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Foreword

Nicolas Moreau
Global Chief Executive, HSBC
Global Asset Management

As we enter a new decade, finance and investment continue
to play a critical role in tackling climate change and meeting
the UN Sustainable Development Goals. We are committed to
supporting and enabling the low-carbon transition across our
global business.

We believe that a deeper consideration of environmental,
social and governance (ESG) factors is integral to sound
investment decisions in order to preserve and deliver long-
term value for our clients, and supporting the transition to a
more sustainable economy and society. We do this through
the way we invest, the products we offer, and the role we play
in shaping a more sustainable financial system.

This report provides an overview of how we integrate

ESG factors, and climate-related risks in particular, into

our investment decisions, the importance we place on
stewardship and how we engage on systemic market issues.

Looking ahead we recognise the important responsibility
we have to support the transition to a low-carbon economy,
improve market standards and transparency on ESG

issues and mobilise capital to deliver on the Sustainable
Development Goals and Paris Climate Agreement.

| hope you find this report of interest.

Nicolas Moreau
Global Chief Executive, HSBC Global Asset Management




About us

At HSBC Global Asset Management, we invest with purpose and discipline to unlock sustainable
investment opportunities for our investors and deliver sustainable growth and reduce risks
through the consideration of ESG factors. We, as a global investor, have a unique perspective and
expert insights on ESG factors and their associated risks and opportunities.

We combine these strengths with a long-term commitment to our clients and a structured and
disciplined investment approach. We deliver solutions that support our clients’ financial ambitions
as well as contributing towards financing the transition to a low-carbon economy.

We see this as consistent with our fiduciary duties to our clients.

Presence in 25 countries and territories

.
As of end of December 2019, we managed We believe that considering ESG factors while
USD517.1 billion globally for a range of clients, investing with purpose and discipline across
from some of the largest institutional investors  all portfolios is critical to delivering sustainable
in the world to commercial and corporate growth and reducing risks for each client
clients, financial intermediaries, retail and WEe serve.

private banking clients.




HSBC Global Asset
Management offices
Countries and territories
where our investment
teams sit are in bold.

Americas

+ Argentina
+ Bermuda
+ Canada

+ Mexico

+ USA

EMEA

+ France

+ Germany

* |taly

* Jersey

* Luxembourg
+ Malta

+ Saudi Arabia
* Spain

+ Sweden

+ Switzerland
¢ Turkey

* UAE

+ UK

Asia Pacific
+ Australia

+ Mainland China

+* Hong Kong
+ India

* Japan

+ Singapore
+ Taiwan

1. Alternatives assets include USD6.4 billion from
committed capital (“dry powder”).

2.0ther is the assets of Hang Seng Bank, in which
HSBC has a majority holding, and of HSBC Jintrust
Fund Management, a joint venture between
HSBC Global Asset Management and Shanxi Trust

Corporation Limited.

Source: HSBC Global Asset Management as at 31
December 2019. Any differences are due to rounding.

M Fixed Income (158.1)

W Equity (82.8)
Multi-Asset (121.1)

M Liquidity (98.1)

M Alternatives (30.6)"
Other (26.4)?

By asset class
(USDbn)

B Americas (119.8)
B EMEA (275.6)
Asia Pacific (121.8)

By region
(USDbn)

By client type B Wholesale (264.7)
(USDbn) M Institutional (252.5)

Asia-Pacific includes employees and assets of Hang Seng Bank, in which
HSBC has a majority holding.

HSBC Jintrust Fund Management Company is a joint venture between HSBC
Global Asset Management and Shanxi Trust Corporation Limited.




Commitment to sustainability since 2001

Launched first Socially
Responsible Investing
(SRI) equity fund

2001

Launched first
SRI bond fund

UKSIF
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Joined the UK Sustainable
and Finance Association

In 2019, we further developed our responsible
investment principles across all asset classes,
expanded our work on scenario analysis

and updated key policies related to our
responsible investment process. For example,
we published our Green Impact Investment
Guidelines. These guidelines include activities
that contribute to the United Nations’
Sustainable Development Goals (SDGs) and

the global transition to a low-carbon economy.

This framework also outlines the eligible
investments for our Real Economy Green
Investment Opportunity (REGIO) Bond fund.

PRI

Joined Institutional

2006

Signatory to the Principles
for Responsible Investment

2019

We engaged with companies both individually
and collaboratively on ESG risks, disclosure
and management. As chair of the global
steering committee of the Climate Action
100+ initiative, we led engagements with
ExxonMobil and BP, co-filing shareholder
resolutions. These engagements led to
improvements in climate governance, risk
management and disclosure.

Investor Group on
Climate Change

2007

lIGCC
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Signatory to the
Montreal Carbon Pledge

2015

PRI MontréaPLEDGE

We also continued our membership in key
initiatives. As part of the Strategic Advisory
Group to the British Standards Institute, we
are helping develop standards on sustainable
finance. We support Sovereign Wealth Funds
in managing climate risks as a founding
member of the One Planet Asset Manager
Initiative. Additionally, we produced thought
leadership with the Investor Leaders Group
of the Cambridge Institute for Sustainability
Leadership (Impact Framework and Virtual
Investment Experiment).




Joined the Cambridge
Institute of Sustainability
Leaders — Investment
Leaders Group (ILG)

2016

Launched Climate
Action 100+ initiative in
collaboration
with other investors

Founding member of One Planet
Asset Manager Initiative supporting
the One Planet Sovereign
Wealth Fund Working Group

2017
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2020

Looking forward to 2020, we will
continue to develop sustainable
investment products that support
our clients” investment and financial
goals and timelines, contribute to
the United Nations Sustainable
Development Goals (SDGs) and the
global transition to a low-carbon
economy and integrate ESG factors
into our investment decisions.

2019

T+ ASSET
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IMITIATIVE

The UN has called 2020 to 2030

the ‘decade of delivery’ and we will
continue to deliver specific innovative
solutions that provide real world
impacts. Our focus will be on increasing
access to climate finance and
supporting the transition to the low-
carbon economy. We plan to develop
investment products across asset
classes and geographies, including
both active and passive solutions.
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Building a sustainable future

As part of our fiduciary duty to clients we are
focused on increasing the climate resilience of our
clients’ investments. Alongside climate issues, we
formally integrate ESG factors into our investment
decisions. We believe that ESG factors can have a
material effect on the financial performance of the
securities and assets in which we invest.

Since we signed the Principles for Responsible
Investment (PRI) in 2006 we have integrated
material ESG factors into our investment analysis
and decision-making, to reduce risk and enhance
returns.

We recognise the contribution we can make to the
United Nations’ Sustainable Development Goals
(SDGs) and the global transition to a low-carbon
economy. The SDGs and Paris Climate Agreement
set a long-term transformational framework

with the objective of ending poverty, fighting
inequalities and tackling climate change.

We will continue to collaborate with institutional
investors, development finance institutions and
policy-makers to deliver tangible investment flows
into the real economy.

We have a long-term commitment to our clients
and a structured and disciplined investment
approach to deliver solutions that support their
financial ambitions while transitioning to a more
sustainable future through:

+ Creation of solutions based on client needs
designed to mitigate risk and capture
opportunities around ESG issues

¢ Engagement with companies, improving
market transparency and sustainability
disclosure to better understand investment
risks and opportunities

+ Work with policy makers and industry leaders
to the benefit of our clients and the long-term
health of the financial system and to support the
transition to a low-carbon economy







Our approach to addressing ESG issues and climate change

At HSBC Global Asset Management, we believe that
Environmental, Social, and Governance (ESG) issues can
have a material effect on company performance. Issues
including climate change, water scarcity and availability,
deforestation, health and safety, and executive pay,

are generating risks and opportunities for companies
which financial markets may not price appropriately.
Therefore, material ESG considerations are an integral
part of security analysis alongside fundamental financial
considerations. Our analysts and portfolio managers use
ESG data, including carbon emissions metrics to enable
us to identify and manage ESG risks and opportunities
and make well-informed investment decisions.

We see it as consistent with our fiduciary duties to our
clients to review the climate resilience of investments
and contribute towards financing the transition to a low-
carbon economy. We achieve this through:

@ Ildentifying low-carbon investment opportunities

@ Assessing the risks and opportunities presented by
climate change

# Engaging with investee companies

@ Reporting on the actions we have taken and the
progress we have made in addressing climate risk

@ Working with policymakers

Furthermore, we have a responsibility to exercise active
stewardship on behalf of our clients. We meet with
companies regularly to improve our understanding of their
business and strategy, signal support or concerns we have
with management actions, and promote best practice.
We believe that good corporate governance ensures

that companies are managed in line with the long-term
interests of their investors. We also engage with carbon-
intensive companies to encourage climate—resilient
business strategies.

