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Message from Group Head of Asset Management &
Investor Services Business Group

Continuously striving to achieve a sustainable future
in alignment with the thoughts of our stakeholders

Takayuki Yasuda

Director, Deputy President, and Executive Officer
Group Head, Asset Management &
Investor Services Business Group

It has been approximately 40 years since the word
“sustainability” first appeared in the Brundtland Report

in 1987. Over this period, the concept of sustainability
has undergone several transformations and has come

to be recognized as a management issue related to a
company’s social and economic interests and corporate
value. Moreover, the recent COVID-19 pandemic, along
with growing public concern over global supply chains
and shifts in global affairs, has introduced new elements
of focus to sustainability. Its scope is expanding to areas
such as workers” human rights, health and safety, human
capital, natural capital, and biodiversity, and is influencing
the approach on climate change response, energy secu-
rity, energy mix, and decarbonization pathways.

L In this context, | feel that the importance of sustain-
able investment is increasingly being recognized. As a
company engaged in asset management, pension opera-
tions, and other investment activities, our role lies in



delivering economic returns on the assets entrusted to us
by providing asset classes and investment opportunities
tailored to our clients’ needs. Achieving social and eco-
nomic sustainability and mitigating negative externalities
are essential elements for achieving medium- to long-
term investment results, and we consider these to be
inherent in our fiduciary duty. On the other hand, compa-
nies need to identify the priority level of issues related to
sustainability based on their impact and urgency, assess
and disclose risks and opportunities, and develop and im-
plement strategies including the restructuring of supply
chains and business models. We recognize that it is one
of our duties to work together with our investee compa-
nies to solve sustainability issues through constructive
dialogue and engagement.

Furthermore, it is essential to establish approaches to
properly assess the impacts and negative externalities
on the environment and society and utilize them in asset

management. In recent years, funds and investment
products integrating sustainability-related elements have
emerged, and the adeptness of integration and utilization
in investment strategies is becoming directly linked to
competitiveness in the financial industry. Considering
these factors requires not only excellent research skills
and knowledge and experience in various asset classes
and investment strategies but also flexible thinking to
adapt appropriately to change. Based on this philosophy,
our company is steadily advancing and strengthening our
organizational structure anticipating future business de-
velopments, promoting initiatives integrated with group
companies, and enhancing international information
dissemination and leadership.

To achieve a sustainable future, collaboration within
the financial industry alone is not enough; coordina-
tion with governments is also required. For example, in
addressing climate change, the introduction of carbon
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pricing, the promotion of sector-specific roadmaps and

action plans, and the utilization of new financial mecha-
nisms such as blended finance will be more effective if
made in harmony with government policies. Last year, at
an event we co-hosted with the Asian Development Bank
during COP28 (The 28th Conference of the Parties to

the UN Framework Convention on Climate Change), our
discussions with stakeholders reaffirmed the importance
of frameworks for public-private cooperation, such as the
necessity of transition finance and blended finance, in
various regions of Asia.

We have adopted a corporate message of being a
trust bank that creates “a safe and affluent society,” and
we are striving to create a new trust bank business as part
of “the world's most trusted financial group.” In our efforts
toward sustainable investment, we aim to contribute
to the realization of a better society by charting a new
course together with our stakeholders.
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Our Ideal

Promoting initiatives toward a
future where everyone can
enjoy the benefits

that sustainable investment
brings to society

We believe that by promoting initiatives
aimed at solving social and environmental
issues and achieving a sustainable future
through sustainable investment, we can
contribute to society while achieving

long term returns for our customer and
improving the global economy. This is not
something that we can accomplish alone
or overnight; it requires collaboration with
stakeholders such as our customers and
investee companies. As a member of a
global comprehensive financial group,

we will contribute to solving sustainability
issues by enhancing communication with
all stakeholders and demonstrating high
expertise under the vision of “Investing for
our Sustainable Future.”

Our Vision

“Investing for our Sustainable Future”

Foundation and Culture

A strong

. An emphasis on Accumulation and
commitment to ) . IR
. non-financial utilization of global
sustainable .
. capital knowledge
investment

52.7tri|lion yen 3.6tri|lion yen 22years 22,826 32,675

Assets under Sustainable Average years of experience Number of voting agendas Number of voting agendas
management” investment assets of analysts involved in (domestic stocks)™ (overseas stocks)™?
under management™ sustainability engagement (July 2022 to June 2023) (July 2022 to June 2023)
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https://www.tr.mufg.jp/houjin/jutaku/pdf/stewardship_2023.pdf

Message from Business Head of Asset Management Business

Ensuring feasibility as we enter a new phase of

sustainable investment

Yutaka Kawakami

Managing Executive Officer

Deputy Chief Executive, Asset Management & Investor Services Business Unit

Business Head, Asset Management Business

The world is currently facing complex and
challenging global issues such as climate
change, biodiversity loss, resource deple-
tion, and human rights violations. However,
the pathway to resolving these issues is
not straightforward due to conflicting opin-
jions and differences in approaches based
on each country’s macro environment.
Additionally, there are signs of changes in
the environment surrounding sustainable
investment, indicating a transition into a
new phase.

First and foremost, we are entering a
new era where responsiveness to sus-
tainability issues will be scrutinized from
setting goals and strategies to their imple-
mentation. In fact, discussions at COP28
(The 28th Conference of the Parties to the
UN Framework Convention on Climate
Change) in 2023 were focused on ensuring
the feasibility of approaches for achieving
net-zero carbon emissions. Discussions are
also underway for areas beyond climate
change.

Next, it is important to maintain consis-

tent initiatives while navigating uncertain-
ties like geopolitical changes. With several
influential countries holding elections in
2024, attention is on how the outcomes
might impact global affairs. Trends in glob-
al economic security policies and the frag-
mentation of values has led to increased
volatility in efforts to address sustainability
issues. Nevertheless, we will not achieve
sustainability overnight; it is important to
work consistently without being swayed by
each new development.

On the other hand, we feel that Japan
has reached a turning point through its
efforts to achieve a new form of capitalism.
We believe that the asset management
industry will continue to undergo structural
changes as it improves its asset man-
agement capabilities, promotes strategic
investments and transition strategies in
areas such as sustainability and startups,
and improves the investment chain. In the
field of sustainability, initiatives such as the
issuance of GX Economy Transition Bonds,
the planned announcement of the Nature

Positive Economic Transition Strategy, the
establishment of the Impact Consortium,
and the inception of the Asia GX Consor-
tium are making progress, with proactive
movements that are competitive on a
global level.

In response to such domestic and
international environmental changes, our
company has been striving to create value
toward achieving a sustainable future by
enhancing our sustainable investment
framework in collaboration with group
companies, developing new products, and
disseminating information both domesti-
cally and abroad. Achievements in 2023
include the establishment of the Sustain-
able Investment Division, the formulation
of the MUFG AM Sustainable Investment
Policy, the development of an engagement
framework by analysts and research offi-
cers, revisions to voting guidelines, and the
launch of the iISTOXX MUTB Paris Aligned
Index comprised of companies with goals
aligned with the Paris Agreement. Addi-
tionally, through information dissemination
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at a side event (Financing NDCs and Net

Zero in Asia and the Pacific: Challenges
and Solutions) in collaboration with the
Asian Development Bank during COP28,
we were able to lay the groundwork for
participation in international rulemaking.
As a financial institution expected to
contribute to a sustainable future, our
company is committed to reforming asset
management practices by enhancing
asset management capabilities, including
sustainable investment, and ensuring thor-
ough product governance. We also aim
to promote substantive and value-added
stewardship activities and engage in exter-
nal communication and collaboration with
stakeholders. With a will to bring positive
impacts to society as a whole, we will strive
to discover long-term sources of returns
related to environmental, social, and
governance (ESG) factors and conduct
appropriate risk management, working to
achieve sustainable investment returns for

our clients in the medium- to long-term.
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History

o,

Our Longstanding Commitment to Sustainable Investment

The following is a summary of our efforts toward sustainable investment.

Commitment

Commitment to sustainable investment

2019
Established the

2021

Established the
First Sentier

MUFG Sustainable
Investment Institute

Meeting investor
needs for neutral and
practical research

2023

Established the Sustainable
Investment Policy

Established MUFG AM Sustainable
Investment

Joined Japan Chapter of GFANZ

Began sustainability engagement;
acceptance of Japan's
Stewardship Code by MUFG AM
Sustainable Investment

Co-hosted COP28 event with
Asian Development Bank
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2002 Responsible Investment Simult
: Development Office imultaneous
Established department 2014 P participation in Net 2024
specializing in exercise of Established a system Zero Asset Managers Registered as TNFD
1999 voting rights Adopted Japan’s to promote responsible Initiative (NZAM) adopter

Started exercising
voting rights
Beginning of
dialogues with
investee companies

Innovation

2006
Signed the PRI

Held a responsible investment
seminar in the same year with
UNEP FI and disseminated the
concept of responsible investment
both internally and externally

Stewardship Code

investment

Endorsed TCFD as an asset
manager and participated
in the TCFD Consortium

2017

Established the
Stewardship Committee

with MUFG-affiliated
asset management
companies




Overview of MUFG AM Sustainable Investment
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About the Establishment of MUFG AM Sustainable Investment

MUFG AM Sustainable Investment was established to
promote sustainable investment in collaboration with the MUFG Group.

MUFG Asset Management* (“MUFG AM"”), which consists of MUFG Group companies with asset management businesses,

established MUFG AM Sustainable Investment as a system to promote sustainable investment in collaboration with the rest of the group.
Each company has its own unique investment strategy, products, and solutions, and provides services to meet the expectations of customers
while demonstrating its presence in the financial industry. Achieving sustainability is a complex medium- to long-term challenge,

but we believe that by leveraging the strengths of these five companies, we can create a ripple effect in society and

make a multilayered impact, starting with the financial industry.

Diverse Human Resources

o~0

In addition to personnel from MUFG AM W

companies, we actively recruit mid-career

professionals from a variety of back- Diverse Human

grounds to implement activities for a Resources

sustainable future. Combined
Group Knowledge
We provide services that meet custom-
er needs by combining the sustainable

. O investment knowledge of all MUFG AM
Expertise DA R companies.
MM ~

Working with highly experienced sustain- ) C"G”r‘gl'l’;)ed

ability research officers inside and outside Expertise Knowledge

the group to solve increasingly fluid and

complex sustainability issues, we acquired

global-level expertise.

Mitsubishi UFJ Mitsubishi UFJ Mitsubishi UFJ Mitsubishi UFJ Mitsubishi UFJ
Trust and Banking Corporation™ Asset Management Co., Ltd.” Real Estate Asset Management Co., Ltd.? Alternative Investments Co., Ltd.” Asset Management (UK) Ltd.™

52.7 trillion yen 31 .7 trillion yen 44.6 billion yen 51 O billion yen 1.3 trillion yen

*1 MUFG Asset Management is a brand of Mitsubishi UFJ Trust and Banking Corporation, Mitsubishi UFJ Asset Management Co., Ltd., Mitsubishi UFJ Real Estate Asset Management Co., Ltd., Mitsubishi UFJ Alternative
Investments Co., Ltd., and Mitsubishi UFJ Asset Management (UK) Ltd.
*2 As of the end of December 2023



About the Establishment of MUFG AM Sustainable Investment

MUFG AM has a proven track record of offering investment products and services tailored to various investment styles, including alternative assets with complex investment
structures and risk-return profiles, alongside traditional assets like stocks and bonds. Leveraging our extensive knowledge and expertise in the asset management industry,
we draw upon insights and capabilities from both within and outside the group, including collaboration with our subsidiary, First Sentier Investors. This collaborative approach
enables us to develop innovative strategies and analytical methods to advance sustainability and provide global investment opportunities, all while delivering value to our

customers.

First Sentier Investors

Kate Turner

Global Head of
Responsible Investment

Collaborating with MUFG AM in three areas

| am the Global Head of Responsible Investment at First
Sentier Investors. We invest 237.6 billion Australian dollars
on behalf of our clients globally, across listed equities, fixed
income, and direct infrastructure. There are three key areas
where we are currently collaborating with MUFG AM.

The first is through the First Sentier MUFG Sustainable
Investment Institute (“the Institute”). The Institute provides
research on topics that can advance sustainable investing
and disseminates its findings.

The second is that we have a secondee from MUFG within
the Responsible Investment team, which enables us to
share ideas and knowledge and build relationships between
the two organizations.

The third is through collaborative initiatives that both
organizations are working on, including Investors Against
Slavery and Trafficking APAC and our engagement on ma-
rine plastic microfiber pollution.

Through these initiatives, we are working together on
systemic issues that impact investors across all investment
styles and asset classes, resulting in tangible outcomes.

First Sentier MUFG Sustainable Investment Institute

A

= Sudip Hazra

‘%h Director

Collaborating with key stakeholders
to study sustainability

First Sentier MUFG Sustainable Investment Institute (“the In-
stitute”) issues research across a wide range of sustainabili-
ty themes, and | have been serving as Director since 2023.
In 2023, our activities focused on climate change as well

as biodiversity and human rights. Specifically, based on the
Guidelines on Respecting Human Rights in Responsible
Supply Chains announced by the Japanese government,
we created a video explaining our report on modern slavery
for the Japanese audience.

The Institute also attended the PRI in Person conference in
Tokyo, which allowed us to better understand sustainability
interests in Japanese markets through discussions with
MUFG AM clients and other international investors.
Engagement is a major focus, and the Institute’s research
can be used to formulate engagement strategies at a high
level and for specific dialogues with investee companies.
Working closely with MUFG AM and other key stakeholders
the Institute looks forward to publishing further research
across a variety of innovative sustainability themes.

Arkadiko Partners Ltd.

Colin Melvin

Founder and
Managing Director

Supporting the development of effective
engagement processes

Arkadiko Partners assists institutional investors globally in
building a more sustainable approach to their business and
investments. Leveraging over 20 years of experience in
stewardship and sustainable investing, we have been pro-
viding these services to MUFG AM Sustainable Investment,
including training its engagement teams to undertake
effective engagement with investee companies. MUFG AM
Sustainable Investment and Arkadiko have built a strong
and trusting relationship focused on generating long-term,
sustainable business success and impact. With insights into
global best practices provided by Arkadiko, we are confi-
dent that MUFG AM Sustainable Investment will continue
to provide a high-quality and industry-leading approach
that benefits its clients, investee companies, and other key
stakeholders.
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Features of MUFG AM Sustainable Investment

Striving to contribute to corporate value creation through stewardship activities

MUFG AM Sustainable Investment conducts stewardship activities for passive investment strategies to MUFG AM companies.
Under appropriate conflict of interest management, we conduct dialogues on sustainability aimed at fostering sustainable growth and
enhancement of corporate value for investee companies, and periodically provide the results of these dialogues to each MUFG AM company.

