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Global Credit Strategy reaches the three-year mark

Nikko AM’s Global Credit Strategy celebrated its third anniversary in 2019 and we take this opportunity to review our investment process
and performance.

We were driven by a desire to differentiate ourselves from our peers and to offer clients an alternative to existing strategies when
designing our investment process. A lack of a track record is a disadvantage shared by all newly established strategies, and our case was
no exception. We still created a best-in-class approach by weaving over 20 years of credit management experience into the investment
process.

We will discuss the key factors that differentiate our strategy and highlight its success in this article. Our innovative approach was
founded on a conviction that our performance will be superior over the long term.

Strategic Asian credit allocation

Before starting the analysis, we will highlight how Nikko AM differs from its peers. While a majority of our peers focus mainly on the US
and European credit markets, we launched the Global Credit Strategy with an emphasis beyond these markets. Notably, we focus on
Asian credit.

We took a significant strategic allocation in Asian credit assets for the following reasons:

1) To capture global economic reality within the strategy. This is evidenced by the much higher weighting we allocate to Asian bonds
relative to suggestions by benchmark providers. While benchmarks assign significant weight to companies with a high debt pile, we
prefer economic growth over debt growth. Currently, Asia accounts for approximately 50% of global GDP growth and China still
enjoys a higher growth rate than any of the G7 countries.

2) The alpha opportunities Asian markets offer. Developed markets provide liquidity but their yields range from low to negative. In
contrast, Asian credit provides yield but less liquidity and therefore forms an interesting counterbalance to our developed market
position. Alpha opportunities can only be harvested with the support of an experienced team of analysts. We have a seasoned Asian
credit research team in Singapore which has been together for the past decade, providing valuable insights into the subtleties of
Asian credit markets and the multiple investment opportunities within.

3) Asian markets’ reduced correlation with mainstream market beta and the benefit they provide for portfolio construction. The
correlation among global asset classes has increased because rates have declined and increasingly turned negative. Chinese bonds,
for example, can work as a valuable diversifier in the current environment.

Proprietary quantitative tools and a theme-based approach

Together with our investment bias towards Asia, our proprietary quantitative tools are another clear differentiator. Our investment
decisions are mostly driven by fundamental research but we also rely heavily on quantitative support. For critical investment process
functions such as credit research, relative value analysis and risk management, we opt for proprietary models over third party vendors—
primarily to avoid the ‘black box’ problem. A key example is Nikko AM’s Credit Risk Model, designed when the need arose to cover a
global credit universe of approximately 1,500 issuers. We tried to rationalise our analytical efforts as such a large universe would have
challenged any credit research team. The Credit Risk Model, which benefits from combining a fundamental and a structural model
approach, was developed to primarily analyse Investment Grade-rated companies in the US and Europe. The model therefore allows our
20 credit investment professionals to concentrate more on developing markets and Speculative Grade-rated companies.

Our white paper explains in depth the merits of Nikko AM'’s Credit Risk Model. The model is also included in the risk management
process in addition to credit selection. This allows us to rate most of our portfolio holdings on a daily basis, a considerable benefit over
traditional credit research methods.
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In addition to our Asian research expertise and our proprietary quantitative support, we have a third differentiator: a theme-based
approach. Instead of traditional, classic asset allocation—a time consuming process which requires being underweight/overweight on a
sector, country or ratings category—we focus on themes that we believe will help generate alpha or mitigate loss. For example,
choosing the correct country exposure, rather than picking the right sector, generated performance during the height of the 2011-2012
European sovereign crisis. Either being long or short on Italian (or Spanish) corporates could have made or broken one’s performance
back then. But when commaodities sold off in 2015, country risk exposures were no longer a crucial performance factor, and sector
exposures drove returns instead. A theme-based approach gives the investment team the flexibility to focus on factors relevant to the
portfolio’s performance. When the market is driven by just a few factors, we see limited value in a full allocation approach.

Our key investment themes in 2019 were being overweight in financial and non-financial subordinated bonds, non-cyclical credits and
Investment Grade Chinese SOEs; at the same time, we took a cautious stance toward investments in the UK and Italy. We have also
gradually reduced our High Yield exposure.

Driven by our three main differentiating factors (Asian focus, quantitative support and theme-based investing) over the last three years
our approach has delivered value to our investors despite the volatile market. As of 30 September 2019, our Global Credit strategy has
outperformed the Bloomberg Barclays Global Aggregate Corporate by 55 basis points and delivered 3.81% of absolute performance
since inception (annualised and gross of fees.) The strategy has established its position in the top quartile of its peer group and
generated a since-inception Information Ratio of 0.6.

Portfolio performance contribution data reveal the factors which drove our results since the summer of 2016, with regional investment
themes being an important component. Underweighting the US credit market, with its elevated leverage relative to the growth-driven
Asian and the QE-supported European markets, has paid dividends over the last three years. In particular, we were rewarded by a
cautious stance toward some countries, i.e. the UK. In addition, our research-intensive focus on financial and non-financial sector
subordinated bonds delivered value. And our defensive stance towards cyclical credits (i.e. automotive) and asset rotation into non-
cyclical domestic focused bonds (i.e. telecommunications) produced positive performance. The rotation also helped shield the portfolio
from the global trade war. At the same time, benchmark agnostic investments into Speculative Grade-rated companies have been
successful. The spread rally this year, however, made the asset class more expensive and we have since reduced our investments in
these names.

Despite the Global Credit Strategy’s success, as a portfolio manager we are constantly looking for ways to enhance and improve the
investment and risk processes. An example is our increased use of derivatives, an attractive tool for portfolio construction due to their
superior liquidity and low transaction costs. Portfolio liquidity and the ability to trade even in volatile and illiquid markets have become
very important factors. In addition, the ongoing integration of Chinese bonds into major fixed income indices has prompted us to look
more actively for investment opportunities in the offshore bond market and even increase our exposure towards Asia. Furthermore, we
will continue to develop and enhance our quantitative models to improve our investment decisions.

We have the potential to further enhance our processes. And considering our performance over the last three years, we are optimistic
about the next three and beyond. Interest rates are due to remain low for the long term, but we believe that we have the team and
resources to deliver alpha to our clients in exactly such an environment.
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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.

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 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 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.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, the 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 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
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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 Commaodities 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.
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