This approach allows us to integrate material ESG factors
into our investment analysis and decision-making during
every step of the investment cycle in order to reduce risk
and enhance returns.

AR



Managing ESG integration

Data

We use our own analysis and engagement to
evaluate company performance along with
information from third parties to develop our
own in-house ESG ratings for issuers. We use a
range of third-party data providers to ensure that
we have comprehensive coverage of issuers and
ESG data.

We continually evaluate this data, ESG data
providers and our research process. Over the
past year we have reviewed the material ESG
factors used across all sectors to ensure our
database is capturing emerging ESG trends and
issues. Additionally, our internal ESG intranet

has been upgraded to facilitate greater access to
and improve the usability of ESG data across our
investment teams. We provided numerous training
sessions on using the upgraded intranet to ensure
that analysts and portfolio managers are able to
efficiently access and utilise our ESG data.

The Global Chief Investment Officer (CIO) has
accountability for the integration of ESG issues.
For each asset class, our specialised investment
teams are responsible for integrating ESG issues
into their respective investment processes.

To support our investment teams, we have

ESG specialists, ESG research analysts and
engagement personnel globally.

We review our policies on an annual basis. In 2019,
we updated our Climate Change, Responsible
Investment, Banned Weapons, Voting Guidelines
and Engagement Policies.

Training

Over the past year, we have held a number of
training sessions on ESG ratings and broader ESG
integration for our investment teams.

We conducted sector-specific training to provide
sector analysts with an update regarding the
evolving ESG regulatory frameworks, disclosure
guidelines, best practices and new technologies
within their respective sectors.

Group Management Board members for each of
the boards of the regional entities (e.g. HSBC Hong
Kong) have attended masterclasses on ESG and
responsible investment.

In 2020, we will roll out a global training update for
relationship managers and other non-investment
personnel. This training will cover recent
responsible investment trends and drivers and
further enhance the understanding of responsible
investing across the business.
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What active ownership means to us

Active ownership is a key pillar of our
approach to responsible investment. It
helps to understand and evaluate the ESG
risks and opportunities at a company
level, drive positive behaviour and
promote high standards.
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communication

We use our influence as investors to
encourage corporate behaviour that
protects and enhances value. We fulfil
this responsibility through proxy voting
and company engagement.

Identification of
possible areas
of concern

Monitor issues
and company
progress

Publicly declare
our voting
intentions in

advance

Engage with
other investors

Where we undertake significant
investment activities, we have become
signatories to investor stewardship codes,
including: the UK Stewardship Code, the
Hong Kong Principles of Responsible
Ownership and the Taiwan Stewardship
Principles for Institutional Investors.

Meet companies Stakeholder

to understand due
issues diligence
Engage with

company to
raise concerns
and encourage
action

Support
shareholder
resolutions

Attend selected AGMs

Key Documents Voting guidelines | Engagement policy | Stewardship statements | Voting disclosure
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Voting
We aim to vote on all equities for which As global investors we recognise that corporate governance
clients have given us voting authority’. codes, standards and practices vary across different markets.

We expect companies to apply governance good practice
for their market of listing and for larger companies, to meet
globally-recognised good practice standards. We look to
directors of companies to provide effective stewardship and
ensure that the companies act in the long-term interests

of all shareholders. Our voting guidelines help us to hold
them accountable.

Our voting aims to support and encourage
companies to follow local governance codes and
international principles of good governance, social
practice and environmental sustainability.

Voting in practice

In 2019, we voted on more than 78,000 resolutions We supported management on 90% of resolutions,

at over 7,400 company meetings across 74 markets,  abstaining or voting against on 10%. The issue we most
representing 96% of the ballots which we were frequently opposed was director re-election (33% of votes
entitled to vote. This compares with more than against management) predominantly for reasons of lack of
73,000 resolutions at over 7,000 companies in 2018. independence, followed by compensation (29%), followed by

capitalisation issues.

Voting by region Votes against management

B Asia Pacific - Emerging Market (30%) m Director elections (33%)

m North America - Developed Market (29%) B Compensation (29%)
EMEA - Developed Market (22%) Capitalisation (14%)

B Asia Pacific - Emerging Market (11%) B Transactions (8%)

B EMEA - Emerging Market (5%) B Shareholder resolutions - G (7%)
Americas - Emerging Market (3%) Routine (6%)

M Frontier and others (<1%) B Shareholder resolutions - E&S (2%)

H Anti-takeover (1%)

1. This may not always be practical due to reasons such as share blocking or power to attorney requirements.
Source: HSBC Global Asset Management as at 31 December 2019. Totals may not add up to 100% due to rounding.




Voting-related engagement

Voting-related engagement in the UK

In 2019, we engaged with 282 companies to
discuss our voting decisions on resolutions where
we felt unable to support management. These
companies were prioritised based on our largest
holdings and markets and represented just over
20% of our global equity AUM.

A large proportion of these companies were in the
UK, where we engaged with 138 companies in
advance of voting at their shareholder meetings.
Issues discussed included compensation (46%),
director elections (40%), capitalisation (7%,),
routine (4%) and transactions (3%).

UK voting engagement

B Compensation (46%)

B Director elections (40%)
Capitalisation (7%)

M Routine (4%)

B Transactions (3%)

Voting-related engagement outside
the UK

We engaged with companies in another 15 markets
to raise concerns on issues including compensation
and board composition.

All markets (ex. UK)
voting engagement

B Compensation (40%)

B Director elections (21%)

M Shareholders resolutions - G (20%)
Shareholders resolutions - E&S (18%)

M Capitalisation (<1%)

MW Routine (<1%)

Source: HSBC Global Asset Management as at 31 December 2019. Due to rounding figures might not total 100%.




One of the most important stewardship roles of
shareholders is to vote on the election of company
directors. Directors are the first stewards of listed
companies, with duties to protect shareholders and
advance the interest of companies in accordance
with local laws and regulations.

In the past year we have strengthened our voting
guidelines for the election of directors in a number
of ways. We have extended our expectation for
boards to have at least one-third independent
directors to emerging and frontier markets. For
larger Japanese companies we have enforced this
standard by voting against some executive directors
as well as non-independent non-executive directors.
We have voted against the re-election of the Chair
of some companies in energy intensive sectors who
are not meeting recognised standards in climate
reporting. We also voted against nomination
committee chairs for developed market companies
with no female directors.

Independent directors

Appointing directors that do not have business

or family links with the company or fellow board
members is an important element in ensuring that
a company's board will act in the interest of all
shareholders. Some markets require at least half
the board to be independent; others set different
standards reflecting local ownership structures
and evolving governance practices. Along with our
requirement on board independence mentioned
above, we also require at least half the members
of audit and remuneration committees to be
independent. We voted against almost 150 directors
in emerging and developed market companies as
a result.

In Japan, there is a particular problem of low
independent representation on company boards.
The market requirement is for at least two outside
directors, who do not necessarily need to be
independent. Company boards are often large —
many with more than fifteen members — comprised
mainly of executives. Whilst we are sensitive

to local market standards, we believe that the
principle of independent representation on boards is
important and well established.

In particular, we believe that large companies
seeking international investors should meet this
standard. We had previously engaged with large
Japanese companies to explain our view. Our voting
already reflected this, with votes against non-
independent outside directors at large Japanese
companies where there was less than one-third
independent board representation.

In 2019, we amended our application of voting
guidelines for companies listed in the Topix 100, to
vote against executive directors as well — excluding
the CEO, President or Chair — at companies which
did not meet this standard. More than half of the
companies in the index already met the standard.
We engaged in advance with the companies that
did not. We voted against directors at 37 companies
as a result.

Climate disclosure

Companies’ disclosure of emissions and of climate
risk governance are important for shareholders to
assess responses to the threat of climate change.
We have engaged with companies on this issue for
a number of years and encourage them to disclose
in line with the recommendations of the Task Force
on Climate-related Financial Disclosure (TCFD).

Ahead of the 2019 voting season, we amended
our voting guidelines to link our voting to this
engagement. Where companies in energy-intensive
sectors have persistently failed to disclose their
carbon emissions and climate risk governance,
we generally vote against the re-election of the
Chair. We voted against the Chairs of 10 such
companies in 2019; the Chairs of some other
companies either did not face re-election in 2019
or had appointed new Chairs. We engaged with a
further 20 companies which had made progress in
their climate reporting but which still did not meet
expected disclosure standards.

