3 USING THE CRITERIA

The five Managed Decline criteria

listed in this paper can be seen as
complimentary to the CA100 asks and
provide a helpful level of specificity to
avoid misunderstanding, as occurred in
the 2019 joint statement between BP and
investors.13

Given the fundamental need for
managed decline, we would encourage
the CA100+ to be specific about this

and adopt the above criteria here as the
overall objective of the initiative. This
might include the initiative making a
public request of all fossil fuel companies
to comply with the criteria.

Investors should also consider what
action they will take if companies do
not align with the criteria after a certain
timeframe. Some will vote against the
boards, and/or divest. It is for them to
decide the most appropriate tools they
have at their disposal to achieve the
managed decline required.

3.2. TRANSPARENT LOBBYING OF

GOVERNMENT

Governments are looking for signals from
the private sector. The 2014/1015 Global
Investor Statement on Climate Change”,
signed by 409 investors with $24 trillion
includes the commitment "to work with
policy makers to support and inform
their efforts to develop and implement
policy measures that encourage capital
deployment at scale to finance the
transition to a low carbon economy and
encourage investment in climate change
adaptation™*

By publicly calling for managed decline,
investors can engage with policy makers
and persuade them to bring about suitable
policies, thereby helping to stop climate
change and making the investment
process easier. Also, by making sure that
companies are implementing a managed
decline strategy the risk of loss is smaller
when governments do implement the
policies called for by investors and civil
society to solve the climate crisis. When
investors invest in a way that indicates

an expectation that that governments

do as called for, they make it easier

for governments to pass the policies.
Reducing investment in fossil fuels will
make it easier for politicians to pass a
meaningful carbon price or other policies,
that will ensure that the Paris climate goals
are met.

Figure 6: Political leaders are calling

for carbon neutrality in a few decades.
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3 USING THE CRITERIA

3.3. IMPLEMENTING

DIVESTMENT

Investors who are choosing to divest
tend to use one of three approaches to
exclude companies: they own reserves;
they have a certain amount of revenue
from fossil fuels; or by their classification
in industry sub sectors.

The criteria can be complimentary to all
the approaches. Investors may decide

to take a high level position to exclude
companies by one of the above rationales,
and then consider reinvesting if the
Managed Decline criteria are clearly met.

Asset managers could also apply the
criteria to assess any company in their
portfolio. The criteria should therefore

help grow the market for fossil free asset
management by setting criteria within
which fossil free asset management
products can be further developed.
Within such criteria one can imagine a
competitive market of asset management
solutions that make finance flows
consistent with a managed decline of
fossil fuels.

Asset managers might wish to market
their products with a claim that they are
consistent with DivestInvest principles.
This should be encouraged, although the
DivestInvest network at this point has
no structure to verify such claims. Asset
owners and their investment consultants
should verify such claims as part of
their due diligence in choosing asset
management products.

How your money is put to work
An overview of the multiple actors in the investment chain

Investment &

Consultants @&
Advice 23‘-

Asset Owners @

[ ] Banks

Bonds
Private Equity
Property

Non-Equity

Source: Aviva Investors, European Political Strategy Centre.

FINANCIAL SYSTEM
* ’I |
L]

Commodities
Currency
Derivatives

Figure 7: Divestment can be implemented in the market for mandates between asset

owners and asset managers. These criteria explicitly links this implementation to
Companies' Fossil Fuel Supply Assets.14
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4 PARIS CLIMATE GOALS REQUIRE A MANAGED DECLINE

The potential carbon emissions from the
oil, gas, and coal in the world’s currently
operating fields and mines would take
us beyond 2°C of warming, and the
reserves in oil and gas fields currently in
operation, even with no coal, would take
the world beyond 1.5°C.%>

The logical conclusion therefore is

that no new fossil fuel extraction or
transportation infrastructure should

be built, and that existing fields and
mines should be closed before fully
exploiting their content. This will require
a managed decline of this fossil fuel
extraction to cessation.

