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Net zero emissions in operations

and supply chain by 2050

The first version of this report was published in June 2021 in
conjunction with SKF’s net zero announcement. Now, in April
2023 we are pleased to publish the third version in which we
update on the latest progress and developments. One particu-
larly important development which occurred in March 2023
was the formal approval of SKF’s near- and long-term climate
targetsby the Science Based Target Initiative (SBTi). This con-
firms that our goals and plans are aligned with the 1.5-degree
scenario (in fact they exceed it). The working with SBTi to gain
this approval we have aligned on that organizations use of
standardized terminology related to decarbonization and net-
zero. We have also increased the scope of our goals to include
some down stream impacts from customer use of our products.
This paper has been updated to reflect these changes.

SKF continues its quest to be a sustainability leader within
the industry. Downstream, this is achieved through expanding
our clean technology business and offering solutions that
reduce customers’ environmental impact and energy use, as
well as aiding their transition towards circular, net zero busi-
ness. We are also leading the way by improving sustainability in
our own operations and throughout the supply chain.

Since the late eighties, SKF has been pursuing its sustainability
agenda through increasingly tough targets and customer focus.

We have been successful in reducing energy use and emis-
sions in our manufacturing operations, whilst increasing turno-
ver. In June 2020, SKF announced that all its manufacturing
sites will be decarbonized in their own operations! by 2030. This
will be achieved primarily through energy and material effi-
ciency improvements and by switching to renewable energy
In 2021, SKF announced its target to achieve net zero emis
sions throughout the value chain, by 2050. While 2050 may
seem far off, this task is difficult to achieve, especially consider-
ing the significant carbon dioxide emissions caused by current
steel production methods. Our targets have been prepared,

within the organization, by the people who will be responsible
forachieving them. All targets include all greenhouse gases, not
only carbon dioxide.

In 2021, SKF joined the Science Based Target initiative. The
SBTi has approved the Group’s goals and confirms that they are
in line with the Paris Agreement (the 1.5 degree scenario). This
means achieving net zero global emissions by 2050, at the lat-
est, to limit global warming to 1.5 °C.

For the baseline year 2019, we have estimated that SKF's sig-
nificant scope 1, 2 and 3 emissions amounted to be approxi-
mately 3.5 million tonnes of CO,e per year. The largest percent-
age is caused by sourcing direct material — primarily steel and
steel components — followed by emissions from the down-
stream use of certain SKF products, then our own operations
and logistics.

We have set a credible, transparent and bold path to reach net
zero emissions in 2050. This is broken down into five-year
interim targets for each category. This enables us to adapt our
targets, as new technology and government policy evolve.

Even if the pathway to zero for a specific sub-target is not fully
defined, we must find viable options to achieve them through
direct means, advocacy or a combination of both. The transition
of global steel production to carbon neutrality is a massive under-
taking and there are limitations to how much change SKF can
affect unilaterally. Therefore, we have joined with other industrial
steel consumers to advocate for the necessary structural changes
by joining the SteelZero and ResponsibleSteel initiatives.

Our targets are based on understanding the complete life
cycle. This means we will prioritize action that makes the biggest
impact, while avoiding unintended negative trade-offs. We will
be aware of and address other risks — such as human rights, bio-
diversity and other ESG objectives that may be relevant. The net
zero target is an important step in future-proofing the company,
in the eyes of our investors, customers and employees.

1. Afactory with decarbonised operations is one which has achieved at least a 95%* reduction in scope 1 and 2 emissions through energy efficiency

and the use of renewable energy.
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1 Introduction and summary of developments since launch

Science tells us, unequivocally, that climate change caused by
human activity presents an existential threat to life on this
planet. Greenhouse gas emissions caused by humans need to
be reduced rapidly to net zero by 2050, at the very latest. For
this to happen, the global economy needs to transform from
being fossil fuel dependent to being carbon free, hyper efficient,
circular, and clean. The sixth report from the Intergovernmental
Panel on Climate Change (IPCC), made clear the severity of the
problem and the urgent need for profound action — defining this
point in history as ‘code red for humanity’.

At SKF, we see it as a moral obligation to our customers,
shareholders, employees, and future generations to do
everything we can to help realize this transformation. We also
see that by doing so, we are positioning the company to capital-
ize on the most important strategic prospect in many decades.
By far, SKF’s largest contribution to this transformation lies in
what we can do with, and for, our customers.

With our strategic focus on clean technology industries (at all
stages of industrialization), we are developing products, solu-
tions and services that help enable these technologies, making
them competitive and supporting the need for rapid growth in
the coming years.

We can enable significant energy and carbon savings for our
customers, in all industries, by optimizing the design of our
products. We are making them lighter, more efficient, longer
lasting and repairable, as well as improving the performance of
our customers’ products by optimizing system designs, through
advanced modeling and simulation, for example.

Our service offering including condition monitoring, reliability
services and asset optimization is fundamentally about the
removal of waste from customer processes and value chains.
Such contracts eliminate energy, material and transportation
waste — by eliminating these, we also reduce emissions.

With a combination of these approaches, we have the poten-
tial to make a profound contribution to the transition to a carbon
free world and, at the same time, drive innovation and growth
for SKF and its customers. But our moral and business obliga-
tions do not stop with our ability to enable transformations with
customers. We must also address the carbon emissions of our
own operations and activities, as well as those in our extended
supply chain. It’s true that the scale of these impacts may be
relatively small, compared to those of our customers’ products,
processes and systems, but they are still significant. By
addressing them, we set a positive example for our customers,
suppliers and other stakeholders, and create long-term competi-
tive advantages by reducing costs and risks.
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SKF has been measuring and acting on carbon emissions
from our own production activities for more than 20 years. We
have achieved sustained economic growth, while reducing our
CO,e impactin real terms. We have also been working, for sev-
eral years, to understand and reduce the carbon impact of our
suppliers, as well as other activities such as logistics and busi-
ness travel.

In recent years, there has been a clear increase in global
understanding of — and action on — climate change. This is
reflected in dialogue and input from our customers, suppliers,
the investor community and from governments in almost all our
markets. Increased awareness is driving change in the business
community and giving rise to new legislation that we believe
creates new opportunities for SKF to make significant progress
—not just in our own operations, but with our suppliers, busi-
ness partners and throughout the value chain.

Net zero emission operations and supply chain

It was with this perspective that in 2021, we announced our
target to achieve net zero emissions throughout SKF’s value
chain). We intend to achieve this overall objective before 2050.
We will reach some goals much sooner. We will, for instance,
decarbonize (1)SKF own operations by 2030. We applied a few
basic principles in developing our overall objectives, along with
the various sub-targets (each of which concerns a different area
of activity).

—_

The targets (near and long term) must be aligned with the
most ambitious aim of the Paris Agreement and with what
science dictates is necessary to reduce the destructive
impacts of climate change. This means net zero global emis-
sions by 2050, at the latest, in order to limit global warming to
1.5 °C. This has been confirmed by the SBTi in March of 2023.

2 We have set interim targets (2025, 2030 etc.) for each of the
main goals — defining our short and medium-term ambitions
in alignment with the long-term goals. We will also review the
scope and ambition as we go forward — taking any chance to
increase the rate of achievement or expand the scope, as the
global situation evolves, and new technologies emerge.

