The urgent need to shift capital flows to climate solutions:
a case study of ten fund management companies.

<weo)

WATCH



Swedwatch is an independent not-for-profit organisation that conducts in-depth research on

the impacts of businesses on human rights and the environment. The aim of the organisation is
to contribute towards reduced poverty and sustainable social and environmental development
through research, encouraging best practice, knowledge-sharing and dialogue. Swedwatch has six
member organisations: Afrikagrupperna, the Church of Sweden, Diakonia, Fair Action, Solidarity
Sweden-Latin America and the Swedish Society for Nature Conservation. The Church of Sweden
and the Swedish Society for Nature Conservation stand behind the report and have participated
in developing its recommendations.

alvx_fza Church of Sweden &= @ for Nature Goncervation

Author: Frida Arounsavath

Photos: Jonas Gratzer

Illustrations: Josefin Herolf, Daniel Fagerstrom
Layout: Ase Bengtsson Helin & Anders Birgersson
Publisher: Alice Blondel

Published: 12th of December 2017

ISBN: 978-91-88141-18-7

Cover photo: A Kiribati family wading through sea water to collect coral stones to build a wall
for protection against flooding caused by climate change. The pacific small island states are
identified as amongst the most vulnerable to climate change impacts due to low-lying land
area, which salinates ground-water and affects access to food and water.

This report has been financed by the Government of Sweden. Responsibility for the content lies
entirely with the creator. The Government of Sweden does not necessarily share the expressed
views and interpretations.

B B Sweden
Il I Sverige



EXECULIVE SUIMIMATY .....uviiiiiieiiiieiiiieeeitereieeresieesesitesssstessstesssseesssseesssssesssseesssssesssnsassnns 4

ReCOMMENAATIONS....ccuviieiieieiieirteeeteseiteeerreeesre e e seeeesree e s rressstessssnesssnessseesessensssens 6
1. INETOAUCHION «.coeeeeieeeee ettt sr e st sae s sr e st sse s s e sneeas 8
I (14 4 (o6 (o) (oY T USSP 10
2.1 Scope and termMinOlOZY .......ccecuereuirriieriierrieieieeiteeteerteete st estessre et e s saeeseesaeens 11
3. Climate norms, 1aws and POLICIES......c.cecveeeierereeeieiceeeceeete e seeeeneas 13
3.1 INternational OIS . .....ccccviiiieeeirieeeeeireeeeeecteeeeeeeteeeeeeerreeeeeesseeeeeesseseesesssnsaeens 13
3.2 Challenges facing the financial SECtOT .........ccceveueeevieriierciieieeteeeeeeee e 14
3.3 Legal and policy iNitiatiVes.....cccecveecieeciercierie e ettt eere e ee e aeeaeeas 16
4. Global investor’s climate Performance .........c.ccceeceeevierreenierrieesienneeeieseeee e eeee e 18
5. Swedish fund management companies & the climate transition ...........cccccuveuneen.... 20
5.1 SCENATIO ANALYSES ....veeeiurieriireeeieieiieeeiteseiteeeiaeessseeeessesesssessssesssssessssssessssessens 20
5.2 Metrics, targets & information to clients.......cccceeeereieeveerseiesenrereeeereeeeeeee 28
5.3 Divestment & index management .........cccceecueeeeeeciereeeereeeceeereeeseeeeeesneesssesnns 34
5.4 Green finance & climate SOIULIONS .....c.veeeieiieiieiciieicie et cee e eeee e 36
5.5 Shareholder influence & policy engagement...........ccccceevuereereveerserereenseenneennne 38
6. Analysis and CONCIUSIONS......cccccvirevieieiiereireierreerrreserreserreeeseneessaesessnessssnessssseesnns 43
6.1 Reallocation to climate SOIUtIONS .....cceeeeiieiciieciieccce e 44
6.2 Disclosing impacts on planet and People .......cccecvveeveeecerereercieereereeeieeeeeenens 45
6.3 Policy and legislation..........cccceeeieecieerieeeiecce et re e 46
Annex 1: Scenario analysis energy iNVEStMENTS .......ccceevverrererierreenieerseeeseesseeeseessneens 48
Annex 2: JoInt INVESTOT INITIATIVES c.oceuvvvviriiieeieiiiiieiiiteeeeeeeeeeeeeeenrrrrreeeeeeeeeeeesssnnsssenns 50
Annex 3: Engagement with companies and financial actors.........cccceeevevverceieveencennne 51
Annex 4: Engagement with policy-makers and regulators ..........ccccceeeveeveecveeceeecneene 55
N Ot S ettt ettt ettt re e e s s esssesssaassseeeseaseeeeeaeeseaetneenrnersnnnnnnn 56



The finance sector risks undermining the goals and ambitions of the Paris Agreement
on Climate Change. If practices are not addressed, the sector may contribute towards
a 4—6°C increase in global temperatures by the end of this century, far above the 2°C
goal set as the absolute maximum in order to avert disastrous climate change impacts
on people and planet. Although Swedish stakeholders are the focus of this study, the
findings should be seen as an indication of a challenges that likely exists globally.

This study presents the results from a climate survey and a portfolio analysis of Swe-
den’s ten largest fund management companies, that invest retail and institutional
clients’ assets in global stock markets. It investigates what actions are taken to bridge
the global gap in green investments and fulfil the goals of the Paris Agreement.

Climate change is one of the greatest human rights challenges of our time. Still, the
study shows that coal power companies, which remain in the fund management
companies’ investment portfolios, are planning to expand their capacity. At the same
time, renewable power companies’ capacities are, based on projections, expected to
level out over coming years.

To avoid some of the worst effects of climate change, 195 states committed in 2015
under the Paris Agreement to keep the rise in global temperatures this century well
below 2°C and pursue efforts for 1.5°C. The agreement clearly designates an impor-
tant role to the finance sector. There is a need for investors to direct capital flows to
zero-carbon investments, innovation and climate solutions, and to pressure fossil fuel
and deforestation industries to transform their business models.

This report compares results from a similar survey conducted by Swedwatch in 2015.
Principal findings show that:

Many investors have increased their climate efforts. There is some progress in the
form of increased investments in green bonds from earlier low levels, and some

of the investors are preparing to carry out scenario analysis in line with voluntary
G20 recommendations. In one instance, climate-induced human rights impacts
are being translated into business risk. However, given the urgent need for con-
crete climate transition results, the ambitions and actions of the fund management
companies are not sufficient.

The investors included in the study have not set any targets for reallocation of
capital from investments in fossil production to investments in green finance and
climate solutions for mitigation and adaptation. Across the board, climate solu-
tions are almost exclusively found in niche funds, which make up only a fraction
of the total investments. Some investors deferred responsibility for choosing to
invest in climate solution to clients.

A majority of the fund management companies state that they are actively
engaging with companies, policy-makers and large financial actors in order to,
for example, decrease greenhouse gas emissions and encourage better climate



reporting as well as transition to low carbon business models. However, only a
handful report concrete targets, timeframes or results from these efforts.

The fund management companies explain that the reasons for not reallocating
substantial capital are that they are protecting the value of their clients’ invest-
ments, and that climate risks are not considered in today’s short-term financial
markets. Further, they refer to a current lack of green projects and climate solu-
tions to invest in. Regarding the lack of targets and disclosure on their invest-
ments’ impacts on climate, forests and human rights, they describe that the chal-
lenge is that companies are not measuring and reporting on this.

However, in order to contribute effectively to a swift climate transition by 2020, it is
not an option for investors to wait for improved company reporting and substantially
increased client demand for green, climate focused fund products. Also, investors are
key agents in the Paris Agreement and should take lead in identifying new investment
opportunities in green finance and climate-solution focused savings products. If the
finance sector awaits public funding initiatives to materialise, there is a risk that the
window of opportunity to ensure a stable future is missed.

Swedish and international decision-makers and regulators should redefine climate
risk models for the financial sector. Financial stability is a minimum requirement for
a sustainable future. However, fund management companies in this study are com-
mitted both to international conventions on environment and human rights, and to
the fulfillment of the UN Sustainable Development Goals. Consequently, the portfo-
lios’ current and future impacts on the climate, forest integrity, and community rights
should be addressed and communicated.

New financial risk models need to underline the false sense of security in not acting,
which is already leading to devastating consequences for the future of the planet.
Ultimately, extreme weather events, deforestation, human suffering and loss of life
from climate change impacts are already affecting business activities and economic
growth. The study clearly illustrates that the finance sector needs risk models, which
reflect this reality.

Already today, the effects of climate change are impacting poor households and vul-
nerable groups such as children, women and indigenous people. They are being hit
the hardest by for example hurricanes, floods, and food insecurity. Even with cur-
rent temperature increases, climate change is acting as a threat-multiplier to conflict,
thereby undermining international efforts for peace and sustainable development.

Two years after the Paris Agreement, rapid progress on its implementation is critical.
In order to reach the long-term goal of net zero emissions in the second half of this
century, investors need to act now and contribute to a clear global decline in carbon
emissions by 2020.



Recommendations to the boards of parent companies of the reviewed fund manage-
ment companies and asset managers and other investors globally:

Set ambitious targets for increasing reallocation of capital to investments in green
finance and climate solutions for the critical period 2017-2020, in order to reach
the goals of the Paris Agreement on climate change.

Conduct scenario analyses of all investments that include long-term, ambitious
1.5°C scenarios for (i) energy transition, and (ii) physical climate change impacts.
Further, assess impacts on climate, forests, and community rights across the
entire asset management portfolio.

Based on the results of the analyses, develop an investment strategy that clearly
defines where and when it is:

(i) meaningful to be investor and use leverage to exert positive pressure;

(i) more effective to divest reposibly from securities that are contributing to
greenhouse gas emissions, deforestation, or lobbying against ambitious climate
policies and regulations.

In some cases, as an alternative to full divestment, it may be meaningful to retain a
small shareholding, in order to maintain leverage.

Allocate sufficient resources to sustainability and investment departments in order
to ensure effective strategy implementation.

Actively support and promote the incorporation of compulsory finance sector cli-
mate measures into national legislation and policy.

Recommendations to fund management company executives, heads of sustainability
departments and portfolio managers:

Take initiative, innovate and create new investment opportunities to reallocate
substantial capital to green finance and climate solutions across all investments
and fund products. The reallocation should be in line with the goals of the Paris
Agreement, not merely responding to client demand.

Set clear targets and regularly report, disclose and proactively address current
and future portfolio impacts on climate, forests, and community land and forest
tenure.

Redesign the risk-return models and other financial models to reflect the results of
the thorough analyses and scenarios, and address the short-term nature of finan-
cial markets.

For securities with negative climate impacts where the board has decided to
remain as investors, sufficient resources should be allocated for effective and time-
bound engagement activities with climate transition goals. Establish strong coa-



litions, apply lobbying and negotiation tactics; and report on both the content of
dialogue and outcomes. Identify windows of opportunity, at earliest project stage,
to exert leverage on companies and states to halt or redesign large fossil extrac-
tion, deforestation or land dispossession projects, which are in pipeline, feasibility
and project preparation stages.

For securities where the board has decided to divest, maximise the signal value of
divestment decisions and reallocate capital to investments in climate solutions —
not to seemingly ‘low-carbon’ sectors such as finance or sectors with high sustaina-
bility risks such as large hydropower or nuclear power projects.

Recommendations to Swedish and international regulators and decision-makers:

Introduce compulsory requirements to conduct and disclose results from sce-
nario analysis employing long-term, ambitious scenarios for energy transition,
mitigation and adaptation. The requirements should emphasise the human rights
aspects of climate change, and go further than Task Force On Climate-related
Financial Disclosures’ minimum demands on stress-testing investments financial
stability.

Disclosure of current and future portfolio impacts on the climate, forests, and
community rights should become mandatory.

Explore possibilities to encourage the development of new types of low carbon and
climate solution products.

Recommendations to climate-conscious retail and institutional clients:

Require fund management companies and their parent companies to disclose the
results of scenarios for the entire investment portfolio on their contributions to:

(i) The energy transition;

(ii) Adaptation, forest protection and respect for community rights.
Demand disclosure of climate targets and progress results.

Demand that fund companies make fund products which contribute to the climate
transition their default offer, not a niche option.
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Global emissions of greenhouse gases, hereafter referred to as ‘carbon emissions’,
are leading to record-setting temperatures and rising oceans.* Over the past 45 years,
human-induced climate change has raised the earth’s average temperature by 1.7°C.
This is 170 times faster than increases caused by natural factors.?

The principal cause of climate change is the extraction of fossil fuels such as coal,
oil and gas, which are combusted to produce electricity, and cooling and heating for
industries, households and transport. However, emissions from deforestation and
degradation3, constitute almost one-quarter of annual carbon emissions.# The main
drivers behind destruction of forests are found across global supply chains of wood
products, and agricultural commodities such as beef, soy and palm oil.> Mining and
infrastructure development are also driving deforestation — both for clearing of pro-
ject sites, and opening up previously undeveloped areas to business activities.®

Indigenous and local communities — increasingly under threat for defending land
rights — are the principal stewards safeguarding a large proportion of remaining
forests. There is growing evidence that secure indigenous and community land and
forest ownership is key to combating climate change, poverty and hunger, and to
preserving cultures and biodiversity values.” Land investments by states and private
actors are leading to the dispossession of large tracts of community land and forests



from communities, which in turn disrupts sustainable management regimes and
leads to further carbon emissions.®

The world’s changing climate is leading to higher incidences of extreme weather
events such as hurricanes and intense heat waves. The increasing global tempera-
tures are also causing more gradual changes in weather patterns. In many parts of the
world, the periods and intensity of rainy and dry seasons are changing and becoming
unpredictable.® These effects of climate change are already being felt by hundreds of
millions of people around the world whose lives, livelihoods and businesses activities
are impacted negatively. In its 2014 report, the Intergovernmental Panel on Climate
Change (IPCC)* predicted that if strong actions are not taken to reduce carbon emis-
sions, these impacts will become significantly worse throughout the course of this
century."

