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Foreword

In 2023, we faced a year of extremes. It was the hottest year on record by
some margin and the most active year for sustainability-related reporting
requirements. It was also punctuated by extreme weather-related events
all around the globe, from the devastating fire season in Canada to Asia’s
record-high temperatures to Libya’s destructive floods.

The first UN Global Stock Take and the outcomes of COP28 emphasised that
the world is not on track to achieve the objectives of the Paris Agreement. At
Nikko Asset Management, we are on track for our own climate commitments;
however, we know this is not enough. Sustainable investment continues to be
a strategic focus for us, and we continue to invest more into this area.

The journey to advance our sustainability practices begins with knowledge
and expertise. In 2022, we appointed our first global head of sustainable
investment and expanded and streamlined our ESG resources. As | said then,
among my top priorities were further growing our newly established Global
Sustainable Investment team, advancing our ESG integration, stewardship and
climate-change activities, and increasing the number of women in senior roles.
We have made advances in all of these areas. For example, we are proud to be
increasingly supporting climate shareholder resolutions at major companies
in Japan, a practice that is not yet widely adopted in the Japanese market. We
believe this is an important step forward and are confident that the industry
will follow.

On the wider stage, we continue to take an active part in several industry
groups promoting sustainability and better corporate practices. | was, for
instance, very pleased to be involved in the establishment of the Japan Chapter
of the Glasgow Financial Alliance for Net Zero and to participate in a discussion
about how Japan is to reach net zero by 2050.

Navigating a complex and fast-changing regulatory landscape for sustainability
reporting is a responsibility we take seriously — to support our clients to
achieve their climate goals and support real-world decarbonisation. To achieve
this, we need access to credible, high-quality climate data and scenario-
analysis tools. For this to happen, stability of methodologies of third-party data
providers is crucial, underscoring the need for regulatory intervention.

We believe it is important for our clients and the industry to be aware of these
methodological changes. We will continue to advocate for better-quality
climate data and climate tools in the pursuit of real-world decarbonisation.
Meantime, we do not shy away from difficult discussions around the
practicalities of achieving impact on the ground. Our focus goes beyond
headline figures to ensuring that we contribute to the decarbonisation of the
real economy.

Stefanie Drews, Group President



Introduction - who we are

Nikko Asset Management group
(Nikko AM) is a global high-conviction
manager with a diverse range of
individual investment teams who
operate independently but share a
common commitment to sustainable
investment. Given the diversity of our
investment teams and investment
processes, each investment team

is responsible for addressing,
developing, and implementing
itsown approach to sustainable
investing.

Global Citizen with Asian DNA

30

nationalities**

Our global investment capabilities
include active equity, fixed-income,
and multi-asset strategies. We also
have a complementary range of
passive strategies, including some
of Asia’s largest exchange-traded
funds (ETFs). We have a long history
in sustainable investing, beginningin
1999 when we launched Japan's first
socially responsible investment fund.
We were also early signatories to the
Principles of Responsible Investment
(PRI) in 2007.

949

usD

211.0bn*

total AUM

60+

Q
99 years in Asia
Extensive global resources Q
Q@ Japan @ Singapore @ Australia )
9 NewZealand @ UnitedKingdom @ Americas
9 China 9 HongKong @ Malaysia
@ Luxembourg @ Germany

Our Global Capabilities

Qualitative insight through a broad range of global investment capabilities

Total Assets Under Management (USD 211.0bn¥)

+

Carbon

Neutral
Organisation

B Total equity 66.2%

[ Total Fixed Income 8.3%

[ Balanced 5.8%

Equities

Cash Equivalent 13.3%

Fixed Income

Our People

Employees** across
all asset classes,
located globally

We have a diverse workforce that
includes 30 nationalities working in
seven cities across four continents.
While most of our assets under
management (AUM) and clients

are based in Asia, our long-term
business goal is to offer best-in-class
investment solutions for clients
worldwide.

224

Investment
Professionals**

109

Portfolio Managers**
with extensive,
and locally-driven
research coverage

One of the

largest

distributor networks in the Asian region

1st SRI Fund established in Japan*'

1st investment in-kind ETF established in Japan*'

1st Robotics Equity fund established in Japan*'

1st Asia ex-Japan REIT ETF established in Singapore*'

*1Based on Nikko Asset Management's research

Our Specialisations

Global, Asia Pacific ex Japan, Japan, Australia, China, New Zealand

Global Bonds, Green Bonds, Asian Local Currency, Asian Credit,

Australia, New Zealand

[l Atternative/Others 6.4%

Multi-Asset

Global, Emerging Markets

ETFs
Equities, Bonds, REITs

Nikko AM works with the UK-based international organisation Carbon Footprint Ltd. to offset carbon emissions for
our business operations through offset programmes, and has been certified as carbon neutral since 2018.

