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About the Asia Investor Grouf
on Climate Change

AIGCCistheleading network of investorsin Asia focusing onrisks and
opportunitiesinclimate and nature. Our 80+ members have acombined AUM of
$36tn and have headquarters in 11 markets across the region. We were founded
by institutionalinvestors as a not-for-profit to drive action on climate, and bring an
evidencedriven, long-term focus on climate, nature, and investment across Asia.

The dre
Working C

Ourworkisunderpinned by science, economics, and an effective theory Editorial and Cof

of change that channels the influence of powerful Asian andinternational
institutionalinvestors, integrated across finance, business and policy making
towards systemicimpact. We bring deep knowledge and familiarity with Asian
markets and dynamics, and play afoundingrole in globalinitiatives, makingus a
trusted forceindriving climate-aligned finance across the region and globe.

About This Playbook Antitrust Renr

The Asia 2030 Playbook (hereafter, “the Playbook”) provides a practical guide AIGCC’s Asset Owners Programis not ir

forasset owners on climate investment approaches across different asset decision-makingregarding aninvestmentd
ownertypes and asset classes, including equities, fixedincome, and private recommendations to investors to divest, VO!
markets. The Playbook was developed under AIGCC’s Asset Owner Program, investment decision — investors are expec?‘e t
in collaboration with Invesco’s Sustainable Investing Services team. independentinvestment and strategic decisions

The success of this Programrelies on the effort from AIGCC’s Investor Practice
team members, contributing asset owners and funders, and we acknowledge
theirinvaluable contribution of the broader AIGCC team.
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Executive Summary

Stronglong-termperformance, material emissionsreductions, andincreased allocation
toclimate solutions canbe achievedin paralleland can be actionable. Thisis the evidence
fromleading globaland Asian asset owners (AOs). Climaterisks areincreasingly considered
financially material, while climate-aligned opportunities are expanding across markets.

Asian AOs play a critical rolein shapingregionaland global climate outcomes, with portfolios
that spanlisted markets, private equity, infrastructure, real assets, and domestic
investment ecosystems.

We have designed this Playbook to support AOs — alongside broader stakeholders such as
policymakers, NGOs, and market participants — by outlining the landscape of AO typesinAsia,
the practicaltoolsthat AOsuse tointegrate climate considerations, and the stepsinvolvedin
designing anddelivering credible 2030 climate strategies.

Partloverviews AO typesintheregionandthe factors shaping theirclimate-investing
strategies. It highlights five primary AO types — sovereign funds (national-focused and global
allocators), pension funds (centralised and selection schemes), andlife insurers — each

with distinct mandates, investment time horizons, geographic exposures, and operating
environments. Adoption of sustainable and climate-investing practicesis broadeningacrossall
AO types. Manyinvestors already integrate climate intoinvestment policies and areincreasing
allocationto climate solutions.

Agrowingnumber of AOs have set orare setting 2030 climate targets, which they can obtain
while maintaining theirlong-termreturns:

+ 5%+long-termannualisedreturn
+ ~50% portfolio emissionsreduction
+ 5-10% allocationto climate or sustainability investments.

This5/50/10 framingis a practical reference point for2030 strategy design. While specific
targets differby mandate andjurisdiction, top-performing globaland Asian AOs
show that progress across allthree dimensionsis already achievable, supported by

systematicriskintegration, climate-aligned benchmarks, allocations to solutions,
andstrengthened stewardship.

PartlloutlineshowAOs can capitalise on climate strategies and opportunities. Weillustrate this
through the seveninvestment approaches: climateriskintegration, portfolio decarbonisation,
climateindexesand ETFs, climate solutions, real assets, whole-of-portfoliointegration, and
impactinvesting. These provide the building blocks forimplementing climate strategies across
assetclasses. These approachesare applied differently depending onthe type and mandate
of AOs. Four archetypes — riskintegration, portfolio decarbonisation, financing solutions,
transition toalow-carbon economy,and whole-of-portfolio —illustrate common patterns of
practice observed globally and within Asia. The Playbook summarises how climate factors can
influenceinvestmentreturns,including managing broadersustainability risks (beta), allocation
to climateinvestment opportunities (alpha) and how stewardship can support value creation.
Examininginvestmentreturns of the top-10 performing global AOs and the top-5 performing
APAC AOs by 10-year performance shows that many have achieved significant emission
reductions (35% average). Climate-integratedindexbenchmarks, strategic asset allocation,
and engagement and stewardship enabled this.

Partllifocusesonclimate strategy designand delivery. It sets out how AOs define objectives,
structureinvestment approaches, embed climate considerationsinto investment processes
and establish governance and organisational resourcing structures. The section concludes
withbest practices observedamongleading AOs, spotlighting key considerations to develop
for2030 — prioritising financiallinkage, use of climate index, engagement and stewardship for
decarbonisation, financing and partnership for transition, and operating models to support
coordinated delivery.

Fornon-investors, the Playbook offers a clearunderstanding of the asset owner paradigm of
climateinvestinginAsia. For Asian AOs and global AOs active in Asia, it provides a structured,
evidence-based guide torefine climate strategies, respond to evolving market and policy
conditions, and work towards credible and achievable 2030 objectives.
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Partl— Overview of Asset OwnerInvestmentinAsia

1. Overview of Asset Ownersin Asia

The Asia2030 Playbook (the “Playbook”) offers Asset Owners (AOs) a practical guide and
toolkitto help translate climate ambitionintoinvestmentactionacross asset classes, leveraging
globalbest practices and tailored investment strategies. Itidentifies provenresults that
integrate climate considerationsinto portfolios while maintaining soundrisk-return outcomes
and operational alignment with institutional mandates.

AOsin Asiaare diversein theirmandates, risk appetites, investment objectives, and
regulatory environments. These differences shape how they integrate climate and
sustainability considerationsinto investment processes and long-term strategies.

Forthis Playbook, we focus on five primary types of AOs shownin Figure 1

+ Sovereign Funds — National-Focused:

Sovereigninvestors with development-oriented mandates and predominantly domestic
portfolios. They typically have longerinvestment time horizons and a bias towards private-
marketallocations, including stakesin state-owned enterprises, strategic technologies,
and nationalinfrastructure.

» SovereignFunds — Global Allocator:

Sovereigninvestors focused onlong-term capital preservationandreturns and may have
supplementary strategic objectives. These fundsinvest globally across asset classes
and operate with extended investmenthorizons.

* Pension — Centralised Schemes:

Definedbenefitand defined contribution schemes, where capitalis generally invested
withlongerinvestmenttime horizons, providing flexibility across asset classes
and climate-investingapproaches.

* Pension — Selection Schemes:
Pensionschemesinwhichindividual pensioners have greater flexibility to select or switch
investment options based onrecentinvestment performance. These retail-like dynamics
impose shortertime horizons and constraints oninvestment strategies andrisk appetite.

+ Lifelnsurers:

Lifeinsurerstypically focus onliability matchingandregulatory capital requirements, such as
capitalcharges, whichresultin predominantly fixed-income portfolios. They also tend
tohavelongerinvestmenthorizons and greater flexibility ininvestment strategies.

Several characteristics shape an AO’s ability to advance climate-investing practices:

Investment objectives and liability profiles differon whetherthe AO seeks stabilisation,
liability matching, strategic developmentimpacts, etc. AOs with stabilisation objectives,
suchasmanaging exchangerates andliquidity, generally have less flexibility in their
allocation. Similarly, those with savings objectives thatrequire liability matching maintain
prudentinvestmentapproaches. Incontrast, AOswith strategic development objectives
often exhibit strongeralignmentwith climate investing, as sustainability is typically
integratedinto theirnational development considerations.

Investment time horizonis connected toinvestment objectives, where AOs withlonger
investment horizons generally have greater capacity toinvestinsolutionsandreal assets.
AOswithliability matching and retail-driven components (e.g. defined contribution pension
schemeswithindividual selectionand switching, orindividualinsurance investment options)
tendtohave shorterinvestment horizons. While this creates further considerationsinterms
of potential fund outflows, italso encouragesinnovative approachestointegrate climate
investing withindynamic portfolio management.

Geographic focus depends on AOs’ mandates. Large domestic-focused or overweightin
emerging markets may face higheremissions profiles with limited low-carbon alternatives
and evolvingdisclosure standards. These dynamics also offermeaningful opportunities to
driveimpactful climateinvestments. However,domestic market-bias AOs tend toreduce
complexity (as climate priorities are concentratedin one market) and can betterderive
synergies of climateinvestmentsinline with theirdevelopment objectives.

Asset class compositioninfluences the approachestoimplementand prioritise. Higher
weightsin fixedincome, public equities, or private markets create differing opportunities
forclimateriskmanagement and solutionsinvesting. Forexample, portfolio decarbonisation
tendstobelesscomplexininvestment-grade fixedincome or globalindex/ETFs thanin
active public equities. Private markets allocation also provides an extra bucket that can
closely alignwith climate themes.

Organisational resources with specialistteams, strong governance structures, and tailored
data capabilities vary significantly. They have direct considerations in designing
andimplementing climate strategies. We explore this furtherin Part|ll.

These characteristics explain the variationin climate adoption across Asian markets and help
situate the practicalrecommendationsinPartsIland Ill of the Playbook.
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Figure 1: Understanding asset owner types'

Sovereign Funds m Life Insurers CentralBank | Endowments/ Others
Foundations/ (Bank/State

Family Offices Related)

National Global Centralized Selection
Focused Allocator Schemes Schemes
(o] JIY\-LW Strategic Y ~ Y Y
Savings ~ Y Y Y Y
Returns Y Y Y Y Y Y Y Y
Stabilization Y
Time Horizon 10-20+years 10-20+years 10-40+years Variable - 5-10years 1-2yearsvs Long-term/ Long-term Varies
dependent (General) 3-4years perpetual
onscheme
participants  >10years(Life)
Private Markets % >80% ~0-30% ~10-30% ~5-15% ~5-15% Minimal >30% ~20-40% ~10-20%

Source:Invesco Analysis. Forillustrative purposes only.
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Figure 2: Asset owners’ geographic and asset class allocations'

Typical Geographic Allocation | Typical Asset Class Allocation Implications for Si
National p o 5 ® Domestic + private markets +
Focused | /5 / e 207 5% thematic focused
(e} (e} (e}
Global .
(Public Only)
Global Whole-of-portfolio
Allocator 40% 10%  25% | 40% 30%  |10%10% 10% considerations; risks +
(Public + Private) opportunity
. Whole-of-portfolio
e | 50% 30% 15% | 37% 33% 14%  14% considerations; risks +
Schemes 5% opportunity
Selection | 35% 30% 30% | 45% 25% 10% 15% “Retail-lke”;
Schemes 5% 59% performance top priority
surer 30% 1086 305 5% Lsbilty matching
5% 5% 5% fixed income primary focus
(o] (e} (o]
75% 15% 75% 20% Liquidity/stability focused;
Central Bank 59 - 5% - - - mainly sovereign/treasuries
(e} 0 (]
0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%
[] Domestic M US [ China [l RoW [ Equities M FixedIncome [ Private Equity

Source:InvescoAnalysis. Forillustrative purposes only.

B RE & Infras M Others



Partl— Overview of Asset OwnerInvestmentinAsia

2. Asset Owner Adoption of Sustainable

and Climate Investing

Drawingon AIGCC’s State of Investor Climate Transitionin Asia 20252and AIGCC’s 2025 internall
analysis of asset owners, adoption of climate and sustainable investment practices across Asian
AOsisbroadeninganddeepening. Moreinvestors areintegrating climate strategies, setting
targets, andtakingactionacross asset classes. This analysisidentifies observable patternsin
climate-relatedinvestment practicesamongabroader AO group across Asia (Figure 3).

» Sovereignand pension funds: Most Asian sovereignand pension funds are generally in
the early stages of sustainable investing. A growing subset nowrecognises climate as
bothafinancialriskandan opportunity. Aportion of this subset setslonger-term portfolio
emissions-reductiontargets,incorporating dedicated climate allocations, and introducing
deforestation policies alongside broaderbiodiversity and nature strategies and disclosures.

» Centralbanks: Many centralbanks, particularly members of the authoritative Network for
Greening the Financial System (NGFS), increasingly acknowledge the financial materiality of
climateriskand embeditinto policies and board-level oversight. However, reflecting their
coremandates around liquidity and exchange-rate stability, this generally limits emphasis on
long-term portfolio targets ordedicated climate allocations.

* Insurers: AmongAsianinsurers — primarily life insurers, many of themlisted companies —
sustainable investment objectives oftenreflect shareholderexpectations and regulatory

requirements. Across theregion, insurers tend to show relatively higheradoption of climate
risk management, decarbonisation targets, and stewardship.

+ Others: This AO group mainly comprisesinvestment management arms of banks and state-
linked entities, particularlyin China, Korea, Japan, and Southeast Asia. Aligned with banking
orstate priorities, many adopt sustainable investing measures, including deforestationand
biodiversity/nature policies,and associated disclosures.

Figure 3illustrates that financial materiality, governance enhancements, and strengthened
investor practice drive adoptionratherthan policy orregulatory signals alone. Progress
inclimate solutionsinvestment, deforestationand biodiversity policies, and physical
riskintegration show a maturing, more comprehensive approach to sustainable,
climate-alignedinvestmentamongAsianAOs.