Figure ES-1: Emissions from Developed Fossil Fuel Reserves, Plus Projected Land Use and Cement Manufacture

1,200

W Coal
1,000 4

B Carbon Budget M OIl, Proven M Oil, Probable [l Gas, Proven N Gas, Probable
Land use Cement

Gt CO,

400 + 5°C limit

Developed Reserves

2*C
Sources: Rystad Energy, Intemnational Energy Agency (IEA), World Energy Council, Intergovernmental Panel on Climate Change (IPCC)

Figure 8: There is no room for new supply within a safe pathway to net zero in 2040.
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COUNTERING COMMON ARGUMENTS AGAINST

ANNERT MANAGED DECLINE

Divestlnvest is a source of debate

on the climate change risks supplied

by fossil fuels. In this annex some

of the arguments from this debate

are consolidated into a headline
statement, followed by our DivestInvest
counterargument to such statement.

A.1.1 “OUR CLIMATE SCENARIOS

SHOW THAT THERE IS ROOM
FOR MORE EXTRACTION”

Following the TCFD recommendations,
many investors are now looking to do
scenario analysis to assess whether their
companies are Paris Aligned. A number of
think tanks and academic institutions have
developed tools to support this, including
The Paris Agreement Capital Transition
Assessment (PACTA), The Transition
Pathway Initiative (TPI) and 2 Degrees of
Separation by Carbon Tracker and PRI*®.

The recommendations of these tools can
indicate there is scope for additional fossil
fuels in portfolios. However, this is due
to two simple reasons that investors can
easily resolve: many of the tools only
use 2C, not 1.5°C as the IPCC Special
report encourage us to do, and more
problematically, at the time of writing,
these and similar approaches tend to

use scenarios from the International
Energy Agency which investors widely
acknowledge is not fit for purpose?’.
There are three principle reasons for
this. First, too large a carbon budget.
Second, relying on negative emissions.
Third, a tendency to undervalue the price
competitiveness of non fossil fuel energy
sources over time. This is not to fault the
methodologies of investor guidance but
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simply to acknowledge that investors who
wish to use the tools need to additionally
factor in a managed decline of fossil fuels.

The financial think tank Carbon Tracker,
which has developed several seminal
contributions at the interplay between
climate, financial market actors, and
fossil fuel supply has argued that a
“Paris compliant” company would
commit to only sanctioning projects that
are sufficiently low cost to fit within a
given low carbon budget, announce its
intention to do so, and demonstrate this
in action!®. We do not disagree wit this in
theory. The difference is simply that the
carbon budget is smaller in using a 1.5°C
goal, hence there are no projects that
can fit, however cheap.

A.1.2. “WE CAN GRADUALLY
PHASE OUT EXISTING
ASSETS, BUT DON’T NEED

TO CLOSE DOWN EXISTING
INFRASTRUCTURE.”

Managed decline is not simply a

matter of stopping investing in new
infrastructure, as this would itself not
achieve a sufficient reduction: According
to BP’s chief economist Spencer Dale,

a broadly accepted rule of thumb is

that production will decline at 3 pc.

per year, if no investment is made in
new infrastructure'®. A 3 pc. decline is
equivalent to a reduction of about 26
pc. in a decade of fossil fuels extracted
and burnt. While this would mean an
important difference for the climate, it
is not enough for the climate according
to Johan Rockstrom et. al,?° who helped



ANNEX 1

introduce the ambitious Mission2020
initiative. They introduce a simple
heuristic that emissions from burning
fossil fuels need to decline by 50 pc. per
decade, regardless of base year. The
IPCC Special report from October 2018
calls for “"decline by about 45 pc. from
2010 levels by 2030”.

Chart 1 comes from a recent paper

from the oil industry. Three points are

illustrated by this chart:

1. All industry scenarios including
scenarios such as IEA’s Sustainable
Development Scenario or BPs Faster
Transition or Even Faster Transition
have expected volumes above the 3 pc.
decline a year line. This is the industry’s
justification of building new projects.