Gender diversity

Boards need a diversity of outlook and experience
to exercise good judgment. It can be hard for a
shareholder to form a view on board diversity

but one clear criterion on which we can assess
boards is gender diversity. Whilst we recognise that
gender diversity at board level is partly influenced
by societal and sectoral norms, companies with

no female directors may not have an open and
meritocratic approach to recruitment.

In 2019, we amended our voting guidelines to vote
against the chairs of nomination committees for
boards of developed market companies which had
no female representation. This resulted in votes
against committee chairs at 78 companies.




Shareholder resolutions

Shareholder resolutions are used as an engagement
tool to encourage changes in corporate behaviour.
We support shareholder resolutions on ESG issues
where these are in line with the principles of good
governance outlined in our voting guidelines or
where we consider the issue to be material and

the proposal to be in the best long-term interest

of clients.

This means we support greater disclosure and the
introduction of appropriate policies (provided the
proposal is not overly prescriptive).

In 2019, we supported 1,702 shareholder
resolutions, 67% of the 2,522 resolutions on which
we could vote. This compares to 1,074 shareholder
resolutions supported in 2018, 61% of the 1,764
resolutions available.

Among these, we supported more than 170
resolutions on environmental and social issues.

On climate change, we typically support resolutions
asking for the adoption of climate change policies,
two-degree transition plans and/or quantitative
greenhouse gas emission reduction targets, and
resolutions asking for annual assessments of
portfolio resilience.

Shareholder
proposals supported

Source: HSBC Global Asset Management as at 31 December 2019.
Totals may not add up to 100% due to rounding.

Our record on supporting climate-related
shareholder resolutions was recognised in a
November 2019 study into asset managers’ voting
undertaken by ShareAction. We were placed in
the top five out of 44 asset managers surveyed for
their voting on key climate change resolutions over
three years.

Shareholder resolutions have been used under
the Climate Action 100+ initiative as a means of
promoting better management of climate risks.

In 2019, we co-filed two resolutions in our role

as support investors for the Climate Action 100+
engagements with the companies below. At

BP, we were amongst the early co-filers of a
resolution that was embraced by management as
an expression of their commitment to a marked
improvement in management of climate risk. The
resolution was supported by a very large proportion
of shareholders. In that same role for the Climate
Action 100+ at ExxonMobil, we were amongst

the co-filers of a resolution which called for
improved climate reporting and targets for emission
reductions, including Scope 3 emissions. No action
was taken on this resolution, however we are
continuing our engagement with them.

B Director related (53%)

B Routine business (18%)
Corporate governance (15%)

B Compensation (5%)

B Other environmental/social (5%)
Social human rights (3%)

B Environmental (2%)
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Engagement approach

Overview

We use our influence as a global asset manager to
engage directly with the companies we invest in on
behalf of our clients. We do this to protect and enhance
the long-term value of our investments.

We meet with companies on a range of issues including
delivery of corporate strategy, financial and non-
financial performance and risk, allocation of capital and
management of ESG issues.

We have a clear set of general engagement objectives
which include:

@ Improving our understanding of a company’s business
and strategy

4 Monitoring performance

@ Signalling support or raising concerns about company
management, performance or direction

4 Promoting good practice

Prioritising companies for engagement

We undertake a risk assessment of our global equity
portfolio on an annual basis. This process helps us to
identify ESG practices of concern in different regions and
where we have the most exposure on an absolute and
relative basis.

For both fixed income and equity we prioritise themes,
sectors or key stocks on the basis of scale of client
holdings, salience of the issues concerned and our overall
exposure. This process results in the development of an
annual engagement plan.

We have developed a clear process for each formal
equity engagement based on setting defined company
specific objectives, tracking progress made, measuring
company action and recording engagement.

Engage with company

Measure progress

How we engage and where we escalate
our engagement

We engage across both our equity and fixed income
holdings, leveraging our strong research capabilities
across both asset classes. Where we have identified
company specific or systemic risks we will raise these
concerns through meetings, site visits, conference
calls or correspondence. This engagement may

include contact at many different levels of an investee
company. Where we feel that regular communication
has not demonstrated that an issue is being adequately
addressed, we might decide to escalate our engagement
in order to protect client interest.

How we decide to escalate an engagement may vary
according to issue, fund, assets and geographies. We
give thought to the time a company has had to address
a concern, the scope of our engagement to date, a
company's responsiveness, as well as the likelihood of a
particular approach actually being successful.

Initial escalations may include raising the concerns with
the company Chair, independent board directors, or
using our votes to express our concern over inaction.
Where these fail to yield results we may engage
collectively with other investors and consider more
public interventions such as statements, letters to the
press, AGM attendance, filing shareholder resolutions or
requisitioning general meetings.

Achieving outcomes

The overarching goal of engagement is assurance that
risks are being managed and changes in practice where
we believe they are not. Companies may decide to
address investor concerns after one interaction, others
require a multitude of engagements. Not all engagements
result in an outcome, but this in turn may impact our view
of a company.

We regard stewardship as integral to our long-term
approach to investment. We prioritise engagements
based on our holding, issue and exposure, not
necessarily whether we expect change and will be able to
demonstrate outcomes.

Escalate where
appropriate




Engagement in numbers

Engagement is integral to the fundamental research
process. Our active equity and credit analysts

—as well as our portfolio managers — engage

with issuers as part of the investment process,

both before and during the period of investment
and they also cover relevant ESG issues in their
research and discussions.

Over the last three years our stewardship team
has grown alongside our integration efforts and
understanding of the materiality of ESG issues on
company returns. \We have seen a corresponding
increase in engagement on ESG issues.

Overall ESG issues were raised in engagements
with over 2,300 corporate and non-corporate
issuers in 71 markets (up from 1,219 issuers in 58
markets in 2018). Breaking these down by asset
class, in 2019 our equity teams raised ESG issues
with 986 companies and featured in 67% of routine
equity meetings (up from 28% in 2018). For our
fixed income teams, ESG issues were raised with
1,305 companies, governments and other issuers
(up from 306 in 2018) and were raised in 81% of
routine meetings (up from 29% in 2018)*.

Markets where engagements took place

80

2017 2018 2019

*These figures include some engagement with the same companies.
Source: HSBC Global Asset Management as at 31 December 2019.
Totals may not add up to 100% due to rounding.

Regional breakdown

We have dedicated engagement specialists in London, Paris
and Hong Kong. This enables us to engage globally, across
developed and emerging markets.

Regional breakdown

B EMEA - Developed market (31%)

W Asia Pacific - Emerging market (29%)
North America - Developed market (21%)

M Asia Pacific - Developed market (12%)
Americas - Emerging market (3%)

W EMEA - Emerging market (2%)

B Frontier and others (1%)

ESG issues raised in meetings (%)

100 -

M Fixed income I Equity

2017 2018 2019




Engagement on climate change

Limiting global warming to 1.5°C will require rapid, far-reaching
and unprecedented changes in all aspects of society. The scale
and speed of the transition that is required, means that even an
orderly transition will impact how companies operate now and
in the future. Given the systemic nature of the challenge, our

participation in Climate Action 100+, has formed a central role
in our engagement on this critical issue as this global initiative
with over 370 investor signatories provides us with greater
ability to influence companies. Below are a few examples of
the changes we have seen in 2019.