In 2017, new research underlines the severity of the climate change challenge. Unless
carbon pollution is drastically curbed, global sea levels will rise by 1.32 meters by the
end of this century, which is 50 percent more than IPCC’s previous estimates.*? Fur-
thermore, because of forest degradation, tropical forests such as the Amazon have
already become net emitters of carbon dioxide and are no longer acting as the planet’s
‘lungs’, absorbing greenhouse gases.'

The Paris Agreement

The Paris Agreement on climate change, which has been ratified by 170 of its 197 state
parties®, calls on swift action by states, regulators, companies, the finance sector, and
civil society to combat climate change. The agreement has three goals: Firstly, to hold
global warming well below a 2°C increase from pre-industrial levels and pursue a target
of 1.5°C. Secondly, to redirect financial flows towards low-carbon and climate-resilient
investments. The third goal is to increase the resilience of both societies and businesses
to climate change impacts.

According to scientific research published in September 2017, and based on updated
emissions data, the 1.5°C target is still possible to reach but only with strong and
immediate action.® One global benefit from staying within the more ambitious target
is that more than half of the ice masses in Himalayan glaciers will remain frozen.”
Provided that global temperature rise can be contained below 1.9°C, the melting

and collapse of the Antarctica ice sheet with resulting extreme sea level rises, can be
avoided.*®

Private finance is crucial in climate change mitigation® efforts to decrease global

net carbon emissions to zero by the second half of this century. Investor capital also
needs to be invested in adaptation° efforts so that societies become resilient enough
to withstand the impacts from existing and unavoidable climate change effects. Asset
managers such as the fund management companies in this study, have a key role in
the last stage of the investment chain, since they can allocate capital streams towards
investments in climate solutions, as underlined by the EU High-Level Expert Group
on Sustainable Finance (HLEG).>!






Villagers in Teraj, Nepal herd their cows through the desert, which once was
fertile land. The Koshi River, which originates in the Tibetan Plateau, flooded the
area and severely impacted 2.5 million people, leaving them without land for
cultivation. Increased temperatures caused by climate change lead to the
melting of Tibetan glaciers, the largest mass of frozen fresh water outside the
polar regions. This is linked to increased variation in floods and drought patterns.




Without adequate mitigation and adaption measures, climate change impacts will
intensify, and both so-called ‘rapid-onset’ disasters, such as hurricanes, and ‘slow-
onset’ disasters such as long-term droughts, will become more common. Slow-onset
disasters have strong and persistent impacts, which enhance livelihoods vulnerabili-
ties such as food insecurity, and lack of access to clean drinking water.??

Impacts from unabated climate change would continue to act as a threat-multiplier to
security — through increased climate-induced migration and intensifying competition
and conflicts over water, food, land and natural resources. This development trajec-
tory would increasingly threaten peace, sustainable development and the enjoyment
of basic human rights for all.z

This report illustrates how the financial sector is both part of the climate change
problem and a key to its adequate address. Today, financial actors are heavily
invested in fossil fuel production sectors, high-emitting industries, and in companies
that cause and contribute to deforestation and dispossession of communities’ lands
and forests.

The actions of governments, local actors and the financial system will determine the
success of climate change mitigation and adaptation during the critical 2017-2020
period — identified by IPCC as a window of opportunity to address the most fun-
damental and pressing climate change trends and challenges. If swift and decisive
actions are taken by leaders in the financial sector, catastrophic impacts of climate
change could still be avoided.

This study reviews whether investors are reallocating capital to green finance and
climate solutions in line with the Paris Agreement, and if they are successfully push-
ing companies to transform their business models to become low carbon, climate
resilient. This report uses the wording ‘resilient 1.5°C world’ to summarise the Paris
Agreement’s goals.

In order to reach the goals of the Paris Agreement, fund management companies
need to reallocate investments across their entire asset management portfolios. Con-
sequently, the study reviews how the fund management companies are acting across
all their investments, not just in niche products such as renewable energy or green
bonds funds. Fund management companies invest both retail customers’ and institu-
tional investors’ capital on global stock exchanges.

Highlighting examples from current investment practices in the Swedish mutual
fund industry, this report presents results from a survey of Sweden’s ten largest

fund management companies: AMF Fonder AB, Danske Capital AB, Handelsbanken
Fonder AB, Lannebo Fonder AB, Lansforsakringar Fondférvaltning AB, Nordea
Funds AB SEB Investment Management AB, Skandia Fonder AB, SPP Fonder AB and
Swedbank Robur Fonder AB.24 The results of the 2015 Swedwatch report Is the Gold
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Turning to Sand?? serves as a baseline from which to identify changes in the fund
management companies’ climate-focused investment practices. An overview of inter-
national norms, and examples of policies and voluntary initiatives provides a point of
departure for the results analysis.2¢

For the purposes of this report, the international multi-stakeholder thinktank 2°
Investing Initiative®” (2ii) provided a scenario analysis of investments using its 2°C
alignment methodology developed in the course of the Sustainable Energy Invest-
ment Metrics project. This was used to complement Swedwatch’s research and find-
ings. The results of the 2ii assessment illustrate the extent to which the ten fund man-
agement companies’ current investments are contributing to the transition to low-
carbon energy systems, which is necessary to reach the goals of the Paris Agreement.

The analysis focuses on investments in production of fossil fuels — oil, coal and gas;
renewable and other power capacity; and the automotive industry.?® Due to limi-
tations in available investment data, the analysis is conducted on investments in
Sweden-registered funds only. However, since the fund management companies state
that there is no difference between their investment strategies in Sweden-registered
and other funds, the results should be representative across their entire investment
portfolios.? The scope of the assessment is limited to the listed equity of the fund
management companies. It does not give any information about the alignment of any
other managed financial instruments, such as for example private equity or direct
investments. For details on the methodology see Annex 1.

2.1 Scope and terminology

The research and analysis in this report highlights climate change impacts from
carbon emissions from fossil fuels and industry, and from deforestation.3° Climate
change adaptation and human rights are reviewed with a focus on the rights to life,
water, food, livelihoods and security. The study underlines the fact that halting defor-
estation, and ensuring secure community land and forest tenure, are necessary ele-
ments in both mitigation and adaptation efforts.

Role of Forests in the Carbon Cycle
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This report refers to the UN Framework Convention on Climate Change’s3* (UNFCCC)
two time frames for climate action:

1) 2017—-2020:% a critical window within which to reverse negative carbon emission
trends and invest in adaptation, and

2) 2020—2050: a period when the international community must reduce net carbon
emissions towards zero and prioritise adaptation efforts to unavoidable climate
change.

The following terms are used to describe the types of climate risks and impacts:

Climate-related financial risk33 refers to two main categories of risks that may
affect investors and their clients:

1) Physical and reputational risks, which may decrease the value of securities in
investment portfolios and damage investor brands. Companies and projects in the
real economy may decrease in value when they are negatively impacted by:

a) the direct effects of climate change, for example rising sea levels and extreme
weather events, or

b) the indirect effects of climate change, such as a decrease in workers’ productiv-
ity due to food and water shortages and compromised health.

2) Transition risks (often referred to as ‘carbon risks’) are expected to affect inves-
tors during the transition to a low-carbon, climate-resilient economy. This transi-

tion is expected to create investor ‘winners’, who are able to maximise opportuni-

ties created, and ‘losers’, who are unable to adjust to changes.

Portfolio impacts on climate, forests and human rights

In discussing the investment impacts on climate change, forests and human rights,
this study distinguishes between current impacts and potential future impacts. In
some instances, these are referred to as ‘impacts on the planet and people’ for the
sake of brevity.

In presenting and analysing climate investment strategies, metrics and targets, this
study makes a broad distinction between ‘climate change resistant’ strategy elements
and ‘1.5°C contributing’ strategy elements. The climate change resistant strategies
focus on minimising climate-related financial risks and maximising opportunities
during transition. A key assumption in this study is that financial stability is an abso-
lute prerequisite for combating and adapting to climate change and ensuring sustain-
able development.

1.5°C contributing strategies go further, and have the combined goal of safeguarding
the value of invested capital while also maximising contributions to the transition to
a resilient 1.5°C world. Most investors have elements of both strategies embedded in
their policies and strategies for sustainable and responsible investments.
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The Paris Agreement is the first global climate agreement, which defines a clear role
for the financial sector in combating climate change. International environmental and
human rights norms, as well as the UN Sustainable Development Goals (SDGs) again
support investors to act, and to overcome existing challenges. All over the world, gov-
ernments, courts and regulators are starting to translate the international norms into
laws and policies.

3.1 International norms

The Paris Agreement goals are to mitigate climate change by eliminating net carbon
emissions to zero by the secound half of the century. As regards climate change adap-
tation, the agreement underlines that the world needs to increase societies’ abilities
to withstand and adapt to the unavoidable consequences of climate change, and to
foster resilience and low carbon development — without threatening food security.
The role of the finance sector is to align financial flows with a pathway towards low-
carbon, climate-resilient development, and thus actively finance mitigation and adap-
tation efforts.

The SDGs define global ambitions to ensure poverty alleviation, food security and
global sustainable development. The SDGs focus on combating climate change and its
consequences and to protect, restore and ensure sustainable use of forests and other
ecosystems. The UN Guiding Principles on Business and Human Rights (UNGPs)
highlight how everyone’s right to life, dignity, food, health and security are at the core
of implementing Agenda 20303+ — which refers to the action plan for states to come
together to realise the SDGs.35

The UNGPs? clarify that all states have the responsibility to protect its citizens’
human rights, and businesses should respect these same rights across all its global
business activities. Both the UN Office of the High Commissioner for Human Rights
(OHCHR) and the Organisation for Economic Cooperation and Development’s
(OECD’s) Directorate for Financial and Enterprise Affairs underline that investors,
including minority shareholders, are responsible for ensuring that the companies
they invest in respect human rights. The UNGPs state that a business entity, such as
an investor, which exerts leverage over a non-performing company, should ensure
that the company is improving its adherence with international norms and conven-
tions within a set time frame. Where states fail to protect human rights, individual
investors or joint initiatives should use their leverage to put pressure both on compa-
nies and governments.?”

There are a number of international norms also relevant for financial actors, to
ensure that their investments contribute to halting deforestation, secure community
land and forest tenure, and protect communities’ rights to the social and cultural
values of forests. These include the New York Declaration of Forests, the Convention
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on Biological Diversity, the High Conservation Values Methodologys3® and guidelines
such as the Voluntary Guidelines on the Responsible Governance of Tenure of Land,
Fisheries and Forests in the Context of National Food Security3® (‘Voluntary Guide-
lines on Tenure’), and the Committee on Food Security’s Principles for Responsible
Investment in Agriculture and Food Systems.4°

3.2 Challenges facing the financial sector

The greatest challenge for the financial sector to fulfil its key role under the Paris
Agreement, is the urgency of the task. The 2017—2020 time frame constitutes a criti-
cal window of opportunity for the world to safeguard the Earth’s climate and reverse
the trend and effects of carbon emissions.+

States’ mitigation pledges under the Paris Agreement are not sufficient. Their public
commitments — if implemented — would still lead to a 2.8°C rise in global tempera-
tures by the end of this century.4* The financial sector’s investments in solutions, such
as renewable energy, are insufficient.3 According to high-level experts behind the col-
laborative campaign ‘Mission 2020’44, should emissions continue to increase beyond
2020, or even remain unchanged, the goals of the Paris Agreement become almost
unreachable, and achieving the SDGs would also be at severe risk. In order to seize
the window of opportunity and reverse emission trends by 2020, the financial sector
needs to mobilise at least one trillion USD per year for climate action.

Global investments in renewable energy capacity have been higher than investments
in fossil fuel generation for five years in a row. However, in 2016 new global invest-
ment in renewables fell by 23 percent to 242 billion USD, the lowest total since 2013.
This downturn was partly due to the decreasing cost of renewables, but also due to
the sharp slowdown of financing of renewables in China, Japan and in emerging
markets.+

Many investors are — to varying degrees — still investing in the fossil-fuel based
economy: 30 percent of the world’s top 250 stock-listed companies account for one-
third of global carbon emissions.4 In addition, 35 of the world’s 50 most influential
companies are campaigning against climate change legislation - actively lobbying
against ambitious decarbonisation policies. These include fossil fuel companies such
as ExxonMobil and Chevron, energy intensive companies — for example Bayer and
Dow Chemical, and electric utility companies focusing on coal-generated energy, such
as American Electric Power. The 35 influential companies holding back advances in
climate policy also include powerful automotive manufacturers such as Fiat, Chrysler,
Ford, BMW and Daimler. The focus of their lobbying efforts is to delay or weaken
carbon emissions standards and procedures both in Europe and North America, as
evidenced in direct disclosures from the companies themselves or from their trade
associations.4”

Investment portfolios also contain companies whose projects and supply chains

drive deforestation and impact on communities’ rights to land and forests. Stopping
tropical deforestation could provide 30 percent of the required mitigation of carbon
emissions in order to keep global average temperature increases in line with the goals
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of the Paris Agreement.4* Communities and indigenous groups that manage forests
and lands for agriculture, wild foods and materials, and social and cultural purposes,
play an important role in sustainable management and carbon sequestration in for-
ests and soils.# Climate solutions in the form of land-based renewable energy pro-
jects such as biofuel production, large solar power plants, and hydropower may also
impact on land rights, livelihoods and security. These projects need careful due dili-
gence and application of environmental and social safeguards in order avoid negative
effects on people and ecosystems.5°

Short-term financial analyses fail to include climate impacts

@ND MANAGERS' INVESTMENTS DECISIONS
@< FINANCIAL ANALYSIS

2017 2018 2019 2020 2025 2030 2035 2040 2045 2050
Window of Sharp decrease
opportunity: climate in CO2 emissions
turning point needed

Figure 2: Because of the short time frames of incentives for individual fund
mangers and financial models, future climate risks are often times not considered
in investment decisions. Scenario analysis with long-term horizons can support
investors to act now in order to reach the long-term goals of the Paris Agreement.

