AP7

AP/ Theme Report

Climate
Transition


https://www.ap7.se/english/

Contents

Preface: The financial sector can contribute to climate transition 3
Background to the theme Climate Transition 4
The financial market in collaboration 5
AP7 in Dagens Nyheter’s debate section 8
AP7’s active ownership for climate transition 9
Climate-related blacklisting n
Four examples of active ownership in practice 12
AP7’s Climate Action Plan for net zero emissions 13
Conclusions and reflections 15

AP7 IN BRIEF

Mission:
Good pension from generation to generation.

Vision:
A global role model for responsible pension solutions.

AP7 is a public agency, whose mission is to manage the
premium pension capital on behalf of the Swedish people.
More than five million Swedes place their premium pension in
the state pre-selection option, AP7 Safa. The managed capital
amounts to approximately 1,000 billion SEK, which entails a
great responsibility. AP7’s asset management is exclusively
focused on the interests of the pension savers.

AP7 is a universal owner. With investments in more than
3,000 companies around the world, we can act as owners
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on a broad front and with a long-term perspective, and in
the best interest of the entire market. By being an active
universal owner, AP7 is securing the financial interests of
both current and future savers.

AP7’s active ownership work aims primarily at a positive
effect on the long-term return for the entire market, rather
than for individual companies.

Managed assets: about 1,000 billion SEK

Number of savers: over 5 million

Investment portfolio: more than 3,000 companies
around the world (as of 30 june 2023).
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Preface

The financial sector can contribute
to the climate transition

The world’s emissions must be halved by year 2030, if the temperature goals in the Paris Agreement are
to be reached, according to the International Energy Agency, IEA. This means that the transition needs to
accelerate in the next few years with greatly reduced emissions and multiplied investments in renewable
energy. To accomplish this, several actors must cooperate in the same direction. The Climate Transition

theme has focused on how investors can contribute to the climate transition.

Enabling the climate transition to reach net zero emissions by
year 2050 will be a major challenge. Political decisions and
reforms are crucial to succeed, for example increased pricing of
carbon dioxide emissions and phasing out fossil fuel subsi-
dies. But it also requires cooperation between various actors

in society, not least investors. The fact that AP7 together with
other global capital owners have an important role to play lay
behind the choice of the Climate Transition theme. Within the
theme, AP7 has evaluated the financial market’s opportunities
to contribute to companies participating in the transition.

As a universal owner, in more than 3,000 companies around
the world, AP7 has the privilege of being able to focus on
systemic risks and real economic effects. A transition that leads
to reduced climate risks in the real economy is of course in
the interest of the entire financial sector, but many actors are
forced to limit their focus to financial risks of more concentrat-
ed portfolios.

The lessons learned from the Climate Transition theme have
been continuously applied in our ESG and active ownership

work. Among other things, the work resulted in the climate
action plan we published for the first time in 2022, where we
describe how AP7 should work to contribute to net zero emis-
sions by 2050. A prerequisite for the transition is that investors
place clear demands on companies, above all on those with a
large climate impact, and support them in their transition. To
achieve this, great value lies in large capital owners collaborat-
ing and becoming a common force for change. Together, we
can persuade companies to come up with credible transition
plans, in order to be better equipped for the future and thus
better investments.

Stockholm, August 2023
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Background to the Climate Transition theme

Background to the Climate Transition theme

The Climate Transition theme builds on two of AP7’s previous themes, Climate and Climate Lobbying.
In 2015, the same year that the Paris Agreement was adopted, we launched the first thematic work
focused on climate change. The aim was then to make a difference through investments and active

ownership.

Our first climate theme led to the next one which was about
corporate climate lobbying. Since then, research has pro-
gressed and knowledge about companies’ climate impact has
increased. Among other things, we know that a limited number
of companies are responsible for a large part of the global
greenhouse gas emissions. Many of these companies were part
of AP7’s investment portfolio, and we thus had a good oppor-
tunity as an active owner to push for a change in the large cli-
mate-impacting companies. With ownership in a large number
of companies worldwide, AP7’s active ownership work needs to
take place in collaboration with other investors - partly through
standards development and knowledge dissemination in the
market, partly through direct advocacy work.