Metals and

S
‘g Company Commitments & changes in 2019
(2]

Equinor SA We met with the company regularly in 2019 to discuss our expectations. This resulted in a joint statement
between HSBC Global Asset Management, UBS Asset Management and Equinor in May 2019 setting out the
following commitments:

1. Business strategy alignment with Paris Climate Agreement
w 2. Upgrade of emission reduction targets
g 3. Upgrade of remuneration with climate targets
3 4. Scope 3 emissions disclosure
g 5. Global review of lobbying on climate change
We were pleased that in February they announced the following commitments:
- 50% reduction carbon intensity including Scope 3 emissions by 2050
- Carbon neutral global operations by 2030
- 40% reduction of absolute emissions in Norway by 2030 and 100% in 2050
China We held an in person meeting with company in Beijing to discuss carbon emissions management. In 2019 the
= Shenhua company committed to provide the enhanced climate risk disclosure via the CDP climate questionnaire.
o
© Going forward we would like to see a detailed carbon footprint (scope 1, 2 and 3), a short term reduction
target as well as net zero 2050 target.
BHP In 2019 BHP made some significant commitments. These included:
1. Establish a medium term (2030) emission reduction target
2. Allocate USD400m to reduce scope 1, 2 and 3 emissions
3. Produce new climate portfolio analysis report in 2020 including a ‘well below’ two degree scenario
= 4. Strengthen link between executive remuneration and GHG emissions performance
S
= Trade Association Review
£ In 2017 the company was one of the first to publish a review of trade association alignment with its policy position. In
K 2019 a shareholder resolution was filed asking the company to suspend trade association membership where policy
g advocacy was inconsistent with the Paris Climate Agreement. In response to this resolution, the company committed to
S produce a second review. BHP was at the time one of only 15 companies out of the 161 CA100+ companies to disclose
a process to ensure consistency between its climate policy and the positions taken by its trade associations.
Whilst we supported the principle of the resolution, we were concerned that the wording was overly prescriptive. \We
did not support the resolution but instead lead a USD10tn investor coalition in setting out expectations on climate
advocacy for the Australian extractive sector.

ArcelorMittal  We met with the company on several occasions in 2019 to discuss our expectations. In line with their

> December 2019 ambition to be carbon neutral in Europe by 2050, the company established a Europe target

£ of 30% reduction on Scope 1 and 2 emissions by 2030. This is a significant step for a company in this carbon

£ intensive sector. The company has also committed to enhanced climate governance disclosure and will be
publishing a review of their trade association memberships in 2020.

20



Engagement on climate change
Focus on land use

Deforestation in cattle supply chains

We continued our involvement in the PRI
coordinated engagement on deforestation. The
objectives of the engagement are for companies to
improve their:

1. Awareness and governance

2. Risk management and traceability
3. Strategy and risk mitigation

4. Metrics and monitoring

During 2019, we lead the engagement with four
companies. We have had positive discussions with
Nike and Adidas. Both companies agreed that
their transparency on this topic is still limited and
committed to make improvements. In addition to
this, resources will be dedicated to reply to the
CDP gquestionnaire on forests.

Nike will scale up the use of ‘flyleather’, a synthetic
material which will drastically reduce the need for
pristine hides. Neither company has set time-
bound commitment to be deforestation-free.

Amazon deforestation

The IPCC Special Report on Climate Change and
Land highlighted the importance of addressing
deforestation and forest degradation. Sustainable
forest management can maintain or enhance forest
carbon stocks, and carbon sinks. The extreme
fires in the Amazon, the world'’s largest rainforest,
prompted a collective response from investors
due to both the climate and biodiversity impacts.
We were signatory to an investor statement on
deforestation and forest fires in the Amazon
which was endorsed by over 250 investors
representing approximately USD17.7 trillion in
assets. The statement called on companies to
publicly disclose and implement a commodity-
specific no-deforestation policy and establish a
transparent monitoring and verification system
for supplier compliance.

1. Source: HSBC
2. Source: CSLA

Animal protein

Following up on earlier work on sustainable
fisheries, in 2019 we focused on meat production.
As long-term investors we question the
sustainability of the growth trajectory of global
meat production and consumption.

The emissions associated with pre- and post-
production activities in the global food system are
estimated to represent 21-37% of total net GHG
emissions. Animal meat production uses 77% of
the earth’s agricultural land yet only supplies 17% of
the world's calories. Most of the land use for meat
is in the production of the food the animals eat, and
feed conversion is the key cause of the inefficiency;
just 7% of feed is converted into meat'. Some
projections suggest 70% more land will be required
in Asia to keep up with rising demand for meat?.

Policy responses to address these emissions
could operate across the food system and include
those that reduce food loss, waste and influence
dietary choices, enable more sustainable land-
use management, enhance food security and low
emission trajectories and could have significant
implications for food service businesses.

Some businesses could face higher costs as

the negative externalities of meat production

are priced in and slowdowns in revenue growth
as plant protein products become more widely
available to consumers.

We met with four restaurant brands to get a better
understanding of the link between revenue and
animal protein consumption, strategy, consumer
changes, governance and climate change. All of the
companies recognised the issue and have begun

to increase their offering of plant-based foods.
While for some, these new products are starting

to generate positive returns, to date this has not
impacted their meat offering.
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The need for greater disclosure
on climate risk

We have participated in the CDPs non-disclosure
campaign since 2014, drafting and signing letters to
companies in high emitting sectors yet to disclose
meaningfully on the relevant environmental risk
metrics. We recognise that completing these
questionnaires (and others) can be time consuming
for companies, but the CDP database is widely used

- =|'-

Over the years we have seen a steady increase in
companies reporting to the CDP and in particular
a positive response from those companies we
have written to (see chart below). As a result we
have increased the number of companies we have
written to on an annual basis; in 2019 we wrote to
817 companies up from 256 in 2017.

by investors, including ourselves, and we strongly
believe that the process of measuring emissions
allows companies to manage and ultimately
reduce them.

Positive response rate from companies written to

40.0%
30.0%
20.0%

10.0% |

0.0%

Climate Forest Water
disclosure disclosure disclosure
Il 2017 B 2018 2019
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Engagement by theme

Based on an analysis of our global equity portfolio,
we identified priority ESG issues for 2019. Working
with our global investment teams - both fixed
income and equity - we prioritised themes, sectors
and key stocks on the basis of scale of client
holdings, salience of the issues concerned and our
overall exposure.

In 2019 this engagement plan focused on climate
change — looking at carbon emission disclosure
and reduction across a range of sectors,
biodiversity and land use, labour standards and
corporate governance.

We engage on a range of environmental, social
and governance issues, identified from a bottom-
up perspective. We often raise issues spanning
several themes — such as climate change and
supply chain labour standards. The breakdown of
issues we raise when engaging with companies or
institutions on ESG topics is illustrated below.

ESG themes discussed during company engagements

80%

60%

40%

20%

O,

0% Strategy  Corporate Corporate  Climate Renewables Labour Pollution Product Water
or capital governance behaviour  change clean tech sourcing waste liability natural
usage (50%)  andethics  (17%) (11%) (11%) (10%) safety resources
(68%) (35%) (9%) (7%)

Source: HSBC Global Asset Management as at 31 December 2019.

Totals may not add up to 100% as multiple topics are covered during the same engagement.
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Engagement by theme

Issue

What we did

Changes at the companies

In the US executives and
directors can hedge and pledge -
as collateral - company securities
they hold, unless this is formally
prohibited by company policy.

Executives receive these shares
as part of annual compensation

In 2018 we wrote to 65 US
companies to express our
concerns about ongoing
pledging of shares by
executives and directors.
We asked the companies
to introduce a policy to
prohibit share pledging and

Ten companies from those engaged in 2018
acted upon our request - they now prohibit
pledging and started to phase out outstanding
pledging positions.

Of the 33 companies we engaged with in
2019 two committed to review their policies
with a view to limiting the capacity of

§ packages on the basis that the procedures to phase out executives to hedge their shares.
< equity awards align executives ;
g with shareholders and they the practice. Changes to SEC rules for 2020 will result
é are therefore motivated to In 2019 we wrote to 33 in enhanced disclosure from companies
increase shareholder value. companies, requesting they on this topic prov'?"ng investors with a .
Executives seeking to reduce the introduce a policy to prohibit better gnderstandmg C_’f company practices
sensitivity of their equity awards  hedging and pledging, in relation to the hedging and pledging
to company performance are to remove any waivers of shares.
altering the incentives of equity and gradually phase out
ownership and may be reducing  outstanding positions. We have
the incentive to increase held follow up meetings with
shareholder value some of these companies.
According to the International In 2016 we began engaging We have seen improvements to practice
Labour Organisation (ILO) the with eight US companies as and disclosure at all eight companies,
majority (59%) of all child labour  part of a collective engagement highlights include:
occurs in agriculture, equating to  initiative coordinated by
98 million child workers globally.  the PRI. Walmart
Most child labour can be found This was a 3 year engagement ¢ Enhanced commitment to human rights
‘on.small—holderfarn.ws, bgt glso o ding in 2019 duri ¢ Improved communication of expectations
in livestock production, fishing Initiative ending in uring s :
o which time we have had with direct and sub-suppliers
and aquaculture. Agriculture | i . . .
sits alongside construction numerous meetings with the @ Collaboration with peers on systemic issues
and mining, as one of the three companies to encourage the @ Annual reporting on progress
sectors with the highest work- following: Tyson
;(;Igtggofatallﬂes, \I/:;;[hdat Iee;]st 1. Supplier code of conduct @ Appointment of a Chief Sustainability
W ’k | wor er.z e i eaclz _year. 2. Governance Officer who reports into the board
orkplace accidents involvin . ‘
= s ricfltural machinery or g 3. Traceability and ¢ Enhanced supplier code of conduct
'S 9 o Y . risk assessment & Applicati £ i deb d first ti
0 pesticides, as well as accidents o pplication of supplier coae beyona Tirst tier
N 4. Monitoring and

caused by physically demanding
work in harsh weather conditions
are also common.

