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The climate change challenge

A rapidly changing climate represents an urgent threat
to habitats, societies and economies around the world.
This was recognised in 2015, when 195 countries
signed the Paris Climate Agreement, committing
countries to transition to a lower carbon economy and
limit the global average temperature rise to well below
2 degrees Celsius (° C) above pre-industrial levels and
pursuing efforts to limit the temperature increase to
1.5° C.

The 2018 Intergovernmental Panel on Climate Change
(IPCC) Special Report on Global Warming of 1.6° C
highlights that the lower target of 1.5° C warming will
be reached by 2040 on current emissions levels unless
global carbon dioxide (CO2) emissions decline by 45%
by 2030 and reach 'net zero’ by 2050. The report
outlined the benefits of aiming for the lower threshold
but recognised that this would require rapid, far-
reaching and unprecedented changes in all aspects of
society.

In May 2021, the International Energy Agency
published Net Zero by 2050 — A Roadmap for the Global
Energy Sector, which detailed the measures required to
limit temperature rise to 1.5° C.

Given the scale and speed of the transition that is
required, even an orderly transition will impact how
companies operate now and in the future. This
transition risk — alongside physical risks and liability risk
—is one of the three channels through which climate
risk may affect financial stability. The changes are
already creating investment risks and opportunities, and
they will only gather pace going forward.




Our strategic response

Our climate change policy is aimed at increasing the climate resilience of our clients’
investments, as well as contributing towards financing the transition to a low-carbon

economy.

We are signatories to the Net Zero Asset Managers initiative, committed to work in
partnership with our clients on decarbonisation goals, consistent with an ambition to reach
net zero emissions by 2050 or sooner across all assets under management. We will set an
interim target by July 2022 for the proportion of assets to be managed in line with the
attainment of net zero emissions by 2050 or sooner.

We aim to:

Deliver lower-carbon
investment solutions and
opportunities that meet
our clients’ investment
criteria while meeting
their risk and return
objectives
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Disclose publicly and to
our clients the actions we
have taken and the
progress we have made in
addressing climate-related
risk and investing in
climate-related solutions
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Identify and integrate the
climate-related risks and
opportunities presented by
climate change and climate
policy in our investment
portfolios, using relevant
data and analysis —
including scenario analysis —
to inform our investment
decisions
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Advocate for a supportive
policy framework, working
with policymakers to
support their efforts to
implement measures that
encourage capital
deployment at scale to
finance the transition to a
low-carbon economy and
encourage investment in
climate- change adaptation
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Engage with investee
companies to better
understand and support
their disclosure and
management of the risks
and opportunities
presented by climate
change and climate policy.
We engage directly and
collaboratively, using our
voting decisions to
escalate issues where
appropriate



Task Force on Climate-related Financial Disclosures 4

We are strong supporters of — and an early signatory to — the disclosure recommendations of
the Financial Stability Board’s Task Force on TCFD. We started disclosing our equity
portfolios’ carbon footprint as signatories to the Montreal Carbon Pledge in 2015, we
published our first Climate Change Policy in 2016, and have publicly disclosed our responses
to the PRI TCFD-aligned questions in our Transparency Reports.

Our responses to the four recommended areas of disclosure — governance, strategy, risk
management, and metrics and targets — are outlined below. These will continue to evolve.

Governance

The integration of climate-related risks and opportunities into our investment decisions for
public markets, alongside integration of all material ESG considerations, lies with our Global
Chief Investment Officer (CIO). Our asset-class ClOs and investment teams are responsible for
integrating ESG issues into their respective investment decisions, supported by our ESG
specialists.

Strategy

As a global investor, we are aware of the risks
climate change presents to our investments and,
as such, we are committed to playing our full part
in addressing the challenge of climate change.
Without global action, investors’ holdings,
portfolios and asset values will be impacted in the
short, medium and long term. From an
investment perspective, the transition to a low-
carbon economy presents both risks and
opportunities.




The primary areas are identified below:

Transition risk P

The structural changes required for a global movement
from a high-carbon to a low-carbon economy could
result in a reassessment of the value of a range of
assets. This could be driven by higher explicit or
implicit carbon prices as a result of tighter
environmental regulations, the adoption of energy-
efficient and disruptive technologies, or market
changes. There are also early indications that large
carbon emitters may be found liable for damages
associated with the direct impact of their activities on
the environment, or with inadequate disclosure related
to their climate risks

More frequent and severe climate events, as
well as longer-term shifts in climate patterns,

could result in the devaluation of assets due to
physical damage to property and facilities,

<« Physical risk

disrupted global supply chains and reduced
access to natural resources

Climate opportunities p

At an operational level, companies can benefit from
efficiency and cost savings associated with reducing
greenhouse-gas emissions. There is also a growing
market for existing and new disruptive technologies
focused on reducing the climate impact. Our strategy
is to identify and integrate the climate-related risks and
opportunities presented by climate change and climate
policy in our investment portfolios, using relevant data
and analysis to deliver more resilient portfolios and
lower-carbon investment solutions and opportunities
for our clients.