The ambition of the Climate Transision theme has been to
develop and integrate the climate component into AP7’s active

Climate 2015-2017

Purpose:

Investigate how AP7 can make a difference
to the climate through investments and
active ownership. The theme work resulted
in the climate issue being integrated into
all parts of AP7’s operations and working
methods. The foundation was laid for the
Climate Lobbying theme.

AP7:s
Theme Report
Climate

Report onthe Clmate Theme 2015-2017

ownership and investments, as well as to contribute to method
development and increased knowledge of how investors can
most effectively make a difference in the work against climate
change.

During the theme work, several collaborations and frame-
works have taken shape in the outside world, which has
improved our opportunities to work effectively together with
other investors. In all international collaborations, AP7 has em-
phasized the importance of prioritising real emission reductions
over measures that primarily aim to reduce the financial risk in
the investment portfolio.

The theme work has not been an isolated project, but has
been carried out in an integrated manner with AP7’s ongoing
active ownership, which means that the working methods we
have developed have been able to be tested in real situations.

Climate Lobbying 2017-2019

Purpose:

Raise awareness and address the problem
of lobbying that opposes climate legisla-
tion in line with the Paris Agreement. The
issue has developed into an indisputable
part of investors’ active ownership and in
the analysis of companies’ climate work.

Climate Lobbying

AP7’s thematic work

Since 2014, AP7 has complemented the active ownership work
by exploring specific themes in three-year blocks. This is a way to
engage in particularly important areas that are relevant to AP7’s
sustainability priorities.

When we select a new theme, a number of criteria are considered.

To begin with, the area must be relevant to AP7’s holdings and asset
classes. We must also be able to make a reasonable difference, and
find suitable partners to collaborate with on generating and spreading
knowledge and on driving the work forward.

CURRENT THEME WORKS
Climate Deforestation Universal Board
Transition and Active Responsi-
Biodiversity Ownership bility

Previous themes: Working Conditions in Food Supply Chains, Fresh
Water, Sustainable Impact Measurement, Climate, Climate Lobbying
and Private Equity.

Climate Transition 2020-2022

Purpose:

Develop the methods for
how investors can use their
influence to drive climate
transition and contribute to
real emission reductions.

AP7 Theme Report

Climate
Transition
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The financial market in collaboration

The financial market in collaboration

The global work to combat climate change is based on the 1992 Climate Convention, which was concretised in the
Paris Agreement. In parallel with the international political work, the understanding of the global business community
and the financial market in adapting to the climate goals has increased.

The Paris Agreement entered into force in 2016 and stipulates
that the global temperature increase must be limited to well be-
low two degrees, with an aspiration to get down to 1.5 degrees.
This is to be achieved primarily through reduced emissions of
greenhouse gases. Another part of the agreement deals with
providing support to those affected by the effects of climate
change and improving the opportunities for climate transition.

Every year, the countries that have signed the Climate Con-
vention meet for negotiations at the Conference of the Parties
(COP), the Convention’s main decision-making body. IPCC, the
UN’s Intergovernmental Panel on Climate Change, compiles
information for decision-makers on the current scientific status
and regularly releases reports.

Unfortunately, the research is unanimous - the transition is
too slow and the commitment to reach net zero emissions by
2050 will represent an enormous challenge. But the future can
be influenced. Policy reforms, such as increased taxation of car-
bon dioxide emissions and phasing out of fossil fuel subsidies,
can have major effects. Therefore, powerful and rapid meas-
ures are required by all actors in society.

The role of the financial market has become clearer
That the financial market has an important role in global climate
work has become increasingly clear. Not least through the

In the outside world:
* The Paris Agreement of the UN Convention on
Climate Change was adopted

AP7:
* Adapts its blacklisting to the Paris Agreement

Transition
Pathway
Initiative

NS
{\‘\

lIGCC

The Institutional Investors
Group on Climate Change

m Taskforce on Nature-related

E E Financial Disclosures

A COLLER INITIATIVE

Paris Aligned Asset
owners

Investing for a net zero future

TCFD

Climate
Action 100+

Signatory of:
:PRI
[ ] |

TASK FORCE ON CLIMATE-RELATED
FINANCIAL DISCLOSURES

Principles for
Responsible
Investment

EU’s Green Deal, which aims to mobilise capital flows for green
investments, and through the Inflation Reduction Act in the
United States, which involves subsidies to American industry

to reduce carbon dioxide emissions. The financial market has
responded through a number of initiatives and collaborations in
recent years.