JUBWISBAU| ©]GRUIBISNS Y O4NIN JO MIAIBAO

Provision of institutional
investment services
for MUFG AM companies

® \\Ve strengthen stewardship activities
for investee companies, primarily for
passive investment management
strategies.

® \\Ve conduct stewardship activities for
the institutional investors of MUFG
AM.

v
Establishment of
conflict-of-interest

management systems

® \\e block influence and information

from different MUFG AM companies.

® To prevent conflicts of interest, the
Stewardship Committee carries out
monitoring and clarifies rules for
blocking information.

Provision of dialogue results to
MUFG AM companies

® The results of sustainability dialogues
are stored in a shared system and
periodically provided to each MUFG
AM company.

Utilization of dialogue results
when exercising voting rights

® MUFG AM companies utilize the
results of sustainability dialogues to
exercise voting rights.

Implementation of dialogues on sustainability aimed at fostering sustainable growth and

enhancement of corporate value for investee companies




MUFG AM Sustainable Investment Policy

The MUFG AM Sustainable Investment Policy has been adopted by all MUFG AM companies
to promote sustainable investment

At MUFG AM, we believe that sustainable investment improves long-term risk-adjusted returns while addressing environmental and social challenges,

ultimately contributing to a better future. Under our philosophy of “Investing for our Sustainable Future,” we promote sustainable investment through ongoing dialogues with
asset owners and stakeholders to fulfill our fiduciary responsibilities.

To support Sustainability Transformation (SX), which will pave the way to a sustainable future, we are implementing five initiatives.

Furthermore, in line with this policy to promote the adoption of sustainable investment, each MUFG AM company clearly defines the sustainable investment funds that they
manage.

1. ESG Integration

MUFG AM believes that investments that
take into account risks and opportunities
stemming from environmental (E), social
(S) and governance (G) factors will im-
prove long-term risk-adjusted returns and
contribute to solving ESG issues. Accord-
ingly, MUFG AM will promote the incor-
poration of ESG information alongside
financial information into the investing
process (ESG integration).

2. Stewardship

(Engagement and Exercising Voting Rights)

Stewardship is undertaken by highly
qualified experts in ESG, fund managers,
and analysts who will perform company
engagement and exercise voting rights.
MUFG AM is committed to improving the
risk and return profiles of the assets under
management by identifying and reducing
risks that could materialize over the long
term, and enhancing sustainable growth
and corporate performance. We will pro-
mote solutions to sustainability challenges
to realize a sustainable future.

5. Identification of Issues to Be Resolved

3. Exclusion and Divestment

MUFG AM believes that engaging with
investee companies can empower them to
make positive changes toward a sustain-
able future. For companies involved in
businesses considered contrary to the
realization of a sustainable future, MUFG
AM will, in principle, implement negative
screening for all the assets under manage-
ment that we are entrusted with; however,
this does not apply to investments based
on customer guidelines, outsourced
investment, and passive investment.

MUFG AM will prioritize urgent issues that prevent the realization of a sustainable future, and that make a negative impact on assets under manage-
ment over the long term. We believe that addressing climate change issues is essential for the realization of a sustainable future. In this connection,
MUFG AM joined the “Net Zero Asset Managers initiative” and expressed its commitment to the realization of carbon neutrality with the promotion
of transition™ through sustainable investment. Aiming for carbon neutrality by 2050, we are committed to promoting a transition that enables high
Greenhouse Gas (GHG) emitting industries to contribute to decarbonizing society.

*1 Transition: A transition approach in which industries with high GHG emissions are empowered and enabled to contribute to carbon-neutrality with such
initiatives as renewable energy for decarbonization and low-carbonization

-
"
e
-
-
.
-
m
-

4. Development and Provision
of Products and Services
That Transform Society

MUFG AM recognizes the importance of
providing transformative investment prod-
ucts and services that capture the actual
needs of customers and markets in order
to achieve a transition to a sustainable
future. To this end, we will develop and
strengthen our investment strategies and
approaches, and seek to provide solutions.

6. Definitions of Sustainable
Investment Funds

Definitions of sustainable investment
funds of each MUFG AM company are
defined based on this policy to further pro-
mote sustainable investment.

JUBWISBAU| ©|GBUIBISNS Y D4NIN JO MBIAIBAO
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Identification of Material ESG Issues

Promoting sustainable investments with material ESG issues as the starting point

It is possible that sustainability-related issues could have a negative impact on the corporate value of investee companies and long-term returns.

For this reason, MUFG AM identifies material ESG issues in order to reduce risks and improve expected returns by reflecting sustainability elements
in its investment management strategies and stewardship activities.
These material ESG issues are the starting point of sustainable investments, and they will be taken into account in all invested assets.

In the process of identifying material ESG issues, MUFG AM makes use of a

materiality matrix. The table’s vertical axis shows materiality in terms of society,

while the horizontal axis shows materiality in terms of MUFG AM. It maps selected

issues from these two perspectives, and issues that are of high priority from both

perspectives are labeled as “material ESG issues.”

A10100s JO swua) ul Aljeoiep
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> Pollution prevention

and control

> Stakeholders and
regional
community

> Circular economy
> Natural capital and
biodiversity

> Supply chain

> Risk management

Materiality Matrix and Material ESG Issues (as of November 2023)

> Climate change

> Human rights and
diversity

> Health and safety

> Governance
structures

> Information
disclosure

» Human capital
> Scandals and
corruption

> Data security and
privacy

Materiality in terms of MUFG Asset Management

Process for Identifying and Reviewing Material ESG Issues

Identifying candidates from the Mapping out issues on a materiality

K 03 By

perspective of materiality in terms matrix
of society
Sustainable Investment Division

Utilizing information from the Sustain-
able Investment Division, initiatives,
external experts, and research I |
organizations mp ement

periodic

reviews Y

(e
Identifying candidates from the Igf/

perspective of materiality in terms Lo X . .
of MUEG AM Materiality matrix and identification
of material ESG issues

Analyzing and discussing with Sustainable
Investment Division and MUFG AM's invest-
ment-related departments

Sustainable Investment Review
Committee

T

Taken into account as the starting point for
responsible investment in assets under management

Since material ESG issues can change depending on the circumstances surrounding
the environment and society and the structure of the investment portfolio, we conduct
periodic reviews based on the above process.

14



MUFG AM Sustainable Investment’s Policies Regarding Japan’s Stewardship Code

Accepting Japan’s Stewardship Code for the companies of MUFG AM - institutional investor

MUFG AM Sustainable Investment endorses Japan'’s Stewardship Code and states our policies for each principle as follows.

Principle 1

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

* We strengthen stewardship activities for
investee companies, primarily for passive
investment management strategies.

* We conduct stewardship activities for the
institutional investors of MUFG AM.

Principle 5

Institutional investors should have a
clear policy on voting and disclosure of
voting activity.

* MUFG AM companies can use the results
of dialogues on sustainability to exercise
voting rights.

Principle 2

Institutional investors should have a
clear policy on how they manage con-
flicts of interest in fulfilling their stew-

ardship responsibilities and publicly

disclose it.

* To prevent conflicts of interest, we
identify potential conflicts and implement
various measures. Monitoring is carried
out by Mitsubishi UFJ Trust and Banking's
Stewardship Committee.

Principle 6

Institutional investors should
periodically report to their clients and
beneficiaries.

* We share the results of dialogues on sus-
tainability with MUFG AM companies.

Principle 3

Institutional investors should have
an accurate understanding of the
conditions at investee companies.

* We conduct dialogues on sustainability
with investee companies in line with
dialogue policies, as agreed upon with
MUFG AM companies.

* We periodically share results of dialogues
on sustainability with all companies of
MUFG AM.

Principle 7

Institutional investors should develop
the skills and resources needed to make
proper judgments.

* We continuously exchange opinions with
external experts and institutional inves-
tors both in Japan and abroad and strive
to acquire knowledge on sustainability
and improve our dialogue skills.

For more details, please refer to MUFG AM Sustainable Investment’s policies for each principle of Japan's Stewardship Code (available in Japanese only).
https://www.tr.mufg.jp/mufgam-su/pdf/stewardship/stewardshipcode.pdf

Principle 4

Institutional investors should arrive
at a common understanding with
investee companies and work to solve
problems.

* We select key themes for dialogues on
sustainability

* In addition, we select an appropriate
approach from one of the following in ac-
cordance with the MUFG AM Sustainable
Investment Policy: thematic engagement,
collaborative engagement, or public
engagement.

Principle 8

Service providers for institutional
investors should appropriately provide
services for institutional investors to

fulfill their stewardship responsibilities.

* We conduct dialogues on sustainability to
enhance the capabilities of the invest-
ment chain with the aim of enhancing
sustainable growth and corporate value
for investee companies.
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Definitions of Sustainable Investment Funds

Definitions of Sustainable Investment Funds by Mitsubishi UFJ Trust and Banking

At Mitsubishi UFJ Trust and Banking, in order to enhance transparency and quality control regarding sustainable investment funds,

we established a classification system for all funds and defined “sustainable investment funds.” Funds are categorized into five groups
based on investment strategies and product characteristics. Through appropriate management and ensuring effectiveness,

we are committed to providing investors with opportunities for sustainable investment and meeting the expectations of society.

Definitions of Sustainable Investment Funds by Mitsubishi UFJ Trust and Banking

Sustainable investment = Investments that realize

) ! | N Key Point
the MUFG AM Sustainable Investment Policy by resolving social issues.

There are currently ongoing discussions
in Europe regarding rules for naming and
labeling sustainable funds. At Mitsubi-
shi UFJ Trust and Banking, as of March
2024, we classified them based on the
opinions of external experts familiar with

Considering
environmental

Promoting envi-
ronmental and

Contributing to
resolving social

Creating particular
impacts to con-

Promoting a tran-
sition to contrib-

global regulatory trends. We will review

Purpose and social oppor- social factors issues for a sus- tribute to resolv- ute to resolving the definitions as needed based on how
tunities and risks to contribute to tainable society ing social issues social issues for a the discussions progress.
to contribute to resolving social for a sustainable sustainable so-
resolving social issues society ciety
issues
1 In order to grant a particular fund name, it is necessary to meet the requirements stipulated from qualitative and quantitative aspects
for each definition of a fund, etc., and to continue managing and disclosing information in accordance with such requirements.
2 With regard to meeting fund requirements, we ensure quality and consistency not only during the consideration stage but throughout
Key Approaches g g g quality y y g g g

the operational period by conducting evaluations that focus on actual conditions.

3 The classification and its effectiveness will continuously be upgraded and improved in light of global frameworks, regulatory trends,

social demands, among others, relating to sustainable investing.
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MUFG AM Sustainable Investment’s
Stewardship Activities



Engagement Startup & Approach by MUFG AM Sustainable Investment

Overview of Engagement

At MUFG AM Sustainable Investment, we select key themes from our thematic universe,
taking into account material ESG issues based on a materiality matrix,

and engagement themes derived from frameworks such as the SDGs and the SASB Standards. Expectations for MUFG AM
Based on these key themes, we promote initiatives to realize a sustainable future through three approaches to become a rule-maker in Japan
consisting of thematic engagement, collaborative engagement, and public engagement. through stronger public engagement
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-
Key Themes Engagement Approach Will Oulton
Advisor
MUFG AM Sustainable
Theme universe Key themes for FY2023 Investment

To effectively practice stewardship

o activities with high feasibility regard-
Climate Change ing sustainability, it is essential to

Climate Circular o
change economy e After determining key themes, we develop new capabilities. It has been
strategically engage with investee very encouraging to see MUFG AM

companies closely related to those Sustainable Investment providing
extensive training for key staff to

Thematic Engagement

Giodiversit\D Pol_lut|on|';;m§ themes.
alrgualing develop their skills related to sustain-
ability.
However, while engagement with
Human righ9 @pply chain Collaborative Engagement investee companies is one aspect of
stewardship, it is also important to
To conduct effective engagement, engage with public policymakers. For
Health and - we actively participate in collabora- example, we have been supporting
safety . tive engagement initiatives. engagement with the UK govern-
Human rights 949 e - dovern
: ment as part of an investor coalition
(modern slavery and human capital) ) ) )
on microfibers. By strengthening
Bribery and Information such approaches, it is my hope that
corruption disclosure MUFG AM Sustainable | ; :
Public Engagement _ ustainable investmen
will become a rule-maker in Japan.
< Human/ > C;overnance To address sustainability challenges,
Social capital structures Health and safety we also provide direct and indirect
: ¥ recommendations to stakeholders
. in financial markets.
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Engagement Startup & Approach by MUFG AM Sustainable Investment

Selection Method for Engagement Themes

The selection of engagement themes is a crucial process for conducting specific and effective dialogues with investee com-
panies. We focus on themes aligned with material ESG issues and engage in dialogues considering industry trends and the
circumstances of each company. Through constructive dialogues, we encourage investee companies to undergo behavioral
changes, leading to the reduction of medium- to long-term sustainability risks and the enhancement of corporate value.

Theme universe
Climate Circular
change economy
GiodiversitD P°'.'““°”.a”5
air quality
Guman righ9 Gupply cha@
el e Data privac
safety P Y

A12100s Jo swiia) ul Alljeliaiey

m
x
X
£,
o
3
[
3
=
Q
>

> Pollution prevention
and control

> Circular economy
> Natural capital and
biodiversity

> Supply chain

Materiality Matrix and Material ESG Issues (as of November 2023)

> Climate change

> Human rights and
diversity

> Health and safety

> Governance
structures

> Information
disclosure

» Human capital
> Scandals and
corruption

Confidence that our innovative and
constructive approach will enhance the
value of many companies

Colin Melvin
‘ K / Arkadiko Partners Ltd.

Arkadiko provided support for the es-
tablishment of processes and selection
of themes for engagement activities
carried out by MUFG AM Sustainable
Investment. Additionally, we developed
our own training program to enhance
engagement capabilities and conduct-
ed practical training sessions.

MUFG AM Sustainable Investment is
confident that by utilizing an innova-
tive and constructive engagement
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Bribery and Information ) )
i discl > Stakeholders and . > Data security and approach based on international best
cortupren peosure regional >Rk privacy practices, it will lead the industry in the
community ’
future and contribute to enhancing the
Human/ Governance A
(Social capitaD Cstructures velle i iy eompenies.
: Materiality in terms of MUFG Asset Management
Key themes for FY2023
B
. g S
Climate change fin Health and safety
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Engagement Startup & Approach by MUFG AM Sustainable Investment

Results from July 2023

MUFG AM Sustainable Investment aims to address global sustainability challenges through thematic engagement,
collaborative engagement, and public engagement. In the FY2023, we identified climate change, biodiversity, human rights,
and health and safety as key themes and conducted various engagements related to each.