One challenge facing financial actors is the short-term nature of global financial mar-
kets and financial risk models, which fail to include medium and long-term climate
change risks. This is often referred to as the ‘Tragedy of Horizons’.5* The importance
of long-term investment strategies, company reporting and scientifically-based cli-
mate targets for both companies and investors, which take climate risks into consid-
eration is also highlighted in recent publications.5?
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3.3 Legal and policy initiatives

This section lists a number of important initiatives, which aim to support better cli-
mate analysis and disclosure by investors and other financial sector organisations.

The Financial Stability Board of the G20 States established a Task Force on Climate-
related Financial Disclosures (TCFD) in 2015. Its final recommendations published in
2017 are aimed at harmonising industry-wide climate-related financial information
for actors across the investment chain.5 The recommendations are underpinned by
important financial motivations, and highlight the fact that a number of industries
are exposed to financial climate risk (see Table 1). TCFD’s conclusion is confirmed

by new metrics: ‘Carbon Value at Risk’ shows that 20 percent of profits generated by
global companies are at risk if carbon prices rise as the Paris Agreement will be trans-
lated into effective regulations and market mechanisms.5*

Industries exposed to climate risk

- - - . Agriculture, Food
Ener Transportation Materials and Buildings
gy P g and Forest Products
. Oiland Gas . Air Freight . Metals and Mining . Beverages
Coal Passenger Air Transportation Chemicals Agriculture
i Electric Utilities | Maritime Transportation i Construction Materials ¢ Packaged Foods and Meats
Rail Transportation Capital Goods Paper and Forest Products

Trucking Services Real Estate Management

Automobiles and Components and Development

Source: G20 Financial Stability Board’s Task Force on Climate-related Financial Disclosures.

There is a recognised need for the financial sector to increase transparency and regu-
larly disclose how climate-related financial risks are affecting their organisations and
assets over time. Because of the uncertainty of when and where climate change will
start having significant effects on business operations and the value of investments,
TCFD recommends investors to use forward-looking scenario analysis, also referred
to as ‘stress-testing’. This method is used in strategic planning, and ensures that

an organisation is prepared for and resilient to a range of different future scenarios
for how climate change may affect their investments over coming years and dec-
ades. TCFD underlines that the results of the scenario analyses should be used both
to improve the organisation’s investment strategy, and to inform clients and other
stakeholders on how the investor identifies and manages current and future climate
risks. 55

TCFD recommends the use of long-term, ambitious scenarios, and highlight for
example the following:

The climate transition scenario for global energy systems, Greenpeace Advanced

Energy [R]evolution, which outlines a transition to renewable energy for all by
2050%; and
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The physical climate change impact scenario ‘RCP2.6’, which is the only IPCC
scenario that outlines the path to the Paris Agreement’s stated 2°C limit and 1.5°C
aim.”’

Over 100 leaders of large banks, insurance companies and investors publicly stated
their support of the TFDC’s recommendations.?® The UK registered, global asset man-
ager Aviva Investors warned over 1,000 of its portfolio companies that during the
upcoming Annual General Meetings season, it will vote against businesses that do not
report in line with the TCFD recommendations. Aviva Investors further stated that it
will consider divesting from companies that consistently fail to disclose information
on how climate change impacts on their business models.®°

Article 173 of the French Energy Transition for Green Growth Act applies to asset
management companies. It requires reporting on climate change risks affecting their
investments and reporting on how they contribute to the realisation of the ecological
and energy transition.® The US state of California is considering similar legislation
for public pension funds.5?

The European Commission has set up the High-Level Expert Group (HLEG) on Sus-
tainable Finance to develop a proposal for an EU Sustainable Finance Strategy, in
which climate change is one of the key focus areas. In 2017 the HLEG published an
interim report with recommendations,® and engaged in stakeholder dialogue with
decision-makers, the finance sector and civil society.

The Swedish Government introduced a new goal in 2015, which states that the finan-
cial system should contribute to sustainable development and that all financial actors
should consider environment, social and governance (ESG) factors in their business
activities.® In 2018, the Swedish Parliament will propose on a number of legislative
changes to improve the opportunities for retail clients to investments in sustainable
mutual fund products. The proposal includes requirements for fund management
companies and other investors to provide product-specific information on which ESG
aspects — if any — are considered in their fund management approach.®

Climate litigation

Lawmakers and court systems around the world are transforming key elements of inter-
national climate-related norms into legislation and action. Courts are trying cases against
states, companies and investors regarding their accountability for climate change impacts
on human rights.®® Below are examples of ongoing legal efforts from South Africa, the
USA and the Philippines:

e In South Africa’s first, ground-breaking climate lawsuit, judges ruled against the South
African Government’s plans for a new 1,200 megawatt coal-fired Thabametsi power
station in the Limpopo Province.®’ The case focused on the omission to carry out a
full climate impact assessment of the project, despite significant anticipated carbon
emissions.
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e In California, USA, the communities of San Mateo and Marin Counties and Imperial
Beach city have filed legal complaints against 37 large fossil fuel companies including
Shell, Chevron, Statoil, Exxon and Total.®® The complaints include the results from
‘sea-level rise vulnerability assessments’ for the three locations.®°

e The Commission on Human Rights in the Philippines is currently investigating and
gathering lawsuit evidence that 47 coal, cement, oil and gas companies — including
ExxonMobil, Chevron, Shell, Rio Tinto and Total — have violated the country’s citizens’
rights to life, water, food, sanitation, adequate housing and self-determination.” The
identified corporations are amongst 90 companies globally that have been identified
as being responsible for almost two-thirds of carbon emissions since the start of
industrialisation. The petitioners state that this means they are also responsible for
the increasing occurrence of natural disasters in the Philippines, including Typhoon
Haiyan, which killed more than 6,300 people in the country in 2013.

Numerous studies show that leading global investors are starting to address climate-
related financial risk. However, considering their critical role in contributing to the
climate transition, and also their investments in companies and projects, which drive
deforestation and land dispossession, current efforts are not sufficiant to insure
adherence to the goals of the Paris Agreements.

The Asset Owners Disclosure Project’s 2017 study focused on how the world’s fifty
largest asset managers with a combined total AUM of forty-three trillion USD,
manage the financial impact of climate change on investment portfolios. Almost
half of the asset managers in the study are taking tangible action to manage cli-
mate-related finacial risks and maximise opportunities presented by the climate
transition.”

The 2017 World Wildlife Fund study European Asset Owners: 2°C Alignment and
Misalignment of Public Equity Portfolios” shows that 30 of Europe’s major asset
owners have started to implement changes to align their investment portfolios with
the short-term goal to start the transition to low-carbon energy systems. Almost all
actors had cut funding to coal mining. However, many were still investing heavily in
coal power and lagged behind on renewable energy investments.

A similar 2017 study by 2ii revealed that the investment strategies of the listed

equity and corporate bond portfolios of Swiss pension and insurance companies
were aligned with the energy transition scenario for fossil fuel production. However,
the planned expansions of renewables power capacity were on a pathway towards a
global temperature rise of 6°C above pre-industrial levels by the end of this century.”

The Forest 50074 ranking shows that major global financial institutions and inves-
tors continue to be heavily exposed to deforestation risks in projects and company
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supply chains, and have not fulfilled their responsibility to conduct due diligence and
take resolute action to reverse deforestation trends. The Swedish pension company
Alecta’s and the financial services group Nordea’ received a low score (2 out of 5) for
their efforts to curb deforestation.”

Numerous studies by NGOs such as Global Witness, Oxfam and Swedwatch show
that investors are contributing to dispossession of community lands and forests in the
Global South. Both large-scale concessions and contract farming operations across
landscapes are found to have devastating consequences for forest ecosystems, small-
holder agriculture, and rights to land, food, livelihoods and self-determination of
local communities and indigenous peoples.”

Summary of Swedwatch’s 2015 baseline report

The 2015 Swedwatch report titled ‘Is the Gold Turning to Sand?’ built on growing
momentum and interest on the links between savings, climate and the financial sector.
The report illustrated the role of the ten largest fund management companies in invest-
ing the assets of institutional and retail clients.

The study found that, while a majority of the ten largest fund managers in Sweden had
clear climate policies, the lack of transparency hindered Swedwatch from adequately
evaluating how the policies were implemented and determining their impact. Based on
the fund management companies’ own statements, the study concluded that they had
not analysed or disclosed climate impacts across their investments; they lacked concrete
strategies and targets for decreasing their negative climate impact and increasing their
investments in climate solutions such as renewable energy, energy efficiency and adapta-
tion infrastructure.

Three fund management companies stated that climate was integrated across their
investment decisions to varying degrees, but only partly described the weighing of
climate considerations in either the total ESG analysis and as part of the overall financial
analysis. For the remaining seven actors, climate was only considered in niche funds,
which constituted a small part of the overall portfolios. Results from analysis of selected
equity funds’ carbon footprints and fossil reserves were widely diverged amongst fund
products, and did not indicate application of any stringent strategies for climate integra-
tion into investment decisions.

The study’s key recommendations to fund management companies were to analyse and
communicate the climate impact of their investments, as well as the portfolio companies’
forward-looking climate strategies. Further, Swedwatch recommended that fund mana-
gers develop action plans with concrete targets to contribute sufficiently to the climate
transition.

The study’s recommendations to retail customers were to demand clear climate informa-
tion from fund management companies, and to require integration of climate considera-
tions across the whole investment portfolios — not just in niche products.

Finally, Swedwatch urged government decision-makers and regulators to introduce

formal requirements on fund management companies to disclose the results of their
climate analysis and to implement concrete action plans and develop incentive structures
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for green, sustainable investments.

In order to actively contribute to the climate transition, investors can apply a number
of different investment strategies and actions. This section presents results and
analysis from the survey sent to ten Swedish fund management companies, and from
an analysis of their energy investments. Explanations of key concepts, and examples
from voluntary investor initiatives are presented in fact boxes below.

The study found that Swedish fund management companies differed in the value of
their assets under management (AUM) — the investment value of the capital they are
managing on behalf of their clients. The value of Nordea’s total AUM was 155 billion
USD, which makes it the largest actor in the study. SEB was the second-largest fund
management company and manages total assets of 112 billon USD. The third-largest
actor in the study was Swedbank, with AUM of 94 billion USD. The values of the
remaining seven fund management companies’ AUMs were substantially lower, rang-
ing from Lannebo Fonder’s 8 billion USD to Handelsbanken with AUM of 59 billion
USD.

Nine of the fund management companies in the study are owned by larger banks, sav-
ings or insurance companies. Five fund management companies are owned by trans-

national European banks. The tenth actor in the study — Lannebo Fonder — is an inde-
pendent fund management company that is not owned by a parent company or group.

Figure 3, below, illustrates the value of the ten fund management companies’ AUM
and that of their parent companies. The illustration provides information on the allo-
cation to the main asset classes of public equity, fixed income, property, hedge funds,
private equity and other assets. The figure shows each fund management company’s
balance between actively and passively managed assets, and assets under in-house
and external fund management.

5.1 Scenario analyses

In line with the TCFD recommendations, several companies in the study are prepar-
ing to conduct scenario analysis, climate stress testing of their portfolios and disclose
the results in future annual reports. Handelsbanken and Skandia had previously
conducted an analysis of the alignment of one of their fund products to selected Inter-
national Energy Agency’s (IEA) scenarios for the time period 2017—2022%. SPP’s
assessment included all mutual fund products.

Nordea has assessed the reputational risk and climate change exposure for companies
in the oil and gas sector. Danske Bank reports that its analysis found no reputational
risks associated with investments in fossil fuel production or high-emitting securities
in the current situation.

24



Parent company**

Fund
management
company*

Size of actors

Fund management companies AUM

Total AUM* 155

Parent company AUM** 259

*(billion USD 30 June 2017) ** (billion USD,30 Dec 2016)

Asset management*+*

Active investing
(% of AUM)

Passive investing
(% of AUM)

Inhouse management
(% of AUM)

External management
(% of AUM)

***Refers to fund management company AUM

Asset classes***

Public equity
(% of AUM)

Fixed income
(% of AUM)

Other investments*
(% of AUM)

Property
(% of AUM)

Hedge funds
(% of AUM)

Private equity
(% of AUM)




Stranded assets

The global carbon budget® defines the maximum amount of carbon that could be emit-
ted into the atmosphere while keeping temperature rises in line with the goals of the
Paris Agreement. The concept ‘stranded assets’ has been coined to describe a future
scenario when climate regulations, effective carbon price mechanisms, and market forces
could lead to a situation where reserves of oil, coal and gas would no longer be able to
generate economic return.®?

