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“We recommend that
the University of lllinois
System divest their
holdings as a prudent,
defensive financial
strategy.”

The energy sector, as de-
fined by the Morgan Stanley
Capital International (MSCI)
Global Industry Classification
Standard, includes any com-
pany “engaged in exploration
& production, refining & mar-
keting and storage & trans-
portation of oil & gas and
coal. It also includes compa-
nies that offer oil & gas equip-
ment and services.” (17) This
definition forms the basis of
our analysis.

Our analysis reveals that fos-
sil fuel companies are not
positioned for sustained fi-
nancial success in the future.
Their profitability has be-
come inconsistent, and they
face growing competition in
markets they once dominat-
ed. Efforts at shareholder
engagement have failed to
produce meaningful change,
indicating that these compa-
nies are unlikely to adapt as
the global energy landscape
shifts toward sustainability.

The revenues of fossil fuel
companies remain heavi-
ly dependent on the price
of crude oil — a commodity

X FOSSILFREE ILLINOIS

whose price is increasingly
driven by geopolitical events
rather than traditional sup-
ply and demand dynamics.
Moreover, competition from
alternatives, such as elec-
tric vehicles and sustainable
petrochemical substitutes,
continues to erode the mar-
ket share and long term prof-
itability of these companies.
Despite their ongoing un-
derperformance, fossil fuel
companies show little sign of
altering their core business
models, making their even-
tual obsolescence in both the
economy and society a near
certainty.

Given the uncertain future of
the fossil fuel sector, we rec-
ommend that the University
of lllinois (Ul) System divest
their holdings as a prudent,
defensive financial strategy.
This action would not only
protect the long-term health
of the Ul System Endowment
but also ensure that the uni-
versity remains competitive
with peerinstitutionsthatare
already aligning their invest-
ments with the global transi-
tionto a greener economy.
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U.S and global fossil fuel
infrastructure

In 2023, the United States
generated 21% of its energy
from renewable sources, ac-
cording to the U.S. Energy
Information Administration
(EIA).®* This amount contin-
ues to increase every year -
the Energy Technologies lab
at Berkeley estimates that
there is now more renewable
energy capacity queued up
for construction to support
the entire U.S. in electrici-
ty generation.’? At the same
time, some 30% of the entire
world’s global power mix now
comes from renewable ener-
gy, a figure that continues to
grow as the economy shifts
away from dirty energy.t?
This transition is all around
us. While we note that oil
still plays heavily in the glob-
al markets, the EIA predicts
productiontopeak sometime
in the next decade.* After
this, oil demand is projected
to decline precipitously, and
permanently. The valuations
of oil and gas companies,
whose business models rely
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SN CONTEXTUAL INFORMATION

on this demand, are set to
decline accordingly. As an in-
stitution, we have an impera-
tive to make the choice: stay
the course and wait for the
financial losses certain to be
attributed to it, or to consid-
er the preponderance of evi-
dence pointing the other di-
rectionandbegintoeliminate
our current exposure to the
industry. According to a map-
ping of the University’s funds
on TORIIS.earth, the Ul Sys-
tem’soperating poolfinances
enough carbon every year to
equate to 14,754 emissions
from gasoline passenger cars
driven non-stop for one year.

Entire U.S. Installed Capacity vs. Active Queues
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By divesting the 12%

of holdings we have in
fossil fuel companies,
we eliminate 78% of the
Ul System’s operating
pool carbon footprint.®

All three campuses have
been notable in their efforts
towards environmental stew-
ardship. With the expan-
sion of our solar farm and
investments into a modular
nuclear operation, our cam-
pus continues to lower its
emissions. This does not go
the distance if we don’t work
to remove our investments
in fossil fuel companies in
lockstep with these efforts.

Inventory summary and
alternatives

We note that the University of
Illinois endowment is struc-
tured to keep fees low and
to focus on passive invest-
ing. With almost 60% of the
Ul Endowment Pool invested
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Vanguard Total Bond Market Index 0.05%

(VBTLX)

Vanguard Real Estate Investment Trust
Index Fund

0.09%

Artisan High Income Fund 0.85%

BlackRock ESG U.S. All Cap Equity 0.055%

BlackRock ESG Insights World ex-USA

0.12%

BlackRock MSCI| Emerging Markets
Free Fund

0.08%

Ariel Capital Management Small Mid 0.5-1.0%

Cap Value

in global equity, we note in
global equity, we note a high-
er allocation to liquid instru-
ments, public equity, and
fixedincome than our peers.®
Ourfeesareratherlowaswell,
with it set at 28 bps, this hints
at a strategy of high liquidity
which promotes rebalancing
and expresses preference for
passive equity strategies.!®

Why not do this without fos-
sil fuels? We have cataloged
our current exposure to fossil
fuel companies in our endow-
ment pool above to the best
of our abilities.

