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Integrating ESG factors into the investment process is

critical, as we believe financial performance and ESG
efforts (non-financial information) are closely related and
influence one another. At Nomura Asset Management,
we utilize proprietary ESG evaluations of portfolio
companies when making investment decisions. In order
to effectively incorporate ESG considerations and other
non-financial information into the investment process to
supplement the analysis of a company’s fundamentals
(financial information used to evaluate a company), we
conduct our own ESG assessment for both equity
investing and fixed income investing. This integration of
ESG factors into the investment process not only helps

reduce downside risk, but is also an essential
component to improve returns.

ESG assessment is not limited to Japanese
companies, as the scope also includes companies in
developed countries in Europe and the Americas, as well
as companies in Asia and emerging countries. In
addition to global themes such as climate change and
human rights, we extract and assess specific material
ESG considerations for individual industries and
companies, and utilize information from multiple external
sources to create our proprietary ESG scores. These
ratings are made available to all portfolio managers for
integration into the investment decision-making process.
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Features of Integration

When evaluating the ESG characteristics of portfolio companies,
we focus not only on potential risks but also on opportunities to
Equity generate future earnings. Although each equity strategy

Investing integrates ESG considerations into their investment philosophy 1
and process in different ways, a common ESG evaluation e
platform is shared by all strategies. %

. . g
We select and model ESG factors that are material for credit I]m
Fixed investment based on a variety of research. In addition to this Assel emgﬂt
Income ESG factor model, qualitative evaluations by credit analysts Maﬂag

Investing are also considered within the ESG integration to improve the
portfolio’s risk-adjusted return and sustainability.
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such as pl:d'duct'ibn' facilities, but also various t
intangible assets (capital) not found in financial statements,
including human capital, natural capital and social capital.
Evaluating such capital, or business assets including
j-ho,[-l-fi_nqncial information, is necessary in order to analyze
qt-)'i’p'gi_'rét_e value. We believe that, in addition to financial
Eq u ity " data, reflecting non-f?r%e.ancial cliafa in company evaluations,

g and making investment decisions based on these
I nteg ratlon evaluations, is essential in order to increase the added
value of our investments.

There are two aspects to evaluating intangible assets
that do not appear in a company’s financial information.
The first is evaluating the profits that intangible assets can
bring, or a “growth evaluation,” and the other is a “business
risk evaluation” related to the risks to which a company’s

Investors’ Basic Philosophy profits are exposed.
Saw on Corporate Value For the “growth evaluation”, the impact of climate
value Accumulation of future earnings / change on business, supply chain resilience, intellectual
Y. cash flows property, R&D capabilities and organizational strength,

quality of human resources and diversity are among the
sources of competitiveness that help differentiate a
company from its peers. These factors manifest
themselves in the future as financial information such as
corporate profits and growth.

The “business risk evaluation” aims to ascertain the
stability and sustainability of future profits based on
whether or not the company is able to accumulate
intangible assets, and to determine whether or not future
profits will fluctuate sharply due to changes in the business
environment. In other words, this “business risk evaluation”
is looking at how to evaluate the discount rate when
discounting future cash flows to the present value. To put it
another way, the valuation of intangible assets is an

Present Time

Passage Present Future
of time

Financial
information Passage
of time

Non-financial
capital

Financial

Non-financial ’
information

capital
Corporate
value

“Continuity between financial and non-financial” and important aspect of determining whether the valuation

the “Impact on long-term profits/cash flow generation (relative price metric for the stock price) of the investment
are of the upmost importance.

Discounted
present value

target company is too high or too low.
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Equity Investment Process

An in-house proprietary ESG score, which is jointly
produced by sector analysts and ESG specialists, is
utilized for ESG integration into our equity
investments. In addition to the risks and opportunities
related to environmental, social, and governance
factors, opportunity sets relating to the UN’s
Sustainable Development Goals are also considered
when creating a numerical ESG score. These scores
serve as an important piece of information utilized by
investment decision makers within the investment
process/platforms for each investment product (see
diagram below).

We have also established ESG evaluation process
globally. In addition to global themes such as climate

Portfolio

Financial
EWEWSE

ESG
evaluations

N~

Analyst

ESG specialists

Strategy platform

Nomura Asset
Management

ESG score
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change and human rights, we extract and assess specific
material ESG considerations for individual industries and
companies and utilize information from multiple external
sources to create our proprietary ESG ratings. These
ratings are made available to all portfolio managers for
incorporation into the investment decision-making process.
For example, at our Singapore Office, country specialists
(CS) are assigned to cover each country in this diverse
region, and the main source of added value is the bottom-
up research conducted by meeting with companies (2685
meetings in 2020). Investment ratings are assigned to
individual stocks based on the fundamental research
carried out by CSs as well as the ESG evaluation. The
portfolio is constructed based on these ratings.




Responsible Investment Report 2020

ESG Evaluation in the Selection of Japanese Equities

In addition to integrating ESG into the portfolio construction process by
leveraging the in-house ESG evaluation to identify companies that are expected
to have sustainable growth in the medium to long term, engaging with
companies that may be excluded from investment due to ESG risks is also an
important role of ours.

Efforts to reduce greenhouse gas emissions are being made in countries
around the world, but for companies whose profits are highly dependent on coal
and crude oil, we evaluate their efforts to address transition risks, and we
encourage companies whose responses we deem inadequate to address these
issues sufficiently. For companies that operate globally, we discuss geopolitical
risks that may impact supply chains for parts and other materials, as well as
physical risks related to natural disasters, and urge them to address such risks
appropriately. For companies possessing a prime contractor/subcontractor
structure, we pay particular attention to the profitability and working environment

of the subcontractor, and discuss whether the supply chain enables sustainable Senior Managing Director
business continuity. We also have dialogue and urge improvements with CIO (Equities)
companies about governance issues, including conflicts of interest with minority Yuichi Murao

shareholders due to publicly listed parent-child company pairs, as well as issues
related to capital efficiency such as low profitability due to cross-shareholdings.
We believe that these stewardship activities will lead to the realization of both a
healthy and sustainable society as well as efficient and stable capital markets,
and allow us to continue to fulfill our role as a responsible investor.

