Ministry of Finance
Postboks 8008 Dep.
0030 Oslo
Date: 25.10.2018

Government Pension Fund Global – Guidelines for Observation and
Exclusion
We refer to the Ministry’s letter of 28 June 2018 following up Report to the Storting No. 13
(2017-2018) “The Government Pension Fund 2018”. In its letter, the Ministry refers to the
Storting’s consideration of the white paper, the Standing Committee on Finance and
Economic Affairs’ Recommendation 270 S (2017-2018), and the Storting’s resolution
concerning the coal criterion in the Guidelines for Observation and Exclusion: “The Storting
asks the Government to present an assessment in next year’s white paper on the
Government Pension Fund Global of whether the current criteria for the exclusion of coal
companies from the GPFG are adequate with a view to excluding companies with significant
coal-related operations”. The Ministry also refers to the Storting’s resolution concerning
gambling companies in the fund: “The Storting asks the Government to explore the basis for
divesting the Government Pension Fund Global (GPFG) from gambling companies with a
view to an assessment in connection with the annual white paper on the fund”, cf. the
Standing Committee on Family and Cultural Affairs’ Recommendation 242 S (2017-2018).
The Ministry asks Norges Bank to describe its work on assessing the observation and
exclusion of companies under the coal criterion. The Bank is also asked to describe the
extent of coal-related operations at companies excluded or placed under observation under
this criterion and, as far as is possible, at the other companies in the fund. Finally, the Bank
is asked to report the extent of gambling companies in the fund’s benchmark index and
describe their operations, including differences between the companies.
The coal criterion in the Guidelines for Observation and Exclusion
The product-based coal criterion came about as a result of the Standing Committee on
Finance and Economic Affairs’ comments in Recommendation No. 290 S (2014-2015) and
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the consideration of the National Budget for 2016, where the Storting endorsed the Ministry’s
proposals for how the criterion could be operationalised. The Ministry introduced the coal
criterion with effect from 1 February 2016.
The criterion states that mining companies and power producers which themselves or
through entities they control derive 30 percent or more of their revenue from thermal coal, or
base 30 percent or more of their operations on thermal coal, may be excluded from the fund.
Besides a company’s current share of revenue or operations based on thermal coal, our
assessment is required to attach importance to forward-looking assessments, including any
plans to reduce the share of revenue or operations based on thermal coal and/or increase
the share of revenue or operations based on renewable energy sources.
The Guidelines state that observation may be decided on “when there is doubt as to whether
the conditions for exclusion are met or as to future developments, or where observation is
deemed appropriate for other reasons”. Observation is a relevant option in situations where
companies are considered to exceed the relevant thresholds, but where we have information
on stated plans, initiatives or other material factors that make it likely that the company will
fall below the thresholds within a reasonable period of time. Examples of such plans,
initiatives and other factors include:
- Planned or recent purchases or sales of companies and assets
- Publicly communicated plans to shut down, start up or alter production capacity
- Droughts, accidents and other special events that may have affected the fuel mix
Work on the coal criterion at Norges Bank
After the criterion was introduced in 2016, Norges Bank established a process for identifying
companies covered by it and preparing recommendations on observation and exclusion for
consideration by its Executive Board.
The first step was to identify a universe of companies for further data collection and analysis.
We began by taking the most relevant sectors in the Industry Classification Benchmark
(ICB). 1 We also used other sources of information to identify further relevant companies. This
enabled the relevant universe to be whittled down from the full 9,000 or so companies in the
fund to 417 companies. Of these, 216 were selected for more detailed review.
After this narrowing of the universe, we obtained information about the companies.
Information on mining activities is often more readily available than information on power
production. With mining companies, accounting data is often sufficient for assessing thermal
coal’s share of total production.
With power producers, further analysis is generally needed. We collect data from a variety of
sources covering both revenue and the amount of coal used in power production. Sourcing
information of sufficient quality and detail for the operationalisation of the criterion is a
challenge. There are no single sources covering all relevant companies, and the information
1