*Consolidated assets under management and sub-advisory of Nikko Asset Management and its subsidiaries as of 31 December 2023.
**Including employees of Nikko Asset Management and its subsidiaries as of 31 December 2023.
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Overview of Nikko AM Nikko AM governance
group governance

We implement cross-border
delegation arrangements whereby
the locally contracted Nikko AM
group office manages business
development, supported by local

NAM Board of Directors

Independent Directors

Global Executive

client-servicing teams. Portfolio Committee

management is delegated to the

respective regional Nikko AM entity Auditand
where the relevant investment Supervisory
expertise is based. R Committee

The Nikko AM Group Board delegates
responsibility for day-to-day decision-
making to our Global Executive
Committee (GEC), comprising
members of the senior management

Control functions

team, whose details can be found in Nikko AM Group's supervisory and governance structure includes an audit and supervisory
the leadership section of our website. committee. The role of the committee is to strengthen oversight and enhance our
The charts below show a simplified corporate governance framework.

representation of our group
governance structure.

Stewardship governance structure

Group Board of Directors

Independent Directors

Global Executive Committee

Global Stewardship functions Subsidiary-specific

Stewardship functions

ESG Global Steering
Committee Local Board
of Directors

Stewardship and Voting Independent Directors
Rights Policy Oversight
Committee
Local Proxy Voting
Independent Directors Oversight

Global Sustainable Local Stewardship
Investment Department Oversight



Nikko AM group
sustainability
governance

Governance of environmental,
social, and governance (ESG)
activities operates at both the
global and local subsidiary
level. The overall oversight

of our ESG activities is the
responsibility of the ESG Global
Steering Committee. It oversees
the integration of ESG within
investment teams, sets policy,
and develops strategy, makes
external disclosures, and
recommends ESG-related
initiatives and participation in
external bodies. On average, the
Committee meets on a quarterly
basis.

The ESG Global Steering
Committee is governed by the
GEC and, in addition, reports
directly to the Group Board. It is
chaired by the chief investment
officer, and its voting members
are the heads of our investment
teams worldwide, who are in
charge of ESG integration and
oversightin their individual
investment processes (including
company engagement and proxy
voting, where applicable).

Through these channels, the
Group Board is kept informed of
material climate-related risks and
opportunities while day-to-day
management is delegated to
relevant committees and senior
members of staff.

The Nikko AM group also has a
dedicated Global Sustainable
Investment Team that provides
expertise and support on ESG
matters.

This department is still expanding and is split into five functions:

1

Regional ESG specialists:
these are our ESG “all-
rounders” who work closely
with the investment teams
supporting their ESG
integration and stewardship
efforts. They also work closely
with our other functions, such
as client services and product
development, to ensure that
we deliver the best outcomes

for our clients across the entire

value chain.

3

2

Research & integration: this
function, which is still being
developed, is responsible for
supporting our investment
teams and ESG specialists with
subject-matter expertise and
ensuring we continuously
improve our integration
efforts. The function will
include, for example, an
environmental specialist to
help us enhance our activities
in this area.

Stewardship: this function will support and coordinate our firm-
wide stewardship efforts. It will aim to continuously improve our
stewardship activities, including engagement, proxy voting, and ESG
research, along with the respective disclosures.

4

Data & reporting: this
function is dedicated to
sourcing, storing, validating,
and disseminating ESG data
globally, as well as providing
support with ESG data
analytics and reporting.

ESG regulations: this function
is responsible for identifying,
assessing, determining, and
supporting our approach to
ESG regulations and standards
globally.



Global sustainable investment department governance structure

Group President Group Chief Investment Officer

Global Head of Sustainable Investment

Regional ESG Research and . Data &
T . . Stewardship .
specialists integration reporting

ESG regulation

As part of this structure, the global head of sustainable investment reports directly to the group president and group chief
investment officer. This ensures that senior executives in the company have oversight of ESG matters. Both the group
president and group chairman have key performance indicators (KPIs) to strengthen the firm’s ESG capabilities, which
include climate-related risks and opportunities.

As part of oversight of our progress in 2024, the global head of sustainable investment presents frequently to the Group
Board. For example, in early 2024 a presentation was made to discuss the progress and achievements of key ESG initiatives
across 2023. Likewise, our TCFD report is approved at the highest level, which includes approvals from the ESG Global
Steering Committee and the board, among other key stakeholders.




