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Introduction
Vision
The future that we are aiming to help create

AllChallenges
AliInvestors

—Creating opportunities for everyone who
continues to take on new challenges

Investment has the power to build the future.

Value

Our action guidelines

Corporate Principles

Create Innovation
Consider and Act Logically

Enhance Global Sustainability
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4. Have Integrity
5. Image Yourself in Their Place
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Unite as One Team
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By taking on All Challenges for All Investors,

we continue to work together as partners

to challenge ourselves, using investment to build

a future with real opportunities.

Asset Managers Initiative Targets
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Investments

Comprehension of

investments

We measure intrinsic values
of investments and changes
of them in the future by con-

ducting quantitative and

qualitative analyses. Then, we
evaluate investment ideas by
comparing these values with

current market prices.

Financial
Markets

Comprehension of
financial markets

We are conscious of financial
markets’ high uncertainty and
recognize them as compli-
cated systems/complex sys-
tems. So, we place the basis
for the certainty of invest-
ment activities on the logical-
ity and adequacy of the
investment process.

>

Human
‘Behavior

Comprehension of
human behavior

We realize that there are
biases in human behavior
and judgment. By under-
standing investor's psychol-
ogy, we can use this to
improve our decision
making.

Organizational Approach

Organizational approach

We promote the specialization and division of labor, and build a process and an informational

interaction space to enhance the required knowledge and skills in order to achieve perfor-
mance that exceeds the constraints and limits of an individual ability.

Contribution to Society

We believe that we are able to contribute to the realization of a sustainable society,
as seen in the SDGs, with providing services and values to our customers.

Daiwa Asset Management Co. Ltd.
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Risk Management
Fund Management

Evaluation & »é'ﬁ
Compliance e d

Fund Management

(Determination and execution of fund management policies)

Determination of Fund
Management Policies

Determination of fund management Management
policies Execution

Fund Management Division RS Il;l:sinsailgﬁment

Fund Management
Basic Plan General Manager

Approval of fund
management plan

Research Fund FD Advisory
Committee
R ey Vanagement
) Committee
Macroeconomic and

market trends analysis Fund managers

Risk Management
Department

Marketing Division
Fund Management Fund management
Division plan

Chair
Clo

Legal & Compliance
Department

Fund Management
Advancement

Fund Manage- Committee

ment Division Portfolio

Overseas Offices

Fund managers
Daiwa Institute of Fund Management
Research Ltd., etc. Division

Process Related to Determination of Fund Management Policies 4

. Formulating the basic plan
The basic plan that describes various policies for fund management is given final approval by the
| executive in charge of products.

Determining basic fund management policies
| Chaired by the CIO, the Fund Management Committee meets once a month, in principle, and
| determines basic fund management policies.

Creating and approving the fund management plan

The fund managers prepare a fund management plan in accordance with the policies of each
fund as set forth in the basic plan and the basic fund management policy decided upon by the
Fund Management Committee. The General Manager of the Fund Management Division checks
and approves the fund management plans presented by the fund managers for consistency with
the basic plan and the decisions made by the Fund Management Committee. e

.
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Corporate History

Daiwa Asset
Management

1984

B New York office opened

1987

® Dajwa Asset Management(Europe)Ltd established in London

1994
® Daiwa Asset Management(Singapore)Ltd.
1973 Established

® Daiwa AM introduces Japan’s first fund 1995
manager system ¥ License for discretionary management
1951 services acquired

B Act on Securities Investment Trusts enacted 1998
Daiwa Securities Co. Ltd. registered as an investment trust H Began selling investment trusts through

management company bank tellers
1999
1959 ® Became a major company of the Daiwa

® Split from Daiwa Securities Co. Ltd.
Company established as Daiwa Asset Management Co. Ltd.

Securities Group Inc. under the holding
company structure

2006
B Signed onto the UN Principles
for Responsible Investment

2000

2020
¥ Trade name changed to Daiwa Asset Management Co. Ltd.
¥ Joined the 30% Club Japan Investor Group

B Expressed support for the Task Force on Climate-related
Financial Disclosures (TCFD)

B Established the Stewardship & ESG Department
® Daiwa Capital Management Silicon Valley established

2045 Et)szi?zn d h hi
" Established the Engagement Team Inigti;;ingjtsc})t e Japan Stewardship
Ak . ) ¥ Signed onto the Investor Agenda in
B Established the Stewardship & ESG Section advance of COP27

2019 B Name of the Stewardship & ESG

¥ Global X Japan Co. Ltd. established Department changed to the Responsible
Investment Department

B Participated in the Human Capital

2011 Management Consortium
B Signed onto the Principles for Financial Action towards a - Slgngd onto the Women's Empowerment
Sustainable Society (Principles for Financial Action for Principles
the 21st Century) 2021
B Participated in the activities of the International Corporate
2012 Governance Network (ICGN)

B Relocated the headquarters to 9-1, Marunouchi
1-chome, Chiyoda-ku, Tokyo 100-6753, Japan

2014
B Announced adoption of the Japan’s Stewardship Code

B Participated in the Climate Action 100+ initiative
H Signed onto the Investor Agenda in advance of COP26
H Signed onto the Net Zero Asset Managers initiative (NZAMI)

1951

1952

Product and 1961
Service-related

Initiatives Supported

351 2006 UN Principles for Responsible Investment (PRI)

The United Nations Principles for Responsible Investment (PRI) are global guidelines
for responsible investment that aim to improve long-term investment results for
beneficiaries by incorporating ESG issues into the investment decision-making
process and determination of stock ownership policies of institutional investors.
Daiwa AM participates in conferences and other events sponsored by PRI.

Signatory of:

]
=PRI
[E34 2011 Principles for Financial Action for the 21st Century
The Principles for Financial Action towards a Sustainable Society (Principles for
Financial Action for the 21st Century) were developed as an action guideline for
domestic financial institutions to fulfill their responsibilities and roles in helping to
solve global environmental and social problems and to form a sustainable society.

Principles for
Responsible
Investment

o)oo
3N 2014 Statement on Fiduciary Duty /ﬁgﬂﬁ%&éﬁ
and Climate Change Disclosure

The Statement on Fiduciary Duty and Climate Change aims to prompt companies
to disclose climate change information in a comprehensive and comparable form
in their annual reports and other disclosure materials, with the recognition that,
going forward, climate change will have an increasing impact on corporate results
and investment performance.

38 2020 Task Force on Climate-related Financial Disclosures (TCFD)
The Task Force on Climate-related Financial Disclosures (TCFD) is an international
initiative established by the Financial Stability Board (FSB) in 2015. It recommends
that companies disclose climate-related financial information as part of their own
general (public) annual financial reports. In line with the TCFD framework, Daiwa
AM has been disclosing its efforts to address climate

change issues, including greenhouse gas emissions 5
from its fund management portfolio, since FY2021. Tcm (

¥ Launched unit type investment trust

¥ Launched Income Fund (now the Large-Cap
Equity Fund), Japan’s oldest existing stock
investment trust

1987
¥ Launched Million, a payroll deduction type fund

¥ Launched Japan's first open-ended investment trust

1992

bond investment trust

[E59 ESG in general MEM Environment
W Diversity and Human Rights Al Governance

7.9 2020 30% Club Japan Investor Group

The 30% Club Japan Investor Group is a group comprised of asset owners and
asset managers whose goals include sharing the importance of gender diversity
and gender equality at all levels of an organization through constructive dialog and
other stewardship activities with companies in which they invest. Daiwa AM
participated in a working group to formulate best practices for ats
engagement. _Y

P
3, 0‘.5

30% Club

GROWTH THROUGH DIVERSITY

v

I3 2021 Net Zero Asset Managers initiative (NZAMI)

The Net Zero Asset Managers initiative is a global initiative of asset management
companies aiming to achieve net zero greenhouse gas emissions from their
investee companies by 2050. Daiwa AM has established interim targets for 2030 in
order to achieve its net zero target for the portfolio we manage in 2050.

NET ZERO ASSET
MANAGERS INITIATIVE

I3 2021 Climate Action 100+
Climate Action 100+ is an international engagement initiative launched by investors
in 2017. Its goal is to stimulate improvements through collaborative engagement
with large enterprises that have significant greenhouse gas emissions. Daiwa AM
participates as a collaborative investor through cooperative engagement with

companies in Japan's steel, electrical and other industries.

Aproud participant of:

Climate
Action 00
I3 2021 Investor Agenda

The Investor Agenda was launched in 2018 by a group of institutional investors. It
has issued recommendations on how to accelerate climate change initiatives by
institutional investors and national governments. Daiwa AM signed in support of
a statement by global investors in advance of COP27.

¥ Launched Daiwa MMF, a money
management fund offering an open-end

2001 2013
¥ Executed Japan'’s first

electronic delivery of a asset management company in Japan

prospectus ¥ Launched a rich variety of products for NISA
¥ Launched Nikkei 225 ETF, 2014

TOPIX ETF # Launched Daiwa JPX Nikkei 400 Fund and Daiwa ETF JPX Nikkei 400 to
2002 link with JPX Nikkei Index 400 index

¥ Launched Japan’s first
Regional Support Fund

¥ Launched Daiwa TOPIX Ex-Financials ETF to meet Basel Ill, as the first

2022

H Received the Governor's Special Prize for
Green Finance in the ESG Investment
Category of the 2021 Tokyo Financial
Awards*, in recognition of initiatives
including the Carbon Neutral Equity
Fund and a tree-planting project

2003
¥ Launched Daiwa J-REIT 2015

Open ¥ Began managing Japanese equities for funds sold overseas and
2004 co-managing of a UCITS fund with Mirae Asset Global Investments, a
¥ Launched Daiwa SRI Fund leading Korean asset management firm

to support Japanese 2016

companies engaged in CSR ® Launched iFree, index fund series

efforts 2017
2005

¥ Launched sales of
investment trusts at post
offices
Daiwa Stock Index Fund 225
adopted

[l 2021 International Corporate Governance Network (ICGN)

The International Corporate Governance Network (ICGN) is an international
initiative launched in 1995. Its stated mission is to establish effective corporate
governance and foster investor stewardship with the aim of promoting an efficient
global market and sustainable economic activity.

™. ICGN MEMBER

ing global governance standards
an.org

534 2022 Japan Stewardship Initiative (JSI)
The Japan Stewardship Initiative (JSI) was established in 2019 with the aim of helping
deepen and advance stewardship activities.

uaJSI

Japan Stewardship Initiative

[N 2022 PRI Advance
Established in 2022, Advance is a collaborative stewardship initiative where
institutional investors work together to take action on human rights and social
issues. Investors exert collective influence over companies and other decision
makers to bring about positive outcomes for workers, communities and society.
Daiwa AM has participated since Advance was launched in 2022. Going forward,
Daiwa will work through collaborative engagement to help
companies achieve their goals.

We are proud to be
participating in
Advanceasa
callaborating investor

PRI o

¥ Launched three ETFs linked to ESG-related indexes

59 2022 Human Capital Management Consortium

The Human Capital Management Consortium was established by a group of
Japanese companies, investors and others. Its objective is to promote both the
practice and disclosure of human capital management in Japanese companies by
sharing advanced cases of human capital management practices, holding
discussions aimed at cooperation between companies, and considering effective
information disclosure.

® @ Human

Capital
Management
ASEABEI Y-V T4

5 2022 Women’s Empowerment Principles (WEPs)

The Women's Empowerment Principles (WEPs) are action principles intended to
actively promote the advancement of women, and were jointly developed by UN
Global Compact and UN Women.

In support of

WOMEN’S
EMPOWERMENT
PRINCIPLES

Established by UN Women and the
UN Global Compact Office

* As one of the measures being implemented to realize “Global Financial City: Tokyo" Vision 2.0, Tokyo Metropolitan Government holds the Tokyo Financial Awards, which honor financial sector companies that
develop and provide revolutionary new products and services that can help to meet the needs and solve the problems of Tokyo's citizens and of companies operating in Tokyo, as well as financial sector companies
which are implementing activities that help to popularize ESG investment, and companies implementing measures that embody SDG-aware management.

The ESG Investment Category of the Tokyo Financial Awards is divided into the ESG Investment Subcategory and the SDGs Subcategory. For the ESG Investment Subcategory, financial sector companies that are
working to promote widespread adoption of ESG investment are invited to submit entries. The jury reviews the entries on the basis of how well they match the theme of the awards, the originality of the measures
adopted, and the results achieved, and decides on the award-winners. Each year, one company is chosen to receive the Governor's Special Prize for Green Finance, in recognition of its outstanding initiatives in the

area of green finance.

Please note that neither Tokyo Metropolitan Government nor the Tokyo Financial Awards recommend the purchase, sale or holding of any particular products, nor do they offer any guarantee of future perfor-
mance. All copyrights and other intellectual property rights relating to the Tokyo Financial Awards belong to Tokyo Metropolitan Government, and may not be duplicated or reproduced without authorization.
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Message from the President

We will continue our efforts to win the
trust of even more customers and
become the most chosen asset
management company.

Mikita Komatsu
President
Daiwa Asset Management Co. Ltd.

Daiwa Asset Management Co. Ltd.

Through the asset management business, Daiwa
AM'’s social mission is to contribute to the
realization of a sustainable society and enable
people to live fulfilling lives. To achieve stable
asset formation for our customers, we must not
only develop and provide products that meet
customer needs in a timely manner, but also
fulfill our role as asset management
professionals to safeguard and grow the assets
entrusted to us by our customers.

In evaluating corporate value, which is
important for making fund management
investment decisions, in addition to traditional
financial data analysis, we are building a new
evaluation process that takes into account a
variety of ESG factors that support sustainability.
When utilizing the advice of external asset
management firms, we also place an emphasis
on whether the institution incorporates ESG and
sustainability perspectives in its investment
philosophy and fund management flow, and
whether its investment decisions are based on
the same values as those of Daiwa AM.

What these efforts require is an accurate
assessment of an investee's potential and
possibilities. This is based on an understanding of
what the company should be, incorporating ESG
and other non-financial information and an
evaluation of the investee's intangible assets. In
July 2022, Daiwa AM announced a joint study with
the Drucker Institute, and we believe that asset
management companies like ours are being
expected to accurately incorporate a wide range

>
>
>

AllChallenges
Al investors

of information, including intellectual property and
others, in their evaluations of corporate value.

In addition, to continue to provide our
customers with quality products over the long
term, we ourselves must be a sustainable
company. In September 2022, we formulated
our Sustainability Policy, declaring our
commitment to sustainability in every initiative
we undertake. We have identified eight priority
areas of materiality, and of these, we consider
rigorousness in fiduciary duty in our business
activities and earning the trust of stakeholders in
our business foundations to be fundamental. We
believe that we cannot fulfill our responsibilities
as an asset management company unless we
conduct management that remains steadfast in
these fundamental areas. To continue playing a
role in contributing to the maintenance and
growth of capital markets, and to require our
investee companies to engage in sustainability-
aware management, we ourselves will take the
lead in sustainability management.

Under our vision of “All Challenges for All
Investors,” we will continue our efforts to win the
trust of even more customers and become the
most chosen asset management company. Our
goal is to contribute to maintaining and
improving a sustainable society by ensuring that
each of our employees has a deeper
understanding of ESG and sustainability, and by
developing, providing and responsibly managing
products that offer the optimal investment
returns for customers,

N

President
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Corporate

In November 2021, Daiwa AM established the Sustain-
ability Committee with the aim of promoting sustainabil-
ity-aware management so as to fulfill the company’s
corporate social responsibility. During meetings of the
Sustainability Committee, Daiwa AM's president (who
chairs the Committee) and the other members, who
comprise the directors and executive officers respon-
sible for individual departments, have engaged in
repeated discussions regarding the question of what is
needed for Daiwa AM to be a sustainable enterprise.

Sustainability Policy

Daiwa AM’s social mission is to contribute toward enabling
people to live fulfilling lives and toward realizing a sustain-
able society through its asset management business. To
this end, the company fulfills its fiduciary duty and strives
to provide high-quality returns and services over the long
term. Daiwa AM believes that, in order to be able to con-
tinue doing this over an extended period while responding
to changing times, it is vitally important to manage the
company with an emphasis on sustainability.
Socioeconomic activity requires a sustainable social
foundation in order to continue, and so Daiwa AM posi-

Action guidelinesr

1. As an asset management company, Daiwa AM recog-
nizes the importance of its role in promoting a virtuous
cycle in the economy. Through its business activities,
Daiwa AM will support business enterprises that con-
tribute toward the maintenance and enhancement of
the sustainability of the global environment and of soci-
ety, while also fulfilling its fiduciary duty.

=+ WEB For more details, please visit the following webpage (in Japanese).

Q https://www.daiwa-am.co.jp/company/sustainability/index.html

Basic approach

} 1‘.“.'>

e

In September 2022, Daiwa AM formulated a Sustain-
ability Policy, in order to drive the development of sus-
tainability-aware management at an even higher level.
Based on this Policy, Daiwa AM has identified the com-
pany's materiality (key issues) relating to sustainability
and has also drawn up an Environmental Policy and a
Human Rights Policy.

Going forward, Daiwa AM will be implementing vari-
ous initiatives so that it can be an asset management
company that is trusted and chosen by stakeholders.

tions the realization of this sustainability as a precondition
for its business operations. At the same time, as a com-
pany engaged in the asset management business, Daiwa
AM is constantly aware of the magnitude of its responsibil-
ity in relation to the continued development of the capital
markets, and needs to fulfill its duty in this regard. This is
why the company is implementing initiatives, through its
business activities, to address the important issues affect-
ing the maintenance of society's sustainability, and to earn
the trust of its stakeholders, with the aim of further
enhancing Daiwa AM’s corporate value.

2. Daiwa AM will aim to be a “best partner” for all of its
stakeholders.

3. By implementing healthy, transparent management,
Daiwa AM will strive to enhance its corporate value in a
sustainable manner.

4. Daiwa AM will clarify its materiality (key issues) that the
company should prioritize, and will adjust this
periodically.

5. Based on the above guidelines, Daiwa AM will draw up
specific policies for promoting sustainability-aware
management and will put them into effect.

Specific policies

I T . dy - 1
To promote sustainability-aware management, Daiwa AM has drawn up a number of specific policies.
The main policies are noted below.

Corporate Mission

Overall policy

Sustainability Policy

I
I [ [ |
Principles of
Customer-oriented
Business Conduct

Main specific

o . . Stewardship Activities
policies Environmental Policy

Human Rights Policy Policy

Materiality identification process

Identifying and collating social issues

e |dentifying important societal issues that have the potential to create opportunities or
...../ risks for Daiwa AM with reference to various international frameworks (such as the GRI,
Q,Qg. @ ISO 26000 and SASB), international initiatives such as the UN Global Compact, indicators
..". .. formulated by ESG rating organizations, key issues recognized by governments and
... - economic organizations, etc.
- e Compilation of a long list of around 60 items

Taking into account the perspectives of internal and external stakeholders

e Incorporating the perspective of internal and external stakeholders with @

regard to the long list, assessing the company’s impact on and importance
to society, and selecting those items that are deemed to be particularly closely
related to the company’s business

e Selecting a group of around 30 items as “Issues that the company needs to
address,” and administering a questionnaire survey regarding these items to
the company'’s officers and employees

Formulation of draft materiality

e |dentify items that the company needs to address through its business activities based
on the questionnaire survey results and the views of external experts
e Review opportunities and risks for the company in relation to the draft materiality that

' has been formulated
%
Discussion and final decision by senior - e
management @ /
e Following discussion by the Sustainability Committee, the g e
final decision is made by senior management in a meeting 0_‘}

of the Board of Directors (including Outside Directors)

The company as a whole implements initiatives addressing the

materiality, and promotes sustainability-aware management

e Set KPIs to manage progress in initiatives relating to the company’s long-term vision and its materiality

e Have the heads of each division and department manage progress, identify problems, and
implement measures to address these problems

e Have senior management monitor progress on a regular basis through meetings of the
Sustainability Committee, Board of Directors, etc.

e Conduct ongoing reviews of the company’s materiality in the future, in light of major international
trends in relation to societal problems, the changing business environment, and the views of
internal and external stakeholders

10dJ0D
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Corporate Materiality

After examining the risks and opportunities relating to various items, Daiwa AM identified the following materiality:

Materiality relating to business activities Materiality relating to the company’s business foundations

Promotion of stewardship

activities and responsible
investment

Respect for human rights and
diversity

Strengthening corporate
governance

Service quality enhancement

contributing to asset formation Expansion of business fields

Enhancing employee wellbeing

Thorough fulfillment of the company’s fiduciary duty

Winning stakeholders’ trust

91eJ0diod

Key area

Thorough fulfill-
ment of the com-
pany’s fiduciary
duty

Grounds for deeming it
important

Daiwa AM believes that, as a com-
pany engaged in the asset manage-
ment business, the thorough
implementation of its fiduciary duty
and the maximization of its custom-
ers’ interests constitute the founda-
tion of its business and are its social
mission.

Daiwa AM's initiatives

» Ongoing initiatives

Daiwa AM provides ongoing training to instill awareness of the importance
of fiduciary duty, or “business operations that put the customer’s interests
first,” throughout the company.

> Key initiatives

In order to provide products that are in customers' best interests, Daiwa AM
will examine performance from a long-term perspective, and will implement
systematic quality management after product formation (enhancing the
effectiveness of product governance).

Key area

Winning stakeholders’
trust

Grounds for deeming it important

Daiwa AM believes that winning
stakeholders' trust is the founda-
tion for the company’s continued
existence as a sustainable
enterprise.

DEINERA VR EINES

» Ongoing initiatives

Daiwa AM's action guidelines emphasize the need to “Have Integrity” and
“Imagine Yourself in Their Place,” and the company has striven to build trust.
> Key initiatives

Daiwa AM will be expanding its disclosure, and striving to monitor society’s
views and needs.

@ Promotion of stew-

ardship activities and
responsible
investment

Daiwa AM believes that, by promoting
responsible investment and incorpo-
rating investee company’s environ-
mental, social and governance (ESG)
factors into corporate evaluations, it is
possible to accurately determine the
medium- and long-term risks and
opportunities of the investee
company.

Daiwa AM also believes that it can
fulfill its social responsibility as an
asset management company by
contributing toward enhancing the
value of enterprises, etc., and toward
sustained growth through steward-
ship activities.

Daiwa AM believes that, since
stewardship activities and respon-
sible investment form part of the
company’s fiduciary duty, and will
also improve fund performance, they
ultimately contribute toward the
maintenance and enhancement of
the customer’s interest.

» Ongoing initiatives
Since signing up to the Principles for Responsible Investment (PRI) in May
2006, Daiwa AM has consistently implemented responsible investment.

The company has formulated an ESG Investment Policy, and it positions
investee companies’ ESG-related initiatives as contributing both to the
expansion of medium- and long-term growth potential and to risk reduction,
and references these initiatives when making investment decisions.
> Key initiatives
In the areas of stewardship activities and responsible investment, Daiwa AM
will be promoting initiatives that embody the company's unique
characteristics.

Daiwa AM will also be undertaking ongoing cultivation of specialist ESG
talent.

Enhancing employee
wellbeing

Daiwa AM believes that human
capital is the wellspring of the
company's corporate value, and
that if the wellbeing of Daiwa AM
employees is not enhanced, then
the company will not be able to
realize sustainable growth.

> Ongoing initiatives
Daiwa AM has been putting in place an evaluation and compensation
system tailored to human talent with high levels of specialist expertise, and
has been implementing career support training, etc.

The company has been providing support for flexible workstyles with
the adoption of a shortened working hours system and a flextime system.

Daiwa AM has striven to monitor employees' health status through the
implementation of periodic stress checks, etc.
> Key initiatives
Daiwa AM will be building a working environment that enables employees to
continue fulfilling their potential through measures such as the adoption of
strategies to enhance motivation, which in turn will lead to improved
employee engagement.

