefit from a range of growth drivers, including increasing demand for their products and services, as well
as regulatory support. In contrast, companies whose business models rely on the unsustainable exploitation of
natural resources will struggle to be consistent with our long-term growth philosophy, as they are likely to face
significant competition and disruption over our investment time horizon.
We must also practise what we preach and work to further reduce our own direct emissions in line with a
pathway to net zero. And we must empower our colleagues to take action, and directly support the funding of
climate solutions where we can. We will continue to expand our support for the development of new knowledge
and perspectives that stem from our long-standing programme of academic partnerships, community
involvement and industry initiatives.
But while we are clear on these broad objectives; we are challenging ourselves to have greater clarity on the
specific goals we are seeking. We want to be better at judging the complexities of the climate crisis and better
at turning this into positive investment outcomes for clients and positive climate outcomes for society. This
section, therefore, provides an insight into our unfolding plans and commitments across the entirety of our
business and operations, which we expect to continually develop over time.
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Overview of our plans and commitments

Putting clients first

Achieving net zero aligned portfolios

— An investment-led approach to climate integration

— Report, and continue to develop, our initial NZAM
commitments across 2022

— Develop net zero aligned options for every client by 2025
— Launch new products to facilitate the allocation of capital to
positive climate impact
— Further our climate-related communications to enable client
choices and decision making
— Introduce tailored climate reporting for all main investment
strategies by mid-2023

— Continue to evolve our firm-wide definitions of net zero
alignment, including broader social and environmental
dimensions. Share this work with our clients, peers, and
investee companies
— Work to achieve net zero or net negative emissions from all
portfolios by 2050 or sooner, in partnership with our clients

Investing in climate
solutions

Partnerships and advocacy

— Develop a clear BG-wide
framework for defining climate
solutions

— Expand our financial and nonfinancial partnerships to broaden
our perspectives on climate

— Work with external partners
to advance the concept of
future addressable emissions
reductions as a way of assessing
the potential impact of
companies

— Contribute to the development of
connections across our network
of academic sponsorships
— Play an active role in industry
collaborations, particularly the
NZAM initiative

— Continue to innovate our
products to facilitate more direct
climate investments

Our operations

Enhancing our investment
practices

— Develop a new net zero strategy
for our own operations by the end
of 2022, including a review
of all targets and emissions
reductions measures

— Further develop our internal
reviews of company alignment
and strategic positioning relative
to climate-related risks and
opportunities

— In the meantime, continue to
double offset our operational
emissions (scope 1, 2 and 3
(travel)) using high quality offsets

Engagement with companies
— Improve the firm-wide prioritisation
and coordination of our climate-related
engagement
— Continue to engage with our investee
companies in line with our expectations for
disclosure and strategy, setting, noting climate
challenges present both opportunities and
risks
— Participate in collaborative engagements, such
as Climate Action 100+, where we think we can
add to ambition and outcomes

— Continue to integrate the use
of climate data into investment
research, including our
understanding of the physical
challenges of global heating
— Embed qualitative and
quantitative climate scenario
analysis into our firm-wide risk
management systems
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Putting clients first
Our fundamental belief is that the technological, behavioural and societal changes unfolding as the transition
to net zero progresses offer one of the biggest drivers of growth the world has ever seen. We therefore want
to translate as much of this opportunity into positive investment outcomes for clients as possible. But we also
want our clients to have more clarity about how we manage climate-related risks and opportunities, and the
extent to which we are seeking positive climate impacts or net zero alignment as we invest their capital.
We will, therefore, begin providing dedicated climate reporting at the product level to help clients understand
more about how their money is being invested. In addition to data required by regulators in the UK and
elsewhere, we will include insight and metrics based on our bottom-up understanding of the holdings in each
portfolio and the risks and opportunities they represent over different timeframes and climate scenarios.
Our product-level reporting will also contain details of any climate commitments being made. We would like
to be able to offer every client a net zero aligned option for their investment goals by 2025, and our ambition
is to work in partnership with our clients to ultimately allow all the assets we manage on their behalf to be
collectively at net zero emissions, or even carbon negative, by 2050 or sooner.
As part of this, we intend to continue to innovate our investment products for positive climate impact and offer
more direct routes to invest in solutions to climate change. This will include expanding our private companies
and multi-asset investment capabilities, which can give clients the opportunity to have more direct climate
impact through the provision of primary capital. Other areas under consideration include listed equity products
with a more specific focus on allocating capital in support of emission mitigation technologies and long-term
carbon removal, as well as products with a greater focus on less developed markets where the need to finance
both climate mitigation and adaptation measures is greatest.
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Achieving net zero aligned portfolios
All investment strategies at Baillie Gifford are in the process of enhancing their climate integration, and
considering, with clients, the appropriate levels of any specific climate-related commitments. In November
2021, we elected to broaden the impact of such commitments by joining the Net Zero Asset Managers initiative
(NZAM). In addition to stating unequivocal support for the ambitions of the Paris Agreement, members must,
in partnership with their clients, aim to manage an increasing portion of assets under management for timely net
zero alignment.
Within the NZAM framework, assets being managed for such alignment must fulfil a number of key elements,
including (i) an interim target for 2030 that is consistent with the global goal of a 50 per cent reduction in
emissions from 2020, alongside the prioritisation of real-world impact; (ii) the facilitation of investment in
climate solutions; (iii) a commitment to active engagement, and; (iv) transparency in metrics and reporting.
We believe that to have truly net zero aligned portfolios, we need to advance the concept of alignment itself.
Getting to net zero is a multi-dimensional issue. It concerns emissions reduction, technological change, wider
environmental and social impacts, politics and other intangible influences. Appropriately ambitious pathways
vary by industry and region and will change as new technologies and influences emerge. Currently, we can
use some of the excellent frameworks developed by groups such as the Science Based Targets Initiative and
Transition Pathway Initiative as benchmarks and indicators, but they would be the first to recognise that these
are largely based on relatively simple emissions pathways and do not yet encompass a fully holistic perspective.
For Baillie Gifford, the key elements of being able to demonstrate an aligned portfolio are a clear view of
the individual actions of the holdings within it, and the active support and challenge we can bring as engaged
shareholders. This approach flows from the bottom-up approach we take to investing across Baillie Gifford.
The ‘company alignment’ method we favour allows each company in a portfolio to bring its most material
impacts to bear on accelerating the transition – be they carbon-heavy or carbon-light, in healthcare or cement,
in batteries or carbon removal, or in California or Vietnam. This approach forces us to consider alignment
within the context of the overall investment case – a feature that is particularly important to us given our
interest in disruptive growth and expectation that this will be a deep and complex transition.
For the majority of our investment strategies, this means progress towards net zero alignment will be measured
by the underlying alignment of the investee companies themselves. We do, however, also have some funds
that are incorporating total portfolio emissions targets. This includes our Global Alpha Paris-Aligned fund,
which has committed to ensuring that its emissions intensity remains below that of the steadily decarbonising,
1.5°C-aligned and EU approved benchmark constructed by MSCI for the fund’s reference All Countries World
Index (ACWI). In line with the European Sustainable Finance Disclosures Regulation (SFDR) framework,
many of our funds also operate within Article 8, which for us can include a commitment to keep weighted
average portfolio emissions intensities below their reference indices, on a comply-or-explain basis.
Since we announced our membership of NZAM, strategies across Baillie Gifford have been exploring
methodologies and refining commitments that hope to deliver real world impact. Teams managing in excess
of $100bn, or over a quarter of our total assets under management, have now moved to implementation
discussions with their clients to ensure the alignment and consent of the underlying asset owners. We expect
further progress across the firm in the coming months, and will continue to work with clients to grow these
numbers in the years ahead.
We also see huge scope to incorporate broader dimensions of sustainability into our approaches to net zero
alignment. The planet and human societies are complex systems and within that frame, not all emissions
are equal. As part of our long-term, integrated investment philosophy, we plan further development of our
‘systems thinking’ approach that assesses the wider impacts of certain activities, and the resilience of planetary
and human systems to these changes. In the pursuit of exceptional, enduring returns, we believe firmly in
the concept of a just and equitable transition to net zero that serves people and nature as well as reducing
emissions. We hope to work with a variety of partners on this and are actively seeking ideas and input to aid
our thinking.