Some experts assert that even if climate regulations were not to be effective, it is possible
that socio-political pressures could create a situation where carbon-intensive businesses
would loose their social license to operate. If investors and other financial actors delay
the identification of stranded assets in their portfolios, and if they do not act to divest
and diversify into low carbon investment opportunities, this does not halt climate change
itself. If fossil extraction and use continue beyond the limits of the resilience capacity of
ecosystems and societies, this will lead to strong negative physical and economic impacts
on other assets such as low-lying property or water-dependent industries.®®

In its survey response, Swedbank quoted Sweden’s Financial Supervisory Author-
ity’s 2016 report,? which concluded that overall, climate change and its mitigation
does not pose major new risks for Swedish financial firms or Swedish financial sta-
bility. Skandia and SPP have analysed climate-related financial risks of their invest-
ments. SPP regularly carries out a so-called stranded assets analysis for its invest-
ments. Skandia referred to the results of its insurance parent company Skandia Life’s
stranded assets analysis. The conclusions are not applicable to the fund management
company’s investments, but provide background information on how the Swedish
finance sector companies are preparing for the climate transition.

The main conclusion of Skandia Life’s analysis was that their investment portfolio’s
exposure to stranded assets risks was below that of large stock market benchmarks,
for example MSCI World®> and MSCI Emerging markets®. Important findings were
that the energy sector had decreased its shares in the large benchmarks over the last
seven years, which had led to all index funds decreasing their exposure to oil and
gas companies. The time horizon for when a possible stranded assets scenario could
materialise was found to be mostly related to the lack of a global carbon price.

According to Skandia Life’s analysis, coal and unconventional oil derived from, for
example, oil sands extraction, Arctic oil exploration and deep-sea oil extraction were
most at risk of losing value in a situation where a substantial carbon price became
the norm. Gas would likely not be affected, since there would be demand for it even
in a low-carbon environment. The stock markets in Russia, USA, UK and China were
considered to be at highest risk of a stranded assets scenario since they account for
around 80 percent of the world’s listed fossil fuel reserves. Energy-intensive indus-
tries and the automotive sector would be affected by the transition to a low-carbon
environment, and would need to prepare for the transition.
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Lansforsiakringar’s external asset manager — UK-registered Hermes Investment Man-
agement — is developing a methodology to assess how climate impacts such as food
security, water shortages and extreme weather events will impact the business activi-
ties of companies in high-risk regions, which are prone to intense climate change
impacts.

Examples of climate change
scenarios for investment analysis

The TCFD presents a number of possible scenarios®’, which investors may select for
analysing their investments. So-called ‘transition scenarios’ show a pathway of societal
change over time, which lead to a set limit to global warming. Transition scenarios are
typically based on assumptions on, for example, how climate policies will be implemen-
ted in the future, and how technologies to limit carbon emissions will be developed

and used. ‘Physical impact scenarios’ are based on global climate models, and forecast
how temperature rises, changes in rainfall and drought will develop, and how these may
impact on companies and financial markets. TCFD underlines the fact that none of the
scenarios proposed, includes a focus on carbon emissions from deforestation.

Energy transition

The IEA scenarios used in the 2ii analysis in this study is of moderate ambition. It also
relies to a large extent on the use of nuclear power, which has its own sustainability risks,
and carbon capture and storage - which is a technology still in its developing phase, thus
not ensured to be able to be scaled at the needed speed and which is also surrounded
by controversy. However, due to its global reputation and broad sector coverage, the IEA
scenario has been chosen as a benchmark. In the years to come, the development of
alternative scenarios should provide better options for conducting the analysis.2®

One of the energy transition scenario recommended by TCFD, is the ‘Greenpeace Advan-
ced Energy [R]evolution’®. The goal of the scenario is 100 percent renewable energy and
full decarbonisation of the global energy system by the year 2050. The scenario assumes
that, in order to reach the goal, global carbon emissions must stabilise by 2020 and then
consistently decline. No new nuclear power plants are built under this scenario, and it
does not rely on carbon sequestration capacity.

Physical impacts

TCFD highlights the so-called ‘RCP2.6’ physical climate impact scenario as the only IPCC
model that is in line with the Paris Agreement’s stated 2°C limit and its 1.5°C aim. This
scenario outlines ambitious reduction of global carbon emissions, which would peak
around 2020, and then decline on a linear path and become net negative before 2100.

Impacts on human rights and security

Actors such as the Potsdam Institute on climate impact research, are projecting and
modelling climate change impacts on human systems. A 2017 report describes the
consequences of a business-as-usual scenario across the Asia-Pacific region, with a 6°C
temperature increase by the end of this century. The climate change impacts would
degrade ecosystems and lead to impacts on all people’s rights to livelihoods, food and
health. This, in turn, would affect migration dynamics and the potential for conflicts. The
report outlines the importance of investments focusing on rapid decarbonisation of the
Asian economy, and the upscaling of adaption measures to protect the region’s vulnera-
ble populations.®

27



Scenario analysis of fund management companies’ energy investments

Power Fossil Fuels Automotive
Renewable  Hydro- Nuclear Gas Coal
Power power Power Power Power oil Gas Coal ICE Electric Hybrid

Capacity Capacity Capacity Capacity Capacity ~ Production Production Production  vehicles vehicles vehicles

» - 5 ™| -

AMF

Danske Bank

Handelsbanken

Lannebo

Lansforsakringar

Nordea
SEB
Skandia
SPP
Swedbank
All Fund Managers
Listed Market -
Beige = Investment in line Green = Climate Red = Climate
with IEA pathway tolerable investments** intolerable investments***
* Investments line with ** Shades of green signify that the *** Shades of pink and red signify
required growth until 2022 predicted growth of the current that the predicted growth of the
under [EA 2°C scenario investments are in line with, or current investments are not in line
outperforming the IEA scenario 2°C with the [EA scenario, and are instead
pathway. corresponding to a 2-6°C pathway.
Figure 4. For each of the Swedish ten fund mana- intolerable investments, and the beige colour is used
gement companies, the figure shows results from to show investments, which are just in line with the
a scenario analysis of their current public equity climate transition. The analysis was conducted by
investments in power, fossil fuels and automotive the multi-stakeholder think-tank The Two Degrees
industries. The purpose of the analysis is to deter- Investing Initiative (2ii) and the following energy
mine the extent to which the current investments transition scenarios were used as benchmarks for
are contributing to the transition to low-carbon comparison: The International Energy Agency (IEA)
energy systems, and the achievement of the goals WEO 2016 450S scenario for power and fossil fuels
of the Paris Agreement. Shades of green indicate and the ETP 2017 2DS scenario for the automotive
climate tolerable investments, red signifies climate industry.
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The 2ii analysis conducted for this study (see figure 4) shows that all ten Swedish
fund management companies’ current investments in the production of oil, gas and
coal are outperforming IEA’s scenario in the medium-term, until 2022. When looking
at investments in fossil power capacity, six out of ten fund management companies
are in line with the trajectory for this scenario for development of low carbon energy
systems.

The exceptions are AMF, Danske Bank and Skandia who are over invested in coal
power capacity, compared to the scenario. The same is true for SPP’s gas power
investments. In the automotive sector, all actors except Lannebo Fonder are over
invested in traditional combustion engine automobile assets.

The 2ii analysis showed that the portfolios of Danske Bank, Nordea, SEB, and Swed-
bank were under invested in renewable power capacity. The remaining six actors

are aligned with the TEA scenario in 2022, and Handelsbanken, Lannebo Fonder,
Lansforsakringar, and Skandia even outperform the 2°C pathway by the IEA. Danske
Bank, Lansforsakringar, Nordea, SEB, and Skandia are over invested in nuclear
power capacity compared to the IEA scenario. AMF, Handelsbanken, and SEB are
over invested in hydropower capacity. All actors except Handelsbanken and Lannebo
Fonder are under invested in electric car assets, and all ten actors are under invested
in hybrid car assets — all in comparison to the IEA scenario.

Growth in coal capacity - listed equity
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When reviewing coal power companies, which all the ten fund management compa-
nies are invested in today, the 2ii analysis shows a negative trend (see figure 5 above).
During the period 2017—-2022, these coal power companies have plans to expand
their operations. If realised, the expansions are consistent with a pathway towards
4—-6°C increase in global temperatures, and are higher than the average for similar
companies across global stock markets. The 2ii analysis cannot detect whether some
companies are planning to retire selected coal plants. This is something that investors
could verify with their portfolio companies.
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Growth in renewable power capacity - listed equity
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2ii analysed the planned renewable power capacity expansions by all companies in
the aggregated investment portfolio of all ten fund management companies’ (see
figure 6 above). Towards 2022, the renewable power capacity additions are expected
to level out and are roughly in line with the average development of the aggregated
global stock markets. The projection shows that by 2022, the ten fund management
companies’ investments in renewable power would be on a path towards 4—6°C
global warming.

ANALYSIS:

Positively, several Swedish actors refer to the TCFD recommendations and are plan-
ning to conduct scenario analyses and disclose and report on the results. No actor
addressed the necessity to develop scenarios for carbon emissions from deforestation
and land use change, nor scenarios, which highlight the need to address human rights
impacts of climate change. One exception to this was the example provided by Lins-
forsakringar on their external asset managers’ test case on how selected companies
are affected by food insecurity, water shortages and extreme weather events. How-
ever, the human rights angle was not specifically addressed.

The fund management companies’ divestment from coal and some other fossil fuel-
based companies seems to have resulted in portfolios being largely aligned with the
less ambitious IEA scenario during the period 2017—2022, with some exceptions.
When looking at coal power capacity, there is a worrying trend in planned build-outs
of plants over the next few years.

The results of the analysis of the portfolio alignment of energy investments, indicate
that there is a need to increase investments in green assets such as renewable energy
and electric and hybrid vehicles. There are also opportunities for targeted and effi-
cient engagement with companies in the automotive industry to help speed up the
transition.
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It is important to note that if a more ambitious scenario and longer time horizon had
been used in the analysis, the results would have been different (see figure 7 below).
By 2040, the Greenpeace scenario demands substantial cuts in production of coal,
gas and oil, as compared to the TEA scenario. Going forward, the fund management
companies need to select long-term, ambitious energy transition scenarios and physi-
cal impact scenarios in line with the goals of the Paris Agreement. This may generate
different results, and highlight other needed actions.

Comparison between two energy
scenarios recommended by TCFD
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Figure 7. Text: Fossil fuels and
nuclear power face a significanty
more decisive change to produc-
tion by the year 2040 under the
Greenpeace Advanced Energy
scenario, as compared to the
International Energy Agency.

Source: 2° Investing Initiative (October
2017). Based on International Energy
Agency (2016) and Greenpeace (2015).
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The 2ii analysis shows that the average global stock market is over invested in coal
production, coal power, and traditional combustion engine automobile assets. This is
a clear illustration that ambitious, long-term scenarios should be used as the compar-
ison benchmark for investors’ investment strategies — not traditional stock-market
indexes. It also shows that the entire stock market needs to shift towards low-carbon
technologies and thus that investors need to engage with listed companies that act in
climate relevant sectors.

Nuclear power and hydropower form part of most fund management companies’
investment portfolios. Nuclear power has its own long-term sustainability chal-
lenges, and is included in some energy transition scenarios, while being excluded in
others. Large-scale hydropower has strong negative impacts on water accessibilities
for communities, biodiversity and food security, and views are divided regarding to
what extent it should form a substantial part of sustainable energy generation for the
future. Small-scale, run-of-the river hydropower has less negative impacts, and are
widely accepted as a renewable energy source.

The automotive sector in general is lagging behind the 2°C pathway. Here, there is a
need for investors to consider how they should contribute to the transition to sustain-
able transport systems for the future. Engaging with automotive companies to insti-
gate change in their business model can form part of such a strategy.
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5.2 Metrics, targets & information to clients

Tonnes of carbon emissions per year, square kilometers of deforested land, or
number of gigawatts of solar power capacity developed during a certain period, are
examples of metrics and estimates, which describe investment portfolio impacts on
people and planet. These metrics and estimates form the basis for investor decision-
making and can also be used as information to fund management companies’ clients,
whose capital is being invested on global stock markets.

Measuring and reporting on carbon emissions

The Greenhouse Gas (GHG) Protocol®* provides the most widely used greenhouse gas
accounting standards, which companies and other actors apply in order to measure and
report their annual emissions. A company’s greenhouse gas emissions fall into three
types: ‘Scope 1 emissions’, which refer to direct emissions from a company’s business
activities, ‘Scope 2 emissions’” which refer to emissions from purchased electricity and
heating, and ‘Scope 3 emissions’ which refer to companies’ emissions from their supply
chains and from the life cycle of their products. For companies in the financial sector,
such as fund management companies, banks and insurance companies, Scope 3 emis-
sions exist within their investment portfolios.?> Globally, the great majority of companies’
emissions fall under Scope 3.%

The Montréal Carbon Pledge® is a coalition of actors that have committed to measuring
and publicly disclosing the carbon footprint of their investment portfolios on an annual
basis.

Many of the members in the Swedish Investment Fund Association have signed the
Montréal Carbon Pledge, and the association has developed a standard methodology
for measuring and disclosing carbon footprints.®> The Swedish standard is different from
that prescribed in the French Energy Transition and Climate Law, and from the weighted
average carbon intensity metrics recommended by TCFD.%® ‘Scope 3’ emissions, which
constitute the large bulk of global emissions, are not included in the Swedish standard.