The company will also be introducing a framework that facilitates
exchange across departments and roles, thereby invigorating intra-organiza-
tional communication.

Service quality
enhancement con-
tributing to asset
formation

Daiwa AM believes that initiatives to
encourage a wider range of people
to undertake investment, and the
development and provision of prod-
ucts tailored to investors' needs, are
vitally important for the company’s
sustained growth.

Daiwa AM also believes that
enhancing management quality is
very important in terms of securing
stakeholders' trust.

» Ongoing initiatives

With the aim of enhancing the company’s organizational management
capability, besides making use of advisors with an academic background,
Daiwa AM has also been implementing measures for the visualization and
sharing of the investment strategies and actions adopted by personnel
responsible for asset management operations.

Daiwa AM is also providing support for asset formation for a wide vari-
ety of customers, with the provision of wide-ranging content relating to
asset formation, from the basics upwards.
> Key initiatives
Daiwa AM will be putting in place a system for the speedy provision of finan-
cial products tailored to the changes in society and to customer needs.

Daiwa AM will be making a contribution toward the development of
financial and economic education programs in schools, and will be contrib-
uting to the enhancement of financial literacy in society as a whole.

Respect for human rights
and diversity

Daiwa AM believes that it is
important to respect the human
rights of stakeholders through-
out the value chain, and that
encouraging the participation
and dynamic engagement of
diverse human talent is impor-
tant for the company’s continued
growth.

> Ongoing initiatives

Daiwa AM has been implementing periodic human rights training on an
ongoing basis, and has been working to cultivate a corporate mindset that
fosters the dynamic engagement of diverse human talent.

The company has formulated an action plan for the dynamic engage-
ment of female employees, and is implementing this plan.

The company is also introducing a system to create a working environ-
ment that is more user-friendly for employees with disabilities, striving to help
them fuffill their potential while taking into account the various issues that
affect them, so that they can play a more active role in the company.
> Key initiatives
Daiwa AM will be strengthening its system for the promotion of diversity,
equity and inclusion, and will be building a workplace environment that is
equitable and free from discrimination, so that diverse human talent can
fulfill their potential.

The company has established a Diversity & Inclusion Promotion Com-
mittee, chaired by the President, and a dedicated organization is directing
the promotion of related activities throughout the company.

The company will be also implementing human rights due diligence
measures with respect to stakeholders in the value chain, and is contributing
toward the realization of a society in which no one is left behind.

Expansion of busi-
ness fields

Daiwa AM believes that the explora-
tion of new business areas (with the
fulfillment of the company’s fiduciary
duty as a precondition) will lead to
stable asset formation for customers
and is vital for the company’s sus-
tained growth.

» Ongoing initiatives
Daiwa AM has established a dedicated ETF affiliate company, and is pro-
ceeding with collaboration in this area.

Daiwa AM has also been undertaking the development of products that
incorporate non-traditional assets.
> Key initiatives
Daiwa AM will be aiming to expand its business areas through the effective
utilization of its investment management know-how.

Strengthening corporate
governance

Daiwa AM believes that the
maintenance and strengthening
of a sound, solid corporate
governance system will help to
secure the trust of stakeholders
and enable the company to
increase its corporate value and
realize sustained growth.

> Ongoing initiatives

Daiwa AM has structured its Board of Directors so that it includes three
Outside Directors, with the aim of realizing a higher level of corporate
governance.

With the inclusion of Outside Directors in meetings, the company has
built a governance structure that functions in such a way as to control
conflicts of interest in relation to fund management and stewardship
activities.

Daiwa AM also strives to cultivate high ethical standards and compli-
ance awareness through periodic compliance training.
> Key initiatives
Daiwa AM will be striving to strengthen the effectiveness of the Board of
Directors and the oversight function.
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Materiality-based Initiatives

Women's Healthcare Training

As an initiative to enhance Daiwa AM officers’ and employ-
ees' healthcare literacy, this fiscal year the company has
held Women's Healthcare Training, with Dr. Ruriko Tsu-
shima, a leading expert in women’s healthcare, invited to
provide the training.

Although it has recently become clear that health
issues specific to women are a major obstacle for work-
ing women, the current situation is that men'’s under-
standing of these issues remains limited. Daiwa AM has
identified this as a pressing issue, and so the company
arranged this training activity as a measure to facilitate
understanding of the current circumstances and to
strengthen health literacy. Comments from training par-
ticipants included: “I learned a lot of things that | didn't
know before” and “It was a great opportunity to acquire
accurate knowledge.” Rather than allowing women's

healthcare to be a “taboo” subject, Daiwa AM is promot-
ing employees’ understanding by aiming to implement
effective communi-
cation, and is seek-
ing to build a
working environ-
ment that is
employee-friendly
for both male and
female employees.

Women's Healthcare Training in progress

“White 500" Certified Health & Productivity
s Management Outstanding Organization
As an enterprise that implements high-quality health
management, the Daiwa Securities Group has been
~ 2022 awarded certification as a Certified Health & Productivity
2% Management Outstanding Organization, and has also
e @Rl been selected for inclusion in the “White 500" (Top 500
Certified Health & Productivity Management Outstanding
Organizations) as of December 31, 2022.

Health and productivity

KI1H500

Holding of the Diversity & Inclusion Promotion Meeting

Given that Daiwa AM is working to achieve sustainable
growth, the effective utilization of diverse human talent
(i.e., diversity) is becoming increasingly important. Start-
ing from this fiscal year, the company has held a Diver-
sity & Inclusion Promotion Meeting, headed by the
President, at which discussions have been held regard-
ing the diversity and inclusion (D&l) initiatives that Daiwa
AM has implemented to date and the issues that the
company will need to address in the future. Going for-
ward, the meeting will be held on a regular basis, with
the aim of taking the promotion of D&l to an even higher

“Wai Wai"” inter-employee network

In FY2022, Daiwa AM launched the “Wai Wai" inter-employee
network, which provides opportunities for employees to
engage in communication and exchange with one another in
line with their own preferences, with the Human Resources
Department acting as an intermediary for employees who
would like to ask another employee about something, or who
would like to make new friends within the company. Various
different formats are used for the communication and
exchange activities, including both face-to-face and online
activities, lunch meetings held during the noon break, etc.
The "Wai Wai" network has also organized discussion
meetings on a wide range of different topics, including
balancing childcare with work, subordinate cultivation

level, including efforts to promote the dynamic engage-
ment of female employees. Daiwa AM will also be work-
ing to put in place
the environment
needed to help
every individual
employee demon-
strate outstanding
performance and

to transform diver-
A Diversity & Inclusion Promotion Meeting L
in progress sity into strength.

and management, and care provision.

Positive feedback from participants includes com-
ments such as “It was very useful in helping me to think
about my future career.” Going forward, by holding fur-
ther events based on various different themes, the “Wai
Wai" network will
help to build an
environment in
which all employees
can continue to
work enthusiasti-
cally with high
motivation.

“Wai Wai” lunch meeting in progress

Asset Management Women'’s Forum

Following the coming into effect of the Act on Promotion of Women's Participation and Advancement in
the Workplace in 2016, there has been significant progress in terms of women’s advancement, and this
progress has also been seen in the asset management industry. The general trend has been toward steady
improvement in women'’s career development, through a process of trial and error. At the same time, how-
ever, there are many people who, personally, have not experienced an improvement, and have not felt
real change. In 2022, the Asset Management Women'’s Forum network secretariat was established by four
asset management companies, including Daiwa AM, with the aim of bringing together people who have
been working hard on a daily basis with the same concerns and goals in relation to realizing career devel-
opment in the asset management industry that is unaffected by gender.

Reflecting the need to support women's active participa-
tion, in August 2022 the first Asset Management Wom-
en’s Forum online event was held with the collaboration
of the Investment Trusts Association and assistance
from the Financial Services Agency. Nearly 500 people

Panel discussion in progress

Childcare leave for male employees

To encourage male employees to make use of their child-
care leave entitlement, starting from October 2022, Daiwa
AM has expanded its childcare leave system. Since then, the
company has held “Daddy Meetings” for male employees
who are expected to be taking childcare leave, at which the
new system is explained and participants are able to
exchange views. At these meetings, male employees who
have already taken childcare leave have discussed their
experiences, and there has been a lively exchange of ideas.
Daiwa AM has set itself the goal of having eligible male
employees take at least 14 days of childcare leave, and is
working to put in place an environment that makes it easy for
male employees to take childcare leave. The percentage of
eligible employees taking childcare leave has already reached
100% for both male and female employees. Going forward,

Engagement Survey

Daiwa AM implements Engagement Surveys to gauge the
current state of employee engagement. The company
aims to enhance employee engagement on an ongoing
basis, by building a productive workplace environment
where every employee can attain further personal
growth, and by helping employees to realize better phys-

participated. The first part of the event was a panel dis-
cussion in which four women, including General Man-
ager Noguchi of Daiwa AM's Advisory Fund Management
Department, discussed the topic of "How to overcome
the obstacles that women face at work,” while the
second part comprised workshops in
which there was a lively exchange of
views by the participants. Comments
from participants included “It was very
useful to hear from people with a
diverse range of careers,” and ‘I found it
very stimulating.” In the future, it is antic-
ipated that the forum will continue to be
held, on various different themes.

CRAprRiREuEm)

Daiwa AM will be working to further improve the working

environment and strengthen employee engagement so as to
realize childcare
leave that provides a
high level of satisfac-
tion for all con-
cerned, including the
families of the male
employees who are
taking childcare leave.

“Daddy Meeting” in progress

Platinum Kurumin

As a high-performing “Childcare-supporting Enterprise,”
in June 2021 Daiwa AM received Platinum Kurumin
certification from the Minister of Health, Labour and
Welfare.

ical and mental health,

The survey results enable Daiwa AM to identify the
strengths and issues of the company as a whole and of
individual departments, providing a basis for organiza-
tional improvement activities and for helping each indi-
vidual employee to grow.

91eJ0diod
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Dissemination of the company’s vision and values Expanding the overseas training system
In April 2020, Daiwa AM formulated its corporate vision sustainability. The theme for this year's Sustainability Starting from this fiscal year, Daiwa AM has been send personnel to undergo training at several asset man-
for the future that the company aims to help create, Week was environmental protection. expanding its overseas training system. agement companies that are leaders in the field of ESG
along with values consisting of six principles that consti- Company officers and employees made use of inter- In September 2022, Daiwa AM President Komatsu investment or which are developing thematic investment
tute Daiwa AM's action guidelines. The company is imple- nal communication tools to actively disseminate ideas personally visited a number of major asset management on a global scale. Daiwa AM believes that, not only will
menting various initiatives with the aim of disseminating (supported by photographs, etc.) for initiatives based on companies in Europe and North America, with the aim of these trainees help to invigorate the company’s asset man-
awareness of its vision and values among all company sustainability-related experiential activities including, for strengthening partnerships with companies providing agement operations by bringing back the in-depth know-
officers and employees. example, using your own reusable bottle or reusable entrusted management services and advisory services, how and experience that they will have acquired at offices
In March 2022, Mr. Daisuke Ohata, a former rugby shopping bag. Positive feedback from employees and to explore the possibility of these companies accept- R ~ inthe coun-
player who captained the Japanese national team, was included comments such as “It gave me an opportunity to ing trainees. He engaged in discussions with the CEOs, 1‘””’ ” ’ ( I _’,,“. | tries con-
invited to give an address on the topic of “Unite as One think in-depth about sustainability” and “It was a great ClOs and investment managers of these companies cerned, this
Team,” which is one of the principles making up Daiwa opportunity to learn more about the personalities of my regarding their thoughts on issues that will be significant program will
AM's action guidelines. Mr. Ohata noted that there were colleagues.” over the medium- and long-term and their implementation also help to
similarities between rugby and work, such as the impor- Going forward, Daiwa AM will continue to implement of responsible investment initiatives; the response from enhance
tance of fulfilling one’s role while having trust in the measures to strengthen company officers’ and employ- these companies regarding the potential for strengthen- employee
people around you, and the fact that writing one's goals ees' awareness of the company's vision and values, and ing their partnership with Daiwa AM was very positive. motivation.
down is a good way of reinforcing them. A survey con- will continue to provide support for the realization of this As a result of these visits to overseas asset manage- =
ducted after the lecture showed that 87% of company vision and values. ment companies, it has been decided that Daiwa AM will President Komatsu with AXA IM CEO Marco Morelli
officers and employees felt that they had gained some
insights that they could use in the future, and, overall,
the response from employees was very positive. . . . .
Daiwa AM's company officers and departmental man- Financial and economic education
agers were asked to express their resolutions for the Daiwa AM continues to implement visiting classes for junior materials should you study for investment purposes?”
coming year based on the company’s vision and values :*1 and senior high school students. Company personnel Daiwa AM believes that this kind of initiative can help
in the form of a single kanji (Chinese character); were recently visited an integrated junior and senior high school, to stimulate interest in finance and the economy, and
announced on the company's intranet. This was a great and gave a class on the topic of “What is investment?” refer- going forward the company will continue to promote
opportunity to share awareness so that employees can ring to the concept of “time,” a subject familiar to students. finance and
work together to realize the company’s vision. X Feedback from the students indicated that the examples economics
In December, Daiwa AM held a Sustainability Week Ve used for the explanations, which showed how, by investing education by
activity as part of the company's efforts to “Enhance DA their time wisely, students can get good “returns” in terms of holding visit-
Global Sustainability,” which forms part of its vision. The b being able to get into their first-choice university, were easy ing classes
aim of Sustainability Week is for every company officer % to understand, and that students’ preconception that invest- for junior
and employee to enhance their awareness regarding kxpress‘ons of resolution ment was something to be afraid of had changed. and senior
The question-and-answer part of the visiting class was high school
- very lively, with questions from junior high school students students.
§ ! \ — such as “Besides reading KAISHA SHIKIHO, what other Visiting class in progress
- | , =
E \ Participation in initiatives relating to human capital
H ‘ In August 2022, Daiwa AM joined the Human Capital Man-
N
- ‘ agement Consortium, which undertakes the sharing of [ 4 o Human
i advanced practices in the area of human capital manage- —_ Capital
5 ‘ ment, engages in discussion aimed at fostering inter- quagement
= e enterprise collaboration, and examines how to implement AREAEE Y-S T L
W effective disclosure.
In October 2022, Daiwa AM signed up to the Women'’s
Empowerment Principles (WEPSs), which are action guide- In support of
lines to encourage self-directed initiatives for positioning
5 gender equality at the core of business management. WOMEN’S
L confl : . . EMPOWERMENT
— Daiwa AM believes that human talent constitutes the PRINCIPLES
Sustainability Week—The V&V Team (Corporate Sustainability Section) wellspring of com pet‘|t|veness, ahq W'” corﬁmue to actively Estoblshed by UN Women and the
promote human capital-related initiatives in the future. UN Global Compact Office
/I 5 Daiwa Asset Management Co. Ltd. Sustainability Report 2022 ,I 6



Town-hall meetings

Daiwa AM held town-hall meetings in December 2022. The
company positions town-hall meetings as an opportunity
for direct dialog between senior management and employ-
ees; a total of three meetings were held, one for each of
the three divisions to which officers and employees are
assigned (Corporate, Fund Management, and Marketing).

Senior management outlined Daiwa AM's vision of
where it wants to be in the future—"Evolving into an
enterprise that is recognized both in Japan and globally as
a first-rate company with unique strengths"—as well as
discussing matters such as the attitude that one needs to
take towards one’s work (based on their own personal
experience). Employees had already submitted questions
relating to management strategy, the approach to human
capital, etc. in advance, while the question-and-answer
session on the day saw a lively exchange of views between
senior management and employees.

For a company such as Daiwa AM that is engaged in

Promoting the paperless office

Since May 2020, Daiwa AM has been using mobile devices so
that all company officers and employees can work in the
same environment regardless of whether they are working
at home or in the office. When meetings are held, partici-
pants bring their mobile devices into the meeting, and since
the company is basically aiming for a “paperless office” oper-
ation, the amount of paper materials being printed and dis-
tributed has been dramatically reduced.

Daiwa AM is also proceeding with adjustments to opera-
tional flow and with the introduction of Robotic Process
Automation (RPA), and has adopted electronic approval
processes. In 2017, the company began using C-Flow, a stan-
dardized internal workflow management system, which has
eliminated the need for paper vouchers and forms. In order
to convert vouchers and forms with complex application and
approval flows to the new system, the existing workflow also

Human rights awareness training

In this fiscal year, Daiwa AM implemented human rights
awareness training for personnel who have recently been
promoted to general manager, deputy general manager
or associate manager. In addition, to enable all company
officers and employees to learn about human rights
issues from multiple perspectives, the company provided
video-based training and discussion-based learning ses-
sions on the theme of “Promotion of Human Rights,” with
the topics addressed this fiscal year including gender
diversity, people with disabilities, and harassment.

the asset management business, winning the trust of
stakeholders is the foundation for a successful business.
As employees are not just important stakeholders but
also the wellspring of the company’s competitiveness,
Daiwa AM believes that deepening mutual understanding
with employees is vital for enhancing corporate value.

Town-hall meeting in progress

needed to be reviewed, and so the changes not only helped
to reduce paper usage, they also improved overall opera-
tional efficiency. The number of applications for which C-Flow
is used has increased steadily over the past few years, and
the workflow management system has now been adopted
for almost all internal operations that require applications.

As a result of the efforts outlined above, by comparison
with the situation in 2019 (before employees were issued with
mobile devices), the amount of paper used per employee has
been reduced to about one-third of what it was.

Amount of paper used per employee (Sheets of paper)
2019 2020 2021 2022
8,176 4,386 2,673 2,356

Every year, in October and November, Daiwa AM
holds a human rights awareness slogan contest to
enhance the human rights awareness of each individual
employee. The prize-winning entries are publicized
throughout the Daiwa Securities Group. Going forward,
Daiwa AM will continue to implement human rights educa-
tion and awareness-raising for company officers and
employees so that, in today's world where workstyles are
becoming increasingly diversified, each employee can work
together with colleagues in the way that suits them best.
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Stewardship Activities Framework

Message from the Chair of the Stewardship Committee

We encourage investee companies to improve corporate
value by increasing the value of their intangible assets,
thereby contributing to investors' asset formation.

Hisashi Kanamori

Senior Executive Managing Director,

Executive Head of Fund Management Division

and CIO and Head of Global Business

Unwavering commitment to the importance of ESG in the medium- and

long-term

Changes in the environment surrounding the asset man-
agement business over the past year have been unprec-
edented in recent years. Supply constraints since the
COVID-19 pandemic have caused the prices of goods
and services to rise markedly, and this has had a signifi-
cant impact on the value of assets. The situation sur-
rounding ESG has also sparked debate about how to

proceed amidst greenwashing and conflicts of opinion
between state governments and fund management
companies in the U.S. over fiduciary duty (consideration
of ESG factors and prioritization of fund performance).
We believe, however, that the direction we should aim
for in the medium- and long-term remains unwavering.

Sustainability-aware management is important to providing long-term,

stable returns

Our social mission is to work through the asset manage-
ment business to contribute toward enabling people to

live fulfilling lives and toward realizing a sustainable soci-
ety. To that end, we strive to fulfill our fiduciary duty and

provide quality returns and services over the long term.
Management that emphasizes sustainability is important
in providing those returns and services stably over the
long term regardless of conditions. To ensure sustain-
ability, we examine the risks and opportunities across a

variety of matters and work to clarify the materiality (key
issues) that should be prioritized. With regards to mate-
riality, we have established the following four issues
related to business activities and four issues related to
our business foundations (see P. 11-12 for details).

Recent initiatives regarding key issues related to asset management

operations

This section introduces recent initiatives regarding key
issues related to asset management operations.

Promotion of stewardship activities and
responsible investment

With regard to promotion of stewardship activities and
responsible investment, we believe that by promoting
responsible investment and incorporating ESG factors of
our investee companies into our corporate evaluations,
we can accurately identify medium- and long-term risks
and opportunities for our investee companies. A unique
feature of this process at Daiwa AM is that our corporate
research analysts, Stewardship Team and fund manag-
ers are each involved in research and engagement activi-
ties from their own perspectives, with the three coming
together to share knowledge. We calculate corporate
value by incorporating ESG qualitative analysis con-
ducted by our corporate research analysts into the
Long-term Corporate Valuation Model of our corporate
evaluations. Further, the ESG score is calculated in-
house, utilizing the quantitative analysis of our Quantita-
tive Research Team. This information is shared within the
Fund Management Division and is used in investment
decisions by managers and in engagement activities by
each of the aforementioned teams. (We are currently
working to further refine our ESG scores. See P. 30 for
details.)

Engagement activities

A unigue initiative among our engagement activities is
the ESG Meeting. Opportunities are provided for corpo-
rate stakeholders, primarily from investee companies
with which we are engaged, to gather and exchange
information and opinions on specific ESG topics. The first
meeting two years ago focused on gender diversity,
while the second meeting addressed the topic of human
resource strategies. Seven companies, mostly those
engaged in progressive, enthusiastic efforts, participated

in the discussion (with another 20 interested companies
in attendance). The events were well-received, and we
are currently working to select a theme for the next
session.

Corporate evaluations

From the perspective of corporate evaluations, which
also relate to service quality enhancement contributing
to asset formation, we believe that the evaluation of
intangible assets, which are not adequately reflected in
corporate financial information, is an important point.
We are thus engaged in joint research with academia in
Japan regarding intellectual property, and have entered
into a comprehensive business alliance agreement
regarding the Drucker Score, calculated by the Drucker
Institute in the U.S. At the Institute, this Drucker Score is
calculated by dividing the comprehensive basic prin-
ciples of stakeholder focus as advocated by manage-
ment scholar Peter F. Drucker into five areas: “Customer
satisfaction,” "Employee engagement and development,”
“Innovation,” “Social responsibility” and “Financial
strength” and then quantifying them. Based on this
score, we have developed a proprietary analytical model
for our stock market-aware management approach, and
on December 20, 2022, established a completely new
type of mutual fund using this model, the Drucker Insti-
tute U.S. Equity Fund (Capital Growth Type). Going for-
ward, we will work to jointly develop a version of the
Score for Japan, targeting Japanese companies.

Through our engagement and other activities, we will
continue to promote our investee companies’ efforts to
address their intangible assets, including ESG issues, so
that the status of such initiatives will be reflected, for
example, in this score, leading to improved corporate
evaluations and asset formation for investors.
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Daiwa AM's Stewardship Activities Policy

General Policy on Stewardship Activities

As an asset management company, Daiwa AM follows the
general policies specified in the agreements for each indi-
vidual financial product, and strives to achieve, to the
maximum possible extent, the objectives that conform to
each investment purpose, giving the highest priority to the
performance of our fiduciary duty (including the duty of
loyalty and the duty of due care of a prudent manager).

To realize this goal, in addition to making appropriate
choices regarding which stocks and bonds to invest in, it
is also vitally important to enhance the medium- and
long-term value and sustainability of the companies and
organizations (hereinafter referred to as “companies”)
that issue them, while at the same time, maintaining the
sustainability of society as a whole is also an important
precondition.

By contributing, through our stewardship activities,
toward the enhancement of the medium- and long-term

Framework for stewardship activities

Board of Directors

Reporting Entrustment

Recommending
improvements

Stewardship Supervisory
Committee

Members: Outside Directors, <

ol |

value and sustainability of companies, Daiwa AM is
making a contribution toward maintaining the sustain-
ability of society, and in so doing is fulfilling its fiduciary
duty in relation to asset management, and also fulfilling
its responsibility to society as a business enterprise.

The following policies, which have been formulated in
conformity with this approach, are disclosed on Daiwa
AM's website (in Japanese):

¢ ESG Investment Policy

e Engagement Policy

* Proxy Voting Policy

* General Policy on Stewardship Activities

+ WEB For more details, please visit the following webpage (in Japanese).

