








INTERVIEW

To explain battery durability in layman’s terms, Professor Nicolosi uses the
classic Atari game *Breakout’ as a metaphor.

Battery durability and Atari games

Graphene, Nicolosi explains, can contribute in two key ways:
“Firstly, graphene is a very good electrical conductor. It is able
to conduct electricity betterthan copper, forexample. Secondly,
it can be used as a mechanical reinforcement of the electrode,
which is significant for two reasons. It makes the battery more
mechanically robust and we can make thicker electrodes and
therefore store eight times more energy. ”

Graphene can also make batteries more durable. To explain
battery durability in layman’s terms, Professor Nicolosi uses the
classic Atari game ‘Breakout’ as a metaphor: “When we charge
and discharge batteries, they get worn out over time, making
them less and less durable. The charging and discharging of a
battery can be compared to the ball hitting the blocks in the Atari
game —the more blocks that are hit and destroyed, the more the
battery wears out. By using graphene, you make these blocks
considerably stronger and the battery much more durable.”
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Battery storage and transition pathways

When asked about her ultimate hope for the societal use of the
technology, she replies: “Eventually | would like it to be used for
large-scale storage and to open the pathway for the transition
away from lithium-ion batteries.”

Nicolosi enthusiastically describes the largest battery storage
facility in the world currently. Even though it is the size of a football
pitch, itis only able to provide powerto roughly 12,000 people for
about seven minutes. With the new technology that she and her
colleagues are developing, only one fifth of the space would be
required to achieve the same performance. Scaling up graphene
for battery storage purposes would significantly improve both the
storage of energy and the space required. It could have the potential
to significantly mitigate the intermittency issues of renewable
energy. According to Nicolosi, we might well see the technology
making its entry within the next five years. We for one, certainly
hope that will be the case.
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VOTING

Proxy Voting 2019

In SKAGEN we believe in exercising our rights as shareholders. Proxy voting gives
us the opportunity to vote without being physically present at meetings. As active
investors we feel that it is important to vote in order to address concerns and influence
companies in a direction that we believe is sustainable.

In all cases where we vote, the portfolio managers familiarise
themselves with the case being voted on, before arriving at a proxy
vote decision that follows ourvoting guidelines and that we believe
tobeinthe bestlong-terminterest of our funds, and therefore also
of our unit holders. SKAGEN attends several shareholder meetings
in person but we also have the opportunity to vote electronically
through Institutional Shareholder Services (”1SS”). ISS delivers
notices of general meetings, information about the companies,
the voting items on the agenda and recommendations.

Proxy voting dashboard
We value transparency highly in SKAGEN, which is why we have
implemented a proxy voting dashboard on our webpage. This
solution gives an overview of our holdings and voting activities.
Allvotes are published on our website the day after the vote has
been cast, which isin line with best practice on voting disclosure.
Voting is monitored by compliance to make sure that we vote in
as many instances as possible and in accordance with our policy.
We seldom need to make exceptions to the policy. Reports are
sent to SKAGEN’s Board of Directors throughout the year with an
overview of voting activities.

YEAR 2019 2018 2017
Numberofballotsvoted 228/239 223/232 217/225
% of meetings voted in 95% 96% 96%
Numberofballotsvoted 362/377 336/345 350/358
% of ballots voted on 96% 97% 98%

Voting in 2019
In 2019, there were 239 voteable meetings at our portfolio companies,
with 2,934 voteable items on the agenda. SKAGEN voted on 95.4%
of the items, which is less than one percent down from last year.
Votes cast were in line with management recommendations 93%
of the time, while 7% of the time we voted against management
recommendations on one or more items on the agenda. The times
when we typically voted against management, that was due to
the following situations:

- Inadequate information ahead of meeting

- Quality of Board and its members

- Anti-takeover mechanisms
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- Needless or unfair changes in capital structure
- Excessive executive compensation
- Disclosure proposals related to climate changes

As active investors with a broad global footprint, we recognise
thatall cases are unique. How we handle cases and issues is very
much dependent on the geographical area, sector, industry and
individual company in question. There will therefore be cases
where we cast votes that do not necessarily align with our voting
policy and/or with company management.

