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The Quality Growth Investor

SHINING A LITTLE MORE LIGHT:
WHAT COMPANIES’ BEHAVIOUR
DURING THE PANDEMIC CAN
TELL US ABOUT THEIR ESG RISKS
AND CULTURE.

Insight

Governance

A crisis can reveal a lot about a company’s
culture. The sudden drop in economic
activity in 2020 meant that many
firms were faced with stark choices
about how to prioritise their different
stakeholders. There is no preferred,
“one-size-fits-all” approach to how
companies should have managed
their employees, customers,
suppliers and shareholders.
However, the ways in which companies responded to the pandemic provide
important clues for investors about their culture and governance and
ultimately their long-term sustainability. In this paper some of our regional
Portfolio Managers and Analysts explore actions taken by some of their
underlying investments. These clues are only revealed through a deep
knowledge of the companies and the context in which they operate, so are
not readily captured by standardised ESG scoring systems. The pandemic
shone a light on corporate reactions to significant, unexpected ESG risks and
opportunities: investors should take note.

THE TEST FOR CORPORATE CULTURE IN 2020

Any crisis will test corporate culture. A health crisisis a
particularly difficult test, because companies have so many options
to treat their different stakeholders well, or to let them down. How
companies behaved in 2020 therefore is very revealing about their
corporate culture and the extent to which it contributes to the
strength of the business.

There were many different responses to the effects of the
pandemic, but we can understand how companies prioritised
different stakeholders by examining the extent to which they:

e Protected jobs and incomes, with or without
government subsidies
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e  Provided other forms of employee support, such as healthcare
e Achieved employee buy-in for any action affecting employees

e  Supported suppliers and clients, for example through new
payment arrangements

e  Supported the community, for example through
donations in kind

e Weighted financial sacrifices towards senior staff and
shareholders rather than the general workforce

We are not looking for “correct” responses, as each company had
different strategic and financial reasons for its decisions. Dividend
policy in particular can be contentious, as maintaining payouts

to shareholders could be taken as a signal that other stakeholders
are less important. However, LVMH and Unilever responded to the
pandemic in very similar ways other than in dividend policy.

Figure 1: Different methods for offering strong stakeholder support

LVMH CUT DIVIDENDS

. Maintained staff numbers

UNILEVER MAINTAINED DIVIDENDS

. Maintained staff numbers

. Elected not to use the French government . Did not use any government support schemes

furlough scheme

. Provided GBP 500 million relief scheme for customers

. Executive team did not take salary for April and May
2020 nor any variable pay for the year

. Board members accepted a 30% cut in attendance fees

. Turned some of its factories over to the production of
hand sanitiser, donating 12 million tons of gel to health
workers and associations

. 2019 dividend cut by 30%

and suppliers, in the form of extended credit or early
payment

Donated GBP 100 million-worth of food, soap, hand
sanitiser and bleach

Turned some of its facilities over to the production of
ventilators in the UK

Maintained dividends

LVMH'’s decision to cut dividends in April 2020 probably tells us less
about its culture than does its decision to try to keep its employees
in their jobs and at full pay, while senior management took a

pay cut. This gives us insights into the nature of their corporate
governance and their attitude to social risks.

This example illustrates how the corporate culture test of 2020
does not necessarily tell us whether companies behaved well or
badly, but it does give us new information about the types of ESG
risks companies might face in the future. At Comgest, we build
our conviction levels through years of fundamental research, so
we can use such incremental insights to refine our ESG quality
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levels and our understanding of the earnings potential of quality
growth stocks.
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CORPORATE CULTURE AND LONG-TERM SUSTAINABILITY

Corporate culture tells us a great deal about the long-term
sustainability of a company. Companies that took care of their
most valuable stakeholders should see long-term benefits in terms
of future competitive advantage.