Regional sustainability
governance example

Although we have global .
sustainability governance to oversee Board of Directors

group ESG matters, including climate- -
related risks and opportunities, we :
retain regional flexibility that allows

each of our entities to further tailor Stewardship and Voting Rights Policy Oversight Committee
the approach regionally as required. (Majority of external committee members)

Oversight of proxy voting at our Japanese entity

Report v Oversight

For instance, as our Japanese : :
operations represent the majority of Report : + Oversight/Advice

the business, a great deal of resources i
are devoted to their governance and Stewardship and Voting Committee
stewardship.

The Stewardship and Voting Rights
Policy Oversight Committee monitors

and supervises our engagement committee highly independent. Its providing guidance on stewardship
with Japanese investee companies decisions carry weight, as it reports activities, and updating our group
and proxy voting, ensuring that both  directly to the Group Board on proxy-voting policy, addendums
remain in line with our fiduciary and matters such as the governance to which can be applied at the
ESG principles and meet theinterests ~ of our stewardship activities and subsidiary level, in line with local
of our clients. conflicts of interest, ensuring, for customs and the requirements of

. . example, that proxy votes are used the respective investment teams.
The committee was launched in - : . L

. in line with our Conflict of Interest The chart below shows a simplified
2016 as a way of enhancing the . . . -
¢ ‘ " dshi Control Policy. Directly answering representation of our group
ransparency ot our stewardsnip to the Oversight Committee is governance structure.

activities and strengthening our
governance. Four of the committee’s
seven members are from outside
the Nikko AM group, making the

the Stewardship and Proxy Voting
Committee, which is responsible
for formulating stewardship policy,

Our Japan Sustainable Investment Department makes judgements on how to exercise voting rights and undertakes
engagements with Japanese companies. It has integrated engagements into voting rights. Our European entities have
extended their sustainability governance to enhance local board and senior-management oversight of ESG activities,
risks, and opportunities. For both Nikko AM Europe and Nikko AM Luxembourg, a dedicated board committee (the ESG
Stewardship and Oversight Committee) has been established for two main purposes:

To review and
approve the
entities’ responses
to developing ESG

To oversee and
approve all ESG
and stewardship
activities undertaken
by the entities

requirements, as

well as enhancing
standards of
stewardship

On a quarterly basis, this committee analyses, reviews, and approves ESG and stewardship activities that include, but are
not limited to, governance, policy revision, engagement and voting activity, and responses to ESG-related regulations
and standards.
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Our approach

We recognise that climate change presents a broad spectrum of risk and opportunities that may have an impact on the
assets in which we invest. It is our fiduciary duty to identify and manage these, with the goal of enhancing long-term
risk adjusted returns. We are aware that climate change is a systemic problem that requires appropriate climate policy
and actions from governments. With this in mind, we will follow through on our commitment with the expectation that
governments will implement stronger policies to accelerate progress.

We assess and address these impacts through two main channels:

Our investments: As a

global manager, we serve a
diverse client base, and it is
not feasible for us to adopt
a“onesizefits all” approach

to climate change. We base
our approach on extensive
bottom-up analysis that is
undertaken by investment
teams working closely with the

Our operations: With the help of a UK-based third-party consultant,
Carbon Footprint Limited, we measure greenhouse gas (GHG) emissions
from the Nikko AM Group'’s corporate operations, based on firm-wide
energy consumption and transportation data.

The assessment covers our direct and indirect emissions from
our operations in Scope 1 (i.e. fuel combustion) and Scope 2 (i.e.
consumption of purchased electricity), as well as certain indirect
emissions in Scope 3 (e.g. business travel, as well as activities not
included in scopes 1 or 2 that require fuel and energy use).

global sustainable investment
team. Each investment team
is responsible for assessing
climate-related risks and
opportunities within its
portfolios, using proprietary
tools and data to determine
the extent to which climate
impacts investment decisions.

We have set a goal to reduce our GHG emissions from corporate
operations by 40% per employee by the year 2030, compared with 2019
levels.

For 2023, our total market-based carbon footprint — which recognises
a reduced emission factor for green energy contracts — was 1,905.17t
CO2e (2.13t CO2e per employee) compared with 1,658.11t CO2e in
2022 (1.21t CO2e per employee). Compared with our baseline year of
2019, when we generated 5,469.5t CO2e (5.9t CO2e per employee), this
represents a 61.6% reduction in emissions per employee.

Business flights accounted for 67% of the total carbon footprint, while
electricity usage from our offices and remote-working employees’
homes accounted for 7% and 19%, respectively.

Compared with 2022, there was a marked increase in emissions from
business flights in 2023. Business travel is crucial for our operations to
support the investment research needs and commercial priorities of the
organisation. We have implemented steps to raise awareness among
employees about its impact on the environment.

