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DISCLOSURES

This document has been provided to you solely for information purposes and does not constitute an offer 
or solicitation of an offer or any advice or recommendation to purchase any securities or other financial 
instruments and may not be construed as such. The factual information set forth herein has been 
obtained or derived from sources believed by the author and Hoskin Capital, LLC (“Hoskin Capital”), to be 
reliable, but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be 
regarded as a representation or warranty, express or implied, as to the information’s accuracy or 
completeness, nor should the attached information serve as the basis of any investment decision. This 
document is not to be reproduced or redistributed without the written consent of Hoskin Capital. The 
information set forth herein has been provided to you as secondary information and should not be the 
primary source for any investment or allocation decision. Past performance is not a guarantee of future 
performance. This presentation is not research and should not be treated as research. This presentation 
does not represent valuation judgments with respect to any financial instrument, issuer, security, or sector 
that may be described or referenced herein and does not represent a formal or official view of Hoskin 
Capital. The views expressed reflect the current views as of the date hereof, and neither the author nor 
Hoskin Capital undertakes to advise you of any changes in the views expressed herein. It should not be 
assumed that the author or Hoskin Capital will make investment recommendations in the future that are 
consistent with the views expressed herein, or use any or all of the techniques or methods of analysis 
described herein in managing client accounts. Hoskin Capital and its affiliates may have positions (long or 
short) or engage in securities transactions that are not consistent with the information and views 
expressed in this presentation. The information contained herein is only as current as of the date 
indicated and may be superseded by subsequent market events or for other reasons. Charts and graphs 
provided herein are for illustrative purposes only. The information in this presentation has been developed 
internally and/or obtained from sources believed to be reliable; however, neither Hoskin Capital nor the 
author guarantees the accuracy, adequacy, or completeness of such information. Nothing contained 
herein constitutes investment, legal, tax, or other advice, nor is it to be relied on in making an investment 
or other decision. There can be no assurance that an investment strategy will be successful. Historic 
market trends are not reliable indicators of actual future market behavior or future performance of any 
particular investment, which may differ materially, and should not be relied upon as such. Target 
allocations contained herein are subject to change. There is no assurance that the target allocations will 
be achieved, and actual allocations may be significantly different from those shown here. This 
presentation should not be viewed as a current or past recommendation or a solicitation of an offer to buy 
or sell any securities or to adopt any investment strategy. The information in this presentation might 
contain projections or other forward-looking statements regarding future events, targets, forecasts, or 
expectations regarding the strategies described herein and is only current as of the date indicated. There 
is no assurance that such events or targets will be achieved and might be significantly different from that 
shown here. The information in this presentation, including statements concerning financial market 
trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent 
market events or for other reasons. Performance of all cited indices is calculated on a total return basis 
with dividends reinvested. The investment strategy and themes discussed herein may be unsuitable for 
investors depending on their specific investment objectives and financial situation. Please note that 
changes in the rate of exchange of a currency might affect the value, price, or income of an investment 
adversely. Neither Hoskin Capital nor the author assumes any duty to, nor undertakes to update 
forward-looking statements. No representation or warranty, express or implied, is made or given by or on 
behalf of Hoskin Capital, the author, or any other person as to the accuracy and completeness or fairness 
of the information contained in this presentation, and no responsibility or liability is accepted for any such 
information. By accepting this presentation in its entirety, the recipient acknowledges its understanding 
and acceptance of the foregoing statement. Diversification does not eliminate the risk of experiencing 
investment losses. Broad-based securities indices are unmanaged and are not subject to fees and 
expenses typically associated with managed accounts or investment funds. Investments cannot be made 
directly in an index. 



A price on carbon shifts the burden for the damage back to those responsible for it, and more importantly, 
those who are capable of mitigating it. Economists, governments, and businesses have acknowledged the 
fundamental role of carbon pricing in the transition to a zero carbon economy. 

TYPES OF CARBON PRICING

Carbon pricing systems fall into two broad categories: voluntary and compliance. Voluntary carbon offset 
programs allow a firm to offset carbon to achieve internal objectives. Compliance offset programs are 
enforced by a governing body and are required in order to operate within a given region or industry. There 
are five methods currently being implemented to limit or trade carbon emissions.

A carbon tax refers to a fixed cost per ton of carbon, usually levied by the government either state or 
federal. While a carbon tax fixes the price of carbon, it leaves the final emissions volume unlimited. Each 
company is given the choice to pollute and accept the extra expense or reduce their footprint. Depending 
on the aggregate decision, the total carbon emitted under a carbon tax regime could be unchanged or 
greater than an unregulated landscape. 