Thereareclearalternativesto
these index and mutual funds
that are present current-
ly in our investing scheme.

Investment grade fixed
income

1.9% (src, pg. 43)

Real Estate 0% (hand-calc’d)

High yield fixed income 4.24% (hand-calc'd)

US equity Assume separate
account — possibly
indexed to MSCI ESG
US Universal (4.04%

energy)

Assume sep acct —
poss indexed to MSCI
World ex-USA ESG
Leaders (4.38%
energy)

Not enough info:
maybe MSCI’s

Emerging Mkt (5.49%
energy)

Sep acct - no fund
holdings to check

Developed Market equity

Emerging Market equity

Equity

BlackRock alone funds 2
different types of sustain-
able mutual funds that have
performed comparatively
well to the broader global
market.’> 20 There are also
indexes that are screened
for fossil fuels such as the
ticker SPYX.2 All of this is
done while eliminating expo-
sure to energy companies.

Operating under an invest-
ment policy based around in-
dex tracking funds, we could
very easily shift our capital
into fossil free indexes as we
reinvest. Paired with a com-
mitment to end the purchase
of new fossil fuel corporate
bonds, we would be able to
sunset our reliance on fossil
fuels within 3-5 years.
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0il commodity price
volatility

Fossil fuel companies have
seen a steep decline from
their peak market share in
the 1980s. Today, their mar-
ket cap is smaller combined
than Nvidia alone. Revenues
for fossil fuel companies are
highly volatile, and increas-
ing competition is steadily
pushing them out of the mar-
ket. Paired with a decreasing
market share and due to the
instability of oil commodity

Energy Sector's Share of the S&P 500
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SN CURRENT STATE OF AFFAIRS

prices, this is leading to in-
consistent profits and, con-
sequently, impacts stock
prices.33

In the 1980s, fossil fuel com-
panies benefited from rel-
atively stable oil prices and
steady revenues. Over the
past 45 years, the landscape
on which these companies
reside has become defined
by its volatility. Extreme fluc-
tuations in oil prices per bar-
rel show up in spikes of be-
low market performance and
above.

Since approaching a 30% share of the S&P 500 in 1981, the energy sector fell to an historic low of

2% in October 2020

Share of S&P 500
30%

20%

0%

Source: S&P Global = as of May 2023

é)ﬁ. Institute for Energy Economics
\;:."_a;-‘ and Financial Analysis
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By examining ExxonMobil’'s
2023 Q2earnings®*(seeChart
1.2: Upstream Second Quar-
ter Earnings Factor Analysis),
we can observe how heavily
reliant these companies have
become on oil prices to drive
revenue. This dependence
exposes fossil fuel equities
to the extreme volatility of
the oil market. Then examine
2023 Q23 earning for Exxon-
Mobil again, see Chart 1.2:

As a University, we are
missing out on potential
gains by investingin
these underperforming
assets.

To further illustrate oil price
volatility, we can point to ma-
jor crashes and rallies, such
as the 2008 financial crisis,
the 2014 fracking bust, the
COVID-19 pandemic, and the
2021 rally triggered by the
Russia-Ukraine war, 3340

Evidently, fossil fuel compa-
nies made record gains in
2021 to mid-2022. However,
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these companies have no
control over the spot price
of oil. It is imprudent to in-
vest hundreds of millions
of dollars into companies
whose economic outlook is
so dependent on geopolit-
ical events instead of tra-
ditional economic princi-
ples of supply and demand.

Examples of divesting
returning higher amounts

Comparable institutions
have suffered financially by
delaying their divestment
from fossil fuel investments.
A study by the University of
Waterloo in Canada found
that pension systems could

have realized an additional
13% in returns between 2013
and 2022 had they fully di-
vested from energy equities.!
Similarly, the Oregon State
Treasury conducted an inter-
nal study and discovered that
its fossil fuel investments un-
derperformed by an estimat-
ed $4-10 billion compared to
fossil fuel-free alternatives.?

