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organisational culture.

We also seek a track record of sensible capital allocation

- we are wary of acquisition-driven growth and teams that
don't treat capital with respect. This exercise is inherently
backward-looking, but our experience has taught us that
leopards rarely change their spots. Investing, however,

is necessarily forward-looking and therefore we carefully
consider signs that might suggest a change in behaviour in
the future.

Alignment of interest is another critical point. We pay

close attention to the corporate structure, differential

voting classes of shares and whether the incentive
program encourages long-term behaviour. The board of
directors acts to provide the proper checks and balances
on executive behaviour; thus, we assess the quality and
independence of directors by researching their reputations,
other boards they may sit on, industry knowledge and
whether they add much-needed diversity.
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In FSSA's assessment of companies, we value the governance
most highly; thus, the first step in our investment process is a
thorough due diligence on the quality of the management team.
We begin by building an understanding of how management
have behaved in the past, looking far into a company’s

history and its key turning points to glean insights about the

Once we have a reasonable sense of what

management do, we want to reconcile it with what

they say. We believe there is only so much one can learn
from reading past annual reports and news articles.
Meeting management teams regularly is a core part of our
process, as we build our understanding and appreciation of
a company’s investment potential.

In this regard, we prefer to conduct in-person meetings,
where possible, at the company’s premises to pick up
clues about the culture. We have found that by discussing
long-term issues such as strategy, capital allocation,
succession, professionalisation, board quality and
environmental/social impact, their replies often provide the
best insights into the direction of travel.
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Case study:
Sharing constructive feedback
to encourage reform

Kasikornbank, formerly Thai Farmers Bank, is one of

the largest private banks in Thailand. Founded in 1945

and listed in 1976, it is closely associated with the
Lamsam family, in particular Banthoon Lamsam, who was
the bank’s CEO from 2002 until he became chairman in
2013 up to his retirement in 2020. The FSSA team has a
20-year history of meeting the bank’s management team
and were shareholders for a significant portion of this time.

Kasikornbank, like most of the Thai banking system, was
significantly affected by the Asian Financial Crisis during
the late ‘90s. Banthoon, who had been Kasikornbank’s
president since 1992, steered the bank out of the crisis
with the support of investors who helped recapitalise it
(including FSSA). After taking over the CEO position

in 2002 he continued the reform process, resulting in
strong performance over the subsequent 15-year period.
From 2002 to 2017, the bank’s book value per share grew
at 16% CAGR. Average return on equity during this period
was around 18% due to prudent asset quality management
and cost controls. Valuations accorded to the bank rerated,
further boosting shareholder returns to an impressive 20%
CAGR in USD terms over this 15-year period.

There are repeated references to ESG in its filings, and
the bank has been publishing a sustainability report

since 2012. From its FY2022 sustainability report we note
that it scores well on gender diversity, with 62% of women
in leadership positions, including both the chairperson and
the CEO as well as eight of the board’s 18 directors.

There are clear climate targets and disclosures too -

with net-zero targets for Scope 1and 2 carbon emissions
by 2030, and Scope 3 by 2050.2 To that end, the bank has
stopped financing new coal projects and expects to exit
existing coal projects by 2030. In many aspects, the bank
was well ahead of disclosure requirements set by Thai
Stock Exchange (SET) years later.

However, after 2017 things started to go wrong for
Kasikornbank. This coincided with central bank

initiatives which disrupted the Thai banking system

(for example, the launch of a payment interchange system,
PromptPay, made bank transfers almost free) and a poor
macroeconomic environment which led to rising levels of
non-performing loans. As a result, we sold our shareholding
in the bank.

In 2020 the Covid-19 pandemic resulted in further problems
for the bank and asset quality deteriorated. Meanwhile,

the senior management of the bank was reshuffled,

with Banthoon retiring from the chairmanship and a new
CEO, Kattiya Indaravijaya, taking over in the same year.

When we met the management in early 2023 valuations
had de-rated significantly, to as low as 0.6x priceto-book.
We believed the risk-reward looked attractive and
re-initiated a small position, with the intention to

engage with the management about our concerns.

Our prior experiences with the bank suggested that the
management might listen to constructive feedback from
long-term minded shareholders.

1 From 31 December 2002 to 31 December 2017, Financial metrics are from Bloomberg and Factset.

2 Scope 1 emissions are greenhouse gas (GHG) emissions caused directly by a company in the normal operations of its business. Scope 2
emissions are indirect GHG emissions created through a company’s use and purchase of energy, while Scope 3 emissions are indirect
GHG emissions throughout a company'’s value chain — from suppliers to end users. For more information on GHG emissions categories,

please click here.
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In August 2023 we wrote a detailed letter to the
management with the following points:

e Focus on asset quality: We suggested that the
culture surrounding asset quality decisions needed to
change from the top, with an emphasis on tightening
underwriting even if that meant lower growth in the
near term.

¢ Simplification of KPIs and structures: The bank
had 18 members on its board; and senior leaders
were evaluated on more than 15 KPIs. In our opinion,
the bank’s focus would improve by simplifying and
rationalising such matters.

e Capital allocation: With a low dividend payout ratio of
around 27%, the bank lagged regional peers (typically
in the 50-80% range). Further, we pointed out that the
current valuation made a share buyback an especially
good use of the bank’s excess capital.

e Employee stock ownership plans (ESOPs):
We pointed out that providing stock options to senior
leadership might lead to more owner-like behaviours,
much like the Lamsam family in the early years.

e Better disclosures: Whilst we remain impressed
with most aspects of Kasikornbank’s reporting on
ESG matters, we pointed out that there were some
shortcomings on financial disclosures, particularly in
the Life Insurance business, where the return ratios had
dipped significantly without explanation.
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We received an encouraging response to our letter and
the CEQ requested a call with us. During that meeting,

we offered an introduction to the senior leadership of

one of our portfolio companies which had withessed a
remarkable cultural transformation over the past five years.
We recognise that cultural changes will take time to show
up in financial statements, but we are optimistic that
Kasikornbank is on the road to reform. We remain patient
shareholders and will continue to monitor its progress in
the coming years.