AP7:
« Files shareholder resolutions on climate lobbying at
general meetings in the US

Translating global climate goals into active ownership work
A consistent challenge for investors has been to translate the
net zero emissions ambition and the IPCC’s conclusions into
practical active ownership work. Here, the Transition Pathway
Initiative (TPI) has provided valuable support since its launch
in 2017, with its independent, free of charge and academically
robust corporate climate analyses.

In the outside world:
« Transition Pathway Initaitive (TPI) is launched
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The financial market in collaboration

‘ A consistent challenge for investors has been to translate the
net zero emissions ambition and the IPCC’s conclusions into

practical active ownership work.

Focused advocacy dialogue within Climate Action 100+
Based on the increased transparency of companies’ emissions,
Climate Action 100+ was launched in 2018 as one of the most
important initiatives. The platform gathers over 700 investors
who, through a focused advocacy dialogue, strive to accelerate
the transition in the world’s largest emitting companies. The
dialogue is focused on roughly 160 companies that together
account for 80 percent of global business’s greenhouse gas
emissions. Through the initiative, the investors have so far
secured commitments from half of the companies to reach net
zero emissions by 2050 at the latest.

IEA’s roadmap a milestone
Another milestone for the transition was the International
Energy Agency’s (IEA) report “Net Zero by 2050 - A roadmap
for the global energy sector”. The report was prepared ahead
of the UN’s 26th Climate Change Conference in Glasgow in 2021
and shows a possible path for how the energy sector should
reach net zero emissions by year 2050 with concrete timed
milestones.

Together with the Transition Pathway Initiative’s analyses,
the IEA roadmap concretises the international agreements

and scenarios. It has been valuable in understanding what
steps companies need to take and what demands inves-
tors can make when it comes to voting, advocacy dialogue
and blacklisting.

UN campaign for knowledge sharing between investors
The opportunity to spread knowledge and develop
methods in collaboration with other actors has also been
essential in driving the transition. 2019 saw the launch of
the UN Race to Zero - the UN’s global campaign to reach a
net zero economy rallying non-state actors.

As part of the campaign, the IIGCC Paris Aligned Invest-
ment Initiative (PAII) was launched as an important global
sustainability network for investors working for portfolio
companies to reduce their emissions in line with the Paris
Agreement. The initiative brings together investors in two
groups: Paris Aligned Investment Managers and Paris
Aligned Asset Owners, PAAO. Both aim to obtain commit-
ments from companies to contribute to net zero emissions
by 2050. In November 2022, PAAO published its first pro-
gress report with case studies from members’ strategies
and ways of working.

In the outside world:

* The UN campaign Race to Zero is launched
« Paris Aligned Investment Initative is launched

In the outside world: AP7:

* Climate Action 100+ is launched

« Initiates dialogue with European companies within

AP7: Climate Action 100+ on climate lobbying

* Becomes member of Climate Action 100+

« Initiates the development of a global standard for

responsible climate lobbying

Political reforms are crucial for
the climate and negative climate
lobbying has been an obstacle to
the implementation of the Paris
Agreement. Under the Climate
Lobbying theme (2017-2019),
AP7 explored the problem and
started working with other
investors to influence companies
to ensure that the lobbying their
industry organisations conduct is
in line with the Paris Agreement.

The theme work was the starting point of AP7’s initiative
to, together with the Church of England Pensions Board
and BNP Paribas Asset Management, develop the global
standard, which was launched in March 2022 - Global
Standard on Responsible Corporate Climate Lobbying
(GSRCCL). The standard is based on 14 criteria that clarify
uniform investor expectations for companies to ensure
that their lobbying does not counteract the Paris Agree-
ment. In total, over 3,800 organisations and investors
have endorsed the new standard.

AP7:

* Takes place in the Transition Pathway Initiative’s (TPI) policy team
« Establishes a climate council

* The development of AP7’s Climate Action Plan is initiated
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The financial market in collaboration

‘ ‘ Ahead of the climate conference in Glasgow, The Investor Agenda directed an appeal to the world’s
decision-makers, signed by 587 investors, with demands to increase the pace of climate work.

