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DISCLOSURE ON INVESTMENT MANAGEMENT

Incorporating ESG into Investment Decision-Making

Considerations of ESG factors are embedded in our investment processes. This is driven through the
Investment Governance Framework (IGF), which governs all aspects of investment activity and
represents best practice. With respect to ESG for the Investment function, ESG considerations have
been structurally embedded through, amongst others, our Investment Standards on ESG, Research
Process, and Proxy Voting. The ESG Standard describes AlA's philosophy towards ESG investment,
establishes the Investment function’s focus, the factors to be considered and sets out the functional
ownership of ESG issues.

Given the increasing importance of ESG scores, representing best practice, and the insights that these
can provide, AlA has developed internal ESG scores through our ESG Rating Scorecard. In designing
this, AlA has reviewed and considered ESG assessment methodologies from leading international ESG
ratings agencies and external investment managers. Our ESG Rating Scorecard quantifies the
assessment by AlA research analysts of ESG risks and opportunities in our investee companies, and
scores these across the individual Environmental, Social and Governance pillars. The methodology is
based on a number of weighted factors and material themes, together with a number of industry-
specific factors, and with independent points of reference provided by external data providers. The
overall ESG assessment is then mapped to a five-grade scale from A to E, with A being the highest
grade. The scorecard is designed to complement the fundamental analysis conducted by AIA’s
research analysts. This methodology enhances our existing research process and has been externally
validated to ensure fitness for purpose. It is being implemented within our equities and fixed income
asset classes.

In addition, AIA has also developed a Third-Party Investment Manager ESG Assessment which
considers their ESG practices, including the review of their approach to both ESG engagement with
investee companies and assessment of ESG factors for investment decisions. Based on their responses
in an ESG questionnaire (ESG DDQ) developed by Group Investment, the third-party investment
manager is assigned a rating ranging from ‘A’ (excellent) to ‘D’ (below average).

With respect to consideration of relevance and materiality, the investment team have considered the
factors relating to their specific asset class as follows:

1. Equities

2. Fixed Income
3. Fund of Funds

Equities

The following steps were taken by the equities team in the review of the equity portfolios to assess
the relevance and materiality of climate-related risks :
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1. Relevance: Classify the equity fund as relevant, if the fund contains securities that may be
exposed to climate-related risks.

2. Materiality:

a. List the issues pertaining to climate-related risks that are considered and provide a short
definition to the issues.

b. Using Bloomberg Classification Level 4, classify each sector which may be subject to
climate risks.

c. Aggregate the portfolio holdings exposure of the climate risk sectors identified in 2(b),
above. If the total exposure is more than the Threshold Level*, it will be considered
material and reported to AIMHK Investment Committee members at their next meeting.

d. Monitoring of this process will be performed by AIMHK Compliance team, and portfolios
will be reviewed on a semi-annual basis.

Fixed income

The following steps were taken by the fixed income team in the review of the fixed income funds to
assess the relevance and materiality of climate-related risks:

1. Relevance: Classify the fixed income fund as relevant, if the fund contains debt securities that
may be exposed to climate-related risks.

2. Materiality:

a. Design materiality assessment methodology i.e. using market value of sector or issuer,
identifying classification method and benchmark for assessment.

b. Measure exposures by total market value on each sector for corporate bond fund
(breakdown by Bloomberg Classification Level 4) and each issuer for government bond
fund.

c. Review total actual exposure on defined climate-related risk sector(s) (taking into
consideration of internal and external requirements) and country /region(s)
(compared to ND-GAIN Country Index).

d. Defined as “material” if the total exposure of climate-related risk sector(s) or
country/region(s) is higher than the Threshold Level* of the fund AUM.

e. Monitoring of this process will be performed by AIMHK’s Compliance team, and
portfolios will be reviewed on a semi-annual basis in addition to ad hoc reviews when
there is any significant change.

Fund of Funds (ITCIS and DIS)

Relevance Test: A fund-of-funds (including feeder funds) is considered to have relevant climate-
related risks if any one of the underlying funds fails to meet the following criteria:

1. Investment objective of the underlying funds requires tracking a particular index passively (i.e.
without any discretion); or

2. Investment manager of the underlying funds does not adjust the weights of portfolio
constituents or excludes them from the portfolio based on their ESG ratings; or
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3. Investment manager of the specific underlying funds does not managed the material climate-
related risks of the portfolio constituents through exercising stewardship (e.g. proxy voting)
or engage with index providers to enhance ESG considerations in index design.

Materiality Test: Once a FoFs is deemed relevant, it is considered to have material exposure to
climate-related risk if more than the Threshold Level* of the FoFs’ investment invests in the
underlying funds which is:

1. Rated “D” based on the ESG DDQ; and
2. “2” or below with Morningstar Sustainability Globe Rating; and
3. BBB or below on MSCI ESG Rating.

If the underlying fund does not have either a ESG rating from Morningstar and/or MSCI, the result
will be based on the remaining rating(s).

*Threshold Level in respect of materiality is determined by the members of the AIMHK ESG
Committee to be 30% of the AUM of the fund.
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