- https://www.daiwa-am.co.jp/company/managed/result.html

Stewardship Committee

Chair: CIO

Other members: Executive officers and departmental

managers assigned to the Fund Management Division

» Decision-making in regard to all stewardship activities

» Reporting on engagement activities

» Decision-making in regard to, and reporting on, proxy
voting matters

sl
i
1

Director with responsibility for legal &

. Reportin
compliance poriing

Stewardship activities

Corporate research analysts Policy

Fund managers

Reporting
Personnel of the Stewardship Section of
the Responsible Investment Department

Constructive
engagement

Companies

Proxy voting

Framework for Stewardship Activities

The Stewardship Committee undertakes decision-making in
relation to practical policies, while the Stewardship Supervisory
Committee oversees conflict of interest management in rela-
tion to stewardship activities.

The members of the Stewardship Committee, which is chaired
by the CIO, comprise the executive officers and departmental man-
agers assigned to the Fund Management Division (as of December
2022, the Committee had 13 members). To eliminate concerns
about conflict of interest, personnel who concurrently hold posts in
either the Marketing Division, which oversees relationships with
sales companies, or the Corporate Planning Department, which
handles communication with the company’s major shareholders,
are excluded from membership of the Stewardship Committee.

The Stewardship Committee undertakes decision-making in
relation to stewardship activities, including engagement and proxy
voting, and in relation to sustainability considerations relating to
investee companies. More specifically, the Committee shares infor-
mation regarding information relating to, and future strategy for,
engagement with companies, Proxy Voting Policy, policy for surveys
and investment relating to sustainability, including ESG, and interna-
tional initiatives relating to issues such as climate change and
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human rights. It also undertakes deliberation and decision-making in
regard to policy revision and participation in initiatives. In line with
the policies formulated by the Stewardship Committee, Daiwa AM's
corporate research analysts, fund managers and the personnel of
the Stewardship Section of the Responsible Investment Department
(hereinafter referred to as the “Stewardship Section”) implement
systematic activities aimed at enhancing medium- and long-term
investment returns and ensuring investee companies' sustainability.
The members of the Stewardship Supervisory Committee
comprise the company’s Outside Directors together with the
Director with responsibility for legal & compliance. The Steward-
ship Supervisory Committee is chaired by an Outside Director.
As there is a requirement that more than half of the mem-
bers of the Stewardship Supervisory Committee must be Out-
side Directors, it is able to conduct monitoring of conflict of
interest management in relation to stewardship activities,
including proxy voting, from a perspective that is independent
of the company’s management. The Stewardship Supervisory
Committee also submits reports to the Board of Directors and,
when it deems it necessary, issues recommendations to make
improvements in regard to conflict of interest management.
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Materiality
E
Overview of Committee Activities Daiwa AM's Materiality in Relation to Asset Management
ewardship Committee - rough its asset management business, Daiwa aims to o this end, Daiwa strives to develop an accurate pic-
St dship C tt : Through it t g th Daiwa AM t To this end, Daiwa AM strives to develop te p
No. of meetings held ~ Around 40 per year 1R make a positive contribution toward Beneficiaries’ asset ture of the state of individual enterprises and of industry as
- . . i formation over the medium- and long-term. In order to a whole, and to share its understanding. The following sec-
Main topics, and ® Revision of the Proxy Voting Policy (March and October) ‘ . . . - s ) . . ) .
. . . , o , . | achieve this goal, the company has identified materiality tions present an analysis of Daiwa AM's materiality from
periods during which ® Formulation and revision of stewardship policies (May and ) i ) . . L
these topics are October) B (key issues) that includes enhancing the medium- and long- two perspectives—Sustainability, and Long-term Returns—
addressed * Specified deliberation of shareholders meeting proposals ¥ term value and sustainablility of investee companies and and outline the process through which the company’s core
(mainly in March, June, September, etc.) T8 helping to maintain the sustainability of society as a whole. materiality was identified for both of these.
L
i i
Stewardship Supervisory Committee N
) . 4
No. of meetings held  Two times per year ! . . . .
- d d
Wi , | | - Materiality Identification and Analysis
ain topics ® Proposals by companies that are the objects of conflict of n
addressed interest management = P rFrOCcess
: Setting of core materiality Step 5
® Setting of items that demonstrate a high level of
C «ﬂ : t f | t t I\/l t importance on both the Sustainability axis and
O n | C O ﬂ e reS a ﬂ age m e n Long-term Returns axis as core materiality
The Management Policy for Conflict of Interest
As an asset management company that plays an important of harm to the interests of Beneficiaries, Daiwa AM has put in Provisional setting of Materiality mapping
role within the Daiwa Securities Group, Daiwa AM empha- place a system for the proper management of transactions, materiality * Allocation of provisionally set
° i i Ll
sizes great importance to its fiduciary duty and strives to etc. where there is a possibility of conflict of interest. fgst‘/e'ii'gl?t‘;' iigﬁgtﬁgto;e materiality to axes
fulfill this duty in its daily operations. When conducting asset So that Beneficiaries can use Daiwa AM funds with important for Daiwa AM and/
management operations, Daiwa AM keeps in mind the pos- peace of mind, Daiwa AM has formulated a Management or its Beneficiaries Wid _
ibili ' ' ' i ' ' i ichi - o Ste Iae-ranging )
sibility that ;onﬂ|ct ofl|r?terest might arise between IDalvva AM Policy for Conflict of Interest, a ;ummary of which is pre Examination of key axes p2 examinatiorCof societal
or other Daiwa Securities Group member companies and sented on the company's website. * Formulation of evaluation issues
the beneficiaries of the investment trusts established and/or criteria (from the sustainability ® |dentification of issues using a
: ; u i + ! ) ' ) perspective and the long-term wide scope and referencing
rr.war:ageld by Pglwa AI\/I (hereinafter referred to a; Beneﬂqa WEB For more details, please visit the following webpage (in Japanese). returns perspective) that wil Step 1 nternational frameworks. erc.
ries”). With this in mind, to prevent the inappropriate causing L3 hitps://www.daiwa-am.co jp/company/policy/interest/index.html contribute toward asset |
formation for Beneficiaries over
the medium- and long-term
. . . . . Materiality Map
Conflict of interest management in relation to proxy voting
Very important
With regard to proxy voting, conflict of interest management is proposal should be supported. With regard to proxy voting in / N P
mplemented a; out!lned below. The Stewardship Commlttee relatpn to.proposals made by companies that gre the obpct of « Business and human rights
will treat the voting rights as special cases when exercising the conflict of interest management, the Stewardship Committee « Safeguarding occupational health « Climate change
voting rights for securities issued by companies with a capital will submit periodic reports to the Stewardship Supervisory and safety « Diversity, Equity &
relationship (Daiwa AM's affiliates including Daiwa Securities Committee. If the Stewardship Supervisory Committee deems wn  Compliance system and ethos IncIusion' (DE&)
G.I’Olep Inc,, etc.) or business relationship (comlpanles that are that thereis a proplemlln relatlionv to conflict of mtere;t man- 7] Natural capital * Improving capital efficiency
distributors of our Investment Trusts, and their parent compa- agement, then it will strive to eliminate the conflict of interest L e Governance system
nies), as it may lead to conflict of interest. For proposals by and maintain neutrality by submitting a recommendation to g
these companies which should be decided independently of the CIO. The Stewardship Supervisory Committee may also =
the regular criteria, we will exercise the voting rights based on provide advice, when requested by the Stewardship Commit- ir * Digital transformation (DX)
the advice given by the external proxy advisor (Glass, Lewis & tee, prior to the making of a decision by the Stewardship Com- e Cyber-security
Co,, LLC), so as to avoid conflict of interest and ensure the neu- mittee in regard to specified deliberation or whether or not to ,',
trality of the decision. However, if the Stewardship Committee vote in favor of a proposal. .
determines that following this advice would not be appropriate, .
from the perspective of enhancing corporate value or minority + WEB For more details, please visit the following webpage (in Japanese). Important Lon g-term Returns Very important
interest, then it may independently decide whether or not the L https://www.daiwa-am.co.jp/company/policy/interest/index.html
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Integrating Core Materiality with Daiwa AM's

Investment and Business Activities

Besides reflecting the core materiality identified by Daiwa AM in engagement, proxy voting and investment decision-
making, the company is also applying this core materiality across a wide range of its business activities, including prod-

uct development and sales strategy.

.3

Climate change

Daiwa AM will require the formula-
tion and implementation of busi-
ness strategies that take into
account the level of greenhouse gas
emissions and the risks and oppor-
tunities relating to climate change,
and will require summaries and
evaluations of related activity status.

L

Core Materiality

DE&

(Diversity, Equity & Inclusion)
Daiwa AM will require respect for
diversity and equality of opportu-
nity in relation to all stakeholders,
and will require the elimination of
discrimination and harassment.

Improving capital
efficiency
Daiwa AM will require the raising of
return on equity (ROE) above cost
of equity, and the continued,
steady increase of equity spread.

Governance system
Daiwa AM will require the improvement
of the governance system, in terms of
institutional design, the effectiveness of
the Board of Directors, the role of Out-
side Directors, the compensation
system for company officers, etc.

| {
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Engagement and proxy voting

ESG integration

Product development and sales strategy

Engagement casestudy  Climate change (Company A)

A Issue The amount of CO2 emissions generated when producing aluminum ingots using recycled aluminum
m is only around 3% of the amount generating when producing aluminum from virgin ore; this
i represents a dramatic improvement in emissions performance. Due to the special characteristics of
recycling, there is a need to maximize the effective utilization of scrap aluminum through
collaboration with various different partners within the supply chain. The company in question had
announced that it would be strengthening its initiatives in this area, with FY2030 as the target year,
but the company had not disclosed its current recycling rate or set a specific target for the future.
5— Background A significant point was that, when supplying aluminum ingots (mainly for use in can manufacturing), the
[ i ] company was using a distinctive business model whereby, within Japan, it was contractually required to
Ll use material supplied by the can manufacturers, making it difficult for the company to make progress
in this area on its own. Recycling was difficult because different alloys were used for the body of the can
and for the lid, and there were limits on how much scrap material could be procured.
m Measures  The company needed to transition from contracts whereby material was supplied by the can
L/V\,J required to manufacturers, to a new type of contract that would allow the company to purchase its own raw
000, address the Materials. In addition, in order to strengthen procurement of recycled aluminum, there was a need

issue

for the company to strengthen its relationships with producers of secondary aluminum alloys, and to
proceed with related R&D.

Situation After changing the type of contract used, the company would be able to secure enhanced value-
@ after added in relation to raw materials procurement, and the profitability of its domestic business would
N resolution IMprove. Besides increasing the recycling ratio, the environmental performance of the company's
products would also improve relative to other materials. With the shift away from PET bottles toward
the use of aluminum containers, it can be anticipated that a “virtuous circle” would develop in which
the company's production volume and sales volume would continue to grow.
Response from Our policy is to disclose our current recycling rate, and to set and disclose our target for the future
@/ the companyin at the earliest possible date. Moving away from contracts that involved the use of materials supplied
question by the customer offers great benefits in terms of revenue, and we will be proceeding with negotia-

Engagement case study

tions with our customers in this regard.

DE&I (Company B)

I3

Issue

The limited number of female science students studying materials science is believed to be a major
obstacle to the active participation of women in the R&D departments of R&D oriented companies in
the materials sector. Whether or not there is an appropriate response to this situation, whether
progress is made in promoting women's participation, and whether the path to improving this situa-
tion can be clarified, could have a major impact on the competitiveness of R&D oriented companies
over the medium- and long-term.

o—
& —
m)—

—

i

Background

The company is a medium-sized firm in the materials sector, which it was assumed would be having
difficulty in recruiting and retaining female R&D personnel. Given that a characteristic of this busi-
ness is that one of the roles played by R&D talent is to provide support for overseas customers, it
was assumed that this company was one of the R&D oriented companies in the materials sector that
were having difficulty in promoting the active participation of women. While the company had
defined the type of human talent it needed, and its president had given a clear message regarding
the importance of gender diversity in relation to the cultivation of suitable talent, it had not disclosed
information about women'’s participation in the R&D division, which is of particular importance to an
R&D oriented company.

Measures
required
to address
the issue

Through dialog with the company, Daiwa AM's previous assumptions were overturned. It was con-
firmed that the female employee ratio in the company’s R&D division was actually nearly 40%. Given
that the female employee ratio in the R&D divisions of other R&D oriented companies in the chemi-
cal sector is often only around 15%, this is a very high figure. It was suggested that the company
should proactively disclose this background information and the measures it had taken, so as to
demonstrate its medium- and long-term competitiveness as an R&D oriented company.

Situation
after
resolution

The company appointed its first female executive officer through internal promaotion from its R&D
division, and this female executive officer was appointed to head the Taiwan subsidiary, an important
base for the production of electronics chemicals. In this way, having DE& take root in the company
was recognized as helping to boost competitiveness over the medium- and long-term, and enhanc-
ing corporate value, while also creating a “virtuous circle” of enhanced DE&.

5

Response
from

the company
in question

While the company had implemented appropriate measures, which it saw as being only natural, it
recognized that its disclosure of information, not only in regard to DE&I but also in relation to the
company's special features and strengths, had been inadequate. The company noted that it would
be striving to implement disclosure, through its CSR report, etc., in such a way as to enhance under-
standing of the company and facilitate better evaluation of it.

Aijeraiey
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ESG Integration c .
&
Integration of ESG into Investment ESG-related engagement—Topics
Since the introduction of the United Nations' Principles for ation based on the results of engagement—focusing par- Governance 4 0 9 o £§E @ 1 8 2
. . . T . . [ i 0,
Responsible Investment (PRI) in 2006, ESG has been ticularly on materiality—with companies undertaken by 6.8% ﬁ Environmental L%
inseparable from investment, and its importance has Daiwa AM's corporate research analysts and fund manag- ® Composition of the @ Risk management ESG-related @ ® Climate change
increased steadily. Numerous issues have emerged that ers, and quantitative analysis and evaluation undertaken board of directors g Cross-shareholdings m engagement ® Natural capital
, , o . ® Directors’ i
are global in scale, such as the problem of climate change by our quantitative analysts, we are able to achieve corpo- re';ﬁﬁmoerfation Long-term vision —Topics
and human rights issues in the supply chain, and the rate evaluation from an integrated perspective that com- %C? 4 0 9
companies and countries in which Daiwa AM invests have bines financial information with non-financial information. 10.9% Social 1%
had to face up to these issues, and been forced to Daiwa AM calculates its own proprietary ESG scores, = ® Ahealthy, safe society  ® Diversity
enhance their own sustainability. At the same time, we based on our materiality, which are used when choosing @ Supply chain Human capital
must not lose sight of the fact that the attempts to which names to invest in and implementing portfolio risk
address these issues have led to the emergence of new assessment. X
. . g . , Period covered: January-December, 2022
technologies and new business opportunities. The details of ESG scores and the content of dialog
Daiwa AM views the measures adopted by companies with companies are stored in our in-house information As in the previous year, there was an increase in the share of engagement topics accounted for by the social (S) aspect, rising from
to address ESG-related issues as helping both to expand infrastructure, a system that allows anyone involved in 31.8% to 40.9%, which brought it up to roughly the same share as the governance (G) aspect. With the S aspect, the most rapid
. . ) - . . - increase was in the topics relating to the supply chain (increasing from 5.2% to 15.1%). Due to the disruption caused to global
medium- and long-term growth potential and reduce risk, asset management to utilize the information. By utilizing ) . N, o : . .
. } o ) o supply chains by the COVID-19 pandemic, etc., companies’ ability to maintain sustainable operations has continued to be under
and we therefore consider these measures when making this information not only for equity investment but also threat. Daiwa AM has been collecting and analyzing information that relates to how companies are responding to these issues over
investment decisions. for fixed income investment, Daiwa AM has succeeded in the medium- and long-term, and has been engaging in dialog with companies.
By sharing information relating to the qualitative evalu- taking credit analysis to a higher level.
I E [ ] I [
Process. and Collaborative Utilization of this Data Engagement aimed at enhancing the value of intangible assets
/
: : When undertaking engagement, Daiwa . One of the topics that we are currently
via the Information Infrastructure oot © lori Nakayama - .
AM shares topics relating to ESG that can working assiduously to address is the
tribute t dval h tf Senior Fund Manager | fintangibl " h
contribute toward value enhancement for Active Fund Management Department I value of intangible assets. Japan has many
the investee company over the medium- . companies that possess significant intan-
Investment process of funds Collaborative utilization of information and long-term with the investee com- gible assets, such as outstanding technol-
pany's managers, and encourages them ogy. We believe that, for Japan, which has
to proceed with initiatives in these areas various problems such as limited
Screening based on research output and Equity Investment Collaboration . and address related issues. resources and a shrinking, aging popula-
fund management plan sl | L Inco_lr_ne These topics are not limited to improv- tion, it is very important to focus on these
REIT Investment Pl N , . . . .
el [F—— ing disclosure; they cover a wide range of kinds of useful assets, to realize their value,
. : A . infrastructure areas, including business profitability and and to utilize them in meaningful ways.
fci):aarl"g;tl“i':fgp:‘ ;'t‘;z:t;:‘a;'xflses‘gLuna‘;'g{'hgt, fG ccore efficiency, growth strategy, labor produc- A Cabinet Office committee has pub-
non-financial information Collaboration Engagement results tivity, etc. The topics are collated based lished “Guidelines on Disclosure and
 Can : : Accompanying i Colaborative follaboration not only on collaboration with Daiwa AM's Governance of Strategies for Investment
engdaugre'%gem Hlaton own analyst team, but also on the views and Utilization of Intellectual Property and
ey of expressed by external analysts and the Intangible Assets.” Daiwa AM is undertak-
candidate names i ) / L . N
opinions of various experts. 0/l ing joint research with university profes-
At the same time, Daiwa AM recog- T sors who played a key role in the
Portfolio building Rescé’;fc%rizm nizes the need to fully utilize its rights as By utilizing the wealth of knowledge formulation of these guidelines, and aims
* Performance evaluation S an investor, and to meet its responsibili- and relationships that have been built up, to make effective use of the guidelines in
* Qualitative and quantitative evaluation of Team ties, and in cases where investee compa- and conducting engagement directed the company's engagement activities.
financial information and of ESG and other . . ' . . . o e
non-financial information nies are not making sufficient progress in toward the goal of increasing corporate Through activities such as participation in
E : terms of taking action to transform them- value (which is a goal shared with the research groups and the dissemination of
_ agemen . . o , . : . o
S selves, Daiwa AM will encourage them to companies in question), we have been its own views, Daiwa AM is aiming to con-
undertake related initiatives through the able to build good relationships with just tribute, as an investor, toward enhancing
use of proxy voting, the right degree of tension. the value of Japanese stocks as a whole.
Daiwa Asset Management Co. Ltd. Sustainability Report 2022 28




Corporate Value Assessment:
Corporate Value Assessment and ESG Information

Daiwa AM incorporates qualitative assessment of compa-
nies' approach to ESG and of the state of their implementa-
tion of ESG measures, which is obtained through
engagement, into Daiwa AM's proprietary Long-term Cor-
porate Valuation Model, which is used to assess corporate
value.

When incorporating ESG assessment into the Long-term
Corporate Valuation Model for companies, Daiwa AM's cor-
porate research analysts ensure that not only financial infor-
mation but also non-financial information, including
ESG-related information, is reflected in the cost of equity.

“Cost of equity” is the return that an investor can expect
to obtain from their investment in the stock of the investee
company.

In order to make it possible to calculate the extent to
which the value generated by a firm will exceed this antici-
pated return, Daiwa AM uses the equity spread (ROE minus

Cost of equity

ﬂuuuuﬂu

cost of equity) to estimate corporate value.

When equity cost is low, this is reflected in corporate
value as follows. For example, in the case of a firm with an
ROE of 8%, if the cost of equity is 8%, then it can be deter-
mined that no additional value is being generated. If the
cost of equity falls to 6%, then value is being generated at a
rate of 2%.

In estimating the equity cost level, we take into account
not only the company’s growth and profitability but also its
ESG information (see figure below). For example, a com-
pany with outstanding corporate governance will be per-
ceived by investors as having lower risk, and so will have
lower cost of equity, and higher corporate valuation.

By breaking the ESG evaluation down into risks and
opportunities, we have established a framework that
enables us to examine, in detail, the impact that measures
taken to address ESG issues will have on corporate value.

i

Equity spread

Profitability Financial strategy Continuity

E S G (broken down for evaluation purposes)

ESG-related risk ESG-related revenue opportunities

ESG Scores and Score Revision

that is focused mainly on what Daiwa AM sees as key
ESG issues, as well as the utilization of a quantitative
approach by the Quantitative Research Team.

Daiwa AM calculates its own proprietary ESG score, for
use in investment decisions and for identifying risk. The
score is calculated using qualitative evaluation by the
Corporate Research Team and the Proxy Voting Team

Daiwa AM’s ESG score

Investee company

' Constructive Constructive Quantitative
Proxy votmgt t dialog dialog t 1 Research 1 approach
Stewardship Team Corporate Research Team Quantitative Research Team

ESG qualitative analysis ESG quantitative analysis

ESG score

4

Weighting that reflects the importance of key ESG issues (materiality) in each sector

As Daiwa AM believes that governance (G) is the most important element, after calculating the scores for
each of E, S and G, the final ESG score is composed by E, S and G weightings; the basic approach is to give
a weighting of 40% to G, and 30% each to E and S. However, as there are some industries where the most
important items differ, for these industries the calculation of the ESG score is performed using weightings
tailored to the actual circumstances in that particular industry.

Daiwa AM's proprietary ESG score

| ESG score revision )

Daiwa AM is currently implementing an upgrading of its ESG score, based on its newly-formulated material-
ity. Data is being collected for over 100 items, with the aim of identifying, from multiple perspectives, the
risks and opportunities associated with companies’ ESG activities.