The Investor Agenda

2021 also saw the launch of The Investor Agenda - a coalition of seven international investor
networks with the goal of accelerating the transition to a carbon-neutral economy. Ahead of
the climate conference in Glasgow, The Investor Agenda directed an appeal to the world’s
decision-makers, signed by 587 investors, with demands to increase the pace of climate work.
The purpose of the collaboration is also to provide information on how investors can best
contribute to combat climate change. The Investor Agenda regularly publishes case studies
highlighting good examples of investors’ working methods.

TPI Global Climate Transition Centre
In response to the increased need for corporate climate analyses, the TPI Global Climate
Transition Centre was established in June 2022 - an independent institute under the

Grantham Research Institute on Climate Change and the Environment at the London
School of Economics.

In the outside world:
* |[EA Net Zero by 2050 Roadmap is published

¢ Investor Agenda is launched In the outside world:
AP « A global standard on responsible climate lobbying is launched
« Signs Paris Aligned Asset Owners . TPI.- Glf)bal Climate Transition C(:zntre is established
Commitment (PAAO) « Paris Aligned Asset Owners publishes progress report
AP7:
* AP7’s Climate Action Plan is published, with goals within
four areas

 The transition portfolio is launched

* AP7 reviews its own policy dialogue and publishes a
climate lobbying report
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AP7 in Dagens Nyheter’s debate section

“Sustainable investors should stay
invested in high-emitting
compahnies”

As the world needs to transition from “brown”
consumption to “green”, owners who place de-
mands on companies and drives change play an
important role. That was the message in AP7’s
article in the debate section of Swedish national
daily, Dagens Nyheter, in September 2022.

The science is clear that fossil fuel production has to reduce
drastically to meet climate goals and consumption needs to
switch from brown to green. At the same time, many opinion
leaders argue that sustainable investors should divest their
holdings in companies with fossil fuel operations - an approach
we addressed in a debate article in Dagens Nyheter.

When it comes to the climate, we
‘ ‘ should not only continue to stay
invested in transition companies
- we need to increase both our
holdings and active ownership.

The green transition can only become a reality if fossil fuel
companies adapt their operations to a low-carbon future,
something that will not happen if the holdings are sold to less
careful investors. There are several ways for investors to
contribute and large capital owners should remain as owners
of large-emitting companies and cooperate to push for
credible transition plans in these companies.

www.dn.se/debatt/hallbara-investerare-
borde-satsa-i-utslappsbolag/
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AP7’s active ownership for climate transition

AP7’s active ownership for climate transition

AP7’s work on climate transition has developed gradually in pace with the world’s increased focus on
adaptation to net zero emissions. Since the Climate theme in 2015-2017, AP7 has clarified the demands
on companies and expanded the number of collaborations in our active ownership work.

One of the biggest threats to AP7’s mission, to generate good
pensions, is that the world’s countries, industries and compa-
nies do not succeed in reaching the goals stated in the Paris
Agreement.

As an owner, we have an influence

With an ownership in more than 3,000 companies worldwide,
AP7 is determined to contribute to the climate transition. With

a global ownership, the financial risks caused by climate change
cannot be avoided.

AP7 can make the biggest contribution if we act as a long-
term active owner for a transition in the companies, rather than
divesting our holdings and thus our influence. Our work aims
to bring about a change that strengthens the companies and
makes them resilient for the future. This would benefit the com-
panies and thus also AP7 as owners as well as our savers.

For the energy transition to become a reality, AP7 and other
investors must sharpen the demands on companies that have
a large climate impact and persuade them to accelerate the
transition of their operations. One purpose of the Climate Tran-
sition theme was to effectively contribute to this through our
influence as owners and our active ownership tools.

Within the framework of the Climate Transition
theme, we have evaluated how we can use our influ-
ence as owners and develop active ownership tools.
To increase the effect, we focus on the companies
that have the largest climate impact.

Supported by intensified research

Although the situation has become more urgent since the Paris
Agreement came into force, research has intensified and devel-
opments in the outside world have provided better conditions
to work in a knowledge-based way. AP7 has established a
climate council that continually provides us with analyses of the
connection of climate change to the financial markets and the
surrounding society.