This was the case for Orpéa, Europe’s leading provider of old-
age residential care. This industry was particularly controversial
during the crisis, with some care homes experiencing staff
walkouts. Orpéa was quick to source PPE for its employees

and paid them an exceptional bonus amounting to one-fifth of
FY19 net income. By maintaining the loyalty of its staff and so
its service levels, Orpéa confirmed its status as a best-in-class
provider. This should in turn reinforce its advantage in securing
licences to build new facilities which will enable the company to
further extend its market share advantage.

Halma also maintained staff buy-in, with most of its employees
accepting pay cuts. Halma's culture is one of local loyalties —
40-odd small businesses within the group operate in niche sectors
and derive their competitive advantage from being specialised and
local, while their competitors tend to be large organisations that

do not give as much attention to these markets. Maintaining the
culture of small, local businesses gives Halma an advantage in
product development and customer retention and creates employee
loyalty towards their own unit.

C Hdl
HALMA LOCAL LOYALTIES REMAINED STRONG ® q mq

Company, sector and group leaders agreed for a temporary pay cut from
April 2020 for an initial period of three months. This included a 20% pay
cut for non-executive and executive board members

Salary reductions across the company were later reversed due to the
strong balance sheet and cash generation

« A small percentage of workers were furloughed, but the company
intends to fund this without government schemes

Manufacturing capacity turned over to production of protective
medical equipment

Total dividend increased by 5%

Jéronimo Martins’ focus on supply chain efficiency is its main
source of competitive advantage and the company accordingly
has a track record of treating its suppliers well. This pays off in
supplier loyalty — when Jéronimo Martins launched its operations
in Colombia in 2013, some of its Polish suppliers flew out to help
local companies prepare to achieve the high levels of supply
chain efficiency it demanded. During the pandemic, the company
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continued its good practices with suppliers, offering credit facilities
to help them survive the crisis. We believe this response should
generate future loyalty and enable Jéronimo Martins to maintain
its cost advantage. The company also took care of employees, with
a 5% increase in the annual bonus, and made cash and in-kind
donations to local charitable and community organisations.

Like Jéronimo Martins, L'Oréal’s response to the crisis was
consistent with its culture and its strategy. LOréal took significant
steps to protect both suppliers and B2B customers, which we
believe should pay off in increased loyalty.

L’OREAL OFFERED SIGNIFICANT SUPPORT TO SUPPLIERS, CUSTOMERS 4 -
AND OTHER STAKEHOLDERS I—OREAI_

Jobs and salaries maintained worldwide. In France, no employees

were furloughed in H1 2020

Froze receivables for more than 100,000 clients and shortened the lead-
time for payments for close to 9,000 suppliers

The CEO took a 30% pay cut for the 2020 fiscal year
Dividend for the 2020 fiscal year cancelled

Creation of a philanthropic fund of EUR50 million to support associations
helping women victims of the social and economic crisis and EUR100
million impact investing fund for the regeneration of natural ecosystems
and to fight against climate change

Produced and donated hand sanitisers (close to 14 million units),
donation of products such as shampoos and hand creams ‘

Cash donations of approximately €3 million

The L'Oréal foundation has made €1 million available to support

people in need
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Heineken introduced similar initiatives to help customers,
including waiving rent payments for publicans in some instances,
and the company continued to pay suppliers. Top management took
a 20% salary cut for Q2-Q4 2020 and the company donated EUR23
million to medical staff. As was the case in 2008-2009, the company
was one of the last in the industry to cut its cost base, which
reflects both its attitude towards its employees and its patient
approach to brand building. The company’s relatively conservative
culture has been a strength historically and understanding
whether that remains the case is an important part of our analysis
of Heineken as a quality growth stock.

Inevitably, some companies were in a much stronger position to
support their stakeholders than others. Ferrari put in place a wide
range of measures to protect its employees despite suspending
production, but it arguably had the resources to do so relatively
easily. Amadeus, which saw sales fall by 70%, aimed to preserve
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jobs by offering unpaid leave. Brunello Cucinelli suffered a 10%
drop in sales and fell into losses but maintained its investment
plans, made no forced redundancies, and continued to invest for
the next decade. What we are hoping to uncover, when we examine
different companies’ behaviour, is that it has been up to the
standard we expected of them.