An overview of our voting activity in 2019 is illustrated below:

B North America
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B Emerging Markets

Europe and Middle East
M Pacific
M Frontier & Others
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0.5%
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CORPORATE SUSTAINABILITY

Promoting sustainability
intheworkplace

SKAGEN is dependent on our clients and employees’ trust and respect as a socially
responsible asset manager. We endeavour to uphold sound ethical principles and be
a trustworthy company. This also entails encouraging high standards in our supply
chain and day-to-day business. We strive to make a difference, not only through our
investments but also in how we contribute to the communities where our firm is present.

Incorporating sustainability in our work is nothing new; SKAGEN
has always focused on conducting our business in a socially
responsible manner and holding our employees and suppliers
to a high ethical standard. In addition, SKAGEN has for many
years focused on promoting women in the workplace, good health
for our employees, and professional competence development.

Raising the bar

We are now formalising our efforts to align with the United Nations
Sustainable Development Goals (SDGs). We aim to be a part of
the solution both as a company, and as individuals.

In September 2019, SKAGEN initiated a corporate sustainability
project with members from across the organisation, working to
identify areas of development and improvement with regard to
all aspects of sustainability.

We want to accelerate SKAGEN’s transition to be a sustainable
company, to promote diversity and equality, and to build environmental
awareness for the long-term benefit of SKAGEN’s stakeholders.
This will be an ongoing focus going forward, and we look forward
to reporting on our progress in 2021.

In order to concentrate the initial tasks for the Corporate
Sustainability Group, we’ve selected three of the SDGs to focus
on initially, namely, SDG 5: Gender Equality; SDG 8: Good jobs
and Economic Growth; and SDG 13: Climate Action.

We only buy Fairtrade certified coffee and flowers at SKAGEN’s head office.
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GENDER
EQUALITY

Diversity in SKAGEN
Underthis SDG, we include diversity of all kinds, not solely gender
diversity.

SKAGEN would like our staff to mirror the society we live in and
ourclients. Colleagues of all races, religions and sexualities should
feelincluded and appreciated. SKAGEN actively works to refine
our recruitment policies and we are taking concrete measures to
increase diversity in our workforce. This includes:

e Conscious wording in our job advertisements to avoid
gender bias

e Openly encouraging persons from different backgrounds
to apply

e Challenging headhunters and recruiters to find female
applicants for positions in departments where the majority
of employees are male and vice versa

e Encouraging both men and women to take full parental leave

e Offering flexible working hours

¢ Having an “equal pay for equal work” compensation policy



CORPORATE SUSTAINABILITY

5.8,
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LIKESTILLINGS
PROGRAM

50/50

As of 2020, SKAGEN has signed up to 50/50, an initiative launched in
connection with the Norwegian Chamber of Commerce in Stavanger.
This program provides businesses with the tools and guidelines to
strategically work towards a more diverse workforce. As a signatory,
SKAGEN will commit to reporting on a list of criteria demonstrating
progress and openness in terms of diversity.

Women and Investment

Since 2001, SKAGEN has striven to encourage more women to
take an active interest in their personal savings and finances. In
SKAGEN’s home markets of Norway, Sweden and Denmark, we have
arranged and participated at seminars around savings, pensions,
equities and funds. These events have been fully booked and we
have received excellent feedback from attendees.

GOOD JOBS AND
ECONOMIC GROWTH

Our business and supply chain
SKAGEN has a dual focus with this SDG both as a buyer of goods
and services, and as an employer.

SKAGEN has long focused on being an attractive workplace. We
measure employee engagement and satisfaction via a monthly
survey, and take action accordingly.

