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Nikko AM Shenton Asia Pacific Fund
Highlights

e In September, the Fund retreated 3.42%, outperforming the benchmark of -5.23% by 1.81% in SGD
terms.

o Asia Pacific markets succumbed to profit-taking after registering seven consecutive months of positive
USD based returns. The MSCI Asia Pacific ex-Japan Index was down 7.2% for the month in USD terms
as the strengthening dollar magnified the loss Southeast Asian markets held up better than its North
Asian counterparts despite being more vulnerable to the potential interest rate hikes in the United States.

e \We are positive on the overall Asia Pacific markets although there is likely to be a huge dichotomy in
terms of performance of individual markets. However, the MSCI Asia Pacific ex-Japan Index has been
underperforming the MSCI World Index for the last five years primarily due to the underperformance of
heavily-weighted China-related countries such as Hong Kong and China. With the China-related
markets accounting for almost 35% of the Index, the revitalised China stock markets will pull up the
region and play catch up to the World Index. We are positive that President Xi Jinping would be able to
implement the necessary reforms that China needs and that it will eventually be appreciated by the
markets.

Performance Review

Performance
Currency Sepztgﬂber Year-to-Date  Since Inception
(% change) (annualised)
(% change)
Nikko AM Shenton Asia Pacific Fund SGD 342 6.81 4.82
(Net of fees) ) ] )
Nikko AM Shenton Asia Pacific Fund
(Net of fees and charges) SGD 728 2.54 4.63
Benchmark (MSCI AC Daily TR
Net Asia Pacific ex-Japan Index) SGD 23 4.64 3.87

Source: ©2014 Morningstar & Nikko Asset Management Asia Limited as of 30 September 2014. Returns are
calculated on a NAV-NAYV basis and assuming all dividends and distributions are re-invested if any. Past performance
is not indicative of future performance.

Takes into account maximum sales and realisation charges, where applicable.
Inception date: 31 Aug 1992

Fund lost 3.42% in September

The fund fell 3.42%, outperforming the benchmark of -5.23% in USD terms despite being underweight the
outperforming Southeast Asia markets. Stock selection in China was the main contributor with significant
gains in the technology and healthcare sector. In addition, we benefitted from the heavy overweight in India
and avoided the Hyundai Motor Group of companies which performed poorly.

Market Review

Asia Pacific markets succumbed to profit-taking after seven consecutive months of positive returns
After registering seven consecutive months of positive USD based returns, Asia Pacific ex-Japan markets
succumbed to profit-taking. The MSCI Asia Pacific ex-Japan Index was down 7.2% for the month in USD
terms as the strengthening dollar magnified the loss. Surprisingly, the Southeast Asian markets held up
better than its North Asian counterparts despite being more vulnerable to the potential interest rate hikes in
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the United States. Southeast Asia has been a bigger beneficiary of the fund flows from the Quantitative
Easing Program in the United States since 2009 and any reversal is likely to hit them harder.

The Australian market suffered on increased prices of iron ore

The Australian market was the worst performing market in the region as the prices of iron ore in Australia
broke through the USD80 mark. At the same time, the significantly weakened Australian dollar also
spooked the markets as it plunged 6.4% for the month. Banks saw its first significant profit-taking since May
2013 when tapering talks spooked the markets. Resources sector which has been weak for the last 12
months also took a leg down after iron ore prices finally succumbed to the lacklustre demand from China.
The MSCI Australia Index was down 11.4% in USD terms.

North Asian markets reacted more negatively than its Southeast Asian counterparts triggered by
the potential raising of interest rates