While dataposescommon challenges thataffect the pace of adoption, including disclosure
inconsistency, policy uncertainty, evolvingregulatory environments, and othermarket and
organisational constraints, many AOs use available frameworks and data, evolving policy
signals, and practical portfolio tools to advance and grow climate-alignedinvestments. These
trendsunderpintheimportance of theinvestmentapproaches and strategy considerations
outlinedinPartll.


https://aigcc.net/wp-content/uploads/2025/04/AIGCC-Climate-Transition-Report_April2025.pdf
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Figure 3: Asian asset owner adoption of sustainable investment components?®

Focus Area SegmentListed Comparable AIGCC Metric (2025) Sovereign Fund Sovereign Fund Pension (Centralised Insurer Central Bank
by Invesco by Invesco (National-Focused) (Global Allocator) Schemes)

ZAGED)) % (n=14) VAGERY)) % (n=44) VAGER)) % (n=4)

AUM=148.8 AUM =7540.45 AUM =7152.95 AUM=10908.19 AUM =1738.92 AUM =7137.86

USD Billions USDBillions USD Billions USD Billions USDBillions USD Billions

AsiaHQ GlobalHQ AsiaHQ GlobalHQ AsiaHQ GlobalHQ AsiaHQ GlobalHQ AsiaHQ GlobalHQ AsiaHQ GlobalHQ

(n=6) (n=0) (n=14)  (n=0) (n=35)  (n=2) (n=42)  (n=2) ) (n=0) (n=4) (n=0)

50% 0% 57% 0% 54% 3% 64% 5% 67% 0% 100% 0%

Governance Recognition 1.Theinvestorrecognisesclimatechangeasa
of climaterisks financialrisk/opportunity
andopportunities

Climateintegration 2.Theinvestorhasestablishedapolicyon 50% 0% 50% 0% 49% 3% 64% 5% 67% 0% 100% 0%
integrating climate intoinvestments

3.Theinvestorhasboard-level oversight of climate 67% 0% 43% 0% 46% 3% 52% 5% 33% 0% 100% 0%

5.Theinvestorhas publishedaninvestorclimate 0% 0% 7% 0% 19% 3% 20% 2% 33% 0% 100% 0%
actionplan/transitionplan

16. The investors proxy voting guidelines 17% 0% 21% 0% 19% 3% 23% 0% 0% 0% 50% 0%
incorporate climate considerations

Climate Climate targets 6.Theinvestorhas made acommitment to 0% 0% 21% 0% 38% 3% 43% 5% 33% 0% 75% 0%
Investments achievingnetzero portfolioemissions

STtargets 7.Theinvestorhas setaninterim/shorttermtarget 0% 0% 7% 0% 30% 3% 34% 2% 0% 0% 75% 0%
toreduce portfolio emissions

Climate solutions/ 9.Theinvestorhas committed toincreasing 50% 0% 29% 0% 38% 3% 43% 5% 33% 0% 100% 0%
WERHERIBVESINEREN investmentsin climate solutions or transition
finance assets

Deforestation 12.Theinvestorhas established a policy, position 0% 0% 0% 0% 16% 3% 1% 2% 0% 0% 25% 0%
orstrategy ondeforestation

Biodiversity/nature 13. Theinvestorhas comprehensive disclosures or 0% 0% 7% 0% 19% 3% 32% 5% 33% 0% 100% 0%
strategies onbiodiversity ornature

Stewardship Stewardshipreport 14.Theinvestor produces anannual stewardship 33% 0% 14% 0% 32% 3% 36% 0% 0% 0% 50% 0%
oractive ownershipreport outlining activities and

materialissues onengagement withcompanies

and proxy voting activities

Voting 17. Theinvestorreports onvoting decisions/ 17% 0% 21% 0% 19% 3% 32% 0% 33% 0% 50% 0%
activities forall portfoliocompanies

Source: AIGCC 2025 Analysis of Asset Owners.
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3. The 5/50/10 Opportunity for 2030

As agrowingnumberof AOs prioritise and enhance climate and sustainable investing,
astrategic opportunity exists for Asian AOs to consider setting climate targetsinthe lead-up
t02030. Thisinvolves:

* Investmentreturnobjective of 5%+long-termannualisedreturns
+ Portfolioemissionsreduction objective of ~50% emissionsreduction
+ Assetallocationof 5-10% of AUM to climate or sustainability investments.

This 5/50/10 framing serves as a practicalreference point for 2030 climate strategy design.
While AOs need to considerthe most suitable investmentapproach and strategy depending on
theirmandates, top-performing AOs demonstrate that progress across all three dimensionsiis
already achievable, supported by systematic riskintegration, climate or sustainability-aligned
investments, allocations to climate solutions, and strengthened stewardship.

Areview of high-performing sovereign funds, pension funds andinsurers across global
and APAC markets shows that many are movingin this direction."*While specific targets

differby mandate, portfolio structure andregulatory context, the broader trendreflects
aconvergence towardsintegrating climaterisk management with proactive allocation to
climate-aligned opportunities.* Specifically, Figure 4 indicates that most AOs achieved more
than5%10-yearannualisedreturns overthe pastdecade (2015-2024), with pension funds
meeting anaverage of ~6.9%, sovereigns ~5.5%, and central banks ~3.1%.

ForAsian AOs, the progress towards 5/50/10 framingis a usefulreference pointyet
acknowledgesthateach AO must adapt it to theirown objectives, portfolio composition,
andrisk appetite, groundedintheirmandate andinvestment strategyratherthanappliedasa
uniformstandard.

Having outlined the diversity of AOs, the current state of climate-investing adoption, and
demonstrated achievable returns while considering climate and sustainable investment
considerations, Partll turns to seven practical climate and sustainable investing approaches
AOsusetoprogresstheir2030 objectives.
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Figure 4:10-year annualised returns for asset owners'*

Top performing global asset owners by 10Y Annualized Returns
(Top 40 SF and PFs; 10Y Annualized Returns, FY15-24; %)
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Source:InvescoAnalysis. Forillustrative purposes only. SF(Sovereign Funds)/PF (Pension Funds) sampleis based ontop performing SF/PF by annualized 10Y returns (Top 40 performing funds). Global SWF, GSR2025
Report, https://globalswf.com/reports/2025gsr.
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Figure 5: The 2030 5/50/10 opportunity for Asian asset owners'*

1] Portfolio Emissions Reduction 2] AUM Allocation to Climate & Sustainable Investments
AO % portfolio emissions reduction target by 2030

AO % AUM allocated for climate/sustainability investments by 2030
(AOs with targetsin sample - SF/PF N = 22 out of 40 in sample; Insurers N = 12 out of 20 in sample)

(AOs with targetsin sample - SF/PFN = 18 out of 40 in sample; Insurers N = 15 out of 20 in sample)
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AOsuse arange of approaches to capitalise andintegrate climate and sustainability
considerationsintoinvestment decisions. These approaches outline:

What AOs cando through the “seveninvestment approaches”, leveraging global

best practices

+ Subsequentsections explore how different AOs design tailored investment strategies that
reflect theirunique objectives, philosophies, and market positioning.
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4, Seven Investment Approaches: The Building Blocks

The sevenapproachesdescribedbelowreflect the most commonandscalable levers used
by AOs across public and private markets. While not exhaustive, the sevenapproaches form

Figure 6: Climate and sustainable investing approaches'

markets that are best suited to theirpurposes.

Asset Class Approaches
ctive
EqUitieS towards gll'een SeCT.Ol'S or CLIMATE RISK
ACEIREen Selems INTEGRATION Frameworks: Moni
: : Screen & Sl S
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CLIMATE INDEX STRATEGY
Indexes/ . Paris-aligned Benchmarks Other transition indexes utilizing
ETFs M TEH (2 EEES forlclean (PAB) or Climate Transition metrics like SBTi, green capex,
energy, water solutions
Benchmarks (CTB) greenrevenues
CLIMATE SOLUTIONS (PE/VC/PC in solutions, technologies, businesses)
Private
Markets REAL ASSETS
Real Estate - incl. RE tech, energy efficiency measures, capexinitiatives on upgrades, energy
procurement and renewables
Infrastructure relating to climate Nature/forests/ag

Whole-of-
Portfolio

Whole-of-
portfolio
strategy

Opportunity
sizing, Cost
curves,
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the building blocks that AOs use tointegrate climate considerations across public and private
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Investing

Impact
investing
strategy

cutting
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themes
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Source:InvescoAnalysis. Forillustrative purposes only.
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Approach 1: Climate Risk Integration
(Across Listed Markets)

Financialmateriality generally drives climate risk integration and incorporates transition and
physical climate risksinto fundamental analysis, valuation, risk assessment, and portfolio
construction. While climateriskintegrationisintegrated across the whole portfolioand across
differentasset classes, the focusis onclimateriskintegration acrosslisted equities and fixed
income, especiallyinactivelymanagedstrategies. Itincludes the capability to conductrisk
assessmentonsectorsandissuers, linkingidentified risks toimpacts on portfoliovalue. These

insightsinform stewardship and engagement priorities and guide actual portfolio adjustments.

Some AOs also evaluate theimpact of these adjustments on portfolioreturnsinresponse to
sustainability risks.

Figure 7: Climaterisk integration approaches'5-”

Overview of Approach Asset Owner Examples

Theincreased emphasis onlinking material sustainability risks to financial outcomes and

understanding how stewardship contributes tolong-termvalue creationis acleartrend.

Key elementsinclude:

Portfolio assessment tools that link sustainability factors to issuer-level financial exposures

and portfolio-levelimpacts, enabling more consistent evaluation of theireffects onreturns.

Stewardshipinsights that quantify how engagementinfluencesissuerbehaviourand
financial outcomes. Forexample, a2024 review by one AO found climate-focused
engagement supported more credible targets, lower Scope 2 carbonintensity and better
governance. These occuralongsideimprovementsin market capitalisation and total
shareholderreturn.5-68

Internal carbon pricing allows betterincorporation of transitionrisk costsinto investment
decisions by adjustingrequiredreturns, spreads orhurdle rates.?

Identifying material sustainability risks R asses'ss'fwuerrzn?ggszgg?gr @
atthe sectoral andissuerlevel - INg prog 9ets,

disclosures, initiatives

Thematic assessment tools Collaborative Engagements
Suchasinternal carbon price, scenario Aligning to voting policy/strategy
analysis, natural capital assessment andtools

"’ N

Portfolio Adjustments

Weight Adjustments
inboth active
andindex strategies

Monitoring or divestment
of high-risk names

Evaluating return impact of portfolio adjustments

Source:Invesco Analysis. Forillustrative purposesonly.

EMEA $1.3T(70% of Sustainability risks are monitored across the equity
Sovereign’ AUM in public portfolio and benchmarkindex, complemented
equities) by engagement, divestment, and a country-sector

model assessing risks by primary market.

APAC $1.7T of which Enhancing long-term portfolio performance

Pension®* $680Bin equities by reducing sustainability risks, improving market
sustainability, and securing market-average returns,
while assessing the impact of sustainability investments
on portfolioreturns.
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Approach 2: Portfolio Decarbonisation
(Listed + Private)

This approachrefersto AOswithaportfolio-decarbonisation objective, suchas emission
reduction (expressedas apercentage) by aspecifiedtimeline. Itincludes applying frameworks to
assessandmonitorissuers’ transition progress, leveraging analytical tools toinforminvestment
decisionsand portfolio construction, and using stewardship and systemic engagement to
improveissuerperformance. Although portfoliodecarbonisationtechniquesare most commonly
appliedtolisted equities and fixedincome, the underlying principlesincreasingly extendinto
private markets. This enables a consistent decarbonisation approachacross asset classes.

Practicalimplementation typicallyinvolves:

* Emissions assessment and monitoring — starts with establishing emissions baselines
using frameworks such as Partnership for Carbon Accounting Financials. It then builds on

Figure 8: Portfolio-decarbonisation approaches-

Overview of Approach Asset Owner Examples

Framework.s:. Screen & Momt_orP.ortfollo Stewardship & Engagement Asset Owner | Estimated Amt Approach
Assess Transition Leaders Decarbonization Progress (USDB)

and disclosures,
decarbonization plan,
capital allocation etc.

recommendations

NZIF
Alignment assessment Sectoral Mappmg |ssuer Prioritization
based on ambition, targets, Peerbenchmarking across assessing progress
emissions performance sectors with OW/UW

ontargets, disclosures,
initiatives

Transition Pathway Initiative
Level O-5 assessment of
management quality and

carbon performance

Emissions Projection
Based onissuers’ initiatives
and activities

Collaborative Engagements
Aligning to voting
policy/strategy and tools

SBTI
Assessing % portfolio
with validated targets

and reduction

Transition Financing
Assess corporate and asset
level transition eligibility

CF/Rev/Cost
Understanding financial
implications of initiatives

on FCF, revenue
and cost savings

Source:InvescoAnalysis. Forillustrative purposesonly.

tounderstandthe progress of emissionsreductionusing frameworks such as the Net Zero
Investment Framework (NZIF) and Transition Pathways Initiative. Because inconsistencies

existbetweenthird-party estimates and company-reported trajectories, AOs supplement
engagementinsights with furtherresearch, linking emissions projections and transition plans
tointernalemissions modelling to assess credibility inline with stated targets.

Stewardship and forward-looking analysis — engagingissuers toimprove climate
performance, governance and transparency beyond existing targets and disclosure.
Forward-lookingindicators (e.g. Capexalignment, medium-termtargets, revenue mix

shifts, technology deployment, transition-financing needs, board governance)needa
balance between generaland sector-specificindicators to distinguish transitioningissuers
fromstructurally misaligned assets. Where a “transitionscore” isused, investors should
understanditsunderlyingcomponents.

Transition financing — assessesissueractivities at the entity level and tracks the outcomes of
transition-finance efforts by applyingrelevant taxonomies or frameworks.