The carbon footprint method of measuring and comparing carbon emissions from an
investment portfolio or fund product is gaining traction globally. However, the method
has a number of weaknesses and limitations and many actors state that it is not adequate
in ensuring forward-looking contributions to the climate transition. ” The TCFD recom-
mends the scenario analysis method; carbon footprints are seen as a tool to be used

only during a short transition period, until investor organisations have established their
systems for climate stress testing.

Climetrics,®® an independent fund rating service that aims to help fund managers inte-
grate climate considerations into their investment decisions, published its first ranking
of funds in 2017. The ranking method includes forward-looking, impactful criteria and
constitutes an important step forward in climate measurement and disclosure for fund
products. Currently only a small number of funds are included, and only results from
funds with a high ranking of four or five out of a maximum score of five are disclosed.®®
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Carbon emissions from business activities and investments

Direct emissions from Emissions from purchased Emissions from investments, supply
business activities heat and electricity chains and product life cycles

SCOPE1 SCOPE 2 SCOPE3

Figure 8. The Greenhouse Gas Protocal gives guidance on how to measure three types of carbon
emissions from business activities, investments and supply chains, referred to as ‘Scope 1, 2 and 3.

A majority of the fund management companies reviewed have analysed the share

of fossil fuel-based assets in their investment portfolios. This includes, for example,
producers and distributors of coal, gas and oil, and companies for which a significant
part of their revenue is derived from a fossil fuel value chain.

No actor in the study had set targets for decreasing investments in the fossil fuel
sector across their portfolios. Instead, the cut-off limits used for non-investment or
divestment were relative, expressed as a percentage of a company’s fossil fuel-based
revenue. For example, Skandia, Swedbank and Nordea did not invest in companies
for which coal production constituted over 30 percent of their annual revenue. Han-
delsbanken did not invest in securities issued by companies if more than five per cent
of their revenue was derived from coal mining for combustion. For companies in coal
power generation, the Handelsbanken cut-off limit for investment is 30 percent of the
revenue.

Nine out of ten fund management companies measured and disclosed carbon foot-
prints from selected equity fund products. Seven actors focused on scope 1 and 2
emissions only, as outlined in the methodology developed by the industry association
the Swedish Investment Fund Association.**°

SEB and Swedbank went beyond requirements in the agreed sector methodology. For
each analysed fund product, SEB estimated and disclosed the scope 3 emissions from
companies’ supply chains and product life-cycles.*** Swedbank measures carbon foot-
prints in two ways: Firstly, according to the industry standard, and secondly using a
method referred to as ‘Scope 1 + First Tier Indirect’, which in addition to scope 1 and 2
emissions, also includes direct emissions from companies’ direct — first tier — suppliers.
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The percent of total fund investments for which carbon footprints have been meas-
ured varies between the nine actors. The methodology depends on the availability of
data for portfolio companies’ emissions, and is only able to include public equity and
fixed income investments. Fund products for which data were lacking for more than
25 percent of the holdings were excluded from the measurements.

Swedbank had calculated carbon footprints for 47 of the 78 fund products that com-
prise its actively managed equity funds and passive index funds. It did not calculate
the carbon footprints for mixed-fund, fund-in-fund or fixed income fund classes.
Lansforsakringar measured carbon footprints for approximately 45 percent of its
investment portfolio, while Nordea’s carbon footprint measurements of all equity
funds covered approximately 25 percent of its total AUM. Nordea has assessed
selected companies’ commitment to the Paris Pledge for Action'°? and to setting
science-based targets.’*3 Nordea has analysed selected companies’ forward-looking
company strategies to cut carbon emissions for selected investments, and their pre-
paredness to fulfil TCFD reporting requirements under GRI or CDP.

Swedbank was the only actor in the study that highlighted the importance of the new
Climetrics method for measuring both carbon emissions and portfolio companies’
forward-looking climate strategies at fund product level.

Company targets and metrics

A number of international organisations are encouraging companies and investors to set
targets and to measure and report on their portfolio’s carbon emissions and deforesta-
tion across supply chains and throughout the life cycle of products. Below are descrip-
tions of CDP, The Science Based Targets Initiative, and a number of organisations working
on deforestation and land tenure impacts.

One of the most crucial initiatives is the UK-based charity organisation CDP. The organiza-
tion develops methods and encourages companies, cities, states and regions to measure,
report and disclose data primarily on climate impacts, but also on other environmental
parameters such as the impacts of commodity production on forests and water resour-
ces. CDP uses this data to highlight risks, opportunities and impacts, which investors and
other decision-makers can use to better manage risk and maximise opportunities.

Fund management companies can use CDP’s data as a basis for improving financial
decision-making and increasing company engagement in the areas of climate, forests
and water. CDP’s latest survey of 5,600 companies found that 827 investor signatories
with 100 trillion USD in assets are currently putting pressure on companies to continue to
increase their environmental information disclosure.'®

The Science Based Targets initiative is equally important for investors and companies. Its
overall aim is that by 2020, the practice of setting scientifically based targets for decrea-
sing the climate impacts of operations will become standard practice in the business
community. Furthermore, the Global Reporting Initiative (GRI) is moving towards impact
measurements in order to meet the need to quantify impacts and align different measur-
ing systems.1%
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Deforestation:

The CDP Forest Programme'® and the Supply Change Initiative'”, are organisations

and platforms that provide information and encourage measurement and reporting on
deforestation and degradation in companies’ projects and supply chains. Forest 500

is an international initiative that has identified 500 key players in global deforestation. It
argues that investors, through their financial connections to high forest risk commaodities,
have the power to greatly reduce deforestation around the world.

Impacts on community land tenure:

The Rights and Resources Initiative — a coalition of organisations working to advance the
land and resource rights of Indigenous Peoples and local communities — has developed
risk assessment and due diligence tools for the private sector, in order to provide reliable
tenure data. Drawing on geospatial data, the tools provide information on current land
use, cases of insecure land tenure and conflicts. They also present implementation-ready
processes to assist companies and investors to prevent and manage tenure risk at dif-
ferent stages of a project cycle. 1%

Based on many years of field research on the impacts of land investments in the Global
South, civil society organisations suggest binding EU regulations for company and
investor human rights and client due diligence to prevent far-reaching consequences for
local people and the environment. 11° Meaningful company metrics to assess impacts
from land investments need to come from proactive assessments, carried out at earliest
project planning stages. Examples of relevant information are results from community
consultation processes such as Free, Prior and Informed Consent with indigenous com-
munities; Human Rights Impact Assessments, including scrutiny of the risk for corrup-
tion; Environmental Impact Assessments and High Conservation Values Assessments

of impacts on forests; and contract information on size, nature and conditions of the

project. !

A majority of the Swedish fund management companies refer to companies’ lack of
targets and reporting on own climate impacts as a hindrance for investors’ ability to
report and act on these factors. The transparency and availability of data are even
lower for other asset classes such as government bonds,"? private equity,"3 and mixed
strategy fund products such as fund of funds."+

The study generated very few examples of assessments regarding deforestation. Of
those that had conducted such assessments, only a fraction of the investment port-
folios was covered. SPP had conducted an analysis of the palm oil sector, which con-
tains criteria on deforestation, development on peatland, and human rights impacts
on local communities. Nordea assesses some companies’ forward-looking strategies
to cut emissions and decrease deforestation. In the information provided for this
study, no actor proffered examples of assessments of impacts on indigenous and com-
munity land and forest tenure across investments, despite the fact that secure tenure
has been identified as a key factor in safeguarding forests.

No fund management company in the study had set targets to increase investments
in climate solutions across their investment portfolio. No actor had developed or
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adopted a definition of green climate-solution investments that could be used to
measure increased investments over time. Swedbank and Handelsbanken have con-
ducted internal assessments of their investments and policies in relation to fulfilling
the SDGs.

Green finance and climate solutions -
definitions and metrics

TheCityUK!*> — the industry-led body for the UK financial sector — defines green finance as
“match[ing] sources of funding to new capital and operating expenditures that generate
measurable progress towards the achievement of a well-recognised environmental goal”.
Currently, the two main green finance markets are aligned with the two largest conven-
tional finance markets: debt and equity.'!®

Debt instruments such as green loans enable individuals and businesses to borrow
money for capital and operating expenditures that produce measurable progress towards
environmental or climate goals. A third, smaller market category within green finance

is ‘alternative green finance’, which is undergoing rapid development. It comprises two
types of crowdfunding that are within the scope of the financial services lending and
equity. Some green crowdfunding platforms focus on renewable energy and infrastruc-
ture projects.

The two Dutch pension managers APG Group!'” and PGGM** are working to transform
the SDGs into tangible investment opportunities and returns for investors. They have
created a new taxonomy for Sustainable Development Investing.!®

The Global Investor Coalition on Climate Change (GICCC) has started an open online
registry, where investors can share examples of their investments in low carbon assets.'?
A taxonomy was also developed, defining ‘low carbon investments’, for example in the
areas of renewable energy, energy efficiency, green bonds, forestry and green buil-
dings.!?

In the information that the fund management companies provide to their clients,
nine out of ten disclose carbon footprints for selected equity fund products. In addi-
tion, many of them refer to the general sustainability information available on the
industry knowledge exchange platform SWESIF’s Fund Sustainability Profile,*>2 and
the fund information website Morningstar’s compounded sustainability rating.'»3

SPP provides additional information to its clients in the form of detailed sustain-
ability ratings for all fund products, access to in-house financial analysts in client
meetings, and client seminars on climate and sustainability issues. Lansforsakringar
and SPP provide more detailed reports of content and progress from engagement
dialogues.

Nine fund management companies stated that they would recommend a special niche

fund product to climate-conscious clients. The tenth actor in the study — Lannebo
Fonder — responded that it does not provide investment recommendations to clients.
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Lack of climate information on savings products

Figure 9. The Swedish fund management companies do not currently disclose information on cli-
mate impacts, deforestation and land dispossession across the asset management portfolio. The
information available to clients on some fund products is mostly restricted to carbon footprint
measurements (scope 1 and 2).

ANALYSIS:

The fact that fund management companies have not set any climate targets for their
investments shows a significant weakness in their commitment to contribute to the
climate transition. In light of the urgently needed increase in green investments and
climate solutions, where the majority of the yearly one trillion USD needs to come
from private investors, the lack of targets and the absence of working definitions for
this type of investments is especially concerning.

The lack of assessments of companies’ forward-looking climate strategies, deforesta-
tion and impacts on community land tenure means that negative climate impacts are
unmeasured and undisclosed. The blanket use of carbon footprints as the sole metric
for climate impacts is not useful as decision-making support for investments, espe-
cially for the seven actors in the study who focus solely on scope 1 and 2.

It is possible that the lack of assessments and targets is holding back the contribu-
tions of the fund management companies regarding climate transition. One reason
given is lack of company targets and reporting. It is clear that a majority of companies
on the world’s stock markets are not yet providing sufficient and exact information

on their climate change impacts. However, in order to fulfil their role under the Paris
Agreement, where the years 2017—-2020 are crucially important, it is simply not an
option to wait until companies start reporting.
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The information provided to clients is still only available on some fund products. It
represents carbon footprints scope 1 and 2, and is complemented with compound
sustainability ratings. This information does not illustrate each fund management
company’s overall contributions to green finance and climate solutions, and their
negative climate impacts in terms of current and future carbon emissions, deforesta-
tion and land dispossession. The fact that nine out of ten actors recommend small
niche funds to climate-conscious clients, means that the full investment portfolios
have not been re-balanced to effectively contribute to the climate transition.

5.3 Divestment & index management

When selling and buying stocks as part of their fund management strategies, many
investors follow indexes or benchmarks, which show the day-to-day developments on
selected stock exchanges across the world. Investors who apply active fund manage-
ment strategies, where they select stocks, may decide to divest for climate reasons —
fully or partially — from companies or whole sectors, such as fossil fuel production.

Fossil divestment and greening of indexes

Responsible investors, who are the ultimate owners of fossil fuel assets, are faced with
the difficult question of how to act responsibly. Currently, this question does not have
straightforward answers. Some investors argue that divestment alone cannot bring about
needed changes as long as fossil fuel assets dominate the world economy. Also, stock
markets and assets within these sectors are not decreasing in value. Therefore, there is a
need to actively engage with the fossil fuel industry and pressure them to revamp their
business models towards a stronger focus on renewables.*

Many are already divesting from coal, and some investors are divesting from all extractive
fossil fuel projects. Others continue to be ‘universal owners’ or to have a strong emphasis
on index funds. Their climate strategy is to instead engage with problematic companies.
Some investors use divestment as a tool in engagement dialogues, and threaten to divest
after a set time period unless a company embarks on a low-carbon trajectory. The ques-
tion of engaging or divesting is equally valid for investors in securities, which are linked to
deforestation and negative impacts on community land tenure.

