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AP7 in brief. AP7 is a public agency tasked with
managing premium pension funds for the Swedish
population. Over four million Swedes currently invest
their premium pension in AP7 Safa. The total value of
assets in AP7 Safa is approximately SEK 500 billion,
so management is a major responsibility. AP7’s asset
management is exclusively aimed at securing the
interests of the pension savers, both current and those
in the future.

AP7 is a universal owner. With investments in nearly

3000 companies around the world, we can act as owners

on a broad front and over a long term, with the entire

market’s interests in mind. By being an active universal

owner, AP7 is securing the financial interests of both
current and future savers.

AP7’s corporate governance is primarily aimed at
ensuring a positive effect on the long-term return for

the entire market rather than for individual companies.

AP7 (31-12-2018). Managed assets: SEK 460 billion
Number of savers: over 4 million

Investment portfolio: approx. 3000 companies
around the world

Number of employees: 37
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In 2018 we continued

to develop our corporate

governance activities’
oage /-3

Richard Gréttheim, CEO, AP7
continues to see opportunities despite the
major climate challenges we are facing.

‘Because the sustainability
challenges are global, we see
a great advantage in being
able to exert broad influence

N global system issues.’
0age -/

Theme: Corporate
Climate Lobbying
oage 20-2

In its themes, AP7 examines important
issues in depth. In the Corporate
Climate Lobbying theme, AP7 has
collaborated with the Church of
England, and achieved good results.

How INstitu-
tional voting
WOrks
oage 15

Oscar Bergman, CEO of
Nordic Investor Services,
describes the trends in inter-
national corporate governance.



99 Anyone who doesn't
want to, or cannot, choose
will have a pension at least

as good as other people
- thats what were working for

Johan Florén and
Charlotta Dawidowski
Sydstrand describe AP7’s
work on corporate governance.

AP /'s mission
0age 4-5
“As a universal owner, AP7 will use, in a transparent

way, all available tools to drive the stock market in a
sustainable direction.”

Ap7'g TO‘G |n As a global owner of equities,

we can make our biggest

SUStaINaDle deVe oD mMENt G e v and

INndex funds must
oe activists to
serve investors’
oage 14-16

On savers terms
oage 24-25

Savers are at a great disadvantage in terms of infor-
mation regarding the pension system. AP7 therefore
works actively with spreading information

about pensions and sustainability issues.

Cage o) bl

State Street manages the incom-
prehensible sum of USD 3 000
billion. Read the interview with
the CEO of State Street,
Cyrus Taraporevalas, where
he presents his views on active
ownership with passive capital.

”Stay calm in the storm. Advice from AP7 on your premium pension”
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NO Time
o lose

Many of us were given even more food for
thought when the UN Climate Panel, IPCC,
presented its latest report in the autumn.
The report showed that, already ata 1.5 °C
increase in global temperatures, the conse-
quences will be very serious. Even if we
manage to limit global warming to the 2 °C
target, 99 percent of the world’s coral reefs
will probably have died. However, we can
still limit global warming to 1.5 degrees if,
in the next decade, we succeed in reducing
emissions and increasing the assimilation
of greenhouse gases in ecosystems.

As owners we can make a difference. In 2018 we con-
tinued to develop our corporate governance activi-
ties, primarily through climate-related shareholder
proposals on new markets. We also started a project
together with the Church of England and BNP
Paribas in which we are targeting Europe’s 55 com-
panies with the largest emissions, to draw attention
to how the companies are lobbying against climate
legislation. This project will continue in 2019. With-
out effective national climate legislation, the Paris
Agreement will lose a lot of its value.

AP7’s most important contribution to sustainable
development is by being an active owner. We have
also been financing solutions to the climate problem
through our investments in unlisted equities and in
the fixed income portfolio. In 2018 we launched
a green mandate in the listed equity portfolio with
a focus on fresh water and climate, in line with the
UN’s 6th and 13th Sustainable Development Goals.

Development of an international norms frame-
work is also a key issue for AP7 in view of our univer-
sal perspective on the stock market. The norms are
derived from international political agreements with
broad democratic support, and comprise common
values around which active owners around the world
can unite. During the year, | took part in, for example,
the UN Climate Week and the World Bank’s Invest-
ment Forum in connection with the G20 meeting in
Buenos Aires.

Naturally, it is corporations that must reduce their
emissions if we are to bring global warming under
control, and politicians who must make international
agreements and pass national legislation. However,
we as owners can be the link between the principles
and implementation of the measures. And, looking
on the bright side, investors’ global engagement has
never been greater.

Richard Gréttheim
CEO, AP7
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Our mission. Since the premium pension
system was introduced in 2000, AP7’s
mission has been to manage the premium
pension capital in the government default
alternative, AP7 Safa (‘Statens arskulls-
forvaltningsalternativ’). The assets are to be
managed in such a way that the savers feel
secure and get a good return on their invest-
ments without needing to be active in the
fund market.

AP7 will maintain a clear profile with regard to
responsibility. AP7 has a responsibility to future
generations and to external parties in terms of both
asset management and corporate governance. This
means, for example, that communication concerning
pensions is tailored to the savers’ situations and is
clear and informative.

As universal owner, AP7 will, in a transparent way,
use all available tools to drive the stock market in
a sustainable direction, and continually develop new
knowledge and methods. AP7 will also take responsi-
bility for how the pension capital is invested, and
participate in the debate on sustainability and
responsible investments.

Our values

AP7 is a Swedish public agency with democracy as a
basic value in the way of looking at the world. Our
role is to implement the decisions made by the
Swedish population’s elected representatives in the
Swedish Parliament and Government.

Our activities are to be carried out in a legally cor-
rect and impartial way, based on legislation and
directives. Decisions are to be taken on a factual
basis and implemented in a resource-efficient way,
with equal treatment as a common theme.

For us, sustainability means for example that our
responsibility is just as great for those who are
already pensioners as for those who are just starting
to work today or in 20 years’ time. If we maximise
today’s pensions at the expense of future savers,
then we have not taken that responsibility.

In our work with responsible investments, we
apply the value norms that characterise the interna-
tional conventions that Sweden has signed with
regard to environment, human rights, labour rights
and corruption. We regard these norms as ranking
higher than various types of social, religious and
economic interests. This fits in well with our role as
a public agency, and can be assumed to reflect the
perception of justice in the broad population group
to which the savers belong.

In the implementation of the values, guidelines
from international organisations such as the OECD,
ILO and other UN bodies play a key role, both for
defining boundaries and verifying assessments of
corporate actions.

As a complement to our values, we have sum-
marised the pillars of how we are to carry out our
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99 Anyone who doesn't

want to, or cannot, choose
will have a pension at least

as good as other people

- that’s what we're working for

Before L
Equity Fund
55 years 100%

mission in our investment philosophy,
which can be found in Swedish at:
www.ap7.se/investeringsfilosofi.

Our role as owners

AP7 is a universal and long-term owner. By this, we
mean that our asset management strategy involves
buying from the entire market, and that we do not
buy to sell. For savers, the combination of high diversity
and low fees generates financial value that makes
a big difference over a period of 40-50 years. The
asset management strategy affects how we work
with corporate governance. With SEK 460 billion
invested in nearly 3000 companies around the world,
we can act as owners on a broad front and over a
long term, with the entire market’s interests in mind.

As a universal owner, we benefit from the growth
in value in the entire market, but we also share some
of the entire market’s problems, which in itself can
offer an opportunity. Consequently, we try to carry
out a comprehensive analysis, and primarily exert
influence from a system perspective. Together with
other owners, we formulate game rules that
strengthen the entire market, and then work to ensure
that companies follow the rules.

Our investments

AP7 invests in equity all around the world. Internally, we
work mainly with asset management on the Swedish
market. For other markets, we always aim to commis-
sion the most skilled asset managers in the world.

Internal asset management means that the invest-
ment decisions are made and implemented by our own
employed asset managers. External asset manage-
ment means that the investments are made by spe-
cially commissioned external asset managers in accor-
dance with the AP7 guidelines and criteria. When
choosing between internal and external asset manage-
ment, we consider expected quality and costs of the
different management forms.

61 years

=

65 years
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AP7 in figures s

AP7 Equity Fund. The AP7 Equity Fund com-
prises most of AP7’s managed equity. The strategy in
the AP7 Equity Fund is based on three main pillars:
a global equity portfolio, diversification, and a risk
framework. The global equity portfolio is the main
structure of the Equity Fund, with a broad geograph-
ical and sector distribution in over 3000 companies.
The diversification allows AP7 Equity Fund to spread
and streamline risks by investing in assets that com-
plement the global equity portfolio. We also apply
a systematic risk framework to manage the risk level
and protect the assets.

/18.5%

AP7 Fixed Income Fund. A small proportion
of AP7’s managed assets is invested in interest-bear-
ing securities. AP7 Fixed Income Fund is a low-risk
fund largely invested in Swedish Government and
mortgage bonds.

State pension. Every month, employers pay in 18.5
percent of a person’s salary (up to 7.5 times the income
R . . base amount) to the state pension. Of this, 2.5 percent
AP7 Safa. AP7 Safa is the state default alternat|ve, goes to the premium pension while the remaining 16
and is a mixed portfolio comprising the AP7 Equity percent goes to the income-based pension.
Fund and the AP7 Fixed Income Fund. The allocation
between the equity and fixed income funds in the
portfolio is determined according to the saver’s age.
AP7 Safa is suitable for savers who do not wish Return 2000-2018 in percent
to spend time monitoring the securities AP7 Safa 181.8%
market. If an active choice is not made, the et LU LI
. . . private funds 73.8%
premium pension assets are automati-
cally invested in AP7 Safa. The aim is
that the savers will have a pension
at least as good as other pension
savers. Since the start AP7

120

P 2000 2005 2010 2015 2018
AP7 Safais the default

alternative in the premium
pension system, which
means that savers who do not
choose a fund are allocated
~ automatically to AP7 Safa.
Over The default alternative
75 years adapts the level of risk
AP7Fixed according to the saver’s age
Income Fund from the age of 56. After that
67% age, the prop9rtion of Fixed
:r;lcome Furtm_d |nc;eEase_st, and Number of savers in AP7
e proportion of Equity
Fund decreases. ; S S

70 years

has, on average, given savers a higher return and
lower fees than private actors managing premium
pension funds.

Adjusting the proportion of the respective compo- Number of savers in AP7 Safa: 4 202 722
nent funds in relation to the saver’s age gives AP7
Safa a life-cycle profile that adapts the level of risk to
the saver’s age. In practical terms, this means that
savers have all their money invested in the equity Return 2018
fund up until the age of 55. Between the ages of 56

and 75, 3-4 percent of the money is transferred each - .
year to the Fixed Income Fund and after 75 two- EE §; g-\ !\ . - .
thirds of the money is in the Fixed Income Fund for 27 == 22 -2: B »,U-’“;E, g5
the rest of the saver’s life. g S o £° Iw ~q  Saq
AP7 also has three other fund portfolios, AP7 3 = g g 3 < 88
Offensive, AP7 Balanced and AP7 Cautious, that = < - gs
complement AP7 S&fa. The fund portfolios have & Z <_‘n2‘=
o

different static combinations of the component
funds to suit savers who wish to choose the risk level,
but not the actual funds.