A further point is that, whereas the current ESG score compiles scores mainly for use in investment
decision-making, including portfolio building, consideration is being given to also using the new ESG score
for engagement with companies.

uonei3aiu| 9s3
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ESG Integration of Other Asset Classes and Managed Products © .
Z
- S
ESG integration in credit analysis ESG factors taken into consideration in evaluating J-REIT issues
;I'nh?i::de?nfc(:)rnE:Gini\rI!:(setg;a:ri}c:n O Keisuke Saeki IAn,v(la:iaelzvzsir;igrirenditworthiness, Daiwa In the |a§t two to three years,J—RElT © Noritaka Yoshimura equipment with high environmgntal
AR pact of ESG factors companies have accelerated their Chief Fund Manager performance and green electricity
Daiwa AM also makes use of Fixed Income on an issuer’s credit risk in terms of ESG initiatives. In J-REIT active fund Global REIT Active Fund Management also need to be carefully analyzed.
. . o . Active Fund Management Department I ) . ) )
ESG information in fixed income - the relationship between the time management, Daiwa AM makes Department I
investment. it takes for that impact to manifest investment decisions using each com-
In today's world, where people and the creditworthiness of the pany’s valuation, growth potential and Unlike the environmental field,
are becoming increasingly aware issuer, excluding ESG factors, as other financial information, in addition efforts of ]-REITs in the social field
of the sustainability of society and shown in the figure below. In other to ESG and other non-financial infor- are currently somewhat scattershot
economic entities, we believe that words, the lower the creditworthi- mation gained through interviews, because of the difficulty of setting
keeping abreast of these trends ness of the issuer and the shorter property tours and other means. quantitative targets, and because
and appropriately addressing the the timeframe for the ESG factors evaluations need to be changed
ESG issues faced by issuers is an to have an impact, the greater the depending on purpose, scale, and
essential element of their long-term impact on the bonds issued by the One thing Daiwa AM has consistently location. On the other hand, real
activities. issuer in terms of credit risk. emphasized over the years is estate can contribute to the creation
One of the main features of Under this basic understanding, governance. J-REITs have an external of a sustainable society and people’s
fixed income investment is that in addition to a financial analysis of management type of system in which well-being because of its strong rela-
investments have a fixed maturity the issuer, Daiwa AM incorporates an asset management company is tionship with local communities and
and the approximate return is in its creditworthiness risk analysis entrusted by a fund (investment cor- the way people work and live, with
determined at the time of invest- both quantitative and qualitative poration) to manage assets and con- offices providing a place to work,
ment, as long as no default occurs decline in earnings associated with information regarding ESG, with duct various operations. Governance industry rules and each company's rental housing providing a place to
during the period of the investment. issuer default. the goal of conducting appropriate is important in J-REIT investment own regulations have advanced the live, commercial facilities and hotels
By understanding the issuers creditworthiness analysis, control- because there are many instances in development of mechanisms for man- providing a place for consumption,
efforts to address ESG issues, and Degree of impact of ESG ling downside risk and improving which J-REITs acquire properties from aging conflicts of interest, Daiwa AM and logistics facilities supporting
by analyzing their sustainability, we factors on creditworthiness investment performance. sponsor companies (real estate firms, analyzes each company's governance each of these. As progress is made
believe we can reduce the risk of a risk etc.) which are shareholders of the efforts, including the actual operations in putting in place criteria and meth-
asset management company. In this of asset management companies and ods for evaluating the impact of real
case, there is a conflict of interest: The how the sponsors respond. estate on society as a whole, and in
sponsor company wishes to sell the establishing a framework for infor-
Integration process Degree of impact on credit risk property at the highest possible price mation disclosure, this will become
to book a profit, while the investment One of the major changes faced in one area of growing importance.
Developing an investment j%‘;‘t’eﬂ‘gg’rfgaﬁ)ﬁgfkgglﬁ company wants to buy the property the near term is in the area of envi- When properties that consider
strategy that takes the macro. | also on factors such as at the lowest possible price to ensure ronmental efforts. In October 2020, ESG, including the environment, see
TR D EEE AL %E’rﬁi'g?g@ﬁff;ha”ge end ) a yield. Aside from price, the asset the government declared its goal higher rents and occupancy rates
Screening in Among social factors, manu- 0% maﬁqgement company should make of becoming Farbon neutral, which gnd higher profitability than proper-
accordance with the Erfgigtsg%f;ﬂgg"umfgtagoec\i/;?apf f_o[’h decisions that place the highest prior- means reducing overall greenhouse ties that do not, and when the cap
Investment strategy responsibility are excluded in 5 ity on the interests of the investment gas emissions to zero by 2050. Many rate—the discount rate—declines
. the screening phase. 3 ~ corporation’s investors (equivalent to J-REIT companies are also moving to and property values rise in trading
wc?rrtﬁ?r:tés Ianniijyg;;i,oanégaﬁigﬁiiggtr?gﬁis vi/mw < shareholders), including whether or become more proactive in the envi- markets, these factors will become
analysis is also conducted using N not to acquire the property in the first ronmental field, including by setting increasingly important in invest-
:Eg(e);nma;tlfgr?fig%e;ufssldee o Lm\\ place. However, due in part to capital targets to reduce COzemissions ment decisions. It would not be
Investment institutions. /@O/ A} Long term ties and personal relationships—such intensity and by acquiring green exaggerating to say that the value
candidate stock @’oﬁ High N\ Medium term as staff of the asset management building certification. While efforts of a J-REIT is determined by the
%ff')@ very high "\ shorttem e company being seconded from the in the area of the environment are value of its real estate holdings, and
R Loy short Tm\eﬁ(a sponsor—there is a structural risk that important for realizing a sustainable Daiwa AM will continue to closely
priority will be given to what is con- society, the costs and benefits of monitor the impact of ESG on the
venient for the sponsor. While laws, specific initiatives like introducing intrinsic value of real estate.
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Passive Investment

Aiming to offer a wide range of ESG investment
opportunities through index management

In recent years, as the transition

to a decarbonized and sustain-
able society has become a global
imperative, particularly in Europe,
considering ESG in investments has
become a requirement. Investment
capital continues to flow into index
funds from institutional and other
investors as well, and the balance
under management related to ESG
investments has expanded, with
performance improving over the
long term.

Daiwa AM's team would like to
offer funds linked to indexes that
incorporate ESG evaluations, offer-
ing investors a lower-cost, easy-to-
begin ESG investment opportunity.
Currently Daiwa AM offers five ESG
funds, including publicly offered
funds and ETFs. ETFs include three
funds that are linked to ESG indexes
in which the GPIF invests.

The advantage of ESG investment
in index funds is that they are low

ESG Index Funds

® Eriko Ono

Senior Fund Manager
Beta Management & Investment Solution
Department

cost and allow for fund management
based on highly transparent, clear
rules. Under the methodology of
the MSCI ACWI ESG Leaders Index,
the benchmark for the iFree Global

Stock ESG Leaders Index, companies
are selected according to the flow
shown in the diagram below. It
specifies how ESG evaluations are
incorporated into index construction
using quantitative and other data.
ESG ratings by MSCI also have a suf-
ficiently high level of transparency,
as the rating methodologies are
published and are based on publicly
available information.

Daiwa AM believes proactive
efforts regarding engagement are
also important in index funds, and
we send our investees our Proxy
Voting Policy and other materials
and inform them of our steward-
ship activities. We also discuss with
index vendors the importance of
ESG disclosure, including informa-
tion such as ESG ratings and carbon
emissions, and aim for easier-to-
understand information disclosure,
including encouraging them to
provide a wider range of data.

Fund Type Serial Code Fund Name Date Launched Reference
Public Fund 3470 iFree Global Stock ESG Leaders Index 2022/5/10
ETF 3510 Daiwa ETF—MSCI Japan Human and Physical Investment Index 2016/5/18
ETF 3513 Daiwa ETF—FTSE Blossom Japan Index 2017/9/25  Index used by GPIF
ETF 3514 Daiwa ETF—MSCI Japan ESG Select Leaders Index 2017/9/25  Index used by GPIF
ETF 3515 Daiwa ETF—MSCI Japan Empowering Women Index (WIN) 2017/9/25  Index used by GPIF
MSCI ACWI ESG Leaders Index Calculation Overview
Worldwide stock @ ©) comp?r(i)sr,?npgaSESM <C|
(developed & Exclude companies For each industry and
emerging countries): O with low ESG region in the regional ACWI frf’gefaders
About Exclude companies evaluations index, companies :
ol involved in specific - e with covering 50% of market About
2 9 O 0 businesses*’ |Z\C,VuESeGCSarQEa”'ES e capitalization are selected 1 2
’ gs (below d added together
moani BB) and those with low and adaed togetner to ’ .
companies OTOErSies StarEs calculate the index companies
*1 Weapons against humanity, tobacco, gambling, etc.
*2 Score that indicates whether a company is involved in controversy that has a serious negative impact on its ESG evaluation (Source) MSCI

Monitoring of ESG factors in the selection of outsourced fund
managers and strategy and in the evaluation process

ESG investment, which systematically
takes ESG issues into account in

the investment process, is growing
rapidly around the world and has
now become a part of the investment
mainstream. One important role of
outsourced fund management is

to provide Japanese investors with
access to the strategies of outstanding
overseas asset managers who are
leading the way in ESG investment.
Based on this, Daiwa AM conducts
monitoring regarding ESG in the
selection and evaluation process

of outsourced fund managers and
investment strategies.

When Selecting Investment
Strategies

When selecting investment strate-
gies, as part of initial due diligence,
Daiwa AM collects information on
items regarding ESG at outsourced
fund managers, and then conducts
an evaluation of that information.
Spedcifically, Daiwa AM verifies ESG-
related management structures, ESG
policies, ESG-related disclosures and
ESG initiatives in which the company
participates, among other things.

In particular, when selecting an
outsourced fund manager for ESG-
related investment trusts, the firm
must be able to control ESG risks and

O Masashi Imachi

Senior Fund Manager
Advisory Fund Management Department

opportunities in the portfolio building
process and disclose specifics. Or,

we look closely at whether the main
feature of the product’s nature is to
earn economic and social returns as a
fund, and whether specific disclosures
about such returns can be made.

Ongoing Monitoring

Once the fund is established, moni-
toring is conducted in the form of
ongoing due diligence of ESG factors
through quarterly reviews with the
fund management team. ESG invest-
ment is evolving daily, and by verify-

Process of Monitoring Outsourced Fund Manager ESG Factors

Initial Due Diligence

Verify ESG-related items

[Outsourced fund managers]

o ESG-related fund
management structure

e ESG policies
o ESG-related disclosure
e Participating ESG initiatives

[Investment strategies]

e Control of ESG risks and
opportunities

o Specific disclosure of ESG
integration

e Securing of economic and

Ongoing Monitoring

initial DD

o ESG-related fund
management structure

e ESG policies

o ESG-related disclosure

social returns

o Specific disclosures regarding
returns

Verify changes since

[Outsourced fund managers]

e Participating ESG initiatives

ing the same information as during
initial due diligence, Daiwa AM exam-
ines how outsourced fund managers
and their fund management strate-
gies are responding to changes in
the external environment.

During the quarterly review with
the fund management team, we
monitor not only fund performance,
but also exchange opinions regard-
ing how new issues to be included
in the fund will help achieve social
returns. We also discuss the views
of the management team on ever-
changing ESG-related issues and
exchange opinions and monitor
how they are responding.

Daiwa AM's ESG Funds

Daiwa AM's offerings include the
Carbon Neutral Equity Fund of
Belgium's Candriam and the Clean
Tech Equity Fund of France's AXA
IM. Both of these companies have
strengths in ESG investment and are
among the leading ESG fund man-
agement companies in Europe. As
ESG funds, they provide transparent
disclosure to Beneficiaries in Japan.
Daiwa AM also periodically reviews
its monitoring methods, and will
work to achieve both a sustainable
society and long-term asset building
through its investment trusts.

Quarterly Review

Reinforce monitoring of
ongoing DD

[Investment strategies]

e Contribution to helping
included issues to achieve
social returns

e ESG views and investment
policies of fund management
team
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Engagement
with Outside
Service
Providers

Engagement with Outside Service Providers

In addition to managing assets in-house, Daiwa Asset Management obtains advice from the world’s leading

asset management companies so it can provide product suited to customer needs. One such product that
it manages is the Carbon Neutral Equity Fund. Advice for this fund is provided by Candriam S.C.A. Below is
a discussion on ESG investment by personnel from both companies.

Marouane Bouchricha
CFA - Senior Fund Manager

Candriam: CA
Daiwa Asset Management: Daiwa AM

CANDRIAM &

ESG Investment
Initiatives and
Characteristics of Each
Company

Noguchi of Daiwa AM: Daiwa
Asset Management adopted “All
Challenges for ESG Investment” as
its slogan as an expression of our
commitment as a responsible inves-
tor. Candriam has actively con-
ducted ESG investment and has
been a pioneering presence within
the field of ESG investment since its
foundation. Please begin by discuss-
ing the ESG initiatives and character-
istics of Daiwa Asset Management.
Watanabe of Daiwa AM: We see
corporate ESG initiatives as contrib-
uting to both medium- and long-
term growth potential and risk
reduction, and we make use of
these initiatives in our investment
decisions. The characteristics of this
are qualitative assessments by ana-
lysts and calculation of original
quantitative ESG scores. Qualitative

ANEW YORK LIFE INVESTMENTS COMPANY

Alix Chosson
Lead ESG Analyst, Energy & Materials

assessments by analysts that target
covered stocks evaluate the ESG
initiatives and information disclo-
sures of each company from a per-
spective of corporate value, and are
separate from formalistic, check-
the-box ESG assessments. For origi-
nal quantitative ESG scores, we
select priority data for each material
issue, weight the data according to
the importance in each sector, and
perform calculations through statis-

Candriam S.C.A.

A leading European asset management
company which has been actively
engaged in ESG investment since its
establishment in 1996

Sophie Deleuze
Lead ESG Analyst, Engagement & Voting

tical processing. Candriam is active
as a global ESG investment leader;
how would you describe the charac-
teristics of and commitment to ESG
investment?

CA Alix: Ever since we launched
our first sustainable investment
strategies in 1996, in-depth analysis
of ESG factors has been a corner-
stone of our investment process.
Accordingly, a very large part of our
product range is classified within

The name Candriam is derived from

“Conviction AND Responsibility In

Asset Management.” The name
represents our belief in and
commitment to contributing to

society and achieving management

results by actively investing in a
sustainable future.

Naim Abou-Jaoudé

Chief Executive Officer

of New York Life Investment

Management

Yuji Watanabe

Chief Analyst, Active Fund
Management Department I and
Responsible Investment Department

Article 8 and 9 under the EU's Sus-
tainable Finance Disclosure Regula-
tion. When assessing the
sustainability of companies, we ana-
lyze their adherence to international
norms, their involvement in contro-
versial activities, how they manage
their stakeholder relationships and
the key sustainability challenges that
they are exposed to. For countries,
our analytical framework includes
filters for high-risk, oppressive
regimes and standards of democ-
racy. Furthermore, we assess each
country’s ability to manage its envi-
ronmental, human, social, and eco-
nomic capital in a sustainable
fashion, today and in the future.

Key Points When
Assessing a Company'’s
Environmental
Performance

Watanabe of Daiwa AM: | see. You
have a framework for analyzing an
extensive range of factors over time.

I handle materials sectors, such
as the chemical sector, which have
high CO2 emissions, and when

Maki Noguchi

General Manager, Advisory Fund
Management Department

Daiwa

Asset Management

Tadashi Terajima

Chief Analyst, Active Fund
Management Department I and

Haruka Miyamura

Director, Responsible Investment
Department

Responsible Investment Department

assessing the environmental (E)
performance of a company, | focus
not just on the scale or change in
emissions, but also on carbon effi-
ciency and the degree of contribu-
tion to reductions. Carbon efficiency
is a measure of the technologies
and expertise that companies have
and how efficiently they can pro-
duce the same products, and
reduction contribution is the per-
spective of whether a company can
first achieve net zero by contribut-
ing to the decarbonization of its
customers and society as a whole.
What are the criteria used by your
company for evaluating companies
in relation to climate change and
selecting them for investment?

CA Alix: Our ESG analytical frame-
work has embedded climate mitiga-
tion and adaptation across our
sustainable investment strategies for
over 15 years. This means that
across our ESG-related strategies,
we systematically integrate climate
considerations into the way we
invest and select companies that are
putting forward a meaningful and
credible carbon decarbonization
pathway. We believe that when

doing so, it is important to focus on
companies that are implementing
concrete measures towards a real
energy transition, such as compa-
nies demonstrating a credible
energy transition strategy that has
been validated by the Science
Based Targets initiative. We mea-
sure and disclose the carbon foot-
prints of sustainable funds, and our
overarching ambition is to reduce
the footprint of these strategies
year-on-year in order to secure a
50% reduction in greenhouse gas
emissions across a significant share
of our investment portfolio by 2030
and pursue net zero emissions in
our investment portfolio by 2050 or
sooner. Candriam also joined the
Net Zero Asset Managers initiative
(NZAMI), supporting the goal of net
zero greenhouse gas emissions by
2050 or earlier in line with global
efforts to limit warming to 1.5
degrees Celsius. Accordingly, we
engage in stewardship activities that
target investments with the highest
climate risks, but we believe that it
is essential that each company first
has a clear and achievable decar-
bonization strategy.
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Candriam: CA
Daiwa Asset Management: Daiwa AM

Watanabe of Daiwa AM: | men-
tioned that when assessing the
environmental performance of a
company, we emphasize the degree
of contribution to carbon reduction,
but | get the sense that in some
instances, that assessment can be
challenging. This can depend on the
lack of development of product life
cycle assessment (LCA) or carbon
footprint of products (CFP) informa-
tion or a lack of clarity in the selec-
tion of criteria for making
comparisons. It is my impression
that it is also necessary to develop
society as a whole for achieving
decarbonization, including stan-
dards and regulations.

CA Alix: We can say that the poli-
cies and regulations of national
gov-ernments still have issues, as
they need to accelerate even more
for the adoption of clean energy.
Also, radical technological innova-
tions are increasingly seen as nec-
essary to limit climate change to

Candriam is focusing its efforts
on achieving net zero GHG
emissions from its investment
portfolio by 2050 and
systematically incorporates

consideration for the climate
into its investment
approaches.

Vincent Hamelink

Candriam S.C.A.
CEO, Member of the Group Strategic
Committee and Executive Committee

less than 2°C of temperature
change, or to extend the limit of
global warming more ag-gressively
to 1.5°C, which are the goals of the
Paris Agreement.

Yet, the ability to address those
global challenges also involves orga-
nizational, social, and economic
changes. At such times, social adap-
tation may not progress without
incentives from policy makers. We
believe that there are cases where
something like the U.S. Inflation
Reduction Act or a system of credits
for biofuels is needed. And we fur-
ther believe that it is the role of
companies to expand the scale so
that technologies intended to miti-
gate adverse effects can be made
readily accessible by using these
types of policies, regulations, and
incentives.

Terajima of Daiwa AM: When
performing qualitative assessments
of ESG, we assess dialog with the
company and information disclo-
sure. We believe that when assess-
ing decarbonization, for example, it
is important to adopt a comprehen-
sive perspective, not limited to the

Sustainable and
Responsible Investments

business portfolio or technologies
relating to decarbonization, but also
including the human resources,
intellectual property, governance,
capital policies, and more that serve
as the foundations of these.

What perspectives do you focus
on when assessing a company's
dialog and information disclosure in
the evaluation of ESG or carbon
mitigation technologies?

CA Alix: Since 2014, Candriam’s
stewardship efforts have focused
on three ESG topics: business
ethics, energy transition and fair
working conditions. If companies
are not meeting our expectations
on ESG, we will continue engaging
with them and strive to advance
their efforts. Climate is a good
example, as many large global
greenhouse gas (GHG) emitters are
still lagging behind on their net zero
commitments and associated strat-
egies. If engagement intensifies but
progress is still not made, we take
escalation measures, including, as a
last resort, divestment. Divestment
can send a strong signal to the
company and the market.

Exercise of Voting
Rights

Miyamura of Daiwa AM: | would
like to ask about exercise of voting
rights. Shareholder proposals relat-
ing to climate change have been

»

increasing in Japan in recent years.
At Daiwa Asset Management, we
make individual determinations,
focusing on whether the companies
in question responds adequately to
climate change issues and informa-
tion disclosure and whether a pro-
posal could restrict business.

What points does Candriam
emphasize when making determi-
nations regarding climate change
related proposals?

CA Sophie: When exercising voting
rights last year, we voted against
about 30% of proposals relating to
climate change. This is because in
cases where a company's policies
on climate change are not suffi-
ciently ambitious, even if the pro-
posal passes, it will not result in
concrete change within the com-
pany. Also, we have a target of
achieving net-zero GHG emissions
from our investment portfolio by
2050, and we evaluate proposals by
assessing whether the transition
strategies of individual companies
are in agreement with a path to net
zero emissions by 2050.

Creating Zero-Carbon
Funds

Noguchi of Daiwa AM: We are
aware that the fund's carbon-zero
approach, that is, funding projects
conducted by Carbon Neutral
Equity Fund (Carbon Zero), can

serve a model initiative when con-
sidering long-term responsibility
and roles of investment manage-
ment companies for achieving a
decarbonized society. This is an
important point when selecting
projects, but we believe that there
are also some difficult aspects.
What mechanisms and innovations
does Candriam use when selecting
projects?

CA Marouane: When selecting
climate projects, we set conditions
such as projects must aim to
reduce, avoid or remove emissions;
projects must apply the highest
environmental and social standards,
contributing to sustainable develop-
ment; and projects must be subject
to monitoring and reporting. Also,
all projects are audited in accor-
dance with the Gold Standard. The
Gold Standard was established in
2003 by WWF and other interna-
tional NGOs to ensure that projects
that reduce carbon emissions fea-
ture the highest levels of environ-
mental integrity and contribute to
sustainable development. By invest-
ing in these types of reliable proj-
ects, we are working towards zero
carbon for the fund.

Noguchi of Daiwa AM: Daiwa
Asset Management sends trainees
to Candriam as part of its efforts to
strengthen collaboration with excel-
lent asset management companies
around the world. In the future, we
plan to achieve mutual enhance-
ments not only relating to invest-
ment advice for the Carbon Neutral
Equity Fund, but also in responsible
investment overall, human resource
development, and other areas.

We place particular
importance on the integration
of ESG assessments in
corporate value calculations
and a comprehensive
perspective when performing
ESG assessments.

Yuji Watanabe

Chief Analyst, Active Fund Management
Department I and Responsible Investment
Department

We seek to provide products
tailored to customer needs
while deepening collaboration
with excellent asset
management companies from
around the world.

]l

Maki Noguchi

General Manager, Advisory Fund
Management Department
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Overview of Daiwa AM's Engagement Activities Engagement Activities Policy
In June 2014, Daiwa AM announced the Engagement revised Engagement Policy also incorporated what Daiwa
General Poli n St rdship Activiti Policy, which was formulated with the aim of facilitating AM sees as key ESG issues, and specific points to focus
eneral Folicy on Stewardship Activities dialog that would contribute toward enhancing corpo- on. In August 2021, the content of the Policy regarding
rate value and realizing sustainable growth. management of information relating to corporations was
Elnhantc'ng corlnpanlzs' midfun't‘)'_lét”d Maintaining the sustainability of society In September 2020 the Policy was comprehensively revised, and in October 2022 a further revision was
oniRteliny vislble sl sLEtElnE ey overhauled. Regarding the perspectives that need to made to reflect the adjustment of ESG Materiality.
emphasized in relation to engagement, in addition to the In line with the above policy, Daiwa AM undertakes
business strategy perspective and the perspective relat- active engagement with companies in relation to both
ing to dialog with investors and related disclosure, the financial and non-financial (including ESG issues) areas.
Materiality relating to environmental, social and governance (ESG)
Emphasized perspectives Key issues Specific points
Business strategy * Greenhouse gas emissions
Corporate philosophy, management policy, business model, business areas, Climate change * Responding to climate change risk
allocation of operational resources, etc. * Energy transition
Dialog with investors and disclosure of information Environmental
Basic approach to investor relations (IR), timely, fair disclosure of information, .  Environmental pollution
dialog from a medium- and long-term perspective, etc. Natural capital « Resource conservation
ESG
Environmental Social Governance « Contributing toward the building of a
Climate change and Social responsibility and Governance framework, Social responsibility healthy, safe society
natural capital human capital risk management, capital ,
efficiency, and communication * Supply chain management
Note: Daiwa AM's vision for investee company best practice (see P. 41) SOClal
Human capital * Enhancing the value of human capital
Traditional approach Non-financial evaluation
 conemtaraty « oo Engagement for passive fund + Governance framenork
Measures aimed at « Risk management
Governance corporate value | , ol offic
enhancement e Improving capital efficiency
e Communication
39 Daiwa Asset Management Co. Ltd. Sustainability Report 2022 40



Daiwa AM's Vision for Investee Company Best Practice

Daiwa AM has defined its vision of investee company best practice for the sustainable enhancement of corporate value
as outlined below. Going forward, Daiwa AM will use engagement, etc. to encourage investee companies to adopt these

measures.

Key Issues Best Practice

Information
disclosure

Comprehensi-
veness

Importance

« By formulating and analyzing climate change scenarios in line with the TCFD framework, the company identifies
transitional risks, physical risks and business opportunities.