ESG Investment from the Perspective of Active Equity Portfolio Managers

Fifty years have passed since economist Milton Friedman spoke about how
2 a company’s social mission is to maximize shareholder returns. Since then,
the social norms surrounding stock companies have undergone major
changes, including the collapse of the Internet bubble and the Global Financial
Crisis in this century. How do companies fulfill their non-financial role, as

represented by ESG? And how should we evaluate them? The time has come
Chief Senior Portfolio Manager for the true value of active managers like ourselves to be questioned.

Masaaki Tezuka

With the growing interest in ESG, it seems that the impact of ESG
assessment on corporate valuation has rapidly increased in recent years.
Looking at ESG is also essential when thinking about economic returns.
Through ESG integration, our investment teams closely examine the impact
of non-financial information on long-term corporate value as we work to

enhance performance. In addition, we want to contribute to the realization of

a better society through our engagement activities. Chief Portfolio Manager

Hiromu Asano

As ESG grows in importance, we believe there are many companies
2 in Japan that will be able to improve their long-term competitive
advantage. Active managers must be able to assess the materiality of
ESG information and incorporate it into their financial analysis. It is
also important to quickly grasp changes made by companies and

provide support. By working with the Equity Research Department and

Senior Portfolio Manager the Responsible Investment Department and leveraging each’s
Makoto Yamamoto capabilities, we aim to enhance our investment performance and
support the realization of a sustainable society.
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5 Investment Manager

Minako Tak

Equity Integration Initiatives

The companies we invest in generate profits by carrying
out business activities within a social and environmental
environment, and shareholders receive the results of their
investments as investment returns. However, some
companies may prioritize short-term returns, even when the
natural, social and human capital used in their business
activities are exposed to long-term threats in various ways.
This makes it difficult for investors to receive the returns they
initially expected over the long term.

My role as an ESG investment manager is to improve the
ESG quality of our portfolios and to link ESG factors to
portfolio returns. By consitently asking “Is this a company
that controls risks and opportunities and can continue to
grow five or 10 years down the road?,” we are able to
examine portfolio companies from a longer-term
perspective. This ultimately leads to investment decisions
such as buying new stocks, selling stocks, or changing
investment weightings in the portfolio.

For example, as the global shift from gasoline vehicles to
EVs progresses due to a number of factors, including EU
taxonomy which has made environmental technology
standards more stringent, as well as Japan’s domestic
policy for zero net greenhouse gas emissions and
regulations on gasoline vehicle sales, we made the decision

to remove an automobile company from our investment
universe based on the fact that it had gotten off to a late
start developing EVs and therefore was subject to the risk of
long-term opportunity loss. On the other hand, we recently
initiated a position in a company that addressed internal
labor problems reported in the past through labor reforms
and governance reforms, and showed progress on ESG
disclosure. Although the company still requires monitoring,
the company’s actions allowed us to feel confident that it
would continue its corporate reforms.

By repeatedly and continuously assessing ESG
quality appropriately, we aim to ensure that the individual
companies that make up the portfolio will be better able
to comply with regulations, be in better position to
acquire sales opportunities in markets that emphasize a
sustainable environment, and will also manage labor
appropriately, allowing them to acquire diverse and
talented human resources that will enhance innovation
and productivity. We believe that all of these will lead to
an improvement in investment results.

As an asset manager, our mission is to work on
behalf of our clients to invest in companies that will
grow robustly, while also considering sustainability amid
a turbulent social environment.

Portfolio Manager’s ESG Viewpoint

Business risks and opportunities

Current and future segment mix

Assessment of M&A strategy

Geographic risks and opportunities

Status of production and sales in regions with enhanced regulations
Changes in the supply chain structure

Growth of environmental/social solutions

Profitability of environmental/social solutions businesses
Current customer and market development strategy

businesses
Growth targets Assessment of R&D
Environmental performance (CO2 emissions, stranded asset exposure, eco-friendly
procurement ratio, etc.)
ESG track record Social performance (employee turnover rate, diversity, safety indicators, actions on

human rights, etc.)
Governance (governance structure, compensation, misconduct/scandals, etc.)
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ESG Scores

At Nomura Asset Management, our analysts and ESG
specialists collaborate to compute proprietary ESG
scores, which assess Japanese companies’ true ESG
abilities. Corporate value is usually expressed as the
discounted present value of future cash flows generated.
ESG and other non-financial information are critical in
predicting such future cash flows. Researching, analyzing,
and then scoring a portfolio company’s non-financial
information makes it possible to measure “corporate
value taking ESG into account,” and we believe doing so
leads to increases in the added value of our investments.

ESG Scoring Revision

Each year we review the ESG scores for Japanese
equities. However, ESG-related disclosure has improved
and companies’ ESG-related initiatives have become
more advanced, which has made it difficult to
adequately assess companies using our previous ESG
evaluation framework. To address this, the Investment
Department, Equity Research Department and
Responsible Investment Department have worked
together to revise the ESG scoring framework, and we
have been utilizing the new scoring framework in our
investment operations starting in 2021.

An overview of the ESG scoring revision is as follows.
The weight of each evaluation factor (E, S, G, and
SDGs) in the new scoring system has been set at 25%.
This will result in evaluations with a greater emphasis on
SDGs initiatives.

In addition, there are approximately 100 evaluation items
in the new scoring system, with a good balance between
risks and opportunities. We have added new items that
qualitatively assess the efforts of companies and senior
management with respect to the environment and society.
Furthermore, in order to take into consideration the special
characteristics of the industry that each company belongs

to, we have introduced the concept of materiality
(important management issues) which allows us to reflect
on the differences in the characteristics of each industry.

Moreover, we have more clearly established the
evaluation parameters of risks and opportunities. For
opportunities, we will evaluate items including
management’s vision and commitment with respect to ESG
issues (ability to explain, plan, and execute initiatives, as
well as achievements), along with the future growth
potential of companies that contribute to the achievement
of SDGs, as well as the management resources
contributing to the above. Meanwhile, for risks, our
evaluations will emphasize items that can be quantitatively
analyzed, such as whether or not a company has provided
disclosure and/or obtained certification, as well as the data
disclosed and trends for such data.