As aresponsible employer, SKAGEN strictly observes all applicable
laws and regulations. Over the years we have taken extra steps to
ensure a content and motivated workforce, including implementing
flexible working hours to ensure a good work/life balance. Our
strategy alsoincludes supporting ongoing professional development
forallemployees including support foremployees to move across
the organisation via our internal job market.
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SKAGEN has a responsibility to ensure that our procurements are
sustainable. In future, we will increase this focus, ensuring that
products we procure do not harm the environment, contribute to
unfair working conditions or violate human rights.
Highlighted measures include:

e Compulsory training in code of ethics, AML, GDPR and

anti-bribery

e Monthly employee satisfaction surveys

e Only Fairtrade certified coffee and flowers

e Increased focus on a work/life balance

CLIMATE
ACTION

13

Underthis SDG, we incorporate all types of environmentally-focused
actions. The climate crisis is one of today’s most pressing issues.
SKAGEN wants to be a part of the collective effort required and
expected throughout society.
During 2020, we aim to conduct an audit of our Co2 emissions with
the purpose of defining the next steps in reducing our carbon impact.
We will revise our travel policy and promote and accommodate
for more environmentally friendly travelling.
Highlighted measures include:
e Environmental addition to our travel policy
e Reduced red meat consumption and minimal food waste
e Discontinuing all use of single plastics at our head office
e Reducing the use of plastic waste bags by approximately
10 000 peryear
e Usingonly certified cleaning products to ensure no harmful
substances are released into the water supply.

Although some of the initial actions may seem small, we believe
that they are an important step in accelerating change in culture
and behaviour and will lead to more material changes.

Other initiatives

Many of the measures we are taking can be pinned to several
SDGs, and we do not limit ourselves to the above-mentioned three.
One SDG that is particularly topical is SDG 17: Partnership. We
can all do better together, and collaborating with other brands
and businesses, even our competitors, will benefit us all in the
long run. SKAGEN works closely with our owner Storebrand and is
part of a large sustainability network locally to share experiences
and challenges and find the best solutions for us all.

Ifyou have any questions or comments on our corporate sustainability
work, please send an e-mail to sustainability@skagenfunds.com




THOUGHT PIECE

2019: The yearresponsible
capitalism became mainstream

ESG is omnipresent in financial markets these days. We see this as a welcome invitation
for change that we are eager to be a part of. The increasing importance and value
of non-financial information in investment decisions would, until very recently, have
been looked upon as a utopian and unwelcome market intervention. As we enter a new
year, SKAGEN offers its viewpoints on the ESG dilemmas we face and the principled
discussions we are having in-house, as well as offering our own view on the 2020 ESG

horizon.

‘To voice or to exit, that is the big ESG question’

In his book Exit, Voice, and Loyalty (1970)!, Albert Hirschman
presents a dilemma that originally referred to consumer choices,
butwhichis also applicable to us as investors. The question central
to his book is quite straightforward: How will consumers decide
to act when the product they buy has increasingly depreciating
utility for them as consumers?

In the context of ESG investing, this depreciating utility can be
understood to be products and activities with negative externa-
lities which consumers would prefer to avoid if possible. Beyond
remaining neutral (or loyal), Hirschman’s conceptualisation forces
the consumerto choose between two alternatives: Eitherto voice
their concerns to the producer in the expectation of changes
being made to the product to mitigate its unwanted impact or to
exit the product entirely, perhaps even finding a product which
removes the externality altogether. Exit strategies demonstrate a
clear stance against a product —a disassociation from unwanted
consequences — whilst voice strategies are made in the hope of
a producer taking on the challenge and making improvements.

At consumer level, these two alternatives can be exemplified
by consumers refraining from owning a car and instead relying
on public transportation (exit), or declaring their preference for
Fairtrade coffee rather than coffee that cannot be verified to
originate from a fair, open and transparent supply chain (voice).