Since 2022, everyone making overseas travel requests is required

to include the carbon footprint of their international flights on their
application forms. This policy helps the employees taking the flights and
their managers to understand how much each flight adds to our firm’s
total carbon footprint. The aim of this initiative is to encourage them

to consider reducing the number of people travelling, bundling more
meetings into a single trip, or planning routes more efficiently.

Every quarter, we take the overseas travel data for each region and
post it on our intranet platform for all employees to see. We plan to add
domestic flights to this visualisation in 2024.
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Nikko AM’s position on climate change

We recognise that climate change is one of the greatest challenges the global community faces and is a market-wide
and systemic risk with implications for the financial system. Since the adaptation of the landmark Paris Agreement in
2015," the world has been increasingly working towards a common goal of limiting temperature increase to well below
2°C above pre-industrial levels and pursuing efforts to limit the increase to 1.5°C above pre-industrial levels. We outline
our approach to addressing climate change in our Position Statement on Climate Change.

We strongly believe that ESG considerations are inherent to long-term corporate value creation and contribute to the
realisation of sustainable economic growth. In the light of this, we view ESG issues as an integral part of our fiduciary
duty to clients and endeavour to incorporate ESG principles in all our investment processes. This includes climate-
change risks and opportunities.

As members of the Net Zero Asset Manager initiative (NZAMi), we are committed to contributing to real-world
decarbonisation through the six pillars of action shown in the table below.

Nikko AM climate plan of action

Investmentintegration Client solutions Active Stewardship

We aim to build on the data and We seek to understand We actively seek to understand
tools we are currently using, to our clients’ climate change the impact of climate-related
support investment decision- ambitions and develop issues on investee companies
making when considering investment solutions that will and seek to reflect our views
climate-change risks and enable them to achieve their in voting decisions and
opportunities. goals. engagement with management.
Disclosure Industry Collaborations

We believe in the merits of climate transparency and Through our participation in relevant industry

will continue to report and disclose our activities associations and initiatives, we hope to drive the
through this report and other regulatory and client change required in emissions reductions and
reporting we produce. We are also committed mobilising capital. These include engagements

to evolving our reporting, scrutinising ESG data with regulators, industry bodies, our peers, and the
(including through engagements with data broader industry.

providers), and focusing on reporting that adds value

beyond box-ticking.

Sustainable Investing Opportunities

Helping our clients to achieve their climate goals and to contribute to real-world decarbonisation is an opportunity
for sustainable investing. This is a strategic focus for us as we continue to explore and expand our offerings of
climate-related investment solutions.

As a pioneer in the green-bond investment space, we launched one of the first green-bond funds in 2010. Building
on that, in 2023 we expanded our Article 9 green-bond offering, Nikko AM Global Green Bond UCITS fund. The
fund is an actively managed, well-diversified portfolio of corporate and sovereign issuers of green, social, and
sustainability bonds.

We developed our Climate Change Solutions — Japan Equity Strategy in December 2022. The fund aims to achieve a
50% reduction in GHG emissions against the TOPIX index while minimising tracking-error risk. Engagement with investee
companies on their decarbonisation efforts is an important lever for the portfolio to achieve its GHG emission target.

In 2023, we developed two strategic partnerships, with Osmosis Limited and Tikehau Capital. Both firms are
signatories to the PRI and share similar ambition to develop lower-carbon investment products to support clients’
climate objectives. We aim to build on the thought leadership of both firms, where possible using the information
to support clients’ education.

' Paris Agreement: https://unfccc.int/process-and-meetings/the-paris-agreement


https://unfccc.int/process-and-meetings/the-paris-agreement

Our progress and key milestones
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Since we became the first Asian-headquartered asset manager in 2018 to support The Investor Agenda’s four core areas,
our climate change journey has continued. The timeline below highlights our progress and key milestones.

Launched the world’s
first World Bank Green
Bond fund

Developed Corporate
Environment Policy

Joined Asia Investor
Group on Climate
Change

Joined Net Zero Asset
Managers initiative

Published first
TCFD report with
scenario analysis

Revised groupwide

Joined Climate
Action 100+

environmental
policy and seta GHG

reduction target

An early signatory of
the PRI

Signed Japan Ministry of
Environment’s Principles
for Financial Action for the
21st Century

areas: Diversity &

Inequalities, and

Three firmwide focus

Inclusion, Reducing

Set 2030 interim
target for 2050 net
zero goal

Environment & Climate

Identifying climate risks
and opportunities

As regulations, markets, and clients
continue to evolve towards a lower-
carbon world, Nikko AM intends

to be in a position to support all of
its clients to achieve their climate
goals and support real-world
decarbonisation. We aim to achieve
this through research and data,
investment solutions, and active
stewardship.