ESG Score Content

For “Environment,” we look at whether a company is
managing transition risks and physical risks related to
climate change and incorporating responses to such risks in
its business strategy. We also look at whether the
company’s management team has expressed a commitment
to improving the environment. We evaluate matters including
a company’s actions related to the TCFD, internal carbon
pricing, as well as disclosure of avoided emissions.

New ESG Scoring Framework

Main category Sub-category

E1:Environmental strategy, senior management’s ir

Environmental | E2:climate change

25% of total

E3:Natural capital, other environmental issues

S

S1:Social strategy, senior management’s initiatives

Social

S2:Working environment, human capital

25% of total
? S3:Human rights, other social issues

G1:Top management (evaluation of senior managet

Governance | G2:Evaluation of board of directors

25% of total

G3:0ther governance items

SDGs
25% of total
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Specifically, with respect to the TCFD, in addition to the four

indicators related to governance, strategy, risk management,
and metrics and targets , we analyze and evaluate
disclosure regarding scenario analyses, transition risk, and
physical risk based on a company’s integrated report and
the materials posted on its website. With respect to
evaluating natural capital and other environment
assessments, we evaluate items such as waste
management, conservation of river and marine resources,
and biodiversity (including preventing marine pollution).

For “Social” factors, our evaluation is divided into
looking at a company’s internal and external risks as well
as measures to address such risks. The former includes
assessments such as those related to employees’ human
rights and the utilization of human capital, while the latter
relates to the issues surrounding the quality of products
and services as well as supply chain management.
Recently, much attention around the world has been given
to initiatives on human rights issues. For Japanese
companies in particular, we emphasize the evaluation of
supply chain management at business sites both in Japan
and overseas.

For “Governance,” we evaluate multiple items to make
sure that companies have put appropriate structures/
systems in place, such as the composition of the board,
outside director independence, and whether nomination

score 4

itiatives

Evaluate individual sub-items in

opportunity

line with the theme of the larger

arouming

Reflect importance (materiality)
in score, taking industry

nent)

opportunity

characteristics into account for

each company.

minus
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and compensation committees have been established.
Meanwhile, we also evaluate qualitative issues such as
dialogue with top management and successor planning.
The unique strengths of our analysts, who have been
studying and analyzing companies extensively for many
years, are reflected in our evaluations.

We decided to raise the weighting of the SDGs
evaluation and proactively evaluate a company’s stance
vis-a-vis working on future opportunities. We evaluate
whether a company considers solutions to SDG issues as
business opportunities and appropriately incorporates
them into its business strategies. In doing so, rather than
simply looking at whether or not a company has
businesses that enable it to contribute to the achievement
of each goal, we conduct extensive research and forecast
future sales mixes capable of contributing to SDGs goals,
and look at whether or not a company has excellent human
and technological resources to differentiate itself from
industry peers.

To determine ESG scores, analysts who have frequent
contact with companies and know the companies they
cover inside and out collaborate with ESG specialists who
analyze ESG from a cross-industry perspective. They work
together, identifying items where one or the other possess
particular expertise. Ultimately, the Responsible Investment
Department are responsible for the final scores, which are
then shared with the Investment Department.

:Evaluation mainly by analysts

SDGs
a s G|
Environmental Social Governance
| S1 G1

a s a

Environmental Social Governance
E2/E3 S2/S3 G2/G3

:Evaluation mainly by ESG specialists
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Utilizing ESG Score

ESG scores generated by quantification of non-
financial information are used not only for investment
decisions and new product development in investment
portfolios, but also for client reporting and our ESG
investment management.

Acquiring ESG Score Information

ESG scores are posted on an internal research-
sharing system. Portfolio managers can check the ESG
scores of individual companies to help make final
investment decisions.

Utilizing ESG score information in engagement
ESG scores are determined not only based on
disclosed data but also using information on future risks
and opportunities. By using this ESG score, we can
compare the strengths and weaknesses of portfolio
companies’ ESG efforts, and use the scores for
engagement such as discussing future directionality.

Utilizing ESG scores in Investment Committees
The materials used by the committee for Japanese

equity investment to evaluate investment value for

individual companies include financial data such as

About Nomura Asset Management

earnings growth potential and return on equity, as well
as stock price valuations, along with ESG scores and
ESG comments by the analysts in charge. ESG scores
are also actively used besides for the investment
committee.

Utilization of ESG scores in portfolio
construction and monitoring

When building and reviewing portfolios from a
bottom-up approach, portfolio managers can constantly
keep track of ESG scores for individual companies and
are used to make comparisons with industry peers and
to see how a company’s score has changed. ESG
Investment Manager also joins the team and use scores
to check the ESG quality of the portfolio. Meanwhile,
from a top-down perspective, the overall portfolio’s ESG
score is periodically compared to the benchmark to
avoid unintentional ESG risk bias.

Also, investment managers can use the evaluation
items comprising the ESG scores of individual
companies as standalone data. For example, they can
adjust the weights of particular items, or select to use
the scores of specific items, to reflect the specific
characteristics of the fund they manage.

Research division

Igw

Reflect in corporate value

assessment
Discover stocks to recommend

Internal information platform
(research information)

I,,.

Investment division

Reflect in investments
and decision-making ESG
monitoring of funds managed

More advanced ESG
integration

Responsible investment

Identify ESG issues
Use in engagement
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Reflecting on the 2020 ESG Scoring Revision

With the Project Team’s revisions,
it will now be easier to utilize ESG scores
in the investment decision-making process

With portfolio companies enhancing their provision of non-financial (ESG)
information, investors now need to have ESG scoring frameworks that allow
them to appropriately evaluate this information. In order to respond to such
rapid changing times, we spent approximately six months from the middle of
2020 revising our ESG scoring system. We created a Project Team comprised
of representatives from the Investment Department, Equity Research
Department, and Responsible Investment Department, and after sharing ideas
leveraging the expertise of each department, we designed a scoring system
that allows us to more appropriately evaluate companies’ ESG-related risks

and opportunities, which will also make it easier than before to utilize ESG

scores in the investment decision-making process. Also, in addition to making
Senior ESG Specialist

Teppei Yamaga

the decision-making criteria for evaluators as uniform as possible, in order to
make the scoring work more efficiently, we have created a methodology
(manual) and are simplifying the ESG score entry sheet, among other changes.