» The company implements quantitative monitoring of greenhouse gas emissions, emissions per unit of production,
and the anticipated risks and opportunities.

Climate
h » The company formulates a concrete roadmap and milestones for achieving carbon neutrality by 2050, and explains
Environmental  €hange the progress made on an annual basis. It is also desirable that the company should set a goal of reducing emissions
by at least 50% by 2030, in line with Daiwa AM's NZAMI intermediate goals.
Climate change « The company formulates and implements a business strategy that takes both risks and opportunities into account,
. and implements the summarizing and evaluation of activity implementation status.
Natural capital
» The company performs a “stocktaking” of business continuity risks by identifying links between natural capital (forests,
Natural water resources, mineral resources, biodiversity, etc.) and its own business activity, and by analyzing its impact on the
. natural environment and the extent to which it is dependent on the natural environment. The company identifies its
capital materiality on the basis of this analysis.
» The company incorporates natural capital considerations into its management policy.
Social » The company formulates a concrete human rights policy based on international human rights standards.

Social

Social
responsibility
Human capital

responsibility

» The company implements human rights due diligence and auditing that also covers stakeholders in the supply chain on
an ongoing basis, and formulates improvement strategies to address the due diligence results and the issues found.

Human
capital

» The company formulates a human talent strategy that is integrated with its business strategy. The content of the
human talent strategy includes measures relating to initiatives for recruiting and retaining first-rate human talent,
frameworks and initiatives for human talent cultivation, and initiatives for enhancing employee engagement.

« Besides announcing concrete measures that enunciate how the company will implement initiatives to promote active
participation by women, the company will also formulate initiatives aimed at reducing the disparities between male
and female employees, based on gender-specific, quantitative indicators. It is desirable that, in the future, the com-
pany should have female directors account for at least 30% of the membership of the board of directors. It is also
describable for the company to put in place a framework (for talent pooling) that facilitates the ongoing appointment
of female directors from within the company.

» The company formulates initiatives and concrete measures aimed at ensuring not only gender diversity, but also
diversity in terms of nationality, age, experience, etc.

Governance

Measures
aimed at
corporate
value
enhancement

Governance
framework

» The company has a board of directors composition that is appropriate and effective in terms of best practice. From
the perspective of enhancing understanding of the board's effectiveness, it is desirable that the main initiatives
decided on and discussions held at board meetings, etc. should be disclosed.

» The company formulates processes and criteria for decision-making in regard to management team succession.
Besides outlining the knowledge, experience and capabilities that directors are expected to possess, the company also
formulates a skill matrix and a director allocation plan for the future.

» The company does not adopt takeover defense measures.

» The company discloses the basic approach and philosophy that underpins its director's remuneration system. The
company also adopts malus provisions and claw-back provisions.

» The company divides compensation into fixed compensation, short-term incentive compensation and long-term
incentive compensation. Short-term incentive compensation is linked with and evaluated in relation to the degree of
achievernent of strategic objectives; long-term incentive compensation is linked with and evaluated in relation to
corporate value. It is desirable for the share of total compensation held by long-term incentive compensation to be
increased, within appropriate limits. Long-term incentive compensation should also be incorporated into compensa-
tion for outside directors where this would contribute to the enhancement of corporate value.

Risk
management

» The company formulates rules governing diversity, human rights, supply chain, data security, etc.

» The company's internal auditing requires the maintenance of a direct reporting line to the board of directors and the
board of auditors.

« It is desirable that the company should establish a framework for ensuring group-wide internal controls, and that the
internal reporting system should provide multilingual support in line with the internationalization of corporate activities.

» The company will put in place a framework so that, in the event that misconduct or a scandal occurs, the reasons why
the internal controls system did not function properly will be thoroughly investigated, strategies will be formulated to
prevent reoccurrence, and the implementation and effectiveness of these strategies will be confirmed and verified on
a periodic basis.

Improving
capital
efficiency

» The company implements the following measures so as to raise ROE above equity cost and realize a continued, steady
expansion of the equity spread.

-;he company formulates a long-term vision, and formulates a medium-term management plan through back-casting
rom this.

» The company's medium-term management plan clearly specifies the growth strategy, and the company monitors
progress status on a regular basis with respect to the investment planning and key measures needed to achieve this.

« The company considers withdrawing from or selling off businesses and assets with low capital efficiency where there is
no prospect of improvement. The company will also work actively to reduce cross-shareholdings.

» The company will formulate an appropriate approach to capital structure and shareholder returns.

Communication

» The company compiles an integrated report and/or ESG report, and also compiles detailed supplementary data to
accompany its financial results. The company also implements timely disclosure of other information.

» The company creates opportunities for dialog between senior management, outside directors, employees and share-
holders, respectively, at least once a year. The company also holds regular business presentations and site visits, etc.

» The company’s management philosophy, long-term vision and business plan are consistent with one another and are
able to appeal to stakeholders.

« The company's outside directors are aware of where the company needs to be, are capable of confirming and
pointing out the company’s problems, and are provided with adequate information by the company.

« IR personnel have access to all necessary information for engaging in dialog with investors, and the management team
receives feedback on the content of dialog with investors.

«In regard to initiatives relating to key ESG issues, the company implements all necessary disclosure adequately, and
also engages in dialog with stakeholders.

Framework for Engagement Activities

Daiwa AM's engagement activities are implemented with undertake in-depth exploration of its own area of com-
the Corporate Research Team, the stewardship person- petence, while also enabling engagement activities to be
nel, and the Engagement Team (composed of corporate conducted with effective coordination between the three
research analysts and fund managers) as the three core core elements.

elements. This framework enables each element to

Engagement Team

® Composed of fund managers and ana-
lysts, this team holds in-depth meetings
with companies which are being invested
in over the medium- and long-term

]
o

The key elements of engagement activities
Main activities

“TANRRRRRRRRRY

Corporate Research Team Stewardship Team

® Comprising the ESG & Corporate Research
Section, Responsible Investment Depart-
ment, this team undertakes research team holds meetings relating to ESG,
activities relating to corporate value, busi- including corporate governance, and
ness strategy and ESG, and also holds proxy voting
related meetings ® Engagement for passive fund

® Comprising the Stewardship Section,
Responsible Investment Department, this

S911IAIDY 1UsWaSeSu]
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Examples of engagement activities

Corporate
Research Team

Constructive engagement to enhance corporate value
and achieve sustainable growth

S911IAIDY 1UsWaSeSu]

Engagement Activities

Engagement activities based on direct dialog
In the most recent fiscal year (January 2022-December 2022; the same definition shall apply to subsequent references
to “most recent fiscal year”), Daiwa AM implemented engagement activities that involved opportunities for direct dialog
with 1,138 companies.

The figure below shows these engagement activities broken down according to which team played the leading role
in implementing them.

Overview

As part of their regular analyst activities, Daiwa AM's corporate research analysts
conduct stewardship activities that contribute to the enhancement of corporate
value and to sustained growth. There are a total of 13 analysts (as of December
31, 2022), divided into two teams: Manufacturing and Non-manufacturing.

The implementation of constructive engagement makes use of various shared
platforms and tools, including: @ The Analyst Handbook, which outlines the fun-
damental approach to be followed and presents the knowledge which underpins
Stewardshi p Team Engagement Team analyst activities; @ The Business Strategy Case Studies, which are based on anal-

ysis of actual business enterprise management strategies; €& ESG Materiality Item
Summary, which compiles information on key ESG items required for engage-
ment, etc.; @ Qualitative analysis, in which companies are assessed qualitatively
1 5 6 % 4 6 % from a medium- and long-term perspective in terms of both financial and non-
" " financial aspects; & The compilation of a Long-term Corporate Valuation Model,
to determine companies'’ fair value over the medium- and long-term.

Analysts undertake analysis of individual companies based on the Analyst
Handbook, Business Strategy Case Studies, and ESG Materiality Item Summary,
and then use this analysis as a basis for engaging in constructive engagement
that is aimed at enhancing corporate value from a medium- and long-term per-
spective and realizing sustainable growth. The results of this dialog are reflected
in the estimation of fair value using qualitative analysis and the Long-term Cor-
porate Valuation Model, and in the ESG Score calculated by Daiwa AM.
Furthermore, the fair value as estimated using qualitative analysis and the
Long-term Corporate Valuation Model serves as a reference for further dialog,
on the basis of which the Analyst Handbook and Business Strategy Case Stud-
ies, and ESG Materiality ltem Summary can be revised and expanded. Through
the accumulation of constructive engagement and a continuing cycle of
improvement of the five key platforms and tools, Daiwa AM aims to realize fur-
ther enhancement of analysts’ research activities and of stewardship activities.

Corporate Research Team

79.8%

Engagement for passive fund

In order to proactively fulfill its fiduciary duty with panies so as to verify the state of the measures
respect to passive fund investment too, Daiwa AM implemented by the company in relation to these issues,
attaches great importance to engagement activities. and to exchange views. @ Analyst Handbook
Particularly in the case of companies where Daiwa AM At the same time, since the total number of investee @ Business Strategy Case Studies
must vote against the company’s proposals in accor- companies is very high, at over 2,300 companies, €) ESG Materiality Item Summary '
dance with Daiwa AM's Proxy Voting Policy, because the besides direct dialog, when necessary, Daiwa AM may O Qualitative Analysis .
company in question does not have any female company also make use of methods such as sending companies i

. ) ) ) ) - , ; © Long-term Corporate Valuation
officers or has excessively high levels of cross-sharehold- information about revisions to the Proxy Voting Policy Model
ings, Daiwa AM undertakes engagement with such com- and about related topics.

Constructive engagement by analysts
and key platforms and tools

Note: The same company may be counted more than once, due to undertaking engagement with the same company on multiple occasions.
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© Analyst Handbook

The Analyst Handbook is a compilation of the fundamental knowledge that Daiwa AM analysts
should possess, and the things they should be aware of, as the basis for their work. The first
edition was compiled in September 2015; a revised fourth edition was completed in August 2021,
to reflect successive revisions subsequently made to the Stewardship Code and Corporate
Governance Code. The Analyst Handbook is utilized extensively as a means of sharing knowledge
about the basics of analyst activities, including the background to the Stewardship Code and
Corporate Governance Code, important points to note regarding ROE and capital costs, Daiwa
AM's approach to ESG, and the points to emphasize when engaging in dialog with companies.

O Qualitative Analysis

Besides quantitative evaluation of companies based on earnings
forecasts, etc, Daiwa AM's analysts also conduct qualitative
analysis on an ongoing basis. Qualitative analysis examines six
items—growth, profitability, continuity, financial strategy, ESG and
IR—from a business strategy perspective over the medium- and
long-term. Examination of ESG is conducted using a five-stage
process that considers the environmental (E), social (S) and
corporate governance (G) aspects separately. In addition, with
regard to the E and S aspects, opportunities and risks are now
evaluated separately. Growth is evaluated by breaking it down
into four component elements: business strategy, market growth,
market share and business model.

The number of stocks for which qualitative analysis is conducted
is around 550, with a focus on stocks that are deemed to have
strong growth potential over the medium- and long-term, stocks
where the quality of management is evaluated as being particularly
high, and major stocks representative of business sectors.

© ESG Materiality Iltem Summary
Daiwa AM drafted the ESG Materiality Iltem Summary in
2022, with the aim of contributing to the maintenance,
fostering, and sharing of know-how in dialogs with compa-
nies, and to establish current status with regards to ESG.
These materials highlight those items of ESG Materiality
that we have determined as currently meriting deeper
exploration and development based on changes in their
importance for society, companies, and the capital market,

@ Business Strategy Case Studies e el e @l g wilh compn e, Thizy Suiieile e © Long-term Corporate Valuation Model

. , related laws and principles, as well as the perspectives . .
When evaluating a company from a medium- and long- . , P .p P p. , Daiwa AM began to make large-scale use of the Long-term Corporate Valuation Model

o and talking points during engagement for each item, while . . ) . o s o
term perspective, it is vital to be able to accurately recog- . . . . starting from April 2017, with the aim of achieving greater precision in the estimation

. , . . also including case studies of companies that have made . . . ,
nize and evaluate the company's business strategy. To this ‘ . . . of corporate value over the medium- and long-term. Using the residual income model
. L , advanced efforts in these areas. We will continue to strive . . . N
end, Daiwa AM analysts hold periodic business strategy ‘ . as the corporate valuation method, long-term corporate value (i.e,, fair value) is esti-
: ‘ . to enhance the content and promote the active use of this o . A o .
study meetings. The Business Strategy Case Studies . . mated. With this model, when performing the estimation, as the variation in capital
. 4 Summary to improve the effectiveness of ESG research. . . o o
brings together the results of analysts' research and analy- cost will partly depend on the ESG evaluation performed in item @ (qualitative analy-
sis in relation to business strategy, with a main focus on sis), if the ESG evaluation is high, then capital cost will be low, and corporate value will
the topics addressed at study meetings. We also actively be higher. This model is being improved to enable visualization of how corporate value
deploy the Business Strategy Case Studies during con- changes in line with the ESG evaluation, and Daiwa AM has begun to implement mea-
structive engagement and engagement meetings. sures that will make it easier to effectively utilize ESG evaluation in investment deci-
In 2022, we brought together case studies of corpo- sions and in constructive engagement with investee companies.

rate business strategies (mainly those related to ESG), The analysts present fund managers with an investment rating and target
which had been evaluated and identified as focus cases share price for each company for a period of between six months and one year;
by analysts, and used these as reference material to here too, fair value is indicated using the Long-term Corporate Valuation Model,
inform revisions of ESG Materiality and for the formula- to provide a reference for investment from a long-term perspective.
tion of best practices.

Fy — //
Vs Case study of engagement where a bond operations perspective was central
Provision of research data for bond operations Q -
Daiwa AM has adopted a centralized research framework, with respective Due to Company J having posted significant losses in the past and having jeopardized its financial footing, it drafted and was
Corporate Research Team at the core of this framework, for gathering data implementing a business rehabilitation plan taking in structural reforms and the fostering of growth businesses to achieve
and conducting research and analysis on listed companies in Japan. Research recovery from those losses. Despite some progress having been achieved regarding structural reforms, including asset liqui-
data, including that on studies conducted by corporate research analysts and dation and withdrawal from unprofitable businesses, they had posted significant losses in their overseas operations, attribut-
evaluations by analysts, is provided to both fund managers of domestic able to the COVID-19 pandemic, and their financial standing had failed to improve to the extent that may have been
stocks and fund managers of domestic bonds. From the viewpoint of bond expected. In this context, we initiated engagement on the topic of the company’s decision to issue preferred shares.
operations, the data employed primarily relates to financial status, cash flow, From the perspective of financial standing and the certainty of raising funds, their choice of preferred stock as a financing
capital strategy, fund-raising capacity, and assessments of ESG-related risks. method is understandable, and expected to improve the company's financial position. On the other hand, since the com-
With regards to ESG, Daiwa AM considers there to be no significant difference pany explained that the main purpose of the fundraising was for investment in growth, we requested timely and appropriate
in its perspectives on shares and bonds, in the sense that they lead to an disclosure of information on the future use of the funds and their effects, with a firm awareness of the current financial posi-
enhancement of a company'’s corporate value in the medium- and long-term. tion and the fact that the company raised funds using the high-cost method of preferred shares.
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Activity

- casenz> Company B wholesaler)

In the most recent fiscal year, the Corporate Research Team undertook engagement with 908 companies.
This engagement can be divided into four major categories: ROE and capital cost; Capital policy; Approach to

. L . . Issues While improvements in the company’s business performance through appropriate business
dialog with investors, and disclosure; and ESG. strategies, aggressive IR activities, and strengthening of its governance framework have
The distribution of engagement activity when broken down into these categories is shown below. enhanced its visibility in the stock market and facilitated some extension of its reputation, this

remains at an insufficient level when compared to other companies in the same industry.

Background to the issues
, A shortfall in in-depth communication with investors regarding the company's: @ visualizations of its
ROE and capital cost growth strategies; @ optimization of its capital structure; @ ESG.

1 9 4 Cases Suggested @ Review current information disclosure which makes it difficult to quantify growth
measures to strategies; @ demonstrate optimizations of the capital structure in the course of gradual
resolve these issues changes to the business models for main lines of business; @ implement in-depth

disclosure on all aspects of ESG through the publication of an integrated report.

Environmental, social and governance (ESG)

5 8 7C8$€S

34.0%

Approach to dialog with investors, and
disclosure

44 5cases 25,8+

Capital policy
(Cash utilization, shareholder returns, etc.)

Anticipated situation By engaging in @ to @ above, appropriate expectations of long-term growth will be
after addressing the fostered and capital costs lowered, which will result in a correction to the company's
cases issues lower valuations when compared to other companies in the same industry.

Company’s response

Note: Some cases are included in more than one category, as the dialog in a given meeting may embrace multiple perspectives. For () the company will consider reviewing information disclosure in financial briefings; for @ the company recog-
nizes this as a key issue for the upcoming medium-term business plan; and for & the company aims to explore
in-depth and disclose on various elements of ESG in an integrated report to be published in the next fiscal year.
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o o ) Issues ® Although the company has formulated and announced a medium-term business plan, the
Issues While in the past few years, the company has clarified its management policy of ‘ numerical targets in the plan have become untethered from actual circumstances, including dra-
aiming to become an R&D-oriented company, and some outcomes have begun to matic changes to the business climate occasioned by the COVID-19 pandemic and other factors
emerge, there remains considerable room for improvement when the company is = ® As a result of the above, it has become difficult for the company to communicate effectively
compared with other R&D-oriented companies which the company uses as a bench- with investors and others regarding their goals for earnings levels over the medium term

mark, both in terms of the efficiency of management resources and profitability, as

well as in communication with shareholders and investors. Background to the issues

® Rapid deterioration in short-term business results due in part to dramatic deteriorations in the business

Background to the issues » o . . climate precipitated by the COVID-19 pandemic
* Room for improvement in terms of efficiency and profitability in the high value-added functional prod- * Regarding the revision of the mid-term plan, consideration should be given to the consistency with the
ucts business and in company-wide assets stock compensation scheme, which will be a trigger for the achievement of the targets in the plan
® | ack of consistent IR imprOVements which would foster an awareness of the intention of management to ® The company has the advantage of strong sales expertise‘ However, there is a risk that the company’s
become an R&D-oriented company lack of clarity on medium- and long-term target figures could precipitate declines in employee motivation
Suggested ® Disclose more proactively about new product development and R&D in the func- Suggested ® Restore reciprocal communication with the stock market by announcing the rees-
measures to tional products business, and clearly state the efficiency and profitability that the measures to tablishment of new target figures under the medium-term business plan; or, defer
resolve these issues business aims to achieve resolve these issues the prospective achievement date for the medium-term business plan
® Conduct reviews of cross-shareholdings, cash levels, and allocations ® For the stock compensation scheme too, align the new targets under the medium-
® Further enhance the in-company positioning of IR and strengthen communication term business plan, which has the potential to enable alignment of employee vec-

tors, thus leading to restored motivation (dispelling concerns of low motivation)

Anticipated situation after Entrenchment of the expectation and reputation of the company as a R&D-oriented . N o ) o )
addressing the issues company with highly efficient management resources and profitability. Anticipated situation e Consolidation of employee vectors and improved motivation towards achievement of the new
after addressing the  medium-term business plan, as a result expediting the pace of earnings recovery and expansion
issues ® Return of displaced investors (valuation recovery) due to restoration of reciprocal com-
munication with the stock market and improved trust in the company

Company's response
The company has to date failed to actively disclose information on new product development and R&D

owing to a preoccupation with impacts on business aspects. However, it has now acknowledged the need Company's response
to revisit this issue. The company will endeavor to proactively disclose on new product development and It was apparent that the company had also begun to feel the need to review the ongoing medium-term
R&D alongside raising the overall level of IR. business plan. They commented that they would be pleased to use our proposals as reference.
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: " Engagement Team

4®
s’ g ﬂ Discussions with senior management from medium-
" 8 and long-term perspectives
Overview

Daiwa AM emphasize the role of engagement in enhancing corporate value, and
established the Engagement Team in June 2015, bringing together analysts and
fund managers for combined activity.

The main target for engagement activity by the Team was positioned as being
companies where there was felt to be potential for enhancing corporate value
through IR improvements and changes in the measures taken by the firm result-
ing from dialog with Daiwa AM.

The emphasis in these Engagement Meetings is on discussion from a medium-
and long-term perspective, and as far as possible, dialog is held with senior man-
agers of the company in question, including the CEO. The Engagement Team
draws up the agenda for the dialog in advance, and clarifies its purpose.

In addition, besides collating relevant issues by implementing KPI management
(visualization) with respect to engagement progress status, the Engagement Team
also shares information about engagement progress status within the company.

Activity

In the most recent fiscal year, the Engagement Team undertook In the most recent fiscal year, the Engagement Team
engagement with 52 companies. With the growing importance focused in particular on the social (S) aspect of ES, and

of ESG measures in relation to the process of medium- and aimed to expand the content of dialog relating to human
long-term value creation for companies, there has been a focus resources strategy, such as gender diversity, and the supply
on expanding dialog in relation to the environmental and social chain. The Team undertook repeated dialog with compa-
(ES) aspects of ESG, which in the past has tended to be insuf- nies relating to the importance of the ES aspects for build-
ficient relative to dialog relating to the governance (G) aspect. ing corporate value over the medium- and long-term.

Engagement Meetings focused on E and S

7meetings

Engagement Meetings relating to
management issues, etc.

45meetings

CASE 04 > Com pa ny D (Retail business)

Issues e Low profitability structure of regional stores with ongoing issues of excessive costs
and decline
e Undervaluation of owned assets

Background to the issues

e High-cost structure of business model during high economic growth period
e Paucity of strategies to realize tangible asset values

Suggested e Visualization of costs and establishment of systems to verify cost effectiveness
measures to ° Moneti;ation strategies for prime client base aligned to the changing conditions
resolve these issues ©f the times , , .
e Utilization strategies for assets owned by the company which leverage their
strengths

Anticipated situation e |mproved profitability of retail business
after addressing the © Growth centered on prime client base of affluent urban and regional customers
issues ® Revaluation of the company’s assets through tangible realization of real estate values

Company’s response

The company has begun to review its earnings structure and has furthermore given higher strategic prior-
ity to affluent customers in its client base target. Moreover, the company has strengthened its communica-
tion with investors, and has begun to hold business briefings on a separate basis from earnings briefings
for direct business to affluent and institutional clients, online services, and other areas. In addition, the
importance of increasing corporate value has become a common understanding, as evidenced by the fact
that the president is now being asked to exchange opinions on strategies.
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CASE 05 > Compa ny E (wholesaler)

Issues ® PBR of the company is under 1.0x based on its reputation as a domestic vendor
® The company has made some progress in strengthening its unique products and
services in the IT field. However, it has yet to achieve sufficient results in terms of
its performance over the course of a sustained period
Background to the issues
® For B2C products, a mature market, the company are price leaders or at comparable levels. Meanwhile,
pursuit of a marketing strategy of retroactive pricing has resulted in a decline in brand value among
consumers, with low profitability levels and poor stability
® The company's failure to create a human capital portfolio to strengthen the IT field has meant that per-
head employee productivity is also failing to increase

Suggested ® Increase awareness of profitability in B2C; curtail over-investment in terms of “per-
measures to sonnel/commodities/money”; and achieve and foster stability in the company's
resolve these profitability infrastructure (“cash cows”)

issues ® Establish optimal configurations for the company’s human capital strategy towards

the realization of this vision, and proceed with a review of methods to secure
human capital as well as the personnel systems to help achieve this

Anticipated situation Enterprise centered on B2C products will become a cash cow business, with growth

after addressing the achieved by leveraging the vast quantities of customer information accumulated in the

issues company’s capacity as a vendor. Developing the IT solutions business will facilitate repu-
tation gains as an IT solutions company with the potential to facilitate a high valuation

Actions taken by the company

The company’s IT solutions business has begun to see improvements to its levels of profitability as well as
growth in areas in which it did not previously measure up to the competition due to its seniority system,
with both profitability and growth now at comparable levels or exceeding those of rival firms. They have
also reviewed excessive spending in their B2C business and achieved stability by surpassing capital costs
in return on invested capital (ROIC.)