One of Sweden’s state pension funds, AP7, has developed a screening method to identify
companies that are in breach of the Paris Agreement. Where such breaches can be
confirmed, the fund will publicly divest from the company.'?®> Divestments are made on
two grounds: if companies directly oppose the Agreement’s implementation in the form
of laws and regulations, or if they develop new operations that are not in line with the
Agreement’s goals.!?®

Through full or partial divestment of fossil fuel-based business activities, capital can

be freed up for reinvestment in climate innovation and solutions for the services and
infrastructures needed for poverty alleviation and sustainable development. The so-cal-
led divestment movement — a network of philanthropic investors and grassroots organi-
sations'?’ — argues that as the number of investors who publicly disclose their divestment
decisions increases, carbon-based companies and business models will become less
socially acceptable. This will create momentum for social change and grassroots action to
transform businesses and whole societies towards low-carbon, zero emissions models.
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‘Passive’ investment or ‘index management’ strategies use stock market indexes as their
guiding benchmark. This type of investment management presents both climate risks and
opportunities. Many of the global indexes, such as MSCI World!?, contain a large number
of companies that represent the full value of stock markets in developed economies.
Index management presents opportunities to invest in a large number of companies

and to engage with the most climate-problematic companies. At the same time, strict
regulations for index funds mean that fund managers are not free to divest and reinvest
in low-carbon or climate-solution assets. In response to increasing customer demand for
index fund products, asset managers are innovating and ‘greening’ indexes to a certain
extent, while still managing and minimising financial risk.'?

Eight of the ten actors surveyed stated that they had divested from some, not all,
stocks exposed to carbon risk. Most of the divestment targeted coal producers, and
some actors underlined that they prioritised divestment from controversial fossil fuel
activities such as oil sand extraction. The fund management companies communicate
their divestment decisions publicly.

In a first round of divestment in 2016, Lansforsakringar excluded companies that
derived more than 50 percent of their revenue from coal. In 2017, the investment
limit was reduced to 20 percent. During 2014—2017 SEB divested from coal extrac-
tion and several other fossil fuel-based securities. They estimated the value of their
avoided investments in fossil extraction at 2.4 billion USD during the three-year
period.

Skandia was the only actor in the study that stated it uses the Paris Agreement as

a point of reference in its company screening. AMF stated that is applies positive
screening in all fund products, and the non-Swedish equity portfolios are managed
against the MSCI World ESG Leaders'° benchmark. In order to proactively mitigate
climate-related financial risks, one fund management company describes how it has
reallocated capital mainly to the financial and real estate sectors.

A number of actors in the study highlight their climate-focused niche products, which
often have fewer investments in fossil fuel-based, high-emitting industries. Some-
times the niche products also have more investments in green finance and climate
solutions. Where the niche funds are actively managed, the fund managers have more
frequent dialogue on climate-related issues with the portfolio companies.

The sustainability funds typically represent a small part of a company’s AUM, for
example Nordea’s Star fund range constitutes two percent of the total AUM, and
Swedbank’s Ethica funds constitute three percent of its total AUM. Handelsbanken
state that they manage 39 percent of the value of their AUM in the Criteria range of
funds, which are referred to as fossil-free.
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ANALYSIS:

Through their public information on divestment decisions, the fund management
companies are signaling that they do not believe that fossil fuels such as coal and con-
troversial fossil extraction are promising industries for a sustainable future.

The example of screening companies, which are actively lobbying against effective
implementation of the Paris Agreement is a promising initiative, which again com-
municates this investor’s commitment to stringent climate regulations.

The investment limits for fossil production and high-emitting industries are relative,
not expressed as an absolute target for the full fund management portfolio. Also, it
is unclear whether divestment and underweighting is part of a strategy to reallocate
capital to climate solutions. Instead, one actor in the study has reallocated capital

to investments in financials — an action, which does not contribute to the climate
transition.

The investment strategies for green, climate-focused niche products, which cover a
small part of the AUM, are not expanded across larger parts of the entire fund man-
agement portfolio. Instead, fund management companies are hoping to increase
client demand for these products. However, it is unlikely that client demand would
increase to a level where it would meaningfully drive needed reallocation of capital
streams in line with the Paris Agreement before the critical year 2020. The Paris
Agreement’s financial goal is a goal for investors to take action on, not for its clients
to fulfill.

5.4 Green finance & climate solutions

Maybe the most important role for investors globally is to allocate capital streams

to investment in green finance projects such as solar power capacity, forest protec-
tion and restauration, or low carbon transport systems. Climate solutions provided
by companies and projects can be in the form of flood walls, which can protect cities
from rising sea levels, sustainable agriculture with drought and flood resistant crop
varieties and new technologies for clean drinking water in areas hit by desertification
and salination of the ground water.

Green finance and climate solutions

The volume of labelled green bond issuance has grown exponentially from 3 billion USD
in 2011 to 95 billion USD in 2016. Crowdfunding platforms such as Abundance131 and
SunFunder®®? have funded 121 energy projects in the UK, which have provided an average
return of 7.4 percent.!

Publicly traded companies that are expected to benefit from increased efforts to address
climate change trends are those that focus on, for example: green technologies, rene-
wable energy, provision of clean water, zero waste solutions and disease eradication.
Unlisted firms, so-called private equity companies, play an important role in the global
economy and sustainable development since they provide much of the innovation and
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new ideas on societal challenges. Innovation is also high amongst small cap companies,
which have much lower stock-listed values than larger, established companies on the
stock market.

A number of actors are advocating ‘impact investing’ that aims primarily to create
environmental and societal value. For example, the Dutch financial services company
Achmea®® provides impact investment funds for retail clients.'** Copenhagen Infrastruc-
ture Partners is a Danish-registered fund management company that specialises in long-
term investments in renewable energy.!3®

Fund management companies can also engage in public—private partnerships to finance
green projects and services, for example under the umbrella of the Green Climate
Fund.®® This fund uses blended finance, meaning that public funds help attract private
funds to projects that would normally be too risky for private investors.

In Europe, civil society is currently engaging in dialogue with investors to raise concerns
regarding the private financing of public climate and environment funds and projects, as
there are weaknesses in the application of environmental and social safeguards in these
initiatives. These discussions highlight the lack of transparency and accountability asso-
ciated with private capital contributions.!*®

Public financing of projects generally does not guarantee sustainability and climate
safeguards. Indeed, many of today’s destructive business activities such as fossil fuel
exploration or agriculture projects, which involve land dispossession and deforestation,
are state-owned or carried out under public—private partnership arrangements. States
often do not apply adequate environmental and social safeguards when planning larger
programmes, or when designing and implementing projects.***

No fund company in the study had set targets for increasing investments in climate
solutions across the investment universe, and no actor had developed or adopted a
working definition for green, climate solution investments.

No fund management company had increased its allocation to private equity hold-
ings, or to companies with smaller market capitalisation in the public equity asset
class.’° These assets have a high potential for innovation and financing of climate
solutions such as renewable energy, energy efficiency and other environmental
technologies.

SPP has introduced a so-called ‘PLUS concept’, which is applied across approximately
six percent of the total AUM. After divestment from fossil fuel-based, high-emitting
assets, capital is reinvested into assets that have low carbon footprints and high sus-
tainability ratings. Up to ten percent of capital is allocated to investments in climate
solutions such as water infrastructure, smart grids or electric public transport sys-
tems. According to SPP, the PLUS investment strategy is increasing climate transi-
tion contribution and the accompanying financial risk as much as possible, while still
maintaining a risk level, which is in line with the definition of an index near fund.
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While the study was unable to determine whether investments in green climate solu-
tion securities had increased overall since Swedwatch research in 2014, a number of
fund management companies stated that their investments in green niche fund prod-
ucts and green bonds had increased during the period. A number of actors explained
that their role is not to reallocate capital across their fund management portfolios.
Instead, they create new, green fund products, which climate-conscious clients may
choose to invest in.

Handelsbanken had increased its green bond investments from zero to 790 million
USD since 2014. SPP currently has 395 million USD invested in green bonds, while
Nordea stated that it had increased its green bond investments to a current value of
700 million USD. The value of Danske Bank’s green bond investments is 131 million
USD. SEB’s Green Bond Fund has an AUM of 108 million USD. These three actors
did not provide information on how their green bond investments had increased
since 2014.

ANALYSIS:

With the exception of some actors’ increased investments in green bonds — where the
global market is still under development - the study indicates that Swedish fund man-
agement companies’ capital allocation to investments in green finance and climate
solutions are not in line with the goals of the Paris Agreement.

The information provided to the study does not indicate that the investors are
engaged in innovation, in order to create new projects or investment opportunities
in climate solutions within the short window of opportunity to transform energy sys-
tems, stop deforestation and invest in climate change adaptation.

5.5 Shareholder influence & policy engagement

Fund management companies, and other investors and financial actors globally are
powerful stakeholders who can influence companies, decision-makers and clients to
take action to fulfil the goals of the Paris Agreement.

Joint investor initiatives and shareholder influence

Fund management companies and other types of investors have formed coalitions with a
range of climate and sustainability-focused goals and purposes, for example The UN Prin-
ciples on Responsible Investment (PRI),**! the UNEP Finance Initiative (UNEP FI),**? The

UN Global Compact!* and the Institutional Investors Group on Climate Change (IIGCC).**

Fund management companies also play an important role in climate transition when they
maximise their shareholder influence to put pressure on portfolio companies. Engage-
ment goals may be that companies seek to prevent, cease, mitigate and remedy negative
impacts of climate change deriving from carbon emissions, deforestation, and impacts on
community land tenure in their operations and supply chains. Long-term goals include
transforming companies’ business models and due diligence systems.

46



‘Aiming for A’ is a UK-initiated investor platform for climate action that was initially conve-
ned by a group of large investment managers and pension funds to influence companies
to contribute to ‘strategic resilience for 2035 and beyond’. Currently, the group is under-
taking in-depth engagements with large UK-listed extractives and utilities companies.

The shareholder resolutions presented at companies’ annual general meetings use CDP
performance indicators as a benchmark for company improvements.#

The Portfolio Decarbonization Coalition is a multi-stakeholder initiative in which mem-
bers commit to decarbonise their portfolios over time.*® In its membership commitment
format for asset managers,'*’ signatories agree to submit a decarbonisation plan detailing
how the products they offer to clients are aligned with the transition to a low-carbon
economy, as well as how they are reducing the carbon intensity of their portfolios.
Importantly, decarbonisation and alignment within the low-carbon economy can be
achieved through combinations of capital reallocation and corporate engagement. Finally,
the signatory asset managers commit to disclosing the results of their decarbonisation
efforts, the volumes of capital in focus, and short- and medium-term predictions of the
results of planned efforts.

In order to influence policy-makers and regulators and create a level playing field across
the finance sector, fund management companies can participate in policy development
dialogues and global climate meetings. Fund management companies can also exert
positive pressure on other actors in the investment chain, such as sustainability rating
agencies and stock exchanges. Global investors have provided policy inputs at high-level
forums such as UNFCCC Conference of the Parties (COPs), including the Paris conference
in 2015, and preparation for G20 meetings.

The Swedish fund management companies are exerting their positive leverage by
joining global climate initiatives. Nine out of ten actors signed both the CDP inves-
tor initiative and the Montréal Carbon Pledge. SPP also signed the more ambitious
Portfolio Decarbonisation Coalition commitment, and is a member of the following
coalitions: Fossilfritt Sverige,'4® Green Bond Principles,** Norway 203040%*° and the
Global Opportunities Explorer®! initiative. Danske Bank, Nordea, SEB and Skandia
are signatories to the IIGCC. Nordea is co-chair of the UNEP FI water and finance
work stream, which is relevant for climate and sustainable development efforts. In
the Swedish arena, a number of actors have been active in a working group under
the industry association Swedish Investment Fund Association developing the sector
carbon footprint standard.’s* For an overview of membership and active participation
in joint investor initiatives, see Annex 2.

The amount of information provided on bilateral and joint company engagement
varied between the ten actors in the study. However, data indicates that — as com-
pared to 2014 — the fund management companies are more active in exerting positive
pressure on portfolio companies to measure and disclose climate impacts, to set cli-
mate targets and to gear their business models towards green, low-carbon models.

In order to assess the success of bilateral engagement dialogue with companies, the

survey requested information on concrete results where companies have improved
their climate performance. Most actors only provided information on the number and
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Large projects with irreversible impacts
on planet and people

A number of individual fossil-based projects, such as the planned Indian company
Adani Group’s Carmichael coal mining project in the state of Queensland, Austra-
lia, are so large that — if implemented — they could increase greenhouse gas levels
beyond the goals of the Paris Agreement. The roads and other infrastructure to
be constructed for the Carmichael mine, would serve at least another ten planned
coal mines. In a scenario where these mines would be built, their joint production
could reach 330 million tonnes of coal per year, which is more than the current
production from Australia’s entire coal sector.

Additional carbon emissions from the mine risk obliterating the Great Barrier
Reef with its invaluable biodiversity within fifteen years. Its construction would
also cause irreversible impacts on indigenous peoples’ traditional territories and
sacred sites.

Large-scale land dispossession can lead to irreversible impacts on soils, forests,
and communities. Two of Vietnam’s largest companies: Hoang Anh Gia Lai

(HAGL) and the Vietnam Rubber Group (VRG), leased extensive land areas to
establish agriculture plantations in Laos and Cambodia. State authorities in the
two countries approved the land concessions, which overlap with forested land

— sometimes inside forest reserves, community land and indigenous territories.
Indigenous minority groups in the affected areas have been disproportionally
impacted and impoverished. In many cases, the plantations acted as entry points
for timber extraction, and have led to severe deforestation. International financial
actors such as Deutsche Bank and the International Finance Corporation provided
financing for the project.

The combined impacts of increasing carbon emissions, deforestation and displace-
ment of communities, risk leading to increased poverty and household vulnerabi-
lities to the impacts of climate change. Recent research on the economic impacts
of climate change on poor households illustrates the need to proactively prevent
projects negative climate impacts on livelihoods, in order to ensure inclusive,
sustainable development. Investors who identify windows of opportunity at early
project planning stages, may use their leverage to alter or halt potentially detri-
mental projects.