5 | AP7
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c Owner

AP7 is a universal owner with holdings in over 3000
companies around the world. With its large ownership,
AP7 can operate on a broad front and over a long time.
Johan Florén, head of communication and corporate
governance, and Charlotta Dawidowski Sydstrand,
sustainability strategist, explain how AP7 works as

a sustainable owner.

Johan Florén,
head of communication and
corporate governance, AP7

AP7 is a universal owner. What does that
entail for your corporate governance?

Johan: With long-term and broad global owner-
ship, in our corporate governance we can work with
issues that are important for entire sectors over
several generations, and not just for individual com-
panies. We can also collaborate with other universal
owners to exert pressure on companies to take
responsibility for the consequences of their activities
and effects on the surrounding world.

AP7 manages the premium pensions of four
million Swedish savers. How does this affect
your sustainability work, and what’s your
objective in terms of sustainability?

Charlotta: Our main promise to savers is to generate
a good return, and to use our power as owners to
contribute to sustainable development. We base our
work on the international conventions that Sweden
has signed with regard to environment, human
rights, labour rights and corruption.

Johan: In this way, our activities chime with the
perception of justice in the broad population group
to which the savers belong, and do not consider
specific social, religious and economic interests.

99 Because the
sustainability challenges
are global we see it as a

great advantage to be able
to exert broad influence
N global system jssues

The majority of AP7’s ownership is inter-
national, so most of the corporate gover-
nance and sustainability work is also
international. Is that an advantage or a
disadvantage, what’s your reasoning here?

Johan: Wesee it as a privilege. If you choose to con-
centrate ownership to a few companies in Sweden,
you can have a great effect in these companies. But
sustainability challenges are global, so we see it as a
great advantage to be able to exert broad influence
in global system issues. This is why, for example,
we’ve chosen to be an active owner and vote at
general meetings in all 3000 companies that we own.



Charlotta Dawidowski Sydstrand,
sustainability strategist, AP7

How can you be an active owner in 3000
companies all over the world?

Johan: We've built a model that is scaleable and
cost-effective, by working from norms and key issues
that are important for entire sectors in terms of
sustainability. We focus on system issues, and only
go into depth where we find reasons for doing so on
the basis of, for example, an incident or as part of our
themed work.

Charlotta: By collaborating with other asset
owners with the same values we can have greater
impact. So, by basing our actions on norms, incidents
and themes, our corporate governance has both
breadth and depth.

AP7 owns companies in certain sectors
such as fossil-fuel companies, while others
exclude these sectors. Why is that?

Johan: A basic issue is what you want to do with
your pension money - should the investments avoid
certain sectors and companies or work for sustainable
development? We’re convinced that, as a financial
actor, we have greatest opportunity to engage with
these companies by owning shares in them.

Charlotta: In the world, there’s a lot of capital
available for investment, so there’s a great risk that, if
companies don’t have owners who value sustainability,
they will take less responsibility. However, one big
challenge for us as active owners is to clearly show
the results of our corporate governance.

So AP7 argues that, by owning companies,
you can exert influence on them. What
are your proudest achievements as active
owners through the years?

Charlotta: The challenge of proving the results of
corporate governance is that a lot has to fall into place
over a long time before change can occur. The effect
usually comes from us collaborating, and also from
the willingness of the companies to improve. One
example that we were involved in was Stora Enso. We
raised a system question about how they manage
child labour internationally. Together with other
investors we engaged in dialogue with the company,
but the change in the right direction was mainly due
to Stora Enso itself actively wanting to improve.
Johan: Another example is the Australian mining
company, Rio Tinto, where we filed a resolution at
their general meeting in 2018 in which we demanded
greater transparency regarding their lobbying
against climate legislation. Even if the proposal did
not go through, a consequence was that other mining
companies increased their transparency and proxy
advisors have now started to demand it. That’s

a good example of what we see as a success, when
we work with matters of principle that will benefit
our entire portfolio. The evaluation takes place looking
at sectors over a long time, rather than individual
companies over a short period.

AP7 also uses blacklisting with excluded
companies. What’s the reasoning behind
this?

Johan: As universal owner, the principle is to own
assets throughout the market, but if a company
violates international guidelines and conventions
that Sweden has signed, then we sell our shares
and make the decision public. Through continued
dialogue, we then try to convince the companies to
rectify the reason for the blacklisting and comply
with international norms so that we can start to
invest in the companies again.

Charlotta: Yes, blacklisting is one of our
engagement tools, alongside company dialogues
and voting at general meetings. We currently have
65 companies blacklisted.

Looking ahead, what do you think will be
the major ESG questions for Swedish and
international asset management in the
coming years?

Johan: Impact investment is a concept that will
grow in importance. So far, the debate has usually
concerned capital avoiding sectors and companies,
but the discussion will increasingly concern how
invested capital can instead be used to exert influ-
ence on companies if we are to attain the Agenda
2030 goals.

Charlotta: In line with that, there will be greater
focus on how to measure and evaluate the impact of
sustainable investments. The smallest carbon foot-
print is not always evidence of the greatest benefit
for the global challenges we’re facing.

AP7 Sustainability Report
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AP /s role In sustainable
development

Using AP7’s mission and investment philosophy as a point of departure,
we can generate most benefit for sustainable development through
three roles: as active owner, as facilitator and as knowledge builder.

Our ambition is to help solve the problems that exist,
rather than avoid the problems by, for example,
selling shares in certain sectors or regions. We

collaborate with other investors to draw
up norms, guidelines and positions
for responsible ownership.

FTf

AP7 as:

[nvestors challenge 55 companies
over commitment to climate change

Hallbart naringsliv

active owner... AP?7 vill stoppalobbying mot

Parisavtaletsintentioner

With our highly diversified portfolio, and through
active corporate governance, we are working with
similar investors to formulate sustainable ground
rules for companies; we then exert pressure on them
to follow the rules. In this way, AP7 secures the financial

interests of both current and future savers.

We work mainly with four engagement methods
as sustainable and responsible owners: actions at
general meetings, engagement dialogue, public
blacklisting, and legal processes. Read more about
how we engage with companies and our engage-
ment tools on page 10.

ension fund takes on Mark

AP7 | 8

Facebook and minority
owner protection In 2017,
AP7 succeeded in stopping
Mark Zuckerberg’s proposal
on dilution of voting rights
in Facebook. Zuckerberg
would have been able to
control the majority of
votes with less than three
percent of the capital. Our
success in stopping the
proposal was important,
and gives new hope for the
rights of minority owners.
Richard Grottheim explained
the importance of the
success in a debate article
in the Financial Times.

Ett 70-tal pension
2 biljoner USD
ochkravt mer och fler in

[UEIEENGILIETS

Rio Tinto faces $84bn shareholder
revolt over membership of Minerals
Council

Global sharcholders file motion calling for rethink on membership
of coal lobt

igﬁgi =
|

AP7 wants to stop lobbying
against the Paris Agreement In
autumn 2018, AP7 together with
the Church of England contacted
55 European companies whose
activities have a major impact on
climate. Our demand was that the
companies adapt their climate
lobbying to comply with the
goals of the Paris Agreement.
The work will continue in 2019.

AP7 called for transparency from
Rio Tinto In spring 2018, AP7 filed a
shareholder resolution at the general
meeting of the mining company,
Rio Tinto, regarding its direct and
indirect climate lobbying through
sector organisations. The proposals
for better governance and trans-
parency aroused international
attention, and led to Rio Tinto taking
certain steps to improve its report-
ing, but above all it made the rest

of the mining industry increase
transparency and led to proxy
advisors demanding it.



INVESTMENT

Richard Grottheim participated in the G20 summit in Buenos
Aires Together with Alecta, AP4 and SPP, we were invited to
participate in and share our experiences and knowledge at the
G20 meeting in Buenos Aires at the end of 2018. We put forward
our common view that global collaboration is the key to the
equity market taking its responsibility if we are to attain the
Agenda 2030 goals.

Sustainability focus of AP7, Alecta,
SPP, AP4 parlicipation at G20

Charlotta Dawidowski Sydstrand
from AP7 in dialogue on how we
can facilitate investments in water
infrastructure in World Water
Week arranged by the Stockholm
International Water Institute
(SIWI).

knowledge builder...

In its role as knowledge builder, AP7 can help to produce new

. knowledge, disseminate existing knowledge, and bring

e e ey together different societal actors in a public debate on
onmeAr . sustainability issues. We want to promote constructive dialogue
between decision-makers, the business community and

investors. We also want to help bridge the gap between
research and practice in the field of sustainable investments.

Sldpp in kapital i VA-n

iten

Water and sanitation investments, Sida and
Africa Under the Sida initiative, Swedish Investors
for Sustainable Development, we are one of a

number of investors who have been working with
the UN’s sixth Sustainable Development Goal
(SDG 6, Clean Water and Sanitation). Swedish
municipalities greatly need investment in the
water and sanitation infrastructure. Capital is
available for investment, but the investments are
not being made. The Sida project showed that
the challenges are similar in Africa.

...and facilitator.

Another important contribution that we as investors can make to
promote sustainable societal development is to finance solutions
that help the world tackle the challenges that we are facing. We
believe that our invested assets can have the greatest benefit for the
climate by, for example, financing enterprises that offer climate inno-
vations and solutions for a low-carbon society. Our goal is to have
green mandates in all asset classes in which we can
invest, mandates that contribute solutions to
sustainability challenges. During the year, we set

EﬂHéIIbart naringsliv ﬁDﬁéhLarhe: up twq green mandates and made more invest-
ments in green bonds.

Vill du som hAllbarhetsproffs ha daglig och férdjupad lsning finns

NYHETSBREV
vér omvaridsbevakning. Klicka har

"Vatten kraver samma summor

som elochtelekom™ AP7 invests in blue and green mandates
In spring 2018, AP7 invested SEK 3 billionin a
green and a blue mandate with the Irish asset
manager KBI Global Investors and the British
asset manager Impax Asset Management. KBI
Global Investors’ mandate is an explicit water
mandate linked to the UN’s sixth Sustainable
Development Goal (SDG 6, Clean Water and
Sanitation), while Impax Asset Management
has a broader climate and environment
mandate that relates to several Sustainable
Development Goals.

AP7 besl6t nyligen att investera 1,5 miljarder ki
vatten. Ambitionen &r att 6ka satsningarna pa §
ger samhallsnytta. Tillsammans med fondforv;
malet ocksa att utveckla en metod for att méta| —_ ¢
KBI and Impax for

hallbarhetsnyttan. X

1 green impact mandates
(f) JENNY STIERNSTEDT
11 Publicerad: 20 juni 20 1

ANNONS
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How AP/ works as
an active owner 1for
sustainable
development

A highly diversified portfolio with holdings
in many countries and sectors forms the
framework for AP7’s corporate governance.
As a universal and active owner, the objective
is to influence the entire market in a sustain-
able direction over the long term. We do this
using the tools at our disposal in a resource-
efficient way, with the best interests of our
savers in focus.

AP7 has been conducting active engagement work in
its role as active owner since the start in 2000, with a
norms-based model that forms the basis of the every-
day sustainability activities. Consequently, AP7 works
on the basis of the value norms that are embodied in
the international conventions that Sweden has signed
with regard to environment, human rights, labour
rights and corruption.