Aside from forced labour, child
labour and high fatality rates,
workers in agriculture can
face issues such as no right

to freedom of association and
collective bargaining, hazards
to occupational health and
safety, poor working conditions,
no access to medical care

or pensions, long hours and
insufficient wages.

corrective action

. Target setting and disclosure

to include labour brokers and agents

@ Introduce process for mapping supply
chain beyond first tier

@ Established process for monitoring
suppliers and disclosing audit findings

Costco

@ Enhanced commitment to human rights in
supply chain

@ Training and capacity building for suppliers

# Mechanism for reporting grievances in
supply chain established and details provided

@ Joined multi-stakeholder initiative to
address systemic issues

@ Annual reporting against goals
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Company

Issue

What we did

Changes at the companies

Facebook, Alphabet
and Twitter

Engaging with the social media
companies on the issue of
live-streaming and distribution

of content that promotes or
supports, or tends to promote or
support, acts of torture, terrorism
or the infliction of extreme
violence or extreme cruelty.

Following the transmission
of the violent attacks in
New Zealand we joined

a collective engagement
initiative with Facebook,
Alphabet and Twitter to
encourage the companies
to establish robust policies
and procedures to manage
these risks.

This engagement is led by
NZ SuperFund.

We were signatory to letters raising our concerns
to the companies. Subsequent meetings with
Facebook and Twitter have provided greater
clarity on the different company approaches
although it is not clear whether changes
implemented are proportional to the scale of the
issue and risk.

Alphabet have not replied to investor engagement
and declined questions at a recent meeting.

Teleperformance

Since 2017 French companies
have been required by law

to identify and prevent risks

to human rights and the
environment that could occur
as a result of their business
activities. This requirement
goes beyond that of UK Modern
Slavery Act and the California
Transparency in Supply Chains
Act, by requiring companies to
implement a ‘vigilance plan’.

In July 2019 a global union
federation and French NGO sent
legal notification to the company
challenging the company's
compliance with the law.

We met with the Deputy
CEO of the company to
discuss these concerns as
well as labour standards.

In September 2019 the company published an
updated Vigilance Plan addressing some of the
concerns raised.

The company has a large global workforce
(approx. 300,000) with the majority in countries
without human rights legislation.

We will continue to monitor reports and engage
with the company on labour standards.

Historically we have encouraged the company
to include ESG metrics as part of their executive
remuneration plan. We were pleased to see this
was introduced in 2019.

Samsung
Electronics

We have concerns regarding
Samsung'’s approach to working
conditions, health and safety
standards and related disclosure.

There have been serious
allegations of human rights
and labour rights violations
including health and safety
practices linked to worker
deaths, poor wages, unpaid
overtime, obligatory overtime
and extended work hours, no
time off work, exploitation,
intimidation and union busting at
the company'’s factories.

We have met with the
company regularly over a
number of years to raise
our concerns and seek
company commitments

that they will be addressed.

We were in the process of escalating our
engagement when at the end of December

the Chair and several other Executives of the
company were sentenced to time in prison for
sabotaging labour union activities in South Korea.

We will continue to engage with the company
on labour standards including Freedom of
Association across all geographies where
they operate.

Ashmore plc

We had concerns regarding

the company's structure and
disclosure of their executive
remuneration and its impact on
shareholder value. There is no
upper limit to share awards made
as part of the long term incentive
plan and the criteria for granting
and vesting of awards is poor.

We met with the company
Chair and Chair of
Remuneration Committee
to raise our concerns on
several occasions.

During the meeting the Chair acknowledged
our concerns and committed to improve the
transparency of the practices.

The company somewhat enhanced their
disclosure and we voted for the remuneration
report at the AGM. We are considering how
to encourage further improved practice at
the company.
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Company

Issue

What we did

Changes at the companies

The company Chair had

eight other directorships
raising the concern that he
was ‘overboarded’ and had
insufficient time to dedicate to
his SSP plc Chairmanship.

We met with the company to
share our concerns. We later
voted against the Chair’s re-
election when we did not receive
the assurances we required.

At the AGM in February 2019

During our meeting the Chair and SID
acknowledged the issue and committed to
address it by the next AGM.

In November 2019 the Company announced
the appointment of a new Chair with
immediate effect.

%_ 36% of shareholders voted
% against his re-election.
@ We met with the Chair and
Senior Independent Director
(SID) to repeat our concern
and communicate our view
that a delay in addressing it
created unnecessary risk for
the business.
o There had been some significant  We met with the Chair to This engagement was part of our ongoing
1 changes at the company in terms discuss changes to operations, monitoring of investee companies. We
f, of strategy (two acquisitions) management, capital sought a better understanding of strategy
S and management (a new allocation, CEQO succession, following recent changes. We have
; CEOQO). We sought a better board composition and continued confidence in management.
S understanding on the rationale employee engagement.
behind these decisions.
We have a number of In March 2019 three new outside \We will continue to engage with the
governance concerns regarding  directors were appointed, company and the independent directors.
the protection of shareholder a positive development for We wiill highlight governance issues to be
» value and interests including: minority shareholders. addressed to enhance shareholder value.
o
g  Circular shareholding We met with the newly
= relationships that appointed independent directors
T disadvantage minority privately in July and at a more
4 shareholders public engagement with other
I

@ Poor capital management and
low shareholder returns

investors in September to explain
our concerns and seek board
assurance that these governance
issues be addressed.
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Supporting a sustainable
financial system

We are committed to playing an active and
constructive role in supporting the development of
a well-functioning and more sustainable financial
system. This involves engaging with regulators and
policymakers directly, for example by responding
to consultations or attending in person bilateral
meetings or roundtables, and indirectly through
industry bodies.

We are active members of a variety of industry
bodies, initiatives and networks that advocate for
progressive public policy development and action
on sustainable investment. These include the PRI
Global Policy Reference Group, the IGCC Policy
Group, the UK Investment Association Sustainable
and Responsible Investment Committee and
UKSIF.

We work closely with our HSBC Group

Public Affairs colleagues to respond directly

to consultations and discussion papers that
contribute to shaping a more sustainable

financial system.

We have identified three focus areas for

our activities:

@ Supporting the transition to a low-
carbon economy — we recognise climate
change as a top and emerging risk and
therefore support policy and action to
support the transition from high carbon to
low carbon.

4 Improving market standards and
transparency on sustainability —
transparency enables markets to operate
more efficiently with better information.
We focus on corporate sustainability
disclosure to strengthen the identification
of investment-relevant ESG risks and
opportunities and greater transparency
to clients to help build the market. The
development of appropriate standards is
playing an increasingly important role.

& Mobilising private capital to deliver on
the Sustainable Development Goals and
Paris Climate Agreement — the investment
gap to deliver on the SDGs and Paris Climate
Agreement is considerable and requires
capacity building across markets and
innovation in new investment models and
instruments.

Selected consultation responses

@ FCA (UK) Climate Change and Green Finance
discussion paper (January)

@ EU Technical Expert Group (TEG) report on
climate-related disclosures (January)

@ ESMA (EU) consultation on integrating
sustainability risk and factors in MiFID Il
(February)

@ EU TEG consultation on taxonomy and
usability (February)

@ Investment Association (UK) Consultation on
Sustainability and Responsible Investment

@ |I0SCO’s Growth and Emerging Market
Committee (GEMC) consultation on
‘Sustainable finance in emerging markets
and the role of securities regulators’ (April)

@ EU Green Bond Standard: interim report
consultation (April)

@ UK Parliament Treasury Select Committee
inquiry into Decarbonisation of the UK
Economy and Role of Green Finance (July)

@ HKEx Consultation on their ESG reporting
guide and listing rules (July)

@ EU TEG publishes EU taxonomy for
consultation (September)
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Supporting the transition to a low-carbon economy

As global investors, we are aware of the risks

and opportunities climate change presents to

the investments we make on behalf of our clients
and as such we are committed to playing our full
part in addressing this challenge. Policy is one

of the key drivers of the scale and speed of the
transition to a low-carbon economy. We therefore
join public investor statements and participate in
industry body working groups where we believe
this will signal support for policy measures and
frameworks that support the low-carbon transition
and develop relevant insights.