S8IIIANOY dIYSPIEMBIS SIUSWISBAU| 8|GBUIRISNS Y 4NN

Thematic Engagement

® Dialogues were conducted with a common
sense of purpose by setting specific goals,
determining stages based on the status of
company initiatives, and managing progress.

® \\e established collaborative systems consist-
ing of sustainability experts (research officers)
and experts (analysts) from each company.

® \\/e implemented training programs by external
experts.

® \\e incorporated the results of our biodiversity
risk analysis in engagement activities.

Collaborative Engagement

® \\e encouraged responses from companies
by approaching them collaboratively as a lead
investor in the CA100+ program.

® \We promoted understanding of the importance
of human rights by approaching companies with
the global knowledge gained from IAST APAC.

® \We conducted pioneering research on microfi-
bers that affect the human body and biodiversity
and initiated dialogue with investee companies
based on the results of this research.

20

Public Engagement

® \\e initiated discussions with the Asian Development
Bank at a side event at COP28 on the realization and
expansion of transition finance in the APAC region using
blended finance.

® \We were involved in rulemaking in various GFANZ working
groups.

® \We demonstrated our presence in the asset manage-
ment area in Asia as a board member of AIGCC.

® \We conducted a risk analysis based on the TNFD frame-
work.

® \\e participated in the UNEP General Assembly and
networked to strengthen our presence in the interna-
tional arena, including our ability to communicate on the
international stage.

LR



Thematic Engagement

Thematic engagement is an approach that focuses on specific themes or issues during dialogues.

At MUFG AM Sustainable Investment, sustainability professionals lead engagement efforts, aiming to collaborate with
investee companies on specific themes or issues related to sustainability.

Moreover, through dialogues with investee companies for each specific theme, we set specific goals,

determine stages based on the status of company initiatives, and manage progress.

NS

Selection of Engagement Targets > Thematic Engagement

Key themes for FY2023 Stage management
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@} Stage1 Recognition of issues

' Climate change Analyzing the engagement target
and recognizing their issues

o o - -
ﬁﬂ Stage 2 Commepcmg dialogue and
sharing issues

g
3 — (o] o
BlodlverS|ty o 8 = a ﬁﬂ Commencing dialogue and sharing
= . >
8 g. Target pialogue the issues with the company
o = companies
5 o p
e o — o .
c g E& Stage 3 Confirming the company’s reaction
>[4 |8
) = -
Human rig hts A 8 @ Confirming whether the company
4 . .
e e T Gl _g N takes actions to resolve the issues
[
2 Identification of
Issues [ Stage4 Monitoring
Confirming whether the company
continues to take action to resolve
Health and safety the issues
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Thematic Engagement

Engagement Activity System

A highly effective corporate engagement system

At MUFG AM Sustainable Investment, analysts responsible for industry and company analysis collaborate with
research officers specializing in sustainability themes to conduct engagements. Through a deep understanding
of industry trends and business models surrounding companies, strategic recommendations are provided to
companies, and dialogues on risks and business opportunities are conducted. These activities aim to address
sustainability issues within investee companies and contribute to the long-term enhancement of corporate
value. By combining specialized resources in sustainability, we believe we can enhance corporate value while
contributing to solving sustainability challenges and reducing negative externalities.

wa Analysts (Vertical: Sector)

Experts with industry knowledge and experience in analyzing individual companies

m Elegtrical Electricity Chemicals Transport oil
X equipment and gas
@
% Climate
o 5 =~—~&8= change
Research gr
Officers 5 Biodiversity
(Horizontal: ’é’j
Theme) =
< )
< ﬁ Human rights
3 A
3 .
o
@ Health and
. safety
Improving specialization
( Training programs conducted by external experts )

* Training by sustainable investment experts on a regular basis
* Trainee dispatch (overseas training program) to develop young employees
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Dialogue

Yasumi Takehisa Masayuki Nakamura
Executive Analyst Research Officer

When engaging with investee companies from a sustainabil-
ity perspective, we believe a different approach is necessary
compared to traditional engagements. Firstly, analysts need

to thoroughly understand the specific situations of individual
companies from a medium- to long-term perspective through
the analysis of integrated reports and financial/non-financial
information, as well as their business models and strategic
management. Additionally, given that sustainability themes are
inherently fluid and multifaceted, depending on social trends
and corporate management strategies, research officers require
expertise not only in global trends related to these themes but
also in cross-industry trends and expected outcomes and pro-
cesses, enabling them to discuss these topics beyond industry
boundaries.

For example, leveraging this feature, in FY2023, we conducted
discussions on policy engagement regarding climate change,
providing domestic and international knowledge on human
rights in the supply chain. Analysts and research officers, each
with their area of expertise, collaborated to approach compa-
nies with a sense of urgency while empathizing with their ef-
forts. We will continue contributing to solutions for sustainability
issues and the enhancement of corporate value in the future.



Thematic Engagement

Selection Process for Companies for Engagement
~Our Selection Process for Climate Change and Biodiversity~

To engage in constructive dialogue with companies, it is important to adequately consider the importance of sustainability-related issues,

as well as potential risks and opportunities.

MUFG AM Sustainable Investment, which excels in engagement related to passive management, conducts screening
within its universe to identify sectors and companies for engagement.

Selection of Engagement Targets

We select investee companies with significant impact on climate change based on GHG emissions
and investment amounts, as well as analysts” knowledge of the companies.

MUFG AM investees
(TOPIX constituents)
Approx. 2,100 companies

GHG emissions
Top 1,000 companies

Top investment amounts

Qualitative evaluation GHG
by'analysts emissions
coverage

ratio

Approx. 100 companies

Main sector

Results

70%
Approximately 100 compa-
nies were selected in FY2023,
covering 70% of total portfolio
emissions

- Electricity/Qil/Gas
- Chemicals
- Electrical equipment

23

We select investee companies with significant impact on biodiversity based on market capitalization,

key themes, and sector-specific risk information, as well as analysts” knowledge of the companies.

MUFG AM investees
(TOPIX constituents)

Approx. 2,100 companies

Biodiversity key themes/

high risk sectors

Top investment amounts
Approx. 500 companies

Qualitative evaluation
by‘analysts

Key themes

- Solid waste

- Soil pollution

- Water pollution
etc.

sisAjeue
ASiY

- Deforestation

abpajmou
|leusa1x3

High risk sectors

- General consumer
goods and services

- Capital goods and
services

- Information tech-
nology

- Foods
- Pulp
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Special Feature
MUFG Asset Management AGC

Look Beyond Co-creation for long-term sustainable corporate value

a|qeulRISNS INY DN

As part of the AGC Group's internal program “AGC Sustainability Journey,” which targets all members of the AGC Group,
we held a lecture and a dialogue with the General Manager of their Sustainability Division, titled “Opinions from the Outside.”

An opportunity to learn about

the significance of non-financial
m information in investment decisions

=
% o o
5 57 Dialogue
A g
i Under their Group Vision “Look Beyond,” the AGC We conducted a dialogue on how to improve corporate value, sharing the impor- Kazumi
> ; ; ; ; ) - )
g Group is working to improve long-term, sustainable tance of non-financial information for long-term corporate value enhancement, T 1
- %ﬁ corporate value. We aim to contribute to the en- the thought processes and reasoning of investors, and our expectations for AGC E alred
o hancement of their corporate value by improving from an investor’s viewpoint. During the discussion, it was noted that the degree to ’ General Manager,
Sustainability Division

which employees resonate with the corporate philosophy affects operational effi-
ciency, thus influencing financial outcomes. AGC's employee engagement survey

understand what information investors consider AGC Inc.

important to disclose (such as the significance of : - ) T
non-financial information, why it is disclosed, its revealed a high level of positive responses to the company’s strategy and direction. Through the lecture and dialogue,

utilization, and thought processes). Furthermore, discussions highlighted the compatibility between AGC's pursuit of we learned the important role that
economic and social value and investors’ objectives for investment returns and a non-financial information plays
sustainable society. alongside financial information
in making investment decisions,
especially for long-term investors.

Our group members have noticed
that a variety of factors, including
. . . . i . i . environmental and safety initia-
Through discussions on the enhancement of AGC'’s sustainable corporate value, particularly on information deemed important by investors,

r feedback from investors and helping the AGC Group
P

K . . . X s R R tives, respect for diversity (includ-
we delved deeply into the significance of non-financial information and found a compatibility between investors’ expectations and AGC’s W
pursuit of social and economic value. We utilized the lecture and dialogue during AGC Sustainability Journey as an opportunity to communi- 9 P P ’

cate investors’ thought processes to AGC employees. gt rgsearch and development,
and dialogue between manage-

ment and employees, all contrib-
ute to enhancing corporate value.
Goi F d To ensure that our initiatives are
understood not only by institution-
al investors but by all stakeholders,
To contribute to the enhancement of AGC Group'’s long-term sustainable corporate value, we aim to deepen our understanding of the we will strive for transparency in

company’s challenges. We will continue engagement on material business issues for investors such as climate change, human rights, and
human capital, thereby communicating the perspective of information disclosure that investors consider important.

information disclosure.




ﬁ]fﬂ{ Dialogue

Thematic Engagement: Case Study 1 Climate Change

Land Transportation
(Railroad) Company A

Policy Engagement for
Net Zero Emissions

Focusing on the impact that Company A has on
the overall infrastructure of society, we aim to
enhance corporate value by encouraging the
promotion and disclosure of not only “defen-
sive” measures such as reducing GHG emis-
sions but also proactive net-zero initiatives.

We confirmed the feasibility and key points of hydrogen
energy, which Company A is promoting as one of its
net-zero initiatives.

Boosting efforts to address urgent climate change issues

Wholesale Company B
Responsible Sales of Assets

After confirming that Company B is replacing
or selling GHG-emitting assets to achieve its
net zero emissions target, we raised concerns
regarding a potential depreciation in corporate
value due to the possibility that, even if Com-
pany B’s emissions decrease, overall societal
emissions may not.

We discussed reputation risks that might arise if compa-
nies with low environmental consciousness buy the assets.

Electrical EQquipment Company C
Striving to Lead the Industry

We aim to enhance corporate value and con-
tribute to the progress of decarbonization in
the industry by encouraging the disclosure of
Company C's innovative initiatives.

After confirming the details of their accelerated net-zero
strategy and innovative initiatives, we discussed informa-
tion disclosure and policies.

L
- )-
/Q\ Response

Various demonstration experiments aimed at realizing a
hydrogen society have been conducted, and technological
issues have been addressed. However, challenges for soci-
etal implementation have also been identified. In particular,
the establishment of relevant regulations and technical
standards by the government is essential.

We confirmed that the key points of the proactive
net-zero initiatives are clear. We concur that policy
engagement may be effective in this case.

They responded that buyers are assessed through a due
diligence process that takes not only economic conditions
but also responsible operational policies for target assets
into account. However, detailed transactions are generally
not disclosed.

It became clear that disclosing the due diligence
process to the greatest extent possible might help
prevent the depreciation of corporate value.

Net-zero targets were accelerated with customer prefer-
ences in mind. As Scope 3 GHG emissions affect Com-
pany C's core business orders, reducing emissions is also
important for mid- to long-term revenue growth.

The background of the innovative initiatives was
clarified, and we recognized that disclosing them
could contribute to Company C’s growth and im-
pact on the industry.

i? Evaluation

Going
Forward

The importance of policy engagement

and disclosure was raised.

Key points regarding the utilization of

hydrogen energy in the land transpor-
tation industry

The implementation of a hydrogen society is a
significant step toward a fundamentally decarbon-
ized society. If outdated regulations and standards
stand in the way, we will encourage policy engage-
ment and disclosure of progress.

The importance of disclosing thought

processes and procedures was raised.

Insights into thought processes and proce-

dures for responsible sales of assets

To reduce reputation risks, we will encourage the
establishment of guidelines for the responsible sale
of assets, along with disclosure of their thought
process and due diligence process.

25

Value The importance of disclosing innova-

tive initiatives was raised.

Findings Insights into industry market conditions

and policies related to internal carbon
pricing.

We believe that Company C's initiatives will pos-
itively affect its competitors. Therefore, we will
encourage them to apply even greater pressure for
reducing emissions throughout their own supply
chain and disclose initiatives such as ICP.
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Rubber Product Manufacturer D

An Intrinsic Issue
for Natural Rubber Manufacturers

We discussed the hypothesis that improving traceability
will help to decrease the risks of illegal forest logging and
other issues related to natural rubber.

Due to the specific circumstances of natural rubber planta-
tions, improving traceability is not easy. Technological support
and other efforts are underway, but in addition to strength-
ening monitoring systems, it is also important to modernize
producers and stabilize their economic foundations.

Manufacturer D recognized that modernizing
producers and stabilizing their management foun-
dations are just as important as enhancing transpar-
ency for reducing risks. We shared an in-depth anal-
ysis of the situation and problem-solving efforts.

Manufacturer D recognizes that a lack of under-
standing of the realities of natural rubber plantation
development and operations contributes to biodi-
versity and human rights risks. We will encourage
them to assist farmers in creating sector organiza-
tions and disclose the results.

Thematic Engagement: Case Study 2

Biodiversity

Food Manufacturer E

Understanding of the
Satoyama Concept

We exchanged opinions about Western countries’ under-
standing of their unique concept and efforts, their future
policies, and the disclosure of results.

Manufacturer E recognized that the Satoyama concept
wasn't fully understood by outsiders due to cultural differ-
ences between Japan and Western countries. However,
they will continue to promote the idea that Satoyama will

lead to natural recovery, backed by successful case studies.

We confirmed that the company is strongly moti-
vated to promote the Satoyama concept globally.
At the same time, we shared an awareness of the
necessity of creating stories and objective evidence
for promotion.

Manufacturer E will monitor the spread of case
studies demonstrating the Satoyama effect. In
addition, we will encourage them to establish
quantifiable and visualizable KPls and set targets
for them.

26

Helping companies to navigate complex causal structures toward achieving nature positivity

Electric Equipment Manufacturer F

Potential Collaboration with
Investors and New Findings

We discussed measures aimed at the conservation and
restoration of natural capital and biodiversity, based

on the possibility that the company’s business leads to
marine contamination.

As a first step for performance testing and evaluation, Man-
ufacturer F recognized the need for a method (international
standard) to measure microplastic emissions. The industry as-
sociation that they belong to is currently looking into the issue.

We provided insights from an investor perspective,
shared our unique knowledge and external perspec-
tives gained through collaboration with microfiber
initiatives, and shared an understanding of the
feasibility of support.

We will encourage Manufacturer F to take action
against marine contamination caused by micro-
fibers by providing them with information on the
situation in various countries and case studies from
other companies obtained through global initiative
activities.