EMEA ~$10B fixed Fixed income mandate with net zero alignment
Pension” income mandate considerations alongside afocus on sectoral research
and targeted engagements/stewardship.
EMEA NA Target of 100% NZ-alignment by 2040 and 50%
Pension'12 reduction by 2030 across all corporate equities
and bonds. Usage of both NZIF and TPl on transition
assessment of companies.
APAC NA Published Transition Finance Framework to support
Insurer™ financing transition activities; evaluation of both

corporate level reduction plans and asset
level alignment.


https://carbonaccountingfinancials.com/
https://www.parisalignedassetowners.org/net-zero-investment-framework/
https://www.parisalignedassetowners.org/net-zero-investment-framework/
https://www.transitionpathwayinitiative.org

Partll— Approachesto Sustainable and Climate Investing

AOsneedtoconsiderbalancing decarbonisation objectives, which are typically reviewed every
Syears,withimplications forannual performance. Reviews may influence sectortilts, risk-factor
exposures, andlong-termreturndrivers depending onthe chosenapproach.

* Inaperformance-firstapproach,investors prioritise immediate and near-term performance
while stillmaintaining longer-term decarbonisation goals. This typically involvesless

stringent screening and greateremphasis onsectorandissueranalysistoinformportfolio
weights and stewardship efforts, with quantitative equity strategies also able toincorporate
factorssuchasvalueandmomentumto enhancereturns.

* Inanobjective-firstapproach, we define mandates so that decarbonisationis the primary
objective. Portfolio-construction screensissuers forinclusionupfront, and we often assess
performance againstrelevant climate benchmarks orindices.

Case Study 1: AIGCC: Asia 2030 Playbook: How Asian Asset Owners Can Deliver Targets
and Capture Climate Investment Opportunities? (AIA Group Case Study)

InNovember2023, AIAGroup became the first pan-Asianinsurance company to
successfullyhave ournearterm SBTitargets validated. We are committed to having 31%
of ourin-scopelisted equity and corporate bond portfolio by invested value setting SBTi
validated targets by 2025 (based on SBTi's Portfolio Coverage Approach), reducing the
GHG emissionsintensity fromthe electricity generation sector within our listed equity,
corporate bonds and project finance portfolio by 49.3% to 240kgCO,e per MWh by 2030
froma 2019 base year(based on SBTi’'s Sector Decarbonization Approach).

To supportourprogress anddeliveronourtargets, we are using arange of levers, witha
strong emphasis onengaging with ourinvestee companies to support theiralignment to
committingto SBTiand SDA-compliant pathways. As along-terminvestor, we believein
supporting ourinvestee companiesintheirenergy transition and broader sustainability
journey to driveimpactfulchange. Therefore, our team of credit, equity and stewardship
analysts are actively engaging with ourinvestee companies globally across all sectors;
to track theirprogress, understand their ESG-relatedrisks and opportunities.

Ouranalysts would then score these companies’ progress using our proprietary framework
and methodology following these dialogues to exchange insights andinternal data-driven
researchreviews. Allengagementnotes andscores are uploaded onacommon platform,
customisedto AlA’s needs, fortracking and analysis; and fed downstream for senior
management reporting.

Todate, we are highly encouraged that agrowing number of ourinvestee companies are

formally committing to SBTiand successfully validating theirnear-term SBTitargets. As at
endDec2024,30% of ourin-scope portfolio of invested assets have validated their SBTi
targets (fromonly 4% in our 2019 base year) and the GHG emissionsintensity of our power
generation portfolio has declined 46% (fromthe 2019 base year) to 258kgCO,e per MWh.

Inaddition, ouranalysts conduct thematic engagements with ourtarget companieson
specific material ESG topics annually. Ourmostrecent exercise involved conducting
engagements with 53 investee companiesin the global power generation sectoron

the topic of energy transition, to ascertain their strategies and to source out attractive
investment opportunities to support transition. Our key findings, based on theirresponses,
include the following: 1) Fossil fuel dependencyis expected to decline from 47%in 2023 to
16% by 2050, in terms of energy mix, while renewables’ share is expected toincrease from
37% 10 74%inthe same period; 2) 88% are committed to net zero, with73% having a clear
decarbonization strategy to achieve theirtargets; 3) 53% are allocating more than 80% of
theircapital expenditure torenewables and greentechnologies; 4) 63% are proactive in
theirclimate mitigation efforts and 55% are proactive in adapting to climate change having
implemented significantinitiatives to enhanceresilience, based on AlA’s assessment.

Overall, ourthematic engagement findingsindicate incremental progressin energy
transition-planning but the companies also highlighted the key challenges they face,
namely grid decarbonization limitations, high capitalinvestment requirements for scaling
low-carbonsolutions and access toinnovative technologies (e.g. carbon capture,
greenhydrogen).

At AIA Group, we remain committed to integrating climate considerationsintoinvestment
decision-making and fosteringlong-term sustainable outcomes throughresponsible
stewardship. To this end, we will continue to track ourinvestee companies’ progress on
energy transition, engage onmaterial ESGissues, prioritising companies with significant
transitionrisks, advocate forenhanced climate disclosures, particularly in markets where
transparency remains limited.

20



Partll— Approachesto Sustainable and Climate Investing

Approach 3: Index and ETF Approaches

Climateindexand ETF approachesuse systematic orindex-linked methodologies tointegrate
climate considerationsinto benchmark-aware strategies (e.g. manage climaterisk exposure
andalign assetswith sustainability outcomes). While systematic, index-linked tools can
considertheinvestmentuniverse, tracking error, sectorand geographical tilts, they are

Figure 9: Climate index/ETF approaches'-"?

Overview of Approach

increasingly combined withmore active portfolio construction processesto alignwith portfolio

objectivesinemissionsreduction, forward-looking climate metrics, or defined transition

pathways. Thisapproach offerstransparent, scalable tools toreduce portfolio emissions,

enhance exposure to climate-alignedissuers oralign with specific transitionthemes across
equitiesand fixedincome.'#?

Use Cases for Index Identify Approach Evaluation of Index

¢ Universe reduction and
tracking error: Assess
how much the investable
universe shrinks vs. the
parent benchmark and the

o Emissions reduction:
achieving a minimum
reduction in GHG intensity
(as compared to benchmark)
orsetting an average annual

Benchmark: decrease. resulting tracking error.
Reference to evaluate
performance o Forward-looking metrics: o Emissions reduction:

Assess transition readiness Compare strategy’s
via TCFD-aligned disclosures, emissions reduction to
greenrevenues, or capex. benchmark — key for
achieving portfolio
decarbonization goals.

onreturns & climate

©

Climate risk exposure:
Manage systemic risk,
improve beta performance

&

Sustainability outcome:
Decarbonization, increasing
climate allocation

o Exclusions: Align with asset
owner policies, excluding
controversies and high-risk
sectors (e.g. weapons,
tobacco, coal, fossil fuels).

o Sector and geographic
tilts: Evaluate performance
impact of any significant
allocation shifts.

Asset Owner Examples

Asset
Owner

EMEA
Pension™

APAC
Insurer's¢

EMEA
Pension"”

APAC
Pension'®

Pension

Insurers

Pension

Pension
Fund

Co-
invested
intoa
~$0.4BETF

~$4B

~$1.6B

Introduced climate indexes

as new policy benchmarks
since 2023 with the goal for
investment portfolio to be
carbon neutral by end of
2035.Benchmark used as
performance benchmark for
internally managed assets.

Co-investedinvarious ETFs
including Asia ex Japan
climate ETF. Utilizing

low carbonindexas
benchmark for20%

of developed and emerging
market public equities

Launched 2 climate ETFs
that aligns with their climate
objectives and investment
strategyincluding
geographic diversification
of investments

Announced mandate for
management of 1.6B USD
tracking World Climate index

Investmen Methodology
Amt (US

Index ranks companiesin
each sectorbasedon
climate criteria like targets,
climate risk management

Selectionbased on climate
indicators and factors
including approved science-
basedtargets, management
of climate risks, and green
business revenue. Minimise
portfolio exposure to carbon
emissions related risks

Increasing the portion (relative
to the parentindex) of
companies with active carbon
emissions reduction targets
(approved by the Science
Based Targets Initiative — SBTi)

Index includes requirement
forcompanies to either
meet emission threshold
orhave approved science-
based targets

Asset Owner Deep-Dive

- Finnish Pension™ with $64B USD AUM invested $4B USD through 2 ETFs — a $1.6B global
climate ETF and a $2.4B North America climate ETF (largest ever ETF at launch)
- Index aligns with pension’s approach of using SBT for climate target setting while also
allowing for cost efficiency in asset allocation and geographic diversification

Source:InvescoAnalysis. Forillustrative purposesonly. Invesco Asia Pacific, Asset OwnersInsights: Climate Index & ETFs, Jun2025, https://www.invesco.com/apac/en/institutional/insights/esg/asset-owner-insights-

climate-indexes-and-etfs.html”



https://www.invesco.com/apac/en/institutional/insights/esg/asset-owner-insights-climate-indexes-and-etfs.html
https://www.invesco.com/apac/en/institutional/insights/esg/asset-owner-insights-climate-indexes-and-etfs.html
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Key featuresinclude:

Objective criteria — such as emissionsintensity, credible transition targets, exposure to
climate-solution activities, orgovernanceindicators

Portfolio-adjustment focus — emphasises overweighting transitionleaders and underweighting
laggards, a shift fromsimple exclusions, to maintain diversificationand manage tracking error
Integration with active processes — where ETFsandindex-linked strategies combine
systematic climate screening with fundamentalresearch and stewardship within

portfolio construction

Flexibility toincorporate sector, factor orgeographic tilts — enables alignment

with portfolio objectives while maintaining broad market exposure.

Approach 4: Climate Solutions (Public + Private)

Climate-solutioninvesting allocates capital to assets that contribute to mitigation, adaptation
orbroadersustainability outcomes. Allocationsin climate solutions originatedin private
markets, particularly in private equity and venture capital. Still, opportunitiesincreasingly
cutacrossthe entire portfolio —includinglisted equities, infrastructure, real assets and
thematic credit. This allows AOs to align solution themes with asset class pipelinesand
risk-return profiles.?0-22

Keyelementsinclude:

+ Defining climate solutions mapping as a starting point to identify key prioritised
technologies and business models aligned withthe AO’s mandate. AOs often also have their
owntaxonomy toolstoassessalignment.

» Broadening of investment themes through a shift from focusing solely on climate
mitigation (renewables, EVs)into broaderthemesrelating to energy transition and security
(e.g.industrials, manufacturing, grid, andinfrastructure resilience), adaptation andresilience
(e.g.agriculture and food security, water availability).

* Including taxonomies and eligibility frameworks to support consistent selection,
duediligence, andreporting.

+ Cross-assetclassapplication, with private equity, infrastructure, andrealassets as focused
allocations, complemented by expanding listed opportunities.

+ Impactmeasurement andreporting, where feasible, to assesshowinvestments contribute
to climate-related outcomes alongside financial objectives.

Climate solutionsinvestingis centralto achieving the “10”in 5/50/10, offering direct pathways
to scale climate-alignedallocation.
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- 1] Overall Objectives: climate/

allocation targets, transparency/

disclosures

- 2] Investment thesis/mapping:
Mapping of key investment
areas

- 3] DD process: ESGintegration
assessment

- 4] GP assessment/collaboration
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Figure 10: Climate solutions approaches?°-22

Overview of Approach
Deal Screening & Assessment

Portfolio Monitoring

- Value creationand
supporting on transition
planning

- Climate risk assessments

lllustrative Example

Broader Components

- Portfolio data andreporting

- Policy advocacy/industry
initiatives

NA Pension —Climate solutions map

Renewable Energy Water management Cement production
Solar, wind, hydro Water supply, manage Altmaterials, energy
S droughts/floods efficiency, carbon capture

CECS

Carbon capture & storage

Agricultural adaptation
Droughtresistant crops

Aviation
SAF, electric/hydrogen
powered aircrafts

Waste management

Recycling/methane capture

Disasterrisk reduction
Early warning systems,

extreme events preparedness

Transition of fossil fuels
CCSretrofitting, nuclear,
renewables

Asset Owner

NA Pension?°

EMEA
Pension?

APAC
Sovereign?

Estimated
Amt

(USD & as %
of AUM)

$100B target

by 2030

~$1.1Bin
climate &
energy
transition
solutions

(<19 of AUM)

~$19BAUM

Asset Owner Examples

Objective

Financial
performance
driven

Strategic
Objectives,
Financial
performance,
risk management,
sustainability
outcomes

Strategic
objectives,
Financial
performance

Approach

Target toincrease investmentsin climate
solutions witha 2030 investment target
of $100B across areas of mitigation,
adaptation and transition.

3D investing approachlooking at return,
risk, sustainability across themes of
climate, people & health and nature &
biodiversity. Climate & energy solutions
focusing oninfrastructure and private
equity with domestic market focus
alongside healthinvestments to improve
efficiency and alleviate pressure on
public healthcare system.

Supporting countries’ decarbonization
and net zero targets through investing
in greener energy, energy efficiency,
natural capital/carbon sequestration
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Case Study 2: Income Insurance Limited Case Study for AIGCC’s Asia 2030 Playbook

Financing the Climate Transition

Income Insurance Limited (“Income Insurance”) is one of the leading composite insurers
inSingapore, offering life, health and generalinsurance.

Establishedin Singapore to pluganeedforessentialinsurancein1970, Income Insurance
continues to serve the protection, savings andinvestment needs of individuals, families
and businesses today so that we help build the collective resilience of people in Singapore
through ouractions, products and services.

Our Sustainable Investment Strategy
Income Insurance applies athree-prong approach towards sustainable investment.

Firstly, we seek tounderstand the sources of climate-relatedrisk, opportunitiesand GHG
emissionsinourinvestments. Next, we identify and act on areas of priority and where we
candrive meaningful outcomes most within ourinvestment portfolio. Finally, we use our
cloutasanassetownertoinfluence positive change,inand through our external fund
managers (‘EFMs”).