As the market sell-off was triggered by the potential of the Federal Reserve raising interest rate earlier than
expected, it was surprising that North Asian markets reacted more negatively than its Southeast Asian
counterparts as North Asian markets which have huge current account surplus are expected to withstand
the tapering better. It is noteworthy that North Asian markets have performed very well over the last 6
months and hence they are more vulnerable to profit-taking. However, Hong Kong and China markets were
impacted by the protests in Hong Kong demanding free elections of a Chief Executive of Hong Kong rather
than a Chief Executive that is elected by candidates who is pre-approved by Beijing. Stocks in Hong Kong
and China went on a downward spiral with the MSCI Hong Kong Index retreating 7.3% in USD term while
MSCI China Index declined 6.4%. Korea and Taiwan were not spared from the sell-down either. Korea
continued to suffer from sluggish economic numbers on the back of the yen depreciation which made
Korean exports less competitive. At the same time, Hyundai Motor Group’s recent corporate governance
issues which involved its purchase of land at 150% above the land valuation from the government also led
investors to sell down the market. The MSCI Korean Index was down 8.2% in USD term while Hyundai
Motor Corp was down 21.2% in USD term. The Fund benefitted as it did not own any of the Hyundai
companies that were involved in the purchase of the land. Taiwan, which has benefitted from the new
iPhone release (where 30% of the bill of materials for the phone was produced by Taiwanese) suffered from
a sell on fact mentality as the launch of the new iPhone 6 and 6plus led to profit-taking. Technology stocks
bore the brunt of the sell-down with the MSCI Taiwan Index down 6.0% in USD terms. Nonetheless, it was
still the best performing among the North Asian markets.

Southeast Asian markets were resilient in September

Southeast Asian markets were surprisingly resilient in September. Although the MSCI Southeast Asian
Index was down 2.9% for the month, both Philippines and Thailand managed to eke out small gains. Strong
GDP number in Philippines supported the market while in Thailand, robust domestic liquidity from local
investors despite continued foreign selling resulted in MSCI Thailand hitting a new year high. Indonesia was
subjected to profit-taking after the elections as more political manoeuvres were being made just before the
President-elect, Jokowi, takes office on 20th October.

India retreated in September but did well for the year-to-date period

Although India was marginally down for the month of September where the MSCI India was down 1.4% in
USD term, it was a commendable performance considering that the market is the best performing market in
Asia with the MSCI India up 23% year-to-date. There is currently a tug-of-war between investors in India
with one group believing that the markets had run too hard and that despite the majority that Modi has, he is
unable to do much to improve the economy; while another group believes that India is like China 15 years
ago and that with the sweeping election win, Modi will make the significant changes that India needs to
catch up with China. This has led to a stalemate in India where the markets are directionless and swayed
around easily on any new moves and announcements made by the government.

Market Outlook & Strategy

We are increasingly more positive on the China equity markets in the next two quarters
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Given the volatile performance of China in the last three months, as China was the best performing market
in July and August as well as one of the worst in September, we are increasingly more positive on the
China equity markets in the next two quarters. The recent divergence in performance between the HK-listed
China shares and the Shanghai Stock Exchange demonstrated the optimism that domestic investors in
China have for the reforms that President Xi Jinping has initiated since the end of last year. We are positive
that these reforms are what China needs and that investors will eventually appreciate the positive impact
that it will have on the Greater China region and eventually, improve the quality of growth in China
benefitting the Asian economies. This, coupled with a potential revitalisation that India will have a significant
impact on Asian growth going forward. We believe that investors are overly pessimistic on Asia due to its
high inverse correlation with the US dollar and we will focus more on its fundamentals going forward.

We are more positive on the North Asian economies among the Asian countries

Among the Asian countries, we are more positive on the North Asian economies given its huge current
account surpluses which are likely less impacted from the outflows that could potentially happen from an
earlier-than-expected interest rate hikes. China will benefit from the on-going state-owned enterprise
reforms and the new influx of capital likely resulting from the Shanghai-Hong Kong Connect program where
investors can now invest into the Shanghai Stock Exchange without the need for the cumbersome Qualified
Foreign Institutional Investors program.

We are now turning more positive on Taiwan

We are now turning more positive on Taiwan especially the technology sector after the recent sell-off. We
have advocated that too much hype was going into the iPhone 6 launched but the recent correction has
provided an opportunity to buy into the quality supply chain which faces much less competition. Taiwan is
also seeing a new revitalisation of domestic consumption as inflation remains under control while wages
rise, though still mediocre but is finally ahead of inflation (especially with property prices being flattish this
year). Market valuations are also now more palatable going into 2015E earnings. We still remain
underweight on Korea. The recent Hyundai Motor Group saga reflects the fundamental problem in Korea
that the extremely complex cross-holding structure of the chaebols has little regard for minority
shareholders interest. Although the country is trading at a huge discount to the region, we are not
convinced and the strategy would be to stick with companies with simpler shareholding structure and
havemore regards for shareholders’ value.