] Q
ﬁﬂ Dialogue

Thematic Engagement: Case Study 3 Human rig hts

Supporting efforts for human rights and human capital from both global and local perspectives

Automobile Company G

Tackling Human Rights Issues
on the Supply Chain

Company G's business activities extend to
Asia, where social structures are complex and
human rights risks are high. We aim to reduce
these risks by encouraging them to carry out
concrete measures as soon as possible.

We discussed the current situation with regard to human
rights risks and their plans for future initiatives.

Food and Beverage Company H

Globalization of

Sustainable Management Structure

As Company H has a large market share over-

seas, we aim to encourage them to accelerate
globalization at management level for sustain-
able growth.

We discussed the company’s efforts for sustainable man-
agement both domestically and internationally as well as
global risks.

Construction Company |

Supporting Efforts for
Human Capital

Company | aims to be a leading player in sus-
tainable management. We seek to help them
deepen their understanding of human capital
management and search for opportunities for
operational support.

Taking into consideration the fact that the company’s
disclosed KPIs were somewhat superficial, we discussed
their thought processes and initiatives regarding human
capital management.

+ Response

Company G implemented measures for workers and for-
eign national technical intern trainees in Japan as a priori-
ty issue for addressing human rights risks and conducted
a fact-finding survey with NGO support. However, their
overseas efforts were lagging behind domestic efforts.

We clarified their priorities, current progress, and
issues for future initiatives. We shared the under-
standing that current efforts are preliminary and
that further efforts will be needed.

The company recognized that globalization at manage-

ment level was still a work in progress. However, they are
currently establishing regional headquarters and setting
up sustainability committees across the world.

We shared a common understanding of the need to
balance addressing social and environmental issues
with profitability and agreed on the importance of
promoting further initiatives to diversify manage-
ment for the future.

Value co-creation requires various perspectives and
elements. For example, we proposed the company to
disclose information on employee engagement. The
company understood and responded in a positive
manner.

At a subsequent ESG briefing held by the company,
they disclosed employee engagement results, iden-
tified issues, and corresponding measures, leading

to a better understanding of the company’s human

capital strategy among investors.

*Evaluation

Going
Forward

>rvat

.
A common und

efforts for domestic human ri

ing hu

rstanding of t

Given the increasing importance of emerging coun-
tries, we will encourage Company G to apply the
knowledge gained through domestic initiatives to
promptly establish a structure for tackling human
rights risks and improve information disclosure.

1S ONn sustain-

Value
Insights for a rating efforts by

“hanging their management structure

We will continue our dialogue and strive to support
management reforms by effectively leveraging
talent and the momentum of globalization.

27

s related to human

Value
The importa

tal initiatiy
ic circumstan

disclosi Ng human ¢

We will continue to provide support for enhancing
corporate value, assisting the company not only
in improving human capital initiatives but also in
broader disclosure of initiatives related to human
rights and human capital.

rding to company-specif-
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Health and Safety

Emphasizing customer safety as a vital lifeline

Land Transportation
(Railroad) Company J

Inconsistency with
the “Site-First” Principle

For railway companies, ensuring the safety of
passengers is vital. We reviewed the imple-
mentation of safety measures and strategies
to prevent these measures from being for-
gotten, with the goal of enhancing corporate
value by maintaining and improving on them.

We reviewed the implementation and progress of mea-
sures taken in response to past rail accidents as well as
strategies to prevent them from being forgotten.

Air Transportation Company K

Perspectives for
Safety Measures

We aim to enhance the corporate value of
Company K by informing investors of the
various measures being taken to ensure that
lessons from past accidents are not forgotten,
through more effective disclosure practices.

We ascertained the company’s passenger safety mea-
sures and their current disclosure status and discussed
how the company intends to proceed moving forward.

Response

One of the causes of the accidents was determined to
be the lack of prioritization of on-site decisions during
emergencies. While management recognized the need
to prioritize on-site decisions, surveys revealed that there
was still a perception gap between management and
on-site workers.

While management has taken measures, it is clear
that there is still room for improvement by shifting
systems and processes to prioritize on-site decisions.

The company has already disclosed specific initiatives to
ensure passenger safety. While the disclosure doesn't go into
detail regarding their thought process, the measures are con-
ducted according to the standards of their basic philosophy.

We identified the values underlying specific measures
to ensure passenger safety, as well as subjective and
relatable criteria. This includes the notion that the
standard for safety is whether one would allow a close
relative to fly, rather than just a third party.

*Evaluation

Going
Forward

Value The possibility of improving existing mea-
sures was raised.
Findings The importance of shared awareness of
issues between management and on-site

workers in addressing challenges

We will encourage Company J to adopt a site-first
business approach and culture and propose mea-
sures to improve disclosure of specific initiatives to
address challenges.
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Value Discovery of the core ideas of messag-

es that resonate more strongly with
stakeholders

The importance of the values underly-

ing the measure and their messaging

We will encourage the company to promote initia-
tives that resonate more strongly with investors,
such as disclosing how values and other factors are
incorporated into employees’ tasks.



Collaborative Engagement

Collaborative Engagement

Our goal is to create comprehensive and effective solutions

Collaborative engagement involves coordinating with companies, investors, and stakeholders to address specific themes and issues.

not only through collaborative efforts to tackle individual challenges

but also by enhancing social impact and fostering consensus building.
We will work across multiple companies and industries to address sustainability challenges, transcending group boundaries.

Participation in Initiatives

> Collaborative Engagement >

! Climate change

Health and safety

29

Key themes for FY2023 Initiatives Response to key themes

Collaborative engagement meetings
at initiative member institutions
Alignment of engagement goals, policies, and
. role assignments, etc.

Implementation of

. engagement
Implementing engagement in

|AST " accordance with policies decided
Biodiversity APAC 2 }9,;',0_0“; Marine at collaborative engagement
S Microfibre meetings
| Pollution
TCFD i_i-_c_qf ‘ Demonstrating
leadershi
H ight "4 el mh?w‘ Taking a Iea(EI)ing role in col-
uman rignts INITIATIVE fast i) laborative engagement

(modern slavery and human capital)

I [Foru

[F|D} "4 ACCESS TQ Outcomes

NITRITION Reviewing results and progress

and further aligning policies

. Escalation

Discussing measures based on the progress
of engagement
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Collaborative Engagement

Climate Change (Climate Action 100+)

Machinery Company A

\ﬁ‘?ﬂ Dialogue

A Response

We discussed climate change from
various angles, such as specific plans
for achieving net zero and information
disclosure that alleviates investors’
concerns. We informed the company
that investors participating in CA100+
have doubts about its reduction
targets relative to the BAU* emissions
scenario, which is based on avoided
emissions, rather than relative to the
total GHG emissions scenario.

The air conditioning business
plays a crucial role in everyday life
under global warming. Not only do
Company A's products emit more
GHG than existing ones, but their
refrigerant also contributes to

the greenhouse effect. In pursuit
of future market expansion, the
company aims for sustainable
growth by implementing concrete
carbon-neutral initiatives and
enhancing disclosure.

Company A has applied for SBTi
certification as part of its GHG
reduction plan to achieve net zero
emissions. As many companies
have submitted applications, the
screening process is expected to
take some time. As part of efforts
to strengthen and disclose lob-
bying activities, the company has
added new pages on advocacy to
their 2023 Integrated Report.

i? Evaluation

By working with CA100+ members to provide evalua-
tions from external parties, we encouraged the compa-
ny to take action, resulting in concrete achievements
such as applying for SBTi certification. We were also
able to share our view of the importance of sincere
information disclosure for sustainable growth.

Going Forward

Value

multiple investors’ (CA100+
investors) perspectives.

We were able to convey evalu-  The importance of factual dis-
ations and expectations from

closure including the trials and
errors of companies’ initiatives
against climate change

While closely monitoring initiatives and information disclosure for net zero, Company A has established a robust
business model in the air conditioning industry. Going forward, they are expected to leverage these strengths to exert

influence in lobbying activities.
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Climate—
Action 100+

{Global Inwvestors Driving Business Transition. ’

Supporting Sustained Growth as the Lead Investor for CA100+

Masashi Yazaki
Fellow Senior Analyst

Akira Tanaka >< Masahiro Kato

Senior Analyst

Decarbonizing society as a whole may require efforts at the
industry and policy levels in addition to the initiatives of individ-
ual companies. For example, in the air conditioning industry, it
is not only necessary to develop new refrigerant technologies
that contribute to decarbonization, but to also work toward
reducing CO, emissions by improving the power supply mix.
These themes are also closely related to governmental policies,
and it is important to continue working on current initiatives
while working toward the harmonization of the latest techno-
logical insights and policies. It is also necessary to proactively
disseminate information about various corporate efforts to
build up trust from society. As an institutional investor, we will
encourage companies to ensure proper disclosure of informa-
tion about their social contributions, while also collaboratively
working on investor initiatives. Through these actions, we aim
to create an environment where companies’ efforts are accu-
rately evaluated and can continue to progress in addressing the
related issues.



Collaborative Engagement

Biodiversity (Marine Microfiber Pollution)

Apparel Manufacturer & Retailer POinting out an Opportunity to Lead the |ndUStry

Company B

Microfibers are one of the main causes
of global plastic pollution. We are also
sharing research findings from the First
Sentier MUFG Sustainable Investment
Institute to provide insights. We will
confirm the current efforts and future
plans of Company B, aiming to reduce
the risk to biodiversity by encouraging
further initiatives.

We were able to confirm current initiatives and issues, and also shared
an understanding of the direction and potential of future initiatives.
Specifically, if Company B can develop garments that are less prone
to shedding fibers and are preferred by consumers, they can lead the
world in sustainable clothing with a different perspective compared to
other companies’ products. Other possibilities include participating in
setting regulations on the industry’s fiber shedding rate, engaging in
policy advocacy, and expanding awareness activities.

Going Forward

with Microfiber Initiatives

KA Dialogue

" Response

We confirmed self-regulation
efforts regarding fiber shedding
within the company and supply
chain, as well as insights gained
from registering with related
initiatives and the status of collab-
orative efforts. We also discussed
future initiatives.

Due to the industry’s slow progress in
setting standards, Company B is first
focusing on understanding how much
microfiber each product emits. While
resolving this issue is not easy due to
consumer preferences, they are consid-
ering collaborative efforts with partner
material manufacturers. They have also
begun awareness activities, such as
promoting proper washing methods.

* Evaluation

Value

action

Provision of insights into
global microfiber trends
and potential directions for issues related to addressing

Current status of microfiber
initiatives and business

this challenge

By offering additional insights into global trends concerning this issue, we will encourage and support potential initiatives. We will
also assist in engaging with governments and initiatives that Company B is registered with.
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We aim to promote the adoption
of initiatives through dialogue with
stakeholders

L

£

Microfiber and plastic pollution pose
significant environmental challenges.
These pollutants are mainly generated
during the manufacturing and use

of clothing and plastic products and
adversely affect the environment by
entering water and soil. Microfibers

in particular are the largest source of
plastic in the world’s oceans, with ma-
rine discharge from laundering being
a significant concern.

To address this issue, we recognize
the importance of implementing
measures to prevent fiber shedding in
textiles and garments, as well as filter-
ing household wastewater. We are en-
gaging in dialogue with stakeholders
such as electronics manufacturers and
apparel manufacturers/retailers. While
these efforts are still in their infancy in
Japan, we hope to see them emulated
and adopted all over the world.

v Ken Mitsutani
‘g) Chief Research Officer
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Collaborative Engagement IAS I

Human Rights (Investors Against Slavery & Trafficking Asia Pacific) APAC

Manufacturer ¢ - Plans to Position Human Rights as a Key Management Issue and Establish a Human Rights Policy

Continuously supporting the resolution of human rights

\%ﬂ D|alog ue 'Q~ Response issues by leveraging knowledge gained from IAST APAC
Manufactt:rer Cisan engagemerln target As part of addressing human Manufacturer C posi-
company for Investors Against Slavery & sl ) . )
T . e ts, dated Manufac- .

Trafficking Asia Pacific (IAST APAC), an rignhts, we upda e, anutac tloneq Promotion of Re

investor collaborative engagement on hu- turer C about the importance sponsible Procurement”

man rights (modern slavery). Mitsubishi UFJ of human rights issues, while as a key theme in its new

Tru§t and Bankin.g.s.electec.i the company as urging them to promptly medium-term manage-

a pilot case and |n|.t|ated dialogue starting establish a human rights ment plan starting from

from 2021. In July, it was transferred to . ) -

MUFG AM Sustainable Investment, where policy, conduct supply chain FY2023, recognizing

the engagement process was improved due diligence, and implement human rights as a signifi-

with dedicated analysts and specialized other substantive human rights cant issue in this regard.

researcher functions. measures.

% * Evaluation
Engagement Group

CSR procurement assessments were conducted for MUFG AM Sustainable Investment
primary suppliers across all their businesses. In Octo-
ber 2023, Manufacturer C signed the United Nations Positioning of humanrightsas  Increased awareness of the By participating in IAST APAC and gaining global insights into
Global Compact (UNGC) concerning human rights and akey management issue importance of human rights human rights issues, B-to-C companies with supply chains have
announced that they had done so. The human rights issues '

come to recognize significant human rights risks associated with
them. In response, we recommend first establishing a human
rights policy and conducting on-site due diligence for each
supplier to the greatest extent possible, while also disclosing

the current status. Transparent information disclosure serves

Going Forward as the initial step in addressing human rights issues. Following
the assessment, it is essential to implement system and process

policy is currently being prepared for the first half of
the next fiscal period as planned.

Due to the company'’s scale, there are limitations to internal resources. However, it is commendable that it has rec- improvements. Specifically, establishing grievance mecha-
ognized human rights issues, which we have continuously pointed out, as important management priorities. In the nisms from a user perspective to allow individuals to voice their
future, we will further support these efforts. concerns. We will aim to leverage the insights gained from IAST

APAC to support practical solutions in the future.
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Public Engagement Initiatives

Public Engagement

Public engagement is an approach aimed at encouraging sustainability issues resolutions

through broad consultation and dialogue with public institutions.

In addition to offering recommendations to support corporate behavior change and transformation initiatives,
we strive to realize sustainability by establishing trusting relationships through information exchange

and discussions with public institutions.

Public Engagement

Key themes for FY2023 Response to key themes

SBINIANOY dIYSPIEMBIS SIUSWISBAU| B|qRUIBISNS Y 4NN

Consultation

Providing feedback related to initia-
tives and regulations that contribute
to the realization of sustainability.

Climate change

& Public sector

(Policy authorities/in-
ternational institutions)

Joint letters, policy recom-
mendations

We send joint letters and provide
policy recommendations to the
public sector.

Biodiversity

Financial sector

Dialogue
. We conduct dialogues toward
resolving issues in transitional
fields with the financial sector and
initiatives.

