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I. Introduction

Regulators around the world are introducing new laws, rules or regulations which
require asset managers to take into account environmental, social and governance

related factors in making investment decisions.

The Hong Kong Securities and Futures Commission (SFC) is no exception.
Following extensive consultation with the asset management industry, Harvest
Global Investments Limited (HGI or we), as an asset manager licensed by the SFC,
is now required to assess whether climate-related risks is relevant and material to

the collective investment schemes which we manage.

Broadly speaking, if climate-related risks are relevant and/or material to the
collective investment schemes which we manage, we will need to comply with
additional (i) governance; (ii) investment management; (iii) risk management; and
(iv) disclosure requirements as set out in the SFC’s Fund Manager Code of Conduct
and SFC’s Circular to Licensed Corporations — Management and Disclosure of

Climate-Related Risks by Fund Managers (Circular).

The purpose of this document is to disclose HGI's governance arrangement for
exercising oversight over climate-related risks and how we take climate-related risks
into account in our investment and risk management processes, including the tools
and metrics which we use to identify, assess, manage and monitor climate-related
risks. We encourage you to read this document in conjunction with our Sustainable

Investment Statement.



http://www.jsfund.cn/plat_files/upload/png_upload/20210719/202107191626692466304.pdf
http://www.jsfund.cn/plat_files/upload/png_upload/20210719/202107191626692466304.pdf

Sustainability Governance

HGI's Board of Directors (Board) aims to integrate management of climate-related
risks and opportunities into our business strategies as part of our sustainability

governance. The Chief Executive Officer (CEO) supports the Board in this regard.

The Board strongly believes that achieving sustainable growth extends beyond
generating profits. HGI has an active role to play as a corporate citizen. Specifically,
we recognise that climate change is one of the most pressing issues of our age and
we strive to accelerating clean economic growth and supporting communities to

transition into a low-carbon economy.

The Board’s key functions as it relates to HGI's sustainable development strategy

include:

overseeing the incorporation of climate-related considerations into

investment and risk management processes;

e approving climate-related goals in line with global and/or local
developments for addressing climate-related issues and overseeing such
goals are being achieved. If the goals are not being achieved, the ESG

team (as defined below) will escalate to the Board as soon as practicable;

e in addition to the CEO’s role as described below, either the Board or the CEO
will assign specific roles and responsibilities to the environmental, social and

governance (ESG) team;

e ensuring there are sufficient human and technical resources for the proper
performance of the duty to manage climate-related risks. These include, but
not limited to, provide training to staff, engage subject experts and acquire

climate-related data from external sources;

e establishing satisfactory internal controls and written procedures to ensure



compliance with internal policies and procedures and regulatory

requirements relating to the management of climate-related risks; and

e developing or approving action plans for managing climate-related risks.

The CEO is responsible for leading our sustainable development strategy. The CEO
also provides support to our Board in fulfilling its responsibility to shareholders and
investors regarding HGI’s sustainable growth and also guides our senior
management team regarding our strategic direction on sustainability. The Board and
the CEO oversee HGI’s senior management who is responsible for the management

of climate-related risks and opportunities.

The CEO evaluates the effectiveness of our sustainability programs and initiatives
and endorses our model of sustainability, priorities, and key indicators. The CEO is
supported by a dedicated ESG team that develops approaches to identify, assess,

monitor, and report on climate-related risks with solutions, as appropriate.

Where possible, HGI aims to limit its exposure to climate-related risks both at the

investment and business levels.

HGI's ESG team will, on an annual basis, prepare written reports to inform the Board
of HGI's exposure to climate-related risks, and the potential effects of climate-related
developments on HGI's sustainable development strategy. These reports will also
be presented to the CEO for review. The Board will meet annually or as more
frequently as needed to evaluate, deliberate and approve the climate-related goals

which the CEO proposes.



Investment Management
Investment Division

At HGI, the CIO (Chief Investment Officer), oversees the integration of climate-risks
related considerations, supported by the ESG team. The investment committee,
which is established as a formal process to manage our investment funds and to
implement our investment strategies, includes the CEO, the CIO and head of ESG
team. The investment committee holds regular meetings to discuss all relevant
strategic issues and risk department comments affecting HGI's investment decisions.
The ESG team also shares their views on climate-related risks and opportunities

during the meeting.

The investment committee decides at the meeting if any assets should be excluded
from the investment universe. The list will be reviewed annually at the investment
committee meeting or as and when the CIO and the ESG team consider necessary,

having discussed with the CEO and/or the Board.

