
One of the first hurdles in divestment is defining what constitutes fossil fuel 
exposure. Fossil fuel exposure refers to the extent to which an investment 
portfolio, company, or economy is reliant on or involved with fossil fuels. This 
can include direct investments in fossil fuel companies, such as those involved in 
the extraction, production, and distribution of coal, oil, and natural gas, as well 
as indirect exposure through companies that rely heavily on fossil fuels for their 
operations or generate significant revenue from fossil fuel-related activities.

For most investors it’s a question of risk. This is especially true when 
considering an ex fossil fuel allocation as part of a core or passive portfolio. 
Tracking and managing risk exposure while divesting requires a thoughtful 
reallocation strategy.

A complex Industry
The fossil fuel industry is complex, with various types of associated business 
models (extraction, refining, petrochemicals, marketing, electricity generation, 
etc.) that different companies may use in various combinations. Sometimes this 
includes wholly unrelated business models, as with fuel stations owned and 
operated by retail stores, or with operations that are climate-positive, such as 
renewable generation.

The Osmosis Approach
Osmosis screens companies on a variety of metrics which determines whether they 
are allowed into our ex-Fossil Fuel products.

As a starting point, we exclude all companies that have any involvement in oil sands 
and thermal coal, in particular reserve ownership and production, and in the case of 
thermal coal also power generation.

We then screen our universe for companies that have more than 5% of their 
revenues derived from fossil fuel-related activities. This includes distribution, retail, 
equipment and services, extraction and production, pipelines and transportation 
and refining, but excludes petrochemicals. We believe that the 5% rule and 
petrochemicals exception allows our products to take a reasonable approach to the 
central role that fossil fuels play in our lives and economy. 

Osmosis ex-fossil fuel solutions also allow for the re-inclusion of utility companies 
that are in the process of transitioning away from fossil fuels. We recognise that 
decarbonisation can be a long and difficult process, and want to allow companies 
that have shown commitment and past action back into the selection universe. If a 
utility company generates more than 50% of its electricity from renewable energy 
(including hydropower), and has a positive resource efficiency score it is returned to 
the selection pool.

Finally, we also apply a strict ethical exclusion screen on our ex-Fossil Fuel 
approach. Companies that are in breach with the United Nations Global Compact 
10 Principles, and companies that have any involvement in controversial or nuclear 
weapons, civilian firearms or tobacco production are not allowed in the portfolio.

The Osmosis Strategy

• Companies with ties to 
thermal coal or oil sands**

• Companies with revenues 
from oil & gas (ex. 
petrochemical) >5% of  
total revenues

• Companies found to be in 
breach of the UN Global 
Compact

• Companies involved in the 
manufacturing of tobacco

• Companies that have any 
revenues from controversial 
weapons and civilian 
firearms

• Companies with >5% 
revenues from nuclear 
power generation

Re-inclusion
Companies in the utility 
sector with revenues from oil 
& gas (ex. petrochemical) >5% 
of total revenues but that 
have >50% energy generation 
from renewable sources (such 
as hydroelectric and solar/
wind) can be included if they 
have a positive Resource 
Efficiency (RE) score.
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Important Information 

This document was prepared and issued by Osmosis 
Investment Research Solutions Limited (“OIRS”). OIRS 
is an affiliate of Osmosis Investment Management US 
LLC (regulated in the US by the SEC) and Osmosis 
Investment Management UK Limited (regulated in the 
UK by the FCA). OIRS and these affiliated companies 
are wholly owned by Osmosis (Holdings) Limited 
(“Osmosis”), a UK-based financial services group. 
Osmosis has been operating its Model of Resource 
Efficiency since 2011.

None of the company examples referred to above 
are intended as a recommendation to buy or sell 
securities.

The information is intended only for the use of 
eligible and qualified clients and is not intended for 
retail clients. The information does not constitute 
an offer or solicitation for the purchase or sale 
of any security, commodity or other investment 
product or investment agreement, or any other 
contract, agreement, or structure whatsoever. 
Recipients are responsible for making your own 

independent appraisal of and investigations into the 
products referred and not rely on any information 
as constituting investment advice. Investments 
like these are not suitable for most investors as 
they are speculative and involve a high degree risk, 
including risk of loss of capital. There is no assurance 
that any implied or stated objectives will be met. 
Osmosis has based the information obtained from 
sources it believes to be reliable, but which have 
not been independently verified. Osmosis is under 
no obligation and gives no undertaking to keep 
the information up to date. No representation or 
warranty, express or implied, is or will be made, and 
no responsibility or liability is or will be accepted 
by Osmosis, or by any of its officers, employees, or 
agents, in relation to the accuracy or completeness 
of the information. No current or prospective client 
should assume that future performance will be 
profitable the performance of a specific client’s 
account may vary substantially due to variances in 
fees, differing client investment objectives and/or 
risk tolerance and market fluctuations.
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