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ETHICAL INVESTMENT - WHOSE ETHICS ARE WE

TALKING ABOUT?

It is becoming increasingly common to hear of public and
private institutions offloading their ‘unethical’ investments,
often in response to demands from their constituents and
customers.

Just last month Auckland Council voted to follow the lead of
cities like Paris, San Francisco, and Sydney, and withdraw its
investments in companies that produce and extract coal, oil
and gas, following years of pressure by environmental activists.

And we regularly hear of those who are working to encourage
large investors (e.q. cities, universities, churches, pension funds,
museums and other institutions) to adopt a particular ethical

or moral position on aspects ranging from gambling to alcohol
and fossil fuels.

Of course there’s nothing new about ‘ethical’ investing:
individuals and families have long-tailored their portfolios to
suit their morals; and specialised equity funds have been
available for decades.

RESPONSIBLE INVESTMENT WORLDWIDE

Source; 2016 Global Sustainable Investment Review
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What's changed is heightened public awareness of where our
private and public savings are being invested, and increasing
recognition that a focus on simply maximising short-term

profit is not necessarily the best, or most sustainable approach,
over the long term.

Unfortunately, not all investors can agree on what is and isn't
important, meaning the challenge for asset managers is in
deciding how to help the maximum number of people without
reducing the approach to a lowest common denominator, and
thereby making it unattractive to most investors.

Changing our ways
In New Zealand, institutional investors who enjoy good access

to executives and boards are able to influence the ongoing
behaviour of the companies in which they invest.

For the majority of investors, though, the options for ethical
investing are largely limited to simplistic screening processes
for pooled funds, such as blanket bans on firms focussed on
profiting from activities such as alcohol, gambling, tobacco
and fossil fuels.

The trouble with such screens is they are crude and subjective
and rarely align fully with the attitudes and behaviours of the
investor. By choosing to screen out a particular stock or sector
they may be forced to avoid a number of other stocks that they
would otherwise happily own.

Alcohol producers and sellers, for example, are often excluded
from ethical funds due to the known social harm from their
product, yet at last count 80 per cent of Kiwis admitted to
having had a tipple in the previous year - a fairly strong
indicator that most of them wouldn’t want alcohol production
to cease.

Likewise, fossil fuels are now starting to be excluded from
specific funds - singling out producers of the fuel that 99
percent of us still use to enjoy the benefits of travel and trade,
and alienating those investors who don’t want such a
simplistic screening process.

At the same time, the shortcomings of a crude screen can be
seen in the example of social media, which has given rise to
terrible harassment and bullying, even ‘live murders’, but
remains popular with investors and is yet to be the target of
any divestment campaigns, or be screened out of any ethical
funds.

And even if there were, it's doubtful investors would give up
on social media just because of its ever-present ‘trolls’ — whose
actions are arguably quite distinct from the company offering
the platform.

Such is the dilemma for those wanting to invest responsibly —
if the blanket bans don’t match your own values you may be
turned off the idea simply because you don’t want to look like
a hypocrite!
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A middle ground

One solution is a more nuanced approach in the form of the
Environmental, Social & Governance (ESG) principles that are

at the heart of the United Nations’ Principles of Responsible
Investing.

U.N. PRINCIPLES FOR RESPONSIBLE INVESTMENT

il Incorporate ESG issues into investment analysis and decision-making processes
PR Active ownership and incorporate ESG issues into ownership policies and practices

Seek appropriate disclosure on ESG issues by entities being invested in

Promote acceptance and implementation of principles within investment industry

Collaborate within industry to enhance effectiveness in implementing principles

o AW

Individually report on activities and progress towards implementing principles

Thankfully, as debate over ethical investing intensifies,
awareness of ESG principles is growing and the adoption of
these features in investment processes is becoming
increasingly mainstream.

RESPONSIBLE INVESTMENT IN NEW ZEALAND

Source: RIAA Responsible Investment Benchmark Report 2016

ESG INTEGRATION = NZ$77.1bn (98%)

SCREENED=NZ$1.3bn (1.6%)
SUSTAINABILITY THEMED=NZ$0.3bn (0.4%)

Contrary to what some activists might tell you, ESG isn’t about
slavishly avoiding stocks in a certain industry, or trying to force
a particular ethical or moral viewpoint on other investors—
rather it's about incorporating such principles into investment
decisions with the goal of improving the long-term interest of
markets, economies and ultimately society.

For example, instead of banning investment in alcohol
companies, an ESG approach may ensure a company does not
have a record of marketing to minors.

Similarly, rather than excluding fossil fuels, an ESG approach
might recognise those companies which place greater
emphasis on minimising pollution.
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Or, in the case of social media, looking at the specific steps a
provider has taken to limit harassment and stop the posting of
disturbing material.

More than just numbers

Clearly, financial metrics will always be an essential component
of company research. In addition to these, though, by
specifically including such vitally important non-financial
information the goal is better investment decisions, better
social responsibility and is also more effective risk
identification and management.

It's perhaps no coincidence that awareness of responsible
investing has risen since the GFC - with many people now
expecting the financial industry to act more fairly, consider
wider non-financial issues in decision making, and engage
with companies in order to improve behaviour and investment
outcomes.

No investor wants to sink their money into a stock that’s
worthy but ultimately worthless. ESG thus offers a
sophisticated solution for investors for whom ‘added value’
isn't just extra money.
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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 and the Nikko AM NZ Wholesale
Investment 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
websitewww.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 publicin
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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