FERRARI’S RESPONSE TO THE PANDEMIC

Jobs and salaries maintained without government support

Provided voluntary Covid-19 testing for staff and their families as well as
suppliers, in a specially created facility. Any employee who tested positive
was given additional medical and financial support

Service supporting staff physical and mental wellbeing

The Chairman, CEO and Board of Directors pledged their full cash
compensation from April to December 2020 and the rest of the Senior
Management Team offered 25% of their salaries

Provision of PPE for staff and targeted health and safety training
Produced respirator valves and fittings for protective masks

Purchased and donated medical machinery, vehicles and Covid-19 test
kits to hospitals, police forces and other public organisations

Local community initiatives such as computer equipment for schools and
food distribution to those in need

Other firms such as Costco prioritised safety of both its employees
and consumers over the value of sales. Costco was the first US
major retailer to institute many of the changes below and were
subsequently copied by competitors.

COSTCO RESPONSE TO THE PANDEMIC

From May 2020, required shoppers to wear masks while in stores, and
initially faced strong pushback from some customers

Instituted an exclusive one-hour shopping slot for persons over 60 years
of age, or who serve in Healthcare work

Spent an incremental $1billion over 2020 (a 6% increase in selling
general & admin costs), including hazard pay, Covid safety measures,
and paid childcare

Added $2/hour hazard pay for frontline workers, starting March 2020.
This was on top of already industry-leading average wage of $24/hour

Employees 65 years and older were paid to stay home for two months

Restricted shopper admittance to 50% capacity, to ensure
social distancing
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Corporate Culture in the wider community and society:

At a time of intense pressure on healthcare systems worldwide,
Johnson & Johnson (J&]J) joined global efforts to identify, develop
and manufacture a vaccine - a therapeutic area where it was barely
present other than through unapproved Ebola and HIV assets.

In a show of commitment to its decades old Credo, the company
not only announced not-for-profit sales for the duration of the
pandemic, but also dedicated 500 million doses to lower-income
countries through Gavi/Covax to foster equitable access to a cure,

As of today, J&]J's stable single dose regimen raises hopes of
a wide population reach, even where traditional distribution
infrastructure is lacking. We view this as a welcome show of
leadership in an industry whose interests sometimes seem
unaligned with patients.

for Covid relief

related to Covid

LOWER-INCOME COUNTRIES

JOHNSON & JOHNSON SUPPORTING THE WIDE COMMUNITY AND WW

* Repurposed idle Medtech supply chains and leveraged 3D printing
expertise to manufacture & distribute ventilator splitter devices
(collaboration with Prisma Health)

*  $50m additional emergency funding to the $250m J&J foundation

1,000% award for essential employees worldwide

«  100% of base salary and benefits paid through 30 April 2020 to primary
caregivers who are unable to work remotely due to health issues, family
responsibilities, connectivity issues

* 14 weeks of paid leave to employees around the world who volunteer or
are serving communities in diagnosing, treating and providing support

Regional cultural variances:

In Japan, Oriental Land, Tokyo's Disney Resort operator, took
many actions to try and protect its employees, cast members,
shareholders, fans, and local community. Although, the impact

of Covid was not as severe in Japan as in the USA, where Disney
across two of its U.S. theme parks made tens of thousands of
redundancies. While we can’t necessarily draw comparisons,
Japanese companies have moved considerably over the last decade
and have improved their dialogue and engagement with domestic
and international shareholders considerably.
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close for 3 months in spring 2020

received 80% of usual compensat
government subsidy

Operation employees were paid n

reopening, or switch to other posi

*  Donated over 15,000 rainwear for
primarily for medical workers

2020 to March 2021

ORIENTAL LAND - SUPPORTING THEIR EMPLOYEES @ OLC GROUP

* Tokyo Disneyland and DisneySea theme parks were forced to temporarily

* About 20,000 cast members stayed home, unable to work remotely, yet

*  Over 5000 full-time employees, contract workers, and Theme Park

*  The company offered home training programs and conducted online
meetings to care for workers’ mental health conditions