AP7 now works with four different engagement
methods for sustainable and responsible asset manage-
ment: taking action at general meetings, engagement
dialogue, public blacklisting, and legal processes.
Since 2014, the fundamental norms-based model has
been supplemented with more in-depth work in themes.

Actions at general meetings

The general meeting, every company’s highest decision-
making body, enables shareholders to actively exert
influence on the governance of the company. Voting
at general meetings is AP7’s most important tool for
reaching out to and influencing the absolute majority
of the companies in the fund’s portfolio. As a universal
and active owner, it is important to influence the
entire market. By voting at general meetings, we can
drive the fund’s position on principles regarding various
matters addressed by AP7’s voting policy on environ-
mental, social and corporate governance issues.

According to the AP Funds Act, AP7 may not vote
at Swedish general meetings, but since 99 percent of
AP7’s shareholding is outside Sweden, we can vote
at virtually every general meeting. With shareholding
all over the world, this involves approximately 3000
general meetings every year.

General meeting season 2018 In 2018, AP7
voted at 3037 of 3062 possible general meetings,
which is over 99 percent. At 46 percent of these general
meetings, AP7 voted against the board’s recommen-
dation on at least one point. Here, AP7 has either
voted against a board resolution or voted for a share-
holder resolution that the board has not supported.
AP7 voted at general meetings in 56 different

AP7 | 10

countries. Of these, the US and Japan dominated,
where over 35 percent of all general meetings were
held. The total number of general meetings does not
correspond to the number of companies that AP7
has invested in, because in certain countries, such as
China, a company commonly has several general
meetings every year.

Nearly all items that are to be the subject of voting
at an annual general meeting are filed by the company
management, and many concern formal and adminis-
trative issues. Proposals from shareholders only
comprise a small number of items on the agenda.
AP7 can file its own shareholder proposals (resolu-
tions) at companies’ general meetings. When an
important issue has been identified, AP7 often com-
bines with other shareholders and files the proposal
jointly at the general meeting for a response.

AP7 has been filing shareholder resolutions at
general meetings since 2016. The number of resolu-
tions per year has varied. In 2016, resolutions were
filed at general meetings of the three biggest oil
companies in the US: ExxonMobil, ConocoPhillips
and Chevron. The proposals called for greater trans-
parency on the companies’ lobbying activities. In the
same year, we also filed resolutions at the general
meetings of Rio Tinto, Glencore and Anglo American
in the UK. The proposals, which were called ‘Aiming
for A, called for reporting and transparency on how
the companies are aligning their activities with the
two-degree target. In 2017 we repeated our propos-
als at the general meetings of the three largest US oil
companies, ExxonMobil, ConocoPhillips and Chevron.

In 2018 we repeated our resolution at Chevron’s
general meeting. We could not take any action at
ExxonMobil’s general meeting, as we had sold our
shares after blacklisting the company for acting in
conflict with the Paris Agreement. We also withdrew
our resolution from the ConocoPhillips general meeting
because the company accepted our demands before
the meeting, an example that corporate governance
can bring results, but requires a long-term approach.
In 2018, we filed a shareholder resolution at Rio
Tinto’s general meeting in Australia concerning the
management and reporting of the company’s climate
lobbying. In 2018, a project was started together with
the Church of England aimed at the companies in
Europe with the biggest climate impact. The aim was
to promote greater transparency on lobbying,
through dialogue and shareholder resolutions at the
general meetings in 2019.

In 2018, AP7 voted on a total of 185 resolutions on
various sustainability issues at general meetings
around the world. AP7 supported a majority of these

3037

In 2018, AP7 voted at 3037
of 3062 possible general
meetings, which is approx-
imately 99 percent.

16

AP7 makes use of the option
to drive legal processes
against companies that have
treated shareholdersinan
incorrect manner or taken
action that had a negative
effect on the share price.

At the end of 2018, AP7 was
involved in 16 ongoing legal
processes.
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In 2018, AP7 conducted in-depth
engagement dialogues with 194
companies on a total of 304 cases
of verified or potential violations

of norms.

Actions
at general
meetings

Dialogue

Legal
processes

Blacklisting

AP7 does not invest in companies
that violate international norms
regarding the environment, human

rights, labour rights and corruption.
In December 2018, a total of 65
companies were blacklisted.

resolutions, 68 percent, abstained in 21 percent of the
cases, and voted against 12 percent of the resolu-
tions. The leading sustainability issue that AP7 has
promoted is greater transparency regarding compa-
nies’ lobbing activities. During the year, 35 resolu-
tions were filed on greater transparency on lobbying,
and AP7 voted in favour in all cases.

In addition to resolutions on greater transparency
regarding lobbying, AP7 has voted on a further 34
climate-related shareholder resolutions. One example
was a proposal on investigation of stranded assets
linked to climate change. An interesting observation
is that the majority of the climate-related resolutions
filed at general meetings were in the US. In all these
cases, AP7 voted in favour of the resolutions, despite
all boards recommending voting against the resolu-
tions. Other resolutions that AP7 supported included
reporting on work to attain the UN Sustainable Devel-
opment Goal on fresh water and working conditions,
and for transparency in sustainability reporting.

Effecting change through dialogue

Engagement dialogue is the most effective way of
bringing about change when the company itself
shows it wants to improve. AP7 is currently engaging

in a large number of dialogues concerning reported
incidents of norm violations. In 2018, AP7 conducted
norm-related dialogues with 194 companies on a total
of 304 cases of verified or potential violations of
norms, with the aim of encouraging the companies
to act responsibly in difficult situations. Of these com-
panies, 65 were blacklisted at the end of the year. In
addition, AP7 in collaboration with other investors
has conducted dialogue or contacted a further 110
companies in the course of its thematic activities.
Read more about this on page 17.

Blacklisting - a way to
direct attention

AP7’s norms-based model means that no investments
are made in companies that violate international
norms regarding the environment, human rights,
labour rights and corruption. Since 2016, the Paris
Agreement to the UN Climate Convention has been in-
cluded in the norms. We apply pressure by publicising
twice a year the names of the companies we have
excluded, together with the reasons for the exclusion.
Our ambition is that we can start reinvesting as
soon as the company has come to terms with its
problems. This creates an incentive to change.
To identify and verify violations involving companies,
AP7 collects information from a large number
of sources, including the UN system and other inter-
state organisations, public agencies, courts, mass
media and non-governmental organisations. The
accuracy of the information is checked, and the com-
pany’s responsibility for the situation is investigated
and an assessment made of whether the company is
conducting activities that conflict with the norms
framework. In this process, AP7 is supported by
many external experts. In December 2018, a total of
65 companies had been excluded from AP7’s invest-
ment universe. The list of blacklisted companies
is presented at the end of this report and on ap7.se.

Blacklisted companies 2018 During the year,
four companies were added to AP7’s blacklist. The
US company Peabody Energy, which conducts activ-
ities that conflict with the Paris Agreement by coun-
teracting climate legislation in the US. Two Indian
companies, Bharat Heavy Electricals Ltd and NTPC
Ltd, were blacklisted for violations of environmental
norms in conjunction with the construction of coal-
fired power stations adjacent to a national park with
World Heritage status. The Canadian company
Nutrien was blacklisted for violations of human
rights through the import of phosphate from the
occupied Western Sahara.

Companies removed from blacklisting 2018
Six companies were taken off the list during the year,
so AP7 can once again start investing in them:
Transocean, BP, Heidelberg Cement, Olam, Posco
and Posco Daewoo. All these companies have been
blacklisted for five years and, in accordance with our
five-year rule, the blacklisting has ended because the
violations have been rectified.
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Swedish

Government
International
conventions

Guidelines for
AP7’s corporate
governance

general meetings of the

companies in which the fund

is invested.

AP7 | 12

The guidelines describe how
AP7 will work with voting at

Legal processes bring results

Through securities class actions, AP7 uses the option
of driving legal processes against companies that
have treated shareholders in an incorrect manner
and had a negative effect on the share price. Exam-
ples are companies that have withheld correct infor-
mation with the aim of avoiding impact on the share
price. The aim of the legal processes is both to
protest and discourage companies from fraudulent
conduct and to win back money. In most of these legal
cases, the process ends with a settlement. So far, the
legal processes in which AP7 has participated has led
to the return of over SEK 69 million to savers.

In 2018, we initiated legal proceedings against
Alphabet, to investigate whether the management

AP7’s corporate governance is based
on the conventions that Sweden has
signed concerning environment,
human rights, labour rights and
corruption.

Voting
instructions

Based on the guidelines, AP7
takes a position on 200-300 issues
ahead of the general meeting
season. Specific instructions are
then given to the voting firm.

The voting firm

acts at the general meetings

in accordance with AP7’s

specific instructions.

had been negligent in failing to prevent and tackle
sexual harassment within the subsidiary, Google Inc,
which can have harmed the shareholder value. We
also initiated a legal case against General Electric be-
cause of incorrect information about the company’s
finances, which can also have harmed the share-
holder value. In 2018, settlement negotiations were
initiated with Cobalt and Green Mountain Coffee
Roaster. Together with other institutional investors,
AP7 at the end of 2018 was engaged in 16 ongoing legal
processes involving: Vivendi, Ocwen, Green Moun-
tain Coffee Roaster, Petrobras, Toshiba, Volkswagen,
Allergan Inc, Cobalt International Energy, Deutsche
Bank, Mitsubishi, Alphabet/Google, General Electric,
BHP, Steinhoff and Qualcomm.

How AP7 votes at 3000
general meetings

Voting at general meetings is one of AP7’s engage-
ment tools for exerting influence on companies that
the fund owns. To enable voting at over 3000 general
meetings AP7 uses a voting firm, so-called proxy
voting, which implements AP7’s voting guidelines.

3037
general:meetings

Evaluation

AP7 follows up and checks that
the proxy voting firm has voted
in line with the instructions.

and follow up



at general meetings

For more than 15 years, Nordic Investor Ser-
vices has been the leading advisory company
in the Nordic region in the corporate gover-
nance area. They provide, for example,
institutional investors with proxy voting
advice ahead of general meetings.

We asked Oscar Bergman, CEO of Nordic Investor
Services, to give his view of trends in how institutions
are engaging in international corporate governance.

What trends can you see in 2019 with
regard to corporate governance and
institutional owners?

Oscar Bergman: Broader trends in the corporate
governance area often go on for a long time, so we
expect that many of the trends we’ve been observing
for some time will continue. These include:

Promotion of long-term ownership. We see
everything from longer terms in payment pro-
grammes to new regulation packages at European
level that explicitly talk about the need for long-term
ownership. This really is a long-term trend that has
existed in some form since the first lessons were
learned from the financial crisis nearly ten years ago,
and it shows no sign of abating.

Sustainability is becoming increasingly an
area in which owners engage and where the
companies are also responding in a completely
different way than previously. Important issues are
naturally the climate, which has driven a lot of
engagement, but also integrity issues are receiving
greater attention, partly as an effect of the well-
known data leakages in recent years.

In Sweden, diversity issues are clearly defined
primarily as an issue of gender equality between
women and men. But in other markets, not least the
US, it has a much wider definition. There, the concept
of diversity includes ethnicity, gender, age, and pro-
fessional experiences. The different perspectives
between, above all, the US and Europe, can therefore
create some issues of interpretation and friction.