Importantly, ourapproach focuses onenablingreal-world decarbonization outcomes
ratherthanjust short-termreductionsin portfolio-level emissions.

What We Have Done So Far

In2023, we pledgedto allocate S$1b from ourinvestment portfolio to finance the
climate transition. We started with fixed income, given that it makes up a significant share
of our portfolio and this asset classis also a key contributor to the financed emissions
(“FE”)inour public assets (listed equities and corporate bonds). We aim to leverage our
sizableinvestmentin Asia, to support the transitioninaregionthatis a major source of
global GHG emissions and where climate financingis urgently needed to mitigate and
adapttothe damaging effects of climate change. This allows us to play a meaningful
role, while capitalising on opportunities that are offered by the climate transition
financing gap.

We haveincepted anAsia Fixed Income ESG portfolio thatis managed against the J.P.
Morgan ESG Asia Credit Indexwhich has alower carbonfootprint thanits parent J.P. Morgan
Asia CreditIndex. The portfoliowasintentionally designed to overindexon greenbonds to
incentivise sustainable financing that aligns with climate change solutions.

Inaddition, the portfolio uses negative screening to exclude issuersinvolvedinthermal
coal(productionand electricity generation), oil sands, as wellas weapons, tobacco and
companiesthatviolate the United Nations Global Compact principles. To ensure that our
investments are driving meaningful transitionin the real economy, the mandate allows
exceptionsforthird-partylabelled greenbonds that areissued by high-emitting companies
thatareinthermal coaland oil sands sectors aswe recognise theimportanceinenabling
these hard-to-abateissuersto transition towards more sustainable business models over
thelongterm.

Beyond public markets, anotherarea of focus forIncome Insurance is on private markets,
where patient capitaland alongertime horizon offerawide scope and excitinginvestment
opportunities forinnovative solutions to finance climate transition. Thisis why we co-
anchored Fullerton Fund Management’s Carbon Action Fundin2024 asits Asia-focused
strategy, whichaims to advance decarbonisation outcomesinits portfoliocompanies while
delivering attractiverisk-adjustedreturnsresonated well with us.

The Carbon Action Fundis a private equity fund that focuses oninvestingin Green
Beneficiaries and Green Enablers acrosslarge, fast-growing economiesin Emerging Asia
suchaslIndiaand South-EastAsia. Its sustainable investment themesinclude renewable
energy value chainwhich facilitates clean energy transition; recycling and circulareconomy
to drive supply chain sustainability; green mobility to accelerate the adoption of electric
vehiclesand greenproduction systems to optimise efficiencyinresource-intensive sectors.

Forexample, the FundrecentlyinvestedinaleadingIndian Al-driven Corporate Transport-
as-a-Service company that optimises employee commutes forlarge enterprises.

By addressinginefficienciesintraditionalemployee transportation, it reduces emissions
through highervehicle occupancy and fewerredundant trips. The company also accelerates
the transition to cleanermobility by integrating electric vehiclesintoits fleet, driving EV
adoptioninone of the world’s fastest-growing transport markets.
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What Has Resulted

Of the S$1billion that we committed to financing the climate transition, more than S$750
million has already been deployedinto green and climate-related investments.
Byincorporating ESG disciplineinthe investment process andrestrictinginvestmentsin
the most carbonintensive companies, our Asia Fixed Income ESG portfolio, has alower
carbonfootprintrelative to the Asia Fixed Income mandate it was carved out from as well
as the standard Asia Fixed Income benchmark, while actively channelling capitalinto
greenbondsandtransitioninstruments.

Ourco-anchoring of the Carbon Action Fund has further expanded ourrole inadvancing
decarbonisation outcomesin EmergingAsia. The fund’sinvestments will help to address

critical areas such as clean energy, supply chain sustainability, electric mobility, and more
efficientresource useinenergy-intensive industries.

+ Theseoutcomeshelp toreinforce ourbroaderambition of supporting climate transition
financinginAsiawhereitismosturgently needed, while also ensuring attractive risk-
adjustedreturns forour policyholders and stakeholders.

Looking Ahead

Aswe progress along our sustainability journey, Income Insurance will continue torefine
and enhance our sustainable investment approach, drawing from our experience and the
expertise of our EFM partners and ecosystem players suchas AIGCC.
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Case Study 3: Developing La Caisse’s CAD 400 Billion Sustainable Investment Target by 2030

La Caisse, (formerly Caisse de dépdt et placement du Québec, CDPQ) manages the
funds of 48 depositors, with CAD 496 billionundermanagement (AUM) as at June 30,2025.
InJune 2025, itannounced a new ambitious sustainable investment target of CAD 400
billioninclimate actionby 2030. To achieve this, the organisation focuses onreal-world
decarbonisation —investingincompanies that embed climate considerationsinto their
business models- while broadening the definition of ‘green’ investments toinclude future-
oriented climate solutions

Atpresent, roughly 80% of green assets are concentratedinreal estate andinfrastructure.
However, the new strategy will broaden the addressable market as decarbonation matters
forthe entire economy andtherefore all asset classes. The current portfolio consists of
roughly 70% equity and 30% debt, primarily focused on private markets (60%), with about
85% of the assets managedinternally. The asset classesinclude REITs, equities, private
equity and debtacross corporates, real estate andinfrastructure, as well as government
bonds to maintain liquidity.

The climate journey beganin 2017, withinitial targets set toinvestin green assetsand
reduce portfolio carbonintensity, purposefully tying targets toremunerationincentives.
These targets were enhancedin2021andthe new strategy announcedin2025. La Caisse
exceededits climate targets and the portfolio has achieved a 69%reductionin carbon
intensity'i through three key actions: (1)investingin green assets thatlowered average
portfoliointensity, (2) selectivelyinvestinginlower carbon-companies to shift sector
exposure, and (3)al10-15% emissions reduction by portfolio companies thus supporting
broaderrealeconomy decarbonisation.

La Caisserecognisedthat focusing exclusively on carbonreductioninits portfoliomaylead
to concentrationinsectorssuchas|T, banking, and companies that provide services and

healthcare. This approach could ultimately limit the range of investments opportunities and
constrain portfolio construction while having very limited impact of the realeconomy and
portfoliorisk. La Caisse evolved to balance carbon goals with diversified sectorexposure,
reflecting multiple valid paths toward impactful decarbonisation.

The definition of ‘green’hasbeenbroadenedinline with the bestinternational frameworks
suchas SBTi, TPI, GFANZ. It now encompasses transition activities, nature-based solutions,
adaptationmeasures, and ‘enablers’ — investments critical to green objectives though
notinherently greenthemselves, such aslithiummines, which are essential forelectric
vehicle batteries and the clean energy transition, with ongoing efforts to minimise
environmentalimpacts.

Embedding sustainability is a core management priority. With this, La Caisse aims to
increaseitsinvestments with Paris goals, while recognising that companies are progressing
atdifferent pacesontheirdecarbonisationjourneys. It actively alignsits climate strategy
with national decarbonisation pathways, using each market’s nationally determined
contributions (NDCs) as benchmarks, and believes that climate change must be addressed
through two levers: decarbonisation and adaptation. La Caisse also supports sector-
specific emissionreductiontargets. Forexample, certain sectors like cement may only

be able toreduce emissions by specified (lower) percentage by 2030 due to limitations
includingimportant drivers such as public policy. Ratherthan exclude these investments, La
Caisse supports credible transition efforts, emphasising flexibility, rigor,and pragmatism,
to balance investment credibility with the realities of different geographies, enabling
decarbonizationwithin whatis achievable.

Ultimately, the goalis to ensure thatits portfolio companies are optimally positioned to seize
opportunities and mitigate risks related to the transition.

LaCaisseemploysover2,000 peopleandisheadquarteredin Quebec City, with officesinMontreal, Toronto, New York City, Mexico City, Sao Paulo, London, Paris, Singapore, Delhi,and Sydney.

LaCaisse 2025-2030 Climate Strategy
Comparedwith2017.
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Case Study 4: CalPERS’ $100 Billion Commitment to Climate Solutions

InNovember2023, CalPERS announced a commitment to have atleast $100 billioninvested
in climate solutions by the end of 2030.

CalPERS’ approachto climate solutions spans three verticals:

+ Mitigation: Encompasseslow-carbonassetsandenabling activities

» Transition: High emitting activities with a credible planto decarbonize, aligned with
science-based pathways

+ Adaptation: Includesallsolutions supportingresilience to the effects of climate change

CalPERS recognizes that countries and companies are onvarying stages of
decarbonization. Thoughwe engage policymakers and portfolio companies to transition

business practices and mitigate climate risks, many companies willneedto adapttoa
warmingworld and the correspondingimpact that this could bring to theirbusinesses,
supply chains,and human capital. This adaptation will require capitaland operational
expenditures, which will provide ample investment opportunities.

Accordingtothe [EA’'s World Energy Investment 2025 Report, clean energy technologies,
includingrenewables, nuclear, and energy storage, are set to attract $2.2 trillionin
investments, twice the amount expected forfossil fuels. Collectively, mitigation, transition,
and adaptation climate solutions provide a significant opportunity forinvestorsin
companiesacrossindustries and geographies.
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Approach 5: Real Assets

Realassets —includinginfrastructure, real estate and natural assets — are central to climate

strategies due to theirdirect exposure to physicalrisks and capacity to support mitigation,

adaptation, and transition objectives. These assets typically provide long-duration cash

flows and allow climate strategies to be implemented at the assetlevel. Research frommajor
consultants?®shows that particularly large institutions plantoincrease climate-alignedreal-

assetallocations as they seekresilience to physicalrisks and alignment with net zero pathways.

Key sub asset class characteristics

Real estate
AOsincreasingly focus ondecarbonisingreal estate portfolios, supported by improved
datatools to measure and monitoremissions —including externaltenantdata — and
implementingreduction measures like energy-efficiency upgrades and new technologies.
Somealso assess chronic and acute physicalrisks tounderstandimpacts onassetvalues.?8
o Physicalrisk assessment
AOsare deepeningtheirincorporation of physicalrisk assessments across allreal-asset
classes, evaluating climateimpacts, and exploring how installing adaptation measures
cangenerate costsavings. Cost-benefitanalysis of resilience measuresisbecominga
standard practiceinreal estate due diligence and management.

Landlord-tenant collaborationisbecoming more common, including sustainability,
datasharing, monitoring, andjointinitiatives to improve environmental performance
through building design oroperational changes.
Infrastructure and otherreal assets
Infrastructure investmentsinenergy, transport, utilities, digital networks, and social
infrastructure are core building blocks for transition. Otherreal assetsinclude investmentsin
agriculture and otherland-based systems that store carbon and support ecosystems. While
some assets directly contribute to emissionsreduction, many underpin portfolio-level
decarbonisation. They are heavilyinfluenced by transition policies, technological shifts,
and climate-resilience considerations.
o Lifecycle approach to decarbonisation
Thereisagrowingfocus onwhole-lifecycle decarbonisationininfrastructure.
Forexample,one AO has mapped carbon measurement across the fullinfrastructure
lifecycle —from construction to usage and operations through to end-of-life disposal.
Inadditionto operational carbon, investors areincreasingly assessing upfront carbon
(emissionsrelatedto construction and materials)and embodied carbon (maintenance
and end-of-life emissions).?
o Collaborations and partnerships
Giventhescale and specialist expertiserequired, AOs are forming partnerships to expand
investmentreach and diligence capability. Recent examplesinclude ajoint program
betweenanAsianpensionfundandamajorout-of-regionpensionfundtoinvestin
developed-marketinfrastructure.®

28


https://www.mercer.com/about/newsroom/large-asset-owners-double-down-on-private-markets-as-they-navigate-heightened-economic-and-geopolitical-risks/
https://www.mercer.com/about/newsroom/large-asset-owners-double-down-on-private-markets-as-they-navigate-heightened-economic-and-geopolitical-risks/

Partll— Approachesto Sustainable and Climate Investing

Figure 11: Real assets approaches?*-?7
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Key Measures
Emissions reduction contributed by asset
and measures
(e.g. low-carbon materials, e-tolls)
Physicalrisks assessment and
adaptation measures

Key Measures
GHG reduction pathways
Adaptation measures: e.g. crop
diversification/rotation, cold storage
Natural capital accounting to quantify
value of ecosystem services

Asset Owner Examples

Asset Owner | Estimated Amt| Approach

NA Pension?*

NA Pension?

NA Insurer?

Asian
Sovereign?

(USD & as %
of AUM)

$36BinReal
estate (20%)

$35Binreal
estate (7%)

~$5Bin
sustainably
managed
timberland
and
agriculture

$10B

Tracking of emissions since 2017 for all domestic owned
properties; 20% reduction in energy consumption from
2007t02022;2030 target to reduce domestic portfolio
emissions by 50% and 2040 target to reduce global
portfolio emissions by 50%

Proprietary physical risk screen on 100% of private real
estate holdings including geo-specific analysis assess
impact of acute/chronic variables alongside abatement
capacity assessment framework

Convened global decarbonization working group to
develop pathways to reduce GHG emissions including
detailed research on technologies such as precision
fertilizers, biochar, trucking & machinery telematics etc.
Adoption of natural capital accounting to value material
ecosystem services

Invest across range of infrastructure including transport/
logistics (toll roads, ports), green energy (EV ecosystems),
healthcare (hospitals, pharma) and digitization
(datacentresetc.)
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Case Study 5: Indonesia Investment Authority (INA): Scaling Sustainable Growth:
Indonesia Investment Authority Embeds ESG Considerations for Generating Sustainable Impact

and Long-Term Value Creation

AsIndonesia’s first sovereign wealth fund, the Indonesia Investment Authority (INA)Y
embeds Environmental, Social,and Governance (ESG) principles across allitsinvestment
decisions, not only to safeguard and ensure long-termvalue acrossits portfolio, but also
toscale climate-ledinvestments. INA’'sinvestments focusin the green energy andblue
economy sectoraimsto support the government’s mandate and climate agenda, which
targetsemissionreductions by 2030 and netzero by 2060. Viewing sustainability asboth
aresponsibilityand opportunity, INAintegrates ESGrisk assessments to balance market-
adjustedreturns with positive impact.