Both the financial markets and companies worldwide have
clearly increased awareness of the importance of climate tran-
sition. Examples include the IPCC’s scenarios, as well as studies
identifying a limited number of companies that account for the
largest part of global emissions - an important starting point
for AP7’s and other investors’ active ownership work.

Company dialogue on climate lobbying

Under the theme Climate Lobbying 2017-2019, the problem of
lobbying that counteracts climate transition was made clear.
Already in 2016, AP7 filed shareholder resolutions on climate
lobbying at general meetings in the United States. The commit-
ment in the area resulted in the global standard on responsible
climate lobbying, of which AP7 is one of the initiators. Read
more on page 6.

Initiatives and collaborations provide better conditions

AP7 is involved in several of the initiatives and collaborations
for sustainable investors that have come into place over the
years. These enable more effective active ownership through
coordination of resources and expertise, which has been central
to the implementation of AP7’s active ownership work. One

of the most important ones is the Climate Action 100+. AP7
was involved when the initiative was launched in 2018 and has
supported the dialogue with some 160 companies that account
for 80 percent of the global business community’s greenhouse
gas emissions. Within CA100+, AP7 has led the work regarding
climate lobbying, the so-called Thematic Lead for Lobbying.
AP7 also conducted the dialogue within CA100+ with the
Russian company Norilsk Nickel until the invasion of Ukraine.

Focus on the largest emitting companies
The absolute majority of global greenhouse gas emissions are
concentrated to a relatively small number of companies. In

AP7 Theme Report Climate Transition



AP7’s active ownership for climate transition

AP7’s portfolio, we have engaged with some
200 companies that account for 70 percent

of the portfolio’s climate footprint. In order

to contribute to real emission reductions, we
have concentrated our active ownership work
on influencing these companies to adapt their
operations to the goals of the Paris Agreement
and thus also be better equipped for the future.

TPI’s analyses comprise the hub of AP7’s work
The ability to assess companies’ climate perfor-
mance is crucial for investors to be able to meet
their own commitments and support the climate
transition. The independent research institute
Transition Pathway Initiative (TPI), with their
scenario analyses of how companies’ business
plans are aligned with the Paris Agreement, has
therefore been the hub of our active ownership
work. AP7 joined TPl in 2020 and took place in
its policy team in the same year.

TPl and the CA100+ Net Zero Company
Benchmark have been the basis for AP7’s
review in 2022 of the portfolio companies’ tran-
sition work based on the Net Zero Investment
Framework. Read more on page 14.

W I:IEEPDNE: ACTIVE OWNERSHIP FOR RESPONSIBLE CLIMATE
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Joint method development

The possibility of developing methods in
collaboration with other actors is also central
to an effective investor contribution. In the first
progress report published by the Paris Aligned
Asset Owners Commitment (PAAO), AP7 con-
tributes with two case studies. One concerns
the legal process initiated by AP7 together with
other capital owners against Volkswagen after
the company refused to take up a proposal

for increased transparency on lobbying at the
general meeting.

AP7’s climate action plan a result of the
theme work

One of the most concrete results of the Climate
Transition theme is the climate action plan AP7
initiated in 2021 and which was published for
the first time in 2022.

Read more about
AP7’s climate action
plan on page 13

=) Read more in the Paris
Aligned Asset Owners
Progress Report

In 2022, we reviewed and compiled our own
work with public policy dialogue and climate
lobbying based on the Global Standard on
Responsible Corporate Climate Lobbying. In
addition to mapping the interest organisations
AP7 are members of, proposals were compiled

Offentlig policydialog
och klimatlobbying

for how the organisations should be handled
depending on our influence and their respective
standpoints.

AP7 has influence over the organisation

Influence the Prioritise
organisation participation

The organisation The organisation
works for the
goals of the Paris

Agreement

opposes the goals of
the Paris Agreement

Withdraw if
influence is
unsuccessful

AP7 has no influence over the organisation

AP7 Theme Report Climate Transition
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AP7’s active ownership for climate transition

The blacklisting process is one of AP7’s active ownership
tools. As a long-term active owner, our biggest contri-
bution is working for change in the companies we own,
but we have a lowest acceptable level. It is defined by
the international conventions that Sweden has signed. In
addition to the Global Compact’s ten principles, the Paris
Agreement has been part of AP7’s standards review for
several years. We do not invest in companies that violate
these standards and try to persuade the companies to
implement changes in order to become investable again.