<No intersecting link>.
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Investing in climate solutions
It’s clear that climate change can’t be addressed without significant scale-up and adoption
of clean technology and infrastructure. Such a scale-up, at the pace required, demands
significant amounts of capital which the financial markets must, with the backing of ultimate
asset owners, provide. Baillie Gifford has a global reputation for investing early on behalf
of our clients in climate solutions companies (Tesla, Beyond Meat and Northvolt would be
three prominent examples) but the question of how to actually define the volume of ‘climate
solutions’ within a portfolio, or measure the flow of capital into them, is a challenge for us
and our industry.
The EU has attempted a solution through the publication of their Taxonomy for Sustainable
Activities that will make its way into company reporting over the coming years. It’s
a hugely significant effort but the practicalities of implementing it given the lack of
standardised disclosures from investee companies – and the arguments about what should be
in it – continue to prove challenging. Estimates of the ‘green revenue’ of companies are also
available from the main environmental, social and governance (ESG) data providers. We
tend to find they are mostly restricted to tangible energy transition assets and often exclude
broader activities that may play a less obvious, but in our view equally important, role.
To fulfil our longer-term ambitions in this area, we are developing a more comprehensive
picture of our classification of ‘climate solutions’. One of the concepts we are particularly
interested in is that of future addressable, or avoidable, emissions. Or in other words, the
dent in global emissions a company’s products, services and actions might make if it grows
as we envisage. In the complexity of the transition, it’s as important that we capture the
contribution of intangibles such as behaviour change or improved efficiency, as much as
the hardwiring of batteries and solar panels. Work in this area is being pioneered by our
Climate Optimism, Positive Change and US Growth teams, and we are working with other
asset managers, consultants and academics with the aspiration of creating a framework for
broad use.
We also plan to increasingly bring our Private Markets capabilities to bear on this
challenge of backing climate solutions. The fact that capital invested in private companies
goes straight into the funding of innovation and scale-up within companies (rather
than to a seller of shares on the secondary markets) means that private market holdings
have particular importance to our potential for positive impact. Recent examples of
such investments include companies like Northvolt (pioneering battery production at
scale in Europe), Redwood Materials (recycling battery materials), Solugen (disrupting
the petrochemicals sector through synthetic biology) and, most recently, Climeworks
(dedicated to the permanent removal of CO2 from the atmosphere).
Not only do we hope that these companies will become great enablers of change, but their
focus, growth and ambition provide us with wider insight into the pace and potential of
the energy transition itself. With close collaboration and knowledge sharing between our
private and public market investors (sometimes being the same individuals), we also hope
to be better at identifying opportunities and engaging with companies in the secondary
market. We gain visibility into both the disruptive solutions emerging and the potential
demand for such products and services among the incumbents looking to transition.
We also expect our Multi Asset strategies to continue to expand their investments in
climate solutions. This group can access opportunities in equities, credit, commodities and
real estate, but expects the infrastructure opportunity to be particularly significant. This
view was reinforced by the integration of climate-related scenario analysis into the team’s
2021 Long-term Return Expectations exercise, which ranked the asset class as the most
attractive for passive returns over the next 10 years. The team is able to invest directly in
both renewable energy project developers and production assets, as well as the likely very
large capital requirements of the future clean electricity grid. Examples of our current
aligned infrastructure investments include the Octopus Renewables Infrastructure Trust
and the US Solar Fund.

09

Our Climate Plans and
Commitments

Enhancing our investment practices
Our firm-wide philosophy for long-term growth means we take a holistic perspective
on the sustainability of the companies we invest in. Their ability to play a positive role
in society is likely to be an important component of successful investment outcomes
over our time horizons. With specific regard to climate, our engagements with company
management teams show this can go well beyond more obvious sector-specific risks and
opportunities associated with climate change. It can also include factors like inspirational
leadership, role modelling, and public advocacy – where companies and their leaders
often have a hugely influential role to play. For us, identifying this in a company can help
underpin an investment case and therefore will continue to be a crucial part of our analysis
and assessment of potentially transformational businesses.
In addition, with technology and disclosure allowing so much new climate data to
emerge, we need to provide our investment managers and analysts with the best sources
of information to enhance their fundamental investment perspectives. We are therefore
significantly expanding our access to climate-specific data and we continue to assess and
curate such sources with care.
As part of this, we are extending the use of scenario analysis at both the portfolio and
whole-firm level to add additional insights into climate-related risks and opportunities. We
want to make this a useful process for our investment strategies and their clients. We are
keen to see the quantitative outputs of climate scenario modelling improve, and our most
impactful contribution may be in developing the qualitative approaches that help to ensure
the econometric models become more meaningful over time. Academic economists are
already well-aware of the constraints of existing commercial models based on assumptions
of equilibrium and rationality. Such narrow statistics offer alluring comfort, but present
asset owners with results (often translated into temperature scores or value-at-risk) which
are neither meaningful nor comparable. Through our various partnerships, we’d like to help
these quantitative models become more reflective of complex realities.
Over the next year, we intend to develop our scenario analysis in two ways. Bottom-up,
we are working with one of our largest strategies to combine our academic relationships
to create those alternative futures against which we can qualitatively test our investment
choices. Top-down, our Investment Risk team will continue the work we began last year
with consultant-led econometric models to see if, with more ambition and in combination
with other investment metrics, we can produce more meaningful quantitative data. As
with all our climate-related work, the aim is for scenario analysis to be integrated into our
investment process, not something to be done externally to it.
More broadly, we want to give more of our colleagues across the firm a much deeper
understanding of the global context that sits behind the identification of climate-related
risks and opportunities. Alongside regular internal knowledge sharing sessions and speaker
events, we’ve also enrolled staff (from a mix of our Investment, Client and ESG teams) in
the University of Edinburgh’s Climate Change Risk in Finance course and we will extend
participation to a further 75 colleagues over the next 18 months. The 10-week course
covers a range of topics, including climate change fundamentals, carbon pricing, transition
risk modelling and scenario analysis.
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Engagement with companies
For us, engagement with companies is fully embedded in our investment process. The importance of effective
stewardship of our clients’ capital is built into our firmwide Shared Beliefs and this in turn is articulated through
a set of Stewardship Principles, each of which has clear relevance in the context of addressing the climate crisis.
Our actions over the last 12 months have included a
programme of detailed and open conversations with
some of our largest holdings about their approach
to climate change. In addition to deepening our
knowledge and, frankly, extending our own level of
ambition, this has helped many strategies reframe and
expand the qualitative question frameworks they use
to assess every investment.
Our bias to seeking long-term growth often pins
the focus of our conversations with companies on
ambition and support for strategic capital investment,
thereby supporting management to look through other
shorter-term pressures. Given the disruptive nature of
the climate transition, we also place great emphasis
on diversity of view at the board and executive levels.
While this is less likely to be important in companies
that are new and disruptive by nature, it could be
critical to enabling leadership to emerge among older
incumbents.
Both areas are material topics for many companies,
and often arise during our regular interactions. Where
we have perhaps been less active than we should have
is in the day-to-day pursuit of better disclosure. To
help accelerate this, we have now formalised a set
of climate disclosure expectations for companies we
invest in:

Our Stewardship Principles in the
context of climate change
1. Prioritisation of long-term value creation.
Supporting management to invest with ambition
for the long term.
2. A constructive and purposeful board. There
is no fixed formula, but strong leadership will
be vital through the transition ahead. Innovators
need excellent mentors; incumbents need
challenge with support.
3. Long-term focused remuneration with
stretching targets. Some companies might need
specific climate incentives to change entrenched
behaviours, but all pay should be for the long
term and reward superior performance.
4. Fair treatment of stakeholders. The
environment has been the silent stakeholder
but must be respected alongside others. The
aspiration for a Just Transition should be
supported through transparency and anticipation.
5. Sustainable business practices. We explicitly
encourage the development of thoughtful
environmental practices and net zero aligned
climate strategies for all companies.

For all companies:
— Disclosure of scope 1 and 2 emissions, as a minimum, by the 2023 year-end reporting cycle.
— Demonstrate awareness of and engagement with the global net zero ambition by 2025.
For the world’s largest 25 companies and those in material sectors1:
— Disclosure of material scope 3 emissions by the 2023 year-end reporting cycle.
— Clear net zero aligned climate goals that meet or exceed the ambitions of the Paris Agreement by 2025 (including
scope 1, 2 and material scope 3 emissions).
For companies offering significant climate solutions products and services:
— Disclose estimates of potential avoided or addressable emissions reductions, or similar indicators.
We define company size by market value, and material sectors relate to the non-financial sectors identified by the TCFD, ie Energy, Transport, Materials and
Buildings, Agriculture, Food and Forest Products).
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It is important to note that these are our expectations based on our perceptions of the
availability of data, the development of regulatory regimes and the fundamental link to
underlying competitive advantage. They are not absolute requirements. We will assess
materiality on a company-by-company basis, integrated with the investment case, and
engage accordingly. That said, our default position will be that companies who do not
meet these expectations will be formally engaged on these topics, that escalation may
come to include appropriate votes at company meetings and could inform decisions to
divest.
Engagement activity must also encompass other actors in the financial system as we seek
to accelerate a successful transition. For us that includes participation in the development
of regulation, involvement with investor collaboratives such as the Net Zero Asset
Managers initiative, the Institutional Investor Group on Climate Change, Climate Action
100+ and the Taskforce on Nature-related Financial Disclosures as well as opportunities
to support the further development of the Science-Based Targets initiative (SBTi) and
CDP. In the case of the CDP, we were early purchasers of the target evaluation tool they
developed in conjunction with WWF and have worked through a number of examples
with the originators to improve the methodologies. For SBTi, we hope that our work
with, and financial support for, the Smart Freight Centre, will accelerate both real-world
emissions reduction in the logistics sector and improve the associated science-based
pathways.

