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ANOTHER CONVERSATION ON ESG WITH A CIO

In my first article, | outlined our philosophy that ESG is
fundamental to, and inseparable from, good investing. ESG is
fully integrated into our investment process, because it is the
right thing to do. We believe that one cannot claim to be a
good fiduciary, mandated to create and preserve long-term
wealth, while ignoring the principles of sustainable and
responsible investing.

So far, so good. The previous paragraph sounds just like most
ESG pages adorning asset managers’ web pages and glossy
literature. Is there any differentiation in Nikko AM'’s efforts
towards ESG compared with other asset managers? This
article will help identify and explain why our distinctive
approach to active management matters.

We don't have a global head of sustainable
investing who has overall responsibility for ESG
implementation.

Many firms have a dedicated team of ESG specialists to
research and spearhead ESG activities. We don't believe that
ESG activities should be separated from investment activities.
At Nikko AM, ESG responsibility resides with the entire
investment staff. As the CIO, | have global responsibility over
investment and ESG implementation. Each investment team
head is also the head of sustainable investing, with
responsibility for ESG implementation in their investment
process.

An analogy would be the decades-old question of ‘who runs
risk management?’ Of course, investment managers run risk
management, as risk is inseparable from creating investment
returns. The risk management team facilitates risk oversight
and provides independent fresh perspectives as a check-and-
balance, but it does not take away the investment manager’s
responsibility for managing risk. Similarly, we believe having a
separate head of ESG would dilute ESG's centrality in our
investment process, when in fact it is a responsibility that
should not be delegated away from fund managers.

More importantly, separating the research and
implementation of ESG activities from our portfolio
management team would further bifurcate “talking up ESG”
from “integrating ESG into investing”. We care about the
latter. We care about how ESG influences the companies we
invest in. Our priority is our fund managers’ ability to identify,
research and debate on these issues. We want all our
investment professionals — not just a designated ESG specialist

- to speak knowledgeably about the nuances inherent in ESG
issues.

To ensure that ESG implementation receives a top-down focus
as well as bottom-up attention to details, we require each
investment head to present their ESG implementation
activities to their respective boards. We also mandate that
each investment professional undertakes regular ESG training.

Researching ESG issues is always subjective, but
a good process must include robust debate of
the issues from all angles to help identify their
relative relevance to the investment outcome.

There is a growing industry of researching and rating
companies using ESG criteria. However, we don't believe ESG
can be neatly captured in a rating or a set of quantitative
scores. We don't believe complex issues such as climate
change, corporate governance and the social consequences of
shareholder capitalism can be easily quantified and solved by a
computer program or via a quantitative process. While ratings
and scores are useful tools, we believe that thorough research,
robust debate and direct engagement with companies to get a
first-hand appreciation of the issues, are still the best way to
size up ESG and judge its impact on an investment outcome.

Our investment teams debate relevant ESG issues as part of
their company research. This is no different from debating the
competitive edge and sustainability of company business
models, and the quality of their management team. There are
always research providers who claim that they have discovered
the best system to differentiate a good ESG company from a
bad one. But we don’t believe an organization’s commitment
to do the right thing can be so easily captured by a rating.

We do subscribe to independent research providers' ESG
ratings as a check-and-balance to challenge our own research.
We utilize external research reports to highlight companies in
the high-risk ESG category. This serves as a catalyst for more in-
depth debate on such holdings within the team, as well as a
broader audience through our ESG Steering Committee.

We don’t apply an exclusion list as an ESG tool,
unless a client instructs us to.

The exclusion of a market segment must be driven by a client
because of their desire to achieve a certain impact on society
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or express an investment philosophy. We are very supportive
of such socially impactful investing themes and have managed
a wide variety of them.

Conversely, a blanket exclusion of an entire industry may
conflict with achieving the best returns for the client. This is
not to say that being socially responsible contradicts being a
good investor. On the contrary, we believe both objectives are
compatible and mutually reinforcing. The problem lies in the
outright exclusion of certain market segments based on a
formulaic filter, which may be narrowly based, myopically
focused and inflexible. We believe that an ESG integrated
investment process that asks all the tough questions about the
long-term sustainability of a company, combined with active
engagement with the management team, will lead to the best
outcome without taking away flexibility from the fund
manager. Constraining the investment universe may lead to a
sub-optimal outcome. It is imperative that clients appreciate
the potential impact of applying negative screens, as part of
their due diligence duties to their beneficiaries.