The investment committee also determines at the meeting what climate metrics HGI
should use, and monitor these metrics accordingly. Please refer to the section entitled

“risk management” which discusses the metrics in detail.

The CIO will provide the Board with investment management reports on HGI's
climate-related performance metrics annually. The meeting can also be held on an

ad hoc basis to discuss occasional climate-related issues.
Product Department

The Product Department is supported by the ESG team to oversee HGI's product
pool. The Product Department is responsible for assessing climate-related elements
for all new product launches and for managing the product portfolio in line with HGI's

sustainability strategy.



Risk Division

HGI’s risk management framework’s includes sustainability risk management policy,
which requires HGI to consider climate-related risks in our operating model across
different types of risks. In this policy, we set out sustainability risk factors as well as
roles and responsibilities of all relevant staff related to the management of

sustainability risk factors.



Iv. The processes for identifying, assessing,

managing and monitoring climate-related risks

Addressing climate change must be based on identifying the climate-related risks and
opportunities of assets. On one hand, we identify and assess potential risks that may
affect asset quality and investment returns; on the other hand, we explore long-term
green and low-carbon investment opportunities and assets, optimize asset allocation
structures, enhance resilience against systemic risks, and position ourselves for future

green and low-carbon economic growth drivers.

Climate change-related risks are widely recognized as one of the significant sources
of risk affecting macro-financial stability. Understanding the nature, transmission
channels, and scope of climate-related financial risks from different perspectives and
levels, and scientifically measuring and managing them, are essential steps on the

path to achieving climate goals.

As an asset management institution, we must fully recognize the role of climate risks
in asset pricing and the potential systemic risks that climate factors may pose. The
former primarily refers to the impact of climate risk-induced fluctuations in corporate
value on asset quality and prices. Specifically, transition risks and physical risks can
disrupt industry structures and business models, thereby affecting a company’s
revenue, costs, capital costs, and capital structure. Both types of climate risks
influence asset quality and financial health, altering a company’s credit risk and
valuation levels, ultimately leading to a revaluation of related financial assets. For
example, high-carbon companies may face challenges such as declining repayment
capacity and increased default probabilities in the context of stricter climate
regulations, resulting in a deterioration in the quality of corporate bonds. The latter
refers to the significant impact that financial asset price fluctuations, under extreme
circumstances, can have on financial stability through contagion mechanisms within

the financial system.



Harvest Global primarily relies on the framework recommended by the Task Force on

Climate-related Financial Disclosures (TCFD) to identify and assess the impact of

climate-related risks and opportunities on target assets. Additionally, adjustments and

implementations are localized based on China’s climate policy requirements, industrial

structure, and market development stage.
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Indirectly affecting Harvest Fund's investment product performance, managed scale and income
through impacting underlying asset values

Transition Risk

Policy Risk

With the advancement of
climate regulatory policies,
some high-emission
enterprises may face higher
operating costs (carbon tax)
and compliance costs
(emission standards and
disclosure requirements,
etc.), which may lead to
write-offs or asset
impairments of existing
assets, forming stranded
assets.

Technology Risk

Transitioning to low-emission
technologies may involve
high costs, and failures in
new technology investments
may lead to write-offs and
premature scrapping of
existing assets.

Market Risk

Customer behavior and
preferences are shifting
toward low-carbon emission
products and services. The
attractiveness and demand
for traditional high-carbon
products/services may
decline, potentially leading to
asset repricing or even
cancellation (such as fossil
fuel reserves).

Strengthen identification,
monitoring and
management of transition
risks, such as using
qualitative and quantitative
means including climate
thematic research, climate
databases and climate
transition assessment
models to identify and
assess climate risks,
comprehensively apply
scenario analysis, carbon
exposure calculations and
other methods to quantify
and track risks at the
portfolio level, and
manage risks through
multiple approaches such
as stewardship
management.

Short to
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Short to
Medium
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High

Short to
Medium
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High
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Extreme weather events
(typhoons, floods, etc.) and
long-term climate changes
(global average temperature
rise, sea level rise, etc.) will
cause the following risks to
investment targets, thereby
affecting asset value and
investment returns.

Strengthen the
development of physical

operations. Research and
development of new
technologies and launch of
new products during the
transformation process may
also become potential growth
points for enterprises.

tools to screen and
prioritize allocation to
enterprises that benefit
from green and low-
carbon transformation and
enterprises that are
leading in climate change
response practices.
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HGI have conducted a climate-related risk assessment, encompassing both a
relevancy analysis and a materiality assessment, for all funds under its discretionary

management authority.