Smart Freight Centre
The SFC is an Amsterdam based non-governmental organisation (NGO) dedicated
to tackling the 8-11 per cent of global greenhouse gases (GHG) from freight
transportation and logistics. With over 120 of the world’s leading logistics providers
and users as members, the group is dedicated to sharing best practices and
supporting innovation. They are helping to bring scale to new technologies and
fuels through the Smart Freight Buyers Alliance and are working with the Sciencebased Targets initiative on the concept of robust insetting to accelerate uptake and
investment in low-carbon solutions. Our collaboration with the SFC has brought
investment insight into both companies and decarbonisation technologies, and we
look forward to continuing the partnership.

We also review and interact frequently with the large ESG data vendors (particularly
MSCI), to influence and improve their company scores and ratings. By feeding back
the insights we gain from our fundamental company analysis, we can hope to reduce
incidences of misestimation and misinterpretation that might unfairly limit company
access to capital markets.
A further strand that we have pursued over the last year concerns the role of auditors
in encouraging and assessing the alignment of corporate accounts with stated climate
commitments. We believe the independent, but insider, position of this group could have
a pivotal role to play in ensuring that company strategies and reporting accurately reflect
pledges made. Indeed, such assurance might prove a more enduring approach than that
offered by the current proliferation of external (and fundamentally information deficient)
raters and assessors.
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Our operations
Although our investment activities represent by far our most material influence on the
climate, we must also continue to reduce the direct emissions created by our physical
operations and processes. Over the coming year, we will review our environmental
objectives for our operations, in view of the changes to working patterns we have
seen during the Covid-19 pandemic and our forthcoming move to new headquarters in
Edinburgh. In line with our joining of the Net Zero Asset Managers initiative, we aspire
to develop a full net zero strategy for our own operations by the end of 2022.
The firm already has a target to reduce its operational emissions by 50 per cent from a
2019 baseline and we double offset these emissions with high-quality projects. These
offsets are split between initiatives aimed at preventing deforestation in Sierra Leone,
Scottish reforestation, and carbon sequestration through changing farming methods in
the US.
In 2021 we reformed our Environment Working Group and recruited a dedicated
Environmental Operations Officer with responsibility for overseeing the measurement
and reduction of our operational emissions. We are also introducing Pawprint, a personal
carbon footprint app which will be made available to all employees, and Baillie Gifford
will introduce an Electric Vehicle Salary Sacrifice Scheme which will aid employees in
the transition to lower carbon travel.
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Partnerships and advocacy
Addressing the climate crisis requires the involvement of all actors across the finance system
and well beyond. We believe it’s in the best interests of our clients to be active participants in the
unfolding debates and collective action that is shaping the way capital is allocated, regulation is
introduced, and the way companies ultimately act and individuals behave. We’ve been long-standing
members of the Principles for Responsible Investment (PRI), a signatory to the Task Force on
Climate-related Financial Disclosures (TCFD) and the annual CDP (formerly known as the Carbon
Disclosure project) investor request, supporters of the Scotland-based Global Ethical Finance
Initiative, and members of the Institutional Investor Group on Climate Change (IIGCC), which we
believe plays a vital role in driving progress.
Over the last year, we’ve also joined the Net Zero Asset Managers initiative to help advance our own
net zero commitments. While we hold few very large emitters, we have now joined the collaborative
investor engagement initiative, Climate Action 100+, to support their collective engagement with
those we do own, and to contribute to their new research stream on value-chain interventions. We’re
also supporting the UK Centre for Greening Finance and Investment, which aims to revolutionise the
quality of and access to data across the financial system.
But we’re also keen to step outside the financial system in our efforts to work with others and share
perspectives. Baillie Gifford has a tradition of forming partnerships with academics and thinkers
from outside finance and we directly support a number of academics in their work (further details of
some of our wider partnerships with academia can be found here).
Particularly useful climate-related insights over the last year have come from our relationship with
the James Hutton Institute (sustainable farming and land use), the Santa Fe Institute (complexity and
systems thinking), our continuing conversations with the Grantham Institutes at Imperial and LSE
(notably, the future of the electricity grid), and our collaboration with Edinburgh University (who
support our firm-level climate education programme). Meanwhile, in China, our Shanghai office
has established a new relationship with the China-UK Low-Carbon College at Shanghai Jiao Tong
University, to extend our insight into the country’s aims for a green and net zero transition.
To help further our assessment of company alignment with the climate challenge, we have been
working with Professor Mike Berners-Lee and his team at Small World Consulting to develop a
holistic framework that captures systems impact and the broad corporate narrative (see overleaf).

Our Climate Plans and
Commitments

Holistic climate alignment assessments: an initial framework for analysis
We have been working with the carbon-footprinting and emissions expert Professor Mike Berners-Lee since 2020. He and his
team have helped us develop a starting framework for the analysis of any holding that incorporates emissions, strategy, narrative
and opportunities. We continue to work together to extend our approach, and he continues to push our level of ambition in both
analysis and expectations.
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Product Low-Carbon Alignment

Has the company pledged to
reduce its operational and upstream
emissions and achieve net zero
before 2050? Do they have a detailed
and measurable strategy to achieve
this?

Can the company’s core outputs
assist low-carbon transition over
the next 5-10 years?

Social Narrative
The accuracy and clarity with
which the company describes
other social challenges and its
responsibilities. The coherence
of its actions with this narrative.
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The accuracy and clarity with which
the company describes the climate
crisis and its responsibilities. The
coherence of its actions and lobbying
efforts with this narrative.
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Our Governance of Climate-Related
Risks and Opportunities

Our Governance of
Climate-Related Risks
and Opportunities
Partnership approach
Baillie Gifford has no external owners or shareholders. As a private partnership, each of the 51 partners
working in the business is jointly liable for the obligations of the firm and this liability is unlimited. Our firmwide governance and decision-making on all matters is therefore primarily geared towards ensuring the firm
meets the needs of our clients. They are our most important stakeholders and without them, the firm could not
exist. Further details of our overall approach to governance at Baillie Gifford are available here.
Throughout 2021, we continued to make progress on integrating climate risks and opportunities into existing
management and governance systems, including:
— The creation of a dedicated centralised climate team tasked with coordinating our approach to addressing
climate change across the firm. This small but experienced team has a remit which spans investment
research, stakeholder engagement, data, reporting, governance and internal and external partnerships. It
works as part of the wider ESG function in the firm and liaises with other functions as appropriate.
— The re-forming of several internal working groups into two new senior forums: our Climate Working Group
and ESG Steering Group. Both groups involve partner-level decision-makers and senior climate/ESG
specialists to help coordinate and challenge work across the firm. They are underpinned by a variety of subgroups focusing on specific areas such as client support, product development, our operational impacts, data
requirements and employee training needs.
— At the board level, our key legal entity boards have been briefed on their expanding oversight
responsibilities concerning climate change and in 2022 additional board reporting will be introduced to
facilitate greater oversight of the firm’s approach.
— The initiation of regular screening across key climate-related metrics of our largest holdings and largest
emitters, regardless of the portfolios in which they are held. This enables the sharing and development of
best practices and ideas across our relatively autonomous investment teams, as well as supporting top-down
oversight.
— The creation of a significant cross-firm ESG data programme, which has recruited two new ESG Data
analysts in 2021, with two further contractors arriving in 2022 to significantly upgrade our capacity to
provide high-quality ESG and climate data at both the individual holding and portfolio level for use in
investment research, client reporting, risk management and compliance purposes.
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Investment focus
These additional resources and governance changes are designed to support rather than replace the primary role of our investment
teams in identifying and assessing climate-related risks and opportunities within their portfolios. Fundamentally we take a ‘bottom-up’
approach to understanding each holding within a portfolio and the changes we’re making to our firm-wide governance are aimed at
further improving these teams’ ability to undertake this effectively.
The main responsibility for managing climate-related risks and opportunities, therefore, remains with the teams running each
investment strategy. In most cases, these teams include at least one dedicated ESG Investment Analyst, though responsibility for
identifying and assessing climate-related risks and opportunities is shared by all. Through 2021, many strategies reframed and
expanded the qualitative question frameworks they used to assess every investment to ensure that climate-related issues were captured
appropriately.
Our investment teams make use of a range of high-quality information sources curated by our ESG Data team and Climate team to
support and supplement their research. This process is explained in more detail in the section on risk management.