COUNTERING COMMON ARGUMENTS AGAINST MANAGED DECLINE

2. The climate safe heuristic developed
by Johan Rockstrém has volumes
below the 3 pc. decline a year line.
This would indicate that it is not
enough just to stop new projects and
rely on the natural decline rate of
existing project. One would have to
manage the close down of existing
extraction facilities, that would leave
some of their fossils in the ground.

3. The climate safe heuristic will take
volumes lower than 30 million barrels
a day before 2040. Yet the industry
chart has a cut off that does not allow
to show such low volumes in the period
until 2040. The climate safe pathway is
literally off the industry chart.

Chart 1: World oil demand (Mb/d)
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Figure 9: Adapted from Dale, Spencer and Bassam Fattouth: Peak Oil Demand
and Long-Run Oil Prices, Oxford Institute for Energy Studies, Energy Insight: 25.
January 20182,

“Mission 2020"” (the two diamond dots) has been added to the original based

on: Rockstréom, J., Gaffney, O., Rogelj, J. et. al. 2017. A roadmap for rapid
decarbonization. Science, Volume 355 Issue 6331.

IPCC Special report from October 2018 calls for “decline by about 45 pc. from 2010
levels by 2030".
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ANNEX 1

A.1.3. “WE CAN USE
CCS AND OTHER

NEGATIVE EMISSIONS
TECHNOLOGIES”

Imagining a role for fossil fuel extraction
in a world with net zero emissions,
however, assumes that negative
emissions can be employed at a scale
that can offset the carbon emissions.

There are two broad categories of
negative emissions technologies: Those
where carbon is stored in the earth’s soil
or plants on it and those where carbon is
stored using technology that can put the
carbon deep into the Earth’s geology. The
former work with Agriculture, Forestry
and other Land Use (AFOLU), whereas
the latter is often referred to as carbon
capture and storage (CCS). CCS has

not been proved at commercial scale at
this point. There might also be limited
capacity in the Earth’s geology for CCS.

Within CCS one can distinguish
between three kinds:

CCS for industry: Some industry
products such as cement create CO,,
which does not derive from fossil fuels.
This is thus a separate issue from
managed decline of fossil fuels. To the
extent such industry product cannot

be substituted by other carbon neutral
products, CCS can be a way of achieving
carbon neutrality in such industries. This
use of CCS technology would be carbon
neutral, and not carbon negative.

Bio Energy CCS (BECCS) is a concept

to achieve negative carbon emissions.
By burning wood and storing the CO,
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underground the land is supposedly freed
up for new trees, which can absorb new
carbon from the atmosphere. The land
use assumptions for this, however, are
challenged from biologists, and some
scenarios include new fossil in an area
several times the size of India, which
might seem a non-trivial task to deliver.
There is therefore a need not to rely

on BECCS. If BECCS can deliver it can
be used to increase the probability of
meeting the 1.5°C goal.

CCS for oil and gas including
petrochemicals: This technology would
include extracting carbon from the
ground, changing its chemical composition
and putting it back into the ground.

It is an unproved technology, which if
implemented would draw on the limited
capacity for CCS of the Earth’s geology.
Fossil carbon is most safely stored in the
geology, where it has stayed out of the
atmosphere for millions of years.

Figure 6 reproduces the illustrative
pathways to 1.5°C in the IPCC report,
which do contain negative emission
technologies.

As of 2019 BECCS is a concept that has
not proven itself on commercial scale.
In February 2019 the world’s first pilot
project was put in operation removing
1 tonne of carbon dioxide a day?2.
Removing 1 tonne of CO, a day over an
80-year period from 2020 to 2100 would
cumulatively remove approx. 30,000
tonnes of CO,. Pathway P2 in Figure 4
contains 151 billion tonnes of CO, to

be removed by BECCS until 2100 This
implies that BECCS should be scaled up
on average over 2020-2100 by a factor
of 5 million from the level running in
2019 for P2. For P3 the scale is a factor
14 million, and for P4 40 million.
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Assuming such a giant scale up of an 2060 and thus has a need for negative
unproved technology seems highly risky, emissions from the land use sector.