A powerful combination

For investors, however, the story is slightly more complicated. If
principles trump solutions, then surely exit should be the go-to
strategy when it comes to a company that you consider as having
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unsustainable practices. If exclusions and divestment are done
on a wide enough scale, producers will ‘get the message’ and
thus change their ways — at least that is how the theory goes.

Whereas Hirschman’s initial conceptualisation was framed as
a binary choice, financial actors are able to leverage both voice
and exit in powerful unison. It is through the fusion of the two
that the full potential of incorporating ESG will come into force.
Investors who believe in active ownership have the leverage to
work with companies (voice) to not produce the unwanted plastic
bag. They can also ultimately divest from the company (exit) if
willingness to change is not present.

However, relying heavily on exit strategies will likely lead to minimal
empirical changes at bestin dealing with an unwanted externality.
By divesting and selling on to investors whose preferences do not
hinge on non-financial information (they still exist), it is likely
that the only real effect achieved is that of disassociation or,
crudely, sustainable avoidance. Therefore, using exit as a financial
impact strategy is likely to have a minimal financial impact on
the firm — and therefore also on the negative externality that
you are trying to remove. Conversely, an overemphasis on ‘voice’
can make you naive about — or too loyal to — the company and
the real commitments being made, which might exacerbate the
underlying societal problem caused by the company.

This brings us to the fundamental ESG conundrum. As investors
with a fiduciary duty to be responsible in ourinvestments as well
asto deliverrisk-adjusted returns to our clients, when do we exit
and when do we stay put and voice our preferences? There is
also an added complication: when is it the role of the market to
sanction businesses and when is it a duty for public authorities?



THOUGHT PIECE

The need for public-private collaboration

The EU taxonomy on sustainable finance has been the key talking
pointin 2019 when it comes to regulatory developments and is an
important contribution to the sustainable transition. This is not
necessarily because investors wish for yet another standard to
adhere to, but because it sets clear expectations to market actors.
It shifts the onus away from traditional negative screening to using
ourinvestments to contribute to sustainable impact and change.

Notwithstanding the empirical ambivalence overwhether divestments
and exclusions have a financial impact on companies, it could
also be argued that we as investors are morally irresponsible by
handing an asset over to investors who will most likely not work
forsustainable change. There is a moral case to be made in favour
of staying put in such companies and taking the discussion to
their board rooms. There are fewer cases of something being
fundamentally unsustainable than there are cases where lessons
can be learned, and systems putin place. Ultimately, climate change
will hitindiscriminately, and no one stands to gain from claiming
to have already found the *holy grail’ of sustainable portfolios.

During 2019, market expectations seem to have increasingly
moved away from solely engaging with sustainable leaders to also
include those companies actively introducing more sustainable
practices in their operations. The material impact of a company
should be much more powerfulin cases where they have started
from a high emitting position and transitioned to a low-carbon
position through engagement from and partnership with investors.
A company’s share price and corporate reputation is likely to be
boosted, and its impact on issues such as global warming more
visible, in these cases.

For us, excluding and divesting from companies is largely
premised on moral principle. It is difficult to envisage a morally
and ethically palatable and sustainable future for human rights
abusers, controversial weapons producers, and even for coal. For
example, it can be argued that it is not investor exclusion that
has been the main reason forthe dim outlook for coal, but rather
supplementary regulatory enforcements such as the carbon tax
making it an unattractive asset to hold. Markets alone do not drive
sustainable change, they must be backed by rules-of-the-game
enforcement by governments.

Looking into the ESG horizon

Forseveralyears, a wide variety of actors have been working to put
the notion of ’stakeholder capitalism’ on the agenda. Stakeholder
capitalism fundamentally entails corporations taking responsibility
forthe impact they have on their stakeholders and participating
in solving societal goals and objectives. 2019 might well go down
astheyearthattheseideas finally became mainstream. The trend

has the potential to redefine the role of the corporation in the 21st
century away from its traditional focus on maximising shareholder
return (profit) and rather more oriented towards stakeholder benefit
(purpose) as the corporate raison d’étre.