Building on this foundation, INA goes beyondrisk management to position sustainability as
aleverforlong-termvalue creation. INA actively leveragesitsinfluence to enhance the ESG
performance of portfoliocompanies. Inthe tollroad sector, forexample, INAtogetherwith
its consortium partners supportsits tollroad platforminadopting sustainability practices
tailored to the context of anemerging market like Indonesia focusingonkey aspects such as
health and safety, energy management aswellas GHG emissionsrelated to the operation.
Thisincludes developing a sustainability roadmap and defining KPIs to guide the company’s
gradual transition toward more sustainable operations. As part of thisjourney, the tollroad
company is preparingits first submission to the leading globalbenchmark for sustainable
realassets (GRESB).

Initially seeded with $5 billionin capital, INAandits investment partners have invested
more than $4 billion to date and now manage approximately $9 billion. Itisfocused on
5keysectors: Transportation, Logistics, and Infrastructure; Digital; Green Energy &

Blue Economy; Healthcare; and Advanced Materials'. INA’s Green Energy and Blue Economy
Sectorisanchoredonthree pillars:

1. Renewable energy and energy transition
2. Accelerating the private sectoradoption of cleantechnologies
3. Capitalizingonnatural capitaland blue economy

In2026, INAwillcontinue applying atailoredinvestment structuring approach, whetheras a
directinvestor, a Strategic LP, aco-GP, oraprovider of hybrid capital solutions, depending
onwhat bestsuits eachinvestment. These collaborations help bringin additional capital,
strategicinsights, technical expertise, andrisk sharing.

One exampleisINA2023 co-investment with Masdar, a globalrenewable energy leader,

in PT Pertamina Geothermal Energy (PGE). Thisinvestment contributes toincreasing
Indonesia’s geothermalinstalled capacity by supporting PGE in acceleratingits geothermal
capacity expansion. Additionally, Masdar will also provide knowledge transfer as part of this
partnership. Thisinvestment supports Indonesia’s target of increasingrenewable power
capacity by 50GW target by 2034, and also demonstrates INA’s approachto advancing
complexandstrategic projects at scale.

Beyondcapitaldeployment, INArecognises the need to scale up upfront capitalandis
exploringways to support projects fromtheirearly stages through toimplementation —
especially for climate-ledinvestments — including through mechanisms such as
blendedfinance.

iv Establishedin2020 and operationalsince 2021, Indonesia Investment Authority (INA) operatesunderaspeciallegal statusandreports to the President of the Republic of Indonesia. Withamandate to attract foreign directinvestment
(FDI)and build future wealth, INA's governance system features a two-tiered board structure: a Supervisory Board, chaired by the Minister of Finance, ensures alignment with nationalinterestand compliance, while a five-memberBoard

of Directors oversees daily operations and makes finalinvestment decisions.

v WhileinvestinginIndonesiaremainsthe core focus, INAis exploringregional expansion opportunities across Southeast Asiaand the Asia Pacific.
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Approach 6: Whole-of-Portfolio Integration

Whole-of-portfolio approachesaimtointegrate climate considerations consistently across all
assetclassesandinvestment processes. Ratherthanapplying climate toolsinisolated portfolio
segments, thisapproach establishes common objectives, metrics,and governance structures
that guide organisation-wide investment decisions."*-%3

Figure 12: Whole-of-portfoliointegration approaches'-33

Targets & Priorities Strategy Design Supporting Tools

- 1] Investment Objectives:
Climate targets,
allocation targets,
performance targets

- 2] Implementation
approach: Satellite
strategy (separated AUM
bucket) vs embeddingin
each asset class

- 3] Team setup and KPIs:
Sustainable investing team,
relevant KPIs and to-dos

- 1] Thematic priorities:
- Climate: mitigation,
adaptation, transition
- Nature

- Inclusive growth
- 2] Asset class expression:
public equities, fixed

income, private equity,
infrastructure etc.

- 3] EFM collaborations

Source:Invesco Analysis. Forillustrative purposesonly.

1] Frameworks on
transition: assessment
and evaluation

2] Taxonomies:
defining/categorizing
investments

3] Stewardship/value
creation: enhance
portfolio value through
active ownership

4] Policy advocacy:
e.g. on carbon markets

5] Reporting

Awhole-of-portfolio perspective recognises that climaterisk behaves similarly to structural

macroeconomic or systemicrisks, affecting valuations, discountrates and sectorexposures

acrossallasset classes. Thisapproachensures climate considerations are notappliedin

isolated silosbutarereflectedinenterprise-level objectives, portfolio-wide analytics

and cross-asset decisionframeworks.

Overview of Approach Asset Owner Examples

Asian Insurer Financing Transition Framework3'

Aligned and Aligning

Transitioning

Climate Solutions

Companies already
aligned oraligning

to1.5/2C pathway

Carbon-intensive sectors
inEMreducing
emissions intensity

Solutions contributing to
mitigation, adaptation,

resilience outcomes

Portfolio Construction
Composite transition
screen, DNSH

Monitoring & Engagement
Milestones, social
considerations, disclosures

Reporting
On engagements, transition
screen, exposure

Asian Sovereign Transition Framework3?

Manage risks from
potential stranded assets

Support credible transition
strategies from companies

Capital to green solutions'
and enablers

Targets, align with business strategy,

governance, reporting

Asian Sovereign Climate Strategy>®

Invest in sustainability

Evaluate risks and opportunities
Engaging portfolio companies

Advance institutional sustainability

Collaborate for progress

Net zero

Nature Positive

Inclusive Growth

Investing for low-carbon
economy

Encouraging decarbonization

in portfolio companies

Enabling carbon markets
solutions
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Key componentsinclude:

+ Overalltargets and priorities: how these align with broaderinvestment objectives.

+ Strategydesign: suchasasset classes, priorities, and thematic focus areas, aswell as
whether thisis anew satellite strategy as compared to beingembedded within existing
assetclasses.

+ Portfolio-level objectives and targets, including emissionsreduction, climate-solutions
allocation, orportfolioalignment.

» Cross-asset frameworks, such as centralised climaterisk assessments, dashboards, or
factormodels, enable comparability across asset classes.

* Integrationintoinvestmentprocesses, including portfolio construction, monitoring, risk
reviews, manager selection, and performance andimpact evaluation.

+ Governance and accountability, clarifyingroles acrossinvestment committees, chief
investment officer (Cl1O), sustainability teams, and investment teams.

Whole-of-portfoliointegration helps AOs provide the foundation for sequencing and
evaluating climate-relatedriskand actions, alongside otherrisk factors and priorities, as many
AOsneedto considerdiverse mandates and time horizons.
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Vi

Case Study 6: Permodalan Nasional Berhad (PNB)’s RM 10 Billion Commitmentin New Green

and Transition Assets by 2030

PermodalanNasional Berhad (PNB)is one of the largest fund management companiesin
Malaysiawith assets undermanagement (AUM) exceeding RM300 billion. PNB’s portfolio
covers strategicinvestmentsin Malaysia’s leading corporates, global equities, private
investments, andreal estate. Foroverfourdecades, PNBremains focusedin contributing

to the wealth of Bumiputeras and allMalaysians andis dedicated to fulfillingits purpose to
upliftthe financiallives of Malaysians across generations. PNBis committed to sustainability,
responsible practices, andthe creation of aninclusive future that benefits bothits
stakeholders and the communitiesit serves.

Pragmatic Evolutionin Setting Sustainability Targets and Strategies

In2022, PNBlaunched its Sustainability Framework comprising 10 ESG Commitments. Clear
climate targets were established: achieve anetzero portfolio by 2050, reduce investment
emissionsintensity by 30% by 2030, ensure 70% of portfolio companies have credible

net zero targets by 2030, and commit RM10 billion to new green and transition assets by
2030. Fromthe outset, PNBunderstood that to scale climate investments meaningfully
wouldrequireraising targets over time and actively integrate this as part of their climate
investment strategy.

Driven by its climate aspirations, PNB aims to adopt anintegrated stewardship approach
todecarboniseitsinvestment portfolio through: (1) Stewarding companies to decarbonise
and establish theirown netzero commitments and strategies, (2) Increasing investmentsin
new greenand transition assets and(3) continuously evaluating portfolio emissionsimpact
as partofits pre-investment due diligence. Theinitial RM10 billion commitment serves as
avital step to shift capital towards greener assets, hedge against climate transitionrisks
while setting a cleardirection towards long-termnetzero alignment. Asits assetsunder
management grow, PNB will consider scaling-up this commitment accordingly. Efforts are
alsounderway with otherteams, particularly in equities andinfrastructure, to expand green
investmentsinthese assetclasses.

To guideinvestment decisions, PNB developed aninternal Green Taxonomy¥iandidentified
fourfocus sectors covering Green Transportation, Renewable Energy, Green Buildings, and
Agriculture, Forestry and Other Land-Use (AFOLU)V!, Externalmanagers are assessed for
alignment with SFDR 8 or 9Vii criteria, as well as whether they have strong mandatesin green
andtransition assets. The approachis sector-agnostic andrisk-return focused, with climate
considerations employed across all asset classes.

Progress and Focus on Real Estate

Approximately RM 5.5 billion (~55%) of the commitment has been fulfilled. Initial progress
was driven by itsreal estate investments which are aligned with established green building
standards(e.g. GRESB and LEEDS). Inan evolving climate taxonomy landscape, green
building standards provide verifiable criteriain assessing environmental performance,
reducingrisks of greenwashing, while enabling PNB to invest in green buildings with
attractiverisk-return traits.

Broadening Climate Transition Investments Considerations

To furtherstrengthenits climate integration approach, PNBis currently considering
applyinginternal carbon pricing, carbon budgeting, and expanding ESG considerationsin
strategic assetallocations overtime. Forinvestments not classified as green, PNB assesses
whether companies have credible net zero commitments and transition plans toinform
voting decisions. PNB also developedinternal “House View” whichincorporates macro-
level analysis onenergy transition outlook to ensure climate considerations are part of its
investment decisions.

PNB’s pragmatic andincremental strategy balances meeting climate targets with practical
investment realities to drive sustainable developmentand economic growth.

PNB’sinternal greentaxonomy was developedbasedon SRItaxonomy and Climate Change and Principle-based Taxonomy (CCPT).
vii PNBAnnuallntegratedReport2023,p.83

viii Sustainable Financial Disclosure Regulation (SFDR) articles8and 9
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Approach7: ImpactInvesting

Impactinvesting directs capital towards activities that generate measurable positive
environmental and social outcomes alongside financialreturns. Within climate strategies, this
typicallyincludesinvestments supporting mitigation, adaptation orresilience across sectors
suchascleanenergy, sustainableland use, circularity and nature-based solutions —initiatives
suchasthe Sustainable Development Goals.*

AOs adoptinganimpactallocation should define clear objectives supported by animpact
investment thesis — often articulated through a theory of change — and a structured approach
toimpact measurementand monitoring. This ensures alignment betweenintended outcomes,
investment processes, andreporting. Whereimpact strategies depend onissuerbehaviour or
operationalimprovements, AOs may use targeted stewardship to reinforce impact objectives.
Thisincludes engagement ontransitionplans, outcomes-linked key performanceindicators
(KPIs), and governance practices thatunderpindelivery.

Key considerationsinclude:

* Broadencapital spectrum: Inpractice,impactinvesting spans the full capital stake. Given
that over70% of climate finance has historically been deployed through debt,*° AOs can
broadentheirfocus beyondventure capitalandinfrastructure to private debt and project
financing. Many development finance institutions have beenactive in this space, as the
potential foradditionality and scale may be more readily achieved.“®

+ Blended finance structures andinstrument-levelinnovations: Growing use of guarantees,
catalytic capital,and outcomes-based financingisincreasingly used to scaleimpact,
particularlyin Southeastand South Asia. AOs can considerunderstanding the range of
capital providers and potentially partner with development finance institutions (DFIs)
and otherspecialist capital providers.

Impactinvesting complements other sustainable investment approaches by enabling AOs to
target specific climate outcomes across public and private markets.
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Figure 13: Impactinvesting approaches’34-38

Overview of Approach Asset Owner Examples
. . . Asset Owner | Estimated Amt Objective Approach
Def’ne ObJeCt,ves ’dent’fy ApproaCh ’mpaCt Measurement - (USD &% of AUM) -_

APAC Undisclosed Strategic Dedicatedimpactinvesting allocationinto various

- 1] Strategic Objectives: - Impact thesis formulation 1] Impact Sovereign objectives, impact investment strategies. Have also created
support strategic and . targeting: Fund*® sustainability brqader ne.twork. angl ecos.ystem to build capaqity
development objectives - Alt'°"’:_:t'°" style: ;l:or eer Metrics/indicators CRICSIES \CA’IZ'FT;ZC;S";V:;:Z&:Sﬁ‘;’;%::osul?;;ﬁfﬁgrs"'p’

satellite approac P .

el Whe‘re iz el PP to Opt!mlze eI development of regionalimpact investing hub,
owneris based - Asset class priority: e.g. monitoron generating positive impact for underserved

- 2] Client & Stakeholders fixed income or private communities while achieving market rate returns.
Interests: Catering to markets APAC $1.4B Strategic Throughimpact investment strategy enhance
clients and stakeholders’ - Thematic selection 2] Impactrating: Sovereign (4% AUM) objectives nat?ongleconqmic competitivene§s while
interests of the asset scoring orrating Fund®® delivering positive socio-economicimpact.
owners scale based on Investmgntsmcludg supporting early-stage .

