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— A chasm emerged between
investors’ ambitions and
what ESG principles meant
in practice which firms,
knowingly or otherwise,
had been able to exploit

— Fish is one of the world’s
most sustainable sources
of animal protein

The Quality Growth Investor

ESG IN FOCUS:
HOW SALMON BECAME
CATCH OF THE DAY

While salmon are known for swimming
upstream, salmon farmers face a tough
battle when going against the flow to create
businesses that align with ESG principles

Insight

Environmental

The term ESG has historically been
associated with the colour green.
However, for many years it had
perhaps been more appropriate to
describe the investment sector as
a grey area. A chasm emerged
between investors’ ambitions
and what ESG principles meant
in practice which firms,
knowingly or otherwise, had
been able to exploit.
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It had become all too easy for asset managers to exalt the virtues of
their screening tools or benchmarks without ever having to reveal their
underlying methodology or, more pertinently, have it scrutinised by experts.

Fast-forward to 2023 and, while some inconsistencies remain, the ESG
space has become far better defined and regulated. Areas that were
vulnerable to greenwashing are now fertile hunting grounds for law firms
and regulators who deal strictly in black and white.

As investors, we welcome the upgrade in scrutiny as it places a greater
emphasis on our due diligence process. We feel that non-financial
analysis has become a critical route to identifying quality companies
with sustainable business models.

ECONOMIES OF SCALE

A good example of how this process has added value to our portfolio can
be found in our allocation to salmon farming.

This sector has fostered a love-hate relationship among observers and
become somewhat controversial. While they harbour concerns about
industrial-scale fish farming, they simultaneously recognise many of
these concerns are applicable across the agricultural spectrum and fish is
one of the world’s most sustainable sources of animal protein.

On the ‘for’ side of the ledger, the sustainability credentials of farmed
salmon stack up positively in comparison to other staples such as
beef, chicken, and pork. For example, the Feed Conversion Ratio (FCR),
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which measures how many kilograms of feed are required to produce a
kilogram of meat, and the carbon footprint, measured as CO2 grams per
serving, of farmed salmon are both notably lower, as highlighted below:

Salmon Chicken Pork Beef
Carbon Footprint 0.6 0.9 1.3 5.9
FCR 1.2-15 1.7-2 27-5 6 -10

Source: Barclays Research, MOWI, Global Salmon Initiative, UN FAO

The FCR metric is financially meaningful too. At approximately 40%,
feed represents the largest operating cost in salmon farming, therefore

—F d sal
armed samon lowering feed improves margins. While the protein yield is moderately

provides the highest

amount of animal lower than its competitors — with farmed salmon offering 20g of protein
protein with the lowest per 100g of meat, whereas beef offers 26g — farmed salmon provides the
environmental impact highest amount of animal protein with the lowest environmental impact.
— Like other industrial-scale On the ‘against’ side are concerns around environmentally degrading
farming, there are valid feeding practices, animal welfare, hidden carbon impacts and the
environmental concerns pollution that is generally associated with industrial-scale farming.

around fish wa_ste, uneate_n The latter point is often exacerbated by fish waste, uneaten feed,
food and chemicals used in

aquaculture which negatively and chemicals us.ed in aquaculture Whlch negatively affect marine
impact ecosystems ecosystems, particularly on the marine floor.

These are very real issues, which gave us pause to consider whether the
sector was truly investible from our quality growth perspective.

We could see the argument for salmon farming from an ESG perspective
but, as with many of the investment opportunities within the sector,
while the destination was appealing, the journey was fraught with
sustainability pitfalls.

THERE ARE PLENTY MORE FISH - BUT THAT’S NOT THE POINT

Pleasingly, our non-financial analysis and policy of engagement allowed
us to uncover Bakkafrost, the world’s third-largest salmon farmer, which
was able to address many of these issues.

As long-term investors, our performance is tied to the success of the
companies we invest in. We think of engagement as an opportunity to
partner with these companies and drive change in their sustainability
practices. But we do not refrain from holding companies with weaker ESG
profiles if we can see a credible path to improvement.

This was the case with Bakkafrost, which at the investment level met our
criteria to warrant inclusion in our portfolio. However, we had lingering
questions surrounding several of the challenges associated with salmon
farming practises more generally. Having taken out a position in the
company, we took the opportunity to engage on these issues through site
visits and collaboration with the company’s management team.
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This culminated in 2022 when, through our
membership with the FAIRR Sustainable
Aquaculture Initiative — a collaborative initiative
that aims to encourage the world’s largest salmon
companies to develop a strategic, science-based
approach to diversifying feed ingredient sources —
we were able to attend a meeting with Bakkafrost
executives. During this, they were able to answer
most of our questions in detail and share a thorough
presentation that addressed the engagement
requests of both FAIRR and investors.

For example, Bakkafrost was able to outline its
rationale for relying on marine ingredients and
the results of their trials, within their farms, of
feed made from plant-based ingredients. The
company boasts an in-house feed production arm,
which affords them complete oversight on both costs and ingredients.
This provides the farmed salmon with a more natural diet than many
competing farms, which has benefits not only in animal welfare terms
but also in its outcomes for consumers. Due to the high levels of marine
content in its feed, Bakkafrost salmon is one of the leaders in omega-3
levels, making it very effective in preventing cardiovascular disease,
among other things.

Onsite visit by Comgest’s Europe Equity Analysts / Portfolio Managers

Another criticism of the industry is that concentrated fish populations in
farms may lead to the spread of diseases and parasites, which can harm
both farmed and wild salmon populations and prompt the introduction of
antibiotics and chemicals for maintenance. Worse still, this in turn may
contribute to antibiotic resistance and have potential health implications
for consumers. Cognisant of this, Bakkafrost committed to rigorous
disease testing and holds less fish per enclosure to mitigate these issues.

These are just a handful examples of where we have engaged directly

— ESG is not just a green label — . . . .
) g with the firm for assurance that its values and practices are sustainable,

it has become a key metric

through which we view not simply from an altruistic point of view but at a business level as well.
investment opportunities ESG is not just a green label - it has become a key metric through which
and potential returns we view investment opportunities and potential returns.

Petra Daroczi joined Comgest in 2021 and is an ESG Analyst and Portfolio Manager responsible for ESG coverage of the US and Europe.
She meets and engages with company management alongside the firm'’s investment Analysts and prepares in-depth ESG reports. Prior to
Comgest, Petra joined Aberdeen Standard Investments in 2019 as an ESG Investment Analyst, responsible for integrating ESG assessment
in fixed income research and leading the engagements in the APAC region. She previously worked for Thomson Reuters in their Singapore
office as an Account Director and ESG Ambassador, and before that held diverse roles such as Field Sales Associate, Consultant and ESG
& Asset Management Specialist in their London office. Petra graduated with a Bachelor’s degree in Business Studies from Cass Business
School (UK) and a Master’s degree in European Business from the ESCP Business School (France). She is also a CFA® charterholder and
holds various ESG-related certifications including, “Climate Change: Financial risks and opportunities” (Imperial College Business School,
UK), “Sustainability and Climate Risk” (Global Association of Risk Professionals) and “Basics of Organizational GHG Accounting”
(Greenhouse Gas Management Institute).
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IMPORTANT INFORMATION
Data as of 31 August 2023, unless stated otherwise.
Not investment advice

This commentary 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. All opinions and estimates constitute our judgment as of the date of this commentary 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.

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.

Restrictions on use of information

This commentary 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 commentary 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.

Trademark and index disclaimer

Product names, company names and logos mentioned herein are trademarks or registered trademarks of their respective owners.
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