Global Investor Statement to Governments
on Climate Change
Initially launched in June 2018, the Global Investor
Statement, has been show-cased at key points,
including the 2018 G7 Summit and subsequent UN
Climate Action Summits and COPs. We were one
of the original signatories and are pleased that the
latest statement was signed by over 600 investors
representing over USD37 trillion in assets.
The statement calls on global leaders to:
@ Achieve the Paris Climate Agreement’s goals
@ Accelerate private sector investment into the low
carbon transition
¢ Commit to improve climate-related
financial reporting

Investing in a Just Transition

The ‘imperatives of a just transition’, as outlined
in the Paris Climate Agreement, are becoming an
increasingly recognised part of action on climate
change. We signed the initial Investor Statement,
presented at COP24 in Katowice. This statement
has now been endorsed by over 140 investment
organisations representing USDS8 trillion of assets
under management. \We continue to participate
in the ‘Investing in a Just Transition’ project

led by LSE, Harvard, the ITUC and the PRI and
joined the new PRI Investor Working Group on
Just Transition. On the banking side, HSBC also
sponsors the Banking on a Just Transition project
working on how banking can support a just
transition across the regions of the UK.

Transition scenarios

The Taskforce on Climate-related Financial
Disclosure (TCFD) recommends disclosure of the
resilience of an organisation’s strategy to different
climate-related scenarios, including a 2 degree or
lower scenario. From our early work on climate-
transition scenarios, we know how critical the
specifics of the scenarios are in understanding and
disclosing climate-related risks and opportunities.
While certain oil and gas companies have long-
established scenarios, the most widely used
scenarios have been those produced by the
International Energy Agency (IEA). In April, we
joined a small group of investors to meet with

Dr. Fatih Birol, Executive Director of the IEA,

to discuss the implications and applications of
scenarios for investors. We covered issues such
as the development of a 1.5 degree scenario and
some of the key assumptions such as the price of
renewables, and negative-emission technologies.
We are also participating in the new IIGCC Paris
Aligned Investment Initiative which seeks to
explore appropriate definitions, concepts and
methodologies for Paris-aligned investment. The
definitions and methodologies for measuring and
achieving a net zero emissions target for investors
were central to these initial discussions.

30



Improving market standards and transparency on sustainability

Standards and transparency are central to
providing the appropriate information for us as
investors, as well as for our clients. Given that ESG
factors are embedded in our investment decision-
making, the quality and availability of this data is
critical. We therefore support voluntary and, where
appropriate, regulatory frameworks to enhance
company disclosure on material sustainability
issues. Below are some examples of where we
continue to support enhanced disclosure.

UK Green Finance Strategy - through industry
bodies, we welcomed the strategy setting out the
Government's expectation that all listed companies
and large asset owners should disclose in line

with TCFD recommendations by 2022 as well as
the launch of a regulatory ‘taskforce’ to discuss
the most effective way to approach reporting,
including exploring mandatory requirements.

Listing requirements in Hong Kong - Stock
exchanges and their listing requirements continue
to be a strong lever to improve sustainability-
related disclosure. We responded to the public
consultation on the ESG reporting guide and
related listing rules by the Hong Kong Exchanges
and Clearing Limited (HKEX), where we expressed
support for enhanced disclosures of Board
responsibilities over material ESG issues, and their
assessment and management of climate-related
issues, amongst others. This contributed to HKEX's
revision of ESG requirements for Hong Kong listed
companies, where most of the proposals were
adopted, effective for financial years commencing
1 July 2020.

UK Financial Reporting Council (FRC) ‘Lab’

— the Financial Reporting Lab was launched in

2011 to provide an environment where investors
and companies can come together to develop
pragmatic guidance on reporting. We participated
in the ‘Climate-related corporate reporting’ report
launched in October 2019, which was developed to
assist companies and provide practical guidance
on how to meet investor expectations using the
TCFD framework.

Engagement at the policymaker and regulator

level is supported by direct disclosure requests

to companies directly and through collaborative
initiatives such as ClimateAction100+, CDP Non-
Disclosure Request, Workforce Disclosure Initiative
and ‘Know the Chain’.

Supporting Stewardship

Stewardship is central to our long-term approach
to responsible investment, and to the way we
deliver value to our clients.

UK Stewardship Code — At the end of October,
the Financial Reporting Council (FRC) launched
a major revision to the UK Stewardship Code.
The new Code, last revised in 2012, sets out high
expectations for stewardship activity to support
the responsible allocation, management and
oversight of capital to create long-term value for
clients and sustainable benefits for the economy,
the environment and society.

Key changes in the new Code include a
requirement to report on stewardship outcomes
across asset classes beyond listed equity, such
as fixed income, and in investments outside the
UK. The new Code also expects signatories to
work together with regulators and industry bodies
to identify and respond to the risk of market and
systemic failures such as climate change.

HSBC Global Asset Management have been
signatories to the Code since it was first
established in 2010 and received a Tier One
ranking when the FRC undertook its review of
signatories in 2016. We welcome the new Code
and look forward to engaging further on best
practice implementation guidance during 2020.

US Securities and Exchange Commission
(SEC) proposals — the proposals put forward by
the SEC to amend the shareholder proposals rules
and the regulations governing proxy voting advice,
prompted us to sign a collective investor letter,
co-ordinated through the PRI, raising our concerns
that the changes may compromise shareholder
rights in the US and cautioning that these changes
were likely to cause unintended consequences
that could harm the governance of issuers and
ultimately the value of investments.
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Improving market standards and transparency on sustainability (cont.)

Standards for sustainable investment

The growth of the sustainable and responsible
investment market, and the increase focus from
regulators and policymakers, has brought the issue
of standards to the fore.

Responsible investment definitions — as
members of the UK-based Investment Association
(IA) Sustainability and Responsible Investment
Committee, we provided input into the IA
Responsible Investment Framework. Building on
established industry definitions, notably those

of the Global Sustainable Investment Alliance
(GSIA), the Framework categorises, and provides
standard definitions for, the different components
of responsible investment.

British Standards Institution (BSI) standards
on sustainable finance - supported by the UK
Department for Business, Energy and Industrial
Strategy (BEIS) and industry, a five-year standards
development programme to help the industry
define best practice for sustainable finance is
now underway. We are contributing to this work
through our role on the Strategic Advisory Group
(SAG). The first standard (PAS 7340), outlining

a framework for understanding, evaluating

and embedding sustainable finance within
organisations, was published in January 2020.
The second standard (PAS 7341), on responsible
and sustainable investment management is out
for consultation. The work within the BSI will be
an important input into the new ISO (International
Standards Organisation) technical committee

on sustainable finance and the working group
developing the ‘sustainable finance framework’.

EC Sustainable Finance Action Plan -
considerable progress was made on a number

of the recommendations set out in the action

plan with proposals on the taxonomy, EU green
bond standard and integration of sustainability
risks. We responded to key consultations and
shared our views through the PRI, IGCC, IA

and UKSIF. Further engagement is anticipated

on the recently published Communication on

the Sustainable Europe Investment Plan and a
proposal for a Just Transition Fund, two important
pillars of its European Green Deal as announced in
December 2019.

32



Mobilising sustainable capital

The UN Sustainable Development Goals (SDGs) and Paris
Climate Agreement outline a roadmap to address global
challenges including poverty, inequality, climate and
environmental degradation. However, achieving the goals
requires significant capital. The UN Commission on Trade
and Development (UNCTAD) has estimated that globally,
an annual investment of USD5 to USD7 trillion is required
to meet the SDGs over the implementation period 2015 to
2030 and we are already in the fifth year. Based on current
investment levels, we face an annual investment gap of
between USD1.9 and USD3.1 trillion.

This investment gap presents a challenge for our society
and economy, but also an investment opportunity, albeit an
opportunity that requires significant innovation in how we
construct these investments and capacity building to grow
these markets.

Collaboration is central to making progress in this area and
we leverage our global relationships with development
finance institutions, investors, regulators and relevant
organisations and initiatives to innovate. \We support
initiatives such as the Blended Finance Taskforce and
participate in new initiatives, such as the first Climate
Infrastructure Partnership Forum, where the aims align and
the focus is on actionable solutions. We highlight a few key
initiatives below.