3 Evenif the full pathway to zero for the specific sub-target may
not be fully defined, we must seek viable options for SKF to
address its achievement through direct means, through advo-
cacy or with a combination of both.



4 Ourtargets are informed by understanding the complete life
cycle. This means our priorities are based on the degree of
impact and the avoidance of unintended negative trade-offs.
We should also be aware of, and address, any other risks —
such as human rights, biodiversity and other ESG objectives
that may be relevant.

5 We must have (or be confident that we can develop) credible
methods to follow up and report on our progress, both inter-
nally and externally.

While these principles were applied in the development of the
targets which address all the material carbon impacts within
the scope, the actions needed to deliver on each target differ
depending on the position in the value chain and what practical
options SKF has to assert influence. For example, the 2030 tar-
get for our own operations will be achieved by improving energy
and material efficiency and by switching to 100% renewable
energy. We have direct influence and control on these matters. A
different approach is required for up-stream emissions associ-
ated with the production of steel (our most important material
input). SKF is a relatively small end customer for steel producers

and the possibility to exert unilateral influence is limited. While
we will continue to work directly with our steel suppliers to make
use of emerging low embodied carbon steel technology, a
broader approach is also needed. Therefore, we work with other
likeminded industrial steel consumers to advocate for short,
medium and long-term changes that will drive the transition
towards a net zero steel industry. We do this mainly through our
active membership of SteelZero? and the Responsible Steel
Initiatives®. Advocacy of this kind is an important part of our
overall approach. The global transformation to carbon net zero
emissions cannot be achieved by the business community
alone — the market failures exposed by this crisis must be
addressed through bold, coordinated policy initiatives by gov-
ernments around the world. Through engagement in mul-
ti-stakeholder initiatives, such as SteelZero, RE100 and SBTi, we
intend to advocate for positive and binding outcomes, for exam-
ple from the UN climate negotiations. These outcomes should
include policies and regulations which will internalize the true
cost of carbon across all markets and will incentivize and sup-
port the industrialization and deployment of relevant clean
technology solutions.

2. https://www.theclimategroup.org/steelzero 3. https://www.responsiblesteel.org/
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Developments since SKF’s net zero
Launch

Since the announcement of our climate targets 2030 and 2050
in October of 2021, we have been working hard to evolve the
strategy and continue with its execution.

SKF has established a global net zero program which is tasked
with coordinating and driving the many actions and changes
that need to take place across the organization. A program board
has been established with senior representatives from the
regions, business areas and functions such as R&D, purchasing,
sales and communications. Further detailes of actual perfor-
mance and progress can be found in SKF annual report.

Under the renewed focus from this board and with the full
support and drive from the Group Management, the net zero
journey has accelerated

Despite increased sales and production volumes, work to
reduce our scope 1 and 2 emissions delivered an absolute year
on year reduction of 15% in 2022 and SKF is on track to deliver
on its 2030 target. We see continually improving energy effi-
ciency in our operations, and the recent energy crisis in Europe
has further increased the focus on delivery in this area. We have
made good progress with increasing the share of renewable
electricity used at SKF facilities — this increased from 40% in
2020 to more than 50% in 2022.

In addition to our efficiency and renewable electricity goals,
we are also progressing with our plans to eliminate fossil fuel
use at SKF facilities, as evidenced by the announcement in Jan-
uary 2022 of SKF’s Gothenburg facility as our 3rd factory with
decarbonized own operations.

In January 2022, SKF included net zero performance as part
of the company’s short- and long-term bonus program. This
incentivizes more than 9500 SKF employees across the world to
deliver on our targets in the short, medium and longer term.

Having fully utilized its previous green bond (300 M Euro —
issued in 2019) in September 2022, SKF issued its second green
bond, this time for 400 MEuro. The bond was well received in the
market and the funds are already being invested in making SKF
and our customers more energy and carbon efficient in many
ways.

Looking upstream at scope 3, SKF has set up a net zero steel
program and team with members from purchasing, R&D, sales,
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manufacturing and sustainability. This team is working to evalu-
ate and pilot the use of emerging low-embodied carbon steel pro-
duction technologies such as hydrogen based direct reduction as
well as adaptation to existing scrap-based production methods.

Through its purchasing organization, SKF is working directly
with all its major steel suppliers to understand their existing
energy and CO,e performance and their plans to drive reductions
in the coming years. We see a good development, with most sup-
pliers committed to significant improvements prior to 2030.

The Responsible Steel Initiative published the Responsible-
Steel International Standard V2 in September of 2022. SKF was
part of the multi-stakeholder group who helped to develop this
standard, and we see its publication as an important milestone
from a net zero perspective. This new version brings much
needed clarity and standardization to the measurement of GHG
impact and performance in the global steel industry.

In October 2022, SKF and the swedish steel producer Ovako
announced the production of Spherical Roller Bearing (SRB)
with 90% less emissions than its standard SRB bearing. The
bearing is manufactured in SKF’s factory in Gothenburg and
uses recycled steel from Ovako’s Hofors mill which runs on 97%
fossil free electricity.

During 2022, SKF made steps to better understand the
impact and GHG reduction opportunities for other direct materi-
als — notably rubber and plastics.

SKF ‘s work on reducing the GHG'’s associated with logistics
activities carried on despite headwinds caused by the global
disruption to logistics. A major focus has been on the avoidance
of airfreight and we see positive developments in this regard
during 2022.

All of this work is increasingly valued by our customers. We
see arapid increase in the number of cases where we provide
customers with Carbon Footprint information on the impact of
producing our products for them. We see that this is increasingly
part of their supplier selection and development process.

In May 2022 SKF launched an interactive CO,e dashboard
which helps customers better understand their upstream and
downstream GHG impacts. This tool is available free of charge
on SKF.com.



2 Scope of the targets

SKF is a complex, global industrial company. The greenhouse
gas emissions which result from its activities (either directly
orindirectly) come from numerous sources and geographical
locations. For many years, SKF has applied the Greenhouse Gas
Reporting Protocol to define, report and follow up this aspect of
the Group’s performance. The protocol defines three ‘scopes’ of
greenhouse gas emissions, depending on how and where they
occur.

Scope 1 refers to direct emissions generated at SKF facilities,
for example by burning fossil-based gas or oil.

Scope 2 covers the indirect emissions generated by SKF's elec-
tricity and district heat suppliers.

Scope 3 covers all other indirect emissions which occurin our
supply chain, both up and downstream.

Scope 3 emissions are further broken down by the GHG protocol
into several categories, illustrated below. All of these categories
have been evaluated in the preparation of the targets. Catego-
ries where the impact is too small to be relevant are excluded,
but all relevant categories are included in the targets.

Emissions counted under scope 3 — category 11 (use of sold
products) are further distinguished as direct and indirect use
phase emissions.

Upstream or downstream

Upstream scope 3 emissions

Downstream scope 3 emissions

Direct use phase emissions relate to products that directly use
energy during the use phase (such as electricity to power an
electric motor) and/or emit greenhouse gases during the use
phase. Less than 10% of SKF’s business involves the supply of
such products, however the impact and potential to contribute
to improved customer performance is significant and therefore
this aspect is included in the scope of our targets.