Due to our forward-looking
endowment system, we must
take this inherent volatility
into account when investing
into these equities. Energy
companies have consistent-
ly underperformed the S&P
500 starting around the mid-
2010s and have not recov-
ered since.
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Fossil fuel competition and
carbon capture

Competition is another rea-
son for the inconsistent de-
mand. According to the EIA,
transportation makes up
36.5% of U.S. domestic ener-
gy consumption, the industri-
al sector uses 35%, residen-
tial uses 16%, and commercial
usescover13%.2Inall of these
categories fossil fuel use in
generation is challenged.
“EVs [are projected] to domi-
nate passenger vehicle sales
by 2040, says ExxonMobil
CEOQ.” 4

In electricity, utility com-
panies are investing in nine
times more solar and wind
capacity than in new gas and
coal. Battery capacity is ex-
pected to grow dramatically
this decade.® In the residen-
tial and commercial districts
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heat pumps and renewable
electrificationareinfullswing
and will only continue to grow.
For the first time in history
since we have started using
fossil fuels, there are real and
comparable alternatives to
using dirty sources of energy
for production and consump-
tion. This will only continue
to push fossil fuels towards
irrelevance in our society and
economy.

Carbon Capture and Seques-
tration (CCS) is also not a
commercially viable option
for these companies yet ei-
ther. While there are claims
that up to 90% of carbon can
be captured, in practice, ex-
amples have shown that proj-
ects capture about 60% of
carbon emissions. A report
from the Center on Glob-
al Energy Policy found that
even the most promising CCS
projects “may nevertheless

“For the first time in history since we have started
using fossil fuels, there are real and comparable
alternatives to using dirty sources of energy for
production and consumption. This will only continue
topushfossilfuelstowardsirrelevanceinoursociety

and economy.”
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“Energy companies spent about 1% of their capital
on low-carbon energy investments.”

become commercially unvi-
able as carbon prices rise.”®
After decades of research
and development, there still
is not a commercially viable
way to use carbon sequestra-
tion. This should make inves-
tors question how these com-
panies are going to transition
to a 1.5 °C pathway while the
rest of the world does.

Additionally, as the world
becomes more reliant on re-
newable energy, fossil fuel
com panies are failing to tran-
sition justly in a timely man-
ner. An NPR analysis points
out that these companies are

putting, collectively, 2.5% of
their capital investments to-
wards green power.” The EIA
estimates that they would
need to spend 50% of their
capital investments by 2030
to meet global climate tar-
gets.”

Data accrued by the Interna-
tional Energy Agency shows
that in 2022 energy compa-
nies spent about 1% of their
capital on low-carbon energy
investments.!® This indicates
that the companies’ exis-
tence is indivisible from the
extraction of oil.

@ Net debt repaid

SOURCE: INTERNATIONAL ENERGY AGENCY
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We appreciate the work that
Ul has done so far, beginning
to decarbonize campus op-
erations and shifting away
from coal assets in 2017. The
Illinois Climate Action Plan
(iCAP), specifically Objective
9.1, is a strong start to what
we believe can be a sustain-
able University of lllinois. But
to truly tackle the climate cri-
ses, we are falling short.

Student desires for fossil
fuel divestment

In the wake of this, students
have been demonstrating ev-
ery semester, taking to the
streets and the campus to
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make our voices heard. We
have been giving public com-
ments at Board of Trustees
meetings. Last legislative
session,weintroduced House
Bill 5268, the University of Il-
linois Fossil Fuel Divestment
Bill, which would mandate
the University to divest. Let
it be known that we love the
University of lllinois, and it is
this love that brought this is-
sue toalegislative campaign.
The fact that we continue
to march on our campuses,
that we have taken this issue
before the board countless
times now, should be telling.
Let the University be a lead-
er, aninstitution that actively
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responds to students. Let the
University place priority on
the future of its students and
community. Let the Universi-
ty send a powerful message
to the world: we can, and we
will, fight for a healthy planet,
a beautiful and green world,
safe and loving to all. We can
make the choice to fully di-
vest from fossil fuels, or we
can sit back in complicity.

The University of lllinois Sys-
tem is falling behind when it
comes to nationwide high-
er education commitments.
Our peers are taking this cru-
cial step in protecting their
endowments and taking the
step to take a stance against
climate change while we are
not. Through this they are
reaping higher returns on
their investments. If we are
truly trying to be a compet-
itive University to our simi-
larly sized peers across the
nation, we must remain true
to our mission as “To create
a future for the University of
[llinois in which the students,
faculty, and staff thrive and
the citizens of lllinois, the
nation, and the world bene-
fit — a future in which the Uni-
versity of lllinois System is
the recognized leader among
public research university
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systems...” 3 We need to di-
vest from fossil fuel compa-
nies to facilitate proper eco-
nomic development through
our state, nation and world.

