Initiative

(€arbon Trackeér

Coal occupying the
London Stock Exchange

CARBON TRACKER
INITIATIVE'S STUDY
SUPPORTS WWF’S
VISION FOR A
SUSTAINABLE AND
ACCOUNTABLE
FINANCIAL SYSTEM

New analysis from Carbon Tracker shows how the growing number of coal
mining companies listing in London exposes the financial market to a significant
systemic risk. Investors tracking the FTSE AllShare Index are facing increasing
efforts across the world to regulate the carbon dioxide (CO,) emissions from
coal-fired power generation, most recently in Australia. Carbon Tracker estimates
that coal reserves equivalent to 44.56 GtCO, are held by companies listed

on the London Stock Exchange. This is equivalent to 400 years of emissions
from coal power stations in the UK, which currently stand at around 0.1Gt CO,

per annum."

London’s growing coal reserves

In July 2011, Carbon Tracker published its ground-
breaking ‘carbon bubble’ analysis which, for the first

time, showed the levels of potential carbon emissions
listed on the world’s stock exchanges in the form of fossil
fuel reserves.” As the recent IEA World Energy Outlook
2011 confirmed, only a fraction of these reserves can be
exploited without busting the remaining “safe” global
carbon budget." A striking feature was the high level of
carbon stocks listed in London, in contrast to the limited
economic coal reserves that exist in the UK. Over a quarter
of the FTSE100 is oil, gas and mining stocks and the levels
of coal listed in London are higher than those listed in the
US, India, South Africa, Indonesia or Australia.

Carbon accountability

The 44.56 GtCO, of proven coal reserves were owned

by 16 companies, (listed on the next page) including the
recently listed Bumi, Glencore and Evraz. Investors have
already raised concerns over the corporate governance
arrangements of overseas extractives companies and our
analysis adds further risk. The concentration of reserves
in London as a coal capital has increased in recent

years. The focus to date on annual emissions levels has
distracted regulators from the growing stock of carbon.

Investor exposure

Through their pension plans, insurance policies or savings,
most investors in the UK will be exposed to this substantial
carbon risk as their funds either passively track the market,
or benchmark against it The UK has only 0.02% of the
world's coal reserves, and campaigners have been largely
successful in preventing new coal-fired power stations in
the UK and the rest of Europe. However the UK continues
to play a major role in providing capital to support the
development of the world’s coal stocks via the London
stock market.

Where are the reserves?

A third of coal listed in the UK is actually located in
Australia, where the government has recently agreed

to deliver a carbon tax and emissions trading scheme.""

So "UK" investors are potentially exposed to climate
change regulatory risk in Australia. However, Australia
and Indonesia export around three-quarters of their coal
production. So, in fact, around half of the coal owned by
UK-listed companies is supplying developing economies
in China, Russia, India and South Africa.” The Chinese
government has announced its latest 5 year plan for

2011 - 2015"" which includes a number of carbon intensity
targets, and is considering a range of measures to reduce
emissions in 2020 and beyond.
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Map showing the location of coal reserves
owned by companies listed on the London

UK
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Whose carbon is it anyway?

The traditional focus of global climate negotiations has
been on the carbon emissions emitted by different countries
within their own borders. But the globalisation of capital
markets means that investors can hold a coal company
stock on the London market which has coal reserves in, for
example, Australia, which is then sold in a third country,
for example, China. As owners of these stocks, investors
are in part responsible for these emissions, and also exposed
to efforts to reduce them. It also means that the scope of
national responsibility for carbon goes beyond traditional
national boundaries and needs to include the ‘financial
carbon’ of stock markets. Specifically, in this case London
is providing the capital to fund extraction of the coal, and
banking the dividends that result from the profits.

Capital accountability

To recap, the west is investing in companies listed in its
financial centres which provide capital to extract coal
around the world. Much of this coal is supplying rapidly
growing economies and generating electricity to produce
consumer goods for western markets. This new perspective
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on the flows of capital through the financial system
needs to permeate the disconnected world of climate
change policy. At present capital is almost unrestrained
in investing for short-term returns from fossil fuels.

A financial system fit for purpose

Many asset owners and fund managers representing
$20trillion of capital reiterated their call for the Durban
climate negotiations at the end of November to deliver
a 2°C policy framework. Now is the time for them to
also ask financial regulators to deliver a 2°C capital
market system.

* The FSA needs to address the systemic risks of reserves
concentrating on the London Stock Exchange and
monitor the levels of fossil fuels listed in London.

e Asset owners investing in the UK market should request
that the FSA introduces limits to the levels
of overseas fossil fuel reserves.

e Accountants and analysts should review which reserves
are lower quality due to risk of carbon regulation, and
climate change, and discount their value accordingly.
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