Overview of our firm-wide climate governance
Provision of
data and tools

Research and
analysis

Management and
decision-making

✓

✓

ESG analysts
ESG research and engagement activities in support
of individual investment strategies

✓

✓

Investment managers
Investment decision making, research, analysis
and company engagement

✓

✓

✓

✓

ESG data programme
Evaluating and building climate and ESG data and
systems for integration into the investment process

✓

Climate team
Providing coordination, support and challenge on
climate across the fim

✓

Operations managers
Running of Baillie Gifford buildings, operations
and processes

✓

Oversight

Climate Working Group
Review and oversight of climate approach across
whole firm

✓

✓

ESG Steering Group
Review and oversight of ESG approach across
whole firm

✓

✓

Management Committee
Oversight of overall firm-wide strategy and risk
appetite framework

✓

Legal Entity Boards
Oversight of the activities of respective BG entities

✓
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How Climate Impacts
Our Strategy
Firm-wide risks and opportunities
Baillie Gifford’s strategy is consistent year-over-year and is centred on two main objectives: to act in the best
interests of our clients, and to be thoughtful and responsible stewards of their capital through the investment
decisions we make. This strategy is inherently long term and has served our clients well in the 114 years since
we were founded.
In assessing climate-related risks and opportunities, the most important things for us to understand are how they
impact our relationships with our clients, the long-term investment performance we can deliver for them, and
our stewardship of their capital through thoughtful ownership and engagement with companies. Alongside this,
we must also understand the ways in which climate can directly impact the operations needed for the day-today running of our business.
As outlined in our plans and commitments, we will continue to develop the quantitative analysis of the potential
impacts to the firm of different climate scenarios over the short, medium and long term. The next section of
this report provides a spotlight on the climate alignment of our largest holdings and this will be expanded to
include scenario analysis in future reporting. Our intention is to bring quantitative approaches together with the
qualitative assessments we are already making at the portfolio level, and across the firm.
Our Climate Working Group has already conducted a qualitative exercise to consider how the firm as a
whole might be affected under different reference climate scenarios provided by the Network for Greening
the Financial System. The 1.5-2°C ‘Paris orderly’ scenarios assume climate policies are introduced early and
become more stringent, whereas the ‘Paris disorderly’ scenarios involve higher transition risks due to delayed
or divergent policies. ‘Hothouse world’ scenarios assume that global efforts are insufficient to halt significant
warming, with severe physical impacts as a result.
A summary of our thinking is shown in the following graphic.
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Overview of our firm-wide climate-related risks and opportunities
‘Hothouse world’
scenario
(3–4°C)

Potential loss of clients who do not wish to invest in line with NZ

Significantly reduced growth potential for transition-aligned holdings

Physical impacts and disruption to our own operations associated with accelerated warming

Climate change causes variety of physical and economic impacts to many companies globally

Increased volatility favours active management and the potential to identify adaptation opportunities

Reduced growth potential for transition-aligned holdings in certain countries or sectors

‘Paris
disorderly’
scenario
(<2°C)

Significant growth potential for NZ aligned holdings that can navigate divergent national policies

Significant growth potential for NZ aligned holdings and solution providers

Varying demand for NZ aligned investment strategies from certain clients

Higher client turnover due to complex and divergent NZ policies and regulation globally

Greater volatility in markets may be good for the relative performance of BG’s active management style
Significant internal resources required to comply with varying and multi-speed NZ regulation and policies

Increasing – though sporadic – physical climate impacts for some holdings globally

BG’s NZ commitments become a source of advantage in attracting and retaining talented people, and maintaining reputation

‘Paris orderly’
scenario
(1.5–2°C)

Growing misselling risks around green/NZ investment products, with associated reputational and legal risks

Significant growth potential for NZ aligned holdings and solutions providers
Potential for increasingly inflexible regulation that is a poor fit with BG’s long term active investment ethos approach

Widespread and significant demand for net zero aligned investment strategies from clients

Short term (0–5 years)

Medium term (5–15 years)

Long term (15 years onwards)
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The implications we have identified for the firm cover the investment performance of our holdings, our
service to clients, as well as our operations. Looking across these, we are able to draw the following high-level
observations:
— We believe that limiting temperature rises globally to below 2°C, and ideally to 1.5°C, would be more
supportive of the long-term growth of our holdings than a hot house world scenario. The changes in market
dynamics, policies and technology needed under Paris aligned scenarios would likely be beneficial to the
relatively low-carbon intensity and the long term, future-focused outlook of many companies we invest in.
As detailed in the next section, our largest holdings have, in aggregate, low-carbon intensity compared to
the wider market, very limited exposure to fossil fuels, and, we believe, above-average exposure to climate
solutions.
— Under a hothouse world scenario, we expect the financial implications of the physical impacts of climate
change to have a negative overall effect on the growth prospects of our holdings in the medium to long
term. We do not, however, have any reason to expect this to be any worse than that experienced by the
broader economy at large. At this stage, we see this negative impact as largely the result of the overall drag
on global productivity and growth caused by the costs and social upheaval of significant chronic and acute
climate impacts worldwide. We have a number of initiatives underway to add finer detail to our insights on
physical risks relative to specific geographies and supply chains.
— We might also expect to see diminished growth opportunities for some of our more focused climate
solutions holdings over the medium to long term under a hothouse world scenario. This is largely due to
the slower build-out and adoption of clean technologies expected under these scenarios due to the lack of
policy support. This potentially results in smaller markets and fewer growth opportunities for low-carbon
products and services.
— From a client perspective, we view Paris disorderly scenarios and hothouse world scenarios as potentially
triggering greater levels of client turnover if climate policies increasingly diverge or even go backwards
in some parts of the world. As a firm with an overall ambition to work with clients to achieve net zero
across our holdings over a timeframe consistent with the Paris Agreement, we may find that serving clients
in regions of the world without climate targets becomes increasingly inconsistent with our beliefs and
investment objectives, resulting in a loss of total assets under management.
— However, under a Paris orderly scenario, where climate policies worldwide are more consistent, we
anticipate widespread and significant growth in demand for our net zero aligned products across almost
all regions. We hope this can be achieved without the risk that the associated climate regulation of asset
managers under a Paris aligned scenario becomes inflexibly weighted towards passive management which
could be a poor fit with our own active and long-term style of investment.
— The most important mitigant to the various risks discussed above is for Baillie Gifford, as a firm, to remain
informed and dynamic in its investment management approach. The various initiatives discussed in the first
section of this report provide insight into our plans and commitments in this regard.
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Insights across our holdings: a close-up view
Baillie Gifford’s investment strategies each have their own philosophies and are managed individually in accordance with the
mandates and expectations of their clients. Providing a firm-wide ‘portfolio’ view is therefore not reflective of the climate-related risks
and opportunities associated with each strategy. However, as we seek to expand our climate disclosures at firm level, we are able to
provide more analysis of the firm’s largest holdings and emitters. This gives some insight into the current and prospective alignment of
our portfolios relative to both investment materiality and our responsibilities to engage with companies as a significant asset manager.
Alignment assessment
Assessment of a company’s strategic positioning relative to climate-related issues is a foundational element of our investment process.
For those funds developing climate commitments within our NZAM framework, such judgements will be explicitly captured as the
portfolios work towards their 2030 interim targets. We also ensure that the same process is followed for our group of largest emitters
and largest holdings at the firm level, regardless of the fund(s) in which they are held.
Today, we assess alignment in two dimensions. The extent and ambition of stated strategy and emissions control targets, relative to
1.5°C/Net Zero 2050 pathways, and the underlying nature of each business relative to the climate challenge. At the extremes, this
latter judgement separates out the pioneering climate solution innovators from those firmly embedded in the fossil fuel economy.
It also enables us to classify currently high emitters with the potential to transition through new technology and strong leadership,
and those with carbon-light business models who have more intangible influences they can bring bear to the pace of climate success.
More details of our alignment classifications can be found in the box at the end of this section.
Alignment of our largest holdings
As shown in the graphic, we don’t classify any of the firm’s top 50 holdings (by AUM) as materially challenged. We own very few
fossil fuel companies. At the 2021 year-end these top 50 holdings represented some 49 per cent of our total firmwide AUM, or around
$216bn. Within this, ‘solutions innovators’ accounted for 7 per cent. This is a category we guard jealously and work closely with our
impact funds to ensure that such classification is warranted by clear solutions alignment intrinsic to corporate purpose. While there are
only three such companies in our top 50 (CATL, Tesla and NIO), many others are held across the firm and are discussed later in this
section.
Climate alignment across our largest 50 holdings
(representing 49% of our Assets Under Management (AUM) at end 2021)