Initiatives

a Academia

Human rights

(modern slavery and human capital)

Joint research
We conduct research related to
sustainability with academia.

Health and safety
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Public Engagement Initiatives

Climate Change: COP28 (The 28th Conference of the Parties to
the UN Framework Convention on Climate Change) in Dubai, United Arab Emirates

Mitsubishi UFJ Trust and Banking Corporation

Un IOC ki NJ Climate finance horizons

* We participated in COP for the first time and co-hosted an event with the Asian Development Bank to promote climate finance in the Asia-Pacific region.
¢ We initiated discussions aimed at realizing and expanding transition finance in the Asia-Pacific region using blended finance.

At the international framework building session, we discussed cre- . ) . - o, ) ) e ) )
ating market environments conducive to sustainable investment in * Under the theme of “Net Zero in the Asia-Pacific Region,” a panel discussion was held with five panelists, includ-

the APAC region. We participated in COP28 to strengthen our net- ing Vice President Yasuda, to discuss each country’s contributions and challenges and solutions for fundraising.
work with policymakers and international initiatives and co-hosted * Acknowledging the distinctive challenges of the APAC region compared to the advanced initiatives in achieving
an event with the Asian Development Bank to globally disseminate ) ) . )
. . R . net zero in the West, the conversation aimed to foster awareness and explore how each country could contrib-
information about our initiatives on climate change. o ) _ o ) ]

ute to achieving net zero. Solutions were proposed from the perspective of institutional investors, with a men-

\Ei?ﬁl Dialogue

tion of the role expected from the Asian Development Bank.

| Results Going Forward

We plan to continue exchanging views with relevant ministries
and agencies in the Asia-Pacific region, as well as with the Asian
Development Bank and financial institutions in various regions, to
discuss contributions - Ly
from each country and g T
regional financial insti- @
tution toward achieving 5
net zero emissions.

* Discussions were held with the Asian
Development Bank to explore their signif-
icant role with other financial institutions
in various regions in the area of transition
finance in Asia, which is of great interest to
Japanese authorities.

* Efforts to enhance the transparency
and accountability of transition finance
through appropriate rulemaking were com-
municated to COP28 participants.

34



PUblEE et [nitiatl Mitsubishi UFJ Trust and Banking Corporation

Climate Change: GFANZ (Global Financial Alliance for Net Zero)

Accelerati NJ the transition to a net-zero global economy

» We participate as key members in the GFANZ Global, APAC, and Japan chapters aiming to realize a decarbonized society. In collaboration with
domestic authorities and financial institutions, we contribute to transition in Japan and Asia, while also engaging in rulemaking.

\&ﬁl Dialogue
In thf—) transitiqn toward net zero emissions, there‘is international’diver.gence in di§- * We participate in the global working group of GFANZ Index Investing to discuss and plan
cussions, particularly between Europe, the Americas, and the Asia region, regarding guidance regarding index development.

responses to high-emission sectors. Recognizing that these sectors are also key for the ) o _ _ }
transition, we participate as key members in international initiatives such as GFANZ, * Alongside the activities of GFANZ Japan Branch, we are involved in the creation of tran-

which wield significant influence over climate change rules and guidance. Our aim is to sition plan guidelines as part of the international climate change rules spanning various
ensure that the recognition of high-emission sectors as key to the transition is reflected countries, including Japan.
in international guidelines and to actively engage in rulemaking processes.

® At COP28, as part of policy recommendations to consider high-emission sectors in transition finance, we presented a response
paper under the name of GFANZ Japan Branch (with MUFG AM also signing). This led to an agreement on transition plan guidelines
within GFANZ, fostering a deeper understanding of transition policies among domestic authorities in Japan and Asia.

Going Forward

Based on the insights, networks, and presence gained through this dialogue, we plan to further engage and provide recommenda-
tions from an asset management standpoint in the discussions on Japan’s climate change rules within GFANZ's Global, APAC, and
Japan chapters going forward.

35
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Public Engagement Initiatives

Mitsubishi UFJ Trust and Banking Corporation

Climate Change: The United Nations Environment Assembly in Nairobi, Kenya

Goi ngg lobal fulfilling commitments for the climate agenda

* Participated in the United Nations Environment Programme’s (UNEP) plenary meetings with the aim of playing a leading role in the discussion on global policies for the global environmental sector

\%ﬁo{ Dialogue

An international presence and

the strengthening of com- * Participated in plenary meetings, the opening plenary, and the
intergovernmental meeting on actions to address the key themes
of climate change, biodiversity loss, and pollution and exchanged
We aim to participate in the opinions with mainly high-ranking government officials and the

munication capabilities are
essential to further enhance
public engagement functions.

United Nations Environment UNEP Climate Change Division
Assembly hosted by UNEP, a

major meeting in the area of
environmental sustainability,

public sectors while estab-
lishing a central position as a
Japanese financial institution

corporations, and other institutions

* Attended the summit prior to the plenary meetings, allowing us to
participate in and exchange information at a forum for substan-
and to build relationships tive discussions with participants, including government officials,

with the government and academic institutions, and other international institutions

® Improved Mitsubishi UFJ Trust and Banking's international pres-
ence through networking by participating in side events and the

in global initiatives in climate UN Policy Science Business Forum, a plenary forum for exchang-

change and biodiversity. ing information with policy makers, academic institutions, private

| Results Going Forward

* Through the United Nations Environment Assembly, we conducted discussions
with governments, the UN, and international organizations highly relevant to
climate change. Additionally, we further developed our activity policies in prepa-
ration for the 29th session of the Conference of the Parties to the United Nations
Framework Convention on Climate Change (COP29) and the 16th meeting of the
Conference of the Parties to the Convention on Biological Diversity (COP16) in
2024.
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Throughout the plenary meetings, which were centered on climate change and biodiversity
and in which the COP 16 Secretariat and Taskforce on Nature-related Financial Disclosures
Executive Director participated, Mitsubishi UFJ Trust and Banking focused on exchanging
opinions and networking, allowing us to build relationships with relevant stakeholders.
Moving forward, we aim to contribute to rulemaking in international conferences on cli-
mate change and biodiversity and expand its influence through information sharing.
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MUFG Asset Management

Public Engagement Initiatives

Climate Change: NZAM

Net Zero asan asset manager

* To achieve a decarbonized society, we participate in global initiatives to contribute to achieving net-zero GHG emissions from investee companies.

MUFG AM has joined the Net Zero
Asset Manager Initiative (NZAM),
committing to achieving net

=3
|E® Status of Initiatives

* Targets and results for decarbonization

q Reduce GHG emissions per unit of economic intensity by 50% compared to 2019 level for 55% of
NZAM Interim Target (2030) assets under management
zero emissions in its investment

portfolio. We have set targets (t CO,e/million USD)
toward net zero and aim to 100

achieve net-zero GHG emissions L2
from investee companies through 70.4
our operations and engagement : Net zero Results Planned
efforts. S Economic intensity
t-CO2e/million . . Interim
50 43.6 | ; U(SD) JmllE Baseline Reporting T
: : (2019) Year (2022) (2030)
| |
| |
: : Scope 1and 2 87.2 70.4 43.6
o | |
Baseline Reporting Year Interim Target 58 S(f;gfe:;fe')and s 970.7 869.4 —
(2019) (2022) (2030)

m Going Forward

* As of March 2023, we achieved a 20% reduction compared to 2019 levels (tar-
geting 55% of assets under management, based on GHG emissions per unit of
economic intensity).

* We have expanded the number of priority engagement targets selected based
on GHG emissions and investment amount from approximately 50 companies to
approximately 100 companies.
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We will continue to conduct regular self-assessments of progress toward the above
interim target and maintain a cycle of incorporating insights gained into our oper-
ations and engagement. This ongoing process will deepen the depth of dialogues
contributing to the expansion of priority engagement targets and enhancement of
corporate value for investee companies.
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Climate Change: TCFD

Climate Risk

analysis for Engagement

MUFG Asset Management

TCFD

* Assessing and identifying physical/transition risks by industry for use in prioritizing engagement targets.

L
EG) Status of Initiatives

By identifying climate Portfolio Composition of Physical Risk Scores by Industry

change risks and op-

- s Real Estate Utilities Energy
portunities within the B %% 1%
investment portfolio and )
integrating them into Financials Indgzto/nals
decision-making process- 5% \ ’
es for both operations and Communication “‘
engagement, we aim to Services ~
achieve a balance be- 6%
tween decarbonizing the
investment portfolio and Consumer/ ﬁDQonsqmer
. ; Staples iscretionary
enhancing the sustainable P 159
corporate value of invest- o /
ee companies.
Materials ‘ \
9%
Health Care l-:::g“:grclg;
10% 149,

¢ Identified the magnitude of physical risks by industry within the investment portfo-
lio and particularly recognized high-risk hazards.

¢ |dentified transition risks by industry within the investment portfolio based on
unpriced carbon costs.
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Unpriced Carbon Cost by Industry

Benchmark Weight
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Going Forward

* We will refine our analysis (by transitioning from estimated data to disclosed
data, conducting scenario analysis of portfolios, etc.)

* We will seek further disclosure of information from investee companies and
support their climate change responses through engagement activities.



Public Engagement Initiatives

Biodiversity

Nature Risk

m Taskforce on Nature-related
EE Financial Disclosures

MUFG Asset Management

analysis for our nature positive

We will identify ecosystem services and impacts on natural capital that investee companies rely on in accordance with the TNFD framework. By integrating this information with portfolio
composition weights, we will conduct assessments and analyses of the specific risks and opportunities unique to our portfolio.

To establish various strategies for addressing natural capital and biodiversity, it is essential to understand the current portfolio’s dependence on and impact on ecosystem services or

natural capital as foundational information.

Analysis Emm

Image of risk assess- d soctors
ment and analysis in = |

light of portfolio com- B [
position weights e

(PO

] & [T ——— I itigates drect impacta. B 4 “Prctuct —
i R = o - BE
i =

Dupondancs on natursl casitsl  Low

S B

S =
E— High ¥ 5
© agr X AR
) _ : P =y

*For the full risk analysis, please refer to MUFG Asset Management Natural Capital and Biodiversity Report 2023.

https://www.tr.mufg.jpo/mufgam-su/pdf/20231220 O1.pdf

® Based on the analysis, the risk assessment is as follows:

* Within MUFG AM'’s portfolio, sectors with both a high dependence and a high impact on
natural capital are “General consumer goods and services,” “Capital goods and services,”
and “Information technology.”
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Going Forward

We will identify risks related to relevant natural capital and business op-
portunities among companies in the aforementioned sectors and integrate
them into our engagement and management strategies aimed at reducing
or mitigating physical and transition risks, as well as creating business
opportunities.
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Public Engagement Initiatives

Participation in External Initiatives

To address complex sustainability issues, it is crucial to engage not only in financial-related initiatives but also in other global initiatives.
As one of the key engagement approaches of MUFG AM Sustainable Investment, we believe that collaboration among multiple financial institutions and

other organizations is an effective method to engage stakeholders.
Our group companies are actively participating in domestic and international initiatives and playing active roles in shaping policies and standards.

Through collaboration, we are working together to address sustainability issues.

Principles for
Responsible
Investment

PRI

Principles for

®
SASH

@)

JSIF

FAIRR Network Member

A COLLER INITIATIVI

m
=
<
=
(]
=2
3
(1]
=]
3

Responsible International Japan Sustainable
Investment Sustainability Investment Forum
(PRI) Standards Board (ISSB) (JSIF) FAIRR Initiative
“ ":\I":"D" m Taskforce on Nature-related

Climate Action
100+

Carbon Disclosure
Project (CDP)

TCFD

Task Force on
Climate-related
Financial Disclosures
(TCFD)

CLIMATE
CHANGE

Asia Investor Group on
Climate Change (AIGCC)

EE Financial Disclosures

Taskforce on
Nature-related
Financial Disclosures
(TNFD)

Investor Collaboration
Marine Microplastic
Pollution

Net Zero Asset
Managers
initiative (NZAM)

IAST
APAC

Investors Against
Slavery and Trafficking

ShareAction»

Healthy Markets
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' !Q NUTRITION

IMITIATIVE

dcCcess 1o
MepICIne
FOUNDATION

¥ advance

a9
388
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Principles for
Financial Action

Network (GIIN)

Financing Initiative

Group

Forum

(ICGN)

30% Club Japan Asia-Pacific Initiative Access to Nutrition for the 21st
Investor Group (IAST APAC) (ShareAction) Initiative (ATNI) Access to Medicine Advance (PRI) Century
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Review of the Current Fiscal Year
Self-Assessment of Japan’s Stewardship Code

In providing services to the companies of MUFG AM, MUFG AM Sustainable Investment endorses Japan’s Stewardship Code (“the Code”).
In July 2023, we announced our acceptance of the Code and published our response policy. Below is a summary of the initiatives and
self-assessment of MUFG AM Sustainable Investment regarding each principle of the Code.

Basic Policy (Principle 1)

Management of conflicts of interest
(Principle 2)

Dialogues with companies
(Principles 3 & 4)

Voting activity (Principle 5)

Reports to clients and beneficiaries
(Principle 6)

Improving dialogue capabilities
(Principle 7)

Provision of services that contribute to
improving the functioning of the entire
investment chain (Principle 8)

Self-Assessment of Japan’s Stewardship Code

We announced our acceptance policy of the Code in July 2023. In accordance with the MUFG AM
Sustainable Investment Policy, we conduct dialogues to encourage investee companies to address
sustainability issues to reduce medium- and long-term risk.

Monitoring is conducted by the Investment Compliance Division, and verification is performed by
the Stewardship Committee. We implement appropriate conflict of interest management mea-
sures and confirm that there has been no suspicious information sharing from the perspective of
conflicts of interest between contact-restricted departments, such as corporate sales divisions,
within the MUFG Group.

Internally, we are strengthening our engagement structure between research officers and analysts.
Externally, we are enhancing our capabilities through collaboration with initiatives such as Climate
Action 100+ and IAST APAC. By selecting key themes and employing appropriate approaches, we
conduct constructive dialogues with companies.

In providing services to the companies of MUFG AM, MUFG AM Sustainable Investment does not
exercise voting rights. Instead, we provide the results of sustainability dialogues to each MUFG AM
company, and they exercise their voting rights based on the outcomes of these dialogues.

In providing services to the institutional investors of MUFG AM, MUFG AM Sustainable Investment
does not engage in asset management activities for entrusted assets. Instead, we provide the
results of sustainability dialogues to each MUFG AM company.

As stated in our basic policy, we implemented numerous specific measures to enhance collabo-
ration both internally and externally, aiming to strengthen the expertise of MUFG AM’s employees
and its organizational collective influence. This effectively results in building capacity for dia-
logues.