We have increased our underweight exposure on Southeast Asia

We have increased our underweight position in Southeast Asia. Although nothing is fundamentally wrong
with the Southeast Asian countries, we believe that the current valuation is not justifiable for the region in
the shorter term. Expectations for Indonesia and Philippines are running high while Thailand has bounced
mainly due to a low base and ample domestic liquidity. However, with the exception of Philippines, growth
expectations are too high for Indonesia and Thailand and there is likely to be disappointed. In addition, the
potential of rate hike in the US is also likely to impact these countries more than others in the region.
Having said that, there are good quality companies in both Philippines and Thailand which we are looking
for as entry points. These companies are mainly in the insurance, consumer and healthcare sector.

We continue to be bullish on India

As mentioned, in India, there is a current tug-of-war between the bear and the bull camp. We continue to be
on the bull camp and believe that with the right execution, India will likely return to its hyper growth phase in
the early to mid-2000s. Coming from such a low base, there are many opportunities that Modi can tap on
that could put India back into a sustainable growth path. At the beginning of September, we have turned
negative on Australia primarily on our negative view on the heavily weighted resources and banking sectors.
In resources, we have been underweight for the last two quarters while in banking, we think that the high
valuations is hard to justify given the growth outlook and that wholesale funding environment might be
tougher for these banks given the interest rate outlook.

Monthly Outlook — Nikko AM Shenton Asia Pacific Fund Registration Number 198202562H

Page 3 of 4



Nikko Asset Management Asia Limited

We are positive on the overall Asia Pacific markets

We are positive on the overall Asia Pacific markets although there is likely to be a huge dichotomy in terms
of performance of individual markets. However, the MSCI Asia Pacific ex-Japan Index has been
underperforming the MSCI World Index for the last five years primarily due to the underperformance of
heavily-weighted China-related countries such as Hong Kong and China. The MSCI China Index was up
only 21% for the last five years compared to the MSCI Asia Pacific ex-Japan Index which was up 43% while
the MSCI World Index was up 73%. With the China-related markets accounting for almost 35% of the Index,
the revitalised China stock markets will pull up the region and play catch up to the World Index. We are
positive that President Xi Jinping is probably the strongest and best positioned leader to implement the
necessary reforms that China needs and that it will eventually be appreciated by the markets.

Important Information

This document is for information only with no consideration given to the specific investment objective, financial
situation and particular needs of any specific person. Any securities mentioned herein are for illustration purposes only
and should not be construed as a recommendation for investment. 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. Investments in unit trusts are not deposits in, obligations of, or guaranteed or insured by
Nikko Asset Management Asia Limited (“Nikko AM Asia”).

Past performance or any prediction, projection or forecast is not indicative of future performance. The funds may use
or invest in financial derivative instruments. The value of units and income from them may fall or rise. Investments in
the funds are subject to investment risks, including the possible loss of principal amount invested. You should read the
relevant prospectus and product highlights sheet obtainable from appointed distributors of Nikko AM Asia or our
website (www.nikkoam.com.sq) before investing.

The information contained herein may not be copied, reproduced or redistributed without the express consent of Nikko
AM Asia. While reasonable care has been taken to ensure the accuracy of the information as at the date of publication,
Nikko AM Asia does not give any warranty or representation, either express or implied, and expressly disclaims liability
for any errors or omissions. Information may be subject to change without notice. Nikko AM Asia accepts no liability for
any loss, indirect or consequential damages, arising from any use of or reliance on this document.

Nikko Asset Management Asia Limited. Registration Number 198202562H

For Hong Kong Investors

The fund is only offered to professional investors and is not authorized by the Securities and Futures Commission in
Hong Kong. The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are
advised to exercise caution in relation to this document. If you are in any doubt about any of the contents, you should
obtain independent professional advice.
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