Key:
Lagging
Progressing
Leading

BG’s top 50 equity holdings by AUM

Value of Baillie Gifford investment
= Area of boxes

Materially
challenged

Potential evolver

Carbon-light
potential influencer

Solutions innovator
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Most of our top 50 holdings are ‘potential evolvers’ or carbon-light ‘potential influencers’. In the first group, we
find critical industries such as mining, cement and semiconductors, and ecommerce engines such as Amazon
and Alibaba. The latter group, from luxury goods to banks and internet services, are carbon-light themselves,
but are built on the realities of our current high-carbon economy. Each of these has the potential to align and to
lead intangibles such as consumer preferences, business processes and the application of capital to low-carbon
solutions.
One measure of a willingness to take on such leadership lies in our assessment of target and emissions
alignment – the other dimension of our graphic. Here, our ‘green’ group identifies those companies we assess
to be leaders in terms of their intention to manage for 1.5°C/net zero by 2050 emissions reduction across the
value chain. As noted earlier, we don’t believe any methodology can robustly assess such alignment today (in
an 80 per cent fossil fuelled world, no companies are yet fully 1.5°C aligned). However, through analysis and
reference to pathways from groups such as the Science-based Targets Initiative we can identify the current
leaders by targets, intent and coherence. We assess a third of our top 50 by AUM to be in this group – albeit
none of our three ‘solutions innovators’ pass this test of clear commitment to future emissions control. We are
engaging with each of these companies (Tesla, CATL and NIO) on disclosure and targets, but given the inherent
connection between their business models and climate success, we are confident that this element of their
strategies will improve.
Our ‘amber’ companies are those we assess to be close to sufficiently ambitious targets, but where we are
looking for more evidence of strategy or external narrative. This group accounts for almost 20 per cent of the
top 50 AUM, and includes companies as diverse as NVIDIA, Prudential and Moderna – each with potentially
important roles to play in influencing their ecosystems, and wider society to embrace the transition.
Unfortunately, but perhaps not surprisingly, that leaves 50 per cent of our top 50 AUM in the ‘red’ lagging
group. This covers the full gamut from a complete lack of disclosure through to good reporting but insufficient
ambition or narrative around the company’s strategic role in the climate challenge. For some of these, the
challenges are very systemic, and it is that, rather than a lack of cultural alignment, that is the current barrier. A
company such as TSMC is an example of this: a critical product for a low-carbon world, a strong commitment
to holistic responsibility, but facing significant challenges in the timely decarbonisation of the Taiwan electricity
grid. Such analysis guides our bespoke engagement approach, as we work to support the managements of our
largest companies to manage for competitive advantage and to exert positive influence on the climate crisis.
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Alignment of our biggest emitters
We can take a similar perspective on our top emitters. Our focus group here covers the top 20 companies by direct (scope 1 and
2) emissions, and the top 20 by full value chain emissions (scope 3). They are drawn from all those in which the firm invests in
excess of $150m, with emissions referenced by absolute volume (not intensity). Accounting for overlaps, the screen identifies 29
individual companies. While it is pleasing that all of our largest direct emitters now disclose their annual emissions, few companies
globally provide full disclosure of scope 3. For this metric we use the estimates of MSCI and continue to monitor and engage on their
methodologies.

Climate alignment across our largest emitters
(by absolute tonnes of GHGs at the company level)

Key:
Lagging
Progressing

Top emitters

Leading
Value of Baillie Gifford investment
= Area of boxes

Materially challenged

Potential evolver

Carbon-light
potential influencer

Solutions
innovator

The graphic illustrates the same dimensions as our top 50 analysis. Among the top emitters, we hold only three that we consider to
be ‘materially challenged’: Ryanair, Petrobras and INPEX. While all three have competitive advantage within their segments, their
pathways remain less clear and with higher risk of material regulatory intervention. Conversely, it’s pleasing that 18 of the set of
29 have set out transition plans that we can consider ‘leading’ or close to it (identified in green and amber). These companies are
seeking advantage in transforming their industries to be positively climate-fit and will prove critical to the commercialisation of the
solutions created by the world’s ‘solutions innovators’. Examples of leadership in our top emitters include Amazon, Nestlé, Mahindra
and Suzuki – demonstrating that geography is no barrier to ambition in this regard. Their aspirations provide us, in turn, with useful
ammunition (let alone determination) to engage with others.
Lastly, a note on comparative scale. It is very important that we identify, assess and engage with our largest emitters. However, in
a wider market context, our largest emitters are relatively ‘small’. Our top 20 direct emitters range from 60 million tons of carbon
dioxide equivalent (CO2e) annually down to 5 million tons of CO2e. In contrast, the largest direct emitter in the MSCI ACWI puts out
some 340 million tons of CO2e annually, while those emitting 5 million tons of CO2e are ranked closer to 300th in that index.
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Emissions intensity
Calculations of emissions intensity are static and, alone, tell little about the decarbonisation potential or range
of financial risks faced by a company. They are, however, indicators for further analysis and the basic required
metric of regulators.
The overwhelming majority of Baillie Gifford portfolios sit substantially below their comparator benchmarks
for direct emissions intensity, and well below the estimated value chain. At the firm level, our top 50 equity
holdings have a financed emissions intensity for direct scope 1 and 2 of 13 per cent of the MSCI ACWI (seven
metric tons of carbon dioxide equivalent/$EVIC). Looking more broadly across all our aggregated firmwide
holdings, this intensity ratio doubles but still equates to only 32 per cent of the global index. Bringing in the
estimated value chain scope 3 emissions, those top 50 and all-holdings ratios rise, but only to 17 per cent and
44 per cent of the global benchmark. Moreover, if we focus on just the higher impact sectors (those defined as
climate material by the industry Portfolio Carbon Accounting Framework (PCAF) standard), the relative top 50
and all-holdings intensities for scope 1-3 emissions fall back to 6 per cent and 30 per cent.
In conclusion, our investments on behalf of clients have, in general, smaller measured carbon footprints than
the wider market. However, we would (a) repeat the narrowness of these metrics and (b) emphasise that a
low-carbon future cannot be built just by companies that appear low carbon today. The entire economy rests
on infrastructure which is currently carbon-intensive by nature, changing that will require investment and
transition from companies across the board – sometimes resulting in high emissions in the near term to embed
lower carbon outcomes in the long term. Looking forward, we will present an analysis of year-over-year
emissions performance. Given the weakness of historical data, this is currently a poor indicator of reality – but
this must improve.
Fossil fuel exposure
Many of Baillie Gifford’s largest funds have no exposure to activities directly related to fossil fuels. Aggregated
across our firmwide holdings, the extent of fossil fuel exposure sums up to less than 2 per cent (vs 8 per cent for
the MSCI ACWI). In contrast, those companies that we have identified as clear solutions innovators sum to 6
per cent across all BG equity portfolios.
Our strategies are monitored for exposure to the most unsustainable fossil fuels (thermal coal, Arctic drilling
and oil sands). While we rarely specifically exclude these activities unless required by mandate or regulation,
investment in companies exposed to such activities would be very unlikely to be aligned with our firmwide
philosophy of long-term growth investing. Where we are exposed to fossil fuel companies (such as Petrobras,
Inpex and Reliance), we will be actively engaging for ambitious controls on direct emissions and seeking some
form of advantage that suggests continued operation can be aligned with a global net zero pathway for 2050
(at which point consensus pathways suggest both oil and gas will still be in use, but with emissions entirely
embedded or removed).
Climate solutions
As focused growth investors, we are naturally attracted to the fundamental opportunities for new goods and
services generated by the shift to a low-carbon economy. We think that companies that can drive system-level
change naturally can have the biggest impact, and our task on behalf of our clients is to match the potential for
business growth with attractive investment returns.
As discussed elsewhere in this report, industry frameworks are emerging that attempt to define a ‘solutions
provider’. While many of these give useful guidance, none is yet fit for purpose in terms of breadth or forwardlooking orientation. We are working with a number of industry and academic partners to contribute to the
development of such taxonomies. Meanwhile, our definition of such companies as ‘solutions innovators’ is, we
hope, ambitious, and is guided by the analysis of our impact-focused investment teams.
Today, we find our equity exposure to ‘solution innovators’ across both our secondary and private market funds.
Examples include private companies such as Northvolt, Redwood Materials, Solugen and ChargePoint. In the
secondary market, we hold Tesla, CATL, NIO, Samsung SDI, Ørsted and many others. In total, equities that we
classify in this pioneering group accounted for over $28bn of our assets under management, or 8 per cent of the
total, at the end of 2021.
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For reference: our alignment glossary
Our firm-wide climate audit process records our assessment of climate-related alignment in two dimensions:
emissions reduction and business positioning. The first captures the extent of company ambitions and targets
to reduce their direct and value chain emissions in line with the goals of the Paris Agreement (being a 1.5°C or
Net Zero 2050 pathway). The second, the fundamental nature and positioning of the core business relative to the
realities of a successful energy transition.