Sources: Dasgupta, S. Mongabay.com. (28 September 2015). Global Witness (2013). Slezak, M.
theguardian. (15 August 2017). Jolley, M. A. Al Jazeera News (19 October 2017). Hellegatte, S.
Rozenberg, J. nature climate change (5 April 2017). Swedwatch has not screened the fund
management companies’ portfolios to determine whether they have invested in these
companies (Adani Group and HAGL).
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focus of engagement dialogues that were being conducted; few reported on specific
results (see Annex 3). Lansforsdkringar reported on 25 cases in which companies had
improved their climate performance in response to engagement dialogues during
2014—2017. SEB listed 32 cases in which companies had developed credible strategies
or set stretching targets to address climate change, and ten cases in which companies
had implemented a climate strategy or measures. Swedbank listed a few specific cases
and provided general observations about company engagements during 2014-2017:

Investors’ participation in PRI thematic dialogues has increased markedly over the
past few years;

Companies are shifting away from more carbon-intensive oil extraction towards
natural gas;

Routine oil flaring, with high and unnecessary carbon emissions, has reduced;

All major mining and oil companies and their branch organisations now accept the
mainstream climate change science and have policies and procedures to reduce
their impacts. Some are even reporting on their lobbying activities;

Carbon emissions pricing is routinely included in future scenario modelling and
project planning;

Electric vehicle development is now commonplace among automotive firms;

Entry into renewable energy production is increasing in the utilities and energy
sectors faster than ever;

Across sectors, the levels of company reporting and transparency on carbon emis-
sions, climate strategies, branch organization memberships and climate lobbying
activities are increasing year by year. The fastest investor engagement-driven
change within companies can be seen in climate lobbying activities.

A number of fund management companies gave examples of how they are attempt-
ing to instigate positive change through engaging with other financial actors. Lans-
forsakringar has developed a rating system, through which they evaluate their exter-
nal asset managers on sustainability criteria under the three headings Organisational
strengthening; Company engagement, and ESG integration and analysis. Climate is
part of the overall assessment, but is not a deciding factor in selecting asset manage-
ment companies.

SPP has asked its external fund managers to calculate their carbon footprint and

also whether they had signed the Montréal Carbon Pledge. While most have submit-
ted the results of their carbon footprint analyses, very few have responded that they
are signatories to the pledge. SPP described two other initiatives in which they have
attempted to influence financial actors. Through PRI, a letter was sent to 62 global
banks asking them to disclose climate-related information in line with TCFD recom-
mendations. The banks were asked not to supply capital for carbon fossil fuel produc-
tion or supply, and to redeploy capital into low-carbon investments. SPP also submit-
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ted a letter to the US Securities and Exchange Commission on investors’ need for the
disclosure of material carbon asset risks in oil and gas sectors.

Swedbank states that it is increasing its scrutiny of external asset managers for multi-
asset funds, and pursuing efforts to better integrate ESG factors in alternative assets.
The practice of filing, co-filing, supporting and voting on resolutions at companies’
annual general meetings is gaining traction, and four actors shared specific examples
of issues raised to company boards in recent years. The “Aiming for A” joint share-
holder resolutions, in which SEB and Nordea participated, constituted successful
examples where large extractives companies agreed to disclose their climate strate-
gies and the results of stress tests.'s3

Half of the fund management companies in the study stated that they had engaged
with policy-makers and regulators, for example by signing climate change appeals to
G7 and G20 governments, and providing inputs to the HLEG consultation process.
For details, see Annex 4.

ANALYSIS:

The Swedish fund management companies have increased their membership in
important joint initiatives such as the CDP. A majority of the fund management
companies have signed the Montréal Carbon Pledge, and will continue to disclose the
results from their carbon footprint measurements. Only one actor is a member of the
more meaningful and ambitious Portfolio Decarbonisation Coalition, where investors
commit to decarbonising their entire investment portfolios.

The information shared by the fund management companies on their engagement
efforts with companies and financial actors, do not detail climate transition goals,
time frames and strategies. Few results from such efforts are reported.

The fund management companies’ engagement with policy makers and financial
actors is primarily in the form of one-off meetings and signing letters. The only
exception is the process where Swedish actors developed the sector standard for
carbon footprint measurements. This standard is different from internationally pre-
scribed methods.
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The results of the study show that all ten companies have taken significant and
incremental steps compared to the baseline results from 2014. However, a large gap
remains between their current climate efforts and the strong leadership and decisive
action needed by the finance sector within the short window of opportunity 2017—
2020, as outlined in the Paris Agreement. If investors shoulder this responsibility, the
rise in global temperatures can be contained to 1.5°C. Human suffering, ecosystem
destruction and financial instability may be tempered, and worst-case scenarios of
catastrophic consequences avoided.

Several Swedish actors are part of innovative developments and are actively engaging
with companies, policy-makers and other, larger financial actors. By being proactive,
and allocating more resources to innovation and engagement, Swedish fund manage-
ment companies and their parent companies in the insurance and banking sectors
will increasingly act as change agents in the international arena.

The study highlights the need to analyse and address all aspects of climate change
and go beyond the focus on mitigating carbon emissions from the fossil fuel industry.
The integrity of forest ecosystems, secure community land tenure, poverty allevia-
tion and adaptation are all part of the climate challenge, and need to be addressed in
financial sector analyses and strategies.

Fund management companies and their parent companies need to act now, and
remain committed over coming decades, in order to reach the long-term goals of the
Paris Agreement. Ambitious targets to increase investments in green finance and
climate solutions should be set promptly. Investors should assess and estimate their
current impacts on climate, forests, and community land tenure. The use of scenario
analysis, which employs ambitious, long-term scenarios and outline pathways to a
resilient 1.5°C world, must become a minimum standard for responsible financial
actors. The results of these analyses will provide a clear, strategic direction for the
climate efforts of the investor organisations.

Based on the results of the analyses, an investment strategy should be developed
and communicated, which elaborates on how the investor emphasises the following
elements:

a) Full or partial divestment from assets which are fossil-based, high-emitting, or
contributing to deforestation, impacts on community land and forest tenure,
and human rights;

b) Reallocation of investments to green finance, climate solutions, adaptation and
poverty alleviation;

¢) Targeted, effective and streamlined engagement efforts and joint investor
actions that are properly resourced, based on a likelihood to succeed, and have
clear, time-bound targets;

d) Piloting and innovation of models and methods for climate analysis, invest-
ment approaches and engagement.
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6.1 Reallocation to climate solutions

According to the information provided by the fund management companies in this
study, key actions towards instigating a decisive shift have not been taken. No actor
has set targets and developed a working definition for investments in green finance
and climate solutions. In cases where fund management companies have divested
from assets with negative climate impact, such as coal or high-emitting industries, it
is not clear that capital has been reallocated to green finance and climate solutions.

When fund management companies divest from problematic assets, capital should
be reinvested into green assets or climate solutions, not into ‘carbon-neutral’ sectors
such as financials. Reallocation to nuclear power, large hydropower or financial com-
panies with negative sustainability records may in fact worsen the social and climate
performance of the overall investment strategy.

All investors need to reallocate larger capital streams to responsible investments in
climate solutions in order to bridge the green financing gap. The size of the AUMs of
both the fund management companies themselves and of their larger parent compa-
nies indicates their potential contributions to redirecting investment flows towards
low-carbon transition. Considering the dire consequences of climate change and the
clearly designated role for the finance sector under the Paris Agreement, it can no
longer be considered reasonable for fund management companies to only respond to
slowly growing consumer demand. The fund-by-fund approach needs to be replaced
with clear targets and active innovation to find climate solutions to invest in.

In order to create new investment opportunities, fund management companies
should diversify beyond public equity, exploring opportunities to invest in, for exam-
ple, innovative private equity and small companies. New investment products should
be designed in partnership with other public, private and local stakeholders. As an
example, in the growing investment area of sustainable, climate-smart cities, there
are opportunities to invest, on a system-wide level or in parts, in for instance green
property, mobility, water and sanitation, waste recovery, renewable energy, and
energy efficiency.

There is a need to revisit the dominant perception of risk in relation to green finance
and investments in climate solutions. The principal, imminent risk today is that
climate change impacts on ecosystems, societies and people, will stifle economic
growth, including in promising emerging markets. In index fund management, the
tracking error indicates risk when not investing in fossil production or high-emitting
industries. In reality, the risk of losing value in one’s assets by investing in line with
global stock market indexes may be far greater. It is expected that climate induced
financial risks and opportunities will change, some of them quite rapidly, due to fast
leaps in technology, innovation, regulations and societal change.

Many fund management companies in the study are active in important bilateral
company engagement, shareholder action, and joint initiatives to influence other
companies, other financial actors and decision-makers. Some results have been
forthcoming from these efforts, but it is still unclear whether the fund management
companies are stringent enough in their targets and time frames, and if the efforts
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are well resourced and likely to succeed. Considering some of the companies’ political
influence and sometimes intense lobbying activities against climate regulations and
carbon prices, it may be necessary to step up engagement efforts. Fund management
companies may wish to design matching pro-climate lobbying strategies, and join
forces with government representatives in order to increase the pressure on for exam-
ple the fossil industry or influential commodity companies with deforestation risks in
their supply chains.

Proactive - not reactive - shareholder engagement is the only meaningful approach to
stop or modify projects with irreversible climate impacts. Investors should demand
that companies disclose their project pipelines, and identify windows of opportunity
to exert leverage during feasibility and project planning stages.

6.2 Disclosing impacts on planet and people

It is a basic requirement that fund management companies safeguard clients’ assets
during the climate transition, and financial stability is a prerequisite for a resilient
1.5°C world. The fund management companies in the study indicate that they are not
facing imminent climate-related financial risks. Similarly, according to one actor’s
analysis, their brands are not threatened by investments in fossil fuel industries. In
order to continuously track how investment portfolios are exposed to climate-related
financial risk, it is necessary for fund management companies to follow TCFD’s rec-
ommendation to conduct stress tests using scenarios with long-term horizons. The
results of these analyses should be disclosed to clients.

Fund management companies in this study are committed both to international con-
ventions on environment and respect for human rights, and to the fulfilment of the
SDGs. Consequently, clients should also be informed about the portfolio’s current
and future impacts on the climate, forest integrity, community land and forest tenure
and human rights.

Currently only results from carbon footprint analyses, and compound sustainability
ratings, are made available to clients. In fund sustainability ratings such as SPP’s
sustainability rating for companies, Morningstar’s globe rating and SWESIF’s sus-
tainability rating, there is a substantial component of financial and economic sustain-
ability. Large parts of investment portfolios remain unscrutinised, and the range of
different climate impacts and risks has not been disclosed to clients.

The current lack of information on risks and impacts across portfolios constrains con-
sumer power. It also hampers a much-needed evidence base for the transformation
of societies and business to low-carbon, climate-resilient models. It is also important
that improvements are implemented by all fund management companies, and that
climate-positive investment strategies do not become a niche market for only a few
fund management companies. If climate conscious clients gravitate towards responsi-
ble fund managers, and consumer pressure is not directed to less responsible actors,
there is a risk that a strong, sector-wide climate response will not materialise.
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In addition to the results from scenario analyses, the following are examples of port-
folio-wide analyses where results should be made available to clients:

The Climetrics climate analysis of mutual funds, which is forward-looking and
more relevant and useful than carbon footprint measurements, should be carried
out across the entire investment portfolio.

Deforestation across projects and supply chains.
Impacts on community tenure rights.

Access to water and food, superimposed on data on extreme weather events and
changes in weather patterns in different geographic investment regions. This type
of analysis will both measure how businesses can be affected and show how they
can take responsibility locally to contribute to climate adaptation and respect for
human rights across their supply chain.

In cases where metrics are not available, investors should continue to engage with
companies and demand better data. However, considering the urgency of taking
action, investors cannot wait until a majority of companies provide solid data.
Instead, investors should engage in innovation and partnerships with academia, think
tanks and civil society organisations in order to develop the necessary methodologies
to provide sufficient decision-making support.

6.3 Policy and legislation

EU and Swedish policy-makers should develop compulsory, sector-wide regulations
for conducting scenario analyses and disclose portfolio climate impacts. It is impor-
tant for investors to be required to measure and disclose both climate-related finan-
cial risk, and current and future impacts on climate, forests, land tenure and human
rights.

Policy-makers and legislators should draw on the current momentum in the TCFD
and HLEG policy processes, in which a number of Swedish actors are actively
engaged. The upcoming stress tests can be used as an entry point for dialogues
that go beyond sustainability departments to involve boards, CEOs and investment
departments.

In all policy processes, care should be taken to avoid lengthy consensus processes
that involve a risk of delays in action and lowest-common-denominator outcomes.
Encourage the sector to take action, innovate and fine-tune on the way towards a
resilient 1.5°C world and ensure civil society inputs into policy processes.
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Annex 1: Scenario analysis energy investments

The data and scenario sources for the analysis provided by 2° Investing Initiative (2ii)
are shown below. For more information about the model and the methods of calcula-
tion, see www.transitionmonitor.org.