We conducted dialogues on sustainability to achieve sustainable growth and enhancement of
corporate value for our investee companies. By sharing the results of these dialogues among our
group companies on a regular basis, we aim to improve the functioning of the investment chain.

Future Initiatives

Enhancement of cross-theme
initiatives

We will analyze the relationships between in-
dividual key themes (trade-offs and synergies)
and deepen our engagements with a focus
on the relationships between climate change,
biodiversity, human rights, among others.

Global-level initiatives

Starting from April 2024, we will enhance our
global presence and conduct engagements at
a global level, while also improving public en-
gagement with authorities and stakeholders.

Realization of Sustainable
Investment Principles

We will establish various policies to advance
our commitment to a sustainable future out-
lined in the MUFG AM Sustainable Investment
Policy. In April 2024, we will introduce “MUFG
Asset Management's Approach to Exercising
Voting Rights.”

*Please refer to "MUFG Asset Management's Approach to Exercising
Voting Rights” for details (available in Japanese only).

41 https://www.tr.mufg.jp/mufgam-su/pdf/20240228 01.pdf
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Climate-Related Financial Disclosures Based on TCFD Recommendations

Climate Change

Our Approach to Climate Change Response to TCFD

Climate change is an urgent global issue and a major sustainability challenge that is The Task Force on Climate-related Financial Disclosures (TCFD) recognizes that wors-
closely related to broader environmental and social concerns. We believe that addressing ening climate change poses significant economic and financial risks and opportunities
climate change is essential not only for achieving a sustainable society but also for en- and recommends that companies and investors recognize and disclose these risks and
abling investee companies to enhance their corporate value in the medium- to long-term. opportunities for their own organizations.

We aim to appropriately address both the risks and opportunities of climate change, col- As an asset manager, we have been disclosing information based on TCFD recommen-
laborate with various stakeholders, and contribute to a smooth transition to a low-carbon dations and enhancing climate-related financial disclosures in our investment portfolios
and decarbonized society through engagement with investee companies. since 2020. We aim to improve medium- and long-term returns, mitigate risks, and pro-
We manage assets entrusted by customers based on diverse investment needs. As we ful- mote sustainable economic and social development by assessing and disclosing the
fill our fiduciary responsibility to meet the different needs, such as maximizing investment impact of climate change on our portfolio, considering the impact of climate change
returns, limiting risk, and considering investment time horizons, we will also address one of in investment decisions, and encouraging our investee companies to address climate
the world’s biggest challenges, climate change, and provide information accordingly. change risks and opportunities.

Recommended Disclosures by TCFD

C Governance > C Strategy >

e The board’s oversight o Climate-related risks and opportunities
® Management'’s role e The impact of climate-related risks and
opportunities
e Resilience considering different sce-

narios
< Risk Management > < Metrics & Targets >
e Processes for identifying and assessing e Metrics for climate-related risks and
climate-related risks opportunities
 Processes for managing climate-related risks ® GHG emissions
® How these processes are integrated into e Targets to manage climate-related
overall risk management risks and opportunities
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Climate-Related Financial Disclosures Based on TCFD Recommendations

Governance

Oversight and Enforcement Structure for Climate-Related Risks

In our company, we explicitly incorporate sustainable investment into our governance structure. The Sustainability Committee investigates and deliberates on initiatives related to
promoting sustainability across the entire company. Additionally, the Sustainable Investment Review Committee deliberates and reports on policies, strategies, and structures related to
sustainable investment in the asset management business, as well as reports on the status of initiatives. The contents are reported to the Executive Committee and the Board of Direc-
tors through the Sustainability Committee, which is composed of the president, executive officers, and department heads.

Governance Structure

Management/
Oversight

. e . Monitoring
Mitsubishi UFJ Trust and Banking

Board of Directors Stewardship Committee
Verifies,

monitors, and
reports results

Sustainability Committee

Executive Committee

Discusses with/Reports to
Chairperson: Officer in charge of Corporate Strategy and Planning Role: Investigating and discussing policies,
Department strategies, systems, and the status of
Promotion/ - . Members: President and CEO, Deputy Presidents, Directors, Se- sustainability promotion. Submitting
Execution Sustainability Committee nior Managing Executive Officers, Business Heads, and reports to the Executive Committee and
Officers in charge of Independent Divisions and Offices Board of Directors if necessary.
Reports to
Committee
Chairperson: Business Head Role:  Conducting investigations and deliberations on the following matters and
of the Asset reporting to the Sustainability Committee.
Management - Matters related to policies, strategies, and systems for sustainable investment
Business at Mitsubishi UFJ Trust and Banking
Members: Heads of invest- - Status of Mitsubishi UFJ Trust and Banking's sustainable investment initiatives
ment divisions - Other necessary matters related Mitsubishi UFJ Trust and Banking’s sustain-
able investment




Climate-Related Financial Disclosures Based on TCFD Recommendations

Governance

Enhancement of the Promotion System for Sustainable Investment

(D Establishment of the Sustainable Investment Division: In April 2023, the Sustainable Management* and appointing external experts, we established a system where ana-
Investment Division was established. It is responsible for planning, formulating, and lysts collaborate with research officers in charge of sustainability themes to promote
promoting business strategies related to sustainability for the entire asset management sustainable engagement.

business, as well as handling publicity and external negotiations.
@ Launch of MUFG AM Sustainable Investment initiatives: Since July 2023, MUFG AM

. P . e *MUFG Asset Management is a brand of Mitsubishi UFJ Trust and Banking Corporation, Mitsubishi UFJ
Sustainable Investment has initiated collaborative efforts within the group to engage Asset Management Co., Ltd., Mitsubishi UFJ Real Estate Asset Management Co., Ltd., Mitsubishi UFJ Alter-

in sustainable engagement. By gathering specialized personnel within MUFG Asset native Investments Co., Ltd., and Mitsubishi UFJ Asset Management (UK) Ltd.

Business Head of the
Asset Management Business

Asset Management Business

Decides on policies, strategies,
and systems

Decides on policies, strategies,
and systems

Sustainable Investment Review Committee P —

Reports to . Reports
T T to
Fund Research and Alternative Asset Management Division
Sustainable Investment Development Division Asset Management Division 9 Provides S'\L/lIéJtl;ﬁ‘laAkl)vlle
Division (1) Key Foreign bonds/stocks, Key Real estate and infrastructure Key Japanese and foreign bonds/  informa- | t t (2)
target | . target Di . target s (Di . . nvestmen
S alternative assets G (Direct investment) W stocks (Direct investment) tion
» Meetings on promoting » Meetings on real estate .
ESG for external funds sustainability ESG Section

* Meetings on exercising

voting rights
- Engagement meetings
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Climate-Related Financial Disclosures Based on TCFD Recommendations

Strategy

Updating our ESG Materiality Assessment

We define “material ESG issues” as ESG issues that have particularly high impacts in
materiality, including climate-related issues. In identifying material ESG issues, we use the
materiality matrix framework for assessing the significance of ESG issues (see diagram
below). Since material ESG issues can change depending on the environmental and so-
cial context, we regularly review and update the materiality matrix. In the November 2023
update, there were adjustments made to the importance of human capital, but there
were no changes to our five material ESG issues.

> Climate change

> Human rights and
diversity

> Health and safety

> Circular economy

» Pollution prevention

and control > Governance

structures
> Information
disclosure

> Natural capital and
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Materiality in terms of MUFG Asset Management
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Reflecting Material ESG Issues in Investment Activities

Material ESG issues are communicated to investment departments and reflected in our
investment activities.

In sustainable engagement, we select themes based on these material ESG issues. Since
FY2023, we have been engaging with approximately 100 companies on topics such as
climate change, biodiversity, and human rights (refer to pages 21-28).

Furthermore, we practice ESG integration by incorporating material ESG issues into
investment decision-making across a wide range of asset classes. The specific method-
ologies vary depending on the asset class and strategy. For example, in domestic and
international quantitative investment strategies, we consider industry-specific materiality
and ESG issues that are material to us and calculate the E, S, and G scores for each issue
based on the evaluation items in the ESG database, as well as the Global ESG Score,
which is a composite of those scores. Subsequently, we implement these scores into the
models of each quantitative strategy.

ESG Integration in Domestic and International Quantitative Investment Strategies

The ESG issues

Materiality exposure by
X X oo
we consider important

industry

E Social Score

Global ESG Score

Global ESG database

E Environment Score . Governance Score

ESG integration by incorporating models into quantitative investment strategies




Climate-Related Financial Disclosures Based on TCFD Recommendations

Strategy

Initiatives for Climate-Related Issues

As one of our material ESG issues, we address climate change with a multilateral approach, including collaboration with external organizations, research, and information dissemination,

as our investment strategy.

Investment

Behavior

External
Collaboration

Disseminating
Research Infor-

mation

Enhancing
Organizational

Capabilities
human resources

*1 SS Report: Stewardship Activity Report 2023 (https://www.tr.mufg.jp/houjin/jutaku/pdf/stewardship_2023.pdf)
*2 First Sentier MUFG Sustainable Investment Institute (https://www.firstsentier-mufg-sustainability.com/)

*3 MUFG AM Sustainable Investment (https://www.tr mufg.jo/mufgam-su/english/) 47

Activity Initiative Reference
Integration of We established our own ESG database to evaluate non-financial information of investee companies, including climate-related SS Report™
climate factors factors. We incorporate ESG evaluations into analysts’ assessments of companies. P58-59

For thematic engagement, we conduct dialogues with a focus on sustainability-related themes such as climate change, biodiver-
Engagement sity, human rights, and health and safety. P21-28
gag As part of our collaborative engagement on climate change, we participate in Climate Action 100+ (CA100+) and have conduct- | P29-32
ed dialogues with two Japanese companies as the lead investor.
£ . . As a general rule, we support shareholder proposals that encourage enhanced disclosure of sustainability-related information, SS Report™
xercising voting |- : . : OE e
: including climate-related issues. However, we individually assess each proposal based on the company’s initiatives. P29-39
rights . ) . ;
For an overview of our voting behavior, please refer to the Stewardship Report.
Setting interim We joined the Net Zero Asset Managers initiative (NZAM), which aims to achieve net-zero GHG emissions from investee compa- P37
targets for NZAM | nies by 2050, and are setting and reviewing interim targets.
We are a board member of AIGCC (Asian Investor Group on Climate Change) and are involved in efforts to address climate
Participation in change by asset owners and financial institutions in Asia.
initiati\?es We participate in the GFANZ APAC and Japan chapters to contribute to rulemaking efforts. P35, 40
In addition, we participate in many other external initiatives. Moving forward, we will continue contributing to policy and stan-
dard formulation while providing leadership.
Public Engage- We are enhancing public engagement. For example, we disseminated information on blended finance and other topics at a side P34
ment event at COP28.
.| We established the First Sentier MUFG Sustainable Investment Institute to disseminate impartial and practical research to insti-
Research on sustain- . - . . ; . . . . . . e
: tutional investors worldwide with the aim of promoting sustainable investment, developing global capital markets, and resolving | Website
able investment :
ESG issues.
Information dissemi- | We have launched the website for MUFG AM Sustainable Investment, where we share information related to our sustainable Website®
nation for customers | investment approach. I
System enhance- We have launched MUFG AM Sustainable Investment, a cross-organizational initiative within the MUFG Group that promotes sus-
myent tainable engagement and product development by leveraging the expertise of MUFG AM. We have also established the Sustain- | P10-16
able Investment Division within our company to take the lead in sustainable investing activities.
Development of We conducted training on sustainable investment and stewardship for relevant members across MUGF AM companies. P22
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Climate-Related Financial Disclosures Based on
TCFD Recommendations

Risk Management

Processes for Identifying and Assessing Risks

The most important aspect of risk management for asset management
companies is managing the risks of the assets under management. In our
company, which manages a significant amount of funds for long-term
investment purposes, we believe that considering and addressing sustain-
ability in investment activities is essential for achieving stable long-term
performance.

In our company, the Sustainable Investment Review Committee delib-
erates on overall sustainability risks concerning investment assets. We
designate sustainability issues that have a particularly significant impact
on long-term and stable returns in our operations as “material ESG issues”.
These material ESG issues are regularly reviewed (refer to page 14).

Risk Management Process

The selection of themes for sustainable engagement is based on material
ESG issues and industry-specific materiality. We conduct engagement
with approximately 100 companies based on the selected themes (refer
to pages 21-28).

We have built our own ESG database and use it for evaluating investee
companies. In equity investments, we consider the impact of risks and
opportunities on corporate value based on each company’s ESG evalu-
ation and material ESG issues, incorporating them into our investment
decisions (refer to page 58 of the Stewardship Activity Report).

We are also promoting initiatives that consider ESG perspectives in alter-
native investment areas, such as real estate. Particularly in the real estate
sector, we prioritize climate change initiatives as a means of directly
achieving positive environmental and social engagement and long-term
enhancement of asset value, including the acquisition of external certifi-
cations for sustainability.

Integration Status of Risk Management across the Company

Regarding sustainability risks for the overall company, deliberations and reports are conducted by the
Sustainability Committee, chaired by the Officer in charge of Corporate Strategy and Planning Depart-
ment. Significant matters are then discussed and reported to both the Executive Committee and the
Board of Directors. Furthermore, depending on the theme, discussions and reports are also conducted
within the Risk Management Committee under the umbrella of the Executive Committee with signifi-
cant matters presented to both the Executive Committee and the Board of Directors.

For the overall risks to our businesses, we identify the most critical risk events to be monitored over the
next year as top risks in the Risk Management Committee. Climate change-related risks have been iden-
tified as one of the top risks as of March 2023. Specifically, we recognize that factors such as disclosure
of climate-related information, progress in supporting the transition to a decarbonized society, compli-
ance with strengthened regulations and policies, and our reputation regarding our response to climate
change could potentially have adverse effects on our corporate value, financial condition, and business
performance.

GHG Emissions Transition Analysis

We conducted an analysis comparing the projected future GHG emissions and carbon budgets un-

der different climate scenarios for our domestic stock portfolio. According to this analysis, our current
portfolio is projected to exceed the carbon budget aligned with the Sustainable Development Scenario
(SDS) by 2043. Additionally, the temperature rise potential for 2050 was estimated to be 1.8°C. We be-
lieve that engaging with investee companies is crucial to mitigate medium- to long-term transition risks.

Climate scenarios are based on
those published by the International
Energy Agency (IEA). A summary of
each scenario is as follows

GHG Emissions Transition Analysis

(%)
120

100
SDS (Sustainable Development Sce-

nario): Scenarios consistent with the

80 .
goals of the Paris Agreement.

60
APS (Announced Pledges Scenario):

Scenario in which NDCs (Nation-
ally Determined Contributions)
announced by each country are
fulfilled.

40

20

STEPS (Stated Policies Scenario):
Climate scenarios based on policies
announced by governments.