Indirect use phase emissions relate to products that indirectly
use energy during the use phase (such as energy losses due to
bearing friction). These are optional to report according to the
GHG protocol and for the reasons outlined below, SKF does not
include them.

To quantify and aggregate these savings as well as the emis-
sions associated with the normal running of our products across
more than 40 globalized industries in a meaningful way is
extremely challenging. This is due to the nature of the SKF product
offering and our position in the value chain. The same SKF prod-
uct can typically be applied in multiple different applications.
Each application has potentially very different energy use and
associated greenhouse gas impacts — defined by factors such
as the loads, speeds, and operating cycle as well as the energy
source applied in the machine or system. On top of this, a large
percentage of SKF's products are sold via our globalized distrib-
utor network — and very often it is not possible for us to know
where the product is applied (which customer, which industry).

Purchased goods and services

Cabital goods

Fule and energy related activities
Upstream transportation and distribution
Waste generated in operations

Business travel

Employee commuting

Upstream leased assets

© N O~ WY

9 Downstream transportation and distribution
10 Processing of sold products

11 Use of sold products

12 End of life treatment of sold products

13 Downstream leased assets

14 Franchises

15 Investments
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It is for these reasons that we are not able to measure orissue a
simple downstream scope 3 category 11 emissions reduction
target for the large majority of SKF’s business. We have dis-
cussed this with SBTi and they support that our approach isin
line with Greenhouse Gas Protocol.

SKF can significantly reduce customer emissions in three
ways:

1 Providing products and solutions which enable clean technol-
ogy industries, such as renewable energy generation.

2 Optimizing SKF products and/or customer systems — provid-
ing products and solutions that reduce weight and friction or
assist customers to design energy and carbon efficient
systems.

3 Applying reliability-based services and contracts that avoid
energy and carbon waste and optimize the customers pro-
cess performance.

Specific examples of the above can be found in appendix 1

Suppliers }

Target Net zero greenhouse gas
emissions in supply chain 2050

Scope 1direct

SKF has conducted numerous life cycle assessments (LCA) and
carbon footprint studies on our products and solutions over the
years. These studies show that these approaches to reducing
greenhouse gas emissions are often many times greater than
those associated with our own and upstream operations.

It is also important to note that, like many global industrial
companies with a diversified customer base, SKF operates in
sectors associated with fossil fuel extraction and energy gener-
ation. Specifically, the coal, oil and gas sectors. Our business in
these sectors represents a small proportion of SKF's overall
business.

Itis anticipated that these sectors will gradually transform or
become less relevant in the coming years depending on how
widely carbon capture and storage technologies are adopted.

SKF’s business in transportation sectors, such as automotive,
rail, shipping, and air is significant and growing. Many of these
sectors still use fossil fuels. However, a major part of SKF's R&D
work is currently supporting the transition to carbon neutrality
in these sectors.

With that said, figure one below visualizes the full value chain
as well as the scope of these targets.

SKF } Customers 4

Decarbonized greenhouse gas
emissions in operations 2030

SKF energy/heat generation

SKF vehicles

Scope 2 indirect

Purchased energy

Scope 3indirect |

Upstream transportation ~ Downstream
Direct material
Indirect material

All energy scope 3

Business travel

Manufacturing equipment

transportation by SKF

Waste to incineration,
recycling and landfill

Customer transport
Use of products

End-of-life treatment
of products

Employee commuting

ICT

Figure 1 Scope of the net zero emissions operations and supply chain target
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4 Carbon footprint and priority

SKF has worked with life cycle assessments since the early 2000s
and, over the years, we have conducted numerous studies on a
broadly representative sample of SKF products and solutions.

The knowledge acquired by doing this, together with a recently
executed organizational carbon footprint study, allows us to esti-
mate the size of greenhouse gas impacts for all the potentially signif-
icant activities occurring within the scope described above. These
are visualized in figure 2 to the right. Note that these figures are
revised compared to those published in the original 2021 discussion
paper. This is due to our gaining a better understanding of the
up-stream emissions associated with the steel which we source
(category 1) and the downstream customer use impact of SKF solu-
tions which generate direct use phase emissions . With this more
complete information, the total emissions are now 3.5 million. This
does not mean that more emissions occurred, just that we now have
amore comprehensive understanding of the true scope.

In order to make the greatest impact on reducing global emis-
sions, we need to prioritize. Therefore, we focus on, and start
with, those activities which make the greatest impact, meaning
some relatively small impacts will not initially be included in our
reporting. We will, however, find pragmatic ways to motivate our
suppliers and other actors to measure, and more importantly,
reduce their carbon impact. Eventually, we will make these com-
mitments a requirement for SKF’s suppliers.

Based on this, we have established the following sub-targets
and approaches.

Scope 3
3500 000

Tonnes CO,e

3000 000

2500000

2000000

1500 000

1000000

. Scope 1 =158 606 tonnes
Scope 2 = 361 960 tonnes
. Scope 3 = 3721449 tonnes

500000

. End of life treatment of sold products ‘ Waste generated in operations

Use of sold products Upstream transportation and distribution
@ Downstream transportation and distribution Fuel and energy related activities
Employee commuting Capital goods

. Business travel . Purchased goods and services

Figure 2 Estimated CO,e impact of SKF operations and other
activities in the scope, base year 2019. Source: SKF
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Scope 3, Category 1 (direct and indirect materials)

Direct material: This is the most significant contributor to our
upstream scope 3 emissions and covers the materials and compo-

nents which we buy, and which are directly applied in our products.

Most notably steel, but also materials utilized by SKF, such as rub-
ber, where the embodied emissions are high, and we purchase
large volumes. It covers impacts that occur at all stages of the sup-
ply chain — from raw material extraction and scrap sourcing to
steel production and subsequent processing (such as forging). Our
detailed approach to addressing these emissions is described in
section 5 of this paper.

Indirect material: SKF purchases indirect materials, such as work
clothes, consumables (such as hydraulic oil and other process
media), grinding wheels. Our LCA and carbon footprint studies
have shown that the emissions associated with the production of
these items are small in comparison to the other aspects listed
above. Therefore, indirect material is not included in the scope of
emission reporting. However, we will communicate our ambitions
and requirements to these suppliers and include our requirements
in our supplier selection criteria.

ICT

SKF uses IT services, such as servers and cloud storage, through
various arrangements. The emissions associated with providing
these services are estimated to be around 20,000 tonnes a year.
SKF will work with our network of suppliers to find low and, eventu-
ally, zero carbon solutions.

SKF own operations scope 1 and scope 2

This covers scope 1 and 2 emissions from electricity, gas, district
heat and other energy sources used at SKF facilities as well as
other GHG emissions related to the process (refrigerants etc). All
SKF factories, testing and research centers, larger warehouses and
offices around the world, are included. Our detailed approach to
addressing these emissions is described in section 4 of this paper.

All energy scope 3 (Scop 3, Category 3)

This refers to the GHG emissions resulting from the activities
which occur pre-energy generation and from the distribution and
transmission of the energy which SKF uses in our operations —
such as the extraction, processing and transportation of fuels used
in power stations or the embodied emissions which result from the
construction of a power plants (such as a wind turbine or a com-
bined cycle gas turbine). The impact is significant — 140,000
tonnes in 2019 — and we will contribute to reduce this in several
ways. Firstly, by moving away from fossil fuels, as described in
section 4 of this paper. We will avoid the upstream impacts associ-
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ated with their extraction, processing, and transportation (the larg-
est part of this impact).