We broadly consider climate risks and
opportunities over the following time
horizons:

A Shortterm:three tofive yearsin
line with investment horizons

A Medium term: Up to 2030 in line
with interim net-zero targets

>

Long term: Up to 2050 in line with
net-zero targets

We are mindful that the consideration
of climate-related risks and
opportunities takes place over a
longer period than investment time
horizons.

Identifying and understanding the
types and impact of the risks, and
the time horizon over which these
risks can manifest, are important

to us as investors. This is because
these risks could result in reduced
security valuations of our underlying
holdings, thus potentially impacting
our portfolios and revenue, as well
as entailing reputational risks to the
firm. The following table outlines the
climate-related risks our companies
face, the potential impact on them,
and ultimately, the potential impact
of such risks on us as an asset
manager should we not take pre-
emptive steps to mitigate such risks.

Alongside the risks that arise from

a changing climate, the transition
towards a lower-carbon economy
presents climate opportunities

that our companies can tap into.

As asset managers, we encourage
our companies to seek climate
opportunities throughout their value
chain in their products and services.
In the table below, we outline how
various opportunities impact our
companies, which could in turn
impact us as asset managers.

Our mitigation activities are described
throughout this report and include,
but are not limited to, the following
activities:

p>)

In-depth bottom-up research

A Active stewardship

p>)

Top-down scenario analysis

p>)

Portfolio risk monitoring
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.. ) Potential impacton Potential impact on
Description Timeframe .
our companies us as asset managers
Transition Risk

Risk from new
and/or advancing
climate-related
regulations and
potential climate
litigation that
might impact
acompany’s
operations and/or
products/services

Risk from the
need to invest

in technological
innovations to
keep up with
transition towards
a lower-carbon
economy

Regulatory
& legal

Technology

Market Risk from shifting
consumer
behaviour, hence

switch of demand

Risk from public
perception of
acompany’s
response to
climaterisk orits
contribution to
climate change

Reputation

Industry- and
region-dependent:

e.g. carbon-
intensive sectors
(short term), less
carbon-intensive
sectors (medium
to long term)

Industry-
dependent:on
availability of
technologies

e.g., automotives
(short term),
cement (long
term)

Industry-
dependent:

e.g., automotives
(short term), steel
(long term)

Short, medium,
and long term

Increased costs from:

Y Lower AUM

Y Increase in carbon price Y Lowerrevenue

Y Compliance cost or fines due
to regulatory breach

2

Increased costs from
accelerated decarbonisation
measures

Y Potential climate litigation

Increased cost from:
Writing-off less efficient assets

Y Capexinvestmentsin lower-
emitting technology
Lower profitability due to
inefficient operations

Y Lower demand compared with
competitors

<2

2

Decreased revenues from:
Y Reduced demand for
products/services

Inability to capture changing
market demand

<2

Decreased revenues from:

Y Reduced demand due to
negative perception (e.g.
greenwashing)

Y Increased cost of debt

Physical Risk

Risk to physical
operations from
increased severity
of extreme weather
events

Acute

Chronic Risk to physical
operations from
shifts in climate
patterns that
may impact
productivity and/
or consumer

behaviour

Long term

Long term

Decreased revenues due to:

Y Reduced production
capabilities, and hence output,
due to damaged facilities and

Lower AUM

Supply-chain
reverberations
that result in

<1 <2

supply-chain and transport implications
disruptions throughout our
Y Changing consumer patterns investments from

as aresult of changing climate operational losses
conditions and slowdowns

Y Increased cost from rising linked to weather
events

insurance premiums or,
ultimately, inability to insure
Y Asset write-offs due to asset
damage
Y Changing physical landscape
and availability of natural
resources (e.g. water scarcity)



‘15

) .. ) Potential impacton Potential impact on
Opportunity Description Timeframe .
our companies us as asset managers
Transition Risk

Opportunity from
more efficient
use of energy and
resources

Resource
efficiency

Opportunity from
the transition

to lower-carbon
sources of energy

Energy source

Products &
services

Opportunity

from the ability

to develop
products and
services to capture
opportunities in
the shift towards
alower-carbon
economy

Markets Opportunity arising
from ability to adapt
to and capture

changing consumer

behaviour

Resilience Opportunity arising
from the ability to
manage the impacts

of climate risk

Increasing reporting regulations

Short term

Region-dependent
e.g. policy-driven

Short-to-medium
term

Short-to-medium
term

Region-dependent
e.g. country
adaptation
measures

Increased revenue dueto ¢
more efficient resource use
and allocation.

Increased AUM

Increased revenue from
transitioning towards more
sustainable energy sources.
This can lead to improved
financial planning and
lower-cost volatility in light
of emerging carbon-tax
regulations.

Increased revenue from
developing of products
or providing services that
can aid other companies
in transitioning towards a
lower-carbon economy.