Divesting at Big 10 schools
and beyond

Other campuses across the
country are making strides.
The University of Michigan
made a commitment in 2021
to immediately shift its di-
rect investments away from
“ ... natural resources invest-
ments to focus more on re-
newable energy, stop invest-
ing in funds primarily focused
on certain fossil fuels and dis-
continue direct investments
in publicly traded companies
that are the largest contribu-
tors to greenhouse gasses.”®
The University of Michigan
will now be carbon neutral in
all 3 scopes of its investment
portfolio by 2050. Also in
2021, the University of Minne-
sota made a binding commit-
ment to divest from fossil fuel
companies within 5-7 years
of the agreement.® NYU, the
entire UC system, and close
to 144 higher education in-
stitutions nationwide have
divested from fossil fuel com-
panies.°
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Shareholder engagement is
a better strategy to promote
sustainability rather than di-
vestment. When we invest
in energy companies, the
University can participate in
proxy votes on decisions that
impact how these companies
operate and enable the Uni-
versity to directly advocate
for implementing sustain-
ability practices. This proxy
voting is conducted through
our external investment
managers at BlackRock and
we are invested with UN PRI
signatories.
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RESPONDING TO PUSHBACK

In this section, we address arguments we have heard from Uni-
versity stakeholders or other concerns raised about divestment.
Arguments are written in orange.

Shareholder engagement and activist investing, in practice,
lead to only incremental changes. Resolutions are typically
nonbinding and serve as “greenwashing” when urgent climate
action is necessary. Current shareholder engagement prac-
tices are largely limited to symbolic proxy votes and obliga-
tory phone calls which fail to yield tangible results.?? Current-
ly, there is little evidence that our engagement is working.

The fossil fuel industry has known about the climate crisis for
decades and has refused to take action.?® By nature of their
business models, these companies oppose the energy tran-
sition and are misaligned with Paris Agreement goals. CDP
finds no evidence of progress and even some backsliding.?* In
March, Saudi Aramco CEO Amin Nasser said, “We should aban-
don the fantasy of phasing out oil and gas and instead invest in
them adequately reflecting realistic demand assumptions.” 2°
Additionally, the idea that capital from shares or bonds would
fund sustainability is flawed; this money is often redirect-
ed to investors or used for further fossil fuel exploration. 2627

In 2021, the activist investor group Engine No. 1 successfully
campaigned for significant changes at ExxonMobil, result-
ing in the election of three new, environmentally conscious
board members. This effort has not substantially changed
ExxonMobil’s core business model. The company contin-
ues to prioritize its traditional fossil fuel operations. 28 2°

Engagementis a tool to be used — it is not the be-all-end-all —
and for engagement to be effective it must result in real-world
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Divestment is a bad strategy
as it is merely shares chang-
ing hands, and bad actors
may even buy the shares we
sell, while we can be respon-
sible custodians and share-
holders. Divestment has a
negligible impact on the fos-
sil fuel industry as capital is
still being provided to these
energy companies.

We don’t choose what com-
panies we invest in. Private
investment managers buy in-
dex funds that have a stake in
energy.
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material outcomes. Polluters will only react through a strate-
gy that involves escalation — in other words, divestment. The
threat of ceasing partnerships with companies that are not
hitting actionable targets established by the Investment Of-
fice gives engagement the leverage it needs to be effective.

We reiterate that our argument for divesting rests on a strict-
ly financial rationale, and not for reasons relating to a moral
argument. Divestment is a preventative measure that lowers
the long-term financial risks facing the portfolio given that the
energy sector’s current business practices are not positioning
them to succeed in the long run. The process of divestment
also sends meaningful market signhals by decreasing stock
prices which cause a reduction in carbon emissions compared
to non-divested companies.3®

Similarly, divestment sends a clear signal to investment man-
agerswhoare constantly seeking to get newbusiness by meet-
ing the needs of new clients. These investment managers are
responding to the demand for fossil-free investment products.
By divesting, the University would in turn make it easier for oth-
erinstitutions to divest.3!

While there may be some truth to this assertion, particularly
regarding mutual funds, it is crucial to note that the Board of
Trustees establishes the targeted investment rate and allo-
cation.®® Just because mutual funds may be invested in the
energy sector does not necessitate our alignment with these
investments.