We have worked with an external provider to explore
the impact of six illustrative low-carbon climate-
transition scenarios on equity valuations, including a
review of the implications of a 1.5 degree approach.
We also explored the implications of the various
scenarios on corporate credit valuations.

Based on this analysis we issued a report of our high-
level findings (Low-carbon transition scenarios:
Exploring scenario analysis for equity valuations) which
was featured as a case study in the IIGCC report
‘Navigating climate scenario analysis’.

We advocate for a strong and supportive policy
framework to deliver on the systemic change and
capital deployment at the scale required to transition to
a low-carbon economy. As an example, we are also
active members of the IIGCC Global Policy Reference
Group and signed the 2021 Global Investor Statement.



http://info.emfunds.us.hsbc.com/institutional/insights/Article_Exploring_Scenario_Analysis_for_Equity_Valuations_Oct_2018.pdf

Risk Management

Climate Change is a core ESG consideration for us and, as such, we integrate climate-risk
management in our overall approach. We address climate risk at three levels:

Company/lssuer-specific assessment of climate-related issues: this
includes identifying material risks and opportunities using third-party and in-
house analysis and assessment, and integrating these risks and opportunities
in our investment cases as part of our fundamental research process. Analysts
and portfolio managers are provided with a wealth of training, tools and
resources to enable them to perform these assessments

Portfolio-level assessment of climate-related issues: all our portfolio
managers’ decisions support tools embed ESG and carbon data. This allows
the managers to make high-level assessments of their climate-related risk
exposure, on an absolute and relative basis, at any time, as part of their
ongoing portfolio management activities

Macro/sector research on climate-related issues: the analysis of climate-
related issues, in particular transition risks, and their impact on financial
markets, is an evolving area of research. We continue to lead the way, through
proprietary research such as our report on Low-Carbon Transition Scenarios,
collaboration with outside experts and industry initiatives. We share the
insights from this work across our investment teams, to better inform our
investment decisions



Engagement with investee companies, to better understand and support their disclosure and
management of the risks and opportunities presented by climate change and climate policy, is
an important part of our process. We engage directly and collaboratively with our peers, using
our voting decisions to escalate issues where appropriate.

We are founding signatories of the Climate Action 100+ initiative, and have been part of its
Steering Committee. We are the lead / co-lead investor in engagement projects with
companies across four continents, working in collaboration with other signatories to help
those firms deliver improved governance, targets and disclosure of their climate-related risks.
We have been focusing on improved disclosure for many years. Since 2018, our Global Voting
Guidelines have explicitly articulated that we encourage companies to disclose their carbon
emissions and climate-related risks, in line with the recommendations of the Task Force on
Climate-related Financial Disclosure (TCED).

We strongly believe in the impact and effectiveness of engagement in improving corporate
responses to climate change. We:

* encourage our investee companies to phase-out the use of unabated coal power by no
later than 2030 in the OECD and EU, and no later than 2040 in the rest of the world, and

* encourage the setting of net zero commitments and appropriate transition plans.

Where companies in energy-intensive sectors persistently fail to disclose their carbon
emissions and climate-risk governance, we may vote against the re-election of the company
chairperson. If continued engagement with investee companies is not delivering sufficient
progress in reducing climate risks, we apply selective exclusions which are reviewed on an
ongoing basis. Exceptions may be considered in exceptional circumstances, for example if
doing so would result in unacceptable market risk relative to the benchmark, where it is not
aligned with a Just transition. We are a signatory to the Statement of Investor Commitment to
support a Just Transition on Climate Change.




In line with our commitment to the Paris Climate Agreement, we prioritise the following high
carbon sectors for early action:

Involvement in companies extracting thermal coal
which have not made a robust net zero commitment.
We targeted engagement with those companies
generating over 30% of revenues by the end of 2021,
and will have engaged with all those generating over
10% of revenues by end 2025.

Thermal coal extraction p

We will engage with those companies within our
portfolios to phase-out the use of unabated coal
power by no later than 2030 in the OECD and EU,
and no later than 2040 in the rest of the world. We
targeted those companies with involvement in
electricity generation representing 50% of revenues

by end 2021 and will have engaged with all those 4 Coal-fired power generation
generating over 10% of revenues by end 2025. The
exception to this is investment in green bonds issued
by these companies in line with our Green Impact
Investment Guidelines.

We will not invest directly in projects for coal-fired
power plants (including existing plants, new plants or
Fossil fuel-related major expansions to existing plants), coal mining-
infrastructure related infrastructure, infrastructure supporting
offshore oil or gas projects in the Arctic, infrastructure
supporting oil sands projects (including extraction and
pipelines).