Assessment of emissions reduction goals
Our climate audit currently has seven categories ranging from no disclosure through to targets that demonstrate
well-above average ambition to reach Net Zero well before 2050 across the value chain (hint – there are few
such companies today!). As discussed elsewhere, our judgements are qualitative but rest on fundamental
research and the guidance of bodies such as the Science-based Targets Initiative, the IIGCC and others. We
are committed to improving the robustness of our assessment over time, and, for now, organise our seven
categories into three groups:
Leading: companies committed to a science-based 1.5°C-aligned pathway, with appropriate demonstrations
of targets, intent and strategic coherence.
Preparing: companies with the disclosure and narrative that suggests they are preparing to set Paris aligned
targets in the near future.
Lagging: companies lacking sufficient disclosure or suitably robust targets, where the pathway to improvement
is currently uncertain.

Assessment of the potential transition role
Our climate audit has four categories to identify the strategic business positioning of a company relative to the
transition. The judgements are company – not sector-specific . This allows us, for example, to classify different
banks in different buckets depending on their loan books and potential to transition. Our four categories are:
Solution innovator: a closely guarded category in which we place companies whose primary purpose is the
innovation and commercialisation of products and services that will enable a successful transition.
Carbon-light potential influencer: companies who are carbon-light by direct emissions, but have the
opportunity to accelerate the transition through their choices and influence.
Potential evolver: these companies tend to be carbon-heavy, or strongly embedded in the higher carbon
economy, but are beginning to see viable pathways to transition.
Materially challenged: companies whose core business is very unlikely to see growth through the transition,
or where the pathway to coherence with a low-carbon world remains less clear.
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Our Approach to Climate
Risk Management
Identifying and assessing risks to investment performance
We view climate risks as material to investment risks, meaning that across the firm, climate-related risks to
our holdings are identified and assessed primarily through stock-level research and analysis within individual
investment strategies. In most cases, this is completed with the help of our dedicated ESG analysts, who work
directly within our investment teams. Research is focused on understanding the materiality of climate risks
to individual holdings and the extent to which transitional and physical climate risks are being managed and
integrated into the strategies of companies we invest in. As discussed elsewhere in this report, we take a holistic
view of climate-related issues and a broad view of potential materiality. It is central to our philosophy that risk
can exist as much in opportunities foregone, as in the assets currently held.
Key considerations include the climate impact of a company’s core products and services and its relationships
with its own stakeholders, including customers, regulators and NGOs. We also track the absolute and relative
carbon intensity of our companies and portfolios relative to enterprise value and revenue. We look at both
direct emissions (scope 1 and 2) and across the value chain (scope 3). While the former is well-established and
increasingly well-reported by companies, scope 3 remains more problematic. Few report across the piece, and
there are inconsistencies in terms of methodology and the activity boundaries. We use the estimations of MSCI
to provide a consistent set of comparisons, but there are shortfalls in the modelling, and we would emphasise
strongly that such data is only a flag and not something we use as a sole determinant of investment decisions.
To ensure analysis is carried out consistently across the firm, we have introduced a more structured and
formalised climate review that encompasses our largest holdings and our largest emitters. This is shared with
and supports the work of our individual portfolio teams. Examples of the process and implications of this
analysis can be found in Section 3 of this report.

Climate scenario analysis
To help us understand more about the process and outputs of quantitative climate scenario analysis, five
of our main investment strategies undertook a project with the help of an independent climate scenario
specialist, Ortec, in the second half of 2021. Ortec’s econometric models assessed three possible
outcomes: a Paris orderly transition (policy and technology combine to deliver a smooth shift to restrict
warming to +1.6C by 2100), a Paris disorderly transition (with a dislocating policy shock in 2025 then
restraining warming to +1.6C by 2100), and a failed transition (expected warming of +4C by 2100). The
models attempt to combine both physical and transition risks, though they acknowledge that some
consequences and outcomes are not currently included.
Applied top-down and with a simplified assessment of company location (matched to domicile), the models
suggest that the expected future performance of our portfolios would diverge relatively little from that of
the very broad MSCI ACWI. Within the broad findings, there were however some useful areas for further
investigation for us to follow up on. More details can be found in our product-level climate reports.
Given the top-down nature of the models and their reliance on huge quantities of estimated data, we do not
currently feel able to make use of them for stock-level decision-making, which is critical in our concentrated
portfolios. However, we learned much from our collaboration with Ortec, whose work has helped us better
understand the science of scenario analysis and its potential future applicability to our risk management
systems. Our plans for the further development of scenario analysis are outlined in Section 1.4.
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Managing risks to investment performance
In addition to fundamental research, our primary approach to
managing investment-related risks is to engage with companies to
understand how they are managing their risks over time. We use
the outputs of this engagement to help inform stock discussions
and investment decision-making.
We aim to engage with companies at senior levels over the
long term, rather than simply trading different assets to remove
exposure in a portfolio. However, if we feel that not enough
progress is being made in mitigating risks then we retain the
option of exercising our voting rights in shareholder resolutions,
and ultimately divesting our holdings.
Engagement activity is driven first and foremost by our
investment teams. They assess priorities relative to investment
materiality and our capacity for influence. In addition, given

the systemic importance of climate-related issues, we have
introduced an additional lens which captures our responsibility to
engage on these topics. This process covers our largest emitters
by absolute emissions and our largest holdings. We are ensuring
that all the companies on these lists are specifically assessed for
their climate alignment. Going forward, this semi-independent
view of a company’s potential impact on the climate crisis will
reinforce, and, in some cases, extend, the climate engagement
priorities determined by the underlying investment teams.
For very small holdings, engagement work is shared with our
central ESG Services group, who ensure that we assess issues
such as disclosure across all our investments, and always exercise
the voting rights we hold on behalf of our clients.

Engaging with companies on climate-related risks and opportunities: examples from 2021
Alibaba is China’s leading provider of e-commerce and internet-based technologies and has a huge influence over the products,
services and choices of consumers and businesses. We engaged with the company specifically on its aspirations and pace for
climate-related disclosure and targets in mid-2021. In December, we were very pleased to see the release of a comprehensive
climate plan, including a clear ambition to influence carbon reduction well beyond the standard boundaries placed around scope
3 value chain emissions.
Atlas Copco is a world-leading provider of compressors, vacuum systems, pumps, light towers, generators and power tools
not only to the big industrials that make the infrastructure and energy backbones of the economy but also to the precisionfocused semiconductor sector. Having been an early leader in carbon disclosure, the company’s external communications were
increasingly lagging behind on the shift to a more ambitious pro-climate narrative seen elsewhere in the market. We engaged on
the issue twice in 2021 and were very pleased to see the announcement of science-based targets in the autumn alongside much
stronger communications on the company’s aligned product developments at its Capital Markets Day.
BHP is one of the world’s leading mining companies, with interests in iron ore and oil through to nickel and copper. Its skills and
many of its products will be critical to the pace and delivery of the low-carbon transition. We have, however, been concerned that
its recognition of the challenges posed to some of its higher carbon value chains (notably iron ore, oil and gas and metallurgical
coal) was insufficient. We engaged on the issue in 2021 but were still not convinced by the depth of the Climate Action Plan it put
before shareholders at the autumn AGM. We voted against the plan and continue to engage in 2022.
CRH is one of the world’s leading suppliers of building materials, including cement. This carries a large process-related carbon
footprint, but also the potential for significant influence on the sector’s decarbonisation pathway, technologies and recycling. While
the company announced improved emissions targets in 2021, we remained unconvinced that they were strong enough to retain
sector leadership and engaged with management and the board. The company has demonstrated renewed progress in 2022, and
our engagement remains ongoing.
Tesla has had systemic-level influence over the development and uptake of electric vehicles, and we have been fortunate to be
long-term shareholders. While the intrinsic alignment of the company to a successful transition is clear, and it has provided useful
disclosure on comparative life-cycle emissions, company publications have lacked the basics of emissions accounting and future
reduction targets. We engaged on these points again in 2021 and were pleased to see both an improvement in disclosure in the
2022 Impact Report and a commitment to the SBTi for value chain emissions reductions.
Toyota is the world’s largest carmaker. While the group has been a pioneer in the development of more efficient hybrid
combustion engines, it has been slow to embrace a move to full electric – a position reflected in its climate-related targets and
associated capital budgets. Shareholders since 2013, we have been aware of this dichotomy for some time, and after further
conversations with the company in 2021, decided that the pace of change on electrification (and in other areas such as autonomy)
was insufficient to ensure long term competitive edge. We have now sold our holdings.
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Our Approach to Climate Risk
Management

Managing operational risks
Our primary means of overseeing and managing the direct climate
impacts of our operations is our Operations Environment Working
Group. This group has the objective of promoting environmental
goals and monitoring performance in areas such as building
energy management, business travel, waste, and carbon offsetting.
Over the coming year, the Group expects to oversee work on
assessing the physical risks to our operations under different
climate scenarios and the review of Environmental Policy
considering the firm’s net zero commitments.
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Key Metrics
Explaining the metrics we use
We use a range of metrics at the asset, portfolio and firm level to help inform our view of climate-related risks and opportunities,
and to help us judge net zero alignments. In the table below we describe these metrics, their sources, our use of them and our view
of the underlying data availability and quality, including any gaps.