One Planet Sovereign Wealth Fund Working Group

The One Planet Sovereign Wealth Fund Working Group was
established at the first One Planet Summit in December 2017.
Since then, we have been working with the six sovereign
wealth fund members to support the development and
implementation of the One Planet Sovereign Wealth Fund
Framework, which sets out the three principles of alignment,
ownership and integration with respect to climate change
analysis and investment decision-making. In July, at an
event hosted by President Emmanuel Macron of France at
the Elysée Palace in Paris, we were delighted to be one of
eight global asset managers to have founded the ‘One Planet
Asset Manager Initiative’ to support the implementation of
the Framework.

Sovereign Wealth Funds (SWFs) hold total assets under
management worth more than USD7.5 trillion. As public
funds with long-term investment horizons, SWFs are, in
principle, well positioned and are increasingly expected by
their stakeholders, to contribute to financing the transition to
a lower carbon economy, and help meet the SDGs.

Together, the asset managers have committed to further

the objectives set out in the Framework and advance the
understanding of the implications of climate-related risks and
opportunities within long-term investment portfolios.

Network for Greening the Financial System
(NGFS)

The NGFS originally comprised eight central banks and
supervisors focusing on strengthening the global response
required to meet the goals of the Paris Climate Agreement
and to enhance the role of the financial system to manage
risks and to mobilise capital for green and low-carbon
investments. By the end of 2019, membership has grown
to 54 members across five continents.

In December we asked to provide a keynote on the
ClimateAction100+ initiative and the important role

of investors in addressing climate-related risks at the
Conference on Climate Change and its Impact in the
Financial System in Mexico City organised by CEMLA
(Centre for Latin American Monetary Studies) and Banco
de México, one of the original eight founding members.
The conference combined both academic papers and
policy with private sector perspectives as part of a
dialogue with Central Banks and Supervisors Network for
Greening the Financial System (NGFS).

Investing with impact

Mobilising private capital into investments that
deliver real economy impact, in line with the SDGs, is
challenging. While the need is well articulated, finding
the appropriate investment structure and project
pipeline at scale is less straightforward.

In early June, HSBC Global Asset Management
announced its intention to launch a new green bond
fund - the HSBC Real Economy Green Investment
Opportunity GEM Bond Fund or ‘REGIO’ — presenting
a new opportunity for investors. With the IFC and
HSBC as anchor investors, the fund will seek to
harness a minimum of USD750 million investment
capital to support climate-aligned investments that
deliver real economy impact with a focus on lower
Gross National Income (GNI) countries by investing
in green bond issuance from primarily non-financial
issuers in eligible emerging markets.

By targeting real economy issuers in global emerging
markets (GEM), REGIO aims to increase access to
climate finance and promote the development of
sustainable capital markets by broadening the range
of issuers through targeted support, working with
the IFC.

To accompany the fund, we published our Green
Impact Investment Guidelines which set out eligible
projects and activities aligned with the impact
intentionality of the fund.
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Mobilising sustainable capital (cont.)

Green bonds

The green bond market is playing a growing role
in mobilising finance to deliver on environmental

goals. Our Green Impact Investment Guidelines are

grounded in the eligible activities outlined in the
ICMA Green Bond Principles, but provide greater
details around the activity and sustainability
requirements of the issuer. We actively engage
with issuers on these expectations, encouraging
companies to consider issuing green bonds and
outlining our expectations for the issuer, bond
and reporting on use of proceeds. We responded
to the consultation on the EU Green Bond
Standard, supporting many of the proposals for
strengthening the green bond framework and
use of proceeds reporting, while recognising that
there are benefits to international harmonisation
and therefore encourage the EU’s efforts to raise
standards within the global market.

As outlined, we see a need for capacity building
generally in the green bond market for issuers,
policymakers and regulators, particularly in
emerging markets. Last year, we reported that

in early 2019, we participated in roundtables,
organised by HSBC, in Costa Rica and Panama
for issuers and policymakers on sustainable
finance. The next roundtable is planned in Brazil
in March and we will continue to work closely
with the IFC and others to support the growth

of the green bond market. In Europe, we worked
with the Climate Bonds Initiative, participating

in its roundtables bringing together corporates
and investors to discuss the role of green bonds
in reorienting towards a low carbon business
strategy. Our green bond holdings as at the end of
2018 exceeded USD2.7 billion, over 20% of which
are emerging market issuers.

Looking ahead

The UN hailed 2020 to 2030 as the ‘decade of
delivery’ and there is no doubt that 2020 is a
pivotal year when it comes to scaling up and
speeding up global action. We see the following
important developments:

& COP26 - hosted by the UK, in partnership
with Italy, the COP in 2020 will be critical in
securing and ratcheting country commitments.
Momentum is strong, but COP25 proved a
disappointment with some key decisions
deferred to COP26.

4 Sustainable infrastructure — there is a
critical need for sustainable infrastructure, we
are working closely with development finance
institutions to establish guiding principles for this
area of investment as well as critical issues on
the investment pipeline.

4 Standards — 2020 will see further progress on
standards at the organisational and product level.

¢ EU Action Plan and Green New Deal -
in addition to completing negotiations and
implementing legislation on existing proposals,
the EC has promised to publish a renewed
sustainable finance strategy in the third quarter
of 2020 and we should expect further proposals
as part of the Sustainable Investment Plan and
Just Transition Mechanism.
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The climate challenge

Climate change is a systemic risk. Four years
on from the historic Paris Climate Agreement
and more than two years on from the Taskforce
on Climate-related Financial Disclosures (TCFD)
recommendations, companies and investors
are still grappling with what transitioning to a
below 2°C economy means for their businesses
and portfolios.

The landmark Intergovernmental Panel on Climate
Change (IPCC) report in October 2018 provided the
clearest evidence to date that even 2°C of warming
above pre-industrial temperatures may have
significant environmental and economic costs.
Limiting global warming to well below 2°C will
require rapid and far-reaching structural changes

Low-carbon transition scenarios

Our work on climate scenario analysis began in
December 2017 with the objective of developing

a framework for understanding company-level
climate-related transition risks to help investors
make better-informed decisions. We worked with
Vivid Economics to design a suite of scenarios,
together with a model to translate these scenarios
into valuation impacts. We compared scenarios
that encompass early policy action and later policy
action (from 2030) designed to provide at least

a 0% change of limiting warming to 2°C, with a
baseline that reflected existing climate policies and
predicted technology cost trends, with no further
policy changes. We also looked at three future
technology-cost pathway scenarios. This first
report was published in October 2018.

to the global economy.
In 2019 we expanded on this initial effort and
identified 10 scenarios that represent a broad
range of low-carbon futures, influenced by two
primary factors: climate policy and regulation; and,
the cost and performance of technology options
available to reduce emissions. We built these
updated scenarios by looking at increased policy
stringency, varying policy timing and updated
technology scenarios as well as implications
for credit ratings and developed a report with
the implications of these scenarios that will be
published in Q1 2020.

Our strategic response

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

Deliver lower-carbon investment solutions and opportunities that meet our clients’ investment criteria
while meeting their risk and return objectives.

Identify and integrate the climate-related risks and opportunities presented by climate change
and climate policy in our investment portfolios, using relevant data and analysis — including scenario
analysis — to inform our investment decisions.

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

Disclose publicly and to our clients, the actions we have taken and the progress we have made in
addressing climate-related risk and investing in climate-related solutions.

Advocate for a supportive policy framework, working with policymakers to support their efforts to
implement measures that encourage capital deployment at scale to finance the transition to a low-
carbon economy and encourage investment in climate-change adaptation.

Further details of our activities in each of these areas are outlined in the previous sections.
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Our responses to the four recommended areas of disclosure — governance, strategy, risk management, and metrics and

targets — are outlined below and will continue to evolve.

Governance

We will continue to integrate climate-related risks and
opportunities into our investment decisions, alongside

all material ESG considerations. Investment teams are
responsible for integrating ESG issues into their respective
investment decisions, supported by our ESG specialists.

Risk management

We will continue to integrate climate-risk management as
part of company/issuer-specific assessment and portfolio-
level assessment of climate-related issues through

the fundamental inclusion of ESG criteria as part of
investment decisions. Our research on scenario analysis
informs our macro/sector risk management on climate-
related issues.

As mentioned previously in this report, engagement with
investee companies, to better understand management of
the risks and opportunities presented by climate change
and climate policy, is an important part of our process.