For the relevancy assessment, assets are considered relevant to climate change
based on their exposure to transition risks (policy and legal, technology, market shifts
toward low-carbon economies, and reputation) and physical risks (direct impacts of
climate change such as changes of climate and weather patterns, temperature records
and sea level), as well as their contribution to greenhouse gas (GHG) emissions as

defined in HGI disclosure of Management and Disclosure of Climate-Related Risks.

For the materiality assessment, we have conducted qualitative and quantitative
assessment to identify whether physical or transition risk is material to the fund
respectively. To assess physical risk, HGI uses proprietarily-developed Environmental
Scores which incorporate multiple dimensions and metrics related to climate risks,
such as geographical regulatory pressure and environmental conditions that business
operate in, to identify likely impact and risks pertaining to investee companies. The
fund’s Environmental performance ranking below the market average will be regarded
as climate material. In addition, to assess transition risk, HGI has evaluated the degree
of exposure to the following five categories of sectors by the level of impact due to
potential change in climate policy and technology. The position on asset stranding &
transition categories as below takes up a certain portion of total NAV will be considered

as climate material.

Asset category Descriptions

Potential to be stranding or physical assets due to regulatory,

Asset strandin .
g market or technological forces.

Foreseeable reduced demand for carbon-intensive products

Transition — product . . .
and services in near or medium term.

Increased operational and/or capital costs due to carbon
Transition — operationalftaxes or investment in carbon emissions mitigation measures
that leading to evident lower profitability.
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Neutral

Limited exposure to physical and transitional risk or potential

climate risks will be materialized in long term.

Solutions

Potential to benefit from the growth of low-carbon products

13




V. Incorporate relevant and material climate-related

risks into our investment management process

Including climate-related risks in the investment philosophy and investment

strategies:

Most of HGI-managed funds fall under the scope of the ESG Integration Policy, which
was officially announced and published in 2021 and is reviewed on an annual basis.
The policy contains special emphasis for climate-related risks, measured by external
and proprietarily-developed ESG databases and deep-dive ESG and climate
research insights. As a Chinese asset manager, we endeavor to make contributions
towards the China’s “30-60” decarbonisation goals by conducting deep and thorough

analysis on all climate relevant information made available to us.

For most of our managed funds, we implement requirements to exclude issuers with
material ESG risks. For dedicated ESG funds we apply a stricter criterion such as the

ESG Leaders’ position threshold should be met.

Incorporating climate-related data into the research and analysis process - a

data-driven focus:

At HGI, we firmly believe that high-quality ESG and climate data will be the core of a
systematic ESG integration. To achieve such goals, HGI has developed its proprietary
ESG scores covering the entire China A-share market and publish them on China's
leading financial platform, Wind, and Bloomberg, offering the broadest possible

access to the investor community and for free to academia.

Leveraging HGI's local investment expertise and thought leadership, our ESG
scoring features a localised framework backed by solid investment research. Aiming
to build an objective, transparent, and consistent scoring system, the methodology
is quant-driven and rule-based. It has more than 80% of the underlying metrics

guantified, including granular-level environmental data and climate-related metrics.
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HGI's proprietary, cutting-edge ESG-NLP (natural language processing), powered by
Al technology, constantly captures massive alternative data and enables timely alerts.

The scoring has provided monthly updates for 4,000+ public companies since 2017.

It reflects pure ESG metrics that are financially material. The scores effectively

distinguish leaders from laggards, which form a close to normal distribution statistically.

Incorporating climate-related data into the research and analysis process -

research at the core of ESG Integration:

We also have integrated climate change considerations in the research process from
a risk perspective. Climate metrics such as greenhouse gas emission (GHG
emission) amount and GHG emission intensity of investee companies are the starting
point for determining the impact of climate change. We have also added a forward-
looking element in the research process by assessing decarbonisation potential,
strategy and targets of investments within our portfolios. This is to ensure that the
strategy follows the desired decarbonisation trajectory. This may include companies

whose carbon emissions are currently high but are making an effort to reduce them.

We also conduct research to determine to which sectors and industries climate
change is material and relevant, with different materiality/relevance levels assigned
to different sectors and securities with different “climate tagging” for holdings in our
investment portfolios: low-emitters that are positioned in less energy-intensive sectors,
transitioning companies that currently have high emissions but making efforts to
transit, as well as solution providers that would contribute to climate-transition by
providing clean energy, infrastructure and services. The climate change strategy of
a company in one of those sectors or industries will be analysed and compared to its
peers. Based on this analysis, we would assess the impact on the company’s

business model, which reveals the risks and opportunities to which it is exposed.