Company's response
The company has successfully built relationships that allow it to seek a wide range of input, not only as it

Stewardship Team
(Stewardship Section)

Dialog on proxy voting matters and governance framework

YL R

Overview

The five members (as of the end of December 2022) of the Steward-
ship Section’s Responsible Investment Department have main respon-
sibility for holding meetings that are focused primarily on investee
companies’ corporate governance and on the exercise of voting rights.

The Stewardship Team collects information from the investee
company that is needed for making decisions regarding the exer-
cise of voting rights. In addition, during the course of the dialog
with the investee company, the Team outlines the proxy voting
strategy and Daiwa AM's expectations of the investee company in
terms of corporate governance, with the aim of having consensus
with the investee company.

In recent years, the topics discussed at governance meetings have
no longer been limited to matters relating to the exercise of voting
rights and to governance framework; they have expanded to
include medium- and long-term profitability, the business environ-
ment and ESG. In particular, as there has been an increase in the
number of meetings held in relation to ESG and integrated reports,
the Stewardship Team has also been making a serious effort to

S911IAIDY 1UsWaSeSu]

relates to engagement but also on improving communication with investors and shortcomings in the inte-

i < ) collect information and accumulate know-how relating to ESG. Fur-
grated report, as well as other areas that will help them improve their corporate value.

thermore, although Daiwa AM strives to ensure a clear division of
responsibility between the Stewardship Team and the Corporate
Research Team, these two teams work collaboratively to engage in
dialog with investee companies; for example, members of both
teams may be asked to attend meetings, when necessary.

Feedback from companies we engage with

Company

D

(Retailer Your company has long supported us as one of our important investors. ACtIVIty
business) In discussions with us, Daiwa AM's advisors have been candid in their opinions about our strategy and direction from
a medium- and long-term perspective, rather than focusing on short-term performance. These opinions are based on a
scrupulous and courteous attention to the particular circumstances of our company. We have also benefitted from a
variety of opinions on cash allocation, ESG initiatives, and other areas. These have proven opportunities to engage in vital
dialogs to help bridge gaps between the market and our company.

We have meanwhile received advice, rooted in our company strategies, on strategic disclosure as part of briefing
sessions, a key issue for our company. By putting this into practice, we are also benefiting from the support of many
investors. The management team is additionally looking forward to ongoing twice-yearly meetings with Daiwa AM, at
which we will continue to cordially discuss the results of investor surveys and gaps with the market.

We will continue to give it our all to ensure that we meet these expectations.

In the most recent fiscal year, the Proxy Voting Team undertook engagement with 178 companies.
The distribution of engagement activity when broken down by category is shown below.

Environmental, social and governance
(ESG)

164cases

ROE and capital cost

42C85€S

Company

42.3%

E Approach to dialog with investors,
(Wholesaler) and disclosure

30.9%
1 2 Ocases /

Capital policy
(Cash utilization, shareholder returns, etc.)

62cases

Your company’s advisors have long advised us from their perspective as one of the shareholders in our company.

In addition to consistently providing us with honest feedback on our reputation in the capital market, we have benefitted
from their suggestions on improving our corporate value on various fronts, including our ESG initiatives, enhancement of
information disclosure, and cash allocation. They recently gave us highly instructive feedback on an integrated report that
we had published, with an emphasis on our human capital initiatives and disclosures. These are areas on which we will be
placing a particular focus going forward. Daiwa AM's advisors have been extremely accommodating in providing proposals
for management tiers based on specific case studies. We will use these proposals as reference when considering our own
strategies, and are moreover extremely eager to do justice to the expectations invested in us.

Note: Some cases are included in more than one category, as the dialog in a given meeting may embrace multiple perspectives.
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case0s> Company F (Food industry)

Topic Dialog content

Cross- Although the company has historically had cross-shareholdings amounting to slightly over 10%

shareholdings of shares, its positioning in terms of business strategies is unclear, and it has not sufficiently
accounted for the reasoning behind these holdings. Daiwa AM has recommended that the

company increase its holdings if enhancing its strategic partnerships, or at least that it become

an equity-method affiliate; and if not, that they take steps to reduce cross-shareholdings.

Company’s response
Subsequently, the company announced a partial sale of the shares in question,
reducing its cross-shareholdings to less than 5% of total shares.

Topic Dialog content

Outside directors As the two outside directors were originally from the same business conglomerate,
and one of them had held the position for over 12 years, the company was informed
of investor concerns about the material independence of the outside directors, and

we requested they appoint an outside director with a high degree of independence.

Company's response
The outside director who had held the position for over 12 years tendered his
resignation at a subsequent shareholders meeting, with a highly-independent
candidate from a company outside the business conglomerate to which the previous
outside director had been affiliated, then appointed to the position.

caseos> Company H (Food industry)

Topic
Director’s
remuneration

Dialog content
While director’s remuneration consisted of a fixed salary only, we recommended

that it would be advisable to introduce incentive compensation from the perspective
of incentivizing directors to undertake appropriate risks to increase corporate value.

‘ Company'’s response
ol Performance-linked short-term incentive compensation was introduced at a subse-
quent shareholders meeting.

|

case09> CoOm pa ny | (Electrical machinery)

Topic Dialog content
Diversity While the company is prioritizing initiatives for the participation and advancement
of women in the workplace, they have largely failed to disclose information on these
i activities, which accordingly have not increased their reputation. As external apprais-
als of ESG are an important factor influencing corporate value, Daiwa AM requested
that they take proactive steps to disclose this information.

Company’s response

Traditionally, the company had a culture inconducive to the proactive disclosure of
information. However, with the changing times, they have come to understand the
importance of informational briefings and disclosure to stakeholders, and intend to
strive to expand their disclosure going forward.

Overseas stocks engagement

Henry Nguyen Thanh Long

Daiwa Asset Management (Singapore) Ltd.
Senior Fund Manager

Initiative details

Align with the ESG Investment Policy established in 2022,
Daiwa AM's Singapore office actively pursues engagement
activities to enhance the corporate value of investee compa-
nies in the medium- and long-term. While the Asian region,
over which our Singapore office has coverage, includes
countries such as Vietnam, where ESG has not been popu-
lar, corporate management teams in the region have pro-
nounced interest in ESG issues and are actively discussing
them.

For E (Environment), we recognize the particular impor-
tance of this perspective for companies in the oil and gas
industry, and usually ask them about the status of green
projects. In addition, we usually emphasize on green financ-
ing in our dialogs with companies in the financial sector.

For S (Society), we focus on supply chain management
initiatives, such as efforts to eliminate forced labor.

For G (Governance), we focus on information disclosure,
how management teams treat minority shareholders, and
capital policy. We also encourage companies to publish ESG
reports on a regular basis, as there are many situations
whereby it can be difficult to obtain reliable information on
ESG in Asian contexts.

Vietnam

Company K
Company K is a major housing developer in

Vietnam, which is involved in various proj-

ects, including those to create single-family resi-
dences and condominiums. They have previously
produced one ESG report for the purpose of fund-
raising from the International Finance Corporation
(IFC). We believed the company did not have suf-
ficient disclosure of information relating to ESG.
Therefore, during the engagement, we encouraged
them to publish ESG reports on a regular basis,
with a view to improving perceptions of the com-
pany among investors and for long-term fundrais-
ing. Their management team has indicated to us
that they are considering incorporating ESG into
their future strategies towards the goal of regular
publication of ESG reports.

Singapore
Company L
Company L is a commercial bank in

Singapore. Daiwa AM is engaged on E (Environ-
ment), with a focus on green finance initiatives.
Their responses indicated that there was a
demand for green financing aimed at renewable
energy projects, green buildings, agricultural tech-
nologies, and waste management technologies.
For G (Governance), we asked about their high
equity ratio, which was a point of concern for
investors as a factor lowering ROE. The CEO
explained that, while the current level was high
due to the accumulation of excess capital during
the COVID-19 pandemic, it was anticipated to
stabilize at a future point, as the company's policy
was to invest excess capital towards the develop-
ment of new platforms.

Steps in constructive engagement implemented by analysts

Pre-engagement

During engagement

company reports | | ) /
and other / | perspectivesand |
information made | |/

: : /| forthe companyin |
publicly available | / question |

activities at the
| focus pointsin ESG | company activities

1 \ 2 3 4 5
Conduct ESG \\ | Single outand \\
\ | engage with high- | Confirm details of ) Encourage the
\ \
research basedon | | priority > ESG-related Present issues company to further

relating to ESG and

offer feedback promote ESG
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Engagement plan for the next fiscal year

Fumiaki Saguchi

Responsible Investment General Manager

Enhance engagement framework

Daiwa AM consider engagement an important means of
contributing to improvements in asset management perfor-
mance through the enhancement of the medium- and long-
term corporate value of investee companies. As such we
have reviewed our engagement structures to ensure that
our engagement activities are more rigorous than ever
before. Specifically, we have: 1 expanded the membership of
our Engagement Team; 2 reviewed time allocations for cor-
porate research analysts (increase engagement activities).

In addition, we have reviewed the scope of companies
with whom we conduct engagement, as well as our mile-
stone management methods to implement engagement
in a more strategic manner, and adjusted these towards
our aim of realizing more highly effective engagement.

Engagement focused on the value of intangible assets

Corporate value encompasses a company’s financial value,
which will be reflected in its financial statements, and its non-
financial value, which will not be reflected in these statements.
In recent times, the share accounted for by a company's non-
financial value, in particular its intangible assets (intellectual
property, human capital, etc.) is reputed to be on the rise.
Analyses have shown that intangible assets account for a lower
share of the corporate value of Japanese companies than is
the case for companies in other countries. This tendency may
be attributable to insufficient disclosures and a shortfall in

Strategic engagement
e Drucker Score eIn-house ESG score

Investee
company

Daiwa Asset
Management

OZ\

-

B

Feedback

Engagement plan and key issues for 2023

In our new engagement framework, we will aim to conduct
highly effective engagement activities by simultaneously rais-
ing the capacities of each person responsible for engagement
and by strengthening the cooperation among our teams.

We will continue to actively engage in dialogs with com-
panies which have clear management issues, while also
undertaking to actively engage with companies which we

initiatives relating to intangible assets by Japanese companies.

With this perspective in mind, Daiwa AM will actively
undertake strategic engagement to ensure that corporate
value is appropriately rated within the marketplace or to raise
the corporate value of companies. For the implementation of
this engagement, we will utilize a Japanese version of the
Drucker Score, which we will jointly develop with the Drucker
Institute, and use this to quantify the efficacy of corporate
management, including of intangible assets, with a view to
enhancing the effectiveness of our engagement.

ntangible assets gActuallzatlon Intangible assets

Tangible assets Tangible assets

&-3N[eA BIE‘JOdJOJ >

Increase | Intangible assets

" Intangible assets :

Tangible assets

Tangible assets

< anjensieiodio) >

have determined as having significant issues relating to
ESG Materiality, with the aim of resolving these ESG issues.
In addition, we will establish engagement frameworks which
focus on intangible asset value, as described above. We will base
this on exploring ways to identify and select the companies which
will be subject to this engagement, identify issues, and share our
findings with those companies with whom we are in active dialog,

IT}DISI SOINS

Measures Relating to the TCFD

In this section, we introduce measures that address climate
change related issues through stewardship activities undertaken
in line with the disclosure framework recommended by the Task

Force on Climate-related Financial Disclosures (TCFD).

_ TCFD Disclosure Items

‘
Governance

and opportunities

Disclosing aspects of governance concerned with climate change related risks

Daiwa AM discloses our ESG Investment Policy, which has been
deliberated on and approved by our Stewardship Committee,
as well as the ESG issues to which our company attaches par-
ticular importance, and climate change is positioned as one key
aspect. Regarding the ESG risk, including greenhouse gas emis-
sions, of our investment portfolio, the Responsible Investment
Department performs monitoring, and makes effective use of
this information in investment decision-making and engage-
ment by sharing it with the company’s fund managers and
analysts. The Department also reports to the Stewardship
Committee on a regular basis, and discusses current monitor-
ing status and the formulation and implementation of our

S

Strategy

Engagement Policy in regard to ESG issues. The Chair of the
Stewardship Committee reports on matters relating to ESG risk
and the content of the Stewardship Committee’s discussions to
the company’s Board of Directors.

Framework  stewardship Committee

Board of
Directors

Acting entity

Regarding the actual and potential impact of climate change related risks and
opportunities on the organization’s business, strategy and financial planning,

this is disclosed in cases where it constitutes materiality

The impact of climate change on companies can be seen as
including both risks that could negatively impact corporate
value, such as flooding, or controls on greenhouse gas emis-
sions, and opportunities that could enhance corporate value,
such as being a company that possesses technology which can
be used to reduce greenhouse gas emissions or respond to
climate change. Daiwa AM strives to monitor the risks and

opportunities for investee companies by making effective use
of data from external sources. The content obtained by analyz-
ing these data is reflected when evaluating companies, and is
effectively utilized in the selection of investee companies and in
portfolio risk management. We also aim to enhance the corpo-
rate value of companies and reduce their risk by encouraging
them, through engagement, to implement decarbonization.

Common climate change related risks and opportunities

Transitional risks

Physical risks

Regulatory Stricter environmental Acute risk Risk relating to floods, typhoons,  Resource Increased demand for recycling
risk regulation etc. efficiency technology, etc.
Technology Falling behind the progress being Chronic risk Risk relating to changes in Energy Increased demand for renewable
risk made in technology, in terms of long-term climate patterns sources energy, etc.

Egeablesosrayeic Products Increased demand for products, etc.

Market risk Changes in demand for

petrochemical assets, etc.

Reputational ~ Becoming less highly valued and
risk more negatively judged by
_consumers

and services with a smaller environmental footprint

Resilience

Energy diversification aimed at
achieving greater resilience

S

Reflection in corporate value
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.iJlLIP Risk

management  climate change

Disclosing how organizations identify, evaluate and manage risk relating to

Daiwa AM uses disclosed information, data from external
vendors, and the research and engagement conducted by
Daiwa AM itself, to monitor the climate change related risks
and opportunities for companies. Daiwa AM has also put in
place a framework for utilizing external vendors' data as a basis

for measuring greenhouse gas emissions, and conducting
climate change risk scenario analysis, for individual funds and
individual asset classes, thereby enabling risk to be monitored
and managed on a regular basis. More details of the specific
analysis methods used can be found in the following sections.

o Where information is deemed to be of key importance (i.e., materiality), the

Indicators
and targets

climate change related risks and opportunities are evaluated, and measurement
criteria (indicators) and targets are disclosed for the use of management

Daiwa AM uses the total greenhouse gas emissions,
carbon footprint, and carbon intensity of its portfolios as
greenhouse gas emissions related indicators for indi-
vidual funds and asset classes, and performs monitoring
and analysis of them. Based on this data and its own

original research, Daiwa AM undertakes engagement
activities with companies to encourage them to decar-
bonize, and aims to achieve net zero carbon dioxide
emissions by 2050.

Analysis of the Main Indicators Relating to Total
Greenhouse Gas Emissions, etc.

Daiwa AM compared the total carbon emissions, carbon
footprint, and weighted average carbon intensity for
each of the asset classes that we invest in against
respective benchmarks per class. The carbon footprint is
a measure of the emissions (per million US dollars
invested) by portfolio size; while carbon intensity is an
indicator for the carbon emissions by sales volume of
investee companies (per million US dollars equivalent of
turnover). Analysis and monitoring are conducted for
each of these to identify climate change risks.

Carbon footprint and weighted average carbon intensity
for Japanese corporate bonds were found to exceed the
benchmark values. This was, however, attributable to the

inclusion in the portfolio of corporate bonds of electric
power companies, at a weight higher than the benchmark.
In addition, as recommended by the TCFD, these were
categorized as upstream or downstream, as illustrated in
the below table for Scope 3, with the relevant emissions
for each calculated and listed here for the first time. Daiwa
AM intends to actively promote the decarbonization of its
entire supply chain, by establishing a detailed understand-
ing of total carbon emissions of our investee companies in
Scope 1, Scope 2, and Scope 3, and with a particular
emphasis on Scope 3. We will subsequently deploy this
data in engagement activities with these companies,
including our investee electric power companies.

Portfolios’ total carbon dioxide emissions

(tons of COz equivalent) Total greenhouse gas emissions (Total of Scope1, 2, and 3)

Scope1 2 (tons of CO: equivalent) W Daiwa AM Benchmark
- 57,391,075
Daiwa AM Benchmark Disparity R 50,899,503
Domestic stocks 5,494,325 6,367,039 -14%
40,000,000
Overseas stocks 355,353 360,370 -1%
Domestic
corporate bonds 441,007 182,496 142% 20,000,000
(b)c\)/ﬁ[jsseas corporate 70 686 186,784 ~62% 2362118 2506362 1341227 107719 623,949 1214293
r ! U
Domestic Overseas Domestic Overseas
Total 6,361,371 7,096,689 -10% stocks stocks corporate corporate
bonds bonds

Scopel

Scope 3
<>

o =

@ Materials - h @ Commuting
and raw A A
materials
@ Transport/

delivery

* Other: @ Capital goods, @ Fuel and energy Fuel
related activities not included in Scope 1 or Scope combustion
2,® Waste ® Business trips, ® Leased assets

Scope?2 Scope3

|
\"’, S .
@® Productuse @ Product waste

Electricity use * Other: ® Transport/delivery, @ Product
processing, 1 Leased assets, @ Franchises,

@ Investments

Scope 1: Direct greenhouse gas emissions by the businesses themselves (fuel combustion, industrial processes)
Scope 2: Indirect emission from the use of electricity, heat, and steam, supplied by other companies
Scope 3: Indirect emissions other than Scope 1 or Scope 2 (emissions by other companies associated with activities by businesses)

(tons of CO:2 equivalent) (tons of CO:2 equivalent)

Scope3 Upstream Scope3 Downstream

ENEWAVY Benchmark Disparity Daiwa AM Benchmark Disparity
Domestic stocks 16,535,670 17,761,710 -7% Domestic stocks 28,869,507 33,262,327 ~13%
Overseas stocks 499,761 537,468 -7% Overseas stocks 1,487,004 1,608,504 -8%
Domestic Domestic
Corporate bonds 421,074 334,030 26% corporate bonds 479,146 560,670 -15%
Overseas corporate Overseas corporate
bonds p 131,768 294,762 -55% bonds P 421,495 732,747 -42%
Total 17,588,273 18,927,970 7% Total 31,257,152 36,164,248 -14%

Note: Benchmarks:

Domestic stocks: TOPIX (with dividends included)

Overseas stocks: MSCI ACWI ex Japan Index

Domestic corporate bonds: Bloomberg Asian-Pacific Japan Corporate TR Index Value Unhedged JPY
Overseas corporate bonds: Bloomberg Global Aggregate ex-JPY-Corporate TR Index Unhedged USD
Source: Some information is derived from ©2023 MSCI ESG Research LLC. Reproduced by permission.

Carbon footprint of portfolio (Scope1, Scope 2)

(tons of CO2 equivalent / million USD invested)

200 186.8

M Daiwa AM Benchmark

150

100

77.3
621 720 57.5 58.3
50
23.5
. . . ]

Domestic corporate bonds ~ Overseas corporate bonds

62.0

Domestic stocks Overseas stocks

Weighted average carbon intensity of portfolio (Scope 1, Scope 2)

(tons of CO2 equivalent / million USD turnover) M Daiwa AM Benchmark

400 352.6

300

200 188.3  182.4 172.7

137.0
100.6 108.3 117.5

Lo -

Domestic stocks Domestic corporate bonds Overseas corporate bonds

Overseas stocks

Note: The benchmarks used were the same as those used in the previous section for portfolio’s total carbon dioxide emissions.
Source: Some information is derived from ©2023 MSCI ESG Research LLC. Reproduced by permission.
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Warming potential analysis

Warming potential analysis shows the degree to which
average global temperatures will rise by the year 2100,
through the corporate business activities that the com-
panies in the current stock portfolio are expected to
conduct over this period. In this way, it is possible to
verify whether the current investment portfolio is in line
with the goal of the Paris Agreement, which seeks to
“limit global warming to well below 2.0, preferably to 1.5
degrees Celsius, compared to pre-industrial levels during
the period up until 2100.” As a result of comparing a
hypothetical portfolio of all Daiwa AM's shareholdings
with the benchmark, we were able to confirm that we
would improve on the benchmark by around -0.2°C.

Greenhouse gas reductions targets
(SBT certification)

The figure on the right shows the percentage of compa-
nies which have obtained SBT certification from among
the portfolio component issues. The SBT certification
process is administered by the Science Based Target
Initiative, whereby companies set targets for reductions
in greenhouse gas emissions consistent with scientific
findings to mitigate increases in global average tempera-
tures to less than 1.5 degrees Celsius. As a result of
comparing Daiwa AM's stock portfolio with the bench-
mark, we were able to confirm that around 3.1%pt more
companies have obtained certification than the bench-
mark value.

Warming potential

t Rise in Daiwa AM Shares benchmark
= temperature

2.6c 2.8:c

-0.2°C

Notes:

1. The Daiwa AM stock portfolio is a virtual portfolio that combines Daiwa AM's
domestic stock and overseas stock portfolios.

2. The MSCI ACWI Index was used as the benchmark.

Source: Some information is derived from ©2023 MSCI ESG Research LLC. Reproduced by permission.

Percentage of companies which have obtained
SBT certification

DENENAVY Shares benchmark

Notes:

1. The Daiwa AM stock portfolio is a virtual portfolio that combines Daiwa AM's
domestic stock and overseas stock portfolios.

2. The MSCI ACWI Index was used as the benchmark.

Source: Some information is derived from ©2023 MSCI ESG Research LLC. Reproduced by permission.

Analysis of potential COz emissions (from fossil fuels)

This analysis allows us to examine potential CO2 emis-
sions from fossil fuels, taking the stored amounts of
companies as its base. The analysis confirmed that
potential CO2 emissions from fossil fuels were lower than
the benchmark and that the portfolio’s climate change
risks were low.

(tons of CO2 equivalent / million USD invested)

Benchmark  Disparity

Domestic stocks 121,046 141,552 _15%
Overseas stocks 10,035 11,564 ~13%
Domestic

corporate bonds 824 5136 -84%
Overseas corporate

bonds P 2,829 4,340 ~35%

Note: The benchmarks used were the same as those used in the previous section
for the portfolio’s total carbon dioxide emissions.

Source: Some information is derived from ©2023 MSCI ESG Research LLC. Reproduced by permission.

