Decision on exclusion from investments
November 2019

Summary

KLP has decided to exclude three companies involved in coal-based activities from KLP’s and the
KLP funds' investment universe as per the list of companies below. The list of companies can be
found at the end of the document.

Introduction

Global warming has vast consequences, and there is an urgent need for substantial greenhouse gas
(GHG) emission reductions. Climate change has implications for ecosystems, the economy and
people's health. It's a global problem that affects us all. Most countries around the world support the
Paris Agreement. The ambition of the Paris Agreement is to keep global temperature rises this century
to well below 2°C above pre-industrial levels, and to pursue efforts to limit the temperature increase
further to 1.5°C. Current emission reduction policies are not sufficient, and we are on a path leading to
3°C global warming?.

Therefore, authorities, businesses and society in general need to step up their climate efforts in the
coming years, across all sectors. Globally, a phase out of coal-based energy production must take place
by 20502. Coal is the energy source with the highest level of absolute GHG emissions?, and energy

L International Energy Agency (IEA) 2017. "World Energy Outlook 2017".. og Climate Action Tracker 2018, tilgjengelig fra:
http://climateactiontracker.org/global.html

2 Intergovernmental Panel on Climate Change (IPCC) 2018. "Global Warming of 1.5 °C. Summary for Policymakers".

3 Global Carbon Budget 2018. Tilgjengelig fra: https://www.globalcarbonproject.org/carbonbudget/
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production from coal has low CO-.efficiency®. Therefore, it is worrying that coal consumption is on the
rise after some years in decline®. Coal was a major contributor to the increase in global GHG emissions
in 2018°.

A key problem with coal plants is their long lifetime, 40 years on average’. A study conducted by
researchers at the University of Oxford states that, the GHG emissions from coal plants already in
operation are set to expend the entire carbon budget for coal sector®. In effect, all construction of new
power plants are incompatible with these targets®. Yet, estimates indicate that the GHG emissions from
coal plants under construction or planned will increase the emissions from coal by 50-75 percent
compared to the emissions of existing coal plants?®.

Consequently, the efforts to restrict coal consumption must be accelerated in order to secure a
responsible transition of the global energy system. It is positive that a number of countries with minor
shares of coal in their energy mix have announced plans for coal phase-outs!!. Unfortunately, countries
with a large proportion of coal in their energy mix are not making the same commitments*2,

KLP’s ambition is to send a strong signal on the urgency of transitioning from fossil fuel to renewable
energy sources. Through divestment and active ownership, KLP intends to send a clear market signal
to producers, distributors and users of energy. The Intergovernmental Panel on Climate Change (IPCC)
highlights the fact that investments in coal must be terminated by 2030 to limit the global temperature
increase to 1,5°C®.

KLPs tools for responsible investments

KLP seeks to contribute to the transition to a low-carbon society, and we can do this in multiple ways.
Active ownership, investments in renewable energy, exclusions and industry initiatives are some
examples. An analysis of KLPs investments in fossil energy in 2014 considered the tools at hand*“.

4 International Energy Agency (2014). "Special report World Energy Investment Outlook". OECD/IEA.
5 International Energy Agency (2018). "Global Energy & CO2 Status Report".

6 Cicero 2018. "Global CO2 emission rise again in 2018". Tilgjengelig fra: https://www.cicero.oslo.no/en/posts/climate-news/global-co2-
emissions-rise-again-in-2018-according-to-latest-data

7 Intergovernmental Panel on Climate Change (IPCC) (2014a). Annex Ill: Technology-specific cost and performance parameters.

8 Pfeiffer et al. (2016). The ‘2°C capital stock’ for electricity generation: Committed cumulative carbon emissions from the electricity
generation sector and the transition to a green economy. Applied Energy, Volume 179, 1 October 2016

9 WWF-Norge 2016. "Etikk eller Falitt? Hvorfor Oljefondet ikke bar medvirke til investeringer i ny kullkraft. Tilgjengelig fra:
https://www.wwf.no/assets/attachments/2016 wwf rapport etikk eller_fallit2.pdf

10 Intergovernmental Panel on Climate Change (IPCC) 2018. IPCC SR1.5. Chapter 2: Migration pathways compatible with 1.52°C in the
context of sustainable development.

1 International Energy Agency (2018). "Global Energy & CO2 Status Report".
12 International Energy Agency (2018). "Global Energy & CO2 Status Report".

13 Intergovernmental Panel on Climate Change (IPCC) 2018. IPCC SR1.5. Chapter 2: Migration pathways compatible with 1.52°C in the
context of sustainable development.

4 kLp (2014): "Karbonutredning: Investeringer i fossil energi". November 2014. URL:
http://www.mynewsdesk.com/no/klp/documents/karbonutredning-investeringer-i-fossil-energi-40691
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KLP’s board of directors decided on the 4™ of November 2014 that companies that derive more than 50
percent of their revenues from coal-based activities should be excluded as a means to contribute to the
climate agreements. The limit was tightened to 30 percent of revenues in 2017, in line with the
implementation of a coal criteria by the Government Pension Fund Global (GPFG).

Exclusion of coal companies and companies involved in coal-based activities will have no, or at best, a
minor effect on the world’s GHG emissions. However, when investors like KLP choose to divest from
coal, it sends an important signal on future financing of such projects, and is an incentive for companies
to seek other sources of income than coal-based activities.