Metric

What it tells us

How we use it

Source, and our assessment data quality
and availability

Green House Gas (GHG) Protocol Emissions Scopes
Scope 1 emissions

Measurement of direct GHG emissions Emissions metrics at
from operations that are owned or
asset, portfolio and
controlled by a company. Typically
firm level
relates to the combustion of fossil fuels
on-site and in direct control of the
company.

Collated by MSCI from company reported data
and MSCI activity-based estimates. Generally
accepted to be of good quality, albeit some
examples of misestimation reinforce the
urgency for company reporting.

Scope 2 emissions

Measurement of indirect emissions
Emissions metrics at
of a company associated with the
asset, portfolio and
generation of purchased electricity,
firm level
steam, heat, and cooling. It gives an
indication of a company’s energy usage
and can be useful for highlighting
energy intensity and efficiency.

Collated by MSCI from company reported data
and MSCI activity-based estimates. Generally
accepted to be of good quality, albeit some
examples of misestimation reinforce the
urgency for company reporting.

Scope 3 emissions

Measurement of indirect emissions
from a company’s value chain, both
upstream and downstream. It is
therefore useful in understanding wider
emissions exposure and determining
spheres of influence.

Emissions metrics at
asset, portfolio and
firm level

All estimated by MSCI given lack and
inconsistency of company-level reporting.
MSCI estimation model remains under
development, with a particular weakness
around emerging market companies. We are
engaging with MSCI on future development,
and with companies on direct reporting.

Material Scope
3 emissions

Measurement of scope 3 emissions
from certain material sectors, in
accordance with guidance from
the Portfolio Carbon Accounting
Framework (PCAF). As of 2021,
material scope 3 emissions include
those from the oil, gas, and mining
sectors. Coverage will expand in 2024
to include other industrial sectors, and
again in 2026, when all sectors will be
included.

Emissions metrics at
portfolio and firm level

All estimated by MSCI given lack and
inconsistency of company-level reporting.
MSCI estimation model remains underdevelopment, with a particular weakness
around emerging market companies. We are
engaging with MSCI on future development,
and with companies on direct reporting.
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Metric

What it tells us

How we use it

Source, and our assessment data quality
and availability

Portfolio emissions metrics
Total carbon
emissions of
a portfolio

The absolute GHG emissions
associated with a portfolio, allocated
on an ownership basis. This means
a portfolio holding 1 per cent of a
company’s stock would be attributed
1 per cent of its emissions.

Portfolio and firm
level

Emissions sourced from MSCI reported and
estimated data. Quality and concerns noted
above.

Carbon intensity
of a company or
portfolio

The GHG emissions of a company
scaled by some measure of their size
(often revenue, sales or enterprise
value including cash (EVIC)). Carbon
intensity values are therefore useful
for comparing emissions across
companies.

Portfolio level

Emissions sourced from MSCI reported and
estimated data. Quality and concerns noted
above.

Carbon footprint of
a portfolio

The aggregated GHG emissions of
Portfolio level
the companies in a portfolio per £/$
invested. Allows for comparisons of the
carbon intensity of different portfolios.

Emissions sourced from MSCI reported and
estimated data. Quality and concerns noted
above.

WACI (Weighted
Average Carbon
Intensity) of a
portfolio

The aggregated carbon intensities of
the companies in a portfolio, scaled by
size of holding. WACI represents
a portfolio’s exposure to high carbon
intensity companies.

Emissions sourced from MSCI reported and
estimated data. Quality and concerns noted
above.

Portfolio level
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Metric

What it tells us

How we use it

Source, and our assessment data quality
and availability

Climate disclosure and net zero alignment
per cent of
companies with
Science Based
Targets

Companies that have either had
Asset, portfolio
their climate targets approved by the
and firm level
Science Based Targets initiative (SBTi)
or are awaiting assessment. Company
targets are approved by the SBTi if
they are deemed to be aligned with the
goals of the Paris Agreement and either
a well below 2°C – or more recently
1.5°C – aligned pathway.

Taken from the MSCI database which uses
SBTi as primary source.

per cent of
companies
disclosing to CDP
annually

Companies that are responding to
the annual CDP information request,
covering their approach to climate
disclosure and emissions reductions.
This is a useful metric for gauging
the extent of high-quality climate
disclosures.

Asset, portfolio and
firm level

Sourced from CDP database. Generally
accepted to be accurate.

per cent of
companies publicly
reporting at
least scope 1&2
emissions annually

Companies providing basic emissions
disclosure publicly, usually through
their own reporting. This is a useful
metric for gauging the extent of basic
climate disclosures.

Asset, portfolio and
firm level

Sourced from MSCI but suffers from a lack of
coverage of companies who are smaller, newly
listed or in emerging markets.

MSCI Low-Carbon
Transition (LCT)
Score

MSCI’s LCT score aims to summarise
a company’s exposure to, and
management of, climate risks and
opportunities. Companies are graded
on a scale of 1-10. The LCT score is
indicative of company alignment with
the low-carbon transition. The lowest
scoring companies are likely to have
assets stranded in the future, whereas
the highest scoring companies are
likely to be providing solutions for the
transition.

Asset, portfolio and
firm level

Sourced from MSCI. The vast majority of
scores across the market lie between 4-6,
but we find the extremes are generally wellcorrelated with clear exposure to either fossil
fuels (lower quartile), or climate solutions
(upper quartile).
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Metric

What it tells us

How we use it

Source, and our assessment data quality
and availability

Metrics providing additional insights into climate-related risks and opportunities
Exposure to climate
material sectors

The percentage of total AUM invested Portfolio and firm level
in sectors materially relevant to climate
change. Our definition of ‘climatematerial’ uses the TCFD ‘carbon related
assets’ definition, ie any company
operating in the Energy, Transportation,
Buildings and Materials, Agriculture,
Food and Forests sectors.

Inhouse mapping which relies on GICS subindustry classifications. Coverage generally
high for equities, but poorer across other asset
classes (Fixed Income, Fund of Funds). 13 per
cent of total AUM not classified at present,
which should improve with methodology
enhancements.

Exposure to climate
solutions

An MSCI metric that highlights those
companies that derive some revenue
from products and services assisting
decarbonisation (primarily energy
solutions).

Portfolio and firm level An MSCI screen against sources of company
revenue. Although categorised as climate
solutions, we believe the definition to be more
narrowly related to direct energy solutions.
Baillie Gifford’s view of solutions is broader.

Exposure to fossil
fuels

The percentage of total AUM invested
in companies with >5 per cent revenue
from oil, gas, or thermal related
activities (as identified by MSCI).

Portfolio and firm level An MSCI screen against sources of company
revenue. Generally accepted to be of good
quality.
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Metrics summary at
whole-firm level

93% per cent of our total AUM. Equities
tend to have relatively good availability of
either reported or estimated data, though
Each of Baillie Gifford’s investment
with some gaps particularly in emerging
strategy portfolios is managed individually
markets and smaller cap names. Multito its own philosophy and in accordance
asset and fixed income data has been
with the mandates and expectations of its
included where possible, but here there
clients. The majority of our strategies will
tends to be more significant gaps in data.
produce their own TCFD-aligned reporting
Cash and derivatives have been excluded
and metrics over the course of the next
for now. Overall, the data in the following
The following tables, therefore, cover as
year.
tables accounts for around 80 per cent of
much of our total AUM as is feasible under
No client is invested in the whole of Baillie each metric. Baillie Gifford predominantly our total AUM across all asset classes.
Gifford and, as a private partnership, no
invests in equities and these account for
external investors are either. However,
for this firm-wide entity-level report, we
have decided to provide the same climate
metrics we use for portfolios on a wholefirm basis too. This is in alignment with
the TCFD recommendations, and we hope
it provides useful insight into the firm’s
overall position. Further insight into our
largest holdings can also be found in the
Strategy section.