Secondly, we will help to address emissions from power gen-
eration, distribution, and transmission equipment. We will do
this primarily by working with SKF customers in the relevant
sectors. For example, helping the cement and steel sectors to
move towards carbon neutrality, with SKF offers and solutions
that help avoid waste and emissions. Our engagement in mul-
ti-stakeholder initiatives like SteelZero and RE 100 will also pro-
mote and advocate for the necessary systemic changes in these
industries.

Scope 3, Category 4

(upstream transportation and distribution controlled by SKF)
SKF covers 80% of the emissions resulting from downstream flows
(where SKF controls the transport), and around 60% upstream. SKF
intends to further improve the process for collecting the upstream
emissions for these categories in the coming years.

Our detailed approach to addressing these emissions is described
in section 6 of this paper.

Scope 3, category 6 (Business travel)

This covers the emissions associated with business travel — flights
and the use of company vehicles. Business travel includes visits to
customers, suppliers, SKF facilities and other stakeholders. SKF
works to reduce this impact in several ways, including virtual meet-
ing tools, promoting lower carbon transportation (rail instead of air
travel for example) and the provision of low carbon company
vehicles.

Scope 3, category 7 (Employee commuting)

This covers emissions caused by 40,000 SKF employees traveling
to and from work and currently results in around 50,000 tonnes per
year. SKF is already working on reducing this in different ways,
such as increasing use of digital workplaces, encouraging lower
carbon transportation and providing bus services for employees.
We will intensify this work, primarily through national management
teams, as each country has different challenges and opportunities.

Scope 3, Category 11 (Direct emissions from customer use phase)
Although the majority of SKF's products have indirect use phase
emissions, a few products have direct ones. Examples of such
products are magnetic bearings, (and the corresponding electric
motors when provided along with magnetic bearings), lubrication
systems, RecondQil, and some solutions for the marine business.
Some of these products are classified as intermediate products,
like magnetic bearings and electric motors. Others can be a stand-
alone product system like RecondQil.



4 SKF's own operations (scope 1 and 2)

SKF's goal is to decarbonize its operations by 2030. This requires
that we reduce our absolute scope 1 and 2 emissions by at least
95% by 2030 from a 2019 base year.

This goal was announced in addition to the previously
announced goal to achieve a 40% reduction in carbon intensity for
bearing production, from 2015 to 2025. By 2022, we had already
achieved a 61% reduction. Our performance in figure 4 in meeting
the 2030 goal (both actual and projected) is shown below.

SKF has been measuring, reporting, and reducing greenhouse
gas emissions associated with our own operations for more than
two decades. By driving energy efficiency, waste elimination
and increasing the use of renewable energy, we have been able
to decouple business growth from emissions caused by our
production activities. This is illustrated in the figure 3 below.

Total Scope 1 and 2 CO e Market based
700,000
600,000
500,000
400,000

2019 = base year for trajectory

100,000

0

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

@=» Revenue @ Energyuse CO, emissions

Figure 3 SKF’s growth, in relation to energy use and greenhouse gas
emissions. Source: SKF

SKF’s plan to achieve this by 2030 is based on continued meas-

ures in two main areas.

1 Improving energy and resource efficiency within our
operations

2 Switching to renewable energy sources

We will invest in energy efficiency and renewable energy and
take all necessary measures to decarbonize our own operations
) by 2030. In line with the SBTi approach, we will not use carbon
credits as an emissions reduction method to achieve our 2030
target. However, we intend to neutralize any residual emissions
according to SBTi guidelines and criteria in relation to our 2050
target.

Improving energy efficiency in our own operations
SKF has a good track record in energy efficiency improvement.
The company was one of the first to adopt the ISO 50001 energy
management standard. Currently, 44 factories, which account
for more than 90% of SKF's total energy use, are third party certi-
fied, in accordance with the ISO 50001 standard.

The energy performance of each facility is monitored on a
monthly basis. Units are required to develop and execute yearly
plans. SKF will continue to invest in making its own operations

15 16 17 18 19 20 21 22 23 24 24 26 27 28 29 2030

Year

M Actual Trajectory

Figure 4 Progress and trajectory toward decarbonized operations by
2030. Source: SKF 2023 Annual Report

more energy efficient. In 2019, SKF issued a green bond of 300
million Euros. At the end of 2020, nearly 200 million Euros had
been invested — around 35% of that amount has been used for
measures that will improve the energy efficiency of SKF own
operations. The rest is related to investments which improved
the energy and carbon efficiency of our customers.

In 2022 SKF launched a second green bond, this time for 400
M Euro and this is already being applied for the same purposes
within SKF. Energy efficiency measures range from large pro-
jects — adopting new technology — to smaller incremental
improvements.

When consistently planned and prioritized we are confident
that these measures will continue to deliver significant savings
in energy, cost, and greenhouse gas emissions.

Step change solutions

At SKF, we firmly believe that further step changes in energy
efficiency can be achieved within our manufacturing operations
through innovation.

The widespread deployment of other innovations, such as
‘near net shape’ manufacturing — producing raw components
that require very little machining — will play an important role in
improving SKF’s energy performance and reduce up-stream

SKF 2023
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Innovationin heat
treatment reduces energy
demand by 85%

Heat treatment is required to achieve the func-
tional characteristics of bearing steel. In some
cases, part of this process requires quenching
the bearing components in molten salt. After
this step, the residual salt must be washed off
the components with water. In order to recycle
the water and salt it must be reconditioned by
distillation.

Conventionally atmospheric vaporizers are
used to do this, but SKF is using green bond
investments to fund the replacement of these
vaporizers with state-of-the-art vacuum vapor-
izers. As well as other process improvements,
this technology reduces the energy need for the
water distillation by around 85%.

At SKF, we can identify and implement many
step changes of this kind.

Measuring real energy performance

The energy performance of a factory is not easy to meas-
ure. Energy usage is influenced by many factors — of course
the effectiveness of the energy saving actions at the unit,
but also by other parameters such as production volume
changes and the weather. Since energy performance is
heavily influenced by these other factors, absolute energy
use is not a good way to understand performance. Simplis-
tic indexed energy use (dividing energy use by some meas-
ure of output) is also fairly meaningless — typically such
KPI's will show a good development if production increases
and a poor one when it drops — and this tells us nothing
about how well energy efficiency measures are being
applied.

For these reasons, SKF uses historical data of energy use
vs. output to establish an ‘energy signature’ of each factory
or unit. We then compare each new month’s performance to
this signature — if real improvement in energy efficiency is
being achieved, we can see that the unit performs better
than the signature predicts, and conversely if more energy
is used than anticipated by the signature for the given out-
put — we know something is wrong which triggers further
investigations.



impact. SKF's program to consolidate manufacturing operations
into fewer, larger facilities whose locations and capacity match
our customers’ footprint will also make a significant contribu-
tion to energy efficiency and carbon reduction.

Incremental improvement solutions
Below are some typical examples of, recently executed, incre-
mental energy efficiency.