ICB is the sector classification used by our index supplier FTSE.
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reported by companies themselves is not normally detailed enough for the analysis required.
We have therefore contacted multiple suppliers. While the average levels from different data
sources are comparable, the individual data points can vary substantially. Reporting across
different time periods and metrics is a particular challenge. All of the data we use are
systematically structured and stored. Our data sources include suppliers of market data,
internal analyses and investment banks. Information and analyses from our external
managers have also been important when assessing companies in emerging markets.
We also contact companies for more information. In some cases, companies themselves will
be the only source of relevant information on both the current situation and their plans. In the
forward-looking assessment, information provided by the companies – such as plans to
change their fuel mix or develop new renewable energy capacity – will be particularly
relevant.
After this data collection, analysis and company contact, Norges Bank Investment
Management prepares recommendations for consideration by the Executive Board. To date,
a total of 71 companies have been excluded under the coal criterion, and 15 placed under
observation. In line with the Guidelines for Observation and Exclusion, the grounds for these
decisions are made public. Norges Bank has published decisions on observation and
exclusion under the product-based coal criterion in various tranches in 2016, 2017 and 2018.
Implementation has taken time and resources, but has also built on existing systems and
expertise. Proximity to investment management has been important in this work. For
example, it has been important to have up-to-date information on corporate actions.
Purchases and sales of assets and subsidiaries can have a major bearing on whether or not
a company is covered by the criterion.
The product-based coal criterion has accounted for around half of all decisions on
observation and exclusion taken in the fund’s history. The design of the criterion, with the
emphasis on thresholds and forward-looking assessments, requires extensive work on
gathering and analysing information. The criterion also targets industries with high levels of
corporate actions, such as purchases and sales of assets and subsidiaries, which
necessitates continuous market surveillance, even after companies have been analysed and
decisions taken. We also need to analyse any new companies entering the market. In this
context, we would also point out that any reduction in the criterion’s thresholds would make
the above challenges greater, and transaction costs higher, because more companies would
move in and out of the investment universe.
Company contact
One experience from work on the product-based coal criterion is that company contact has
been essential for obtaining a sound basis for decisions, cf. the general requirement in
Section 6(5) of the Guidelines to “ensure that sufficient information is available before making
each individual observation, exclusion or revocation decision.”

25.10.2018

Page 3 (7)