Are there big differences between the
actions of Nordic and foreign owners in
the Nordic region?

Oscar Bergman: Generally speaking, Nordic owners
aim to be active in their nearby markets, but there are
also difficulties with electronic proxy voting in many
Nordic markets, including Sweden, which makes this
particular part of active ownership more costly.

For example, the Norwegian Oil Fund was criticised
a few years ago for being too passive in its owner-
ships in Sweden, despite it owning significant num-
bers of shares in many large Swedish companies.

In 2015, the Oil Fund adopted an initiative at Swedish
general meetings to consistently vote for electing
board members at individual level instead of electing
the board as a unit, which has otherwise been the
norm in Sweden.

Non-Nordic owners are often less present, and
there is a challenge for both (Nordic) companies and
(non-Nordic) investors to find new ways of commu-
nicating. The Nordic societies with their high levels
of trust and the respective ‘duck pond’ size have cre-
ated, in a global perspective, a very distinctive cor-
porate governance culture in the Nordic region that
is not always so easy for an investor to navigate, such
as US investors. This is something that can lead to
misunderstandings and unnecessary problems.

What are the trends with regard to
proxy voting?

Oscar Bergman: For professional investors, even
those who invest in foreign companies and in compa-
nies where the share of ownership is not high, voting
at general meetings is increasingly shifting from
being an exotic new trend to something that is an
expected and fundamental aspect of active owner-
ship. It’s a bit like an active citizen voting in general
elections, even if as an individual you don’t have
much direct influence.

New European regulations to be introduced in
2019-2020 are based on an expectation that institu-
tional investors will be active owners that generally
vote at the general meetings of companies in which
they own significant numbers of shares. They will
also report annually on how they have acted in this
respect. Even if there are loopholes, the guidelines
are clear, and activities in this area are expected to
increase more in the coming years, including the
rather smaller institutions that have not yet come as
far as the larger ones.

Can investors exert influence on companies
via proxy voting?

Oscar Bergman: Absolutely! Naturally there are
the formal and legal ways to exert influence, and it’s
not uncommon for a proposal to be rejected at the
annual general meeting - or withdrawn in advance
when the board sees which way the wind is blowing.
But | believe that something often missed in this dis-
cussion is that even a significant minority expressing
dissatisfaction can have a real effect. Board members
naturally want to feel supported by the entire share-
holder group they represent, and voting at general
meetings is a very tangible way to signal dissatisfac-
tion on an issue. The difference between unanimous
support and 85-percent support for a proposal at the
general meeting is noted by the board, and this can
later lead to dialogue and, in the longer term, a posi-
tive change on the issue.
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—xpert view on voting

Oscar Bergman, CEO of
Nordic Investor Services,

sees that a more long-term
approach, diversity issues

and sustainability are

becoming more important
in international corporate

governance.
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State Street Global Advisors is the world’s third largest asset manager with over
USD 2.5 trillion in managed capital, equivalent to about SEK 23,000 billion. AP7
has been collaborating with State Street for the past 18 years. The CEO of State
Street Global Advisors, Cyrus Taraporevala, describes their position on ESG issues
and active ownership from their perspective as a giant in index management.

Strate Street is big in index funds, which is
often associated with passive ownership.
What’s your perspective on being an active
owner within index management?

Cyrus Taraporevala: We manage both active and
index-based strategies. In our index-based strategies
we can’t make the S&P 500 the S&P 499. We can’t
sell shares in a company if it’s in the index, so we’re
especially interested in how a company articulates its
long-term strategy and whether its board demon-
strates the kind of effective, independent leadership
necessary to hold management accountable for
executing on that strategy.

We focus on issues that are material to a com-
pany’s ability to generate long-term value, including
a range of environmental, social and governance areas.
We stress active and constructive engagement rather
than passive inaction or adversarial confrontation.
We also issue regular thought leadership that details
our views on important ESG topics. We believe this
kind of active ownership, characterised by transpar-
ent and consistent engagement, helps improve the
long-term quality of companies, the overall quality of
the indexes and the broader economy by promoting
good governance and sustainability practices.
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What are the most common preconceptions
of index management and accountability in
terms of ESG?

Cyrus Taraporevala: The biggest misconception
we frequently encounter is the mistaken notion that
index management is a passive exercise. First from an
operational standpoint, it is not a trivial undertaking
to track an index closely and accurately over time.
We also find that many investors are unaware of our
active stewardship programme and the systematic
way we engage with our portfolio companies on ESG
issues. For example, climate is a risk we think all com-
panies need to address, and it has been an engage-
ment topic for our stewardship team for a while.

In 2016 we were the largest investment manager
to vote in favour of shareholder proposals asking
companies to report on climate-change risks. The
following year some of our peers followed suit with
their voting, and those climate-related shareholder
proposals passed.

Even some regulators underappreciate our level of
engagement and mistakenly believe we outsource our
voting to proxy advisors. We often need to educate
them on how we use data and analytics from proxy
advisors, but hasten to remind them that the voting

CEO of State Streets Global
Advisors, Cyrus Taraporevala.

State Street Advisors
wrote a debate article,
published in the Financial
Times in July 2018,
presenting their views on
corporate governance and
sustainability.

>>>
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OPINION

Investor activism

Index funds must be activists to serve investors

Since we cannot sell, we have to press management for improvements

CYRUS TARAPOREVALA

fforts by large index fund
managers to engage with public
= companies have recently come

under attack from some business
b leaders. They complain that we
are misusing our rights as shareholders
to enforce arbitrary political or social
“values” because we raise environmental,
social and governance concerns with the
boards of the companies in which we
invest.

This completely misrepresents the
mission of State Street Global Advisors
and other large index fund managers.

We seek long-term value for millions of
ordinary investors in a world that has
become increasingly obsessed with short-
term results. That goal, not some political
agenda, is why we have developed a
rigorous, research-based shareholder
engagement programme. We raise all
kinds of issues with boards that might
materially impact their company’s ability
to generate sustainable returns over the
long haul.

While our active funds can sell
a company if we disagree with its
executives, our index funds cannot
choose the shares in which they invest.
We are essentially permanent capital
and cannot turn the S&P 500 into the
S&P 499. That means we need to take a
long-term perspective on behalf of our
clients. At a time when some activist
shareholders are keen on extracting
short-term profits from companies,
we provide a healthy and necessary
counterweight.

Our primary fiduciary obligation
to our investors is to maximise the
probability of attractive long-term
returns. Flows into index-based strategies
have increased so dramatically over
the past few years that we must take
this responsibility more seriously than
ever. Millions of individual investors
count on the low-cost access to markets

© THE FINANCIAL TIMES LIMITED 2018

The Fearless Girl statue commissioned by State
Street was part of a commitment to encouraging
greater diversity and thus better performance

around the world provided by exchange
traded funds and other trackers. This has
democratised access to markets that were
once available and affordable only to larger
institutional investors.

We carefully select the issues we focus
on with companies, based on rigorous
research into their impact on investment
performance. For example, numerous
studies show that diversity at the board
level leads to better decision making, fewer
reputational crises and ultimately better
returns.

This is the reason why we placed the
Fearless Girl statue on Wall Street and
issued specific guidance to boards to take

steps to improve diversity. Performance
was our motivation, not politics. This

is just one example of how we seek to
maximise transparency around our
views, the research underpinning them,
and our voting intentions. Others can be
found in our new 2017 asset stewardship
report that provides details on our proxy
voting and engagement on thousands of
management and shareholder proposals
in 82 different countries across the globe.

In addition, while we will use the
data and analytics provided by proxy
advisers, we never outsource our voting
decisions and we urge other institutional
investors not to do so. These issues are
too important to outsource and they are
growing more complex.

Increasingly, our clients are pushing
for more clarity on non-traditional
investment issues. They want to know
how companies are incorporating climate
risk into their long-term strategy;
whether they are adopting best practices
around corporate governance, board
quality and pay policies; how they are
adapting to technology disruptions that
could threaten their industries.

We need only look to recent corporate
scandals around poor internal controls
to remind us of the importance of active
shareholder engagement.

Far from injecting politics into
boardrooms, we believe our focus on
active stewardship in a rapidly changing
and complex world is more important
than ever for ensuring healthy public
markets, resilient economic growth and
shared prosperity. We are creating long-
term value; not imposing values.

The writer is president and chief executive
officer of State Street Global Advisors.

>>>
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decision itself remains ours. We also need to remind
the market of the unique advantage we have as large,
global investors invested in nearly every public
company in the world. This gives us a perspective on
the good, the bad and the ugly when it comes to
ESG practices.

Have you experienced increased expecta-
tions from your investors, such as other pen-
sion managers, about ESG responsibility?

Cyrus Taraporevala: Yes, we've definitely seen
an increase in interest in ESG from our clients over
the past few years. Naturally, there are regional varia-
tions in the degree of uptake. Large public pension
plans in northern Europe, Australia, Canada, and Japan
and in the US have expressed the greatest interest.

We’re definitely seeing a mainstreaming of ESG.
We’'ve been managing ESG strategies since 1985.
Initially these were niche products for mission-based
investors who wanted to screen out certain types of
industries or companies. We’re now seeing a greater
demand for a holistic integration of ESG across our
entire investment platform, as ESG intangibles are
recognised as driving a greater share of a company’s
value. These are issues we cannot ignore as long-
term investors.

Have you encountered any resistance to
your increased ESG focus?

Cyrus Taraporevala: Yes, we've been criticised
by some business groups for ‘politicizing’ the board-
room by focusing on ESG issues. They complain that
we’re misusing our rights as shareholders to enforce
arbitrary political or social values on companies. But
as | wrote in a commentary for the Financial Times in
July 2018, this completely misrepresents our mission.

We seek long-term value for millions of ordinary
investors in a world that has become increasingly
obsessed with short-term results. That goal, not
some political agenda, is why we’ve developed our
rigorous, research-based engagement programme.
Far from injecting politics into boardrooms, we believe
our focus on active stewardship in a rapidly changing
and complex world is more important than ever for
ensuring healthy public markets, resilient economic
growth and shared prosperity.

What’s your view of disinvestment as an
ESG tool?

Cyrus Taraporevala: As | mentioned, the reality
is that in our index strategies, we don’t have the
choice of divesting or selling in the way that our active
managers do. However, given the success of our
active stewardship programme, we also believe in
the power of engagement and having a seat at
the table.

For example, in addition to our own discussions
with oil and coal companies, we believe industry
initiatives like the Taskforce on Climate-Related
Financial Disclosure (TCFD) can be an effective way
for fossil-fuel companies to be more transparent
about their climate-related risks and can help them
to start thinking about the sustainability of their
business models.

AP7 | 16

Regarding your ownership in broad indexes,
do you work with all ESG issues at the
same time and in all companies, or do you
focus on specific topics?

Cyrus Taraporevala: Each year, our stewardship
team takes a risk-based approach and prioritises ESG
issues, such as board quality, gender diversity,
climate risk, and water management, as well as
particular sectors that require careful scrutiny. We do
this to scale our impact across multiple companies
while also limiting the ESG risk in our portfolio.
Finally, we believe that transparency is fundamental
to an effective stewardship programme. Each year
we publish a detailed stewardship report that
describes our engagements and our proxy voting
decisions.