* Parade and show dancers that could not perform after the phased
reopening in July 2020, offered options to stay and wait for further

* The CEQ, Directors, and Executive Officers voluntarily returned portions
of compensation from March 2020. The CEO officially took a 30% pay
cut from June 2020, which was expanded to a 60% cut from November
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PIECING IT TOGETHER - SEEING WHAT OTHERS MISS

The standards we expect of each company reflect our assessment
of their quality growth profile and their ESG Quality Level. Comgest
builds relationships with companies often over many years and we
can compare new data from the pandemic against what we already
understand about them, gradually obtaining a fuller picture. The
incremental information provided by the companies’ responses to
the pandemic tells us a great deal about their sustainability and
ability to face up to ESG risks.

We integrate ESG analysis into all of our investment decisions.
Leveraging the skills of the dedicated ESG analysts, the investment
team takes into account ESG considerations in the company risk
factors when calculating the discount rate. In addition, an overall
ESG quality level may be assigned to the company, ranging from

1 (leader) to 4 (improvement expected) using an internal rating
system. (Figure 2). Each individual company quality level is the
result of many layers of information accumulated over time.
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Figure 2: Comgest ESG quality level

Comgest
Quality Level

1. ESG Leader

Description

Excellent disclosure, mitigation of the few existing ESG risks,
strategy to benefit from ESG opportunities, sustainability/CSR
fully embedded in corporate culture

Discount Rate Impact:

Developed Markets

-50 bps

Discount Rate Impact:
Emerging Markets

-100 bps

2. Good Quality

Adequate disclosure, good awareness and mitigation of low ESG
risks, few controversies, able to benefit from ESG opportunities

O (no change)

O (no change)

3. Basic Quality Low disclosure, basic awareness of ESG risks, limited measures +100 bps +150 bps
in place, moderate ESG risk exposure, ESG controversies, room
for improvement

4. Improvement Very low or absence of disclosure, no consideration of ESG +200 bps +300 bps

Expected

risks, no measures, high ESG risk exposure, significant ESG
controversies, priority for engagement

MSCI &

CCC

LAGGARD

A company lagging its industry based
on its high exposure and failure to
manage significant ESG risks

A company with a mixed or unexceptional track
record of managing the most significant ESG
risks and opportunities relative to industry peers
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We believe that this gives us a more complete and accurate picture
of each company in our portfolios than is offered by typical data
providers, who may restrict their research to more conventional
sources. Hermes is an example of a company that we estimate is
penalised by data providers because it does not disclose much ESG
information publicly, but that in fact has a strong ESG profile in our
view. Comgest considers Hermes to be one of the ESG leaders in the
luxury sector, while the MSCI assessment is that the company is
“average” (Figure 3).

Figure 3: Hermes - MSCI Assessment

P at)
HERMES

PARIS

AA AAA

LEADER

A company leading its industry in
managing the most significant ESG
risks and opportunities

Source: MSCI. For illustrative purposes only. This material presented in this document is for information purposes only
and is not intended as an offer or solicitation with respect to the purchase or sale of any security. The contents of this
document should not be treated as advice in relation to any potential investment. The securities discussed herein may
not be held in the portfolio at the time you receive this presentation. As at 31 March 2021.
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Hermes behaviour during the pandemic reinforces our confidence
in our ESG quality level: Hermes maintained full employment with
no government support; the Executive Chairmen did not take any
pay increases in 2020 or any variable pay due for 2019; the company
made in-kind donations of 30 tons of hand sanitiser and 31,000
masks and cash donations of EUR20 million to public hospitals

in the Parls region; there was a 1% dividend cut in 2020. Notably,
although it is a smaller company than LVMH, Hermes made more
generous donations. Hermes did not publicise its generosity, in
contrast to LVMH and L'Oréal, because its culture makes it less
sensitive about its public image than the larger companies.