We expect companies to be able to discuss their ESG
efforts and how such efforts are linked to their
long-term vision and medium-term management plans

This revision to our scoring framework has clarified the advantages and
challenges for the pharmaceutical and healthcare sector. Solving the
challenges stated in the SDGs is the core business of companies in this
sector. For example, establishing treatment methods for unmet medical
needs achieves the goal of “Good health and well-being” while it also
enhances corporate value.

Meanwhile, there are differences among management teams in the level of
commitment to ESG. Companies are getting better with disclosure of non-
financial information, but only some companies are able to talk about ESG in

connection with their long-term vision and medium-term management plan.

Senior Equity Analyst
With respect to the environment, the impact on corporate value may be small Healthcare

compared to other sectors, but in our evaluation we emphasize integration Aya Torii

with management strategy and the resulting effectiveness.

Management teams’ commitment and
efforts have a big impact on both opportunity and risk

In the Food and Consumer Staples sector, differences in awareness
among senior management teams has led to discrepancies in progress on
efforts to address environmental and social issues. Top management’s
commitment to issues and their associated strategic efforts are having an
increasing impact on future business in terms of both opportunity and risk.
As such this was an area of focus during the scoring framework revisions.

In addition, among companies that supply high-quality, low-priced foods and
daily essentials, companies that are actively working to solve the problems of

hunger and health, as well as companies that are trying to fulfill their
“responsibility to make and responsibility to use” by leading the industry in

Equity Analyst Consumer Staples

Xiang Li

focusing on recycling products and packaging materials were given high scores,
as we view these as companies that can contribute to achieving the SDGs.
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VIPA

What is impact investing?

At Nomura Asset Management, we believe that impact
investing is not limited to simply having an impact on the
environment or society, and we feel it is important for the
impact to generate earnings and cash flows, which will
ultimately be returned to asset owners and other
stakeholders. In carrying out impact investing, we
extensively analyze the impact that a portfolio company
has on the environment and society, as well as the portfolio
company’s earnings/cash flows generated. At the same
time, we engage with the portfolio company to help it set
KPI and targets that generate impact, as well as proactively
support business activities aimed at achieving them.

Impact investment is generally defined as investment
that aims to create environmental and/or social impact
and an economic return on investment at the same time.
As opposed to the conventional two-dimensional
evaluation of risk and return, impact investment requires
the advanced skill of three-dimensional evaluation

Nomura
Asset Management

Impact investment

Returns Engagement

Returns

Ny . Impacts Outcomes Outputs
: N —
] N Business activities
|

Inputs (investment)

About Nomura Asset Management

covering risk, return and impact. Impact investing is
defined as one category of ESG investment and
sustainable investment given the fact that it is expected
to bring about environmental and social improvements.

The United Nations SDGs are often used as a
framework for impact investing. Adopted by the United
Nations in 2015, the SDGs set forth 17 goals and 169
targets. The SDGs indicate the enormous needs of the
global market and effective risk management methods
that lead to returns on investments in portfolio
companies, and are viewed as useful indicators for
measuring the impacts on the environment and society.

Proactive impact investing and accompanying
engagement activities create outputs and outcomes
from the business activities of portfolio companies, as
well as impact on the environment and society related to
SDGs, etc., and return both economic value and social
value to asset owners and other stakeholders.

Environment/Society = Stakeholders

SUSTAINABLE
DEVELOPMENT

Investment

Pension funds, etc.

Individual investors

Clients/business partners

Economic returns

Portfolio company

Socialreturns

Employees
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Our Impact Investment Process

Our ESG Statement is the starting point for our
approach to impact investing. The statement identifies
issues such as climate change, natural capital, and
social responsibility as key topics. Through internal
discussions on the above, we have set impact goals

which we aim to achieve through our impact investment.

These goals target urgent issues facing the world
including climate change, natural capital depletion,
access to healthcare, social responsibility (for example,
financial services and access to drinking water). We
then establish indicators to measure the degree of
improvement for each established impact goal. For
example, for the impact goal “Eliminate Communicable
Disease,” we can evaluate the global progress by
monitoring indicators such as mortality rates for HIV,
tuberculosis, malaria, and other illnesses published by
World Health Organization (WHO). Additionally, we
specify further segmented areas of investment linked to

Proxy Voting 70

these indicators, and then select companies to invest in
in that area. Companies included in the investment
universe are linked with the 17 goals of the SDGs, and
more detailed KPI are then set. Carrying out detailed
and continuous monitoring of the established KPI allows
us to not only appraise each company’s impact, but also
measure the extent of the improvement of the overall
portfolio and the impact itself.

Moreover, we are encouraging companies’ efforts to
solve issues by engaging with portfolio companies based
on what we learn from monitoring. By repeating this
process for all of our impact investment strategies, we will
be able to continue to generate impacts that solve social
issues while also pursuing economic returns.

Our impact investment fund is constructed based on
the so-called “outside-in” concept, in which social issues
are applied to portfolio companies, and is shared within
our domestic and overseas impact investment strategies.