Formulae

Total Carbon Emissions

Carbon Footprint

® Total greenhouse gas emissions associated with the portfolio

® Unit is tCOz (CO2 equivalent)
® Greenhouse gas emissions of investee companies are Scope
1,Scope 2, and Scope 3

i ‘ ‘
Total carbon _ Market value of investment i nvestee company's
emissions GHG emissions ¢

7 Investee company’s EVIC i*

Carbon Intensity

® Total carbon emissions divided by the market value of the
portfolio

® Unit is tCO2e/million USD (investment)

® Greenhouse gas emissions of investee companies in total
carbon emissions are Scope 1 and Scope 2

Total carbon emissions

Carbon footprint =
Market value of portfolio

Weighted Average Carbon Intensity

® Total carbon emissions divided by sales of investee companies
allocated to portfolio

® Unit is tCO2e/million USD (sales)

® Greenhouse gas emissions of investee companies in total
carbon emissions are Scope 1 and Scope 2

Total carbon emissions

Carbon

Market value of investment ¢ Investee >
X .
2

i
intensity
; < Investee company’s EVIC i+ Company’s sales

* Enterprise Value Including Cash:

® Weighted average of per unit sales for each company with the
weight of each company in the portfolio

® Unit is tCO2e/million USD (sales)

® Greenhouse gas emissions of investee companies are Scope 1
and Scope 2

i Investee company's
Weighted average _ i Market value of investmentz ~ GHG emissions 7

- } = X
carbon intensi . )
v 7 Market value of portfolio Investee lcompa”)’ s
sales i

EVIC = Market capitalization of equity (ordinary stock, preferred stock, and other stock classes)+Interest-bearing debts (book value)+Non-controlling interests

(book value)

Announcement of the Net Zero Asset Managers

Initiative Targets

The Net Zero Asset Managers initiative (hereafter
“NZAMI") is a global initiative by asset management com-
panies to achieve net zero greenhouse gas (GHG) emis-
sions at investee companies by 2050, and was launched
in December 2020.

Daiwa AM joined NZAMI in December 2021, and we
have recently announced our intermediate targets under
the initiative.

Our intermediate target under the initiative for the

2

year 2030 will focus on 67% of Daiwa AM's 23 trillion yen
(as of October 31, 2022) of managed assets, with the aim
of reducing greenhouse gas emissions per unit by 50%
compared to 2019 levels. The assets which will be tar-
geted under the initiative will be credit assets, and will
not include assets such as sovereign bonds, for which it
is not possible to calculate greenhouse gas emissions
based on portfolio holdings as of this time.

NET
ZERO,
B)
[4 e
y 7 | ‘
7 AR A
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Proxy Voting

Our Vision for Proxy Voting

The corporate principle of the Daiwa AM emphasizes using the financial and capital markets to contribute toward
social and economic development. We believe that the exercise of voting rights can play a very important role in
achieving such goals. Accordingly, we have made public the details of Daiwa AM's Proxy Voting Policy, so that as
many people as possible can be made familiar with the Policy. In particular, we feel that helping investee companies
to understand the reasons behind decisions as to whether or not to vote in favor of particular proposals can make
a positive contribution toward constructive engagement with investee companies.

4+ WEB For more details, please visit the following webpage (in Japanese).

3 https://www.daiwa-am.co.jp/company/managed/guideline_03.pdf

About the Proxy Voting Policy
® The Proxy Voting Policy is updated on an ongoing basis to reflect the information and knowledge obtained through dialog

with investee companies

® Specific criteria for determining whether to vote in favor or against proposals are formulated and made public
® The TOPIX 17 industry categories, which are more in line with the actual circumstances of investee companies, are used
for determination as to whether to vote in favor or against proposals based on relative comparisons within the industry

Main Changes in the Proxy Voting Policy in 2022

1.

Criteria relating to
corporate scandals,
etc.

2.

Criteria relating to the
number of outside
directors

3.

Criteria relating to
cash-rich companies

4.

Criteria relating to
female corporate
officers

In cases where it has been deemed that a serious event that undermined public trust in the
company has occurred, such as an illegal or anti-social act, or a corporate scandal, Daiwa AM
previously opposed the reappointment of all candidates for Director or Audit & Supervisory
Board Member. However, from the viewpoint of continuity of management operations and
the effectiveness of measures to prevent recurrence, the criteria on corporate scandals
have now been changed such that Daiwa AM will only oppose the reappointment of
those candidates who have been deemed responsible for the event in question.

Criteria under Japan's Company Act have been amended to require companies listed on
the Prime Market of the Tokyo Stock Exchange to have at least two outside directors,
with outside directors comprising at least one third of the membership of a company's
board of directors (at least two outside directors and more than half of the membership
of the board of directors for companies with a parent company or majority shareholder).

Daiwa AM previously used the ratio of short-term liquidity to total assets or turnover
as an indicator of the inadequate utilization of shareholder equity despite a company
possessing extensive shareholder equity or cash assets. However, we have now
decided to use the ratio of net cash to total assets as an indicator after deeming that
it would be more desirable to gauge the presence or absence of surplus cash using
net cash with interest-bearing debts deducted. At the same time, we have raised the
minimum DOE threshold to take into account values of current market averages.

As a company's decision-making organ, the board of directors makes judgments that
enhance its corporate value. As such, Daiwa AM considers it desirable that a board of direc-
tors be comprised of members with a diverse range of skills and attributes. In particular,
the appointment of women, who make up around half of the general population, can be
regarded as an indicator of diversity. With this in mind, in March 2021, we first established
criteria regarding the requirement that at least one female corporate officer (i.e. director or
auditor) be appointed at companies included in the TOPIX 100 index. Since then, a majority
of the companies included in the TOPIX 100 have appointed female corporate officers. In
addition, for those companies which have yet to do so, we confirmed that proactive in-
house efforts for the training and development of female corporate officers through
engagement and other means were underway. Therefore, the scope of these criteria

has been extended to encompass companies included in the TOPIX 500 index.

5.

Criteria relating to
cross-shareholdings

6.

Criteria relating to
executive
compensation/
allocation of new
shares to third parties

Having excessively high levels of cross-shareholdings has the potential to lead to
reductions in capital efficiency as well as reductions in management discipline. For
this reason, in March 2021, Daiwa AM instituted criteria regarding cross-sharehold-
ings. Our policy previously allowed for a given level of cross-shareholdings used in
conjunction with ROE, and provided that management was being conducted to
ensure high capital efficiency. However, it has since been decided not to allow use in
conjunction with ROE, as we concluded that companies with high capital efficiency
should be aiming to further improve ROE by reducing cross-shareholdings. At the
same time, we decided to disclose the reference values for excessive ownership at
Daiwa AM from the viewpoint of clarifying the criteria used to reach decisions.

In the past, the threshold for determining if a sweeping dilution of share value due
to the introduction or revision of a stock compensation scheme was more than 10%
of the total number of shares issued or outstanding. However, this criterion has
been lowered to at least 5%, as it could be deemed that, at 10%, the financial loss
due to a dilution of existing shareholders could exceed any incentive effect for com-
pany executives and others. Based on this approach, the criteria for determining
dilution in disposal of treasury shares as a result of allocation of new shares to third
parties with respect to a foundation have also been lowered to at least 5%.

Issues for Ongoing Consideration

Effectiveness of
outside directors

Cross-shareholdings

Daiwa AM has deemed that determinations on the independence required of outside
directors should be made subject to more stringent criteria. While we do not currently
require that outside directors satisfy the status of independent directors when deter-

mining the numbers of outside directors, we will actively consider incorporating deter-
minations on the number of independent outside directors going forward.

At present, the reference value for excessive ownership of cross-shareholdings is
20% or more of net assets. However, we will actively consider lowering these numer-
ical criteria going forward. Daiwa AM also recognizes that the practices of requesting
that business partners own shares in a company or of refusing approaches to sell
shares in a company are problematic. We will seek improvement at companies
engaged in these practices through engagement, and deliberate on the incorpora-
tion of this into our criteria for proxy voting going forward.

+ WEB Please visit our company website for more details of these and other issues for consideration (in Japanese).

- https://www.daiwa-am.co.jp/company/managed/revguideline.pdf
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Proxy Voting Process

Proxy voting is implemented by means of a painstaking process that reflects the know-how obtained through
constructive dialogs with investee companies. Daiwa Am is also committed to deepening our mutual understanding by
engaging in constructive dialogs with investee companies through the proxy voting policy and outcomes, thereby
contributing to enhancements to the corporate value of investee companies.

Constructive engagement
with investee companies

Proxy Voting Policy

Careful scrutiny of the proposal

(1] Proposal where the determination as to (2) Proposal where the Proxy Voting Policy (3] Proposal where it is determined that

specifies that the proposal requires specified deliberation is required in this
specified deliberation case

whether to vote in favor must be made
on the basis of the Proxy Voting Policy

Specified deliberation (Stewardship Committee)

Determination as to whether to vote in favor of the proposal

Exercise of voting rights

Specified disclosure of the outcome of the exercise of voting rights
(Reasons for decisions in favor or against are included in the remarks column for proposals for which specified deliberations were conducted)

Case Studies of Proposals Subject to Specified Deliberations

Case study of votes in favor of or against proposals at variance with the Proxy Voting Policy

Proposed by Proposaltype  Decision Reasons

This proposal would not be opposed on the basis of Daiwa AM's policy on the exercise of voting
rights. However, the stock price of Investee Company A has remained stagnant for a long time
period, and the fund manager petitioned for specified deliberations on the election of a CEO

Case study in which specified deliberations were prescribed under the Proxy Voting Policy

Proposed by Proposal type Decision Reasons

Investee Company C received a shareholder proposal requesting that they include informa-
tion relating to Group governance and the effectiveness of Group governance for listed
subsidiaries in its corporate governance report.
Daiwa AM stipulates that “decisions take into consideration the status of corporate initia-
Proposal tives and impacts on the execution of duties in proposals calling for expanded scope of
relating to disclosures and enhancement of initiatives relating to ESG,” with the Stewardship Committee
Articles of deliberating on the proposal.

Incorporation As a result, we decided against the shareholder proposal due to there being no evidential
basis for its reasoning (namely that there was a high risk of conflict-of-interest transactions with
listed subsidiaries). In addition, the decision to vote against the proposal was based on Com-
pany C having included details of policies relating to Group management and listed subsidiaries
as required by the Corporate Governance Code in its corporate governance report.

Shareholder Against

Investee Company D received a shareholder proposal requesting detailed disclosure in its
annual report as to how its policy on executive compensation promotes the achievement of
targets for the reduction of greenhouse gas emissions.

Daiwa AM stipulates that “decisions take into consideration the status of corporate initia-

Proposal tives and impacts on the execution of duties in proposals calling for expanded scope of
Shareholdér relgting to In favor disclosures and enhancement of initiatives relating to ESG,” with the Stewardship Committee
Articles of deliberating on the proposal.
Incorporation As a result, we voted in favor of the shareholder proposal as it was deemed that directly

linking the executive compensation to the achievement of greenhouse gas emissions reduc-
tion targets would be of benefit to Company D as an important mechanism to encourage
efforts by the management team to achieve decarbonization targets, and that it would con-
tribute to an enhancement of the corporate value.

H Appoin;ment . and COO, With the Stewardship Committee delibgrating on thg matter.
Company or dismissal of  Against As maximizing corporate value and managerial responsibility were the issues under
Directors deliberation, Daiwa AM voted against reappointment of both the CEO and the COO, having
deemed that management was responsible for failing to implement the robust measures
required to enhance corporate value and of precipitating the long-term slump in stock prices,
despite repeated engagement with the management team over the course of five years.
While Daiwa AM's Proxy Voting Policy would be to oppose the reappointment of director
candidates who had held office for three or more consecutive terms at Company B, an
investee company which had returned losses over three consecutive quarters and had a
price-book value ratio (PBR) below 1, the fund manager proposed that the criteria in the
Tha Appoin;ment Policy did not apply to this case, with the Stewardship Committee deliberating on the matter.
company or dismissal of In favor As extraordinary losses were the reason for the deficits, and because operating profit
Directors increased and highest income was anticipated in the next quarter, with net profit also

anticipated to return a surplus due to the elimination of transient factors and the prospect of
structural reform, Daiwa AM deemed that the current management team's efforts for
business reform and corporate value creation had been successful, and that the criteria in
the Policy did not apply, thus voting to approve the proposal to reappoint the directors.

Case Studies of Engagement Relating to Proxy Voting

Relationship between proxy voting and engagement

Daiwa AM will oppose the reappointment of representative directors at companies with serious issues
relating to ESG, where improvements have not been seen despite continuous engagement, or repeated
offers of engagement have been refused. In addition, depending on the nature of engagement, decisions
which differ from the criteria for exercise of voting rights may be made, from the viewpoint of improving
medium- and long-term corporate value and sustainability of the investee company.

Engagement case study: Company E

Overview
Investee Company E did not have a single female director in the membership of its board of

directors, and failed to put this up for discussion at the shareholder meeting.

Daiwa AM's Proxy Voting Policy is to oppose candidates for reappointment as
representative director or representative executive officer at a company that is
D \J included in the TOPIX 500 index if the company does not have at least one female
, director in the membership of its board of directors; or at least one female auditor, in
Daiwa AM's policy companies with audit and supervisory boards. Daiwa AM undertook engagement
with the company in question on the status of initiatives to promote the participation
and advancement of women as well as their approaches to diversity.

As a result of engagement, it was confirmed that the company recognized the

@ necessity and importance of diversity on the board of directors, and that specific
D\ initiatives to promote the appointment of female directors were being made.
Results of Daiwa AM thus voted in favor of the proposal to appoint a representative
engagement director.
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Proxy Voting Outcomes and Trends

In 2022, proxy voting rights were exercised for 2,431 Japanese companies. The following table shows the statuses of
votes by proposal for the three years past.

Proposals relating to Total
company proposa|s M in favor M Against

2021 22,064 1,792
2020 22,222 2,479,

Proposals relating to company organization

Appointment and dismissal of Appointment and dismissal of
Directors Corporate Auditors

M In favor M Against

Appointment and dismissal of
Accounting Auditors

M In favor M Against M In favor M Against

Proposals relating to Executive compensation

2022 16,650 1,337,

2021 15,415 1,234

2020 15,099 1,643

Executive compensation Payment of retirement benefits for

retiring Executives In principle, Daiwa AM is opposed
to the payment of retirement
benefits but in favor if payment of

final benefits is put forward for

M In favor M Against M In favor M Against

2022 888 65 2022 |47 98 discussion to coincide with
payments.
2021 974 105 2021 43 90
2020 739 117, 2020 143 39
Proposals relating to capital policy
Appropriation of surplus Introduction, revision or abolition of ( h

Daiwa AM opposes the introduction
or continuation of pre-introduction

takeover defense measures

M In favor M Against M In favor M Against takeover defense measures. For
2022 2022 “ contingency-introduction takeover
defense measures, we scrutinize
2021 1,478 39 2021 the nature of these measures and
base decisions in favor or against
2020 RIS o I | e o consderngcetals such

as the particular scheme, as well as
Other proposals relating to capital policy*?> | Plans to enhance corporate value

prop g pital policy on the part of both the purchaser
and the investee company.

Organizational restructuring®’
M In favor M Against

M In favor M Against

\,
2022 2022
*1 Includes proposals relating to mergers, business
transfers, corporate splits, etc.
*2 Includes proposals relating to treasury stock
2020 2020 “ acquisitions, reduction of statutory reserves,
increase in allocation of new shares to third
parties, capital reduction, reverse stock splits,
. . . issuing of classified stock, etc.
Proposals relating to Articles of Incorporation Other
M Infavor M Against 2022 2,419 173 M In favor B Against 2022 n

: Total
Proposals relating to T ota
proposals by

shareholders 2022 |1 et

2021 W/ 161

2020 234

Votes in favor or against proposals by shareholders

|

4

Recently, shareholder proposals have been on the increase, with various such proposals also having been put forward

for discussion this year.

Daiwa AM has based decisions on votes in favor of or against shareholder proposals on the following approach,

principled on the application of our Proxy Voting Policy.

Approach to major shareholder proposals

® Appropriation of surplus: Decisions made from the perspective of improvements to corporate and shareholder
value over the medium- and long-term following a comparison with the company’s proposal

® Treasury stock acquisitions: Consideration of the company’s use of shareholder equity, cash flow and other factors

¢ Sale of cross-held shares (proposals to amend the Articles of Incorporation): Consideration of the
appropriateness of cross-shareholdings; measures to reduce cross-held shares; period of sale sought by
shareholder proposal; appropriateness of share quantity to be sold, and other factors based on the status of

company’s use of shareholder equity

¢ Disclosure of capital costs (proposals to amend the Articles of Incorporation): Consideration of the company's
disclosure statuses (including engagement) for their medium-term management plan, capital policy and growth

strategy, with the capital costs of the company in mind

® Proposals seeking responses to climate change (proposals to amend the Articles of Incorporation):
Consideration of climate change initiatives and disclosure statuses of the company

Approach to proposals to amend the Articles of Incorporation

Daiwa AM bases decisions on shareholder proposals put forward for discussion as proposals to amend the Articles

of Incorporation from a combination of the following perspectives.

(D Whether the inclusion of this information in the Articles of Incorporation will be an obstacle to the business devel-

opment of the company in question

@ Whether the content of the amendment is appropriate for inclusion in the Articles of incorporation

Aggregate Data 022

Proposal on appointment and dismissal of directors
Breakdown of reasons for decisions against proposals

I Conflict with criteria on
independence of directors 502

I Conflict with performance criteria 464

M Insufficient number or board
composition of outside directors 226

Corporate scandal, etc. 70
. . . |
Decisions against u 'S%%?gﬂgfégrugéﬁﬁ:yon of 17
M Insufficient measures to reduce
1 3 3 7 cross-shareholding 13
’ M Issue with attendance status or
unknown attendance rate 13

1 Insufficient information disclosure 10

[T Conflict with criteria on female
corporate officers

[ Introduction or continuation of
takeover defense measures 4

W Other 12

The most common reason for decisions
against is conflicts with Daiwa AM's criteria
on the independence of directors.

Regarding outside directors and outside
corporate auditors, we base decisions to vote
for or against proposals for the appointment
of a candidate primarily on the fulfillment of
the requirements for status as independent
directors, but also consider factors such as
their tenure and attendance rates.

Further, in addition to performance
criteria and effective use of shareholder
equity, we consider the make-up of the board
of directors, taking into account the number
and board composition in terms of outside
directors and female directors, in decisions as
to whether to vote for or against proposals to
appoint representative directors.

For the results of proxy voting for investee companies, Daiwa AM discloses its decisions relating to individual investee
companies and proposals the month after the general shareholders meetings are held (in Japanese).

) https://www.daiwa-am.co.jp/company/managed/voting.html
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» Engagement for passive fund

e Internal ESG study meeting voting platform

e Joined the Japan Stewardship

Initiative (JSI)

e Internal ESG study meeting

¢ ,
|
January March

February April

® Published the English-
language version of the
Stewardship Report 2021

e Published the Stewardship
Report 2021

* Senior Managing Director
Yuka Shimada introduced
Daiwa AM's ESG investment
measures in an article in
Weekly Toyo Keizai magazine

TOPICS 1

e Alterations made to the proxy

Further Enhancement of Stewardship Activities

Main Initiatives Implemented in 2022

e Signed a comprehensive business tie-up
agreement with the Drucker Institute

e Held the 2nd ESG Meeting

e Revised the General Policy on Steward-
ship Activities (Domestic Stocks)

e Internal ESG study meeting

May

June

Shimada attended an ETF
Conference (organized by S&P
Dow Jones Indices) and gave a

talk on ESG evaluation issues and

utilization
e Formulated ESG Fund
Classification Standards

2nd ESG Meeting

¢ Revised the Proxy Voting Policy
e Senior Managing Director Yuka

Daiwa AM has been working to strengthen its ESG-related
dialog with investee companies. In recent years, there has
begun to be a more widespread awareness of the impor-
tance of not just environmental (E) and governance (G)
issues, but also social (S) issues. Against a background of a
growing focus on intangible assets within the S field, in May
2022, Daiwa AM held an online ESG Meeting on the theme
of "Human Capital Strategy,” with Senior Fund Manager
Nakayama acting as moderator. The theme of “Human
Capital Strategy” is one that investee companies have also
shown growing interest in over the past few years.

The meeting took the form of a discussion involving
representatives of seven companies, including companies
that presented case studies of cutting-edge initiatives
relating to “Human Capital Strategy” and companies which
have recognized that this is an important management
issue and which are working enthusiastically to address it.
Another 20 companies that are considering strengthening
their initiatives in this area, which they anticipate will be
very important in the future, sat in on the discussion.

The companies that collaborated on this meeting
include many firms that are leaders in their respective
industries. We believe that these efforts will not only
enhance the quality of our ESG management, but also help
us, as an investment management company, to contribute
to society by enhancing the value of Japanese companies.

The 2nd ESG Meeting in progress

The meeting participants included managers and com-
pany officers responsible for human resources affairs,
who introduced case studies of cutting-edge initiatives
that their company had implemented. The case studies
presented at the meeting focused on the integration of
human resources strategy with management strategy,
introduced the kinds of problems that were encountered,
what measures were adopted to address them, and what
issues the company in question is facing now. With com-
panies that are currently facing problems asking other
participants for their views on how to address this kind of
issue, the meeting provided an opportunity for in-depth
discussion regarding corporate value.

After the meeting, Daiwa AM received very positive
feedback from the participating companies, and Daiwa
AM is considering continuing to hold similar events in the
future.

e Revised the ESG Materiality
Forum

e Signed an agreement for joint

e Participated in the TNFD

research on intellectual

property and intangible assets

with Professor Kazunari

Sugimitsu (Kanazawa Institute
of Technology (KIT)
Toranomon Graduate School)

and Professor Hirofumi
Tatsumoto (University of

Tsukuba Graduate School)

July September

August October

e Signed up to the Investor Agenda
(COP27 Policy Recommendations)

e Participated in a TNFD forum

e Internal ESG study meeting

e Took part in a Bloomberg
Investment Contest

e Senior Fund Manager lori Nakayama
attended the Human Resources
Governance Leaders Conference
and gave a talk on engagement in
relation to intellectual property

TOPICS 2

Joint research on intellectual property
and corporate value

Daiwa AM is undertaking joint research with Professor Kazunari
Sugimitsu of the Kanazawa Institute of Technology (KIT) Torano-
mon Graduate School of Innovation Management and Professor
Hirofumi Tatsumoto of the University of Tsukuba Graduate School
of Business Sciences on the impact that disclosure of information
relating to intellectual property, etc. has on corporate value.

From the perspective of improving long-term corporate value,
Daiwa AM has been engaging with companies while studying
non-financial information, with a particular focus on governance,
climate change response, and human capital strategies. The joint
research with Professor Sugimitsu and Professor Tatsumoto aims
to examine the growing impact of these ESG factors and IP strate-
gies (including R&D) on corporate value, which is closely con-
nected to a broad range of management foundations.

By integrating the two professors’ academic insights with
Daiwa AM's concrete survey results and experience of under-
taking dialog and engagement with companies, Daiwa AM is
able to explore best practice for IP strategy that can lead to
enhanced corporate value, offer recommendations, and fulfill
the role of a responsible investor. At the same time, by

enhancmg investee compa- frr=

Team

e Took part in the NIKKEI Integrated Report Award

e Completed Version 2 of Daiwa AM’s in-house ESG
score system

» Revised the Proxy Voting Policy

* An interview with Daiwa AM President Komatsu,
on the topic of the importance of disclosure in
relation to ESG funds, was published in the
November 2022 issue of Nikkei ESG

o Chief Analyst Yuji Watanabe contributed an
article to the Securities Analysts Journal
(Outlined how to effectively utilize integrated
reports from buy side analysts)

oo

December

November

* Renamed the Stewardship & ESG e Internal ESG study meeting
Department as the Responsible
Investment Department

e Restructured the Engagement

e Participated in Advance
(A stewardship initiative for
human rights and social

issues)
§
\
v. l A v
s O

nies’ corporate value, Daiwa
AM will be able to provide
Beneficiaries with high-quality,
high-performance funds.

Business tie-up with the Drucker
Institute in the U.S.

Daiwa AM has signed a comprehensive business tie-up
agreement with the Drucker Institute (located in California
in the US), which was founded by the American economist
Peter Drucker. The content of the agreement includes
granting Daiwa AM the exclusive right to use the Drucker
Score system, which was developed by the Drucker Institute
to evaluate American companies, within Japan, as well as
the collaborative development of a Japanese version of the
Drucker Score for use in relation to Japanese companies.