Metrics and targets

Strategy

Transition risk, physical risks from climate change, and
climate opportunities will remain key areas for investment
analysis. There are risks and opportunities resulting

from the structural changes required for a transition to

a low-carbon economy or due to more frequent and
severe climate events, as well as longer-term shifts in
climate patterns.

Metrics and targets

As signatories to the Montreal Pledge since 2015,

we have reported the carbon footprint of our clients’
investment portfolios on an annual basis. We use the
TCFD recommended metric — weighted-average carbon
intensity - and publish our Montreal Pledge report on an
annual basis on our website.

In 2019, we reported on all equity portfolios and on corporate fixed-income portfolios managed in five major locations — the

USA, the UK, France, Hong Kong and Germany.

Equity portfolio

Weighted average carbon intensity (tons CO2e / USDm revenue)

S&P Trucost — Carbon Emissions Scotpe 1+2

ISS-Ethix Climate Solutions — Carbon Emissions Scope 1+2

S&P Trucost — Carbon Emissions Scope 1+2+3

100 200 300 400 500 60C

Source: HSBC Global Asset Management using data sources specified. Data as at 31 December 2018.

Corporate fixed income (Fl) portfolio

Weighted average carbon intensity (tons CO2e / USDm revenue)

S&P Trucost — Carbon Emissions Scope 1+2
MSCI - Carbon Emissions Scope 1+2

S&P Trucost — Carbon Emissions Scope 1+2+3

0
B MSCl Emerging Markets Il MSCI World Equity portfolio
100 200 300 400 500

0

[ | Barclays Global Aggregate (Corp only)

[ ] Corporate Fl portfolio

Source: HSBC Global Asset Management using data sources specified. Data as at 31 December 2018.
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Key documents and contacts

The following documents are available on our
website — www.global.assetmanagement.hsbc.
com/responsible-investing

Responsible Investment Policy
Engagement Policy

Stewardship and Conflicts of Interest
Banned Weapons Policy

Climate Change Policy

Global Voting Guidelines

Montreal Carbon Pledge Report
Green Impact Investing Guidelines

Participation in industry initiatives

As a global asset manager we support a number of
industry initiatives, globally and locally, that aim to
share and develop best practice in the responsible
investment industry. A selection of these are

listed below:

@ Principles for Responsible Investment (Global)
¢ ClimateAction 100+ (Global)

@ International Corporate Governance Network
(ICGN) (Global)

¢ CDP - investor member (Global)
@ Blended Finance Taskforce (Global)

@ Cambridge Institute for Sustainability Leadership
— Investor Leaders Group (Global)

& Workforce Disclosure Initiative (Global)

@ Asian Corporate Governance Association
(ACGA) (Asia)

@ European Fund and Asset Management
Association (EFAMA) (Europe)

@ Institutional Investor Group on Climate Change
(IIGCC) (Europe)

@ Council of Institutional Investors (ClIl)
(North America)

@ Investor Stewardship Group (North America)

@ City of London Green Finance Initiative (GFI) (UK)
@ The Investment Association (UK)

@ The Investor Forum (UK)

@ Tomorrow’s Company — The Stewardship
Alliance (UK)

¢ UK Sustainable Investment and Finance
Association (UKSIF) (UK)

@ One Planet Asset Manager Initiative

Contacts

For further information about responsible investing
at HSBC Global Asset Management, contact your
relationship manager.
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Important information

The value of investments and the income from them can go
down as well as up and investors may not get back the amount
originally invested. Past performance contained in this document
is not a reliable indicator of future performance whilst any
forecasts, projections and simulations contained herein should
not be relied upon as an indication of future results. Where
overseas investments are held the rate of currency exchange
may cause the value of such investments to go down as well as
up. Investments in emerging markets are by their nature higher
risk and potentially more volatile than those inherent in some
established markets. Economies in Emerging Markets generally
are heavily dependent upon international trade and, accordingly,
have been and may continue to be affected adversely by trade
barriers, exchange controls, managed adjustments in relative
currency values and other protectionist measures imposed

or negotiated by the countries with which they trade. These
economies also have been and may continue to be affected
adversely by economic conditions in the countries in which they
trade. Mutual fund investments are subject to market risks, read
all scheme related documents carefully.

The contents of this document may not be reproduced or further
distributed to any person or entity, whether in whole or in part,
for any purpose. All non-authorised reproduction or use of this
document will be the responsibility of the user and may lead to
legal proceedings. The material contained in this document is
for general information purposes only and does not constitute
advice or a recommendation to buy or sell investments. Some of
the statements contained in this document may be considered
forward looking statements which provide current expectations
or forecasts of future events. Such forward looking statements
are not guarantees of future performance or events and involve
risks and uncertainties. Actual results may differ materially

from those described in such forward-looking statements as a
result of various factors. We do not undertake any obligation to
update the forward-looking statements contained herein, or to
update the reasons why actual results could differ from those
projected in the forward-looking statements. This document
has no contractual value and is not by any means intended as a
solicitation, nor a recommendation for the purchase or sale of
any financial instrument in any jurisdiction in which such an offer
is not lawful. The views and opinions expressed herein are those
of HSBC Global Asset Management at the time of preparation,
and are subject to change at any time. These views may not
necessarily indicate current portfolios’ composition. Individual
portfolios managed by HSBC Global Asset Management
primarily reflect individual clients’ objectives, risk preferences,
time horizon, and market liquidity. Foreign and emerging
markets. Investments in foreign markets involve risks such as
currency rate fluctuations, potential differences in accounting
and taxation policies, as well as possible political, economic,
and market risks. These risks are heightened for investments

in emerging markets which are also subject to greater

illiquidity and volatility than developed foreign markets. This
commentary is for information purposes only. It is a marketing
communication and does not constitute investment advice or
a recommendation to any reader of this content to buy or sell
investments nor should it be regarded as investment research.
It has not been prepared in accordance with legal requirements
designed to promote the independence of investment research
and is not subject to any prohibition on dealing ahead of its
dissemination. We accept no responsibility for the accuracy
and/or completeness of any third party information obtained
from sources we believe to be reliable but which have not been
independently verified.

HSBC Global Asset Management is a group of companies

in many countries and territories throughout the world that

are engaged in investment advisory and fund management
activities, which are ultimately owned by HSBC Holdings Plc.
(HSBC Group). HSBC Global Asset Management is the brand
name for the asset management business of HSBC Group. The
above communication is distributed by the following entities:

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

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

@ in Austria by HSBC Global Asset Management (Osterreich)
GmbH which is regulated by the Financial Market Supervision
in Austria (FMA);

@ in Bermuda by HSBC Global Asset Management (Bermuda)
Limited, of 37 Front Street, Hamilton, Bermuda which is
licensed to conduct investment business by the Bermuda
Monetary Authority;
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@ in Canada by HSBC Global Asset Management (Canada)
Limited which provides its services as a dealer in all
provinces of Canada except Prince Edward Island and also
provides services in Northwest Territories. HSBC Global
Asset Management (Canada) Limited provides its services
as an advisor in all provinces of Canada except Prince
Edward Island;

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

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

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

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

@ in Germany by HSBC Global Asset Management
(Deutschland) GmbH which is regulated by BaFin;

@ in Hong Kong by HSBC Global Asset Management (Hong
Kong) Limited, which is regulated by the Securities and
Futures Commission;

@ in India by HSBC Asset Management (India) Pvt Ltd. which is
regulated by the Securities and Exchange Board of Indig;

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

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

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

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

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

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

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

@ in Taiwan by HSBC Global Asset Management (Taiwan)
Limited which is regulated by the Financial Supervisory
Commission R.O.C. (Taiwan);

@ in the UK by HSBC Global Asset Management (UK)
Limited, which is authorised and regulated by the Financial
Conduct Authority;

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

Investment products

@ Are not a deposit or other obligation of the bank or any of
its affiliates;

@ Not FDIC insured or insured by any federal government
agency of the United States;

@ Not guaranteed by the bank or any of its affiliates; and

@ Are subject to investment risk, including possible loss of
principal invested.

Copyright © HSBC Global Asset Management Limited 2020. All rights reserved. No part
of this publication may be reproduced, stored in a retrieval system, or transmitted, on any
form or by any means, electronic, mechanical, photocopying, recording, or otherwise,
without the prior written permission of HSBC Global Asset Management Limited.
https://www.global.assetmanagement.hsbc.com/responsible-investing
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