Corporate behaviour during the pandemic also gives us valuable
information about companies’ alignment with the UN’s Sustainable
development Goals. Inditex’s global supply chain means that

its actions can have a meaningful impact on goals related to
working conditions and gender equality among others. The
company appears to have lived up to its responsibilities, and our
expectations, during the pandemic. Its decision to pay suppliers
rather than cancel orders was eventually copied by ABF (Primark),
who also decided not to take the job retention bonus available to
them in July.

DEVELOPMENT GOALS

in Spain

and support for suppliers

INDITEX ACTIONS CONTRIBUTED TO SUSTAINABLE m

* Limited use of furlough schemes, did not accept government assistance

*  Enhanced its social management of the supply chain around three lines
of action - safeguarding workers’ health, collaboration with stakeholders,

* Endorsed the Covid-19 Action in the Global Garment Industry initiative,
which prioritised workers’ income, health and employment; reinforced

collaboration with other NGOs

«  Guaranteed payments for all orders already placed with suppliers
and in production

«  Worked with financial institutions to create financing mechanisms for
suppliers and manufacturers in countries such as Pakistan, Morocco,
Bangladesh and Myanmar

*  Made the company’s local logistics and procurement capabilities
available to the Spanish health services and used local production
centers to make 140 thousand medical gowns

*  Made in-kind and monetary donations to health services and charities in
China, the US and Mexico; activated global emergency relief program to
which they contributed over €36 million and donated 750,000 garments
to refugees

* The company maintained its dividend policy
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LIVING UP TO EXPECTATIONS

Our assessment of a company’s behaviour does not always match

the company’s own views. If we compare the contribution our
Pan-European portfolio* holdings actually make to the UN SDGs

according to our analysis, and the contribution that they say that
they make, we see that they tend to overstate their case (Figure 4).

Figure 4: Contribution of Comgest’s Pan-Europe Equity Strategy companies

reporting on SDGs (per companies vs. Comgest)
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Source: Comgest, United Nations company annual reports, sustainability report, integrated report, update as of June
2020 on the portfolio as of 31-Dec-2019. * Data for the representative account of the Pan Europe Large Cap Equities
Composite, managed in accordance with the Composite since the Composite’s inception. Please refer to the important
information section for more details on the representative account, its selection methodology and where to receive the

GIPS compliant presentation of the composite.

CONCLUSION - THE VALUE OF AN ADDITIONAL LENS

2020 was a significant test for businesses. Corporate behaviour

during the pandemic gives us an additional lens through which

to view corporate culture, providing us with new insights into

our portfolio companies’ quality growth characteristics and their
ability to face up to ESG risks. Each company had to make tough
choices about how to treat different stakeholders and how much
financial performance to sacrifice (in the short-term) in doing so.
The effects of these choices may not show up in the short-term
updates to ESG databases, but we believe they should have a lasting

impact on each company’s ability to deliver sustainable earnings

growth and keep improving their ESG quality level.

" The Pan-European Portfolio is the representative account of the Pan Europe Large Cap Equities Composite which is
managed in accordance with the Pan Europe Large Cap Equities Composite since the Composite’s inception. Please refer
to the Important Information section for more details on the representative account, selection methodology and where to

receive the GIPS compliant presentation of the corresponding Composite.
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IMPORTANT INFORMATION

FOR PROFESSIONAL/QUALIFIED INVESTORS ONLY
Data as of 31 March 2021, unless stated otherwise.
This document has been prepared for professional/qualified investors only and may only be used by these investors.

Not investment advice

This document is for information purposes only and it does not constitute investment advice. It should not be considered a solicitation to buy
or an offer to sell a security. It does not take into account any investor’s particular investment objectives, strategies, tax status or investment
horizon. It is incomplete without the oral briefing provided by Comgest representatives.

Representative account information

The representative account discussed is managed in accordance with the relevant Composite since the Composite’s inception. The
representative account is the open-ended investment vehicle with the longest track record within the Composite. To receive a GIPS compliant
presentation for the composite discussed contact info@comgest.com.

Not an investment recommendation

No discussion with respect to specific companies should be considered a recommendation to purchase or sell any particular security/
investment. The companies discussed do not represent all past investments. It should not be assumed that any of the investments discussed
were or will be profitable, or that recommendations or decisions made in the future will be profitable.