In step with research on climate change and global
warming, the climate aspect of AP7’s blacklisting has
continuously developed to include:

The development of our blacklisting has resulted in a
total of 43 companies (by June 2023) with fossil-based
activities being blacklisted since December 2020. In
order for AP7 to invest in the companies again, they must
be able to demonstrate credible transition plans in line
with the Paris Agreement.

AP7 Theme Report Climate Transition




Four examples of active ownership in practice

Four examples of active ownership in practice

During the three years AP7 has worked with the Climate Transition theme, we have worked to influence
companies as part of our active ownership. Below are some examples of the results.

Dialogue on net zero commitment - Engie

Within Climate Action 100+, AP7 conducts a focused advocacy
work against some 160 companies that together account for
nearly 80 percent of the global business community’s green-
house gas emissions.

One of the companies that AP7 has engaged with is the
French company Engie, which in 2020 was the only European
energy company that had not made a commitment to net zero
emissions by 2050. After half a year of intensive dialogue, in
collaboration with a dozen other owners, AP7 presented a
proposal at the company’s general meeting in 2021, which led
to Engie making a net zero commitment until 2045 and the
proposal could be withdrawn.

=) Read more at Climate Action 100+

Climate lobbying - Rio Tinto
Systematic anti-climate lobbying constitutes a serious threat
to achieving the goals of the Paris Agreement. Since 2015,
AP7 has taken action for responsible climate lobbying, a work
that resulted in the launch of a global standard in 2022.

Rio Tinto was one of the first companies AP7 engaged with.
When the dialogue was initiated, in 2017, the company was
unwilling to cooperate, and the following year we submitted a

shareholder proposal at the company’s annual general meeting.

Since then, Rio Tinto has taken a new stance and now annually
discloses its climate lobbying activities. In 2022, Rio Tinto took
yet another step and terminated its membership in one of its
industry associations.

=) Read more at Reuters

Voting for the climate at general meetings - ConocoPhillips
AP7 votes at over 4,000 general meetings each year and
almost always for proposals on improved climate strategy or
reporting. In 2022, we sharpened our voting policy for compa-
nies within the Climate Action 100+ and we conduct a dedicat-
ed dialogue with companies with insufficient climate ambitions.
At the energy company ConocoPhillips’ general meeting in
2022, AP7 voted against the board on seven agenda items.
Among other things, we voted for the company to adopt an
emissions reduction target and to report on its climate lobbying.
AP7 also voted against two board members as an indication
of the need to strengthen the company’s climate-risk
management.

=) See AP7’s voting at general meetings

Climate lobbying - National Grid

Dialogue and voting are two complementing forms of en-
gagement. AP7 pre-declared to the energy company National
Grid, operating in the US and UK, our intention to vote against
the company’s Chair and CEO at the annual general meeting.
The justification was that the company refused to disclose its
climate lobbying, despite calls from AP7 and the Church of Eng-
land Pensions Board as representatives of Climate Action 100+.
Before the meeting, National Grid declared that regular climate
lobbying reviews would take place, whereby AP7 changed its
position and voted for the CEO and Chair.

=) Read more at Climate Action 100+

Australia's Rio Tinto exits state
mining lobby amid climate rift

ENGIE COMMITS TO NET ZERO
EMISSIONS BY 2045 ACROSS ALL
SCOPES

31st January 2022

mmitment on net zero
= ement and filing of

areholder resolution
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AP7’s Climate Action Plan for net zero emissions

AP7’s Climate Action Plan for net zero emissions

The work with the Climate Transition theme has developed the conditions for investors to work
science-based to speed up the transition. The most concrete result of the work is the climate action

plan that we first published in 2022.

AP7’s Climate Action Plan describes how we will work to
integrate the climate aspect into active ownership and invest-
ments in a systematic and structured way, in order to contrib-
ute to attaining net zero emissions by 2050. It includes goals
within four areas: investments, active ownership, public policy
dialogue and transparency®*. The action plan is based on our
commitment within Paris Aligned Asset Owners, the scenarios
of IPCC and the IEA’s Net Zero Roadmap 2050, and it will be
developed continually.