Inthatregard, itis worth revisiting the ideas that Karl Polanyi puts
forth in his book The Great Transformation (1944)2. His book is a
contribution to economic thoughtand argues that solely supporting
left-wing economic policy (strong welfare state that safeguards the
working class) or right-wing economic policy (such as maximising
shareholderreturn) is a simplistic understanding of our economic
system. Rather, Polanyi argues, left-wing and right-wing forces
existunder one system which he refers to as the 'market society’.
Within the market society, disembedding forces of the right and
embedding forces of the left are in a perpetual state of competing
influence. Whereas we have witnessed a dominance of neoliberal
(ordisembedded capitalism) in recent decades, embedding forces
have made areal comeback and are pushing companies to prove
their social legitimacy and contributions to global challenges.

These changes have been visible in 2019. The decision of the
Business Roundtable, an NGO and forum for the CEOs of major
US companies, to amend their declaration away from sharehol-
der-centrism to a commitment to stakeholders is a significant case
in point. These changes have been positive counterweightstoa
macro outlook tainted by political gridlock and rising geopolitical
tensions. Anyone supporting this change hopes to see it develop
furtherin 2020.

We would also welcome further developments in harmonising
ESG disclosure standards and making them mandatory to enable
investors to compare like with like. Ultimately, the move away from
shareholder maximisation to broader stakeholder considerations
isnotthat big of a leap. Itis ratherthe case that as shareholders,
we believe that caring about the impact on stakeholders and
participating in addressing the broader global struggle should and
will be rewarded going forward. The number of companies which
do not make this commitment is shrinking rapidly. As investors,
ourobjective is to participate in global efforts by working together
with our portfolio holdings to encourage and push for change.

Sondre Myge Haugland
ESG specialist

YHirschman, Albert 0. (1970). Exit, voice, and loyalty: responses to decline in firms, organizations, and states.

Cambridge, Massachusetts: Harvard University Press.

2Polanyi, Karl (1944). The Great Transformation. Foreword by Robert M. Maclver. New York: Farrar & Rinehart.
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Head office
Stavanger

. Home market, or under home market supervision
(D International markets

Marketing permission

IMPORTANT INFORMATION

SKAGEN seeks to the best of its ability to ensure that all information given in this report is correct,
however, makes reservations regarding possible errors and omissions. The report should not be
perceived as an offer or recommendation to buy or sell financial instruments. SKAGEN does not assume
responsibility for direct or indirect loss or expenses incurred through use or understanding of the report.
SKAGEN recommends that anyone wishing to invest in our funds contacts a qualified customer adviser
by telephone on +47 51 80 39 00 or by email at contact@skagenfunds.com.

SKAGEN AS was bought by Storebrand Asset management AS in 2017 and is now part of the Storebrand
Group. Storebrand Asset Management owns 100% of SKAGEN AS and Storebrand ASA owns 100% of
Storebrand Asset Management AS. SKAGEN AS remains a separate company within the group, reporting
to its own board.
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Head Office:

SKAGEN AS

Post Box 160, 4001 Stavanger
Norway

Tel: +47 518037 09

Fax: +47 51 86 37 00

Company reg number: 867 462 732
contact@skagenfunds.com
www.skagenfunds.com

UK Office:

SKAGEN AS
22 a St. James's Square

London SW1Y 4JH

United Kingdom
www.skagenfunds.co.uk
FCA Firm No.:

SKAGEN AS 469697
Company No: FC029835
UK establishment No:
BR014818

Dutch Office:
Gustav Mahlerplein 2

1082 MA Amsterdam
The Netherlands
www.skagenfunds.nl
Registration number:
52328686

German Office:
Barckhausstrasse 1

60325 Frankfurt
Germany
www.skagenfunds.de
Trade org. no.: 06412000

Customer Services is open from
Monday to Friday from 8 am to 4 pm
(CET). Please visit us at our office,
send an e-mail or call us and we will
do our best to help you.
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