Improved air quality and
heat recovery inside the
Gothenburg factory
reduced building heating
demand by 75%

By careful use of heat recovery, improved
machine air extraction and optimization of the
overall system a dramatic reduction in the
energy (and CO,e) needed to heat the factory
has been achieved.

Energy savings also result from measures that reduce or avoid
other forms of waste. Reducing scrap and re-work, for example,
will save not only the energy and emissions that would have
been generated within SKF’s own operations, but also those
upstream in the supply chain. As SKF drives continual improve-
ment in our process quality, this also translates into improved
energy and greenhouse gas performance.

An investment in state of the art control
systems, funded by the green bond has
delivered a a significant improvement in

energy and CO,e performance at the German
plant when it was implemented in late 2022.

Promoting Behavior Based
Energy Savings

Several SKF units are applying a concept called
‘Green Kaizen’ to encourage and support the bluecol-
lar workforce in the identification and realization

of energy savings.

Using a simple app, employees are trained to spot
and report energy waste or savings potential. These
improvement opportunities are then followed up by
maintenance or other functions — helping to improve
the overall energy performance and engage everyone
in the decarbonization journey!

SKF 2023
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Switching to renewable energy sources

Figure 5, to the right, shows the energy sources used within SKF ‘
during 2022.

Electricity accounts for around 72% of the total energy used
within SKF. We have been working to source or generate an
increasing share from renewable sources for several years. In
2022, more than half of the electricity used by SKF was from
renewable resources. SKF secures renewable energy in several
ways. We are supported by our third-party global energy service
provider (Schneider Electric), who advises us on when and
where to switch to renewable energy, in accordance with the
Green House Gas Protocol scope 2 reporting guidelines. Within
the EU, the company currently buys Guarantees of Origin (GO’s),
covering its energy use in all facilities in Germany, Italy, Sweden,
Spain, Belgium, and Poland. We also buy GOs to cover the elec-
tricity use in our UK operation

In Europe, we are currently working on a major virtual power
purchase agreement, which we intend to cover the demand from Power purchase agreements (PPA) renewable, 2.2%
several SKF operations in Europe. We also see important devel- Renewable power, on-site, 1.5%

Electric power, 71.2%
Natural gas, 16.6%
District heating and cooling, 6.8%

opments in the Chinese market, which we are now utilizing. In : :Z':f?“%

India, we have made extensive use of power purchase agree-

ments for both on-site and off-site solar installations. SKF also

makes direct investments in renewable electricity generation Figure 5 Total SKF energy use by source, in 2023.
— mainly solar PV. See the examples below. Source: SKF 2023 Annual Report

Direct investment in on-site photo-
voltaic systems at multiple factories

SKF has been installing solar PV generation at many of its loca-
tions around the world as well as securing local PPA’s for some
years. In 2022, we generated around 46 GWh in total from
these factories.

SKF already has Solar PV installed in our units in Steyrin
Austria, Shanghaiin China, Bangalore and Pune in India, Las-
silla in Mexico, Houten in the Netherlands, Boksburg in South
Africa, Busan in Korea, Tudela in Spain, Lansdale in the USA
and Gothenburg in Sweden. We are in the process of commis-
sioning new Solar PV capacity at a further nine units across PhOtOVOltaiC SOlaI‘ Energy
the world.

SKF’s Indian factories in Bangalore and Mysore have made
solar power purchase agreements and are now using more
than 80% renewable energy. The investment led to an annual
reduction in CO,e emission of, approximately, 15,000 tonnes
and reduced energy costs. SKF India has also installed solar
panels on the roofs of its facilities.

14 SKF 2023



RE100

°CLIMATE GROUP | S-cDP

As part of our wider goal to promote the decarbonization of the
global power sector, SKF joined the multi-stakeholder initiative
RE100 in 2020. RE 100 was established by the Climate Group
and is a global initiative bringing together hundreds of busi-
nesses committed to using 100% renewable electricity.

After electricity, natural gas represents the second largest
energy source in SKF own operations. This is typically used for
building and process heating, although there are two combined
cycle gas turbines (tri-generation — electricity, heating, and
cooling) at SKF factories in Italy. Substituting energy coming
directly from combustion of fossil based natural gas with renew-
able energy sources is often more challenging than switching
electricity sources because it requires a change of technology

1l

Energy Crisis

During 2022, the European energy crisis
resulted in dramatic increases in electricity
and gas prices and has introduced the possibil-
ity of energy shortages and rationing. From a
climate perspective, the crisis created short
term problems externally such as the re-intro-
duction of coal-based electricity generation in
some regions, but it also created some strong
tailwinds for decarbonization.

Higher energy prices mean shorter payback
times for technological solutions which pre-
crisis may not have been viable. SKF has set up
a European Energy and Carbon Savings office
— which is successfully driving accelerated
deployment of energy savings actions and
investments within the factories. Even if the
extreme volatility in energy prices is lower, the
team is still in place and driving accelerated
improvement in energy performance.

at the unit. However, SKF has already done this at several facili-
ties (see examples below). We are convinced that it will be pos-
sible to deploy these types of approaches across the Group to
achieve our 2030 goal.

District heating consists of steam or hot water, provided by
local utility companies, and represents around 8% of SKF's total
direct energy use. Typically, the system uses excess heat from
local electrical generation facilities. By using it at our factories,
we help electricity generators achieve far higher energy effi-
ciency. SKF also uses this heat for cooling via absorption chill-
ers (for example, in Gothenburg, Sweden).

SKF 2023
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SKF Gothenburg -
decarbonization summary

SKF's factory in Gothenburg Sweden became the
3rd decarbonized facility in January 2022. This
was the culmination of several years hard work by
the dedicated team in the factory. There are multi-
ple complementary elements that combined to
make this possible. The heating, ventilating

and air-conditioning (HVAC) system has been opti-
mized with heat recovery, improved insulation,
better air cleanliness and air handling. This has
reduced the energy requirement for building HVAC
by around 80%. The manufacturing process energy
efficiency has also improved significantly as a
result of multiple investments and activities.
On-site transportation has been fully electrified.
All energy is now sourced from renewable electric-
ity, biogas or ultra-low carbon district heat.

Biomass heating at the
St. Cyr facility in France

Since 2011, most of the energy needed for building and
process heating at SKF's facility in St. Cyr has been pro-
vided by an on-site biomass boiler, which reduces annual
CO,e emissions by 35%. The biomass material comes from
locally sourced agricultural waste.

Use of biogas derived district heat Geothermal heating at SKF Jinan
in Luechow, Germany in China

SKF Luechow has formed a partnership with a local CCGT SKF’s Jinan facility has a geothermal heating and cooling
operator that use biogas from agricultural waste to gener- system. 300 boreholes were drilled, 100 meters deep,

ate renewable electricity. SKF is supplied with excess heat to drive a heat pump system. This drastically reduces
from its gas turbine, for building and process heating. greenhouse gas emissions related to building heating
Annually, this reduces CO,e emissions by around 400 and cooling.

tonnes and saves 300,000 Euros.
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5 Upstream direct material (scope 3)

Purchased steel and steel components represent by far the
most significant volume of material sourced by SKF, in terms of
weight and value. This is because most of our products are pri-
marily made from steel. In 2022, SKF purchased around
622,000 tonnes of steel and steel components. In comparison,
SKF purchased around 5,000 tonnes of rubberin the same
period. Rubber is the second most important material sourced
by SKF, as it is used in finished seals or as a raw material to pro-
duce our own seals.