Weighted Average Carbon Intesity for all holdings
(WACI/Rev ($m))
1000

Total Carbon Footprint for all holdings
(TCO2e per $M invested)

906

350
300

300

800

723

250

% 600

% 200
160

410

400

150

131

100
200

139

170
50

67

48

53

16

0

0
Baillie Gifford

MSCI All Country World

Baillie Gifford

MSCI All Country World

Scope 1&2 WACI / Rev ($m)

Scope 1&2 – Financed Emissions per $m

Scope 1,2&3 Material WACI / Rev ($m)

Scope 1,2&3 Material – Emissions per $m

Scope 1,2&3 All WACI / Rev ($m)

Scope 1,2&3 All – Financed Emissions per $m

Total emissions from all holdings (TCO2e)
Scope 3 Other,
36,606,822

Scope 1&2,
7,240,813

Scope 3 Material,
13,958,126
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Emissions metrics for all holdings
As at 31 December 2021
Metric

Value

Index comparison
(MSCI ACWI)

Source

7,240,813

n/a

MSCI/Factset

Total scope 1, 2 & material scope 3 CO2e (Metric tons of CO2)

21,198,938

n/a

MSCI/Factset

Total scope 3 CO2e emissions from the portfolio (Metric tons of CO2)

50,564,948

n/a

MSCI/Factset

Total scope 1, 2 & 3 CO2e emissions from the portfolio
(Metric tons of CO2)

57,805,760

n/a

MSCI/Factset

Total scope 1&2 CO2e emissions per $M invested

16

53

MSCI/Factset

Total scope 1, 2 & material scope 3 CO2e emissions per M invested

48

160

MSCI/Factset

131

300

MSCI/Factset

67

170

MSCI/Factset

Scope 1, 2 & material scope 3 CO2e / $M revenue

139

410

MSCI/Factset

Scope 1, 2 & 3 CO2e / $M revenue

723

906

MSCI/Factset

per cent of total AUM invested in holdings where reported
scope 1 & 2 emissions data is available from data provider

52

82

MSCI

per cent of total AUM invested in holdings where estimated
scope 1 & 2 emissions data is available from data provider

31

17

MSCI

per cent of total AUM invested in holdings where scope 1 & 2
emissions data is not available from data provider

17

0

MSCI

per cent of total AUM invested in holdings where estimated
scope 3 emissions are available from data provider

83

98

MSCI

per cent of total AUM invested in holdings where scope
3 emissions are not available from data provider

17

2

MSCI

Total financed emissions from all holdings
Total scope 1&2 CO2e emissions (Metric tons of CO2)

Carbon footprint of all holdings

Total scope 1, 2 & 3 CO2e emissions per $M invested
Weighted average carbon intensity (WACI) of all holdings
Scope 1&2 CO2e / $M revenue

Emissions data availability for all holdings
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Climate disclosure and net zero alignment metrics for all holdings
As at 31 December 2021
Metric

Value

Index comparison
(MSCI ACWI)

Source

per cent of total AUM invested in holdings disclosing
scope 1 & 2 emissions at least annually

52

82

MSCI

per cent of total AUM invested in companies disclosing
to CDP annually

42

76

CDP

13

27

SBTi

7

10

SBTi

Low-Carbon Transition Score for the Portfolio

6.4

6.1

MSCI

per cent of AUM in Top Quartile (Score 7.5-10)

5

3

MSCI

Value

Index comparison
(MSCI ACWI)

Source

-3

-8

MSCI

25

32

Baillie Gifford

2

8

MSCI

Emissions disclosure by holdings

Science-based Targets alignment
per cent of total AUM invested in companies with
targets approved by the Science-Based Targets initiative
per cent of total AUM invested in companies committed to setting
targets approved by the Science-Based Targets initiative
MSCI Low-Carbon Transition Score

Other climate-related risks and opportunity metrics for all holdings
As at 31 December 2021
Metric
‘Value at Risk’ from physical climate impacts
Indicative estimate of climate-related value at risk in percentage
terms from physical factors under a 3 degrees celsius temperature
rise scenario
Exposure to ‘climate material’ sectors
per cent of total AUM invested in companies operating in ‘climate
material’ sectors (ie those defined by TCFD as ‘carbon related
assets’)
Exposure to fossil fuels
per cent of total AUM invested in companies generating
> 5 per cent revenues from oil, gas or thermal coal activities
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Comparison of our main investment strategies
In addition to the climate metrics for the whole firm provided in section 5.2, we have also chosen to provide a comparison of some
of the core climate metrics for each of our main investment strategies (representing 84 per cent of total AUM). All data is accurate as
at 31 December 2021. It is important to note that these strategies have different philosophies, objectives, commitments and regional
biases, and therefore differences between them are to be expected and not necessarily an indication of enhanced or reduced climate
risks or opportunities.

Investment Strategy

Total AUM
($M)

Net Zero
Commitment

Fossil Fuel
Exposure

MSCI LowCarbon
Transition Score

Total value
($M) of client
assets under
management

Published
commitment
to net zero
alignment

Total scope 1,
2 & material
scope 3 CO2e
emissions
per $M
invested

Scope 1, 2 &
material scope 3
CO2e /
$M revenue

per cent of AUM
invested in
holdings
generating >5 per
cent of revenues
from oil, gas or
thermal coal
activities

per cent of AUM
invested in
holdings rated in
the top quartile
(scoring 7.5-10)

International Growth

71,869

N

32

45

0

3

Global Alpha

70,967

N

65

257

3

2

Long Term Global Growth

64,739

Y

1

14

0

9

Global Growth
(including private companies)

28,015

N

1

14

0

8

US Equity

26,974

Y

1

15

0

6

International Alpha

21,225

N

64

208

0

5

Emerging Market All Cap

17,166

N

134

486

10

4

ACWI ex US All Cap

15,493

N

23

53

1

5

Balanced Fund
(equities and fixed income)

12,361

N

54

212

2

4

Emerging Markets, Leading
Companies

10,347

N

107

320

9

6

Positive Change

10,343

Y

73

141

4

14

Japan All Cap

8,713

N

150

415

5

--

UK Core

6,673

Y

128

368

4

--

Global Alpha Paris Aligned

6,210

Y

25

81

0

2

Europe ex UK

5,417

N

15

121

0

9

Global Income Growth

3,356

Y
(For responsible
variant)

24

95

0

3

Global Stewardship

2,111

Y

4

27

0

9

China

1,744

N

5

31

1

8

MSCI ACWI

160

410

8

3

MSCI ACWI ex US

262

597

9

3

MSCI EM

401

822

8

4

Basis

Carbon
Weighted
Footprint Average Carbon
Intensity

Index benchmarks for comparison
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Emissions from our operations
Measure

2019/20

2020/21

% change

8,260,201

7,907,962

-4.3

1,149

943

-17.9

556

623

12.0

Combustion of fuel for transport purposes [scope 1]

De minimis

De minimis

-

Business travel in rental cars or employee-owned vehicles where
company is responsible for purchasing the fuel [scope 3]

De minimis

De minimis

-

1,705

1,566

-8.1

4,959

101

-98

483

-

-

-

1697

-

101

84

-16.8

Purchased goods and services [scope 3]

71

41

-43.8

Waste generated in operations [scope 3]

14

4

-71.4

Total gross tCO2e – additional

5,628

1,927

-65.7

Total gross tCO2e – mandatory & additional

7,333

3,492

-52.4

tCO2e (scope 1 & 2 emissions) per FTE

1.5

1.1

-26.7

tCO2e (scope 1, 2 & 3 emissions) per FTE

6.5

2.5

-61.5

1,123.4

1,387.9

23.5

Energy consumption
Energy consumption used to calculate emissions (kWh)

Mandatory reportable emission measures (tCO2e)
Purchased electricity [scope 2-location based]
Combustion of gas [scope 1]

Total gross tCO2e – mandatory

Additional emission measures (tCO2e)
Business travel [scope 3]*
Employee commuting [scope 3]
Employee working from home emissions
Fuel and energy related activities not included in scope 1 or 2 [scope 3]

Intensity ratios

FTE**

* As well as domestic travel, includes all centrally booked international travel including related to non-UK Baillie Gifford entities
** Based on average number of UK-based full-time employees including permanent, temporary (fixed term), contract and other staff
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