Find out more about FSSA's approach to ESG integration by
downloading FSSA's ESG report.

Follow us on LinkedIn
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Important Information

This material is for general information purposes only. It does not constitute investment or financial advice and does not take into account any
specific investment objectives, financial situation or needs. This is not an offer to provide asset management services, is not a recommendation or
an offer or solicitation to buy, hold or sell any security or to execute any agreement for portfolio management or investment advisory services and
this material has not been prepared in connection with any such offer. Before making any investment decision you should consider, with the
assistance of a financial advisor, your individual investment needs, objectives and financial situation.

We have taken reasonable care to ensure that this material is accurate, current, and complete and fit for its intended purpose and audience as at the
date of publication. To the extent this material contains any measurements or data related to environmental, social and governance (ESG) factors,
these measurements or data are estimates based on information sourced by the relevant investment team from third parties including portfolio
companies and such information may ultimately prove to be inaccurate. No assurance is given or liability accepted regarding the accuracy, validity or
completeness of this material and we do not undertake to update it in future if circumstances change.

To the extent this material contains any expression of opinion or forward-looking statements, such opinions and statements are based on
assumptions, matters and sources believed to be true and reliable at the time of publication only. This material reflects the views of the individual
writers only. Those views may change, may not prove to be valid and may not reflect the views of everyone at First Sentier Investors.

To the extent this material contains any ESG related commitments or targets, such commitments or targets are current as at the date of publication
and have been formulated by the relevant investment team in accordance with either internally developed proprietary frameworks or are otherwise
based on the Institutional Investors Group on Climate Change (IIGCC) Paris Aligned Investment Initiative framework. The commitments and targets
are based on information and representations made to the relevant investment teams by portfolio companies (which may ultimately prove not be
accurate), together with assumptions made by the relevant investment team in relation to future matters such as government policy implementation
in ESG and other climate-related areas, enhanced future technology and the actions of portfolio companies (all of which are subject to change over
time). As such, achievement of these commitments and targets depend on the ongoing accuracy of such information and representations as well as
the realisation of such future matters. Any commitments and targets set out in this material are continuously reviewed by the relevant investment
teams and subject to change without notice.

About First Sentier Investors

References to ‘we’, ‘us’ or ‘our’ are references to First Sentier Investors, a global asset management business which is ultimately owned by
Mitsubishi URJ Financial Group. Certain of our investment teams operate under the trading names FSSA Investment Managers, Stewart Investors,
RQI Investors and Igneo Infrastructure Partners, all of which are part of the First Sentier Investors group. We communicate and conduct business
through different legal entities in different locations. This material is communicated in:

o Australia and New Zealand by First Sentier Investors (Australia) IM Ltd, authorised and regulated in Australia by the Australian Securities and
Investments Commission (AFSL 289017; ABN 89 114 194311)

e FEuropean Economic Area by First Sentier Investors (Ireland) Limited, authorised and regulated in Ireland by the Central Bank of Ireland (CBI reg
no. C182306; reg office 70 Sir John Rogerson’s Quay, Dublin 2, Ireland; reg company no. 629188)

e Hong Kong by First Sentier Investors (Hong Kong) Limited and has not been reviewed by the Securities & Futures Commission in Hong Kong.
First Sentier Investors, FSSA Investment Managers, Stewart Investors, RQI Investors and Igneo Infrastructure Partners are the business names
of First Sentier Investors (Hong Kong) Limited.

o Singapore by First Sentier Investors (Singapore) (reg company no. 1996900420D) and this advertisement or material has not been reviewed by
the Monetary Authority of Singapore. First Sentier Investors (registration number 53236800B), FSSA Investment Managers (registration number
53314080C), Stewart Investors (registration number 53310114W), RQI Investors (registration number 53472532E) and Igneo Infrastructure
Partners (registration number 53447928J) are the business divisions of First Sentier Investors (Singapore).

e Japan by First Sentier Investors (Japan) Limited, authorised and regulated by the Financial Service Agency (Director of Kanto Local Finance
Bureau (Registered Financial Institutions) No.2611)

o United Kingdom by First Sentier Investors (UK) Funds Limited, authorised and regulated by the Financial Conduct Authority (reg. no. 2294743;
reg office Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB)

o United States by First Sentier Investors (US) LLC, authorised and regulated by the Securities Exchange Commission (RIA 801-93167)

e QOtherjurisdictions, where this document may lawfully be issued, by First Sentier Investors International IM Limited, authorised and
regulated in the UK by the Financial Conduct Authority (FCA ref no. 122512; Registered office: 23 St. Andrew Square, Edinburgh, EH2 1BB;
Company no. SC079063).

To the extent permitted by law, MUFG and its subsidiaries are not liable for any loss or damage as a result of reliance on any statement or information
contained in this document. Neither MUFG nor any of its subsidiaries guarantee the performance of any investment products referred to in this
document or the repayment of capital. Any investments referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are subject to
investment risk, including loss of income and capital invested.
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