A few companies in AP7 Equity
Fund account for a large share
of the climate footprint.

4 percent of the companies in the total
portfolio, corresponding to 10 percent
of tha managed capital, account for 70
percent of the carbon dioxide emissions
(scope 1and 2). These companies are
prioritised in our active ownership work.

70%

Focused active ownership work
As part of the climate action plan, we have mapped the propor-
tion of companies with high emissions in our portfolio that are
conducting a credible transition work. The goal is for the share
to increase to 50 percent in 2025 and to 100 percent in 2030.
Active ownership is one of the main ways to reach these
goals, and we focus our resources on the companies that
account for 70 percent of the portfolio’s carbon footprint -
approximately 130 companies. By 2025 at the latest, AP7 must
conduct deepened active ownership with these companies, for
example through investor cooperation and bilateral dialogue with
the companies, as well as actions at annual general meetings.

Green investments

AP7 has green mandates in all asset categories and by year
2025 the goal is that the proportion of green investments
should have doubled compared to 2020.

For AP7 Fixed Income Fund, the goal is to increase the share
of green bonds, i.e. bonds where the capital is earmarked for
environmental purposes, from 10 percent in 2022 to 50 percent
in 2025. As of January 12023, AP7’s investment mandate has
been expanded and we can now invest up to 20 percent of the
fund in unlisted assets, enabling even more climate-related
investments.

Transition portfolio

As part of the action plan, AP7 has also launched a transition
portfolio and the first investment was carried out in 2022. The
ambition is to invest in a limited number of companies with high
emissions and, through proactive dialogue work, to increase

* The goals are structured in accordance with the categorisations stated in The Investor Agenda, see theinvestoragenda.org.
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AP7’s Climate Action Plan for net zero emissions

the climate transition of their operations. The transition portfo-
lio combines active asset management with active ownership,
where the aim is to promote greater diversification, while also
working to accelerate the climate transition in the portfolio
companies. The goal is for the transition portfolio to comprise
10 percent of the Equity Fund by year 2025.

Raised ambitions to drive policy development

We have also raised our ambitions when it comes to driving
policy development, as well as participating in the debate
and in various investor collaborations. The global standard
on responsible climate lobbying AP7 has been instrumental
in developing, as well as participation in the debate in Dagens
Nyheter, are examples of our work during 2022, see pages 6
and 8 of this report.

Categorising the transition work in prioritised companies

In 2022, for the first time, we carried out a review of the port-
folio based on the Net Zero Investment Framework by catego-
rising the companies based on the degree of maturity of their
climate work on a scale from Not aligned to Achieving net zero.

The review forms the basis of our goal linked to the compa-
nies’ transition work and makes it possible for AP7 to follow
their performance over time. The analysis is based on the pub-
licly available sources CA100+ Net Zero Company Benchmark
and Transition Pathway Initiative (TPI). Working with public
data sources has great value. The availability of data enables
transparency as well as comparability between asset owners.
It also creates an opportunity for companies to learn from the
results and make improvements.

We published the evaluation method, the results and our
reflections in the Paris Aligned Asset Owners 2022 Progress
Report, as well as in investor forums with the intention of
encouraging more asset owners and managers to test the
method, which is a good complement to other climate metrics.

Credible transition work towards net zero emissions

Not aligned

- Companies that
have not yet
started their

transition

Committed Aligning
- Long-term net zero - Emissions disclosure
ambition - Short- and medium-
term targets

- Decarbonisation
strategy (at least
partly)

Our goal is that by 2025, at least 50
percent of the companies with the
highest emissions should conduct
a credible transition work. The goal
by 2030 is 100 percent.