Our dedicated ESG research team works closely with portfolio managers and
analysts to analyse the impact of climate-related risks and opportunities on a
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company’s business, management strategy and financial projections and incorporate
these analyses into its investment strategies, ESG research insights, stock price
ratings and other metrics. Corporate GHG emissions and ESG scores are analysed
and compared with industry-average and relevant benchmarks. Such information is
also used in engagement dialogues to help us better understand the companies’
positioning and strategy faced with climate-related risks and opportunities. If a
company’s climate-related initiatives are lagging the industry practices or shows no
potential of improving after engagement, we will consider this as part of the

investment decision-making.

Steps taken to incorporate relevant and material climate-related risks into the

investment management process.

At HGI, we adopt a combined approach to factor in climate-related risks into our risk
management procedures. We analyse and integrate climate-related risk throughout
the entire portfolio lifecycle including pre-investment, investment and post-

investment analysis.

Pre-investment:

Most of HGI-managed ESG products and investments are subject to pre-investment
climate- related risks and business involvement screening that will be based on
revenue percentage thresholds. In doing so, we apply a set of restrictions to limit
climate-related risks by excluding high ESG risk securities ranking bottom 20% of
our investment universe, as well as exclude securities mandatorily and/or
conditionally, depending on the viability of facilitating meaningful transitions through
engagements, in securities with considerable exposure to Fossil Fuels mining and
electricity generation. We also endeavor to reduce positions or divest from
companies with behaviors if necessary, such as controversial weapons, tobacco,
nuclear energy, controversial behaviors, controversial jurisdictions, drugs, adult

entertainment, unconventional oil and gas, as well as alcohol.

16



Investment decision-making:

HGI's investment portfolios are monitored regularly for climate-related risks exposure to
ensure that portfolios are invested in accordance with Harvest’'s Sustainable

Investment Policy.

The ESG team is responsible for preparing quarterly portfolio climate-related risks
reports independently based on third-party ESG research and proprietary ESG data.
For climate-related risks monitoring, the ESG team analyses the portfolio- and its
corresponding benchmark-level performance metrics including but not limited to GHG
emissions amount, GHG emission intensity percentage of green revenue streams of
companies renewable energy installed capacity, air pollutant emission intensity,
environmental penalties issued, as well as business exposure to high carbon

regulatory / water stress risks.

The ESG team facilitates discussions over ESG and climate related issues and
investment objectives with portfolio managers and the investment committee.
Besides, the ESG team also provides research support to investment and risk
management teams as and when required. Portfolio ESG and climate risk exposure
are reviewed and discussed at investment committee meetings regularly. With
regards to heavy weighted securities or securities with high climate- related risks, the
ESG team and the fundamental analyst will collaborate to conduct deep-dive
research analysis into the securities with ESG rating, benchmarking and qualitative
assessment based on the proprietary framework, survey questionnaire, engagement
records, etc. to make a holistic judgement on the company’s overall ESG
performance, ESG score momentum (i.e. trajectory of its changes), climate-related
objectives and strategies. After presentations by the sector analyst and ESG analyst
of the securities which present high climate-related risks, the final investment decision
will be made by the ESG committee which is consisted of fund managers and ESG

analysts, to fully incorporate financial and ESG considerations.

Post-investment:
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Within the risk management process, Harvest’'s ESG team regularly discusses
portfolio-level climate risk exposures with investment teams. For securities with
high portfolio weightings or those highly exposed to climate risks, the team
conducts in-depth assessments of their climate-risk-adjusted return expectations.
Additionally, measures such as position limits and stewardship management are
employed to enhance the climate change practices of these securities and reduce

their associated climate risks.

Based on the outcomes of climate risk identification and monitoring, Harvest is
further developing climate risk management strategies tailored to different asset
types within its portfolios, aiming to mitigate the expected losses of assets and
operations due to climate risks. The analysis results are also utilized to identify
potential climate opportunities, supporting the company’s strategic formulation and

decision-making processes.

Engagement: In HGI, we have established stewardship policies and internal
guidelines which set out priorities and objectives when engaging with investee
companies. Our top priorities for engagement currently are climate change/green

opportunities, social equality, as well as sustainability governance:

¢ Climate Change & Green Opportunity:

We maintain a strong focus on companies’ capabilities to adapt to and mitigate climate-
related risks, and aspire to encourage strong climate awareness and high- standard

climate actions across the board of the companies.