Examples

Social issues
that should be solved

Environment

A,
.A Society

Q N &0

Establish impact goals
and monitoring indicators

¥

Goal: Mitigate climate change
Indicator: Atmospheric CO:z level

¥

Goal: Mitigate the Obesity Epidemic/
Eliminate Communicable Disease
Indicator: WHO’s mortality rate for illnesses

and communicable diseases

Identify investment field
Select/Define portfolio

¥

Renewable energy developers
Manufacturers possessing technologies
EV/OEM manufacturers

¥

Medicine-related businesses
Companies related to the healthcare

companies Highly-efficient office building value chain
construction and management
SDGs 3.3

Identify SDGs topics

SDGs 7.2
Increase global percentage of renewable energy

SDGs 7.3
Double the improvement in energy efficiency

End the epidemics of AIDS, tuberculosis, malaria
and neglected tropical diseases and combat other
communicable diseases

SDGs 3.4
Reduce premature mortality from non-communicable
diseases through prevention and treatment

Establish KPI
for individual companies

¥

Secure clean energy
Carbon emissions reductions

¥

Status of development and widespread
use of drugs combatting the three main
communicable diseases

Increase in R&D spending

Engagement
with portfolio companies

¥

Continuous dialogue utilizing monitoring
indicators and KPI

¥

Continuous dialogue utilizing monitoring
indicators and KPI
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Global Sustainable Equity Fund(GSE)
Lead portfolio manager

Alex Rowe

Nomura Asset Management’s UK Office manages the
Nomura Global Sustainable Equity Fund based on the
concept of impact investing. This fund not only
encourages companies to tackle the key challenges
facing the world today, but also imparts social impact on
a variety stakeholders by encouraging them to address
the sustainability of their businesses. The key is
establishing impact goals and measuring their impact. By
establishing monitorable indicators related to the impact
goals, we can measure the degree of improvement in
each country or region (developed or emerging), and at
the global level. Also, we measure a variety of social
impacts from the KPI of individual companies linked to the
actual portfolio (Refer to “Impact by the GSE Strategy’s
Portfolio Companies” on the following page).

In addition to monitoring KPI for individual
companies, through engagement we support the
actions of portfolio companies to achieve our impact
goals. For example, our impact goal of “Eliminate
Communicable Disease” is related to Goal 3 of the
SDGs “Good Health and Wellbeing”, and our UK-based

The GSE’s Impact Goals

Private

Society & smallbusiness

Individuals

About Nomura Asset Management

Nomura Global Sustainable
Equity Strategy

fund management team participates in an initiative

sponsored by the Access to Medicine Foundation aimed
at improving access to healthcare for billions of people
who would not benefit from modern healthcare
advances in low and middle income countries. Also i
2020, the team worked to solve the problem through
collaborative engagement with major global
pharmaceutical manufacturers (Refer to “Collaboration
with Initiatives” on Pages 47-48).

In addition to KPI monitoring, the investment team
engages with companies in a variety of ways, which
allows the team to encourage companies to take actions
that will contribute to progress on the impact goals it
has established, as well as solve many of the challenges
facing society together with multiple other stakeholders.
In other words, we will be able to contribute to achieving
the impact goals.

Impact Goals

Mitigate Climate Change

Impact through
engagement

Impact Goals '

Impact through operations,
investment,
research, human resources,
supply chain pressure

Public global
equities

Governments

Multiple other
stakeholders

Mitigate Natural Capital
Depletion

Mitigate the Obesity
Epidemic

Eliminate Communicable
Disease

Global Access to Basic
Financial Services
Global Access to Clean
Drinking Water
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KPI of GSE

H Global Renewable Energy Generation Annual Output B Atmospheric CO2 Levels and Emissions per Capita
Period: 2000 - 2019 Period: 1990 - 2019
(millions GW/h) (ppm) = Global Emissions Per Capita (RHS) (ton)
8 420 Atmospheric CO2(LHS) 5.0
6 400 4.6
4 380 4.2
2 360 3.8
0 340 3.4
00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 (year) 9091929394 9596 97 98990001 0203 04 050607080910 11 121314 1516 17 18 19

Source: Prepared by Nomura Asset Management using IEA Source: NOAA Global Carbon Atlas

(International Energy Agency) data

GSE individual company’s KPI

Investment Perspective B Renewable energy usage
The increased use of renewable energy and commitment to Period: 2017 — 2020
offsetting past carbon emissions is not a core goal of the (10,000 Mwh)
company’s business, but we feel that it is very influential 1,200
1,024
Alignment with SDGs 900 874
736
SDGs 7.2 Increase global percentage of 600 610
renewable energy 300
Individual company’s KPI Impact 0
Increase the use of Approximately 10,240,000 MWh 2017 2018 2019 2020 (year)
renewable energy
H H ’
Impact of the Global Sustainable Equity (GSE) Strategy’s
Portfolio Companies
The Global Sustainable Equity strategy’s portfolio companies through their business activities (FY2019).
have achieved the following environmental and social impacts
Mitigate Climate Change Mitigate Natural Capital Depletion
)
Collected 50,000 tons
"' Supplied 10.5 GW e )
) L of clothing in the apparel industry for
Environment | of renewable energy )
recycling and reuse
Eliminate Communicable Disease/Mitigate the Social infrastructure maintenance and

m Obesity Epidemic productivity enhancement

_ Provided obesity-related treatment to

m Provided vaccines to
2 million people
per day in 2019

provided 8 billion liters

HITH - fcl ter th h filt lated
30 million patients in 2019 e ot clean water through filter-relate
products in 2019
Society

Provided health and hygiene programs

to 1.24 billion people
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From the left hand side
Portfolio Manager

Shintaro Harada
Main Portfolio Manager
Jun Takahashi
Portfolio Manager
Kodai Sasaki

Japan Sustainable
Equity Strategy

We manage the JSE (Japan Sustainable Equity)

Strategy, which invests in Japanese equities based on
the concept of ESG investment, and our investments are
aligned with the philosophy of “investing in companies
that can grow sustainably over the long term by
contributing to solving social issues through their core
businesses.” The idea for the concept of this fund
emerged after the 2008 financial crisis, as various
stakeholders began to recognize the need for
“sustainability” with respect to the environment and
society. The increase in societal pressure on companies
to solve ESG issues has significantly altered the
competitive environment, and we recognized that a
company offering solutions to problems is in fact a
“company that can grow sustainably by contributing to
solutions for social issues through its core business.”