What ESG issues do you think will be impor-
tant in the coming years, and which will
you be focusing on?

Cyrus Taraporevala: Good governance will be
a mainstay of our focus, as so many other risks are
related to the quality of governance overview and
the extent to which boards are working with man-
agement to monitor those risks. Climate risk will also
continue to be an important focus, as companies are
just starting to do the hard work of understanding
the longer-term impacts on their business models.

As investors improve their understanding of how
the entire range of ESG factors impact long-term
value, they’re likely to widen their view to include
more topics, especially with regard to social issues
like diversity, culture, human capital and the social
and environmental impact of a company’s supply
chains. At State Street Global Advisors, we’ve been
engaging with companies on these topics for many
years and we’ll be seeking to leverage that knowledge
to advance the dialogue on how they impact long-
term value.

State Street Global Advisors
installed the Fearless Girl
statue Wall Street in New
York 2017 to stimulate the
discussion about women in
executive positions.
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Our themes

Climate 2015-2017

Fresh Water 2016-2018

Corporate Climate Lobbying 2017-2019

Working Conditions in Food Supply Chains 2018-2020

Sustainable Impact Measurement 2019-2021

Since 2014, AP7 has been supplementing
its corporate governance work with themed
activities. Working in specific themes
deepens and applies AP7’s current working
methods in selected key areas.

Focusing on a few themes at a time allows us to work
at depth and reflect in a complex area relevant to our
investments. Every year, a new theme is launched
that runs over three years.

Some key selection criteria are applied when
choosing a theme. The theme must be relevant in
terms of AP7’s holdings and asset classes, AP7 must
be able to make a reasonable difference in a resource-
effective way, and there must be suitable expert
partners for collaboration.

The theme guides AP7’s prioritisations in many
ways during its course, and has consequences for the
work with engagement dialogues and general meet-
ings. It also brings greater collaboration with other
actors to influence standards and norms within the
area. Previously completed themes are Private Equity
and Climate.

In 2018, it was decided that the next theme, for
2019-2021, would be Sustainable Impact Measurement.
Knowledge about the effects of asset management
on sustainable societal development is currently
inadequate. Demand for reporting on real-world

impact from stakeholders and investors is great, but
there are no accepted measurement methods. The
long-term objective is to be able to show the societal
benefit. The work will therefore revolve around
methods to evaluate the real-world impact of active
ownership and investments.

Fresh Water The aim of the theme on fresh water
was to examine how AP7 can contribute to the UN’s
Sustainable Development Goal on clean water and
sanitation (SDG 6). We analysed sectors and companies
with high levels of risk regarding water. We set up a
water mandate and carried out a study on invest-
ments in water and sanitation infrastructure. Read
more about the theme on pages 18-19.

Lobbying The influence of business over political
processes and decisions in the climate issue can, in
certain cases, be greater than the companies’ own
direct climate impact. AP7’s theme on lobbying focuses
on the role companies play in implementing the Paris
Agreement in regulations and climate legislation.
Read more on pages 20-21.

Working Conditions in Food Supply Chains
The theme starting in 2018 aims to investigate how
AP7 can best contribute to improved working condi-
tions in food supply chains. Read more about the
theme on pages 22-23.
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Theme

Fresh Water

In 2018, the Fresh Water theme was
concluded. Its aims included investigating
how our corporate governance and our
investments can contribute to the attainment
of the UN’s sixth Sustainable Development
Goal, Clean Water and Sanitation (SDG 6).

A global fresh water crisis is currently one of the
most serious threats to the world’s economy. In the
theme, we analysed companies with water risks,
identified the opportunities for blue investments for
asset owners, and highlighted challenges in the
Swedish water and sanitation infrastructure. This was
done from our three perspectives: active owner, facil-
itator and knowledge builder.

Engagement dialogue on
water risks

Inour role as active owner, AP7 in 2016 started engage-
ment work regarding water risks in our portfolio
companies. We reviewed 299 companies in three high-
risk sectors with regard to water (food and beverage,
mining and the garment industry), to obtain an over-
all picture of how the sectors in general manage their
water risks. A summary report, with the conclusions
from the review, was published in March 2017.

On the basis of the review, we selected 20 compa-
nies with high water risks, where we saw potential for
improvement in how well they manage and report on
their impact on the water resource. In February 2017,
AP7 initiated dialogue with the companies, with the
help of Global Engagement Services (GES) in collabo-
ration with five other investors: ACTIAM, The Church
Pension Fund in Finland, KLP, OP Asset Management,
and Strathclyde Pension Fund. One important aspect of
the dialogues was to encourage greater transparency
and standardised reporting of water-related issues,
and drive improvements in the companies’ evalua-
tion, management and reporting of water risks.

The evaluation showed that the companies were
improving their management and reporting of water-
related risks. However, despite most companies stating
that water is an important issue, not many of them
prioritised water in their sustainability work. We also
saw that the companies, with the exception of those in
the textile industry, are generally better at reporting
their water consumption and water efficiency than at
reporting their effect on water quality and discharges.
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It was clear that common indicators and standards
for measuring and reporting a company’s effect on
the water resource need to be developed further.

We also saw great potential for improvement in
companies working with other actors on a shared water
resource. The companies are much better at managing
water risks internally than, for example, collaborating
upstream and downstream in a river basin.

At the end of the project in 2019, we repeated the
review carried out in the preliminary study to see if
there had been any developments.

We also conducted interviews in companies regarded
as sector leaders in water risk management. By using
their good examples, we can disseminate proven
measures and successful methods to the companies
where we want to see improvement. In this way we
can contribute to sharing of experiences between
companies that have come a long way and those that
are lagging behind, and spread good examples
within and between sectors.

In 2018, we also voted at a number of general
meeting on items relating to water. An example was
voting to encourage US companies to report on how
they are complying with UN’s sixth Sustainable
Development Goal.

Facilitator - AP7 invests in
blue and green mandates

In our role as facilitator, during the year we set up water
mandates that invest specifically in listed companies
in water infrastructure. In spring 2018, AP7 invested
in an ‘impact’ mandate worth SEK 3 billion with the
Irish asset manager KBl Global Investors and the
British asset manager Impax Asset Management. KBl
Global Investors’ mandate is a clear water mandate
linked to the UN’s sixth Sustainable Development
Goal, while Impax Asset Management has a broader
climate and environment mandate that relates to
several Sustainable Development Goals.

Collaboration with Sida on the UN
global goal on water

In our role as knowledge builder, during the theme
period we collaborated within the Sida initiative,
Swedish Investors for Sustainable Development,
SISD. This is an initiative involving SPP, the Church of
Sweden, AP3, East Capital, Skandia and Sida, aimed

CLEAN WATER
AND SANITATION




at creating a platform for learning and sharing of
experiences on the UN’s sixth Sustainable Develop-
ment Goal. Through the initiative, we developed
insights and methods on how to use our ownership
influence and invest in solutions that contribute to
attainment of the goal. The collaboration also identi-
fied and made us aware of problems that prevent us
from investing in sustainable solutions.

In 2017, we carried out an investigation that
showed there was clearly a will to use capital for
green and blue investments but that there were few
investment opportunities. This is despite the great
need for investment both in Sweden and globally,
and despite there being a lot of capital available. We
interviewed municipalities and experts to identify
the barriers to blue investments, because we as
investors could help in the maintenance of sustain-
able water and sewage investments in Sweden. The
results were published in the report, Vatten som
investeringsobjekt, www.ap7.se/forstudievatten.

The investigation, which we presented at a Parlia-
mentary Seminar in November 2017, gave a complex
picture of a number of obstacles that are preventing
investments. These include a low level of awareness of
the risks among decision-makers, a resistance to raising
water tariffs and, not least, a resistance in municipalities
to borrowing money for water investments.

Seen from a global perspective, the Swedish
problems comprise an interesting illustration of the
challenge we are facing ahead of transitioning to a more
sustainable society. Many other OECD countries are

facing similar problems. Swedish municipalities might
need national coordination and support to tackle the
challenge posed by the great need for investments to
upgrade the water infrastructure. This would involve
initiatives that extend over many mandate periods
and that require specialist expertise. During the year,
an international comparison with Africa, carried out
through Sida, showed that many of the problems
were similar.
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Together with SPP we high-
lighted in a debate article in
Dagens Industri the great
need for investments in the
water and sanitation grid in
Sweden, and that investment
capital was available.
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AP7 in dialogue on how we can facilitate

In the report Vatten som investeringsobjekt investments in water infrastructure
we presented the need for investments in the during World Water Week, arranged
Swedish water and sanitation infrastructure by the Stockholm International Water
and the barriers to investing the capital Institute (SIWI).

available for blue investments.
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Theme

Corporate Climate

Lobbying

Greater transparency achieved

The work on the Climate theme, 2015-2017,
showed clearly that corporate influence over
political processes and decisions in climate
issues can, in certain cases, be greater than
the companies’ own direct climate impact.
We decided therefore to devote a special
theme to Corporate Climate Lobbying.

The Corporate Climate Lobbying theme was launched
in 2017 with a review of the political landscape in terms
of climate lobbying on different markets. In the political
processes that led to the Paris Agreement, it became
clear that individual companies’ influence over cli-
mate policy can have far greater consequences for
the climate than the direct climate impact of their
own business operation. How companies use their
influence over legislation is therefore an important
component in corporate social responsibility.

The starting point was the position that we, together
with other investors within the PRI, formulated and
published in 2015: Investor Expectations on Corporate
Climate Lobbying. In that report, we made clear that we
expect companies to support a policy that promotes
a transition towards climate goals, or at least does not
counteract it. Companies should climate-adapt their
activities to meet new regulations and requirements,
instead of investing resources in lobbying against the
necessary measures that must be introduced if we are
to have a chance of attaining the two-degree target.

In spring 2018, AP7 together with the Church of
England and Australian Local Government Super,
filed a shareholder resolution at the general meeting of
the mining company, Rio Tinto, regarding its direct and
indirect climate lobbying through business organisa-
tions. An example is through its membership in the
Minerals Council of Australia organisation, which has
actively counteracted the Paris Agreement. The reso-
lution on greater transparency aroused international
attention and led to Rio Tinto taking certain steps to-
wards greater transparency but, above all, it improved
transparency in the rest of the mining industry, and
voting advisors (proxy advisors) started to demand it.

Together with PRI, we published during the year
experiences from our work, in the form of a guide to
other investors who want to engage in the issue of
climate lobbying. In the US, an increasing number of
resolutions have been filed at general meetings calling
for companies to improve their reporting on lobbying.
At the general meetings of 35 different companies, AP7
voted in favour of greater transparency on lobbying.

Collaboration with the Church of England continued
in 2018. During the autumn we requested that the 55
companies with the greatest emissions of greenhouse
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gases in Europe should increase transparency on
climate lobbying. We also asked them to show that
their lobbying and the interest organisations of
which they are members do not drive positions that
conflict with the Paris Agreement.

Several of these companies have good guidelines
and targets in line with the Paris Agreement, but can
also pay large sums of money to interest organisations
that counteract progressive work to mitigate climate
change. In spring 2019, we filed resolutions at the gen-
eral meetings of a handful of these 55 companies to de-
mand greater transparency on lobbying, and the work
is continuing. Most importantly, we proposed that the
boards ensure the introduction of regular reviews of
their lobbying activities and draw up a tangible action
plan for cases where a sector organisation conducts
activities that are not in line with the Paris Agreement.