Coal-based activities are not considered purely unethical. Neither is this a legal issue. When KLP still
decides to exclude companies with coal-based activities, it is because the consumption of coal
consumed for energy use today is not consistent with the achievement of the targets in the Paris
Agreement. Divesting from companies with coal-based activities is a tool in the asset management
strategy, which supports the IPCC’s recommendations.

Extension of KLPs exclusion critera for coal

Given the trends in global energy production and GHG emissions, KLP finds it necessary with a further
limitation of the threshold for the exclusion criteria for coal. An observation made since 2014 is that the
criteria, which excludes companies, that derive more than 30% of their revenues from coal-based
activities is efficient for identifying the most coal-intensive companies. Yet, a number of companies with
a large absolute coal production volume, and high absolute GHG emissions from coal have remained
in KLP’s investment universe. Whereas KLPs ambition in 2014 was to exclude the most coal-intensive
companies, our ambition today is to be coal free.

Definition of exclusion criteria for coal-free

KLP is to exclude companies that are involved in coal-based activities through (1) coal mining and (2)
energy generation from coal. The following three criteria have been used to identify companies that are
to be excluded:

¢ Companies that derive more than 5 percent of their revenues from coal-based activities;
o Companies with a coal production exceeding 20 million tons annually and/or;
o Companies with more than 10 000 megawatt (MW) installed production capacity.

When evaluating companies, KLP can take into considerations forward-looking assessments such as
plans to reduce the proportion of coal or increase the share of renewable sources in energy production.
The purpose of these forward-looking assessments is to identify companies with a positive trend that
are contributing to the transition to a low-carbon society.

Sources and data
KLP analyzes the investment universe on a regular basis to ensure that KLP is not invested in
companies involved in coal-based activities.

Sensitivitet: Begrenset



KLP has used data from MSCI to identify companies which derive more than 5 percent or more of their
revenues from coal-based activities, with a coal production exceeding 20 million tons annually and with
more than 10 000 megawatt (MW) installed production capacity. Coal-based activities is analyzed by
MSCI within the scope of mining, coal-based energy generation and production of coal products. MSCI
has gathered the data based on companies’ annual reports. Based on information in the annual reports,
MSCI has calculated the proportion of revenues that are derived from coal-based activities.

Company Revenue from coal-based activities

Inner Mongolia Mengdian Huaneng Thermal Power | 7 %
Corporation Limited

NACCO INDUSTRIES, INC. 87 %

TIANDI SCIENCE & TECHNOLOGY CO.LTD 14 %

Sensitivitet: Begrenset



List of excluded
companies based on the
updated criteria:

Company name

ABOITIZ EQUITY VENTURES
AGL ENERGY

ANGLO AMERICAN

ASTRA INTERNATIONAL
AVISTA CORP

BHP GROUP

BLACK HILLS CORP

CHUBU ELECTRIC POWER CO
CMS ENERGY CORP

COLBUN

DOMINION ENERGY

EDP ENERGIAS DE PORTUGAL
ENDESA

ENEL

ENTERGY CORP

FORMOSA CHEMICALS FIBRE
FORMOSA PETROCHEMICAL CO
FORTIS

GUANGHUI ENER

INTER RAO UES

JARDINE CYCLE & CARRIAGE
KANSAI ELECTRIC POWER CO
KYUSHU ELECTRIC POWER CO
MITSUI & CO

NISOURCE

NORTHWESTERN CORP

OCI COMPANY

ORIGIN ENERGY

Revenues
from coal
over 5%

39 %
25 %
25 %
3%
7%
20.31 %
14 %
22 %
19 %
14 %
9%
12 %
22%
17 %
8 %
15%
6 %
9%
18.24 %
5.27 %
3%
9%
22 %
7%
18.49 %
20 %
7%
26 %

Production
of coal (tons)

n.a.
n.a.
81,821,600
108,998,692
n.a.
69,485,000
3,810,176
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
3,785,200
n.a.
56,605,131
n.a.
n.a.
12,884,580
n.a.
n.a.
n.a.

n.a.

Installed
capacity (MW)

1,211
6,855

390
4,100
1,528

370
4,379
3,263
1,322

17,003
4,015

774

623
1,750

7,550

1,800
2,546

2483.4

2,880
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POLISH OIL & GAS

PORTLAND GEN ELECTRIC
PPL CORP

RWE AG

SASOL

SEMBCORP INDUSTRIES
SEVERSTAL

SHAANXI COAL IND

SHANXI LUAN ENV A

SHANXI XISHAN A
SHENERGY CO

SOUTH 32

TAIWAN CEMENT CORP
TOHOKU ELECTRIC POWER CO
TOKYO ELECTRIC POWER CO
UNITED TRACTORS

VISTRA ENERGY

WARRIOR MET COAL

9%
14 %
29 %
2%
2%
16 %
5.28 %
100.00 %
100.00 %
71.20 %
24.55 %
28.10 %
11 %
15%
9%
10 %
24 %
100 %

n.a.
n.a.
n.a.
37,600,000
n.a.
4,853,966
10,097,000
37,819,372
18,878,329
n.a.
64,898,221
n.a.
n.a.
n.a.
5,840,000
n.a.

6,091,000

712

6,131
15,415

93
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