2023
2024
2025
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2031
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2033
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Climate-Related Financial Disclosures Based on TCFD Recommendations

Risk Management

Analysis of Transition Risks

As a quantitative assessment of transition risk, we conducted an analysis using the Carbon
Earnings at Risk framework provided by S&P to assess how changes in future potential
carbon prices could result in additional costs for companies. In this analysis, we focused
on the domestic stocks within our portfolio that have the highest GHG emissions.

If policies aligned with the Paris Agreement’s 2°C target are implemented (High Carbon
Price Scenario), it is expected that carbon emission costs will significantly increase in the
future. On the other hand, if countries only implement policies based on their NDCs (Low
Carbon Price Scenario), the increase in carbon emission costs is expected to be limited.

High Carbon Price Scenario Low Carbon Price Scenario
c S Portfolio Scope 1 W Portfolio Scope 2 c g Portfolio Scope 1 | Portfolio Scope 2
8 T m Benchmark Scope 1 W Benchmark Scope 2 82 m Benchmark Scope 1 W Benchmark Scope 2
S3 Sk
& 2000M 8 2000M
g g
g 1500M B g 1500M
=} =}
o 1000M o 1000M
% 500M j % 500M - -
o o ==
2025 2030 2040 2050 2025 2030 2040 2050
Furthermore, costs tend to Carbon Costs by Sector
) o ! i o
increase significantly in spe 22 800M sortfolio Benchmark
cific sectors such as utilities S3
) L o9 6ooM
and materials. Considering g2
L TS 400M
these characteristics, the ég
importance of enhancing en- 8 200M
gagement with industries and o
- - . o Ey o & o 2 o Sy EC
companies at high risk of cost O&;;g\oo:%g@f& « <\°?’°O & \‘\y&l I
escalation becomes evident. &

Analysis of Physical Risks

We conducted an analysis using S&P's analytical tool to assess the physical risk scores
our domestic stocks are exposed to. When examining the physical risk scores by type
of disaster, the highest were for river flooding, followed by droughts. Additionally, us-
ing ISS's tool, we can view physical risks by region. By examining physical risks by type
of disaster and region, we can use this information as a reference for asset allocation
decisions.

Physical Risk Score by Disaster Type

o 80
8 mmm Portfolio  mmm Benchmark
o
60
40
20
O . .
Wildfires Intense heat Extreme Water Rlvqr Coas'tal Tropical Drought
cold stress flooding flooding cyclones
Geographic Distribution of Physical Risks
Highest Risk
[ High risk
M Medium risk
M Low risk
No risk
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Climate-Related Financial Disclosures Based on TCFD Recommendations

Metrics & Targets

GHG Emission Amounts
Our GHG emissions in our GHG-targeted portfolio* amounted to 11.58 million tCO,e. When comparing emissions by asset to

the benchmark (market index), all categories except foreign stocks were lower than the benchmark’s (BM) emissions. The rea-

son for foreign stocks surpassing the benchmark lies in the relatively high exposure to utilities in sector allocation. This trend is

consistent even when considering carbon intensity or weighted average carbon intensity.

Oola arpo ola arpo
" arbo eng eighted average
e o) e 0 ompared o} e ompared
a oB e oB e € oB alioo = oB
= O.e o) 0 $
o (] B (] B (] o ‘o
Dgg‘:j:c 168  88% 461 66% 24283 74% 40304  68%
D‘;t”;ii:c 804  97% 12.40  101% 8193  97% 8871  96%
Fggiﬁ’: 007  67% 049  80% 4630 66% 12780 73%
Fs‘i;‘z'fs” 1.80| 109% 16.84|  98% 4843 1M% 12498 1M%
Overall 11.58 — 134.34 — 80.67 — 113.60 —
Total GHG emissions for the | Total GHG emissions for the The value obtained by Weighted average of GHG
whole portfolio whole portfolio (Scope 1, 2, dividing the total carbon emissions (Scope 1and 2)
and 3) emissions (Scope 1and 2) for each investee company,
Remarks by the total revenue of each calculated by dividing the GHG
investee company in the emissions by revenue and then
portfolio weighted by the investment
weigh

*Our GHG-targeted portfolio consists of domestic bonds (corporate bonds only), domestic stocks, foreign bonds (corporate bonds only),
and foreign stocks among the assets entrusted to us (excluding externally managed operations).

50




Industry Trends

Mitsubishi UFJ Trust and Banking’s Response to Tokyo Stock Exchange’s Action to Implement
Management that is Conscious of Cost of Capital and Stock Price

We request the continuous implementation of the following measures toward achieving management that considers cost of capital and stock price.

P
Ml
Current Situation Analysis

- Accurate understanding of own capital
costs and return on capital

- Analysis and evaluation by board of
directors regarding current situation,
including market evaluation

Challenges in Return on Capital and Growth
Potential

On March 31, 2023, the Tokyo Stock Exchange announced
the “Action to Implement Management that is Conscious
of Cost of Capital and Stock Price.” A notification was sent
to companies listed on the Prime and Standard Markets
requesting their cooperation on this matter with hopes

of improving companies with price-to-book (P/B) ratios
below 1.

The notification highlights the following points. Currently,
approximately half of the companies listed on the Prime
Market and about 60% of those listed on the Standard

02

Planning and Disclosure

- Deliberation and formulation of policies,
objectives, planning periods, and specific
measures for improvement by board of
directors

- Clear disclosure to investors, along with
an assessment of the current situation

- Promotion of management that consid-
ers cost of capital and stock price based
on the plan

- Active dialogue with investors based on
disclosure

Source: Prepared by Mitsubishi UFJ Trust and Banking based on documents
from the Listing Department of Tokyo Stock Exchange, Inc.

Market have a Return On Equity (ROE) below 8% and P/B
ratio below 1, indicating challenges related to return on
capital and growth potential. In follow-up meetings to re-
view market segmentation, it was pointed out that a shift
in management mindset toward capital costs and stock
prices is necessary to enhance corporate value for each
company in the future. Specifically, it is expected that,
based on fundamental management policies established
by boards of directors, management will take the lead in
efficiently allocating management resources. This involves
investing in R&D and human capital and reviewing the
business portfolio with an awareness of cost of capital

51

and return on capital to create intellectual property and
intangible assets capable of realizing sustainable growth.
In advancing these initiatives, companies are expected to
clearly demonstrate their policies, objectives, and specific
details to investors in an understandable manner. They
should engage in active dialogue with investors based on
disclosure, seeking evaluations from investors, and refin-
ing their initiatives through this dialogue process.

seAneniu| sBupUeg pue ISNIL (40 IYSIGNSUIA



seAneniu| sBupueg pue ISnIL (40 1YSIgNSHN

Industry Trends

Mitsubishi UFJ Trust and Banking’s Response to Tokyo Stock Exchange’s Action to Implement Management
that is Conscious of Cost of Capital and Stock Price

Methodology for Current Situation Analysis
Various indicators are used for conducting a current
situation analysis, including WACC, cost of sharehold-
er equity, ROIC, ROE, P/B ratio, P/E ratio, among oth-
ers. We ask companies to consider these indicators
based on investor needs (see diagram on the right).

Mitsubishi UFJ Trust and Banking'’s
Initiatives

Our company has identified “information disclosure”
as a material ESG issue and has been carrying out
engagement aimed at enhancing corporate value
through the reduction of cost of capital. To further
advance these efforts, we collaborated with MTEC
(Mitsubishi UFJ Trust Investment Technology Institute
Co., Ltd.) to develop a model to quantify the cost of
capital gap between corporate value and market val-
ue, aiming to encourage companies to address issues
through engagement. Additionally, we have issued
reports analyzing the impact of human capital on cor-
porate value and exploring its use in future engage-
ments. Through these initiatives, we aim to enhance
medium- to long-term corporate value and capital
efficiency. In collaboration with MTEC, we conducted
analyses on capital cost models and voting rights. For
further details, please refer to the following pages.

Examples of Indicators Used for
Current Status Analysis

Source: Prepared by Mitsubishi UFJ Trust and Banking based on documents
from the Listing Department of Tokyo Stock Exchange, Inc.

Cost of Capital Return on Capital Market Evaluation

- WACC (Weighted Average Cost of Capital)
- Cost of Shareholder Equity (Investor’s expected
return), etc.

- ROIC (Return on Invested Capital)
- ROE (Return on Equity), etc.

- Stock Price / Market Capitalization

- P/B Ratio (Price-to-Book Ratio)

- P/E Ratio (Price-to-Earnings Ratio),
etc.

*There is no uniform standard for which indicators to use, and consideration should be given to investor needs.
*Cost of capital is to be determined for the purpose of analyzing the current situation and is not necessarily to be calculated in a precise manner.

Analysis and Evaluation Perspectives and Key Points

Analysis and Evaluation Perspective Key Points
(examples)

Is return on capital exceeding
cost of capital? If not, why?

If a company's return on capital
exceeds its cost of capital, but

does not receive sufficient mar-
ket valuation (for example, due
to the P/B ratio being below 1),

what are the reasons?
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- In analyzing and evaluating return on capital, ROIC may be used in comparison to WACC,
and ROE may be used in comparison to cost of shareholder equity, etc.

- In addition to company-wide analysis and evaluation, it is also possible to analyze and
evaluate return on capital by calculating ROIC, etc. for each business segment.

- Even if a company has achieved a return on capital that exceeds its cost of capital, if the
P/B ratio is below 1 or not at a sufficient level, it suggests that investors do not fully appre-
ciate the company’s growth potential.

- A company'’s current situation can be analyzed and evaluated by using the P/B ratio, P/E
ratio, and other indicators from the perspective of changes over time and comparison
with other companies in the same industry.



Analysis

Analysis Model for Cost of Capital (MTEC)

Development of the Cost of Capital Gap
Model to Quantitatively Assess Strengths and
Weaknesses of Companies

In collaboration with MTEC, we developed the Cost of
Capital Gap Model. Through dialogue with companies,
we found significant discrepancies in the perception

of cost of shareholder equity between investors and
companies (with companies tending to underestimate
cost of shareholder equity). As a result, differences in the
perceived levels of target ROE between investors and
companies arise, leading to a consistent state of the P/B
ratio falling below 1.

The Cost of Capital Gap Model was developed to iden-
tify management issues that need to be addressed by
companies by estimating the cost of shareholder equity
as perceived by investors and presenting the results
quantitatively broken down into its premium or discount
factors. These results are then used in dialogues with
the companies. For example, if the model demonstrates
quantitatively that lower shareholder returns compared
to industry or market averages are pushing up capital
costs (thus pushing down stock prices), it becomes
possible to discuss shareholder returns based on these
findings.

In dialogue, quantitatively demonstrating which elements
contribute to a discounted valuation is convincing for
companies and is considered impactful in enhancing the
effectiveness of dialogue.

Overview of the Cost of Capital Gap Model

In calculating the cost of capital, we used a residual income model as shown in Figure 1. The residual income model is a
common method for calculating the cost of shareholder equity required by investors. Notably, it incorporates information
such as current stock prices and future consensus forecasts, while minimizing the use of past information such as histor-
ical time-series returns.

Figure 1: Implied Cost of Equity Calculation
(Based on the Residual Income Model)

Figure 2: Incorporating Various Indicators as Factors of
Cost of Capital

Non-financial
information
(e.g. ESG)

o= (ROE-Cost of Shareholder Equity) x

Equity Capital , Business

Stock Value = Equity Capital + risks

(1+ Cost of Shareholder Equity),
t=1

We considered and incorporated various indica-
Candidates for
various cost of
capital factors

N\~

Dividend
payout ratio

tors to explain the calculated cost of sharehold-

er equity (implied cost of equity) as described
Growth Capital

above, as shown in Figure 2.
structure

potential

Cash

holdings
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Analysis

Analysis Model for Cost of Capital (MTEC)

Overview of the Cost of Capital
Gap Model

The elements described on the previous page
have been broken down by factors, as shown in
Figure 3.

As the standard cost of capital demanded by the
market, we defined “1. Market Factors.” This ac-

counts for cost of capital from the market average,

considering size (liquidity risk) and business risk.
We consider these to be uncontrollable factors
from the company’s perspective.

Other factors were defined as the gap factors, or
the company’s own cost of capital. While “Market
Factors” are common among companies of the
same size and industry, the gap factors shown
explain the strengths and weaknesses compared
to companies of the same size and industry.

Figure 3: Breakdown of Implied Cost of Capital

Implied Cost

of Capital

2. Company-
+

Specific Factors

+ 3. Sustainable

Growth Factors

4. Non-Financial
+ Factors

+ 5. Other Factors
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1. Market Factors

Consideration of size and business
risk in addition to market average
(common to all companies)

Evaluation of financial risk and atti-
tude toward shareholder returns

Evaluation of profitability, growth
potential, and commitment to re-
search and development

Evaluation of non-financial factors
such as ESG

Evaluation of company-specific
intangible asset value, such as their
business model, brand, and repu-
tation

Standard cost of capital
demanded by the mar-
ket (common among
companies of the same
size and industry)




Analysis

Analysis Model for Cost of Capital (MTEC)

Case Study

As an example, let's consider Energy Company A. In
comparison to the standard cost of capital (Market
Factors in Figure 3), the calculated implied cost of cap-
ital for Company A is high. By breaking down this differ-
ence (the gap), we can understand which elements are
contributing to the increase in cost of capital (and the
decrease in stock price).

Figure 4: The Case of Company A

Cost of Capital Gap Analysis

Standard Cost Company-Specific
of Capital Factors

- Company-Specific Factors: Cost of capital increased by 0.24% due to factors such as financial risk.

- Sustainable Growth Factors: Cost of capital increased by 017% due to factors such as low profitability.
- Non-Financial Factors: Cost of capital increased by 0.25% due to factors such as low ESG ratings.
- Other Factors: Factors that don't fall into the other categories contributed to a 0.51% increase in cost

Non-Financial ~ Other Factors

Factors

Sustainable
Growth Factors

Implied Cost of
Capital

Impact on Stock Value

of capital.
Ultimately, the market valued Energy Company As cost of capital as 9.56%, higher than the standard
8.4%.
Standard Stock Company-Specific
—>When converted into stock value, it means that the stocks are trading Value Factors

at a price 35.65% lower than the standard stock value.

Evaluation of Cost of Capital Gap Model

After measuring the effectiveness of the gap factors used
as indicators (Figures 3 and 1-5) in explaining the implied
cost of capital, we found that the model could account
for approximately 70% of the market. This indicates that it
sufficiently explains the quantitative aspects.