Even if achieving a social impact is not an explicit goal of the
client, we believe there are many effective channels for an
investment manager to influence positive changes and be
socially responsible while fulfilling our primary duties as a
fiduciary. These include direct engagement, proxy voting, and
speaking up on the importance of ESG.

We see ourselves as long-term active investors
and at the same time, socially responsible.

First and foremost, we are active, long-term investors with a
primary duty to create and preserve wealth for our clients. The
famous quote by Milton Friedman stating that the social
responsibility of business is to increase its profits is often
misinterpreted as the duality between profit creation and
social responsibility. It doesn’t have to be one or the other, as
he further explains: “only people can have responsibilities.”

Our philosophy runs along the same line. Our fund managers
are not a group of return-maximizing automatons. We are
people with a social conscience and well aware of the capital’s
impact on broader challenges facing our society. For that
reason, our ESG implementation starts with and centres on
each fund manager as a person, to ensure they can see all
angles of a complex issue, weighing all the factors, to make the
best assessment on each business to invest in.

A good long-term investor has to focus on the sustainability of
a business, in which ESG factors influence the outcome as
much as financial factors. A good capitalist with a long
investment horizon has to be a socially responsible one.
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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 investment advice or a personal
recommendation and it does not consider in any way the suitability or
appropriateness of the subject matter for the individual
circumstances of any recipient.

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 material 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 stocks, 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.

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/Japan Securities Dealers Association.

United Kingdom and rest of Europe: 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 Financial
Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).

This document is communicated by Nikko Asset Management Europe
Ltd, which is authorised and regulated in the United Kingdom by the
FCA (122084). It is directed only at (a) investment professionals falling
within article 19 of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005, (as amended) (the Order) (b)
certain high net worth entities within the meaning of article 49 of the
Order and (c) persons to whom this document may otherwise lawfully
be communicated (all such persons being referred to as relevant
persons) and is only available to such persons and any investment
activity to which it relates will only be engaged in with such persons.

United States: 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. This document should not be regarded as
investment advice. This document may not be duplicated, quoted,
discussed or otherwise shared without prior consent. Any offering or
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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 only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. Nikko Asset Management Asia
Limited is a regulated entity in Singapore.

Hong Kong: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. 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.

Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM
Australia) is responsible for the distribution of this information in
Australia. Nikko AM Australia holds Australian Financial Services
Licence No. 237563 and is part of the Nikko AM Group. This material
and any offer to provide financial services are for information
purposes only. This material does not take into account the
objectives, financial situation or needs of any individual and is not
intended to constitute personal advice, nor can it be relied upon as
such. This material is intended for, and can only be provided and
made available to, persons who are regarded as Wholesale Clients for
the purposes of section 761G of the Corporations Act 2001 (Cth) and
must not be made available or passed on to persons who are
regarded as Retail Clients for the purposes of this Act. If you are in any
doubt about any of the contents, you should obtain independent
professional advice.

New Zealand: Nikko Asset Management New Zealand Limited
(Company No. 606057, FSP22562) is the licensed Investment Manager
of Nikko AM NZ Investment Scheme, Nikko AM NZ Wholesale
Investment Scheme and the Nikko AM KiwiSaver Scheme.

This material is for the use of researchers, financial advisers and
wholesale investors (in accordance with Schedule 1, Clause 3 of the
Financial Markets Conduct Act 2013 in New Zealand). This material
has been prepared without taking into account a potential investor’s
objectives, financial situation or needs and is not intended to
constitute personal financial advice, and must not be relied on as
such. Recipients of this material, who are not wholesale investors, or
the named client, or their duly appointed agent, should consult an
Authorised Financial Adviser and the relevant Product Disclosure
Statement or Fund Fact Sheet (available on our website
www.nikkoam.co.nz).

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
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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 Bank
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.

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
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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.
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