so P1 would seem to be the only proven Ceasing fossil fuels by 2040 will all other
pathway. This pathway requires a rapid things equal increase the probability of
managed decline of fossil fuel use. Yet staying within the 1.5°C threshold.

this pathway relies on fossil fuels up to

Breakdown of contributions to global net CO2 emissions in four illustrative model pathways
Fossil fuel and industry @ AFOLU BECCS

Billion tonnes CO; per year (GtCOz/yr) Billion tonnes CO; per year (GtCO:/yr) Billion tonnes CO; per year (GtCOz/yr) Billion tonnes CO, per year (GtCOz/yr)
40

2020 2060 2100 2020 2060 2100 2020 2060 2100 2020 2060 2100

Figure 10: IPCC pathways to a climate safe future.

Even if one were to work more with
negative emissions one would have to
assume that it is technologically possible
to build a negative emissions industry?3,
which would need the following properties.

1. It should have the technical capacity
to safely offset all emissions coming
from all fossil fuels with sufficiently
low land use.

2. It should be properly governed,
regulated, and monitored to avoid
fraud etc.

3. It should have a viable revenue model,
so the people working in this industry
can earn wages.

These conditions are not met. Indeed,
even according to the IEA’ Tracking Clean
Energy Progress (2018) negative emission
technologies such as CCS are not on track.
In these circumstances the way to net
zero must mean gross zero for energy and
transport leaving the limited capacity for
negative emissions for land use, cement,
and cleaning up historic carbon pollution.
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A.1.4. “THE CARBON INTENSITY
METRIC WILL GUIDE OIL AND

GAS COMPANIES TO MEET
THE PARIS CLIMATE GOALS”

Some investors groups seek to pursue an
objective of carbon intensity reductions,
rather than complete decarbonization?*.
The Transition Pathway Initiative (TPI),
which has received interest in the investor
community, uses this in its so-called
Sectoral Decarbonisation Approach (SDA).
This approach works with the Carbon
Performance metrics and for the oil and
gas sector this initiative’s metric is the
carbon intensity of energy supply®.

Carbon intensity has been agreed by
some oil companies with investors, but it
is unsuitable. Intensity can be reduced in
a number of ways, e.g. lowering flaring,
increasing renewable-energy output,
shifting from oil to gas, none of which
achieve the zero emissions economy we
need. Indeed, it is perfectly plausible

to see rising absolute emissions, while
carbon intensity is falling, if absolute
energy production is rising more.

18
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Furthermore, the TPI acknowledges
that its methodology is unable to assess
companies based on managed decline
criteria. "Our current methodology has
limited ability to assess companies
responding via strategies (3) [Shift
hydrocarbon sales away from

energy markets into plastics and
petrochemicals] or (4) [Cut investment
in new hydrocarbon production assets,
exploit existing production assets and
return profits to shareholders, perhaps
eventually winding up the business].
Strategy (3) would reduce absolute
emissions without reducing emissions
intensity, as non-energy products are
stripped out of the emissions intensity
calculation. Likewise, in strategy (4),
falling production levels would effectively
reduce the absolute volume of CO,
released, but the emissions intensity of
energy production may remain constant.”

Indeed, TPI actively encourage investors
to use other forms of assessment.

"We could expand our methodology

to encompass these other strategies,
should it be required, and it may

also be desirable for investors to use
TPI’s assessment alongside other,
complementary forms of assessment. "%
We invite investors who use the TPI
methodology to adopt our criteria.
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A.1.5. “MANAGED DECLINE IS TOO
SPECIFIC, WE SHOULD LET OIL

COMPANIES DECIDE HOW THEY
ALIGN WITH PARIS GOALS”

Some groups are content leaving it to
oil companies themselves to decide how
to achieve the Paris goals; that as long
as they agree to do this, investors have
done their job.

The fact that there is such confusion
among investors, investee companies,
and wider society about what is actually
involved in Paris compliance should be
proof enough that this additional layer
of specificity outlined in the paper is
required.