During dialogues, when we identified discount factors

and demonstrated how improvements could impact
stock value, we received comments such as “While we
vaguely recognized that we were being discounted, this is
our first time seeing a visualization of what effects specific
measures could yield. We will report this to management
immediately and discuss potential actions.” We believe
that this model, which we will continue to refine in a prac-
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Non-Financial Other Factors Market Price

Factors

Sustainable
Growth Factors

tical manner, can encourage companies to accelerate
their efforts and has successfully achieved its purpose of
enhancing the effectiveness of dialogue.
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Analysis

Analysis of Voting Rights (MTEC)

The Significance of Quantitative Analysis

We aim to contribute to the creation of corporate value (economic and
social returns) through stewardship activities.

Stewardship activities mainly consist of engagement and exercising vot-
ing rights. To assess the effectiveness of these activities, we collaborate
with MTEC to conduct quantitative analysis.

Review of Last Fiscal Year

During our last fiscal year, we analyzed whether engagement contributes
to the improvement of governance and corporate value using our own
engagement history.

As a result, we confirmed that continuous engagement leads to improve-
ments in governance and corporate value-related aspects, contributing to
long-term value creation.

This Fiscal Year’s Verifications

During fiscal year 2023, we focused on exercising voting rights, and
verified whether exercising voting rights and disclosing our voting criteria
contribute to improving governance and finance.

Verifica- . . . For details, refer to pages
Impacts of Exercising Voting Rights —> P57-58
Impacts of Disclosing Voting Criteria —> For details, refer to pages
tion 2 P.59-61

Value Creation through Stewardship Activities

/— This year’s theme

Exercising voting
rights

Engagement —
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Effective

stewardship
activities

of

Support through

quantitative analysis
MTEC

Value creation

Economic

returns

Social returns




Analysis

Analysis of Voting Rights (MTEC)

A low approval rate for proposals on appointing representative directors is associated with an increase in the
ratio of independent outside directors in the following period.

Verification 1 Impacts of Exercising Voting Rights

Governance is an important foundation for improving cor-
porate value. Investors establish voting criteria and exercise
their voting rights in order to contribute to the sustainable
growth of investee companies.

Therefore, opposing company proposals (or supporting
shareholder proposals) at a general shareholder meeting

is generally seen as indicative of concerns from a sustain-
able growth perspective. These concerns may arise due to
management issues or improper allocation of management
resources (such as balance sheet issues resulting from the
absence of a financial strategy).

We conducted an analysis on whether exercising voting
rights could encourage companies to improve their gover-
nance and financial conditions. Specifically, we focused on
two items: 1. Appointment of representative directors (which
pertains to management accountability) and 2. Proposals on
the appropriation of retained earnings (Japanese companies
are often said to have balance sheet issues, leading to an
increase in shareholder proposals from activist investors).

*1 Kazunari Asada and Rei Yamamoto: Importance of Shareholder Voting:
Empirical Analysis of Director Elections (Securities Analysis Journal,
November 2019) 71-81

Hypothesis

A low rate of approval for proposals on appointing representative directors could imply that investors deem
the company’s governance to be inadequate. In other words, they are asking for management reform. Spe-
cifically, governance factors that may influence the approval rate for these proposals include a low ratio of
independent outside directors, high cross-shareholdings, the introduction of anti-takeover measures, and

a continuous low ROE. Therefore, when the rate of approval for these proposals declines, is it not likely that
investee companies will take action to address governance issues?

Results

- Similar to the study (Asada & Yamamoto, 20197), it was statistically confirmed that a low approval rate is
associated with an increase in the ratio of independent outside directors in the following period. While there

has been a general increase in independent outside directors in recent years due to changes in institutional
design (companies with audit boards shifting to companies with audit and supervisory committees), this
trend persisted even when taking those factors into account.

- It was observed that companies with lower governance, characterized by having less than one-third inde-
pendent outside directors, saw an increase in the proportion of independent outside directors in the follow-
ing fiscal period when approval rates were low. However, a similar correlation was not evident for companies
that already had high levels of independent outside directors, such as those with 50% or more. Generally,
only companies with a ratio of independent outside directors below one-third or one-half conflict with
voting criteria. For companies that do not conflict with these criteria, there may be little incentive to add
additional independent outside directors.

- On the other hand, there are also cases of votes against the appointment of directors if financial metrics
such as ROE or levels of shareholder returns are deemed inadequate. It was observed that low approval

rates had no significant impact on these financial metrics in the following period. Unlike the appointment of

additional independent outside directors, improving metrics like ROE also depends on external factors, so it
might be challenging for companies to promptly address these issues solely through their own initiative.
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Analysis

Analysis of Voting Rights (MTEC)

Verification 1 Impacts of Exercising Voting Rights

Shareholder proposals regarding the appropriation of
retained earnings tend to improve shareholder returns in the
following fiscal period

Hypothesis

There has been recently an increase in the number of proposals on sharehold-
er returns made by activist investors. In light of this, are shareholder proposals

regarding the appropriation of retained earnings effective in encouraging
investee companies to improve shareholders returns?

Results

- In an analysis focusing on approval rates, a high degree of support for these
proposals did not necessarily correlate with improved shareholder returns in
the following period.

- Rather, it was observed that the submission of these proposals themselves

tend to increase shareholder returns in the following fiscal period. As expect-
ed, we found that submitting shareholder proposals puts pressure on invest-

ee companies, forcing them to increase shareholder returns.

Evaluation

Proposals on appoint-
ing representative
directors (company’s
proposals)

- A low rate of approval led to an increase in the ratio of independent outside
directors in the following fiscal period.
- Other factors of governance™ and financial metrics™ weren't improved.

el oToEE1ENegI=Telol{eBM - The submission of these shareholder proposals tends to improve sharehold-
priation of retained er returns in the following fiscal period.
I NI 1) [c Bl - However, these is no correlation with a high approval rate for these proposals.

er's proposals)

*2 The adoption of stock options, the removal of anti-takeover measures, and the reduction of cross-share-
holdings
*3 ROE, total payout ratio, and cash ratio

In the verification of the effectiveness of engagement conducted last year, it was found

that while multiple items related to governance and corporate value improved as a result

of engagement, the effectiveness of exercising voting rights was limited in comparison.

This result might be related to the fact that companies are increasingly taking preemptive
measures when they anticipate opposition to proposals (or support for shareholder pro-
posals) at shareholders’ meetings.

However, we felt that we should be encouraging governance improvements in investee
companies before exercising voting rights, which is what led us to conduct Verification 2.
In this verification, we explored the effectiveness of promoting governance improvements

through engagement or the disclosure of voting criteria before exercising voting rights.
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Impacts of Disclosing
Voting Criteria

Verification 2

Based on the results of Verification 1, we shifted our
focus from the timing of exercising voting rights to

the timing of disclosing our voting criteria. We ana-
lyzed whether the disclose of voting criteria could

promote improvements in corporate governance.

Companies are influenced by the voting decisions
of numerous asset management institutions. There-
fore, rather than focusing on specific institutions,
an analysis of the effectiveness of voting criteria
could be conducted across all asset management
institutions. However, since it is challenging to
ascertain past disclosure of voting criteria by other
companies, for Verification 2, we focused on our
own data and analyzed the effects of disclosing our
voting criteria.

In other words, to measure the impact of disclosing

our voting criteria, we conducted a verification to

determine whether companies where our influence

is significant* demonstrated a greater improvement

in governance after the disclosure compared to
companies where our influence is less significant.
Specifically, we focused on two cases (P60).

*We consider our influence to be significant due to our exten-
sive involvement engaging with companies during two or more
consecutive years.

Diagram of Verification 2: Effects of Disclosing Voting Criteria
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Impacts of announcing our voting criteria:
Companies where we have a significant influence
showed a greater improvement in governance
after the disclosure.

In revising our voting criteria, we focused on the two points Governance Improvement Impacts Due to Disclosing Voting Criteria
below. For each revision, during our engagements, we made
it known that any violation of the criteria outlined below 2017 revision

would lead us to oppose the agenda. Furthermore, we ac- Voting criteria Over one-third ratio of inde-

pendent outside directors for
companies with anti-takeover

tively advocated for increasing the ratio of independent out-
Impacts on governance

2020 revision
Over one-third ratio of outside
directors for all companies

side directors and the cessation of anti-takeover measures. measures
® 2017 revision: For companies with anti-takeover measures, Inqrease in independent outside director X @
we will oppose the appointment of the director unless there ratio
is at least a one-third ratio of independent outside directors.
© 2020 revision: For all companies, we will oppose the appoint- Increase in the number of companies
ment of directors unless there is at least a one-third ratio of with over one-third ratio of independent @ @
outside directors. outside directors
In verifying the effectiveness, we focused on the ratio of in- Decrease in number of companies with @ @
i ) i anti-takeover measures
dependent outside directors and the presence of anti-take-

over measures. Regarding the ratio of independent outside

directors, as discussed in Verification 1, if the level is high to O : Statistically significant at 1% level
X = Not statistically significant

begin with, there may be no incentive to further increase the

ratio, so we also conducted the analysis using a one third

threshold.

As a result, in both the 2017 and 2020 revisions, it was found

that companies where we had significant influence were

more likely to improve than companies where we had less

influence.
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Companies where we have significant influence increased the ratio of independent
outside directors more rapidly after the announcement of the revisions.

Regarding the results on the previous page, we have visualized the 2020 revision as an example below.

From 2019, it can be observed that companies where we have a significant influence (red in the bottom left graph) in-
creased their ratio of independent outside directors more rapidly.

In both graphs, there is an upward trend, reflecting the emphasis on governance in recent years. However, there is a
significant difference in the rate of the increase.

Differences in independent outside director ratio due
to differences in influence (difference between red and
blue in the left graph)

Effects of 2020 revision changes in the average ratio
of independent outside directors for companies with
an outside director ratio of less than one-third in the
previous year
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Evaluation

In Verification 2, it was statistically significant that for
both the 2017 and 2020 revisions, companies where
we have significant influence showed a greater im-
provement in governance after the disclosure of our
voting criteria. This trend confirms that disclosing
voting criteria and increasing our company’s influence

promotes governance improvement.

Verification 1 revealed the limited progress in gov-
ernance and financial improvement, even when the
approval rate for company proposals was low. We
believe this can be attributed to companies engaging
in improvement efforts after receiving engagement
take action right after the dialogue and therefore
meet the voting criteria by the time of the shareholder
meeting. Conversely, companies that do not respond
to engagement may not take action even if the approv-
al rate of proposals is low. In other words, it is possible
that the effect may already be factored in at the time
of exercising voting rights, and the impact may have
already manifested at the time of engagement or
disclosure of voting criteria.

Furthermore, in assessing the extent of our influence,
we relied on our engagement records. Engagement is
a key action for disseminating our voting criteria, and

thereby contributing to improving governance.

seAnenu| sBupueg pue ISnIL (40 1YSIgNSIN



Message from the Head of Sustainable Investment

Making steady progress toward

a sustainable future

Yasuko Watabe

Upon issuing the Sustainable Investment
Report for FY2023, we would like to
express our gratitude to all investors and
companies who have shown an under-
standing of our sustainable investment
initiatives, as well as to all stakeholders.
At our company, we recognize the impor-
tance of the role that the asset manage-
ment industry plays in securing a sus-
tainable future. In collaboration with our
group companies, we strive to address
sustainability challenges and promote
stewardship activities while working to
deliver stable economic returns to our
customers.

While efforts toward achieving sustainabil-
ity increased in FY2023, some investors
have withdrawn from initiatives due to the
anti-ESG movement, which is particularly
strong in the US. However, in terms of
global trends, we believe that we have
steadily reached significant milestones.
Firstly, there has been progress in the

Head of Sustainable Investment

institutional framework regarding sustain-
ability (ESG). In response to increasing
social criticism of ESG-washing and gre-
enwashing, as well as heightened aware-
ness of issues, regulations have been
tightened and disclosure systems have
been established in Europe, the United
States, and Japan. This is expected to not
only enhance market transparency but
also improve comparability, which previ-
ously has been a challenge, thus laying
the foundation for the development of
sustainable investment.

Next, there is a growing understanding of
the need to address sustainability issues.
Corporate initiatives related to sustainabil-
ity have become a focus of social interest,
leading companies to become more
aware of the importance of sustainability
in their business strategies. Enhanced
regulations on non-financial information
disclosure have also contributed to an
increase in sustainability initiatives and

efforts to utilize them in investment
decisions.

Under these circumstances, in FY2023,
we started by establishing a new de-
partment with the aim of strengthening
our system for sustainable investment
and enhancing collaboration with group
companies, formulated the MUFG AM
Sustainable Investment Policy, and dis-
closed definitions related to sustainable
investment products. Additionally, to
strengthen engagement, we introduced
an engagement approach consisting of
three pillars—thematic, collaborative, and
public engagement—and established a
structure in which analysts with experi-
ence in individual company analysis and
industry knowledge collaborate with re-
search officers specializing in sustainabili-
ty themes. Regarding public engagement,
we have also participated in collaborative
efforts with the Asian Development Bank
at COP28 and various working groups

within GFANZ. We believe that these
efforts have laid the foundation for steady

involvement in international rulemaking
and sustainability initiatives.

Challenges in sustainability are fluid and
diverse, and keep changing with emerg-
ing new values. It is also essential to pay
close attention to stakeholder movements
and international trends. However, we
believe that the underlying values at the
core of achieving a sustainable future are
immutable, and it is important to work
with everyone in the investment chain to
address sustainability issues. This may
involve not only changing how we in-
teract with our investee companies and
stakeholders but also transforming our
business model in the asset management
industry. We will aim to pursue global best
practice in our efforts to address sustain-
ability challenges.
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Important notice

® The contents of this document were prepared for the pur-
pose of providing general information to the customer. It
is not a solicitation or an offer to buy or sell any securities
or financial products.

Any views expressed in this document are assumed to
be correct at the time of publishing and are subject to
change without notice, due to factors including, but not
limited to, changes in the economic environment, cur-
rency fluctuations, and changes to pension and taxation
systems.

The information and figures provided in this document
are analyses and simulations based on past data and
assumed values, and do not indicate nor guarantee future
performance. Analysis methods, models and simulation
methods are not necessarily perfect and may be substan-
tially affected by assumed values. Please note that con-
tents and/or information may change without notice after
the publishing of this document. (Assumed values include,
but are not limited to, analysis methods, models, simula-
tions, and the information laid out in this document.)

In no event shall Mitsubishi UFJ Trust and Banking be liable
for any claims, penalties, losses, damages, or expenses,
arising out of, in connection with, or as a result of the use
of this document by the intended recipient or any third
party, including, but not limited to, direct or indirect loss,
consequential loss or damage. Furthermore, it should be
understood that any right to claim damages or losses
from intended recipients or any third party against Mitsub-
ishi UFJ Trust and Banking shall be expressly waived.

Mitsubishi UFJ Trust and Banking is the sole owner of the
copyright of this document, and quotation or reproduc-
tion of this document or any part of it without prior written
permission is strictly prohibited.
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