It is up to the investment staff to select the people who man-
ageourinvestments, whichisdone based onwhat strategy the
managers are offering. It is up to the discretion of the invest-
ment staff to choose a different manager or give a different
mandate to our managers. Moreover, there exists a burgeon-
ing market of fossil-free indexes and bond options suitable
for investment. Notably, MSCI’s ACWI fossil-free index has
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Divestment is imprudent: It
will lose money, yield poor
short-term returns, and incur
higher fees. This would result
in cuts in scholarship funding
and other ventures that are
funded by the endowment.

An overnight restructuring of
our investment portfolios will
cause alot of issues. We have
commitmentsin private equi-
ty and fixed income sources
that mature years from now,
and selling them on a second-
ary marketwill occurataloss,
which isimprudent.

The University is taking steps
to divest — we are invested in
a BlackRock ESG mutual fund
strategy.
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demonstrated superior performance compared to indexes in-
vested in fossil fuel companies.?”

As fiduciaries for an endowment, it is important to recog-
nize that endowments are inherently designed for long-term
growth, which should focus on ten-year performance as a key
metric of success instead of purely maximizing short-term re-
turns. During the portfolio rebalancing process to align with
the targeted rate set by the Board of Trustees, deliberate de-
cisions can be made to exclude firms broadly categorized as
energy companies. Given these inconsistent profits, when
assessed with a long-term outlook, fossil-free indices experi-
ence greater returns? which would make the fees associated
with divestment, and concerns about cuts in scholarship fund-
ing, negligible.

We are aware of this and agree that it would be imprudent to
sellourassetsataloss. Animmediate action that can be taken
is the implementation of a policy that prevents the purchase
of fossil fuel company bonds —which are the primary way they
raise money for new drilling and mining — and the cessation of
future investmentsin the fossil fuel industry.

The University’s failure to meet its divestment objectives is
glaring, evidenced by the lack of observable, transparent prog-
ress toward divestment. The TORIIS website outlines the con-
tinued presence of fossil fuel holdings within the University’s
portfolio. Equallyimportant, ESGfundstypically doverylittle to
diminish the investment risk from fossil fuels, since they tend
tohold anear-marketweighting of them.3? If the University was
intent on addressing climate change concerns, there would be
indications of aviability study on fossil-free indices, a concrete
commitment to fossil-free policies in the future, and clear
communication of divestment plans to investment managers.
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I FINALNOTE

As demonstrated above, fos-
sil fuel companies face inher-
ent volatility due to their de-
pendence on the fluctuating
price of oil per barrel, which is
increasingly dictated by geo-
political events rather than
traditional dynamics of sup-
ply and demand. The green
energy transition is further
undermining the long-term
viability of these companies,
as an ever-growing share of
our energy needs are met
through renewable sourc-
es. This shift fundamental-
ly challenges the business
models of companies that
profit from the extraction,
refinement, sale, transport,
or combustion of fossil fuels.

Every sector of the economy
that was once dominated by
fossil fuels is now being chal-
lenged by alternative solu-
tions. Even so, fossil fuelcom-
panies are resistant to these
changes. British Petroleum,
as noted above, made the
largest capital investments
among its peers, but retreat-
ed under investor pressure,
demonstrating the larger re-
luctance of the industry to
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adapt. Furthermore, these
companies engage in finan-
cial practices like stock buy-
backs to artificially inflate
their stock prices, raising
critical questions about their
long-term financial health
in an increasingly compet-
itive and green economy.

The University of lllinois is at
a pivotal crossroads. We can
choose to divest from these
fossil fuel companies over a
defined period, aligning our
endowment with our commit-
ment to sustainability, pro-
tecting both the planet and
the financial future of the uni-
versity. Alternatively, we can
continue on our current tra-
jectory, risking financial loss-
es and reputational damage
by failing to take a meaning-
ful stance on climate change.

The time to act is now. By
shifting our investments
and taking on a leadership
role, we can not only safe-
guard future revenue but
also demonstrate our dedi-
cation to addressing one of
the most pressing issues of
our time. We appreciate your
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consideration of the argu-
ments presented and look
forward to further discus-
sions on how to protect the
future of our endowment
while fostering a sustainable
campus, community, and
world.

The time to act is now. By
shifting our investments and
taking on a leadership role,
we can not only safeguard
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future revenue but also
demonstrate our dedication
toaddressing one of the most
pressing issues of our time.
We appreciate your consid-
eration of the arguments pre-
sented and look forward to
further discussions on how
to protect the future of our
endowment while fostering
a sustainable campus, com-
munity, and world.
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