Increased revenue from
capturing changing client
demands.

Reduced cost from asset
damage or operational loss
as a result of climate risk.

Navigating a complex and fast-changing regulatory landscape for sustainability reporting is a key focus area for us. An
example of this is the ISSB framework, which is being considered by various jurisdictions for inclusion in their regulatory
reporting requirements. We are currently working on understanding the evolving reporting requirements and their
implications for existing investment processes. Analysing climate-related data across all our asset classes is a complex
and resource-intensive exercise. Inadvertently failing to meet regulatory requirements and the expectations of our
clients could result in potential financial costs and reputational impacts. We believe we have a strong foundation in
place to identify and respond to regulatory and voluntary changes, and we continue to invest in this area.




Sustainable Investing
Opportunities

Helping our clients to achieve their
climate goals and to contribute to
real-world decarbonisation provides
an opportunity for sustainable
investing. This is a strategic focus for
us as we continue to explore and
expand our offerings of climate-
related investment solutions.

In 2023, we developed two strategic
partnerships with Osmosis Limited
and Tikehau Capital. Both firms are
signatories to the PRl and share
similar ambition to develop lower-
carbon investment products to
support clients’ climate objectives.
We aim to build on the thought
leadership of both firms, where
possible using the information to
support clients’ education.

Osmosis, founded in 2009 and
headquartered in London, is a
research-based, quantitative
investment manager focused on
delivering better risk-adjusted
investment returns with better
environmental outcomes. Its
investment philosophy is based on
the view that companies that are
more resource efficient are more
likely to outperform their peers

over the long term. The Osmosis
portfolios overweight resource
efficient companies and underweight,
or short, inefficient companies as
identified by the Osmosis Model of
Resource Efficiency. The approach
targets excess returns through the
identification of resource efficiency
inlisted companies. Osmosis defines
resource efficiency as the carbon
emitted, waste generated, and water
consumed, relative to value creation.
Resource-efficient companies are,
therefore, those that most efficiently
use limited resources to create
economic value.

Case Study - Green Bond Pioneers

The green-bond market has witnessed significant evolution and
diversification. It continues to evolve to address broader social,
environmental, and sustainability issues. In 2010, we formed a
partnership with the World Bank to launch our first Green Bond Fund,
which focused exclusively on investing in World Bank green bonds. Fast
forward to 2023, and our world is facing a global environmental crisis.
We believe that green bonds continue to have a vital role to play in
mitigating the severity of the global environmental crisis by supporting
positive climate change solutions. During 2023, we relaunched the Green
Bond Fund, expanding its capabilities beyond sovereign, supranational,
and agency bonds while maintaining its SFDR Article 9 label. The fund
aims to address the challenges of climate change, promote nature and
the protection of ecosystems, and prevent further biodiversity loss. By
balancing fundamental and quantitative analysis, we provide a more
comprehensive and sophisticated approach to investing in green bonds,
ensuring that portfolios are both sustainable and profitable.

Further reading available on the Green Bond fund and our white paper
on building a greener future available here:

A Global Green Bonds | Nikko AM Asia

A Towards a greener future: building credibility and demand for
sustainability-linked bonds | Nikko AM Insights

“As pioneers in the green bond
space, we believe green bonds will
continue to play a significantrole
in investors’ portfolios as part of

their dimate investment strategy, to
facilitate the transition to net zero.”

- Steven Williams, Head of EMEA
Global Fixed Income
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https://www.nikkoam.com.sg/strategies/global-green-bonds/
https://en.nikkoam.com/articles/2023/towards-a-greener-future-june-2023-2
https://en.nikkoam.com/articles/2023/towards-a-greener-future-june-2023-2

Sustainability categorisation framework
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In 2023 we developed our own ESG classification framework for our range of products. The framework provides a
methodology to define the range of ESG approaches used in our investment processes. The new categories will help our
clients to navigate our investment strategies, accroding to their ESG or sustainability-related goals.

The framework has four categories. ESG Inside has the broadest criteria that covers all our strategies that integrate
material ESG factors into the investment process. Within that, there are three narrower categories, according to the type of
approach adopted: ESG Managed, ESG Themed Investing, and ESG Impact. The graphic below explains this in more detail.

ESG Inside: “Broad” definition which includes all our strategies with ESG integration and negative screens

ESG Managed

Strategies managed to
a range of binding ESG
investment criteria to
achieve or promote certain
environmental or social
characteristics.

Strategies investing
in themes or assets
specifically contributing to
sustainable solutions (e.g.
decarbonisation, net zero,
clean energy)

ESG Impact

Strategies that handpick
companies that provide
environmental or social
impacts through their
businesses while pursuing
investment return
objectives.