In its letter of 28 June, the Ministry refers to a letter from the Council on Ethics of 12
February 2018 recommending “various changes to the Guidelines for Observation and
Exclusion from the GPFG, partly concerning the need to invite comments from companies
ahead of exclusion under the product-based criteria.” The Council argued that, when it
comes to the product-based criteria, the draft recommendation “could often constitute
confidential inside information” and so “the requirement to present it to the company for
comment should not apply in these cases.”
In the 2018 white paper on the fund, the Ministry took on board the Council’s
recommendation, and the Guidelines were amended from 28 June 2018 so that the
requirement to present the draft recommendation for comment applies only to the conductbased criteria. Section 5(4) now reads: “A company that is being considered for observation
or exclusion shall be given an opportunity to present information and opinions to the Council
at an early stage of the process. In this context, the Council shall clarify to the company what
circumstances may form the basis for observation or exclusion. If the Council is considering
recommending observation or exclusion pursuant to section 3, the draft recommendation
shall be presented to the company for its comments; cf. section 7.”
The issue here is whether information about different steps in the process for observation
and exclusion can be considered liable to impact materially on the prices of financial
instruments. Norges Bank’s view is that the existence of a draft recommendation will not
generally be liable to have such a price effect. In this context, we would also point out that
the product-based criteria are publicly available. We are dependent on obtaining information
from companies themselves in our implementation of the coal criterion, and we will continue
to contact companies as before.
Green bonds
The Guidelines for Observation and Exclusion make special provision for the treatment of
green bonds, stating that recommendations and decisions to exclude companies under the
coal criterion do not apply to any green bonds issued by those companies that are included
in specific indices for such bonds or verified by a recognised third party.
The technical implementation of this exception has proved complex and challenging. The
systems at the fund’s bond index supplier identify individual companies’ instruments on the
basis of a ticker code which covers all bond issuances within a company structure. These
systems are not designed to handle the inclusion or exclusion of individual bonds issued by
the same company.
When deciding on the exclusion of companies under the coal criterion, we have compared
the list with the universe of green bonds published for the BarCap MSCI Green Bond Index.
No overlap has been identified at the time of the decisions. A number of such bonds have,
however, been issued after the decisions were taken. These green bonds have not been
excluded from our managers’ investment universe, cf. the formulation of the criterion in the
Guidelines. They are not, however, included in the benchmark index due to the technical
challenges mentioned above. This applies to only a small number of bonds, with the result
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that the benchmark index’s reported return has not yet differed from a benchmark with these
bonds included.
Extent of coal-related operations
In its letter of 28 June, the Ministry asks the Bank to describe the extent of coal-related
operations at, and size of, companies excluded or placed under observation under this
criterion. The extent of coal-related operations at mining companies and power producers
that have been excluded or placed under observation can be described by looking at the
production of thermal coal and coal-based power production capacity respectively.
We estimate that production of thermal coal at companies excluded or placed under
observation was around 1,400 million tons in 2017, and that capacity for coal-based power at
power producers excluded or placed under observation is around 574,000 MW. The figures
for production capacity are based on the latest available data from the World Electric Power
Plants database from data provider Platts Energy.
The Ministry also asks the Bank, as far as is possible, to report the extent of coal-related
operations at, and size of, mining companies and power producers that themselves or
through entities they control derive part of their revenue from, or base part of their operations
on, thermal coal, but have not been excluded or placed under observation under the coal
criterion. Information is further requested on the number of such companies, and on any
plans at these companies to change their share of revenue and/or operations based on
thermal coal.
Companies in the fund that have not been excluded or placed under observation may also
have coal-related operations. It is difficult to describe or estimate the extent of such
operations with any precision. One challenge is that companies use different metrics in their
reporting, and we cannot compare relevant data without detailed analysis of each individual
company. It should also be noted that when we look at companies that derive less than 30
percent of their revenue from thermal coal, or base less than 30 percent of their operations
on thermal coal, this will include a large number of companies in a range of different sectors.
These companies may have only a very small share of coal-related operations. They will
also, for example, include one of the fund’s largest investments in the consumer goods
sector.
We can nevertheless obtain an estimate of power production by comparing companies that
have not been excluded or placed under observation with data from the World Electric Power
Plants database. It can then be estimated that around 206,000 MW of coal-based production
capacity has not been excluded or placed under observation. Based on these figures, we can
estimate that companies accounting for 74 percent of total coal-based power production
capacity have been excluded from the fund or placed under observation.
We can also make an estimate of production of thermal coal at companies in the fund that
have not been excluded or placed under observation. As no centralised database is available
here, we have looked at information disclosed by 39 companies we have identified as having
25.10.2018
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coal production as part of their business. Companies in the fund that have not been excluded
or placed under observation produced an estimated 430 million tons of thermal coal in 2017.
Based on these figures, we can estimate that companies accounting for 77 percent of total
thermal coal production have been excluded from the fund or placed under observation.
Gambling companies
The Ministry asks the Bank to report on the extent of gambling companies in the fund’s
benchmark index and describe their operations, including differences between the
companies. This raises issues of definition and delimitation.
For equity investments, the Industry Classification Benchmark (ICB) defines the “gambling”
subsector as “Providers of gambling and casino facilities. Includes online casinos, racetracks
and the manufacturers of pachinko machines and casino and lottery equipment”. Companies
that derive the bulk of their revenue from such activities will be assigned to this subsector.
When it comes to investments in corporate bonds, we have looked at the industry
classification from the index supplier Bloomberg Barclays. 2 This includes the “gaming”
subsector, without further definition. We have, however, had confirmation from the index
provider that the subsector covers companies involved in gambling and casinos. Companies
that derive the bulk of their revenue from such activities will be assigned to this subsector.
As at 30 June 2018, the fund’s benchmark index included 56 companies with a market value
of 24 billion kroner in the ICB gambling subsector, and bonds from one company with a
market value of 46 million kroner in the Bloomberg Barclays gaming subsector.
In addition to these companies in the benchmark index, the fund’s portfolio at the same date
included shares in a further 13 companies with a market value of 749 million kroner in the
ICB gambling subsector and bonds from one company with a market value of 384 million
kroner in the Bloomberg Barclays gaming subsector.
There will probably be further companies in the benchmark index and the fund’s portfolio that
derive a smaller share of their revenue from gambling as defined by the ICB or Barclays and
have therefore been assigned to another sector. It is reasonable to assume that some
companies in the ICB subsectors of toys, recreational services (including cruise lines),
financial administration, electrical components & equipment, and hotels will derive small
parts of their revenue from gambling.
The fund’s index suppliers have not further described the companies included in their
gambling/gaming subsectors, nor the differences between them. From the list of companies
included in the subsector, however, we can see that there is considerable variation. Some
companies are operators of physical games, while others are more Internet-based. Others
again are subcontractors supplying equipment, services or software to the industry.