We also place a strong emphasis on how companies leverage existing resources to
tap into environmentally-friendly technology and opportunities, which we believe

would serve as indispensable enablers in the future of business.

e Social Equality:

Social Equality has been a keen pursuit universally. We value companies’ continuous efforts
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and contributions, especially through their business operations and tertiary
distribution, to poverty alleviation, common prosperity, and community development.
We also recognize innovation as a vital part of a company’s long-term competitiveness and
a manifestation of a company’s proactive contribution to the society’s development. We
take a strenuous focus on companies’ capabilities of advancing business practices

through technology, product and service innovations.

e Sustainability Governance:

We believe a strong governance structure is the foundation for delivering companies’
sustainability agenda effectively. We look deeply into how companies promote and
execute their sustainability-related strategies across the organization and aspire to
elevate their awareness level and standards through our engagement

communications.

We conduct regular discussions with investee companies to understand their policies
and activities to manage climate-related risks and opportunities and at the same time
seek commitments from investee companies and monitoring their progress in

addressing climate- related concerns; and

e Proxy voting: HGI uses our voting authority to drive investee companies to
enhance disclosures and practices related to climate-related matters to make

more data available and better assess climate-related risks. This may involve:

- establishing voting policies and guidelines which set out the expectations
for how investee companies handle climate-related matters (e.g.
consistent and decision- useful disclosures which are in line with the
Sustainability Accounting Standards Board (SASB) standards and TCFD

Recommendations); and

- voting against the re-election of the company directors and senior

executives of investee companies with poor ESG scores or which lack
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adequate governance or disclosures of climate-related matters.

e Policy engagement: In HGI, we actively engage with Chinese and overseas
regulators and policymakers to encourage the adoption of measures which align

with the goals of the Paris Agreement and Chinese carbon goals.

e Strong advocacy: HGI has been an active member of the sustainable
investment community since 2018. We actively participate as an active member
of industry bodies, initiatives and networks (e.g. the PRI, Climate Action 100+)
which advocate for progressive public policy and action for sustainable
investments. HGI also participates in selected collective engagement initiatives
and events when it is determined that action is necessary in order to protect the
interests of the funds’ investment and we believe it will enhance our engagements
efforts or promote responsible investment development, but only insofar as those
actions are not prohibited by law or regulation. HGI actively participates in
multiple investor groups and collective engagements regarding climate-related

investing, including:

- Climate Action 100+ (APAC)

- Carbon Disclosure Project (China)

The process and frequency by which the Board or the Board committee is

informed about climate- related issues

Sustainable Investing at HGI is steered and overseen by HGI’'s investment
committee, which consists of our CEO and ClOs across investment units. The day-
to-day management of ESG integration and investment activities are led by CIO of

HGI, reporting to the Board on a semi- annual basis or as and when necessary.

HGI has put in place procedures for the ESG team to maintain the restriction list with
the Compliance team. Restricted companies are incorporated into the compliance
pre-trade clearance system and investment committee’s approval is required for further
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investments. The risk management team takes a dynamic risk management approach

to monitor and management portfolio level risks.

Tools and metrics: apply appropriate tools and metrics to assess and quantify

climate-related risks.

At HGI, we assess the climate-related risks of our investments using a wide range of
guantitative tools and metrics such as company-level carbon emission amount and
intensity, carbon reduction goals and objectives, net zero targets set by investee
companies (verified by internationally- recognized methodologies such as Science-

Based Target Initiative), carbon regulatory risks, as well as climate risk exposure.

A number of tools are used to generate periodic reports from multiple dimensions in
order to produce quantitative climate risk scenario analysis and also monitor
portfolio risk profiles on a holistic level. Periodic ESG risk exposure reports and
impact reports are also prepared for the portfolio manager, reviewed by the

investment committee on a quarterly basis.

In 2026, one of our current priorities is to assess the feasibility and data availability of
guantitative scenario analysis for our investment portfolios to quantify and analyze

climate-related risks in a more forward-looking and systematic way.

For completeness, we would add that after our careful assessment, there are a few
funds under our management where we do not consider climate related risk as
material and/or relevant. These include exchange-traded-funds which adopt a full
index replication strategy (save for very limited circumstances), and funds where our
roles are fairly limited — for example, where we are limited to managing and executing
transactions which fall within “specified transactions” as defined under the Inland

Revenue Ordinance.

Please do not hesitate to contact us if you have any queries.
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