We know from numerous product carbon footprint studies
that the embodied carbon in the steel materials and compo-
nents we buy represents between 60 and 90% of the total emis-
sions generated in our value chain from raw material extraction
to finished product delivered to the customer. Figure 6 below
illustrates the carbon footprint of an SKF product. In this case,
an automotive wheel bearing.

For these reasons, we have prioritized decarbonizing the
upstream value chain for steel. Most of the measures defined in
our short and medium-term plans, in this area, are related to
steel. As we progress with our work on steel, we will expand the
scope of our activities to other significant purchased materials
and components.

SKF targets for scope 3 direct material emissions

Our long-term target is to achieve net zero emissions by 2050 and
our direct material sourcing is a main focus are to achieve this
target. To help achieve this, we have defined interim targets and
measures that will be completed by 2025, 2030, 2035 and 2040.

The further into the future our interim targets are, the more
uncertainty there will be about the options available. Therefore,
we will continually review these targets and, where possible,
increase the level of ambition, for example if this is made more
feasible due to policy implementation or technological deploy-
ment. In all cases, the base year for reduction targets is 2019.

Before going into detail about the interim goals and actions, it
is worth reflecting on the nature of this challenge and the meas-
ures available to achieve them. Steel is by far the biggest source
of scope 3 emissions in SKF’s direct material supply chain. Steel
production is highly energy and carbon intensive, using existing
technology. Steel processing (forging, for example) is also
energy and carbon intensive.

The complexity of steel decarbonization varies significantly,
depending on the production method used. For example, it is far
easier to decarbonize steel produced primarily from scrap than
steel produced from iron ore. The decarbonization of scrap-
based steel production primarily requires a source of renewable
electricity to run the foundry, whereas carbon neutral ore-based
steel production requires an entirely different process. It is
widely acknowledged, within the steel industry, as well as by
organizations such as the United Nations and the International
Energy Agency, that decarbonizing global steel production will
require the investment of trillions of euros and take several dec-
ades. Indeed, 2050 is seen as a highly ambitious and bold time-
frame within which to achieve this.

Raw material

Supplier

Transportation to SKF

SKF manufacturing ° o o

Figure 6 The carbon footprint of an SKF wheel bear-

Rolling Flanged Small Outer Seals and
elements innerring innerring ring flinger

ing (cradle to customer gate) Source: SKF

Cage Grease
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One could argue that SKF could speed up the decarboniza-
tion of its steel supply solely by sourcing scrap-based steel
(which has less than half the embodied carbon, compared to
ore-based steel), but this would lead to sub-optimization. This is
because global demand for steel far exceeds available scrap
levels and will continue to do so. Much of the infrastructure
needed to achieve net zero emissionsrequires steel as a funda-
mental material, therefore, demand is projected to increase
significantly.

If SKF (and other companies) were to source only scrap-based
steel, it would lead to an increase in its price. This would nega-
tively impact our competitiveness. The need for ore-based steel
would remain the same but SKF would, effectively, be opting out
of exerting an influence on this part of the sector. From both an
environmental and commercial perspective, we consider that
the responsible course of action is to promote decarbonization
throughout the steel industry in pragmatic and effective ways.

It is important to be realistic about how much influence SKF,
as a single company, can have on this global challenge. We are
already working with our suppliers to improve energy and car-
bon efficiency and will, as part of our overall supplier selection
and development approach, give preference to those suppliers
who take a proactive approach. However, SKF represents only a
small percentage of total demand for our steel suppliers. There
are limitations to our influence on the supply chain by working
unilaterally with our suppliers and sub-suppliers.

Addressing these issues, therefore, must include working with
otherindustrial steel consumers to advocate for short, medium
and long-term structural changes that will decarbonize the steel
industry. In practical terms, we are doing this bybeing active
members of SteelZero and the Responsible Steel Initiatives.

°CLIMATE GROUP

STEELZERO
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SteelZero is a global multi-stakeholder initiative formed by
the Climate Group with a similar concept to RE100 for renewa-
ble electricity. It brings together leading organizations to speed
up the transition to a net zero steel industry. The overall aim of
the initiative is to achieve this before 2050.

The Responsible Steel initiative is a global multi-stakeholder
initiative which works to address overall sustainability chal-
lenges within the steel industry (including climate change)
through the development and deployment of certification
standards for the various actors in the steel supply chain.

The SteelZero initiative was established in 2020. SKF was
one of the first global industrial companies to join. We intend to
use our influence to encourage both customers and suppliers to
consider joining — thus taking the lead in advocating for a decar-
bonized steel industry. While the aim of SteelZero is to achieve
net zero global steel production by 2050, companies signing up
to the initiative must also commit to interim 2030 goals. These
are included in SKF’s interim goals, as defined below.

2025 Interim goals

SKF has been working to improve energy and carbon efficiency
with its energy-intensive suppliers for several years. For exam-
ple, we require major, energy-intensive suppliers to adopt the
ISO 50001 energy management standard. Our target is to build
on and accelerate this work so that, by 2025, we can achieve an
absolute reduction of 13%, in comparison to 2019. This will be
achieved by the following measures.

1 Between now and 2025, all SKF suppliers with an annual
energy use over 10 GWh at the site (or sites) delivering to SKF
will be required to have an emissions reduction plan.

2 SKF will review these plans and incorporate its evaluations
into the overall supplier selection and development process.
Suppliers in the scope that do not provide an adequate plan
will risk deselection.

3 We aim to reduce embodied CO,e by, at least, 15% in the forg-
ings, rings and rolling elements that SKF purchases (with
2019 as a base). This will primarily be achieved through the
increased use of renewable energy by our suppliers.

It is encouraging to note that several progressive steel
producers are pioneering the development of technology to
decarbonize steel production, as illustrated by the cases on
the next page.



SKF and steel supplier Ovako
reach milestone in journey
towards net zero bearing
production.

In October 2022, SKF and the swedish steel
producer Ovako announced the production of
Spherical Roller Bearing (SRB) with 90% less
emissions than its standard SRB bearing.

The bearing is manufactured in SKF's
decarbonized factory in Gothenburg and uses
recycled steel from Ovako’s Hofors mil which runs
on 97% fossil free electricity.

SKF in collaboration to
speed up development of
fossil-free bearing steel

In October 2021, SKF announced its collabora-
tion in the development of fossil-free bearing

steel with Lulea University of Technology’s

CHZ2ESS initiative. As part of the collaboration,

SKF will participate in and fund research
within hydrogen use in industrial processes

and energy systems, speeding up the develop-

ment of fossil-free bearing steel.

SKF 2023
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As the number of customers seeking to reduce their up-stream
(scope 3) impact increases, we will support them and create
added value by quantifying the CO,e embodied in the finished
products we deliver to them.

SKF has created a tool which allows us to calculate steel-
related, upstream embodied CO, ¢, as well as that resulting from
our own operations. This is described in the text box below. We
use this tool and the data it generates to help customers design
and specify lower embodied carbon products. We see that our
longstanding focus on climate results in lower embodied carbon
products, compared with those of our competitors. This gives
SKF a competitive advantage, lower scope 3 emissions for the
customer and lower emissions overall.