An emissions trading system (ETS) sets a cap on carbon emissions across a particular industry or 
region. This cap is denoted in tons of carbon (or GHG) emissions per year and allocated equally across all 
companies for free. Once the cap is in place, companies are given the option to reduce their emissions 
below their allotment and sell the additional carbon to their competitors. An ETS system creates supply 
and demand for carbon emissions, allowing a free market to dictate the price per ton. As a result, the 
price of carbon is not fixed but the overall emissions are. This also presents opportunities for the 
securitization of carbon, particularly on the futures markets. These opportunities available to investors 
will be described more in depth in another section.

An offset mechanism involves investment in a project (or project portfolio) that is actively reducing 
emissions. These projects perform functions like collecting livestock emissions for biomass fuel usage or 
conserving forest land. These projects generate carbon credits according to a specific accounting 
protocol and can sell those credits to polluting firms. An offset mechanism is one of the best methods for 
encouraging investment into green technology and sustainable innovation, but like a carbon tax does not 
cap the aggregate pollution within a given region or industry. 

Results-based climate finance (RCBF) provides firms with capital/financing when they achieve a 
pre-agreed set of climate-related results. These results are often tied to the reduction of emissions or the 
development of specific low-emission technologies. Providers of RCBF include the World Bank’s Carbon 
Initiative for Development (Ci-Dev) and Transformative Carbon Asset Facility (TCAF). 

Internal carbon pricing is a metric used to influence investment decisions within a company. When a firm 
is considering a course of action, leadership and advisors will incorporate the cost of emissions into 
projected profitability and efficacy of a given project. Over 1,300 companies reported to the CDP that they 
are currently using an internal carbon price or plan to do so in the next two years. The carbon prices 
reported are highly  variable, ranging from $0.01/tCO2e to $909/tCO2e. Internal carbon prices are most 
commonly used to manage the sustainability risks of a company. 

PUTTING A PRICE ON CARBON

Carbon pricing refers to a variety of methods that 
charge polluters for the damage their emissions cause 
to the surrounding environment. These costs can 
include damage to crops, health care costs from heat 
waves and droughts, loss of property due to flooding 
and sea level rise, and the aftermath of wildfires. 

https://www.ci-dev.org/
https://www.ci-dev.org/
https://www.worldbank.org/en/news/press-release/2015/11/30/new-500-million-initiative-to-boost-large-scale-climate-action-in-developing-countries


CURRENT PROGRAMS

The three largest carbon reduction programs in place are the EU, CCA, and RGGI cap-and-trade systems. 
These programs only cover about 20% of the total carbon emissions of the United States and the 
European Union, but mark a starting point for carbon trading and government involvement in emission 
control. 

EU ETS

The EU Emissions 
Trading System operates 
across all EU countries 
plus Iceland and Norway. 
EU ETS covers about 
40% of the EU’s GHG 
emissions, particularly in 
the power and airline 
sectors.

CCA

The California Carbon 
Allowance caps 
emissions throughout 
California. Fewer 
allowances are issued 
each year, creating 
economic incentive to 
reduce emissions 
year-over-year. 

RGGI

The Regional Greenhouse 
Gas Initiative is a 
cooperative, market-based 
effort among 11 New 
England states to cap and 
reduce emissions from the 
power sector. This is the 
first cap-and-invest regional 
initiative in the United 
States.

As governments acknowledge the value of carbon control as a risk and damage reduction strategy, more 
programs are being initiated across the globe. In April, 2021 US President Joe Biden announced a new 
target for reducing US emissions by 50-52% from 2005 levels: 2030. Carbon control objectives have been 
echoed in the EU (50% reduction by 2030, carbon-neutral by 2050), and on a global scale (United Nations 
2050 carbon neutrality pledge).

Center for Climate & Energy Solutions
https://www.c2es.org/content/cap-and-trade-basics/



THE PRICE OF CARBON

There is no singular price of carbon, as it varies by program and project. The most commonly utilized 
prices are those that can be traded, specifically the EU ETS and CCA futures prices. These are the prices 
that offer opportunities not only to direct participants of the cap-and-trade programs, but also to individual 
commodity investors. 
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CARBON PRICE RISK

Carbon price risk is the risk that paying to offset carbon will hurt the company’s bottom line. For example, 
Unilever, Plc emitted 626,600 metric tonnes of C02 in 2019 (Bloomberg). Assuming the EU ETS carbon 
price, this represents a $39,438,200 financial obligation. For many companies, this barely registers. For 
Unilever this represents a reduction in earnings per share of 1.5 cents (about -0.6%). The risk is that as 
more companies begin to compete for the same carbon offset resources the prices will rise accordingly. 