) companies, emerging fund managers and enabling

- 3] Risk Management & ran%‘;toei;gpm small-medium sized enterprises to grow.
Growth: Better APAC ~$0.6B Client & Investments made in members’ best financial interest
management of portfolio Pension® (1% of AUM stakeholders  to provide financial return while also providing positive
risks and capturing long- targetby 2026) interest and measurable impact to society and environment.
term opportunities 3] Impact Sectoral focus across agriculture, renewable energy,

monetization: conservationand af'forgiable services like housing,

- 4] Business Synerg:es: quantify impact healthcare and education.
Investmentpor‘tfoho also into monetary APAC $0.2B Business Investing into healthcare focusedimpact strategiesin
creates synergies for basis Insurer®® (<1% of AUM) Synergies EM. Partnership includes collaboration on developing
assetowners’ broader products and services at intersection of financial
businesses services, healthcare and climate solutions.

Asset Owner Deep-Dive

- SEA sovereign fund*¢ with $36B USD AUM allocating $1.4B to create impact investing
strategy to enhance economic competitiveness while delivering socio-economic outcome

- Strategies to support venture capital ecosystem including emerging managers and local
tech startups, support financing and capacity building on small-medium enterprises inlocal
economy and strengthening economy’s position in global semiconductor value chain
through direct investments/JVs and talent development

Source: Invesco Analysis. Forillustrative purposesonly.
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5. Mapping Approaches Across Asset Owner Types

This sectionsummarises how AOs apply the seveninvestment approaches differently
dependingontheirmandates, investment time horizons, risk appetites, investment
objectives, and organisational capabilities. Figure 14 summarises these patterns. It shows
where each AO type most commonly applies approaches and how structural characteristics
shapeimplementation.

Global Allocators and Centralised Pension
Schemes

These AOs typicallyinvestacross multiple asset classes and operate withlonger time horizons.

Theirstrategic priorities and stakeholder expectations generally align well with sustainability
objectives, enablingmost of themto deploy all sevenapproaches. Whole-of-portfolio
integrationis particularly relevant given their diversified asset class mixandinvestment
strategy. Climateriskintegration, portfolio-decarbonisation pathways, climate-indexorETF
tools, climate-solutions allocations, andreal-asset strategies canallbe applied concurrently,
supported by enterprise-level governance and cross-asset analytics.

National-Focused Sovereign Investors

National-focused sovereigninvestors tend to concentrate on private markets and strategic
domestic development priorities. Approachesrelating to private-market decarbonisation,

realassets, climate-solutionsinvesting, andimpactinvesting are most prevalentamongthis
group. They widely use climateriskintegration and stewardship, whereas whole-of-portfolio
approachesemerge where climate objectives are embedded within national strategies.

Selection Pension Schemes

Selectionschemes face member-choice dynamics, shorterinvestmenthorizons and tighter
tracking-errorconstraints. As aresult, they rely most heavily on climateriskintegration and
index-linked climate approaches, using stewardship as a core lever where portfolio flexibility
islimited. Private-market allocations and climate-solutions strategies are typically more
constrained duetoliquidity and product-designrequirements. However, selective use

of private marketsis possible.

Life Insurers

Lifeinsurersrely predominantly on fixed-income portfolios due toliability matching and
regulatory capital considerations. Climate approaches, therefore, focus on decarbonising
fixed-income holdings, which climateriskintegration and stewardship support within fixed
income and equities. Selective allocations to private markets (e.g. climate solutions, transition
finance, resilience-focusedinvestments, orimpactinvesting) are emerging areas of interest.
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Figure 14: Mapping across AO types and approaches'

National Global Centralized Selection
Focused Allocator Schemes Schemes
Y

XS OCY IV Thematic Strategies Y Y Y

Active Labelled Bonds

. Y Y Y ~
Fixed Income
Active Equities & n Climate Risk
. : Y Y Y Y
Fixed Income Integration
»
Transition &
Portfolio Y Y Y Y
Decarbonisation
3 .
Indexes/ETFs . Climate Index v v v
Strategy
Private Markets Climate Solutions v v v v
(PE/VC/PC)
E Real Assets ~ Y Y Y ~
Whole Portfolio n Whole-of-
. Y Y Y ~ ~
Portfolio
-
Impact Investing Y Y ~ Y ~
Private markets Breadth of investment mandate Indexes, Fixedincome, ETF Primarily risk
opportunitiesin climate allow considerations across approaches engagements focused alongside considerations in
solutions, infrastructure including whole-of-portfolio strategies as key levers growthin private fixedincome book
allocations

Source:InvescoAnalysis. Forillustrative purposes only.
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6. Four Archetypes

This sectionillustrates the fourmost common strategic archetypes. We base this
onthe sevenapproachesexplainedin Section4, fromrisk-focused adoptionto
whole-of-portfoliointegration.

Archetype 1: Risk Integration

Riskintegration prioritisesintegrating financially materialrisks — both transition and physical
climaterisks —intoinvestment decisions. Universal owners andinvestors mostly apply this
archetypeinlisted equities and fixedincome, with tighter tracking-errorormandate constraints.
Thefocusisonidentifying exposures, assessing materiality, and adjusting whererisks are financially
significant. Stewardship and voting play a centralrole inmonitoring and supporting value creation.

Key characteristicsinclude:

+ Developingandapplying proprietary frameworks to identify, assess, and monitor climate-
related financialrisks

+ Adjusting portfolios selectively whererisk assessmentsindicate materialimpacts tovalue
orvolatility

* Understandingfinanciallinkages between climaterisks and portfolio-level outcomes,
includingimplications forsectorexposures and emissions profiles.

This archetype generally appliesto Approach1; the selective use of Approaches2and 3
depends onmandate designand portfolio flexibility.

Archetype 2: Portfolio Decarbonisation

Portfolio decarbonisationbuilds onriskintegration by incorporating explicit emissions
reductionobjectivesinto broaderinvestment objectives alongside otherreturn objectives.
AOsusingthisarchetype set portfolio-leveltargets and use issuer- orasset-level assessments,
alongwith forward-lookingindicators to guide decision-making. While they often apply this to
listed equities, fixedincome, andreal estate portfolios, decarbonisation principlesincreasingly
extendto otherprivate markets as data quality and methodologiesimprove.

Key characteristicsinclude:

+ Usingframeworksto setportfolio-level emissions targets and assess transition
and decarbonisation progress onthe holdings-level

* Understanding potential near-termtrade-offs and otherpossible performance implications
ontheportfolio

» Adjusting foremerging market exposures to address systemic bias

+ Structuring stewardship with time-bound escalationlinked to transition milestones

» Adjustingtosector-,issuer- orasset-level exposuresto align with defined
decarbonisation pathways

+ Consideringtheuse of climate-focusedindicesand ETFsasabenchmark.

Thisarchetype generally appliesto Approaches2,3,and 5. At the same time, it builds on Approach
with selective use of Approaches4and5dependingonmandate designand data maturity.

Archetype 3: Financing Solutions and Transition

The climate solutions and transition financing archetype shifts from portfolio alignment to
proactive capitalallocation. AOs use thisarchetype toinvestinactivities that enable mitigation,
adaptation, ortransition outcomes, seeking to capture climate-themed alphaand support
long-termvalue creation. Allocations often originate in private markets, including PE, VC,
infrastructure, and private credit. But theyincreasingly extend across listed equities, private
credit,and otherreal assets as solutionthemesbecome mainstream.

Key characteristicsinclude:

» lIdentifyinggreenandtransition assets alignedto taxonomies, sustainability-linked
instruments, labelled debt, and evaluating outcomes from using thematic filters, technology
readiness assessments, and sector-transition framework mechanisms

* Focusingoncapturing solution-driven alphaand supporting asset classes aligned withlong-
termtransition pathways

+ Deployingacrossthe full capital stack, while monitoring ongoing developments
inblended finance.

This archetype generally appliesto Approaches 4,5,and7. The complementary use

of Approachesland 3dependsonportfolio constraints and opportunity sets.
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Figure 15: Archetypes and linkages'5-71.20.31.32.41

Risk Integration Decarbonize Portfolios Financing Solutions & Transition Whole-of-Portfolio

Investment Managing sustainability risks forlong- Investment portfolio emissions reduction Channel and catalyze capital to support scaling Holistic climate investment strategy in pursuit
Objective terminvestment returns while maintaining investment returns climate solutions and financing transition of both sustainability and return objectives
n _Climateriskintegration A Transition & Portfolio decarbonization 1 Climate Solutions (PE/VC/PC) | n Whole-of-portfolio strategy
Scenario analysis, internal carbon prices, Frameworks, monitoring, stewardship Opportunity sizing, Cost curves, Mega-
A " stewardship E Real assets strategy | themes across asset classes; Carving out
DRIOACHES a Climate Index strategy | dedicated AUM
l Impactinvesting |
a Real assets strategy |
. . o Map of themes/technologies/assets Risk Capture thematic
RlsI;asiisas‘:n;ent Stevnz;rsizt:}?hae;:ﬁeroach —> i:ffv;ﬁ;d;:p:t g Incl. analysis of tech maturity, cost curves, integration opportunities
Sec‘:gr/re ion Horitization & P 9 market & business model, return profiles Carbon Opportunities across

material?ty ° monitoring Transition pricing, mitigation/transition/

. framework Index/benchmark stewardship adaptation by asset classes
Assessmentof P construction & ETF o
Components l l St . . utcomes :
P decarbonization strategies TA|Ignmentt/ andimpact tCa|:k>|_t::\lI
' ' drivers axonomy to - stackincl. :
. Portfolio adjustments . . define green monltc:’rlng blended Broader firm strategy-core vs satellite
Linkage of sustainability risks to financial eal assets & transition ancs finance Implications on team setup, investment
implications and evaluation —»  decarbonization evaluation objectives/returns
initiatives

- APAC Pension>: universal owner, sustainability - EMEA pension”’: adopting NZIF forassessment - NApension?®: 2030 climate solutions - APAC insurer®: Financing transition framework
risks integration, sustainability indexes mandates,  with targets to move % of holdings to aligned/ ~  allocation target across mitigation, adaptation,  looking across themes and asset classes

Notable evaluate financialimplications aligning by cert.?in timeframe; alsq ad'just transition — APAC sovereign®: Investing thematically
examples - EMEA Sovereign’: universal owner, integration benchmark§ to mcludg decarbonization goals across decarbonization solutions, transition,
of risks by theme, stewardship and policy - EMEA pension’: fixed income mandate with adaptation
advocacy netzero considerations
Key Link age of sustainability risks to financial Frame work impact onreturns; Suitable taxonomy & assessment map; Thematic mapping to asset classes;
considerations outcomes on portfolio Index implications onreturns/EM capital stack considerations returns, EM opportunities
ahead

Source:InvescoAnalysis. Forillustrative purposesonly

Implementation often follows a core-satellite structure. Core embeds climateriskintegration

Archetype 4: Whole-of-Portfolio " S .
andthematicinvestment opportunities within existing asset class-focusedinvestment

Whole-of-portfolio integration treats climate considerations as enterprise-level and systemic ~ t€@ms. While satellite allocations are carve-outs, managed solely for climate or sustainability,

factorsthatinfluencerisk, returnand capital allocationacross all asset classes. AOs with
longerinvestment horizons andlowerinvestment orregulatory constraints mostly adopt

with defined thematic priorities.

thisarchetype.
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Key characteristicsinclude:

+ Embeddingclimate objectivesinstrategic asset allocation, investment beliefs and
enterpriserisk frameworks

+ Usingacore-satellite structure, with climate-integratedin core investment teams
complemented by higher-conviction solution, transition and impact-focused
satellite carve-outs

* Integratingrisk, decarbonisation, solutions, stewardship andimpacttoolsinto aunified
portfolio strategy

* Usingscenariosandlong-term transition outlooks toinformallocation, risk management
and engagement.

Thisarchetyperefersto Approach é but generally applies to Approaches1through7in
combination. The emphasisisonsequencingand coherence across asset classteams
andbetween core and satellite allocations.
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/. Linking Approaches to Returns (Beta and Alpha)

Climate factorsinfluenceinvestmentreturns through bothrisk-related betaand opportunity-
drivenalpha. Understanding these linkages helps AOs prioritise, design, and sequence the
sevenapproaches and determine how climate considerations fit within broader portfolio

objectives andrisk-return profiles.

Figure 16: Targets delivery and investment returns'#

practices. They delivered 10-year annualised returns above 6% while achieving

Top performing global asset owners by 10Y Annualized Returns
(Top 10 Global SF/PF and Top 5 APAC SF/PF)
Portfolio emissions reduction
(equities + fixedincome; FY2024 vs 2019/2020 baseline)
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Top 10 globally
~6 out of 10 have achieved ave ~56% reductions

Figurel6 analyses10-yearannualisedreturns fromthe top-10 performing AOs globally
andthetop-5performingin APAC."“ It reveals that many of the highest-performing funds
simultaneously achieved significant portfolio reductions through theirrisk-integration

10Y Annualize Returns
(FY15-FY24; %)

Top 5in APAC:
~4 out of 5 have achieved ave ~51% reductions

74%
\ 67%
T~ 58%
\
50%
47%
47% Tons L%
40%
NA NA NA NA
Not reported Not reported Not reported Not reported
0% 0% 0% 0%
EMEAPF APACPF EMEASF NA PF EMEASF EMEAPF EMEAPF NA PF APACSF APACPF APACPF APACPF

Note: PF =Pension Fund, SF = Sovereign Fund.