The framework is not intended to match a specific current or future taxonomy or regulatory system. It is a dynamic
framework; we will regularly review and amend it as required to comply with the applicable regulatory requirements.

In-house analytical capabilities: overview

A significant low-carbon energy transition is underway. Managing our portfolios effectively is critical in our assessment
of physical and transition risk, underpinned by our top-down and bottom-up analysis.

Top-down analysis

Our top-down analysis looks at climate-scenario analysis
and temperature alignment to better understand our
portfolios’ climate risks and opportunities.

In accordance with the recommendations by the Task
Force on Climate-Related Financial Disclosures (TCFD),

as well asin response to increasing regulatory pressure

to conduct climate-scenario analysis, we have assessed
our portfolios for both transition and physical risk

under multiple climate scenarios. In more recent years,
there has been a growing interest in utilising forward-
looking metrics, such as temperature-alignment tools,

to understand company- and portfolio-level climate-
related risks and opportunities. To keep up with industry
practice and in response to growing regulatory pressure
to incorporate portfolio temperature alignment to

assess climate-related risks and opportunities, we have
assessed our portfolios’temperature alignment. For both
climate-scenario analysis and temperature alignment, we
utilised industry-recognised third-party models to ensure
transparency and interpretability.

Asin 2023, we have drawn on MSCI Inc’s suite of products,
utilising their Climate-Value-at-Risk (CVaR) and Implied
Temperature Rise (ITR) models to conduct our scenario
analysis and temperature-alignment assessments,
respectively. We have also adopted the terminology
associated with these models.

Top-down analysis
Bottom-up analysis

Updates in the methodology

We note that there were methodological updates to

both CVaR and ITR models over the course of 2023.The
implications of these methodological updates differ for
each metric. Therefore, we will expand on how each metric
has been impacted in the relevant sections of this report.



Scope

Our analysis is conducted on our
exposure to public listed equity and
corporate bonds. Analyses of our
in-scope portfolios cover 69.9% of
the total assets under management
(AUM) for our Japan Equity, Japan
Fixed Income, Japan Investment
Technology, Asia ex-Japan Equity,
Asia Fixed Income, Global Equity,
Global Fixed Income, New Zealand
Equity, and New Zealand Fixed Income
investment teams as of 31 December
2023. Our in-scope Japanese-
domiciled holdings are aggregated
and reported as “NAM JP”, and our
in-scope companies domiciled outside
of Japan are aggregated and reported
as “NAM ex-JP". For our fixed-income
portfolios, we include corporate bonds
and exclude sovereign, supranational,
and agency issues. Although there are
methodologies to model sovereign
climate-scenario analysis, these

tools are in their infancy, which

may impact the accuracy of their
output. We continue to monitor new
developments in the models. The
analysis takes into consideration both
active and passive portfolios managed
by Nikko AM, of which 65.3% of our
in-scope AUM is passive.

Top-down analysis: scenario
analysis

We believe climate-scenario analysis
is an important tool that enables
investors to gain a thorough
understanding of climate-related risks
and opportunities and their impact
on portfolios. These scenarios are

not predictors of the future; rather,
they provide a range of possible
future states under conditions of
uncertainty.

Methodology

The following assessments were
conducted utilising MSCl Inc’s CVaR
methodology. We acknowledge that
the understanding of and, hence, the
process of assessing climate-related
risk and its impact are constantly
evolving, and we will update our
approach accordingly. Over the

past year, our understanding of the
model’s methodology and limitations
remains unchanged.

To further assess the underlying
risk, we utilise both top-down

and bottom-up processes. This
provides a more holistic analysis
than relying solely on a third-

party data source. Our bottom-up
approach is presented later, and
our commentary here s related to
the top-down methodology. As

we are conducting analysis on a
broad range of securities, there will
be cases where data is missing. To
ensure our risk measurements are
not skewed by the missing data, we
have taken reweighted all metrics
based on a data-coverage factor,
which means the percentage covered
within each metric is always 100%.
We have chosen not to use any filling
approaches given the idiosyncratic
nature of the data.
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Transition risk