The software executes CO,e calculations, based on data
input and connected databases. The databases incorporate the
supplier's emission data (according to energy source), relevant
machine operation (and their power source) and a short list of
furnaces (with their climate footprint). The algorithm takes into
account the mass of steel utilized, process performance and
energy use, which enables SKF to work with our suppliers and
drive down emissions.

How it works

INPUT } General info

Ring weight Data base
« Input weight
« Forging weight

« Final weight

OUTPUT

Raw material

On top of manufacturing emissions, the software includes the
possibility to calculate transportation emissions for:
* Road
* Rail
* Sea
* Air
by using the algorithm provided by SLS (SKF Logistic Service).

2030 Interim goals

By 2030, we aim to reduce direct, material-related greenhouse
gas emissions by 32%. We will use the following measures to
achieve this:

1 We aim to achieve a 40% absolute reduction, at least, in the
embodied CO,e from the forgings, rings and rolling elements
that SKF purchases (with 2019 as a base year). Primarily, this
will be achieved through the increased use of renewable
energy by our suppliers.

2 All major SKF direct material suppliers (not just steel and forg-
ings) will be included in our scope 3 reporting and will have
submitted an emissions reduction plan, which will be evalu-
ated in the sourcing plans.

o
Processes
Machines Data base
data base * Road
* Rail
Manual input « Ocean
(process - Air
arameters
P ) Manual input
* Load
« Distance

CO,e emission report
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In accordance with the SteelZero initiative, we will ensure that
at least 50% of all sourced steel is either;

1 Responsible Steel certified,

2 coming from steel companies with approved SBTi targets or

3 low embodied carbon steel — see figure 7 below. This can be
achieved by each criteria or by a combination of them.

Adopting the SteelZero criteria allows us to promote the use of
the Responsible Steel standard, throughout the supply chain
and thereby also address other environmental issues, as well as
broader sustainability issues, such as human rights, throughout
the value chain.

By encouraging suppliers to follow our lead, and have their
climate targets approved by the Science Based Target initiative,
we will be helping our steel supply chain to reach net zero global
emissions by 2050, at the latest, in order to limit global warming
to 1.5 °C. By applying the SteelZero definition of low embodied
carbon steel (figure 7 — below), we acknowledge the complexity
of decarbonizing the steel sector and signal our aim to promote

the use of best-in-class steel suppliers — from companies pro-
ducing scrap-based steel and those producing mainly from ore.

2035 interim goals

Our target is to reduce this scope’s emissions by 43% before
2035. This is based on the assumption that the global infra-
structure to produce low carbon steel will grow at a significant
rate. We aim to achieve a 60% reduction in the greenhouse gas
emissions associated with our purchased forgings, rings and
rolling elements. By 2035, we will also require a minimum reduc-
tion of 20% in embodied carbon from our steel and rubber
suppliers.

2040 interim goals

By 2040, we expect to have reduced this aspect of our green-
house gas emissions by 60%. In order to achieve this, at least
40% of the steel sourced by SKF must come from carbon neutral
steel plants. Emissions related to forging, ring and roller suppli-
ers should be reduced by 80%, and by 70% from our plastic and
rubber direct material suppliers.

GHG emissions intensity (metric tonnes of CO,e/metric tonne crude ¢

1.6
1.4
1.2
1.0
0.8
0.6
0.4
0.2
0

0 20 40 60 80 100
Percentage end of life scrap
Figure 7 The SteelZero initiative definition of low embod-

ied carbon steel (taking into account the percentage of
scrap use). Source: SteelZero.
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6 Logistics (scope 3)

Greenhouse gas emissions caused by SKF’s logistics activities
represent the fourth most significant impact (throughout the
value chain), after scope 3 emissions related to direct pur-
chased material (mainly steel), customers’ use of our products
(SKF’s products with direct use phase emissions) and scope 1
and 2 emissions from our own operations.

SKF has been measuring, publicly reporting and working to
reduce these emissions since 2011. As with direct materials,
SKF’s goals to reduce this aspect of ourimpact can be achieved
through direct SKF action, as well as industry-wide changes,
which SKF will advocate and promote.

SKF controls around 80% of its downstream logistics activi-
ties (delivering our products to our distributors and customers)
and around 30% of its upstream (incoming materials) logistics
activities. Our efforts, between now and 2025, will be focused
on these directly controlled aspects. Beyond 2025, we will
broaden the scope to include all significant logistical activities
into and out of SKF (upstream and downstream).

Our direct measures will accelerate in three main areas
Production and sourcing on aregional basis

SKF has already embarked on a major strategic initiative to
rebalance our manufacturing and supply chain footprint, so that
our factories and warehouses are closer to our customers, and
our suppliers are closer to our factories. We do this to increase
speed and flexibility, reduce costs and minimize the carbon
impact of transportation. SKF has made good progress with this
strategy in the last five years but there is still more to do.

CO,e per transport mode

‘ @ Arir317%
@ Road 24.9%
® sca33.6%

Rail 1.2%

’ . Express 5.6%

Total weight of goods transported
by different transport modes

\‘ Air 0.8%
Road 72.3%
Sea 25.7%
Rail 0.7%
Express 0.6%

Figure 9 Split of GHG emissions for SKF controlled transports in 2023.
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Optimizing modes of transportation

Mode of transportation significantly affects environmental
impact. For example, air freight generates at least 30 times more
greenhouse gas emissions than rail. Within each mode of trans-
portation, it is possible to select environmentally sound technol-
ogy — for example, trucks with efficient engines and lower
greenhouse gas emissions or zero carbon, electrically driven
trucks (see example below). SKF will continue to work with our
logistics providers on modes of transportation with lower and,
eventually, zero carbon impact, where possible.

Optimizing logistics efficiency

Having selected the most effective transportation mode, opti-
mizing its use from a cost and emissions perspective is integral
to our approach. For example, ensuring that fill-rates (the per-
centage of available capacity) in trucks and shipping containers
are as high as possible, lowers transportation emissions.

The GHG impact of SKF transportation in 2021 is illustrated
below in figure 9.

SKF will continue to take unilateral action, such as minimizing
airfreight, increasing railfreight and avoiding long-distance
transportation, by being closer to our customers and suppliers.

However, these measures will not achieve net zero emissions
on their own. Transformations must occur throughout the logis

tics industry. The decarbonization of land, sea and air trans-
portation is a major challenge. Major investment and a complete
overhaul of the current infrastructure will be required. Few spe-
cialists think the aviation sector can be fully decarbonized by
2050, without extensive carbon offsetting.

By setting goals for our logistics partners, SKF will be signal-
ing our support for transformation but, as with the steel industry,
our voice must be combined with other businesses and stake-
holders in order to drive the necessary changes. SKF is a mem-
ber of the Network for Transport Measures (NTM). The NTM pro-
motes and develops environmental work in the transport sector
and supports a common and widely accepted method for emis-
sions calculation, use of natural resources and improvements to
goods and passenger transportation.