In 2022, 26 percent of the prioritised
companies in our portfolio conducted a
credible transition work towards net zero
emissions. 21 percentage points of these
have made a net zero commitment and

5 percentage points have started their
transition work. 26%

2022 2025 2030

=) Read more in our Climate Action Plan on ap7.se
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Conclusions and reflections

Conclusions and reflections

1. What are the main conclusions drawn
from the theme Climate Transition?

In order to achieve real emission reductions

as an owner, you should focus on the largest
emitting companies in your portfolio. Since a
relatively small number of companies account
for a large part of global emissions, a targeted
active ownership against these companies can
be very efficient. This is an important lesson
also in other areas, such as biodiversity. It also
answers the question of how global owners
with limited shares in thousands of companies
can achieve effects in the real economy. If you
want to achieve real emission reductions, it

is more important to prioritise the portfolio
companies that have the largest emissions or
climate impact than to look at a company’s
market value or portfolio weight. It is also more
important than looking after one’s ownership
share, as the best result is achieved through
effective cooperation between several owners
in the same company.

2. Collaboration is key to success. What
characterises a good collaboration between
owners if the goal is to impact the climate
transition of companies?

When several investors share the same
expectations and make common demands on
a company’s climate transition work, the pres-
sure increases. But one should remember that
it takes time to establish the forms of coop-
eration and to find the right balance between
coordination and managing the details of the
investor dialogue.

Climate Action 100+ has been pioneering in

AP7 Theme Report Climate Transition

establishing a structure for investor collabo-
ration and has provided useful experiences
for future collaborations. The collaboration is
run top-down which facilitates speaking with
a common voice and taking ground-breaking
steps. At the same time, it creates challenges
regarding governance and agreeing on the
details.

Another experience is that investors can
build on eachothers’ strenghts and combine
different roles in the company dialogue. It is
often said that the best active ownership work
is characterised by three Us: Large, Local and
Loud. Investors with deep knowledge of the
corporate culture or conditions in a specific
country make an important contribution. At
the same time, the collaboration benefits from
the principled perspective of a large global
owner. If a company is reluctant to change, it
may be beneficial if an investor in the collabo-
ration is prepared to use escalation tools, such
as filing resolutions, voting or public commu-
nication.

In order to achieve results as an owner, you
also need to clarify early on your intention with
the dialogue. The conclusions will be differ-
ent if the intention is to gather information
or bringing about change in the company’s
operations.

3. The Climate Transition theme has made
clear the importance of measurability. How?
Throughout the theme work, AP7 has empha-
sised the importance of prioritising change in
the companies and real emission reductions
over portfolio effects. Currently, however, it

is easier to measure and report the climate
footprint of portfolios than how far along
companies are in their transition. Despite that,
AP7 has chosen to set climate goals based on
the underlying companies’ degree of transi-
tion. Here we rely on publicly available analysis
produced via a transparent and academically
robust method.

We believe that there is an ongoing shift
when it comes to measurement, with an in-
creased focus on forward-looking real chang-
es in the companies. This gives the Transition
Pathway Initiative a very important role, as
the focus is on comparable information about
companies’ emissions and targets, as well
as on evaluating how carbon dioxide-heavy
companies are working to become fossil-free
and whether the work is in line with the Paris
Agreement. This gives us great hope because
what is being measured is the effect of the
transition in the real economy.

4. How has the theme work affected

AP7’s active ownership work?

The greatest value has been the learnings
that form the basis of our climate action plan,
where we have developed priorities and goals
for our active ownership and blacklisting.
They also led to the launch of our transition
portfolio and our ambitious goal that green
bonds should make up 50 percent of the
Fixed Income Fund. Even though we vote at
the general meetings of all portfolio compa-
nies, the insights have helped us to prioritise
our in-depth active ownership to the largest
emitters.

Johan Florén, Chief ESG & Communications Officer,
Charlotta Dawidowski Sydstrand, Head of ESG.

5. Are there other areas that should be
explored further?

In recent years, the focus has increased on the
boards’ role in the transition, which is natural
as the board is the link between shareholders
and the company’s operations. The greater a
company’s sustainability risks, the higher de-
mands are placed on the responsibilities, com-
position and competence of boards. There-
fore, it is interesting that owners increasingly
begin to make demands on individual board
members linked to the company’s climate
transition. We will continue to explore the role
of boards in good corporate governance and
active ownership, as well as the responsibilities
of board members.

Another interesting area is which active
ownership strategies produce the best results.
Above all, in what ways and in what order
should different ownership tools be combined
to have an effect. Also, how tools such as dia-
logue, voting, shareholder proposals and legal
processes could possibly interact or counteract
each other. There is very little research availa-
ble here and large knowledge gaps.
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