Source:InvescoAnalysis. Forillustrative purposes only. Global SWF, GSR2025 Report, https://globalswf.com/reports/2025gsr
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30-40% reductionsin portfolio emissions overthe same
period. Thiswas supported by climate-index usage,
incorporating climate considerations enabling broad market
exposure, assetallocation, withincreased allocations
tolabelled fixed-income products, and a more detailed,
consistent approach to stewardship prioritising high-
emittingcompanies andbroader systemic engagement.

Two key drivers help understand thereturndrivers from
sustainableinvesting, explained below.

7.1 Climate as a Driver of
Portfolio Risk (Beta)

Evidence from globaland Asian AOs shows that
strengthening climaterisk assessment within portfolio
constructioncanreduce exposure to vulnerable sectors
and supportlong-termbetaresilience (“betaplay”’). Some
AOshave started to quantify the value contribution of better
sustainability risk management, supportingimproved
financialreturns by understanding the:

» contribution ofrisk-based divestments andreweighting
toenhance portfolioreturns

« financialimpact of systematic stewardship on price-to-
bookratioand market capitalisation

7.2 Climate as a Source of
Potential Return (Alpha)48-4°

Climate-related mispricing, sectoral transitions, and
structural growth themes create opportunities for
outperformance by integrating climate factorsinto thematic
allocations and others, such as security selectionand
valuation adjustments. AOs have achieved this through

Figure 17: Capturing beta from climate investing*¢-4
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dedicated climate allocationinvestment targets, mostlyin
private markets, which have generated alpha through:

+ allocationstoclimate solutions across private equity, venture
capitalandinfrastructure

* overweightingtransition-alignedissuers with
credible pathways

* investmentsinadaptation-relatedreal assetsandresilience

+ thematic strategiestargetingemerging technologies and
policy-supportedsectors.

Examplesexistinclimate-themedventure investments that
have outperformed broadergeneralist strategies. There
isanotablylowercorrelation between energy transition
infrastructure and other asset classes, which provides
additional portfolio diversification benefits.48-4?

7.3 Linking Return Drivers to
Strategy Design

Thesereturnlinkages help AOsidentify which approaches
toemphasise, and how to sequenceriskintegration, index-
linked adjustments, stewardship, and climate-solutions
allocations within 2030 strategy design. Understanding where
climate factorsinfluence beta, alphaorissuerbehaviour
informs prioritisation. It ensures the integration of climate
objectivesinto portfolio construction, riskmanagement, and
long-termvalue creation frameworks. Understanding how
these sustainability driversimpact financial performance
andinvestmentreturnsisacontinuedfocusareaforAOsin
the future.

Top-performerevidence shows that combining several
approaches(e.g.climateriskintegration, climate-indextilts,
targetedclimate-solutions allocation, greenbonds andactive
stewardship) cansupport both stronglong-termperformance
and progress towards emissionsreduction objectives.

Figure 18: Capturing alpha from climate investing“8-4?
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2030 Climate
Strategies

Partlll of the Playbook focuses onhow AOs translate the approaches and patterns describedin
Partllinto practical strategies andimplementation plans suited to theirmandates, investment
objectives, risk appetite, operating constraints, and regulatory environments.
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8. Designing a Climate Strategy

Designingaclimate and sustainable investing strategy for effective climate actionrequires
investment and operational alignment across portfolio objectives, investment processes,
governance, and organisational capabilities withthe AO’s mandate and operating environment.
This section setsout the key considerations, notably for CIOs and chief sustainability officers,
inbridging the seveninvestment approacheswiththe practical stepsand clearguidance on
translating climate strategy into day-to-day investment activities.

8.1Define Investment Objectives and Perimeters

Clearsustainable investment objectives guide climate strategy design and define how
sustainability objectivesinfluencereturn targets withinregulatory orinvestment constraints,
suchasreturntargets,liquidity, andreference benchmarks. Considerations typically include:

+ Portfolio-level emissionsreductiontargetsto achieve apercentagereductiontargetbya
specifictimeline, groundedincredible baselines and aligned tolong-term goals.

» Allocationtargets, allocating a certain percentage of AUMto climate or sustainability
investments, considering opportunity sets and portfolio constraints.

+ Scope andboundaries, internally definingwhich entities, asset classes, geographies,
benchmarks, orsubsidiaries are in scope for climate objectives.

+ Riskappetite and constraints, including tracking-errorlimits, liquidity needs, duration
requirements, and asset liability management considerations.

+ Governance and oversight arrangements, clarifying the roles of boards, investment
committees, the ClO, and sustainability functions.

8.2 Design and sequence the Right Sustainable
Investment Strategy Components

AOs oftenuse multipleinvestment approaches concurrently. Part of an effective strategy
designinvolves selecting the mostrelevantapproaches and sequencing themaround
sustainability returndrivers. As shownin Figure 19, thisrequires understanding how different
approachesalignwith specific objectives and perimeters (see Section 8.1). Therelevant
components and sequencingdependonanAQO’sinvestment objectives, asset mix,

andinvestmentmandates. Thisenablesittobalance betweenambition and feasibility
while embedding climate considerations consistently over the strategy horizon.

Common patternsinclude:

* Quick-startactions: climateriskintegration,engagement and stewardship, and adopting
index-linked climate strategies

* Medium-term adjustments:integrating decarbonisation strategiesinto portfolio
construction, adjusting sectororissuer exposures, and considering climate ortransition-
alignedindicesand ETFs

+ Long-termassetallocationtargets: allocatingacertainpercentage of AUM oramount
to climate solutions, real assets, and private markets.

Typically, emissionsreductiontargets orasset allocation targets are statedinterms of acertain
percentage of reduction orpercentage of AUMby 2030 or2040.

8.3 Investment Strategy and Team Set-up —
Core Versus Satellite Strategy

AOsneedtoestablishtherightresourcingmodelto deliveronthe strategy asreflectedin
Figure19. Someintegrate sustainability KPIs across asset classes within their core investment
teams. In contrast, others adopt a satellite strategy, allocating adedicated AUM bucket
managedby a separate team.

Once themodelis defined, AOs canidentify how climate objectives canbe considered as part
of theinvestment strategy. Thismayinclude:

+ incorporating climate metrics, targets and scenario analysisinto due diligence, valuation
andrisk management

* integratingclimaterisks and opportunitiesinto portfolio construction, optimisation
and monitoring

+ aligning externalmanager selection, mandates and oversight with climate objectives

+ establishingcross-asset climaterisk dashboardsandanalytics

+ integrating physicalriskinsightsintoreal-assetandinfrastructure planning

+ usinginternal carbonpricingtoreflect transitionrisk costs where appropriate.
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Figure 19: Strategy-design considerations'
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8.4 Governance, Operating Models
and Organisational Capabilities

Effective deliveryrequires organisational structures that support coordination
and accountability foreffective strategy execution. Key elementsinclude:

+ Cleardecision-making and accountability across the AO’s Board, Investment Committee,
ClO andsustainability teams are essential
o Clearresponsibility forintegrating climate risks and opportunities
o Establishingintegrated thematic teams, integrating sustainability teamsintoinvestment
teamstoenhance greater collaborations andinfluence assetallocation.
* Integration of KPIs (where appropriate) — thatreinforce accountability for climate objectives
o Encouragingeachinvestmentandassetclassteamto have climate and sustainability-
related KPls, includingidentifyinginvestment opportunities, relevant theses,
and financially material risks by asset classandregion
* Robustdataandsystems —including portfolio-wide dashboards, centralised data,
and analytics environments supporting emissions measurement, physicalrisk analysis,
issuer-levelassessments, benchmark comparison, andreporting
o UsingAlscreeningforsustainability metrics from corporate filings
o Forward-looking modelling tounderstand which companies mightlose climate
certificationsandthe correspondingimpact oninvestment decisions
o Transparencyoncurrent coverage and limitations of data, particularlyinevolving areas
like physicalrisks and nature assessment.
+ Consistentreporting cycles — enabling oversight andrealignment with strategy
* Internal capability development — acrossinvestment teams(e.g. climaterisk assessment,
scenario analysis, real-asset decarbonisation, transition finance)
o Stakeholderssharing transition plans and targets, including assessing high emitters,
engagement progress andimplicationsonportfolioreturns.

These enablers ensure climate considerations are embedded sustainably within the
organisationand supported by appropriate operating-model practices to help deliver climate
strategies consistently.?

8.5 Ecosystem Partnerships and Collaborations

Implementationrequires navigating practical constraints through partnerships and
collaborations that strengthenalignment withlong-term objectives. Thisincludes:

+ Externalmanagerselectionon:

o Developingholistic climateinvestmentapproaches and co-creating specific strategies,
including defininginvestment and climate objectives alongside preferred frameworks,
data, and stewardship approaches

o Clearcommunication onstewardship mandates on priority themes andissuers, with
standardised frameworks formonitoring on stewardship status to externalmanagers.
These couldinclude annual stewardship surveys with external managers forinputon
market development andrisks/opportunities of focus.

* Indexproviders: Closercollaboration with externalindex providers, including feeding
into consultations onindexandratingmethodologies. Theseinclude building aninternal
database andknowledge of variousindexes and tracking performance.

+ Broader strategic priorities onregulatory consultations: such asincreasing financially
material disclosure across markets and encouraging adoption of transition plans.

* Research: Some AOshave hadanopencallforresearch onsustainability topics and
academic evidence. Thisis particularly helpful foremerging topics such as assessing
financially material nature-relatedrisks orunderstanding financial enhancements
from stewardship.

These considerationshelp AOs engage with stakeholders across the regulatory environment,
aligningonclimate and sustainability investing objectives while adapting to market depth, risk
constraints, and operationalrealities.
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9. Best-Practice Evidence: What Leading

AOs Demonstrate

Successfullyimplementing climate strategies depend on translating high-level objectives
and approachesintodisciplined, repeatable processes across asset classes. Thissection
highlights best practices and considerations that AOs globally and in Asia use to help deliver
the 2030 climate goals. These practices complement the seveninvestment approaches and
the strategy-design steps outlinedin Section 8.

Financial materiality is now the primary driver of implementation — Evidence fromleading
globaland Asian AOs shows that climate-relatedrisks and opportunitiesinfluence returns both
through “beta” (broad marketrisk) and “alpha” (capturing value from specific business models
ortechnologies). As aresult, investors focus onimplementing financially material exposures.

We present empiricalinsights fromtop-performing global, APAC,and EMEAAOs inthe sections

below. They highlight notable practices and approaches these AOsuse, reinforcing the
importance of integrating financial materiality, systematic tools, and active stewardship into
day-to-dayimplementationas AOs plan for2030.

9.1Financial Linkage First

AOsthatembedclimate factorsinto valuation, risk management, and portfolio construction
tendto show strongerlong-termbetaresilience and clearerrisk-adjusted outcomes.

Some AOs are starting to develop frameworks that show the linkages between sustainability
risks and opportunities to financialimplications on their portfolios. Figure 20 presents
two examples: 1) Returns from stewardship®and 2) Climate linkages to financials.*?

Large, diversified owners (e.g. universal owners) particularly emphasise stewardship to better
managerisks.®

Shareholders protectandincrease theirreturns by:

+ drivingissuerchangestoenhance sustainabilityimpact (e.g. emissiontargets, climate
initiatives, and effective boards)

» linking financialimpactto enhance corporatevalue (e.g. ROE, PBR, and equity spread)
* enhancinginvestmentreturn(e.g.totalshareholderreturn, market capitalisation)

Key practices forclimate linkages to financiallinkagesinclude:#?

» Assessing howdifferent climaterisks and opportunitiesimpact financials and, by extension,

investmentreturns

Focusingonspecial financialdimensions such as:

o Revenueandtopline:e.g.greenrevenue opportunity vs brown demand destruction;
revenue exposedto physicalrisks

o Bottomline:e.g.internalcarbonprice and bottom-lineimpact, costs from physicalrisks,
and synergies with existingbusinesses

o Financing & cashflow: e.g. Capexandfree cashflow, creditrating and capital costs

o Balancesheets: assets(e.g. demand shift, inventory write-downs, physical risks impact
onresidualvalue and useful lives)andliabilities (e.g. potential taxes or fines).

Inthe case of an APAC pensionthatis auniversal ownerwithlarge, diversifiedinvestments,
recentdevelopmentareasinclude the following:

» value of stewardship linked to financial materiality of climate risks and opportunitiesis
tomanagerisk better®#?

+ effectiveness of stewardship onenhancing shareholderreturns

+ impactof climaterisks and opportunities on financials and, by extension, investmentreturns.

9.2 Climate-index Adoption

Climate-alignedindex approaches constitute significant allocationsamong some of the largest
top performers. They are usedinavariety of ways, whetherasreference benchmarks orasdirect
investmentsin passive strategies. Theseindices allow both customisation of sustainability
metrics while managing tracking-error constraints, reducing systemic climate risk exposure,
andmaintaining broad market coverage. These tools enable systematic portfolio reweighting
andreduce therisk of missing market-driven alpha.
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Figure 20: Financial linkages: Frameworks to demonstrate linkages of sustainability risks and opportunities to financialimplications on portfolios 842

Returns from Stewardship Climate Linkages to Financials

ILLUSTRATIVE FRAMEWORK

ILLUSTRATIVE EXAMPLE: APAC PENSION®

ot Revenue and Topline Financing & Cashflow
Engagement activity
Green revenue opportunity vs
I I ‘ brown demand destruction R
L Revenue exposed Creditrating and costs
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Figure 2lillustratesresearchon APAC asset ownerapproachesto ESG and climateinvesting.*®
It shows notable sustainabilityindexand ETF allocations from their overall allocation to
sustainability investing.*1t further highlightshow AOs use various approachestoindices.
allowing customisation of sustainability metrics while considering adjustments to tracking
errorand otherinvestment exposure constraints.