It may be that investors prefer to simply
ask companies to align with Paris rather
than go into this greater level of detail.
This is a matter for specific investors.

We would argue at a strategic level, it

is essential to articulate these Managed
Decline criteria are the eventual objective
of any investor tactic.
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COMPARISON TO OTHER DIVESTINVEST CRITERIA

As the divestment movement has grown,
investors are looking for guidance on

what they should divest from. To some
extent, it is a matter for the individual
investor given the factors driving such a
decision - financial concerns, responding
to stakeholder pressure, moral compulsion
and so on - are so varied. Most investors
have taken one of three approaches

to date: exclude companies by size of
reserves; by turnover; or by industry

sub sector. These criteria can be used in
combination with any of these approaches
to develop a more granular approach and
potentially be used in combination with
policy engagement, i.e. investors could
divest and then encourage other investors,
government and oil companies themselves
to align with the criteria in order that they
then reinvest in them.

A.2.1 FOSSIL FUEL RESERVES

THRESHOLD

It is quite common for investors, who

have taken the Divestlnvest pledge to
exclude companies that own fossil fuel
reserves from investment.

The Carbon Underground 200 list is a
broadly used example of this approach.
It is a regularly updated list of companies
with the largest fossil fuel reserves.

The downside of the CU200 is that some
investors find the cut off point arbitrary.
At the other end of the spectrum, some
investors exclude all companies with any
reserves at all. This threshold is easier
to apply but it does mean a handful of
companies, including in renewables, with
legacy assets are excluded. For most, it
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is sufficient to exclude these companies.
It is possible to identify all companies
with fossil fuel reserves. Investors could
exclude all of them or hold onto those
with legacy assets and engage them to
comply with the criteria.

A.2.2 TURNOVER THRESHOLD

Another common approach to defining
fossil fuels companies includes a focus on
the fossil fuel revenue.

Often there will be a cut off at a
percentage of turn over e.g. that
companies deriving more than 5 pc. of
turnover from fossil fuels are excluded. As
most business strategies must generate
revenue the criterion does put attention on
the quantity, but the criteria are sensitive
to two factors, which are not climate
relevant:
1. The price of the fossil fuels sold.
2. The total composition of business units
in the company.

I.e. if a small company with 100 pc. of
revenue from extraction were acquired
by a more than 20 times larger company
the business would suddenly change
from unacceptable to acceptable on
these criteria, although nothing has
changed in terms of fossil fuels extracted
and influencing the climate.

Investors should use this paper’s criteria
to engage with the company involved in
the acquisition.
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SUB-SECTOR BASED

EXCLUSIONS

Some investors exclude companies
based on industry classifications. This
is particularly attractive to passive
investors?’.

Investors could use the criteria to inform
a decision to take companies off an
exclusion list if they reform.

The classification is based on revenue
so the approach is subject to problems
associated with a turnover approach.

Examples of divestment based on sub-
sector classification:

ex FTSE DIVESTINVEST INDEX SERIES

ex  FTSE EX FOSSIL FUELS INDEX SERIES
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DivestInvest is about divesting from fossil
fuels and investing in climate solutions.
We’'ll only solve climate change by moving
quickly from fossil fuels to sustainable
energy. This paper is primarily aimed at
investors who are considering divestment
of companies which have fossil fuel
extractive business units.

The aims of the paper are threefold:

To provide criteria to help investors to
decide which coal, oil or gas companies
should be divested from, or reinvested
in; To improve investor engagement
strategies by using the criteria as the
basis for engagement strategy; To
improve the impact of divestment and
engagement by providing clear asks of
companies when investors divest.

The criteria:

1. No lobbying for policies that reduce
the probability of the 1.5°C goal.

2. No exploration spending.

3. No approval or acquisition of new fossil
fuel infrastructure or projects.

4. A clear plan for wind down of fossil
fuel extraction.

5. Remuneration policies that support
managed decline of fossil fuel
extraction.

The criteria build on the work of many
others as we are happy to acknowledge.