This risk has been reinforced by the 
recent rise in carbon prices across the 
board, with the EU ETS carbon futures 
doubling in price between 2020 and 
2021. 

These prices only represent the 
market-assigned cost of carbon, they 
do not consider the exterior costs 
such as carbon costs being passed on 
by suppliers, the cost of reduction, 
changes in revenue due to shifts in 
market demand, and natural disasters.

CONSIDERATIONS FOR EQUITY INVESTORS AND PORTFOLIO MANAGERS

In aggregate, carbon emissions represent a financial risk that is not often considered when identifying 
over or undervalued assets. Accordingly, these risks are not priced into even the most liquid capital 
markets. As with any mispricing, opportunity exists for analysts to identify companies that are 
outperforming their peers in terms of emissions management and efficiency. Carbon price risk may not 
tilt the scale in the near-term, but will play a large role in the financial performance of companies in the 
ten- and fifteen-year time horizons. Adjusting for carbon price risk in a valuation workflow is discussed in 
the following pages.



INTEGRATING CARBON RISK INTO VALUATION

There are several ways to integrate carbon price risk into a traditional valuation workflow.

By considering the income effect, an analyst can adjust EBITDA, Net Income, EPS, and dividends to reflect 
the additional cost of offsetting carbon emissions. This method involves several new forecast elements, 
including the cost of carbon per ton and the company’s emissions rate. 

In our methodology, we forecast using a base-bull-bear framework. In the base case, we assume the 
company continues to increase emissions at their five-year average rate while stepping up emissions 
offsets in line with their stated net-zero target. For the bull case, we assume the company does not 
increase emissions while increasing offsets in line with their net-zero target. For the bear case, we 
assume the company increases their carbon emissions at their 5-year average rate while offsetting 100% 
of the emissions in each year. 

We project carbon prices according to the average annualized returns of two broad benchmarks: the ICE 
Global Carbon Futures Index and the IHS Markit Global Carbon Index. Over the trailing five years these 
benchmarks have appreciated 47.13% and 50.01% per year, respectively.

  

An analyst may also consider the firm’s carbon reliance to understand the difficulties the firm will be 
faced with as it reduces emissions to achieve compliance and internal objectives. This method involves 
mapping out the company’s supply chain and identifying points of either high emissions or lack of 
flexibility. 

For example, Apple has a long-running engagement with Saudi Basic Industries Corp (SABIC), which 
supplies Apple with resins, polyester, and metals used in the production of iPhones and other electronics. 
While Apple directly emits about 50,000 tons of C02, SABIC emits 55 million tons of carbon dioxide per 
year. Offsetting SABIC’s emissions would cost upwards of $3.4 billion, about 22% of the company’s 
annual net income.

Because of Apple’s reliance on pollutive suppliers, the true cost of achieving net-zero emissions is much 
higher than may be represented by market-assigned carbon prices. 

Finally, an analyst may consider the net benefits of under-emitting. These opportunities are particularly 
prevalent in cap-and-trade programs where a company that is producing below their allocation can sell 
their emissions to competitors. This will have a positive impact on the company’s financial performance, 
as well as having the mirror effect on the firm’s competitors. This can be included in a competitive moat 
or competitive positioning analysis. The same analysis can be used to evaluate a firm’s efficiency, utilizing 
ratios such as GHG Emissions per Sales or EBITDA alongside traditional efficiency metrics. 

Estimated Carbon Cost (5-yr Horizon)
$316,239,679,

Estimated Carbon Cost (5-yr Horizon)
$65,100,000

Estimated Carbon Cost (5-yr Horizon)
$1,157,465,598



OPPORTUNITIES FOR INVESTORS

The rise of ESG in equity and credit markets provides opportunities for investors to hedge their portfolios 
against risks like the ones mentioned in this research primer. Information and data related to company 
emissions are also becoming much more prevalent. This market shift has created a dual mandate for 
portfolio managers and individual investors: lower the aggregate emissions across an investment 
portfolio in order to 1) reduce the risk of the portfolio and 2) improve performance. 

Companies that comfortably navigate the transition to a low- or zero-carbon economy will not only reduce 
their financial risk in the near-term, they will also achieve greater market share and reinforce their 
competitive moat. From a portfolio management perspective, these companies present an opportunity for 
both short-term alpha and enduring outperformance. 

HOSKIN CAPITAL’S IMPACT

By identifying companies with low emissions and high emissions efficiency, our research framework not 
only protects our investors from inherent market risks, it also supports companies that are actively 
progressing towards a sustainable future. Our clients invest confidently knowing their money is being 
utilized not just for their own benefit, but for the world as a whole. 

If you have any questions about our research methodology, security selection, or portfolio construction 
processes, don’t hesitate to reach out. 
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