In addition, because ESG issues involve many topics
to be addressed over the medium to long term, we came
to the conclusion that investing in companies on the
premise of long-term ownership would allow us to make
investments that seek both excess returns and aim to
solve ESG issues, and this is the basic philosophy
behind our management of the Strategy. If this
Strategy’s investment concept is shown in a table with
two axes, with social value on the horizontal axis and
profit growth (= investment return) on the vertical axis,
the aim is to invest in companies in the upper-right
quadrant, which are companies that are strong in both
of the dimensions (see figure on right). This is the basis
for investment in “companies that create social value”.

These social value-creation companies are highly
compatible with the United Nations’ SDGs. The social
issues for this fund include healthcare issues associated
with the aging of society, environmental issues
accompanying climate change, improvement of living
environments in emerging countries, and efforts to solve
social issues using technology. In addition to evaluating
companies’ fundamentals, utilizing our own ESG scores
allows us to diligently select companies that create
social value capable of achieving the goals of the SDGs.
Impact investing involves adding a three-dimensional
evaluation of impact creation through solving social
issues to a two-dimensional evaluation of risk and
return, as considered in conventional strategies. In the
JSE Strategy, we evaluate companies that create social
value and measure the fund’s impact.

Concept of “Japan Sustainable Equity Strategy”
investment
Profit growth = Investment return (vertical axis)

Large

companies
that create
Active funds social value

Small

Large

ESG

investment/
impact
investment

(sIxe [ejuozioy) sanssi [e1oos Buinjos
= (UOo11B81D BN|BA |BID0S) JUBWISaAUl Joedw|

Small




Engagement Proxy Voting

Individual Company KPI in JSE

Investment Perspective
Proactive efforts to reduce the environmental burden by

Plastic Reduction
Period: 2016 — 2019 (period since the start of investment)

providing eco-friendly products and reducing the usage of Reduction due to making things more compact
virgin raw materials through recycling are rated highly (k tonnes) M Reduction due to refilling and replacing
120
Alignment with SDGs 98.5 104.4
. 90 3.7 92.3 i
SDGs 12.2  Achieve 13 o 28 39.0 :
sustainable management @ 60 30.6

and efficient use of

59.5 62.7
natural resources 20 53.1
Individual company’s KPI Impact
Develop and sell eco-friendly 104,000-ton reduction in plastic 2016 2017 2018 2019 yean
products, and reduce the use of
virgin materials by using Source: Prepared by Nomura Asset Management using

recycled materials in production the company’s report

Relationship Between Social Issues and SDGs

Promotion of health
Improve o
healthcare quality Address environment/ IolT [T fgrqducnwfty Provide inexpensive services Sl ang) ’
Imbrove emoloyment 4 tati ncrease efficiency o | ealarie ot ik afe and secure society
p ploy ransportation urban SRR G E WIS Regional revitalization
rate Increase energy efficiency - Improve sanitation environment
Address declining infrastructure
birthrate/education

17 e

howiison | 4 Dicwos 125550l 13 oo 14 Sovim |15 Bio iy
: s, -
-/~ | N 0 | @|re @

Impact from JSE Portfolio Companies

1 R 8 6 foiitiion | 10 s
Radd |88 E )
At -w =

JSE portfolio companies have achieved the following
environmental and social impacts through their
business activities (FY2019)

-, Mitigate Climate Change Mitigate Natural Capital Depletion
.i \ - Contributed t_o tbe reduction of
74.58 million tons v+ Colected 6.28 million items
w of COz2 by selling products with strong of c|othing no longer needed,
environmental performance then reused and recycled them

(equivalent to approximately 2.6 million Tokyo Domes)

Environment
. . Reduced plastic packaging, etc. b
j soa approximately 104.000 tONS s o 1
47.000 EV t ti , ONS by reusing plastic bottles,
o ’ raction switching away from using plastic bottles,
o motors, which strongly curb increasing the concentration of, and using film
greenhouse gas emissions containers for, detergents and other products.
Eliminate Communicable Disease Maintaining S(.)c'al Infrastl_'u_cture and
Improving Productivity
L Provided 330 Im“hon tablets of ‘ ’ Provided intermediary services to 403
Societ antifilarial medicine for neglected small- and medium- sized enterprises facing
ociety tropical diseases to business succession problems due to the
130 million people aging of executives and other issues, thereby

helping to avoid ¥327.2 billionin

economic losses.
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Global Investment Grade
Corporate Bond Strategy
(From the left side of the picture)
Senior Portfolio Manager
Genta Yasui
Portfolio Manager
Shono Yamamoto
Senior Portfolio Manager

o Kento Okabe

Credit Analyst
Philipp Koerge

ESG Integration Process

ESG evaluation is an essential part of considering the
downside risk for an issuer’s creditworthiness, which is
the cornerstone of global fixed income investment.
Believing that traditional fundamentals assessments
and ESG evaluations complement one another, we feel
that integrating ESG evaluation into the traditional
investment process reinforces our assessments of
issuers’ creditworthiness, and therefore we integrated
ESG evaluations into our investment process.

We felt that the most important aspect of integration
would be achieving a highly-transparent and highly
reproducible portfolio-construction process.This
resulted in our assigning matrix-based integrated
ratings, with our relative value (“RV”) assessment based
on an analysis of an issuer’s fundamentals on the y-axis
and ESG risk on the x-axis.

In the past, we measured the appeal of an investment
using only a four-grade evaluation based on the RV
assessment, but we then added a four-grade ESG risk
assessment calculated using a proprietary quantitative
model to the x-axis, thereby allowing us to assign an

Highly appealing from RV perspective, low ESG risk Low

Bonds most suitable for holding for the long term 1 2

Investment managers prioritize in portfolio inclusion

Low to Middle Middle to High

ESG Risk Assessment

About Nomura Asset Management

integrated rating with 16 grades based on a 4x4 matrix.
The 16-grade matrix is broadly classified into four
categories: core holding, partial holding, ESG focused
research, and avoid.