Together with Ohman Fonder, AP7 produced a report on
what has been learned about companies’ climate lobbying.
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Rio Tinto has taken steps in the right direction
in 2019 in line with the demands of AP7 and
other investors in 2018.

Within PRI, AP7

helped produce

a guide to other
investors who want
to engage in the issue
of corporate climate
lobbying.

Corporate climate
lobbying - a challenge
and an opportunity

Together with the Church of England, AP7 led
a coalition of investors with AUM totalling
USD 2 trillion. The coalition called for greater
transparency from the 55 companies in Europe
identified as having the largest CO2 emissions,
and demanded that they review the positions
adopted by trade associations and organisa-
tions of which they are members.

Adam Matthews, Director of Ethics and Engage-
ment, Church of England Pensions Board,
elaborates on the collaboration with AP7 on
climate lobbying.

Why is Corporate Climate
Lobbying an important issue?

Adam Matthews: If you speak to any govern-
ment minister, government negotiator or senior
UN official working on climate change, they
acknowledge the role that lobbying plays in
shaping the outcomes of national, regional
and international processes. Two quotes make
this very clear for me:

"There is a serious group of companies that
have a voice that is much louder, that is better
funded, that operates much more in unison,
and that is still stuck in the technologies and
the fuels of yesterday.”

- Christina Figueres, Executive Secretary of
the UNFCCC, 2011.

“I’'m getting resistance from some fossil fuel
interests who want to protect the outdated
status quo. When you start seeing massive
lobbying efforts backed by fossil fuel interests
or conservative thinktanks or the Koch brothers,
pushing for new laws to roll back renewable
energy standards or prevent new clean energy
businesses from succeeding, that’s a problem.”
- Barack Obama, 44th President of the United
States of America, 2015

AP7 has been far ahead of many other investors
in identifying the impact of lobbying on climate
change policy and international processes. Our
joint initiative is intended to connect the state-
ments of support from companies for the goals
of the Paris Climate Agreement with their lobby-
ing and that of their industry associations.

What effects have you seen?

Adam Matthews: Since launching the initia-
tive we’ve focused on 55 companies in Europe.
We've seen significant responses, most recently
from Royal Dutch Shell, publishing a review of 19
of its major industry associations. This resulted
in Shell leaving one major US association and
placing nine others under review. Those under
review are being engaged with by Shell and they
have outlined that they would consider leaving
them were they not to change their approach.
Importantly, Shell along
with a number of other oil
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development by Rio Tinto of the criteria they
have developed for assessing industry associ-
ation alignment on climate change.

It was also great to see the first cement
company acknowledge they needed to review
their industry association memberships when
Heidelberg Cement committed last month in its
Annual Review to do so. Lastly, in the auto sector
you have seen the first challenge of one of the
main industry associations by Volkswagen.

What’s the next step in 2019?

Adam Matthews: We are continuing to
engage with companies in the sector and
encourage them to undertake the reviews of
their industry associations as well as learn from
the emerging best practice from other com-
panies. There is growing interest and support
from institutional investors for our joint initia-
tive. A key part of our work will be filing share-
holder resolutions at a number of companies.
We are still in negotiation with the target
companies to see if they will commit to the
actions we have outlined.

What we want to see is good governance
within the company of these issues as well as
transparency in their reporting to shareholders
so that we can assess the effectiveness of the
company approaches. We are also in discus-
sion with the London School of Economics to
develop a more rigorous academic framework
to assess good practice.

Ultimately, if the power and influence that
many trade associations exert on public policy
could be directed to supporting the goals of
the Paris climate agreement and not towards
delaying action then | believe we will be inject-
ing a positive force for change that will raise
ambition.

Adam Matthews, Director of Ethics and
Engagement, Church of England Pensions
Board, sees positive effects of the collabo-
ration with AP7 on Corporate Climate
Lobbying.

Shell decided to withdraw from
an American interest organisation
because of climate lobbying.

and gas companies broke
ranks with the position of
one major industry body
The American Petroleum
Institute (API) and called
for greater regulation of
methane emissions in the
US. This was the first time
companies had publicly
broken ranks with the API.
In other sectors we have
had commitments from
Anglo American who are
due to publish their own
review as well as further




How can asset owners best contribute to
improved working conditions in food supply
chains? To investigate how we in our different
roles can contribute to the eighth UN Sustain-
able Development Goal, Decent Work and
Economic Growth, in 2018 we launched the
new theme, Working Conditions in Food
Supply Chains.

Anincreasing number of investors feel that a minimum
requirement for responsible enterprise is to respect
international human rights norms. Good working
conditions in food supply chains, particularly for
small-scale farmers and plantation workers, also
have a direct link to several of the UN’s Sustainable
Development Goals (SDG). Farmworkers who have
an adequate income are more inclined to send their
children to school, secure a long-term food supply
for their families, and avoid poverty. An adequate
income level for a poor rural population also helps
reduce the income differences on both national and
global levels.
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During the year, together with Sustainalytics, we
produced a preliminary study, Mapping Labour
Rights Issues in the Food Supply Chain, which gave
an overview of focus areas, to ensure that our work
in the theme has the best possible impact. The goal
of the study was to review the main risks for violation
of labour rights, and show how investors can exert
pressure on companies to improve their ability to
manage such risks and correct harmful effects. The
aim of the preliminary study was to identify:

1. the main risks to labour rights in global food
production;

2. the most suitable commodities and companies
to focus on;

3. how AP7 can supplement existing and previous
investor initiatives in the area of working conditions
in food supply chains.

Some of the conclusions from the preliminary study
were as follows.

Tea pickers near Mount Kenya.
Teais one of five commodities
with the greatest risks for
inadequate working
conditions.



m Child labour and forced labour are two of

the most serious human rights issues in the food
production sector, according to the experts con-
sulted and reports examined in the study. In 2017,
the number of child workers was estimated to be
152 million, of which over 70 percent were in
farming. Twenty-five million people were estima-
ted to be subjected to forced labour, of which

11 percent were in farming and fishing.

Because every fourth victim of forced labour is
exploited outside their home country, migrant
workers are a vulnerable group. Migrants are
particularly subject to forced labour. They are at
especially high risk of exploitation because of
language barriers, integration challenges, and
limited local awareness and support.

Insufficient money on which to live is one
of the main causes of child and forced labour. It is
a complex issue, but an important one to discuss.

B The preliminary study identified five commodi-
ties with elevated risks of forced and child la-
bour: coffee, rice, sugar, tea and tomatoes.

A positive trend could be discerned in the cases
of sugar, tea and coffee. But for rice and tomatoes,
the development has been less positive, and a
greater awareness is needed of the importance
of good working conditions. Knowledge acquired
through work in for example the cacao industry
could be transferred to these crops.

We have initiated dialogues with food companies
globally, with a focus on the preventative measures
that food companies can take to prevent child labour
and forced labour arising in their supplier chains.
Similar problems are found in many supply chains,
for many different agricultural products. One aim of
our dialogue project is to disseminate good examples
and effective methods between regions and sectors.
As a universal owner in a large number of companies
and sectors, AP7 can help to spread experiences
between these companies.
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On savers
rerms

The savers are at a great disadvantage in
terms of information in the pension system.
In recent years, AP7 has therefore been
working actively with communication,
providing information about pensions and
sustainability issues. Because of AP7’s mission
regarding responsibility issues, we are also
active in the debate on sustainability and
responsible investments.

AP7’s information activities include informing savers
about premium pensions and the pension system,
broadening the perspectives, and participating in the
debate on sustainability and responsible invest-
ments. AP7 has no information about our savers; all
communication and contacts with the savers are
handled by the Swedish Pensions Agency, which also
has the task of administering and paying the state
pension. However, this distribution of tasks does not
mean that AP7 completely abstains from communi-
cation.

Savers and premium pensions. One reason for
AP7 engaging in communication initiatives that pro-
vide information is that the premium pension system
puts the savers in a situation where they must make a
choice, with a wide range of funds available, and
gives them responsibility for their premium pension.
Many private actors market their funds aggressively
to greater or lesser extents. If savers are to make an
active choice, they need nuanced information about
the premium pension.

AP7 is therefore faced with a number of chal-
lenges. The pension system is complex and hard to
describe in a simple way, and the recipient must have
a certain level of engagement before the information
can be absorbed. At the same time, many savers feel
that pensions is a difficult and complicated area.

AP7’s savers have lower incomes and a lower level
of education than average. This is largely because we
have many young savers who automatically end up
in the default alternative when they start working,
which makes communication even more important.
This target group needs at least as much information
as the more engaged group that is more interested in
asset management.

AP7’s target group and channels. The overall
target group for the external communication is our
over four million savers. For resource reasons, it is
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impossible to reach such a broad and large target
group through, for example, advertising in channels
such as tv and the national press. Consequently, we
have segmented the target group, and aim at Safa
savers in the 20-40 age group. To reach them cost-
effectively, we use digital channels.

Over the past few years, AP7 has been gradually
increasing the initiatives to reach the savers via our
own channels, such as through the Férvalt blog, the
website and social media. For the external communi-
cation, journalists and the financial sector are also
important target groups, as they indirectly reach the
savers via mass media and as opinion shapers. Other
key actors important to engage continually in dia-
logue are the Ministry of Finance, Finansinspektio-
nen, the Pensions Group and the Swedish Pension
Agency.

By disseminating information and informing peo-
ple about their private economy, the pension system
and AP7 Safa in an easily accessible way, AP7 works
to ensure that the savers have a good body of infor-
mation on which to base decisions. Nobody should
feel forced to choose, but everyone should have as
much information as possible to enable them to
make an informed decision.
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On ap7.se and in digital
channels, AP7 has been
educating people about the
premium pension system
over the years.

Via AP7’s blog, Férvalt, we
try to inform and enlighten
savers with balanced and
thought-provoking texts on
sustainability, asset manage-
ment and pension savings.

Importance of openness mm———

Accessibility and transparency permeate AP7’s communication
work. We try as far as possible to actively provide information
about our activities, decisions and motives, and are open to
comments when they are requested. If any information cannot be
given in public, the reason for this is to be clear and be motivated
by the agency. However, there are a number of laws that set limits
for the communication, such as the Copyright Act, the Freedom
of the Press Act, GDPR and the Public Access to Information and
Secrecy Act.
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About the report

The GRI Report applies for the period 1 January - 31
December 2018, and covers the entire activities of the
agency. AP7 issues sustainability reports annually,
and the most recent report was published on the
website, www.ap7.se on 27 April 2018 (in Swedish).
Since then, no significant changes have taken place
in the agency’s mission or its value chain that would
necessitate adjustments in this report. The Sustain-
ability Report has been prepared in accordance with
GRI Standards (Core level) and the sector-specific
supplement, Financial Services (FS). The report has
not been subject to external auditing.

A GRI Index is presented on pages 30-31 of the
Sustainability Report.

The contact person for sustainability reporting is
Johan Florén, Head of Communications and ESG,
+46 (0)8 412 26 64.

