— YOUR GOALS,
n I kko OUR COMMITMENT.
Nikko Asset Management

Assessing the impact of green bonds

By the Nikko AM Green Bond Team
12 March 2024

The green bond market has experienced tremendous growth since 2007, but despite its rapid success, there are still
barriers to overcome. In particular, assessing the impact of green bonds continues to be a contentious topic.

Due to a lack of standardisation among both issuers and regulators, gathering, grouping and communicating fund-
level impact data is challenging, as are efforts to ensure green bonds continue to represent the interests and
requirements of investors. Nonetheless, measuring the impact of green bonds is an essential component in
ensuring their continued success.

Which metrics matter most to green bond investors?

As one would expect given the increasing appetite to understand the real impact of investments, most green bond
investors track alignment with the United Nations Sustainable Development Goals (SDGs). SDGs are a great basis
for mapping the use of proceeds to clear and understandable environmental and social outcomes.

Indeed, many of the most common metrics required by investors — including greenhouse gas reductions, CO2
emissions avoided and carbon intensity—have become established components in impact reports from issuers.
Please see an Environmental Finance survey from 2022 in Charts 1 and 2.

Green, Social, Sustainability and Sustainability-Linked Bond Principles designed by the International Capital Market
Association (ICMA) have been widely accepted as the common framework to provide transparency on the issuance
of labelled bonds. All issuers aligned to ICMA Principles are committed to report on the allocation of proceeds, which
is generally accompanied by impact metrics.

While the IMCA Principles are a useful starting point to gather and compare how proceeds are being used by issuers,
and the impact they have, the principles themselves are broad and not prescriptive. This means that the reporting
quality and consistency between issuers can still vary widely. Some issuers will report their allocation on an
aggregated portfolio basis, rather than on a bond-by-bond basis. Others may not specify what proportion of a
specific project is financed by the green bond proceeds—making it almost impossible to measure bond-specific
impact.

In recognition of this, while adhering to IMCA Principles is a good starting point, investors seeking to meaningfully
understand the impact of green bonds and want to be able to compare and contrast between different green bonds,
continue to demand better quality impact reporting from bond issuers, and increasingly look to do so through
issuer engagement.
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Chart 1: What environmental metrics are your firm most interested in?
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Source: Environmental Finance survey (2022)

Chart 2: What are your firm’s main criteria when choosing a green bond fund to invest in?
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Engagement throughout the lifecycle

The IIGCC Net Zero Bondholder Stewardship Guidance advocates a long-term financing lifecycle-based approach.
This presents a useful illustration on how engagement can support better impact measurement and reporting.
The lifecycle includes the following steps:

e Pre-issuance engagement based on financed emissions, refinancing pipeline, and net zero alignment.

e Issuer and issuance alignment of climate and net zero commitments, targets and covenants, and
monitoring this alignment over time.

e Collaborative approach across the bond market ecosystem including issuers, investors, Debt Capital
Markets (DCM) syndicate, banks, SPOs, rating agencies, index providers, regulators and policymakers.

e Engagement progress and outcomes to clearly link stewardship to investment decisions, and steer
responsible capital allocation.
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Chart 3: Bond market ecosystem
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Regulatory challenges

New 2023 requirements surrounding the introduction of the EU Taxonomy have imposed additional regulatory
responsibilities on fund managers. While initially focusing on climate environmental objectives, 2023 revisions have
included a wider set of sustainably-orientated economic activities, namely:

e Sustainable use and protection of water and marine resources
e Transition to a circular economy

e Pollution prevention and control

e Protection and restoration of biodiversity and ecosystems

Nikko AM'’s perspective is that although the EU Taxonomy is helpful for determining whether an economic activity
can be considered environmentally sustainable, it is not the only approach and is less well adapted to companies
beyond the EU. The EU Taxonomy could be considered as sometimes too stringent in its quantitative demands,
given the availability and quality of data. Currently we do not use the EU Taxonomy to measure impact in our own
funds. That said, we do recognise it has value in terms of monitoring, as well as highlighting certain key elements
that any sustainable investment process should possess.

What next for green bond fund impact reporting?

Although impact reporting among green bond issuers is improving, the quality and consistency of impact reporting
can still vary significantly. Without being properly addressed, this lack of standardisation on reporting could have
deeper consequences for the industry as a whole. The lack of consistent data is not only an issue for our own analysis
but also for our client’s reporting expectations. The less transparent an issuer is, the less likely the bond will be
included in a sustainable fund. However, progress is being made, and the global significance of green bonds means
that specialist data providers are increasingly looking to provide comparable impact data for analysis and reporting,
using assumptions and methodology to understand impact.

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM's investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.
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In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No SO0000717) and as an alternative investment fund manager according to the Law of 12 July
2013 (No. A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management
Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).
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No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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