Issuers with high RV assessments and low ESG risk
are the issuers whose bonds are most suitable for
holding long term, and they are thus prioritized in the
portfolio as core holdings. Conversely, we avoid holding
bonds of issuers with low RV assessments and high
ESG risk. The bonds of issuers with attractive RV
assessments but also a high level of ESG risk are bonds
that could have long-term investment value if the ESG
assessment improves. We can hold these bonds, on the
condition that we conduct focused research on ESG
issues through engagement and other efforts for a fixed
period of time.

As described above, we believe that by clearly
integrating ESG risks into the global fixed income
investment process, we can reduce the downside risk
for issuers’ creditworthiness and improve a portfolio’s
risk-adjusted return.

Highly appealing from RV perspective, but
high ESG risk

Bonds that could have long-term investment
value if ESG evaluation improves
Investment managers conduct focused
research on ESG through engagement and
other efforts with a set time limit

High
3 4

0-3 ‘ /0-4

ESG focused research
NS-3 ‘ NS-4

Outperform
o 0-1 0-2
» ~— Core holding ——
Neutral Strong < NS-1 NS-2
NS Y ‘
(%3
®
(7]
Neutral Weak g ‘
NW 3 NW-1 NW-2
~ — Partial holding —
Underperform . uU-1 ‘ u-2
U

Highly appealing from RV perspective, low ESG risk
Limited downside risk from an ESG perspective

Investment managers hold some of these bonds in order to diversify
the portfolio and adjust risk

M Limited appeal from RV perspective, high
ESG risk

M Bonds not suitable for holding long term

M Investment managers avoid adding these
bonds to the portfolio

M n principle, if a bond falls into this
category, the bond is sold within a certain
period of time
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Investment methods taking social responsibility
and sustainability into consideration have been
making progress since the 2000s mainly in the
equity market, and Europe has been the leader in
this field. In recent years, awareness and interest in
ESG investing has grown rapidly in Japan as well,
mainly among institutional investors, triggered by
stronger commitments to ESG investing by major
public pension funds.

Meanwhile, many people are skeptical about the
economic benefits of accounting for ESG factors in
fixed income investing, and some people even
claim that doing so has a negative impact. In
addition, some ESG investment methods have a
“one-size-fits-all” approach, and we feel these
methods can be difficult for Japanese investors to
uniformly accept.

In response to these issues, at Nomura Asset
Management we have developed a proprietary
fixed income ESG quantitative evaluation model. In
developing the model, particular focus was placed
on ensuring a systematic and highly-transparent
process as well as an emphasis on potential
downside risk, which is important for credit
investment. We have been utilizing this model in
investment decision-making since the end of 2018.

To see how ESG risks indicated by the fixed
income ESG quantitative evaluation model impact
risk-adjusted returns in the corporate bond market,
as well as whether it is economically rational to

Fixed Income ESG Quantitative Evaluation Model and Performance Review

integrate such risks into the actual investment
process, we backtested under certain
assumptions.

The backtesting revealed that in the corporate
bond markets in the US and Europe, the group of
bonds with high (low) bond ESG integrated scores
tended to have high (low) risk-adjusted returns over
the long term. This suggests that using an appropriate
approach to build a portfolio that considers ESG
factors makes it possible to achieve superior long-
term corporate bond investment returns.

*The details of the aforementioned testing were noted in a special
column in the Fall 2020 issue of Nomura Sustainability Quarterly
published by The Nomura Institute of Capital Markets Research.

Relationship Between ESG Scores and Cor-
porate Bond Risk/Return

Return(%)
5%

1st quartile (topmost)
3rd quartile
2nd quartile A

4%
4th quartile
(lowermost)

3%

3% 4% 5%

Risk(%)

Source. ICE BofA, Nomura AM calculations
Period Apr 2004 - Apr 2020
Back-test based on ESG Score as of Mar 2020
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Japan Credit Strategy

(From the left side of the picture)
Senior Portfolio Manager
Tatsuya Ujita
Senior Portfolio Manager
Norio Kishimoto
Senior Credit Analyst
Shuichi Goto

Portfolio Manager
Kazuki Hanzawa

ESG Integration Process

The most distinguishing feature of the ESG integration
process in Japanese credit investment is that ESG is
clearly integrated into the fundamentals assessments for
individual companies provided by credit analysts.
Incorporating ESG into fundamentals assessments not
only allows ESG factors to be concretely reflected in
investment behavior, but also allows for ESG investment
to be executed as a series of investment processes,
from fundamentals analysis to portfolio construction and
then engagement with issuers.

Specifically, credit analysts’ evaluations of individual
companies’ efforts to tackle ESG issues (qualitative
evaluations) are added to the ESG scores calculated
using our proprietary fixed income ESG evaluation model
(quantitative evaluations), and ESG ratings are then
assigned to all of the bonds we cover.

Given that there are large disparities in the level of
ESG data disclosure by companies, along with the fact
that ESG evaluation methods have not been firmly
established among investors, we feel that the optimal
process is one that combines a quantitative approach
and a qualitative approach, and thus offers a balance of

Credit risk

Operating performance/

1-1. ! . . Lo
financials scenario prediction

Fundamentals

_% 3-1. Internal rating

About Nomura Asset Management

objectiveness and subjectiveness.

In this type of investing, we had traditionally
emphasized resilience to changes in the external
environment in selecting issues under a bottom-up
strategy, with the goal of finding bonds capable of
weathering market storms. As such, in the fundamentals
assessments of individual bonds, we had been rating
bonds from the perspective of credit risk. The newly
introduced ESG integration process considers both the
traditional ratings and ESG ratings to determine the
assessment of potential downside risk involved in the
fundamentals of individual companies.

ESG risks are serious risks in corporate bond
investment because they have significant impacts when
they materialize. However, because they materialize over
long periods of time and the probability of occurrence is
low, they can be overlooked if the analysis only focuses
on credit risk. By analyzing ESG issues and clearly
incorporating this analysis into fundamentals
assessments, we are able to invest in bonds that are
“creditworthy in the truest sense,” which in turn greatly
contributes to reducing a portfolio’s downside risk.