Comgest does not provide tax or legal advice to its clients and all investors are strongly urged to consult their own tax or legal advisors
concerning any potential investment.

Not investment research

The information contained in this communication is not an ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with MIFID II. This means that this marketing communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Performance disclaimer
Past performance is not a reliable indicator of future results. Forward looking statements, data or forecasts may not be realised.
Information provided subject to change without notice.

All opinions and estimates constitute our judgment as of the date of this document and are subject to change without notice. The portfolio
holdings referenced herein may not be held at the time you receive this publication and are subject to change without notice.

Restrictions on use of information

This document and the information herein may not be reproduced (in whole or in part), republished, distributed, transmitted, displayed or
otherwise exploited in any manner by third parties without Comgest's prior written consent.

Limitation of Liability

Certain information contained in this document has been obtained from sources believed to be reliable, but accuracy cannot be guaranteed.
No liability is accepted by Comgest in relation to the accuracy or completeness of the information.

Legal entity disclosure

Comgest Asset Management International Limited is an investment firm regulated by the Central Bank of Ireland and registered as an
Investment Adviser with the U.S. Securities Exchange Commission. Its registered office is at 46 St. Stephen's Green, Dublin 2, Ireland.

Comgest S.A is a portfolio management company regulated by the Autorité des Marchés Financiers and whose registered office is at 17, square
Edouard VII, 75009 Paris.

Comgest’s investment professionals are employed either by Comgest S.A., Comgest Asset Management International Limited, Comgest Far East
Limited, Comgest Asset Management Japan Ltd. and Comgest Singapore Pte. Ltd.

Comgest Far East Limited is regulated by the Hong Kong Securities and Futures Commission.

Comgest Asset Management Japan Ltd. is regulated by the Financial Service Agency of Japan (registered with Kanto Local Finance Bureau (No.
Kinsho 1696)).

Comgest Singapore Pte. Ltd., is a Licensed Fund Management Company & Exempt Financial Advisor (for Institutional and Accredited
Investors) regulated by the Monetary Authority of Singapore.
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FOR UK ONLY:

This document is not being distributed by, nor has it been approved for the purposes of section 21 of the Financial Services and Markets Act
2000 (FSMA) by a person authorised under FSMA. This commentary is being communicated only to persons who are investment professionals
falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (the FPO). The Investments are
available only to investment professionals, and any invitation, offer or agreement to purchase will be engaged in only with investment
professionals. Any person who is not an investment professional should not rely or act on this commentary or any of its contents. Persons in
possession of this document are required to inform themselves of any relevant restrictions. No part of this commentary should be published,
distributed or otherwise made available in whole or in part to any other person.

FOR HONG KONG ONLY:

This advertisement has not been reviewed by the Securities and Futures Commission of Hong Kong.
FOR SINGAPORE ONLY:

This advertisement has not been reviewed by the Monetary Authority of Singapore.

FOR AUSTRALIA ONLY:

Comgest Far East Limited is regulated by the Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.
Comgest Far East Limited is exempt from the requirement to hold an Australian financial services licence under the Australian Corporations
Actin respect of the financial services that it provides. This commentary is directed at “wholesale clients” only and is not intended for, or to be
relied upon by, ‘“retail investors” (as defined in the Australian Corporations Act).

Comgest Singapore Pte. Ltd. is regulated by the Monetary Authority of Singapore under Singaporean laws, which differ from Australian laws.
Comgest Singapore Pte. Ltd. is exempt from the requirement to hold an Australian financial services licence under the Australian Corporations
Act in respect of the financial services that it provides. This commentary is directed at “wholesale clients” only and is not intended for, or to be
relied upon by, “retail investors” (as defined in the Australian Corporations Act).

AMSTERDAM LONDON
BOSTON MILAN

comgest.com BRUSSELS PARIS

DUBLIN SINGAPORE
DUSSELDORF SYDNEY
HONG KONG TOKYO
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