Contents of the report

The contents of the report are based on a Materiality
Analysis that was carried out in 2014 and updated in
2017. Using earlier analyses and interviews, supple-
mented with current situational analyses in terms of
trends, driving forces and challenges, an internal
working group carried out a provisional calibration
of relevant sustainability subjects.

Initially, AP7’s key stakeholders were identified,
i.e. the groups that have the greatest interest in AP7’s
operation and for whom the mutual influence is
significant. The stakeholder analysis identified the
following key stakeholders:

m Regulatory bodies

m Core suppliers

® Employees

m Swedish Pensions Agency
m Savers

A prioritisation process then followed, where the key
stakeholders’ assumed perception of selected sustain-
ability areas was compared with the economic, social
or environmental impact of the respective area. The
prioritization resulted in the following selection of
relevant sustainability areas.

® Financial performance

B AP7’s mission and trust

® Product portfolio: impact investments

B Information to the public on pensions

m Active ownership

B Transparency

m Anti-corruption

m Compliance with laws, ordinances and guidelines

Through in-depth interviews, representatives of key
stakeholders (excl. the Savers group) gave their views
on the selection of sustainability areas and AP7’s
sustainability work. The stakeholders were able to
consider the issues in advance through a questionnaire.
Views from the anonymous Savers stakeholder group
were obtained from an analysis of questions and views
submitted to AP7 in 2017. The stakeholders confirmed
the selection of sustainability areas, and their
comments extended and broadened the Materiality

Analysis. In a concluding working meeting, involving
both the working group and the company’s CEO and
Head of Communications and ESG, the prioritised
sustainability areas as described above were adopted.
The key stakeholders were supplemented with the
interest group, Collaboration Partners.

What do the stakeholders say?

The table on the following page describes AP7’s key
stakeholders, the forms of dialogue between AP7
and each stakeholder group, and the focus issues.

AP7 collaborates and has regular contact with other
stakeholder groups that have a lower level of interest
in and influence over AP7 and the agency’s sustain-
ability work and reporting:

B Researchers, who AP7 can collaborate with to
generate knowledge about responsible
investments and financial markets.

B Finansinspektionen, which has supervisory
authority over AP7’s operations and to which
AP7 reports annually.

m Voluntary organisations, which express interest
in specific issues and in how AP7 works generally
with responsible investments.

m Sector colleagues, which together with AP7 drive
developments within responsible investments.

Corporate governance

As part of the operational plan, the Board of Directors
of AP7 establishes an ownership policy every year.
This policy states how AP7 will exercise the ownership
function associated with its shareholding in the AP7
Equity Fund. The ownership responsibility is based on
three main areas: governance regarding environmental
and social considerations, and corporate governance
(ESG). AP7 continually develops processes in the area
of corporate governance, with guidelines and policy
documents for the corporate governance process.
The guidelines describe how AP7 as shareholder, in
line with its mission, exerts influence on companies
to take responsibility for sustainability, ethics and
good corporate governance.

The guidelines for corporate governance are imple-
mented in a number of CEO instructions regarding
voting, public blacklisting, group actions and the
in-depth themes. The Board tasked the CEO with
preparing a climate strategy, which was done during
the work on the Climate theme, 2015-2017.

The Head of Communications and ESG has the
overall responsibility for AP7’s work with responsible
investments.

An ESG committee, comprising representatives for
corporate governance, administration and the asset
management organisation, prepares certain ESG
issues for discussion and decisions in the management
group. The ESG Committee is also a collaboration body
for ESG issues, and aims to promote coordination and
integration of ESG in AP7’s different departments.
The Committee meets once per quarter or when
necessary. Companies to be blacklisted are decided
by the Board’s working committee, which may also
be involved in other matters of special importance.

All employees are obliged to follow AP7’s ethical
guidelines, which place major emphasis on the actions
of employees and regulate matters such as hospitality
and gifts, procurements, secondary employment,



Stakeholder group Description

Form of dialogue

Issues

Regulatory bodies
which, through the AP Funds Act, tasks
AP7 with asset management.

The Ministry of Finance, which is responsi- Continual dialogue and
ble for monitoring and following-up AP7’s annual reviews

activities.

The Swedish Government’s Pension Group Continual dialogue

AP7’s mission and confidence
Financial performance

AP7’s mission and confidence
Compliance with laws
Financial performance

Core suppliers External asset managers, who make
investments on behalf of AP7 or who
perform services for AP7 in some

other way.

Continual dialogue and
annual reviews

AP7’s mission and confidence
Active ownership

Impact investments
Transparency

Employees 37 employees, who together carry

out AP7’s mission. surveys

Appraisal interviews and

AP7’s mission and confidence

Swedish Pensions
Agency

The agency that collaborates with AP7
by channelling equity into the funds and
managing pension payments.

Continual dialogue

AP7’s mission and confidence
Information to the public
Financial performance

Actors that contribute to skills
development in AP7 and in AP7’s
more in-depth work

Collaboration
partners, e.g. Sida

Within the framework of
ongoing collaborations

AP7’s mission and confidence
Active ownership
Impact investments

Savers 4.2 million Swedes whose pension

capital is managed by AP7.

Continual contact with individual
savers who ask questions, but also
annual surveys to find out what the

Financial performance
Active ownership
Information to the public

Swedish population thinks about
various pension-related issues.

and any conflicts of interest. The aim of the guidelines
is to prevent employees or their close relatives deriving
any benefits from their connection to AP7, or being
in a position of conflict between the fund’s interests
and employees’ private interests. All employees
confirm annually that they are familiar with the fund’s
ethical guidelines.

Through the ownership policy adopted by the
AP7 Board (Guidelines for Corporate Governance)
we undertake to comply with the UN Global Compact,
OECD Guidelines for Multinational Enterprises and
OECD Guidelines on Corporate Governance.

Membership and voluntary
agreements

AP7 complies with the requirements associated with
the following memberships or voluntary guidelines
that have been endorsed:

m UN Principles for Responsible Investments
(UNPRI)

m Carbon Disclosure Project (CDP)

m International Corporate Governance Network (ICGN)
| Sveriges forum for hallbara investeringar (Swesif)

m Extractive Industries Transparency Initiative (EITI)

m Institutional Investors Group on Climate Change
(IIGCC)

m Swedish Investors for Sustainable Development

AP7 as employer

AP7 is a government agency. At the end of 2018, AP7
had 37 permanent employees, of which 17 were women
and 20 men. All are permanent employees and are
covered by the collective bargaining agreement, BAO-
JUSEK (SACO). The agency is based in Vasagatan in
Stockholm and has no offices in other parts of the
country. The agency conducts most of its business in
Sweden although investments are made all over the

world. The CEQ is Richard Gréttheim. The management
team comprises seven people, three women and four
men. In 2018, one person left the agency and nine
people were recruited. It is important to AP7 that
employees enjoy working here and that the agency
has the right skills and expertise. All employees have
had appraisal interviews during the year with their
immediate supervisors.

AP7’s climate risks

By law, AP7 may only invest in equities and fixed-income
securities. Most of the savers’ money is invested in the
global stock market. Climate change entails risks for
the financial sector that can be divided into two main
categories: physical climate risks and transition risks.
The first is the actual climate risk resulting in increased
global average temperature, rising sea levels, and more
frequent occurrences of extreme weather. The other
involves the transition to a low-carbon society, where
consumption patterns will be changed, new products
replace old, and climate policy becomes more strin-
gent. The transition risk is therefore a consequence
of the work on managing the physical climate risk.

The transition risk is a financial risk arising when the
value of certain companies will fall when measures are
implemented, for example, phasing out of fossil fuels
from the economy. Investors can manage transition
risks by reducing their exposure to companies and
organisations at risk of being affected by the transition,
and increasing their exposure to companies that are
expected to benefit from the transition. However, if
the adaptations are to generate financial added value,
the investor must be able to assess the transition risks
better than the market.

Because AP7 invests in such a large number of
companies across all sectors and all regions, our
physical climate risks and transition risks are largely
the same as for the entire global economy.

Climate risks
The biggest risk to AP7’s long-term mission to generate
good returns and give our savers good pensions is

AP7

1USUD|AddNS M9

27 | AP7



AP7

AP7 | 28

that we do not attain the two-degree target, which
would mean that the physical effects of climate
change would harm the global growth and economy.
The economic values at risk of being lost if the climate
risks are not managed successfully are astronomical.
Estimates are of the order of SEK hundred thousands
of billions. Since AP7 invests in the value generated by
the entire global economy, the growth of our port-
folios is dependent on the global market growing
sustainably in the long term.

It is difficult to prove any effects on the underlying
companies’ climate impact when investors invest or
divest from companies in their equity portfolios. Trans-
actions take place on a second-hand market, so the
transaction does not normally affect the underlying
company’s flow of capital. The transaction does not
normally even give a signal to the company, unless
the investor actively informs the company of the trans-
action. Shares can be sold and bought many times
without any owner exerting owner influence to try to
reduce the climate impact of the underlying businesses.

AP7’s main contribution to managing the actual
climate risks is by being an engaged owner. It is by
actively engaging with the companies, the business
operations and the entire market, that we can make a
contribution to reducing emissions of greenhouse gases
to the atmosphere and managing the climate risks.

As a universal, long-term owner and a government
pensions fund, AP7 is in a stronger position than many
other investors. By taking a holistic view of the economy;,
AP7 can work with norms and method development
for the entire market. Through its corporate governance
and method development, AP7 helps to drive imple-
mentation of the Paris Agreement, which puts the UN
Climate Convention into practice. Success requires
that we collaborate with other investors and societal
actors and use all the corporate governance tools at
our disposal.

AP7 actively drives implementation of the Paris
Agreement in all our corporate governance processes.
For several years, one of our focus areas has been
the effects of corporate climate lobbying, where we
drive the issue of a company’s responsibility to
report its political engagement activities. We expect
the companies in which we invest to not counteract
the implementation of the Paris Agreement.

In 2017, for the first time we blacklisted companies
working in conflict with the Paris Agreement. By incor-
porating the Paris Agreement in our norms screening,
we are involved in interpreting where the boundary
goes for acceptable conduct regarding climate. We
engage in direct dialogue with a number of companies
in our portfolio that we identified as being especially
important for the transition. We have a number of
ongoing engagement projects that focus on various
aspects of the companies’ climate footprint. Climate
is also one of our focus issues at annual general
meetings, where we usually vote in favour of climate
resolutions and also file our own shareowner resolu-
tions on particularly important matters.

In parallel with exerting influence through owner-
ship, AP7 can help finance climate solutions. The
system change that lies ahead requires innovations
and investments in all sectors. We believe that our
invested capital can benefit the climate by financing
climate innovations and solutions for a new carbon-
efficient economy.

In this way AP7 can help to drive a transformation
of the economy, both in our role as active owner and
through our directed investments.

Transition risks

The process of phasing out fossil fuels from the
economy and the transition to a more climate-smart
society will be unfavourable to certain companies

in AP7’s global portfolio and favourable to others.
Because AP7 invests in a large number of companies
in a large number of different sectors and countries,
we have reduced our savers’ exposure to the risks of
each individual company.

AP7’s blacklisting process excludes a number of
companies that conduct business in conflict with the
Paris Agreement, so it can be assumed that our
exposure to companies that are not favoured by the
transition is less than our comparison index.