Sources for the data and scenario analysis

Automobile data is from July 2017 and provided by WardsAuto/AutoForecastSolu-
tions. Power data is from July 2017 and is provided by GlobalData. Oil, gas and coal
production data is from July 2017 and is provided by GlobalData. When linking asset
data with companies, the data is used by the data providers mentioned above and,
where possible, enriched with company data from Bloomberg. All financial data, as
well as identification numbers for linking company data with financial instruments,
are sourced from Bloomberg. The decarbonisation pathways for other sectors are
from the Science-Based Targets Initiative, which bases its methodology on the Inter-
national Energy Agency (IEA) scenarios.

The IEA does not provide figures for each year; thus, the values in between are cal-
culated using a linear interpolation. The scenarios for the energy and power sector
come from the IEA’s World Energy Outlook 2016. Because this report does not
include scenario information for the automotive sector, the related data is taken from
the sister report of the World Energy Outlook, the Energy Technology Perspective
report. Benchmarks for the electricity sector are determined regionally and applied in
relation to the regional exposure data and then aggregated, weighted according to the
regional exposure of the portfolio. All other results are global.

Allocation Rules

For the analysis, the following allocation rule has been applied to equity portfolios:
The analysis is based on the ownership percentage of companies and their subsidia-
ries, with respect to all outstanding shares of the companies. This approach reflects
the fact that the shares represent ownership ratios.

Scope of the analysis

The analysis focusses on the assessment of the listed equity and does not include any
other instruments (e.g. private equity, direct investments, etc.).

Nuclear power capacity

Nuclear capacity is the subject of controversy, and even though it is carbon neutral on
one hand, it is also environmentally harmful. In the standard analysis 2ii displays an
overexposure to nuclear capacity in the heat map as ‘green’ and an underexposure as
‘red’. However, in this analysis nuclear capacity is displayed vice versa.
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Disclaimer

All information and data provided by 2ii is purely for informing purposes and does
not provide any investing recommendation neither request to buy or sell any posi-
tion, investment or fund. 2ii does not take any responsible for the accuracy and com-
pleteness of the underlying asset level and financial datasets. However, 2ii undertook
all appropriate measures to ensure that the information provided in this report was
correct and up to date, 2ii does not assert that the information is comprehensive

and accurate and thus assume no liability for errors or omissions. Crucially, it is not
possible to ‘validate’ or verify the portfolio data submissions by the fund managers.
Despite performing the analysis, 2ii does not support nor contradict the message of
the report / interpretation of the results. It solely provided the data analysis and pro-
vided feedback to ensure the correct interpretation of the results by Swedwatch and
thus is not responsible for the statements made in this report.
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Annex 2: Joint investor initiatives

AMF

Danske
Bank

Handels-
banken

Lannebo
Fonder

Lansfor-
sdkringar

Nordea

SEB

Skandia

SPP

Swedbank

Signatories/collaborative platforms

CDP / Montréal Carbon Pledge / PRI

CDP / IIGCC / Montréal Carbon Pledge / PRI

CDP / Montréal Carbon Pledge / PRI

PRI

CDP / Montréal Carbon Pledge / PRI

CDP* / CDP Carbon Action / IIGCC /
Montréal Carbon Pledge / PRI**

CDP / EFAMA*** / IIGCC / Montréal Carbon Pledge /
Paris Pledge for Action / PRI / Sida Swedish
Investors for Sustainable Development

(Working group on Sustainable Cities)

CDP / Montréal Carbon Pledge / PRI

CDP / Fossilfritt Sverige / Global Explorer / Green
Bond Principles / Montréal Carbon Pledge / PRI /

Sida - Swedish Leadership for Sustainable Development :

& Swedish Investors for Sustainable Development
/ The Portfolio Decarbonisation Coalition ***

CDP / Montréal Carbon Pledge / PRI

Participated in the Swedish
Investment Fund Association’s
working group on carbon
footprint methodology

Yes

No

Yes

Yes

Yes

Yes

Yes***

Yes

Yes

* Member of CDP Water Advisory Council
** Member of CDP Water Advisory Council

***Board member
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Annex 3: Engagement with companies and financial actors

AMF

DANSKE BANK

HANDELSBANKEN

LANNEBO

LANSFORSAKRINGAR

NORDEA

Joint company and sector engagement:
On-going PRI engagement with 126 companies to measure and dis close at least
scope 1 and scope 2 greenhouse gas emissions.

Joint company and sector engagement:
On-going PRI engagement on oil and gas exploration in off-shore Arctic.

On-going PRI engagement on no-go commitments from extractives companies in
oil, gas and mining relating to exploration of operations in UNESCO natural World
Heritage Sites.

Bilateral dialogues, results and joint company

and sector engagement:

Handelsbanken has had approximately 200 engagements - bilateral and pooled
during the period. Most of them are still on-going.

Shareholder action:

Handelsbanken filed three climate change related resolutions,
on the following topics:

- Methane emissions.

- Palm ail.

Lead on two CDP resolutions with two companies on carbon reporting.

Results:
Not successful, sold out the companies.

Joint company and sector engagement:
Engaged with 192 companies on climate-related issues in 2016.

Results:
In total, 25 climate-focused engagements had generated tangible results.

One example of an on-going proactive engagement is with 15 emerging market
companies on climate and water risks.

Results:

To date, four targeted companies have responded well to the engagement efforts,
including one Brazilian logging and pulp and paper company, and one Mexican food
producer.

Engagement with other financial actors:

Lansforsakringar evaluates external asset managers on sustainability criteria
under the three headings Organisational strengthening, Company engagement,
and ESG integration and analysis. Climate is part of the overall assessment, but is
not a deciding factor in selecting asset management companies.

Bilateral dialogues:
Nordea encourages all companies where ESG analysis is conducted, to set targets
for carbon reduction, and increased use of renewable energy:.

Results:
Improvements are not tracked in a way which is possible to present.

450 dialogues with companies in the Stars funds (represent two percent of AUM)
including climate focus during the period 2014-2017.
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SEB

SKANDIA

Joint company and sector engagement:
PRI engagement on climate lobbying targeting Rio Tinto, Chevron, and BHP.

Signed CDP letter on Water engagement sent to 23 companies in 2016.

Signed IIGCC investor letter sent to 67 companies on EU climate policy positions.

Shareholder action:

Nordea supported 49 climate change related resolutions. Provided information on
all proposals. Co-filed the resolution in the "Aiming for A" initiative in 2016,
requesting that companies stress test their business strategies against the Paris
Agreement 2°C or less scenarios.

Results:

Rio Tinto: 99.16% votes in favour,
Anglo American: 96.25% in favour.
Glencore: 98.07% in favour.

Joint company and sector engagement:

Participated in company dialogues conducted under PRI and CDP:

- PRI engagement with palm oil companies to achieve no deforestation,

no conversion of peat lands, no exploitation, and respect for indigenous peoples’
rights (25 companies)

- Carbon emissions from European utility sector (14 companies)

Company engagements through Hermes, which included a total of
146 environmental objectives.

Results:

- In 32 cases, companies had developed a credible strategy or
set stretching targets to address the concern.

-In 10 cases, companies had implemented a strategy or
measures to address the concern.

Shareholder action:

Through Hermes, SEB participated in the “Aiming for A” coalition,
which submitted resolutions to the AGMs of the companies, Total,
Anglo American, Glencore and Rio Tinto.

Results:

- Total's Board of Directors committed to climate reporting requirements,
and to publicly disclose its climate strategy in a 2°C scenario.

- Anglo American, Glencore and Rio Tinto committed to further action
on climate change.

SEB co-filed a climate-focused shareholder resolution at the Chevron AGM.

Results:
The company established an internal working group to examine what climate
information it might be able to disclose.

SEB voted in support of five climate-related resolutions during 2014 - 2017.

Bilateral dialogues:
Engagement with 16 mainly US-based utilities companies to align company
strategies with the 2°C target.

Results:
Majority of companies committed to climate action despite weak government com-
mitment.

Joint company and sector engagement:
Leading investor in on-going PRI engagement on carbon footprint disclosure
with 125 companies.
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SPP

Results:

One of two companies, where Skandia was lead has committed to in crease
climate-related disclosure. Preliminary estimates from August 2017, indicate that
at least 10-15% of the targeted companies have committed to reporting carbon
footprints.

Collaborative engagement on oil and gas exploration in the Arctic,
coordinated by Mirova.

On-going collaborative engagement with 10 companies on alleged
opposition to climate change mitigation.

On-going collaborative engagement with 40 companies on norm breaches
related to climate change, including rainforest destruction, land grabbing
and illegal logging.

Results:

Some improvements in increased climate disclosure, new or more ambitious
targets, and increased use of renewables.

Bilateral dialogues:
Bilateral contacts focusing on climate change with 67 companies during
the period 2014-2017.

Results: Not detailed.

Letter in 2015 to 77 European oil, gas, utilities, and materials companies
encouraging them not to lobby against climate and energy policy development.

Results: Not detailed.

On-going engagement with palm oil companies on no deforestation, no conversion
of peat lands, no exploitation, and respect for indigenous peoples' rights.

On-going joint project with Statoil on implementation of TCFD recommendations
in the oil and gas industry.

Joint company and sector engagement:

2016: CDP letter sent to the following number of top European non-reporters on:
Climate Change (42); Forest Programme (27); Water Programme (23); and all on-
disclosing companies targeted in CDP's Climate programme.

PRI engagement on methane emissions with companies in oil and gas industry.

Shareholder action:
Voted on 2 climate change related resolutions, both on
- Statoil: Divestment from operations in tar sands, Canada.

Engagement with other financial actors:

- 2016 letter to all external fund managers asking them to calculate their carbon
footprint and if they had signed the Montréal Carbon Pledge.

Result:

- A majority has sent in results of their carbon footprint calculations.
- Very few have replied that they are Montréal Carbon Pledge Signatories.

- PRI letter sent to 62 global banks asking them to disclose climate-related
information in line with TCFD recommendations; not to supply capital for carbon
fossil production or supply; and redeploy capital into low-carbon investments.

- 2016: Letter to the US Securities and Exchange Commission on investors' need
for disclosure of material carbon asset risks (CAR) in oil and gas sectors
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SWEDBANK

Bilateral dialogues, results and joint company

and sector engagement:

Climate change related topics have been raised with around 300 companies
in bilateral meetings by analysts 2014-2017.

Reaching approximately 200 companies through participation in three on-going
joint UN PRI thematic engagement initiatives on climate change
(disclosure, methane and power generation).

Example of result, concluded PRI engagement:
- Improved climate disclosures by shale oil extraction companies, and production
of a guide for further investor engagement with carbon emissions focus.

Shareholder action:
Voted in support of 37 climate change related resolutions.

Highlighted the following examples:
- Occidental Petroleum: Climate change assessment report,
methane emissions and flaring targets.

- Exxon: Report on impacts of climate change policies,
report on methane emissions.

- Chevron: Report on transition to a low carbon economy,
Recommended independent Director with environmental expertise. Etc.

- Glencore: Approve the strategic resilience for 2035 and beyond.
- BP: Approve the strategic resilience for 2035 and beyond.
- Royal Dutch Shell: Strategic resilience for 2035 and beyond.
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Annex 4: Engagement with policy-makers and regulators

Actor
1 AMF

2 Danske Bank

3 Handelsbanken
4 Lannebo Fonder

5 Lansforsakringar

6 Nordea
7 SEB

8 Skandia
9 SPP

10 Swedbank

Examples of engagement with policy-makers and regulators
N/a

e Signed letters to G20 and G7 leaders calling for support for the Paris Agreement
and its implementation in 2015, 2016 and 2017.

N/a

N/a

e Signed letters to G7 and G20 governments calling for support for the Paris Agreement
and its implementation.

e Signed an initiative to encourage greater sustainability focus in credit ratings together
with PRI, seven credit rating institutes, and 111 other investors. As a result, in 2016 one
agency developed a model for integration of sustainability factors in credit ratings.

e Co-chair of UNEP FI Water and Finance work stream;
e Attended UNFCCC COP 22;
e Responded to HLEG questionnaire as part of stakeholder consultation;

e Signed letter to G7 and G20 governments calling for continued support for the Paris
Agreement;

e Signed European Financial Roundtable letter to G20 leaders calling for formal acceptance
of the TCFD recommendations;

e Supported development of European Financial Roundtable cases studies, and expressed
full recognition of the importance to tackle climate change and play a role in supporting
Europe's transition to a low-carbon economy:.

e Responded to HLEG questionnaire as part of stakeholder consultation;

e Participated in two meetings with the Swedish Minister of Financial Markets and
Consumer Affairs on regulatory constraints for sustainable investments, and on
possibilities and challenges for the financial sector in relation to Agenda 2030.

e Met with Swedish Government-appointed expert on frameworks for Green Bonds;
e Signed investor letter to G7 and G20 governments on climate change;

e Responded to HLEG questionnaire as part of stakeholder consultation.

e Engaged with Swedish Departments of Finance and Foreign Affairs on possibilities
for increased investments in green bonds.

e 2015 PRI investor letter supporting the Paris Agreement;

e As a board member of the Norwegian Norge 203040 initiative, engaged with
Ministry of Finance and the government expert committee for green competitiveness;

e Part of a trade delegation to Japan, where climate change was discussed with the
Japanese Ministry of Economy, Trade, and Industry and other leading politicians and
financial industry representatives;

e Contributed as a speaker at a Bloomberg - Oxford University conference
on stranded assets;

e PRI investor letter urging G20 to stand by Paris Agreement and drive its implementation.

e Signed 2017 PRI letter to G7 and G20 governments to put climate change on their finance
minister's agenda and support the Paris Agreement;

e Ad hoc regulator dialogues through PRI, CDP, and norms and engagement service providers.
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