Additional areasunder conceptualisationusingindices:

+ Referencebenchmarks: usingindexesthatinclude transition considerations. We can
consideremerging markets as a standalone strategy alongside a globalindexto more
objectivelyreflectregional exposures

businesses

write-downs

Physical
risks impact
onresidual
value and
useful lives

ILLUSTRATIVE EXAMPLE
APAC Sovereign*? — “Risks may arise
from: supply and demand changes
from substitution; higher cost
structures; consumer preference and
regulation; increasing prevalence of
litigationinrelation to perceived
action orinaction on climate change;
physical damage or disruption to
industries and economies, and/or;
theinability to adapt at areasonable
pace, scale and cost. Itislikely that
the scale, complexity and
compounding nature of these
impacts will change significantly in
the future, henceitisimportant for
us —asalong-terminvestor —to
take theminto accountnow.”

Quant portfolios and active ETFs: using quantitative multi-factor exposure through
quantitative strategies to potentially enhancerisk-adjustedreturns
Fixed-incomeindexinnovations: created based onmetrics that are most financially
material. Arange of focus areas exists, including:

o Emissionstargets: e.g.intensity reduction, targets, disclosures (including Scope 3phase-

in), alignment to standards

o Transitionrisk: selectingthe mostrelevant metrics to assess transitionrisk and exposure,

carbonpricing, and policy

o Greenrevenue and credible transition plans: greenrevenue exposure, climate solutions

exposure, Capexallocationalignment

o Physicalrisk: assessing theimpact of physicalrisk.
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Figure 21: Growing AO adoption of climate and sustainable indices*?444%
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Stewardship approaches

- Reference benchmarks: Using indexes that includes transition considerations;

combining both global World index with Emerging Markets Index

APAC Sovereign — “Board approved a wholesale shift of our passive listed equities
portfoliointo Paris Aligned Benchmarkindicesin 2022. This involved applying an
off-the-shelf methodology...aimed at reducing exposure to climate-related risks,
supporting transition of highimpact sectors, and increasing exposure to
climate solutions. This involved changing the benchmark of our passive equities
portfolio to a combination of World and Emerging markets indexes”

- Quant portfolios & Active ETFs: use of quantitative multi-factor strategies to
both meet climate and return profiles

- Transition: selecting the most relevant metrics

APAC Sovereign example metrics:

Transition Risks Green Opportunity
Intensity reduction, exposure Greenrevenue 1.5 Alignment hvsical Risk
to high-impact sectors, exposure, green/ Climate VAR, P ysica R.’S
scope 3, credible targets, fossil fuel ratio, decarbonization Lhysicalrisk
improvement in transition overweight % climate VAR
scores solutions

- Fixedincome index: innovations in fixed income indexes

APAC Sovereign*? — “global bond market is evolving rapidly, and low-carbon or
carbon-efficient bondindices are being developed. We opt to shift the corporate
portion of our passive bond mandate to a Paris-Aligned Benchmark in the first
quarterof 2024/25...including reducing emissions intensity, increasing holdings
from companies actively investingin climate solutions... Will monitor options as
more index solutions develop.”

Source:Invesco AsiaPacific, APAC asset ownerapproachesto ESGandclimateinvesting, Sep 2024, https://www.invesco.com/apac/en/institutional/insights/esg/apac-asset-owner-approaches-esg-climate-investing.html;

Invesco AsiaPacific, Assetownerinsights:Insurers’ approachesto climateinvestingand assetallocation,Mar2025, https://www.invesco.com/apac/en/institutional/insights/esg/asset-owner-insights-insurers-approaches-to-

climate-investing-and-asset-allocation.html.
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9.3 Stewardship Best Practices for Portfolio
Decarbonisation

Sustained and prioritised engagement with high-emittingissuers, supported by structured
escalationframeworks, has contributed toimproved target-setting and governance standards.
Insome cases, ithasenhancedrisk-adjusted performance.

ForAOswithportfolio-decarbonisation objectives, particularly in public equities and fixed
income, stewardshipis a critical leveralongside transition assessment frameworks and
portfolio-constructiontools.

Key practicesinclude:

» Prioritisation analysis
Most AOsidentify priority issuers by analysing which holdings contribute most to portfolio
emissions ortransitionrisk. Concentration effects are common, with a small proportion
of issuers driving the majority of portfolio emissions. This enables focused engagement
strategies, clearerdecarbonisation objectives, and settingissuer-level targets aligned
with portfolio pathways.

+ Assessingand trackingissuerprogress
Beyond monitoring actualemissionsreductionandtarget ambition, AOsincreasingly
evaluate adoptingandimplementing frameworks like the NZIF 2.0%” as aframework to
monitorissuer-leveltransition plans. Tracking the credibility, governance, and execution
of these plans provides forward-lookinginsights needed for stewardship escalation.

* Applying cross-asset class stewardship
While we traditionally associate stewardship with listed equities, AOs increasingly extend
these practicesto fixedincome. Evaluatingissuers fromvarious capital structures provides
meaningfultouchpoints toinfluence transition plans, capital allocation decisions, and
KPI-linked outcomes.

* Integrating escalation frameworks
Issuer prioritisation, assessmentinsights and transitionindicators should feed into time-
boundescalationapproaches coveringengagement objectives, voting, collaborative
stewardship, and capital allocation decisions where warranted.

9.4 Asset Allocation and Partnershipsin Financing
the Transition

Asset allocationsto supporttransition-finance instruments, enablinginfrastructure (grids,
storage, mobility) and emerging climate-solution platforms, provide diversifiedlong-term
returndrivers and supportreal-economy decarbonisation.

Many global high-performing AOs have maintained strategic overweight positionsin
developed markets whileincorporating climate considerationsinto fixed-income portfolios.
Thisincludesincreased allocationsto green- and sustainability-linked bonds.

+ Cross-portfoliointegration: These practices arereinforced when climateinsights are
embeddedacrossasset classesratherthantreated assiloedinitiatives, strengthening both
portfolioresilience and delivery of long-term climate objectives.

Key practicesinclude:

+ Thematic opportunity mapping of key technologies, business models, and market sizing
* Policyenablers
+ Technologicalreadiness

Recent AO developments broaden climate and sustainability investments both thematically
andregionally, with deepening collaborations for co-investment opportunities—especially
foremerging markets. Various DFIs have publicly committed 2030 financing targets, including
capitalmobilisation goals and are looking to partnerwith AOs on opportunities andleverage
blended finance for capital catalysationand enhancingreturns. For AOs with suchallocation
targets, DFIscan considerbroader AO investment, asset class and thematic priorities to
identify potential collaboration opportunities. Co-investment, blended finance, or partnership
structures that expandaccessto climate-solution pipelines, including inemerging markets,
considerthe following elements to achieve their objectives:

+ Assetclass concentrationtowards private markets relative to opportunitiesin broaderasset
classes. Furtherconsiderationsonusing blended finance and guarantees are also relevant
» Riskandreturn considerationsinusing blended finance or catalytic capital, relevance to the
fundstructure, investment time horizon and potentiallockup periods

+ Broadercollaborations and partnerships forincreasing capitalmobilisation using DFI
expertise, particularlyintechnical assistance, could provide interesting collaboration
opportunities for AOsin connectionwith theirinvestment or policy priorities.
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Figure 22: Stewardship
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Prioritization: Concentration effect amongst top emitters
in portfolio

APAC Sovereign’® — “4 companies collectively contributed to ~82% of total
portfolio emissions”.

EMEA Pension*' — “4% of the companies in the total portfolio, corresponding
to 10% of the managed capital, account for 70% of the carbon dioxide emissions
(scope 1and 2). These companies are prioritised in our active ownership”.

Assessing companies oninitiatives in addition to emissions
andtargets

ILLUSTRATIVE EXAMPLE

EMEA Pension* — “Our goalis that by 2025, atleast 50 percent
of the companies with the highest emissions in our portfolio should conduct
acredible transition work. Foryear 2030, the goalis 100 percent”.

Not Aligned | Comitted | —Aligning | Aligned

Disclosures,
short/medium
term targets,

Emissions
performance,
decarbonization
partial strategy ~ strategy, capital
allocation alignment

\77 7/

- Cross asset class considerations

Emissions onright
trajectory; business
modelin line with
decarbonization

Companies not
started transition

Long-term target

EMEA Pension*' — “Stock and bond markets therefore complement each other
well; shareholders can vote at the general meeting, while bondholders
canplace demands on companies when they provide financing”.
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Figure 23: Role of blended finance and partnerships
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Asia Central Bank —
partnership with 3 DFIs to invest and catalyze financing inrenewable
energy infrastructure, energy solutions, sustainable transportation.®!

Asia Central Bank —
blended finance initiative pledging $500M USD as concession capital to
mobilize up to $5B USD focusing on green & transition investments,
renewable/grid infrastructure, industrial transformation.>?

Asia Pension —
partnership with EMEA pension to investininfrastructure such as
sustainable energy, fibre networks, transport, otherinfrastructure projects®®

53



Partlll— Delivering 2030 Climate Strategies

9.5 Other Considerations for Investment Analysis
and Delivery

Effective delivery dependsonconnecting strategy designto day-to-dayinvestment execution.

Otherconsiderationsinclude:

- Climateincorporation
o Internalcarbonpricing forinvestment analysis; relatedly, itismoreimportant to
understand financially material emissions than emissions solely on theirown basis
o Analysis of costcurvesontechnologies and market sizing/total addressable
market (TAM) fornew technologies to betterassess maturity, economics,
anddecarbonisation potential
o Analysingtop-downandbottom-up scenarios; top-down focuses onunderstanding
implications and sensitivities under differentinvestment theses and scenarios,
complemented by bottom-upriskassessmentinindividual sectorsandregions
(e.g.carbonpriceimpactsonindividual holdings margins)
o Incorporating Scope 3into portfolio analysis, beginning with sectors with extended
supply chains, prioritising financially material Scope 3 emissions
- Financiallinkages of risks and opportunities
o Understandingfinancial drivers of climaterisks, including policy tailwinds/headwinds
onmarkets, technologicalchange,andimpactonsupply and demand changesand
coststructures
o Understandingperformanceimpacts of investment decisionslike over/underweights
and exclusions (includingrisk vs conduct vs product-based exclusions)
- Transitionassessment
o Developingin-house transition frameworks andidentifying forward-looking metrics,
including capitalallocation alignment, interim targets and greenrevenues; proprietary
climate alignment scoresinternally

o Developing expectationscores by assessingif companies disclose against apredefined
AO checklist, suchas climateriskmanagement policies, biodiversityimpact assessment,

andwater-relatedtargets

- Stewardship:

o

Definingengagementtypes, suchas a)understandingacompany’s plan, b) conveying
risk assessments, c) relationship building with the Board, d) understanding and evaluating
impacts of the company’sinitiatives

Developingaclimate focuslist of high emitters and significant shareholdingsinthe
portfolio; evaluating the share of emissions that top emitters contribute, and their
corresponding portfolio weights

Providing expectationdocuments forissuers through position papers on expectations for
portfoliocompanies, such as detailing financially material risks and areas forcompanies
to consider. This can be organised by sustainability topic, such as climate, water, nature,
and supply chains

Surveying forissuersto understand stewardship activities of externalasset managers,
includingfocusandapproachtopics, stewardship quality and whether stewardship is of
value-addtoissuers

Conductingatransitionassessment onwhethercompanieshave credible transition plans
andtargetsfeedsintovotingdecisions

- Assetallocationandasset class prioritisation

o

Inallocatingariskbudgetto each opportunity bucket,incorporate climate factorsinthe
analysisthatfeedinto an “informationratio” riskbudgetallocation and up-weightingand
down-weighting decisions. Up-weightage opportunities cantranslate intoincreased
capitalinvestmentin climate solutions and transition financing

Therole of theindexis to spreadrisks more widely and lower costs while concurrently
allowing forthe customisation of relevant climate considerationsinindex construction
The fixedincomeislargerthanthe stock market. Itreaches broader stakeholders

like statesandunlisted companieswith a greaterimpact oncompanies’ cost of

capital. Greenbonds and sustainability-linked bondsin particulartend to provide risk
compressionbenefitsandimproved credit quality

- Climate solutions and financing transition

o

Aninternaltaxonomy to evaluate the portfolio percentage that aligns with greenor
sustainability themes, inturn, allowing AOs to set and monitor AUM allocation targets
Thematically analysing trends across sectors and mapping markets of technologies/
business models/economics

Theselinkageshelp AOs translate climate strategy into actionable investment decisions, assess

progress andadapt to evolving market, policy, and climate risk conditions.
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Partlll— Delivering 2030 Climate Strategies

10. Looking Ahead

Aswedraw nearerto acriticaljunctureinclimate action, climate investments willincreasingly
play akeyroleforAOsinthelead-upto2030.Recentevidence fromleading globaland

Asian AOs shows that stronglong-termperformance, substantial emissionsreductions, and
increased allocationto climate solutions canbe achievedinparallel. Several AOs already
deliveroutcomes broadly consistent withthe 5/50/10 framing. They show that credible climate

strategies canstrengthen portfolioresilience and position portfolios ahead of evolving policy

and market conditions. Thismomentumunderscores the opportunity for Asian AOs to continue

advancing by using tools and approachesto formulate abroader strategy most relevant to
theirmarkets.
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