Because AP7 utilises the opportunity afforded by
its active asset management to finance businesses
that offer solutions to the climate issue, AP7 has
increased its exposure to businesses that are assumed
to be favoured by a transition. In 2017, AP7 set up
green mandates in the management of two of three
asset classes (fixed income, unlisted assets). In 2018,
green mandates were also set up in listed assets. AP7
has an investment in green bonds amounting to SEK
1.8 billion. Approximately 12 percent of our unlisted
assets comprises clean technology, corresponding
to SEK 1.1 billion.

Climate theme and corporate climate lobbying
During a three-year period, 2015-2017, AP7 conducted
thematic work on the climate issue. The aim of the AP7
Climate theme was to investigate how AP7, through
its investments, its ownership activities and its role in
society, could make a difference to climate change in
a meaningful and resource-efficient way.

The objective by the end of the theme period was
to apply resource-efficient and effective methods in
both our corporate governance and asset management.
In 2017, climate risks were incorporated in all AP7’s
corporate governance processes and, in 2018, in all
asset classes. Read more about the Climate theme in
the Climate Theme Report.

The work to drive implementation of the Paris
Agreement continues in our corporate governance
processes through AP7’s Corporate Climate Lobbying
theme, in which we drive the issue of corporate
responsibility for their political engagement in the
climate issue. We continue to screen companies
conducting business in ways that conflict with the
Paris Agreement through the twice-yearly blacklisting
process. We have also recently initiated dialogue
projects aimed at fossil-fuel companies. Climate also
remains one of our focus issues at general meetings,
where we both support proposals on reduced climate
impact and also file our own shareowner resolutions.

AP7 measures its carbon

dioxide footprint

In 2018, AP7 measured for the fifth consecutive year
the collective carbon dioxide footprint of its Equity
Fund. Two percent of unlisted holdings in the Equity
Fund were not included in the measurement. The car-
bon dioxide footprint indicates the size of direct emis-
sions from the underlying companies in AP7’s Equity
Fund, but the practical value of the information is lim-
ited (see information on next page).

AP7 supports method development in the market,
and carries out development work with asset man-
agers to measure and follow up the climate impact of



investments. On 31 December 2018, the Equity Fund
managed assets worth SEK 460 billion, and comprised
91 percent of AP7’s total assets under management. Two
percent of the Equity Fund comprises unlisted private
equity. AP7’s carbon footprint has been calculated on the
basis of investments in listed equity, which comprises
89 percent of AP7’s total assets under management.

The carbon footprint analysis was carried out by Your
SRI/Southpole, and comprises emissions corresponding
to Scope 1and 2 according to the GHG Protocol. The
calculations are based on 74 percent reported and
26 percent estimated emissions data from companies
in the portfolio.

The sector that contributed most to AP7’s carbon
footprint was the utilities sector, which accounted for
41.7 percent of the footprint. The mining, forest and
metal industries comprised 26.7 percent, while oil and
gas accounted for 12.8 percent.

1. The absolute carbon footprint of the AP7 Equity
Fund, corresponding to the owned proportion of
the companies’ collective emissions, was 7.7 million
tonnes CO2e. This is in line with our comparison
index, MSCI ACWI, whose total carbon footprint
at the same point in time was 7.5 million tonnes
of CO2e.

2. The carbon dioxide intensity, where the absolute
carbon footprint is related to the ownership pro-
portion of the companies’ market value for the
AP7 Equity Fund, was 17.5 tonnes of CO2e per SEK
million. At the same point in time, MSCI ACWI was
17.2 tonnes CO2e per SEK million.

3. The carbon dioxide intensity, where the absolute
carbon footprint is related to the ownership pro-
portion of the companies’ revenues was 29.9
tonnes of CO2e per SEK million. MSCI ACWI was
29.8 tonnes CO2e per SEK million.

4. The carbon dioxide intensity, weighted average,
where the companies’ carbon dioxide intensity in
relation to revenues is multiplied by the company’s
percentage of the portfolio based on market value
was 31.6 tonnes CO2e per SEK million. MSCI ACWI
at the same point in time was 32.6 tonnes CO2e
per SEK million.

Since 2015, AP7 has participated together with the
buffer funds AP1-AP4 and APG6 in a collaboration
group with representatives from each AP fund to
coordinate the funds’ reporting of carbon footprint.
In autumn 2015, the group presented a coordinated
way of reporting the carbon footprint. The group’s
proposal for standardisation has been embraced
both in Sweden and internationally.

In 2017 various data suppliers’ services for carbon
dioxide indicators were evaluated for different asset
classes, and continued improvements in this area
could be observed. The AP funds have therefore
chosen to wait for coordination on more asset
classes. Because AP7’s managed assets largely
comprise listed assets, we nevertheless report the
climate footprint of nearly 90 percent of our invest-
ments as of 31 December 2018.

In the framework produced by the Task Force on
Climate-related Financial Disclosure (TCFD), investors
are recommended to report carbon footprint using the
indicator carbon dioxide intensity, weighted average.
In this, the carbon footprint is calculated by multiplying

the companies’ proportion in the portfolio (based
on market value) by the companies’ carbon dioxide
intensity in relation to revenues, and then adding
the results.

In this measurement, the ownership proportion
has no significance. To align with TCFD, the AP funds
in 2017 decided to also include this indicator (number
4 above) in the reporting.

AP7 and the other AP funds are positive to measur-
ing and reporting the climate emissions relating to
investments, as a part of broader work on climate.
In addition to reporting the carbon footprint, we
want to help develop more measurements that can
help investors and companies manage climate-related
risks and opportunities. The box shows how the carbon
footprint provides important knowledge for investors,
but also that there are some limitations.

Advantages of the carbon footprint

Provides a way to assess certain climate-related
financial risks, such as a price on carbon dioxide.

Can provide a base for corporate engagement,
such as requirements for emission reduction
targets, risk management, business strategies,
and transparency.

Improves the transparency of the AP funds and
pushes the business community towards greater
transparency and improved data quality.

Limitations of the carbon footprint

Does not measure the total impact of the

investments because:

- Only certain emissions are included

- Emissions data from companies is not complete

- Only certain asset classes are measured

- Emissions savings through products and services
are not included

- Information about fossil reserves is not included

Does not measure the total climate risks of a portfolio,
such as physical risks associated with extreme
weather, flooding and drought, or consequences
of tightened legislation regarding greater energy
efficiency. The carbon footprint is not a measure of
a portfolio’s total climate opportunities, nor how
well a portfolio is positioned in preparation for a
transition to a low-carbon society.

Does not measure what is required to reach the
two-degree target, and gives no guidance about
how investors can contribute to reach the target.
A unilateral focus on individual portfolios’ reduced
carbon footprint therefore risks diverting attention
from actual reductions in emissions and how
investors can enable solutions for a low-carbon
economy.

AP7
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GRI Standard Comments Page
Organisation profile
102-1 Name of the organisation Seventh AP Fund (AP7)
102-2 Activities, brands, products, and services 4-5
102-3 Location of headquarters Stockholm
102-4 Countries in which the organisation

conducts operations Sweden
102-5 Ownership and legal form A
102-6 Markets served 4-5
102-7 Scale of the organisation A
102-8 Information on employees 27

102-9 Supply chain

AP7 has a small number of suppliers,
mostly providing asset management and
analysis services. The suppliers come
mainly from the UK and US. The risks in the
supply chain are therefore deemed low.

102-10 Significant changes to the organisation 26
and its supply chain
102-1 Precautionary Principle or approach AP7 conducts no manufacturing
activities, but applies the Precautionary
Principle by indirectly integrating it as
part of its requirements.
102-12 External statutes, principles and initiatives 27
102-13 Membership of associations 27
Strategy and analysis
102-14 Statement from senior decision-maker 3,6-7
Ethics and integrity
102-16 Values, principles, standards, code of conduct,
and policy regarding ethics 4,26-27

Governance

102-18 Governance structure

Stakeholder engagement

26-27, Annual Report, 23-24

102-40 Stakeholder groups 26
102-41 Number of employees covered by collective

bargaining agreements 27
102-42 |dentification and selection of stakeholders 26-27
102-43 Approach to stakeholder engagement 27
102-44 Key issues arising from dialogue

with stakeholders 27
Reporting practice
102-45 Entities included in the report 26
102-46 Process of defining the contents of the report

and boundaries 26
102-47 Issues identified as material 26
102-48 Explanations of corrections from

previous reports No corrections from previous reports

were made in 2018

102-49 Significant changes compared with

previous reports 26
102-50 Reporting period 26
102-51 Date of most recent report 26
102-52 Reporting cycle 26
102-53 Contact person regarding the report 26
102-54 Statement that the report corresponds

with GRI Standards 26
102-55 GRI Index 30-31
102-56 External audit 26



GRI Standard Relevant sustainability Page
topics
ECONOMIC PERFORMANCE

GRI 201: Financial profit/loss 2016

103-1/2/3 Significance and boundaries of the issue, sustainability governance and follow-up 28-29
201-2 Financial impact of climate change Product portfolio: impact
investments, active ownership 27-29

GRI 205: Anti-corruption 2016
103-1/2/3 Significance and boundaries of the issue, sustainability governance and follow-up 26-27
205-2 Communication and training regarding policies and

method of working concerning anti-corruption Anti-corruption, transparency 26-27
205-3 Confirmed cases of corruption and measures taken  No reported cases of

corruption in 2018

SUPPLIER SOCIAL ASSESSMENT

GRI 414 inkl. GRI 308: Supplier screening 2016
103-1/2/3  Significance and boundaries of the issue, sustainability governance and follow-up 26-27,32

308-1, 414-1 Number of new suppliers screened in accordance with
criteria for socioeconomic or environmental impact  Active ownership 32

GRI FS: Product portfolio

FS6 Distribution of product portfolio by region,

size and sector Transparency ap7.se
FS8 Economic value of products and services

with special environmental objectives Product portfolio: impact investments ~ 28-29

GRI FS: Active ownership

FS10 Proportion and number of companies in the portfolio

that the reporting organisation has interacted

with regarding environmental/social matters Active ownership 10-12
FS1 Proportion of managed capital covered by positive

or negative environmental or social screening Active ownership 33
GRI FS: Audit
DMA Scope and frequency of audits to assess

implementation of environmental/social

policies and risk assessments Active ownership, transparency, compliance

with laws, ordinances, guidelines 32

GRI FS: Society
FS14 Initiatives to improve accessibility to

financial services for disfavoured Mission and confidence,

groups in society information to the public 24-25

Page references to reporting in accordance with TCFD recommendations

Governance Strategy Risk management Targets and performance indicators
a) 26-28 27-28 27-28 28-29
b) 26 27-28 27-28 *
c) - 27-28 27-28 *

*AP7 does not calculate the climate impact arising from office activities involving Scope 1and Scope 2 activities,
because these impacts are regarded as marginal in relation to the climate impact from investments.
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What is AP7’s strategy for
responsible investment?

Which statutory requirements
impact AP7’s work on respon-
sible investments?

How does AP7 work with
external asset management?



What proportion of AP7’s
managed assets is subject to
the requirement for respon-
sible asset management?

Where can | find more
information about how

AP7 works with responsible
investment?

[
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