Corporate Bonds
Spread

N\

Credit Investment

> Attractiveness (RV)

4. Ratings of bonds

S
1-2. Business/financials risk 7 3-2. Volatility

Relative attractiveness of
individual bonds

ESG factors

2-1. ESG trend

2-2. ESG risk

T

Risk-adjusted return

!

Engagement
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Fixed Income
Investment
Credit Meeting

Cooperation and attendance

share information

ESG assestment
(Equity - Fixed Income)

Cooperation and attendance

Engagement results
(Equity - Fixed Income)

/

Milestone Management

\

(Equity)
Responsible Equity
Investment Investment
ESG Meeting Cooperation and attendance Equity Meeting

Enagement

In Japanese credit investment, we engage with issuers
as part of the investment process. Encouraging issuers to
address ESG issues can improve a portfolio’s medium- to
long-term risk/return profile, which both leads to good
investment returns for beneficiaries and is also part of our
responsible investing behavior as an institutional investor.

In recent years, many issuers have been issuing
corporate bonds on a continual basis as a part of their
financing plans, and issuance periods are lengthening
amid the low interest rate environment. Given this, we
believe that proactively engaging with issuers as a fixed
income investor allows us to encourage them to address
ESG issues.

For engagement, we target all companies we invest in
and all companies we are considering investing in.
However, in order for our engagement efforts to be
effective, we select important target companies based on
their corporate bond issuance volume, our ESG
evaluations, and level of investment appeal, and then
engage with those companies on an ongoing basis.

When engaging with a company, we share what we view
as ESG issues with them and listen to their explanations
about the issues. If we see the company as working to

address the ESG issues and we feel that improvement is
likely going forward, we raise the ESG evaluation of the
company using a bottom-up approach. As a result, the
downside risk evaluation in the fundamentals assessment
will then be adjusted, the bond will become more attractive
as an investment option (higher RV), and this will in turn
lead to our increasing the weighting in the portfolio.
Conversely, if we determine that the ESG issues have not
been properly addressed, we will take a cautious view of
the potential downside risk, which may result in a decision
to forgo investment or lower the bond’s weighting.

In Japanese credit investment, we engage with issuers
in collaboration with the equity investment teams. There is
no difference between fixed income and equities when it
comes to the long-term matter of issuer sustainability, and
as an institutional investor we believe it is important to have
a single opinion when engaging with issuers.

We share information related to issuers’ ESG issues,
ESG evaluations and progress on engagement with NAM’s
equity investment teams. Also, when engaging with a
company for which an ESG issue has come into view,
company analysts, ESG specialists as well as credit
analysts participate in the discussions.
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Environmental Leaders
Bond Strategy

(Green Income Fund)
(From the left side of the picture)

Senior Portfolio Manager
Sohei Koizumi

Product Manager

Mai Sato

Senior Portfolio Manager

Shuhei Fujiki

In NAM’s credit investment, based on a universe of
assets taking ESG into consideration, we provide a wide
range of ESG fixed income investment solutions that
meet our clients’ ESG needs. We do this by combining
different investment styles, including active investment
targeting specific benchmarks, investment assuming
assets are held to maturity, investment maintaining the
remaining life of bonds at a set length, investment with
an emphasis on income level, and investment with a
focus on a particular ESG topic, such as the
environment.

One example of our ESG fixed income investment
solutions is our Green Income Strategy. This was
developed in 2020 as a strategy for investing in bonds
issued by companies or emerging countries working to
solve environmental problems.

Investment assets considering
ESG issues

Japanese corporate bond

U.S. corporate

4

When selecting bonds, we exclude low-ranking
bonds based on our own quantitative scoring of efforts
to solve environmental problems by the companies and
countries in our coverage universe (negative screening).
In addition to financial analysis and fundamentals
analysis, we invest in bonds issued by companies and
countries that are highly evaluated in our ESG analysis
(ESG integration).

By screening investment targets based on their
efforts to address environmental problems that are
important to global sustainability, we aim to achieve
sustainable returns while contributing to the
improvement of environmental issues. One of our
strengths is our ability to develop such distinctive
investment strategies. This strategy is also incorporated
into our Global ESG Balanced Fund.

Investment style

bond

< Hold to maturity

Income-focused

European corporate bond

Emerging sovereign

Thematic (Environment etc)

ESG fixed income investment solutions
(combinations of assets and investment styles)




Engagement

Creation of a Scheme to Donate to Regional Revitalization Eff

AEUELARE,
-l B,

As a part of our effort to help revitalize
regional areas in Japan, Nomura Asset
Management has partnered with regional
financial institutions to create a donation
scheme utilizing the corporate version of the
hometown tax (“Furusato Nozei”) system.

We are proactively engaging in ESG-related
activities in order to create a sustainable
society and solve social issues, based on the
“Drive Sustainability” concept that is a point of
focus for the entire Nomura Group.

Nomura Asset Management considers
regional revitalization to be an important ESG
issue. Currently, regional areas across Japan
are working with the national government to
develop their own independent initiatives for a
sustainable society leveraging their unique
characteristics and to solve issues facing
Japan, such as the rapid decline in population
and the super-aging of society.

Regional Revitalization

Proxy Voting

S

As a part of this movement, regional financial

institutions are leveraging their expertise and
networks to contribute to regional revitalization
efforts.

Under the donation scheme, we will
contribute a portion of the revenues from our
ESG investment products to SDG-related local
government projects throughout Japan.

We will make donations once a year, based
on the amount of sales of selected funds at
each regional financial institution.

The selected funds are the ESG funds that
we, in collaboration with regional financial
institutions, have determined to make regional
revitalization efforts possible.

Outline of donation scheme targeting regional revitalization

ESG Invest

~— Invest —>» Global equities /

ESG fund
éRevenues— bonds / REITs

InvestmentT

instructions

e AN
clients Invest Regional financial 7
institution
éRevenuW
! Corporate version ! Donation
SDG-related local ( 1 of hometown tax
government projects \(“Furusato Nouzei”);
! system 1

Management fee

Nomura Asset
Management

S — Supporting hometowns through investment trusts —
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