nikko YOUR GOALS,

Nikko Asset Management OUR COMMITMENT.

Could ESG reporting rules spark an EU-US trade war?

Nikko AM explores the implications for the green bond market
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The US presidential election in November continues to cast a long shadow, and as the race between the 45th
(Donald Trump) and 46th (incumbent Joe Biden) presidents quickens, divisions have only widened. The investment
world is no exception, and one particularly troubling battleground is the growing regulatory divide regarding
environmental, social and governance (ESG) reporting.

Europe’s Corporate Sustainability Reporting Directive

The issue centres on more comprehensive ESG disclosure requirements that will be introduced by the European
Union (EU) in 2025. The EU’s Corporate Sustainability Reporting Directive (CSRD) requires companies to disclose
information about integrating social and environmental impacts, risks and opportunities in their business strategies,
including climate-related ones. Companies will be required to offer a robust and detailed explanation if they
conclude climate change is not material to their business.

The reporting requirements are being phased in in stages, starting with the largest organisations first, based on
balance sheet total, net turnover and the number of employees. The first companies will have to apply the new rules
for the first time in the 2024 financial year, for reports published in 2025. It is expected that under the CSRD, more
than 50,000 organisations worldwide will have to begin disclosing information about their ESG practices.
Companies in the scope of the CSRD will report accordingly to European Sustainability Reporting Standards (ESRS).

European Sustainability Reporting Standards

With the first set of ESRS required for financial year 2024 reports, companies are now expected to provide
comprehensive disclosure on Scope 3 greenhouse gas (GHG) emissions. Scope 3 emissions are not directly
produced by the company itself, neither are they resulting from assets owned or controlled by the company. Instead,
they are emissions the company is indirectly responsible for up and down its value chain.

As you would expect, Scope 3 is where the majority of most companies’ GHG emissions come from, but collecting
Scope 3 emissions data is a challenge, as it requires a comprehensive understanding of the company’s entire value
chain. Therefore, companies are already preparing themselves to deal with this far-reaching reporting requirement.
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A “watered-down” US version?

By contrast, in March, the US Securities and Exchange Commission (SEC) opted for a “watered down” regulatory
reporting framework. Under original proposals, all publicly listed companies would have been required to calculate
and report certain GHG emissions. However, now this will only apply to large businesses. Also, companies are now
only required to disclose pollution from certain greenhouse gases if the corporations themselves consider the
emissions “material”, or of significant importance to their investors, marking another key change from the draft
proposals.

But arguably, the biggest divergence from the EU legislation is that US companies will not be required to disclose
their Scope 3 emissions, or report on pollution generated by their supply chain or the consumption of their products.

The SEC has been accused of bowing to pressure from companies concerned about the burden that Scope 3
reporting would place on their business and supply chain, as well as pushback from Republican politicians who
claim reporting standards are a form of government agency overreach.

For now, though, it seems that while Scope 3 reporting is not a requirement for domestic US companies, it could
become a huge challenge for multinationals with operations in Europe. Although the CSRD will initially only apply
to EU-incorporated companies, for financial years starting on or after 1 January 2028, non-EU companies with a
significant presence in the EU must report emissions (including Scope 3) on a global basis, including all non-EU
companies in the group.

Therefore, US companies with an EU presence will have some difficult decisions to make. They will have to
determine how much emissions information to disclose and where and take steps to ensure their disclosures are
consistent. This opens up the possibility of conflicting disclosure requirements between the CSRD and SEC rules,
leading to potential fines and litigation.

While the CSRD will require capture emissions data from around 3,000 US companies from next year, the
expectation is that, over time, this number will increase significantly. The disparities between EU and US regulatory
requirements are exacerbated somewhat by the fact that in October 2023, the State of California passed its own
climate disclosure bills directed at reporting entities that do business in California and which include similar Scope
1, 2 and 3 reporting directives as the EU version. The legislation notes that “California has an opportunity to set
mandatory and comprehensive risk disclosure requirements for public and private entities to ensure a sustainable,
resilient and prosperous future for our state”.

What does this have to do with the US Presidential Election?

Recent analysis by UK-based climate focused media platform Carbon Brief suggested a Donald Trump victory in
November could result in an additional 4 billion tonnes of US carbon emissions by 2030 compared with Joe Biden’s
plans.! It could also provoke a tit-for-tat trade war between the US and EU should the EU start fining US companies
for failing to disclose Scope 3 emissions. Trump has initiated punitive tariffs on EU companies before, so he may be
unlikely to resist the urge to do it again.

But regardless of who occupies the White House in 2025, the disparity between the different reporting requirements
could lead to greater antagonism between the EU and US. And just as with recent objections to funding Ukraine, it
could well become another wedge issue for Republicans at a time when geopolitics is already extremely tense.

Achieving a better balance of stick and carrot

You could argue that the US and EU are taking vastly different “stick and carrot” approaches to sustainability and
the clean energy transition. In the US, the landmark Inflation Reduction Act (IRA) of 2022 has directed close to US
dollar (USD) 390 billion in tax credits and incentives towards a sweeping range of clean energy initiatives, rewarding
those companies with clean energy credentials. By contrast, the EU is pushing the regulatory aspect, and punishing
those companies that are unable to demonstrate their own undertakings in terms of GHG emissions.

Perhaps there needs to be more of a balance struck between the two approaches, where companies feel better
supported and offered incentives to disclose and reduce their emissions. For now, though, the EU continues to be
the de facto leader on the subject of emission disclosures, given the absence of meaningful US participation in the
overall narrative.

! https://www.eco-business.com/news/analysis-trump-election-win-could-add-4-billion-tonnes-to-us-emissions-
by-2030/
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Will this have an impact on the green bond market?

As we flagged in a recent article, with a market size of USD 4 trillion globally, but with a potential market size of
more than USD 10 trillion by the end of the decade, the market dynamics make green and sustainable bond issuance
impossible to ignore. Putting politics aside, it still makes clear commercial sense for companies to issue green and
sustainable bonds, just as it still makes sense for us as fixed income investors to own them. We believe that the cost
of energy production from green sources is superior, and we continue to make sure that the projects we fund
through green bonds make economic sense, and that will continue to be the case going forward.

If you have any questions on this report, please contact:

Nikko AM team in Europe
Email: EMEAenquiries@nikkoam.com

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM's investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.
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Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No SO0000717) and as an alternative investment fund manager according to the Law of 12 July
2013 (No. A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management
Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.
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The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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