Important information 10
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For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and
Financial Advisors in Canada and the US. This document should not be distributed to or relied upon by Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the amount
originally invested. The capital invested in the fund can increase or decrease and is not guaranteed. The performance figures
contained in this document relate to past performance, which should not be seen as an indication of future returns. Future returns
will depend, inter alia, on market conditions, fund manager’s skill, fund risk level and fees. Where overseas investments are held the
rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are
by their nature higher risk and potentially more volatile than those inherent in some established markets. Economies in Emerging
Markets generally are heavily dependent upon international trade and, accordingly, have been and may continue to be affected
adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures
imposed or negotiated by the countries and territories with which they trade. These economies also have been and may continue to
be affected adversely by economic conditions in the countries and territories in which they trade. Mutual fund investments are
subject to market risks, read all scheme related documents carefully.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. All
non-authorised reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings. The material contained
in this document is for general information purposes only and does not constitute advice or a recommendation to buy or sell investments. Some of
the statements contained in this document may be considered forward looking statements which provide current expectations or forecasts of future
events. Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results may
differ materially from those described in such forward-looking statements as a result of various factors. We do not undertake any obligation to
update the forward-looking statements contained herein, or to update the reasons why actual results could differ from those projected in the
forward-looking statements. This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for
the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are
those of HSBC Asset Management at the time of preparation, and are subject to change at any time. These views may not necessarily indicate
current portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients' objectives, risk
preferences, time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign markets involve risks such as currency rate
fluctuations, potential differences in accounting and taxation policies, as well as possible political, economic, and market risks. These risks are
heightened for investments in emerging markets which are also subject to greater illiquidity and volatility than developed foreign markets. This
commentary is for information purposes only. It is a marketing communication and does not constitute investment advice or a recommendation to
any reader of this content to buy or sell investments nor should it be regarded as investment research. It has not been prepared in accordance with
legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its
dissemination. This document is not contractually binding nor are we required to provide this to you by any legislative provision.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we believe to be
reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment activities provided
through our local regulated entities. HSBC Asset Management is a group of companies in many countries and territories throughout the world that

are engaged in investment advisory and fund management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above
communication is distributed by the following entities:

« In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversion, Agente de
administracion de productos de inversion colectiva de FCI N° 1;

* In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset Management
(Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This document is for
institutional investors only, and is not available for distribution to retail clients (as defined under the Corporations Act). HSBC Global Asset
Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the requirement to hold an Australian
financial services license under the Corporations Act in respect of the financial services they provide. HSBC Global Asset Management (Hong
Kong) Limited is regulated by the Securities and Futures Commission of Hong Kong under the Hong Kong laws, which differ from Australian
laws. HSBC Global Asset Management (UK) Limited is regulated by the Financial Conduct Authority of the United Kingdom and, for the
avoidance of doubt, includes the Financial Services Authority of the United Kingdom as it was previously known before 1 April 2013, under the
laws of the United Kingdom, which differ from Australian laws;

* In Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to conduct
investment business by the Bermuda Monetary Authority;

» In Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all provinces of Canada except
Prince Edward Island and also provides services in Northwest Territories. HSBC Global Asset Management (Canada) Limited provides its
services as an advisor in all provinces of Canada except Prince Edward Island;

» In Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or regulations
and are not covered by warranty of the Chilean state. Further information may be obtained about the state guarantee to deposits at your bank or
on www.sbif.cl;

* In Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC) whereby its
activities conform to the General Legal Financial System. SFC has not reviewed the information provided to the investor. This document is for
the exclusive use of institutional investors in Colombia and is not for public distribution;



* In Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company authorised by
the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of HSBC Global Asset Management (France), regulated
by the Swedish Financial Supervisory Authority (Finansinspektionen);

* In France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio Management
Company authorised by the French regulatory authority AMF (no. GP99026);

* In Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by the Austrian
Financial Market Supervision FMA (Austrian clients);

* In Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures Commission;
* InIndia by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

+ InlIsrael, HSBC Bank plc (Israel Branch) is regulated by the Bank of Israel. This document is only directed in Israel to qualified investors (under
the Investment advice, Investment marketing and Investment portfolio management law-1995) of the Israeli Branch of HBEU for their own use
only and is not intended for distribution;

+ InItaly and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French regulatory
authority AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset Management (France), regulated respectively
by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in Italy, and the Comision Nacional del Mercado de Valores
(CNMV) in Spain;

* In Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversién, Grupo Financiero HSBC
which is regulated by Comisién Nacional Bancaria y de Valores;

* In the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Bank Middle East Limited which are regulated by relevant local Central
Banks for the purpose of this promotion and lead regulated by the Dubai Financial Services Authority.

* In Oman by HSBC Bank Oman S.A.O.G regulated by Central Bank of Oman and Capital Market Authority of Oman;

* In Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Peri whereby its activities
conform to the General Legal Financial System - Law No. 26702. Funds have not been registered before the Superintendencia del Mercado de
Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to the investor. This document
is for the exclusive use of institutional investors in Perd and is not for public distribution;

* In Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore;

+ In Switzerland by HSBC Global Asset Management (Switzerland) AG whose activities are regulated in Switzerland and which activities are,
where applicable, duly authorised by the Swiss Financial Market Supervisory Authority. Intended exclusively towards qualified investors in the
meaning of Art. 10 para 3, 3bis and 3ter of the Federal Collective Investment Schemes Act (CISA);

* In Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission R.O.C. (Taiwan);
* In the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority;

* And in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities and Exchange
Commission.
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