In the global effort to address
climate change and support the
Paris Agreement, countries around
the world have ratified the Paris
Agreement, committing to put forth
climate action plans, also known as
nationally determined contributions
(NDCs), on how they would work
towards reducing their carbon
emissions. However, this would not
be without economic and societal
impact. As countries enact climate
action plans to reduce their carbon
emissions, their decisions cascade
down to the population — corporates
and individuals. This can result in
policy and legal risks stemming from
regulatory changes, technology
advancements, and changes in
market demand.? Therefore, transition
risk is defined as the risks stemming
from the global transition towards
a lower-carbon economy. This does
not happen consistently with the
same nature, speed, and focus,
however, and is subject to sectoral
and geographical nuances. MSCl's
transition-risk methodology assesses
companies’ CVaR under various
Network for Greening the Financial
System (NGFS) climate scenarios.?
This assessment focuses on policy
risk, modelling a company’s CVaR
as a function of its annual carbon
emissions and annual carbon-

price estimates over 15 years. The
carbon-price estimates used are
dependent on the climate scenario.
As aresult, the CVaR associated with
the company is the aggregated cost
it is expected to pay to reduce its
carbon emissions to reach emission-
reduction targets over 15 years. The
process utilised by MSCl provides a
sound grounding for us to analyse
transition risk while acknowledging
that there are limitations to the
methodology. Over the past year,
our understanding of the model,

its methodology, assumptions, and
limitations remain unchanged.

2 Transition Risk Definition: https://www.tcfdhub.org/Downloads/pdfs/E06%20-%20Climate%20related%20risks%20and%20opportunities.pdf
3 NGFS Climate Scenarios: https://www.ngfs.net/ngfs-scenarios-portal/


http://www.tcfdhub.org/Downloads/pdfs/E06%20-%20Climate%20related%20risks%20and%20opportunities.pdf
http://www.ngfs.net/ngfs-scenarios-portal/

We note that MSCI had updated its
CVaR methodology last April, which
as a whole resulted in less negative
CVaR across the disorderly scenarios
and more negative CVaR across the
orderly scenarios and NDCs scenario.
We observe a similar trend across our
NAM JP and NAM ex-JP portfolios. We
have assessed our portfolios under
the following scenarios:

A 1.5°C and 2°C

Y Orderly — climate policies
introduced early with gradual
intensification. Transition risk is
relatively subdued

<2

Disorderly — delayed or
divergent climate policies.
Higher transition risk from
more stringent and stricter
measures that are delayed
and/or divergent across
countries and sectors, leading
to higher carbon pricing

A NDCs — climate policies are
implemented only in some
jurisdictions but are globally
insufficient to halt global
warming. Implies temperature rise
of 3°C by 2100*, which leads to
higher physical risk.

Figure 1. Transition risk — NAM JP
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Transition risk represents the largest
risk to our holdings, with the 1.5°C
Disorderly scenario posing the most
severe risk to our portfolios, given
thatitis the most disruptive scenario.

Under the 1.5°C Disorderly scenario,
the model indicates a potential CVaR
of 20% for our NAM JP assets, as seen
in Figure 1, and 8% for our NAM ex-JP
assets, as seen in Figure 2. Under a
more orderly scenario (1.5°C Orderly),
the potential risk diminishes
substantially, to 14% for NAM JP and
6% for NAM ex-JP.

Diving deeper into the numbers,

we are unsurprised to find that the
bulk of our risk is attributable to
carbon-intensive sectors, such as
energy, materials, and utilities. When
jurisdictions start to increase carbon
prices in a bid to bring down carbon
emissions, the cost to companies in
these sectors will increase should their
emissions profile not come down.
As a global asset manager with both
active and passive strategies, we are
likely to maintain some exposure to
these sectors, but we will continue to
monitor the risk and apply mitigation
techniques as described later in the
report.
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Of our NAM JP and NAM ex-JP assets,
72.59% and 10.4% are passively

held (respectively). We have limited
discretion over our passively held
funds, and their transition risk largely
mirrors that of the indices the funds
track. To mitigate the transition risk
faced by our passive assets, we take
an active stewardship approach by
engaging with our companies and
actively voting on all of our equity
holdings.

If we take our Global Equity UCITS
fund as an example in Figure 3, the
fund has a lower transition risk than
its benchmark (the MSCI All Country
World Index) as the fund has a
commitment to keep its portfolio’s
relative carbon intensity more than
20% below the benchmark. So, given
that the transition-risk scenarios here
are driven by a company’s carbon
emissions, the portfolio carries
significantly lower risk under all
scenarios.

Figure 2. Transition risk — NAM ex-JP
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4 UNFCCC: https://sdg.iisd.org/news/unfccc-reports-warn-about-2-5c-warming-amid-glimmers-of-hope/#:~:text=The%20UNFCCC’'s%20
second%20synthesis%200f,2.5%C2%B0C%200f%20warming



Figure 3. Transition risk — Global Equity
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Physical risk

In recent years, we have seen
increasing occurrence and severity
of natural disasters such as wildfires
and hurricanes, but also of weather
patterns such as prolonged and
heavier rainfalls that lead to floods.
With climate change leading to
higher global temperatures, the
frequency and severity of such
events is only set to increase. These
events have financial implications for
organisations, not only through direct
asset damage but also indirectly
through operational disruptions
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