2

Bloomberg Barclays Global Sector Classification Scheme (BCLASS).
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We should also point out that these index suppliers’ classification of gambling companies
does not take account of the companies’ purposes or customer base. For example, the ICB
classification includes companies that supply state gambling companies and lotteries in
Europe.

Yours faithfully

Øystein Olsen

Yngve Slyngstad

Enclosure:
Overview of companies in the ICB gambling subsector included in the benchmark index on 30
June 2018
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Overview of companies in the benchmark index within gambling subsector
30 June 2018. Norwegian kroner

Company name
888 Holdings PLC
Ainsworth Game Technology Ltd
Aristocrat Leisure Ltd
Berjaya Sports Toto Bhd
Betsson AB
Bloomberry Resorts Corp
Boyd Gaming Corp
Caesars Entertainment Corp
China LotSynergy Holdings Ltd
Churchill Downs Inc
Codere SA/Spain
Crown Resorts Ltd
Daikoku Denki Co Ltd
Dynam Japan Holdings Co Ltd
Eldorado Resorts Inc
Evolution Gaming Group AB
Fields Corp
Galaxy Entertainment Group Ltd
Genting Malaysia Bhd
Genting Singapore Ltd
Grand Korea Leisure Co Ltd
Great Canadian Gaming Corp
GVC Holdings PLC
Heiwa Corp
International Game Technology PLC
Kangwon Land Inc
Las Vegas Sands Corp
Macau Legend Development Ltd
Mars Engineering Corp
Melco International Development Ltd
Melco Resorts And Entertainment Philippines Corp
MGM China Holdings Ltd
MGM Resorts International
NagaCorp Ltd
NetEnt AB
OPAP SA
Paddy Power Betfair PLC
Paradise Co Ltd
Penn National Gaming Inc
Pinnacle Entertainment Inc
Playtech Plc
Rank Group PLC
Red Rock Resorts Inc
Sands China Ltd
Sankyo Co Ltd
Scientific Games Corp
SJM Holdings Ltd
SKYCITY Entertainment Group Ltd
Star Entertainment Grp Ltd/The
Stars Group Inc/The
Sun International Ltd/South Africa
Tabcorp Holdings Ltd
Tsogo Sun Holdings Ltd
William Hill PLC
Wynn Macau Ltd
Wynn Resorts Ltd

Country
United Kingdom
Australia
Australia
Malaysia
Sweden
Philippines
United States
United States
Hong Kong
United States
Spain
Australia
Japan
Hong Kong
United States
Sweden
Japan
Hong Kong
Malaysia
Singapore
South Korea
Canada
United Kingdom
Japan
United States
South Korea
United States
Hong Kong
Japan
Hong Kong
Philippines
Hong Kong
United States
Hong Kong
Sweden
Greece
United Kingdom
South Korea
United States
United States
United Kingdom
United Kingdom
United States
Hong Kong
Japan
United States
Hong Kong
New Zealand
Australia
Canada
South Africa
Australia
South Africa
United Kingdom
Hong Kong
United States

Value in fund's
benchmark
183,028,898
13,602,363
1,730,386,642
58,706,992
145,506,004
74,586,663
224,050,352
501,882,919
14,955,566
274,082,757
99,632,540
420,298,280
13,611,522
42,341,513
202,083,411
302,909,380
14,148,471
1,961,311,527
401,608,302
614,133,019
51,534,777
161,963,351
1,509,281,003
149,860,301
180,822,573
294,920,505
2,155,826,885
29,399,206
24,971,192
289,526,719
20,337,395
203,927,609
1,191,222,923
162,310,132
193,244,996
285,940,342
1,800,209,571
86,877,105
225,617,879
138,273,287
577,462,652
85,395,407
182,799,765
1,522,294,466
237,809,144
212,041,776
275,331,448
220,089,373
357,341,220
422,847,976
64,796,578
737,433,106
95,928,835
680,199,965
556,419,360
1,359,445,469