The Drucker Score is a score calculated by the Drucker
Institute at Claremont Graduate University. It evaluates how
closely a company matches the core principles derived from
Drucker’s five dimensions of corporate performance (cus-
tomer satisfaction, employee engagement and development,
innovation, social responsibility, and financial strength).

The first phase of the collaboration involved the estab-
lishment of an actively-managed American equities fund
using the Drucker Score, which was due to be launched by
the end of March 2023.

Going forward, by dispatching personnel to the Drucker
Institute to learn about the Drucker Score, and by collabo-
rating on the development of a Japanese version of the
Drucker Score and using this in engagement activities,
Daiwa AM is aiming to develop a new Japanese stock index
and new actively-managed Japanese equity funds.
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Self-assessment

Daiwa AM implements periodic self-assessment of the state of Daiwa AM's
implementation of the Principles for Responsible Institutional Investors (Japan’s
Stewardship Code). The measures taken by Daiwa AM in regard to each of the

seven principles of the Code are outlined below.

[@j
Principle
l

Institutional investors should have a clear
policy on how they fulfill their stewardship
responsibilities, and publicly disclose it.

Following the revision of Japan’'s Stewardship Code in
March 2020, Daiwa AM revised its Policies regarding Japan's
Stewardship Code in September of the same year. Daiwa AM
also formulated a General Policy on Stewardship Activities,
and made and announced revisions to its ESG Investment
Policy and its Engagement Policy. In addition, Daiwa AM
revises its Proxy Voting Policy on an annual basis, and
announces the details of these revisions so that as many
people as possible are aware of them.

J\

[@j
Principle
u

Institutional investors should monitor
investee companies so that they can appro-
priately fulfill their stewardship responsibili-
ties with an orientation toward the
sustainable growth of the companies.

@ Daiwa AM positions research on companies as a key
part of its business activities as an asset management
company, and is constantly undertaking the wide-ranging
collection of information through both internal and exter-
nal networks, with the company's corporate research
analysts playing a central role, and striving to maintain an
accurate picture of the current state of companies.

Information and knowledge obtained through dialog with
investee companies are managed and shared using Daiwa
AM's internal databases, and a framework is being put in place
to identify, at an early stage, any developments that could be
potentially harmful to corporate value. In addition, taking its
approach to ESG as the foundation, Daiwa AM calculates its
own proprietary ESG scores, based on its materiality, which
serve as a reference for investment decision-making and
when implementing portfolio risk assessment.

[%%j
Principle
u

Institutional investors should have a
clear policy on how they manage con-
flicts of interest in fulfilling their stew-
ardship responsibilities, and should
publicly disclose it.

@ Daiwa AM has established a Stewardship Supervisory
Committee, of which more than half the members are
Outside Directors, and has continued to implement sys-
tems to handle conflicts of interest. Furthermore, when
exercising voting rights in relation to companies with which
Daiwa AM has a financial or business relationship, in cases
where Daiwa AM's proxy voting guidelines require specific
determination, in principle Daiwa AM will follow the recom-
mendations of an external specialist organization.

[@j
Principle
l

Institutional investors should seek to arrive
at an understanding in common with
investee companies and work to solve
problems through constructive engage-
ment with investee companies.

f /\/“

@ Daiwa AM has formulated an Engagement Policy in
relation to engagement with investee companies, and
this Policy clearly stipulates the major perspectives that
Daiwa AM emphasizes in relation to engagement, includ-
ing key ESG issues. In 2022, Daiwa AM formulated its
vision of best practice for the realization of sustained
corporate value enhancement by investee companies.
Daiwa AM's corporate research analysts, fund managers
and Stewardship Team personnel all undertake engage-
ment with companies from their own respective stand-
points in accordance with the Engagement Policy, and
the knowhow obtained through these activities is shared
within the company.

In addition, Daiwa AM undertakes collaborative
engagement through participation in the Climate Action
100+ and PRI Advance initiatives.

f

[@j

irinciple %2
Principle

0 }

Institutional investors should have a clear policy on
voting and disclosure of voting activity. The policy on
voting should not be comprised only of a mechanical
checklist; it should be designed to contribute to the
sustainable growth of investee companies.

Institutional investors, in principle,
should report periodically on how
they fulfill their stewardship respon-
sibilities, including their voting
responsibilities, to their clients and
beneficiaries.

@ In November 2021, Daiwa AM revised its Proxy Voting Policy.
At the same time, Daiwa AM disclosed potential changes to the
Proxy Voting Policy that were currently under consideration, and its
expectations with respect to investee companies, in an effort to
make disclosure more useful for dialog. With regard to voting activ-
ity, Daiwa AM has sought to implement disclosure in the month
following the month in which the annual shareholder's meet-

ing is held, has started to provide more detailed informa-
tion regarding the grounds for voting decisions, and
is striving to realize disclosure that is easy to
understand. Starting from the annual share-
holders’ meeting held in August 2022,
Daiwa AM has comprehensively
overhauled its disclosure
format, providing enhanced
convenience.

@ In February 2022, Daiwa AM published its
Stewardship Report, which outlined the main
content of Daiwa AM's stewardship activities.

[@j
Principle
0

To contribute positively to the sustainable growth of investee companies, institutional
investors should develop skills and resources needed to appropriately engage with the
companies and to make proper judgments in fulfilling their stewardship activities based on
in-depth knowledge of the investee companies and their business environment and con-
sideration of sustainability consistent with their investment management strategies.

@ Daiwa AM has established “Enhance Global Sustainability” as part of our action guidelines, and we are taking systematic
measures that will contribute toward the sustainable growth of society.

Daiwa AM's Responsible Investment Department includes corporate research analysts who are also concurrently
assigned to the Active Fund Management Department Il, and are able to share information obtained through engagement
with investee companies. The knowhow obtained in this way is effectively utilized in in-house ESG score calculation and in
corporate value assessment. In addition, in May 2022, Daiwa AM held a second meeting for the exchange of views regarding
ESG, attended by representatives of seven investee companies. Besides the dialog between Daiwa AM and the investee com-
panies, this meeting also provided an opportunity for the investee companies to share information among themselves.
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Message from Director Responsible for Stewardship and ESG

We aim to engage in
Co-Creating sustainable value
in our investee companies,
contributing to securing
high-quality medium- ana
ong-term returns.

Integrating non-financial information into the asset management process
for a systematic, multi-layered approach

Prerequisites in our aim to contribute to our cus-
tomers' medium- and long-term asset formation
are the realization of a sustainable society and the
sustained growth of the companies in which we
invest. We believe that in a rapidly changing envi-
ronment, non-financial information is becoming
increasingly important for analysis and evaluation

from a long-term perspective. We thus integrate
non-financial information, including ESG factors, in
our company evaluations as an inseparable part of
our asset management process. Our asset man-
agement staff, including analysts, fund managers,
Stewardship Team, work in mutual cooperation
with a systematic, multi-layered approach.

Engaging with investee companies and utilizing external data and

knowledge

Our investment philosophy is to have a better under-
standing of our investment targets, markets and
human behavior so that we can engage in systematic
efforts. When working to understand an investment
in, for example, a company, it is important to under-
stand not only its performance as a result of its busi-
ness activities and the distribution of that

performance. We also need to have a deep under-
standing of the management foundations responsible
for generating those results (financial, manufacturing,
intellectual, human, social and natural capital). An ESG
evaluation is nothing more than a process for better
understanding a company in light of societal changes
and demands.

Daiwa AM ESG evaluations are divided into risks
and opportunities, and are designed to provide a
detailed understanding of how efforts to address ESG
issues impact corporate value. In addition to mitigation
of sustainability-related risks, we evaluate how the
social value of an investee company is linked to its cor-
porate economic value as it engages in business with
high social value. In evaluating opportunities, we look
closely at the hopes and potential for realizing social
value; the existence of a management foundation
capable of realizing social value; the scale and potential
of economic value; and the time frame in which that
economic value is factored into corporate value.

In this ESG evaluation process, we emphasize con-
structive dialog (engagement) with our investee com-
panies. Through this engagement, we affirm the
company's value creation story and its effectiveness,
deepen mutual understanding, and work with the
investee companies to achieve the creation of new
value. This is not limited to a one-on-one format

between Daiwa AM and its investees. We believe that
providing companies with opportunities to share with
other companies the concerns they have in address-
ing ESG issues, and to gain insights into their own
sustained growth and improvements to governance
from other companies’ case studies will also lead to
the co-creation of enhanced corporate value. This
becomes a valuable opportunity for us as well, to
collect information unavailable through one-on-one
dialog and to deepen understanding.

In working to understand an investment target,
there are naturally limits on the scope of analyses
that can be conducted in-house, so it is necessary to
utilize outside data and knowledge. External data,
like our own ESG scores, is a condensed version of
the approaches emphasized by each company. Still,
we believe that using such data with an understand-
ing of the characteristics of and differences between
them can be a great complement to engagement
and corporate value assessment efforts.

We emphasize the creation of systems to enhance knowledge and skills

To achieve results that go beyond individual capabili-
ties, it is important to create systems that enhance the
knowledge and skills needed in providing Beneficiaries
with high-quality medium- and long-term returns.

We have put together best practices for investee
company management, along with an Analyst
Handbook, the Business Strategy Case Studies, and
ESG Materiality Iltem Summary with the goal of con-
tributing to the development, cultivation and shar-
ing of knowledge in the ESG evaluation and
engagement process.

Daiwa AM's proprietary long-term theoretical stock
price calculation model encompasses the intrinsic
value of the stock and its reasonable stock price,
which incorporate the ESG evaluation. As mentioned
earlier, ESG evaluations are separated into risks and
opportunities, each of which is quantified under cer-
tain rules and adjusted in the model for factors such
as cost of capital and sales growth rate. This ESG eval-
uation is also reflected in our proprietary ESG score,
which also takes into account a quantitative approach
from our Quantitative Research.

Information needed in making investment deci-
sions, including ESG scores and engagement details,
is stored in our in-house information infrastructure, a
system that allows anyone involved in asset manage-
ment to utilize the information. ESG issues for each
engagement are determined through discussions

between analysts, fund managers and the personnel
responsible for proxy voting, and the management of
engagement milestones is also shared. In addition to
engagement with important ESG issues that vary by
company, we also strategically engage in ESG issues
that we feel are especially important.

Dialog with the overseas asset management
companies of our business partners is also valu-
able in improving expertise and strengthening our
systems. This not only allows us to gain an under-
stand of situations overseas and their implications
for Japan, but it also provides insights into new per-
spectives and approaches in ESG evaluation and
investment decisions.

The environment and social demands surround-
ing companies change over time, and those ESG
issues that are important for corporate sustainability
will also change. Our goal at Daiwa AM is to build a
structure flexible enough to also respond to the
changing times. In ESG evaluations and integration,
our organization will continue tirelessly not only to
improve the expertise of our asset management staff,
but to refine our processes, make use of outside
resources, and consider other multi-faceted steps to
improve our operations and be flexible in execution.
Our goal is the co-creation of sustainable value in our
investee companies, so that we may contribute to
securing high-quality medium- and long-term returns.
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Organization Chart

[Direct Supervision of the President]

Internal Audit Department

[Corporate Planning]

Corporate Planning Department

[Human Resources]

Human Resources Department

[Finance]

Finance & Corporate Accounting Department

[IT & Business Process Management]

IT & Business Process Management Department

[Fund Operations]

Fund Operations Department

[Legal & Compliance]

Legal & Compliance Department

[Risk Management]

Risk Management Department

Fund Management Division

Investment Planning Department

Global Business Department

Responsible Investment Department

Research Department

Beta Management & Investment Solution Department
Advisory Fund Management Department

Active Fund Management Department |

Active Fund Management Department Il

Marketing Division
Marketing Planning Department
Wrap/ETF Business Department
Disclosure Department
Product Planning Department
Financial Institutions Department |
Financial Institutions Department ||
Financial Institutions Department Il
Financial Institutions Department IV
Financial Institutions Department V
Institutional Marketing Department

Pension Business Department

As of April 1, 2023

Corporate Governance Structure

At Daiwa AM, the Board of Directors is responsible for
important decision-making on management and over-
seeing the execution of duties by respective directors. As
a company with an Audit & Supervisory Board, the per-
formance of duties statuses of respective directors are
meanwhile audited independently of the Board of Direc-
tors by the Audit & Supervisory Board Members and the
Audit & Supervisory Board.

The Board of Directors is comprised of individuals
with high ethical and moral standards, in addition to

Executive Committees

operational experience or specialist expertise. As of
December 31, 2022, the Board of Directors was made
up of 12 directors (including three Outside Directors,
and one female director). Outside Directors are individu-
als with a wealth of experience and insight from outside
the company, who audit the performance of duties by
directors from an independent and impartial perspec-
tive, and provide advice on management based in their
experience and insights.

Fiduciary Duty Advisory Committee

Stewardship Supervisory Committee

President

Internal Audit Department

Executive Management
Committee

Product Committee System Investments

Risk Management Sustainability Committee

Planning Committee Committee
Committee name Overview Members
FD Advisory Checks and balances on committees, etc. Chair: Outside Director
Committee involved in formation and management of funds  Members: Outside Directors, Risk Management

Stewardship
Supervisory

Committee stewardship activities

Oversee conflict of interest management in

Chair: Outside Director
Members: Outside Directors, Legal &
Compliance
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Risk Management

At Daiwa AM, we are striving to enhance our risk manage-
ment systems by actively involving management in risk
management; developing risk management systems
aligned to the characteristics of the company's particular
risks; identifying overarching risks based on integrated risk
management; and making efforts to clarify the risk manage-
ment process, all based on the general policies on risk
management as determined by the Board of Directors.

The Risk Management Committee is established as a
sub-committee of the Executive Management Commit-
tee and is involved in the identification of major risks,
namely risk events of extreme consequence in terms of
impacts on management. It also determines specific
measures for risk management and monitors the Key
Risk Indicators (KRI) for major risks, while reporting regu-
larly on the status of various risks.

Daiwa AM defines investment risks (exposure risks
for trust properties of investment assets and contract
assets of discretionary investment contracts), opera-
tional risks (risks pertaining to the company’s opera-

Compliance

Daiwa AM’'s Compliance Framework

As an asset management company, Daiwa AM are
expected to fulfill our social responsibilities, including
those relating to stewardship, while managing the valu-
able assets of our customers and achieving the greatest
possible performance on investment purposes. Compli-
ance challenges have a direct bearing on management
at asset management firms, while also being intimately
linked with all aspects of asset management operations.
This makes it imperative that we establish an increasingly
advanced and specialized compliance framework.

In this context, the Legal & Compliance Department
at Daiwa AM play the role of a “navigator” to support the
undertakings of the company's officers and employees
from legal perspectives, and as a “guardian” to support
the appropriate management and control of compliance

FY2022 Compliance Initiatives

The four compliance initiatives in FY2022 are given on
the right. These initiatives are formulated and developed
as compliance programs after obtaining the approval of
the Board of Directors. Progress reports are given to the
Board of Directors on a quarterly basis and made avail-
able for viewing to all company officers and employees
via the in-house intranet. Our Legal & Compliance
Department are aspiring to becoming industry leaders
while supporting each and every company officer and
employee in the execution of their work duties while
taking ownership of the risks involved in such.

tions), and financial risks (risks pertaining to the
company's financial activities) as risks to be managed,
and has established methods for the management of
each of these risk categories.

In managing investment risks, the company has
defined and implements monitoring for the three sub-
categories of risk of market risks, credit risks, and liquid-
ity risks.

Operational risk management meanwhile is divided
into the seven sub-categories of risk of administrative
risks; system risks; information security risks; compliance
risks; legal risks; human risks; and tangible assets risks.
We have designated the personnel with jurisdiction over
these respective risks and are conducting Risk Control
Self-Assessment (RCSA) as part of our preemptive activi-
ties, while formulating measures to prevent operational
risks from recurring.

For financial risks, management is implemented based
on the establishment of holding limits on investment secu-
rities and credit limits on deposits, among other steps.

risks. This is to ensure that an autonomous awareness of
compliance is fostered among each and every officer
and employee, as well as to enable them to execute
waorking duties oriented by their “Visions” (the futures
they aim to create) and facilitated by their “Values”
(guidelines for their actions).

First-line (sales) divisions
Risk Ownership

Second-line
(administrative) divisions

Legal & Compliance Department
Navigator & Guardian

® Enhance compliance support for all departments, in
particular those on the front-line

¢ Strengthen Legal & Compliance Division’s ability and
capacity to respond to enquiries and offer
consultation

¢ Collate and simplify access to internal compliance

data

* Distribute compliance data internally in a timely

manner

Data

Greenhouse Gas Emissions

(tCO2)
FY2020 FY2021
Scopel+2*! 455.8 79.0
FY2021 FY2022
Scope3*?
Category 6 Business trips*? 74.7 224.8
Category 7 Employee commuting*? 103.0 125.2
Category 8 Upstream leased assets** 8.9 6.3
*1 Aggregation periods are April 2020 to March 2021, and April 2021 to March Notes:
2022 1. Calculated using data obtained from Tokyo headquarters and overseas
*2 Aggregation periods are January to December 2021, and January to December subsidiaries
2022 2. Calculated in accordance with methods stipulated under the Act on the

*3 Business trips, employee commuting: Calculation based on amount of
transportation expenses paid out

*4 Upstream leased assets: Calculation based on fuel amounts for leased vehicles
employed as company cars

Rationalization etc. of Energy Use and the Act on Promotion of Global Warming
Countermeasures (disclosure figures are rounded off).

. Since April 2021, Daiwa Securities Group, Inc. have transitioned to renewable
energy sources for electricity used at the group’s headquarters building, which
houses all Group companies, including Daiwa AM.

w

Financial Data

(Million yen)
FY2017 FY2018 FY2019 FY2020 FY2021
Operating revenue 83,244 76,725 70,134 65,906 74,948
Operating profit 18,411 16,572 14,525 14,067 18,551
Ordinary profit 18,741 16,961 15,629 14,616 19,089
Current net profits 12,670 11,870 10,566 9,389 12,738
Change in Assets under Management
(Trillion yen)
25 23.6

22.6

20

17.5
158 .o 161 172
15 .
118 13.2
10
5
0

March 31, March 31, March 31, March 31, March 31, March 31, March 31, March 31, March 31, March 31,
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

16.4

Human Resources and Related

December 31, 2021 December 31, 2022

Ratio of female employees 39.0% 40.4%
Ratio of female managers 9.9% 14.1%
Ratio of female members of the Board of Directors 9.1% 8.3%
Ratio of female employees hired*’ 33.3% 57.1%

Men 15.6 years
Women 14.5 years

Men 15.8 years
Women 14.8 years

Difference in average duration of service between men
and women™*'

Employment rate of persons with disabilities 2.1% 2.4%

Average overtime per worker per month*' 12.9 hours 10.5 hours

Percentage of paid leave taken*’ 78.7% 82.7%
Male 100% Male 100%

Percentage of childcare leave taken*'

Female 100% Female 100%

*1 Data is for FY2020 (April 2020 to March 2021) and FY2021 (April 2021 to March 2022)
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Points that customers should be aware of when purchasing units

in investment trusts

When purchasing units in an investment trust, customers should be fully aware of the two key
points to note listed below, and should be sure to read through the investment trust prospec-
tus for the investment trust in question, before making a decision as to whether or not to

invest based on their own judgement.

Key points to note: @ Regarding the fees payable by customers (ssuming a consumption tax rate of 10%)

Type Fee rates Fee details Projected amount of fees payable
(amounts are calculated based on the
maximum fee rates shown to the left)
Fees payable by the | Handling fee 0to 3.3% Compensation for product explanation | The maximum fee payable will be
customer directly payable at the (tax or provision of product information at 33,000 yen if 1 million units at the net
time of included) | purchase, provision of investment asset value of 10,000 yen will be
purchase information, and executing transaction | purchased
Redemption fee | 0 to 0.5% Deducted from the proceeds of The maximum fee payable will be
(amount to be redeemed amount and transferred to 5,000 yen if 1 million units at the net
retained in fund trust assets to cover expenses, etc. asset value of 10,000 yen will be
assets) required for redemption redeemed
Fees payable by the | Management Annual Compensation received by the three The maximum fee payable will be
customer indirectly, | fee (trustee rate of parties of sales company, manage- around 55 yen per day if 1 million
from the trust revenue) 0to 1.98% | ment company, and trustee company units at the net asset value of 10,000
assets (tax from the trust assets as investment yen will be held
included) | and management expenses for units
in investment trust
Other fees and | Auditors’ compensation, handling charges payable on the purchase or sale of marketable secu-
handling rities, fees payable on transactions involving futures contracts or options, fees payable for
charges custody of assets overseas, etc. are payable from the fund assets. With regard to other fees
and handling charges, these will vary depending on the management status, so it is not pos-
sible to give fee rates, upper limits, etc. in advance.
Notes:

1. Types and fee rates of expenses will vary by sales company and individual investment trusts. The above fee rates for expenses are those of standard investment
trusts managed by Daiwa Asset Management. As part of funds that invests in other funds, management and administration expenses for investment trusts in which
funds will be invested are charged separately. Some investment trusts may also charge fees based on the performance of investments or handling fees for

redemption.

2. As the total amount of handling fees, etc. will vary depending on how long the investor holds the fund, these cannot be shown here.
3. As this will vary depending on the investment trust, please contact the sales company for more details. You may also refer to the investment trust prospectus for more

details.

Key points to note: ® Regarding investment trust risk

As the investment trust invests in marketable securities, the price of which fluctuates significantly, the
net asset value may also vary. Consequently, the original investment amount cannot be guaranteed. All

profit or loss generated by the investment trust must be borne by the investor. An investment trust is not

the same as a savings deposit. Please refer to the investment trust prospectus for the investment trust when
applying, as the risk factors will vary depending on, for example, the securities instrument in which the investment

trust will invest.

The providers of information to Daiwa Asset Management Co. Ltd., including MSCI ESG Research LLC and its affiliate compa-
nies (hereinafter collectively referred to as “ESG Parties”), obtain information from sources believed to be reliable (hereinafter
referred to as “Information”), but none of the ESG Parties give any guarantees regarding the originality, accuracy and/or com-
pleteness of any of the data presented in this report, nor do they give any guarantee, implicit or explicit, regarding the Infor-
mation’s marketability or fitness for any specific purpose. The Information may be utilized only for customers' own internal
use; it may not be reproduced or disseminated in any form, and may not be used as the basis of or as a component in any
financial product, other product or index. Furthermore, none of the Information may be used for the purpose of deciding
whether to purchase or sell any marketable security, or when to undertake such purchase or sale. None of the ESG Parties
will be held liable for any error or omission in relation to the Information, nor will they be held liable for any direct, indirect,
special, punitive, consequential or other damages (including loss of income), even if advance notification was given of the pos-
sibility of such damages.

Important points to note regarding the use of this report

® This report is a Sustainability Report compiled by Daiwa Asset Management Co. Ltd., and should not be construed as a
solicitation to purchase or subscribe to any product. Potential investors should refer to and read the content of the
prospectus of each fund product, available from the sales company, prior to their investment decision.

® The content of this report is based upon sources believed to be reliable, but their accuracy, correctness or complete-
ness are not guaranteed. The performance of investments, if referred to herein, is based on past data and is neither
an indication nor a guarantee of future performance. The intellectual property rights and all other rights relating to the
indexes, statistical data, etc. used in this report are the property of their respective issuers or licensors. The informa-
tion presented in the report was correct at the time of compilation, and is subject to change without notice.

* In cases where the names of individual enterprises are given in this report, these are given for reference purposes
only, and should not be construed as a recommendation of the enterprise concerned. They should also not be con-
strued as an indication or guarantee that the enterprise in question will be included in a particular fund in the future.

° Allimages presented in this report are for illustrative purposes only.
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