SKF pioneers the use of
electric trucks at our factory
in Gothenburg, Sweden

In partnership with Einride, SKF has started to use fully electric
trucks, charged with 100% renewable electricity, to transport
products and components around the factory. This completely
eliminates the emissions that would have been caused by using
petrol or diesel power. This is an exciting, if small, example of
what'’s possible in decarbonizing logistics.

SKF 2023
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2025 Interim Goals

SKF has been working to reduce greenhouse gas emissions
caused by logistics for many years. In 2017, it issued its current
target — to reduce CO,g, per tonne km (for all SKF-controlled
logistics) by 40% by 2025 (with 2015 as a base year). This
equates to around a 20% reduction in absolute terms, compared
to 2019.

This has proven to be a very challenging target in recent
years. A volatile global market has led to increased demand for
airfreight (to resolve urgent transportation needs) and interre-
gional transition is taking longer than anticipated.

We are committed to the following measures in order to get us
on track to achieving the 2025 target.

—

SKF is increasingly using rail transport between
Europe and Asia (mainly China and South Korea).
This is faster than shipping, and reduces the need
for air freight. We estimate a reduction of around
14,000 tonnes CO e per year from this approach.
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Airfreight avoidance. We will improve approval processes
and work closely with customers and suppliers to shift from
airfreight to sea and rail transportation.

Decrease transport work. We will accelerate our inter-re-
gional activities and thereby lower the need for global trans-
portation work.

Decarbonizing transportation. We will set up new directives
for transport procurement and cooperate with our suppliers to
find new low-carbon solutions and possible cost-sharing
development projects.

Optimizing transportation. We will further reduce emissions
by deploying adaptive routing, using new software
applications.

Switch from road to rail transportation, from SKF
Gothenburg to SKF’s warehouse in Tongeren, Belgium.

This replaces 600 Trucks, saving around 200 tonnes
of CO,e emissions per year

SKF Logistics and Demand Chain operates a European
Transport network, dedicated to SKF volumes. The net-
work’s main purpose is to bring SKF products to the cus-
tomer, in an efficient and reliable way. The network con-
sists of full truck loads and part loads, where we follow
up our full truck loads by meassuring weight loaded/max
weight (fillrate). By working with parameters influencing
the ability to optimize the fillrate, we can avoid uneces-
sary transportation. SKF managed during H1 2022 to
increase the fillrate from 82% to 85%, a reduction of 300
full truck loads. This equals a saving of 300 tonnes CO.e.




2030 Interim goals

By 2030, we aim to have made a 35% reduction in transportre-
lated greenhouse gas emissions through the following
measures:

1 Completion of our region for region project (in order to reduce
global transport work)

2 Reduce emissions from all road transportation by 20%. This
will require replacing short and mid haulage with less car-
bon-intensive transport solutions, such as rail or short sea,
which uses energy sources other than diesel.

3 Increase use of green and clean ocean freight through the
usage sustainable marine fuels (SMF) on our ocean lanes

4 Increase usage of low carbon on-site transportation — electric
trucks, biofuels

5 Continue to mitigate our airfreight by expanding our rail pro-
gram and improve and shorten our supply chain lead times

Sustainable Aviation Fuel

At SKF, reducing our greenhouse gas emissions by
minimizing airfreight is a top priority. However, the
challenges of the global transport market mean that
some air freight will be a necessity for the foreseea-
ble future. In addition to air routing optimization and
finding alternative modes of transportation, we are
working on a more sustainable air freight concept.
Using Sustainable Aviation Fuel (SAF) would signifi-
cantly reduce our emissions. The availability of SAF
is currently limited (<1% of the global airplane fuel),
and it is expensive but we expect supply to increase,
in the coming years, as demand rises.

2035 Interim goals

By 2035, we aim to have made a 55% reduction in transport
related greenhouse gas emissions through the following
measures:

1 Increased usage of rail freight in Europe and between Asia
and Europe; mainly replacing air freight, but also ocean
freight as energy sources for the rail develops.

2 Fossil-free transportation at all SKF sites (Gothenburg pilot).
A specific plan will be established.

3 50% reduction of emissions for all last mile deliveries.

4 50% of all ocean freight to be carbon neutral.

5 Increased use of Sustainable Aviation Fuel (SAF).

2040 Interim goals

By 2040, we aim to have made a 77% reduction in transport
related greenhouse gas emissions through the following
measures:

1 Full decarbonization of last mile transportation globally (FTC)
2 70% of all ocean freight will be decarbonization
3 40% of all air freight will use SAF

SKF 2023
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7 Follow up and reporting

Internal drive and follow up

At SKF, we have been working with sustainability in general —
and climate change in particular — for more than two decades
and with good results. Our aim is always to find an integrated
way to manage the numerous topics within this wide and strate-
gically important area.

We do this by ensuring that people in the relevant functions
and processes understand the challenges in their context and
take ownership for delivering on the goals defined.

So, while SKF does have a quite sizable sustainability and

EHS organization with detailed competence who supportin
the development and realization of targets and strategy, in the
end our governance is set up so that responsibility to deliver the
results sits within the line organization — with the factory man-
ager, the manufacturing cluster director, the commodity pur-
chasing director, the regional sales director and so on.

This means the various KPI's which we already follow (and
those new ones which we will develop as part of this initiative)
will be used in the various operational and strategic governance
processes and bodies within SKF.

8 Conclusion and next steps

At SKF, we have focused on addressing climate change for
more than two decades and made significant contributions in
two fundamental ways. At SKF, we are determined to do our part
— to help steer the world away from catastrophic climate change
and strengthen our company at the same time.

Through the business we make — enabling our
customers' transition to a carbon-free world

and

Through the way we make business — relentlessly
driving the climate impact of our own operations
to zero.

The goals set out in this paper describe the next step in our
journey — defining, in detail, how we will drive emissions reduc-
tion to achieve our near-term targets by 2030 and achieve our
net-zero target by 2050. for the overall trajectory to net zero is
summarised in the graph to the right

None of this is easy. It will require focus and a huge effort from
our staff and suppliers throughout our value chain. It will require
change and innovation at a scale and speed never seen before.
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For example, the Group Management members responsible
for manufacturing in SKF (will continue, via their normal opera-
tional review meetings and twice yearly EHS and Sustainability
reviews to follow up on the energy and CO,e performance of the
factories and logistics operations. Similar meetings will then
occur at cluster (group of similar factories) and factory level.

External transparency and detail

SKF has been reporting scope 1 and 2 greenhouse gas emis-
sions since 2001 and has provided unit-by-unit and country-by-
country data, in conjunction with the Annual Report, since
2005. As we have progressed and increased the scope of our
activities for scope 3 emissions, we have added this into our
external reporting. We will continue with this approach — pub-
lishing data that proves our performance.

All this data will continue to be reviewed and checked (for
accuracy and completeness) by the Group’s Auditors. In addi-
tion, SKF will continue to respond to the CDP (Carbon Disclosure
Project) Climate Change Questionnaire and the results will be
made publicly available.

It will not only require cooperation between customers and
suppliers, it will take coordinated action from policy makers to
put a realistic cost on carbon emission and support the develop-
ment and deployment of technology.

At SKF, we are determined to do our part — to help steer the
world away from catastrophic climate change and strengthen
our company at the same time.

SKF decarbonization trajectory — net zero by 2050
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