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ESG inclusion at JK Capital
The decision to invest in a company is the result of a multi-angle analysis
that combines factors that are often totally unrelated, including top-down
analysis that focuses on macro-economic outlook, on monetary and fiscal
policies, on currencies strengths and weaknesses, on global trends that
take into account geopolitical considerations, as well as national and
regional policy directions, among others. Another investment angle is
bottom-up, analysing the financials of a company, its market positioning,
its competition, the opportunities it can seize while assessing the risks it is
facing.
A third angle is the assessment of the ESG (Environment, Social,
Governance) footprint of the company. While the focus on corporate
governance has always existed, the focus on environmental and social
matters is fairly recent.
The inclusion of ESG at JK Capital is systematic, structured and evolutive. It
relies on five inter-connected pillars:
-

Negative Screening

-

Materiality Analysis

-

The ESG Picture and its trajectory

-

The Governance emphasis

-

Active Engagement
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These five pillars are all unique. Each
one provides its own light on a
company and its management, these
lights possibly converging or diverging
from each other, and most likely
evolving over time.
It is the role of our analysts and
portfolio managers to analyse these
five pillars independently from each
other to build a mosaic of indicators
that will ultimately help the investment
committee decide if a company is
suitable for our funds and managed
accounts.
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Negative Screening
Negative screening is the first and most straightforward ESG consideration. It is a
binary criterion that excludes at the outset certain companies from our investment
universe due to their sector(s) of activities, to certain assets they may own or to the
fact that they are doing business with certain blacklisted countries. These companies
are simply non-investible for as long as they fall under our negative screening filters.
Driven by responsible considerations and to mitigate risks, we have removed from
our investment scope companies that operate within specific sectors.

 How does it translate into practice?
We use global databases to screen our investment universe to ensure that none of the companies under review has had any involvement in the
past in any controversial area.
When considering an investee company and performing a due diligence of its business, we ensure the company has had no involvement
whatsoever in areas which we characterise as being off limit.
These databases include Factiva by Dow Jones, the Global Coal Exit List from Urgewald as well as the extended list of high-risk jurisdictions and
jurisdictions under review of the Financial Action Task Force (FATF).
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Materiality Analysis
ESG does not follow the principle of “one size fits all”. It is not a box ticking exercise.
It requires judgment over several areas that are different from one company to
another, from one industry to another, from one sector to another. This is the reason
why we believe at JK Capital that it is not relevant to look at the same indicators to
assess different companies’ sustainable performance. We use an adaptive framework
to drive our ESG research which we adapt to Asia’s specificities to base our Materiality
assessment.
Through the work of third-party ESG consultants, we built throughout the years a
comprehensive set of industry-specific standards that identify the set of Material
sustainability topics that are specifically relevant to any company operating under any
sector.
 How does it translate into practice?
Once the Material topics and the specific metrics to analyse are identified, our analysts draw a Materiality matrix. The matrix is filled up using
public disclosure issued by the company (including annual and interim reports, ESG reports, sustainability reports) together with information
identified through media, databases as well as using our analysts’ personal knowledge of the industry and of the sector concerned. This matrix
highlights the strengths and weaknesses of the company regarding the Material topics that apply to its activities. Most importantly, it identifies
missing data points.
Once the matrix is completed, our analysts and portfolio managers systematically engage with the company to tackle the potential issues and
questions raised during their analysis. By asking specific questions, we highlight issues that we wish to bring to the company’s attention and that
we would like to see being addressed. It is not only in our interest as minority shareholders, but it is often in the interest of the company to know
what investors are looking for. It helps the company’s management improve the quality of their disclosure year after year. The simple fact that
a company may decide to answer, and sometimes not to answer our specific questions is by itself a strong indicator of the management’s
willingness to engage with its minority shareholders and with the investment community at large on ESG matters. The way a company addresses
our questions can be seen as an indicator of how ESG-related matters are, or are not, integrated in the day-to-day modus operandi of the
company.
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The ESG picture and its trajectory
JK Capital has been investing in Asia since 1997. We have had the chance to see numerous
companies appear on our investment radar screen, many of them having disappeared over
the years. We have acquired over the years a good sense of what makes a company a
success or a failure. On the back of this experience, we believe that satisfactory ESG profiles
are permanent moving targets. When it comes to analyse ESG indicators, we believe it is
more important to understand the trajectory of an indicator over time than to assess its
level through the latest available company’s sustainability report.
It is a fact that in some Asian countries Sustainability, Environmental and Social
considerations can be perceived as being of lower standards than in the Western world.
Nevertheless, it does not stop companies, management, and individuals from rejecting the
status quo and from improving such standards. As responsible investor we pay great
attention to the progresses made by companies over time to the point that we give higher
credit to a company that does not have an outstanding profile but that shows year after year that it is dedicated to improving such profile than we
do to a company with a good profile but that tends to be complacent about it and no longer show signs of efforts. This is our Trend Assessment.
 How does it translate into practice?
During our equity Investment Committees, the analyst in charge of the company under review details its ESG profile using a proprietary ESG
Factsheet.
The ESG Factsheet is a snapshot of available ESG-related metrics. It helps the Investment team scale the approach and assess the impact of the
company when it comes to Environment and Social matters (Governance is covered separately as detailed below).
ESG-related metrics are typically derived from public ratings provided by external data providers. A Trend Assessment is then prepared. It
provides our Investment Committee with the historical evolution of the ESG profile of the company over time. It is a critical piece of information
as it reflects on the management’s efforts to improve year after year. It also helps us understand where the company is heading to.
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The Governance emphasis
Since the founding of JK Capital Management in 1997, we have witnessed economic miracles across Asia.
Indeed, there had been amazing success stories over the past two decades. At the same time, there has also been several corporate scams and
scandals across Asia that very often led to the demise of such businesses.
Mindful of the risks embedded in investing in listed companies, Corporate Governance has been the bedrock of JK Capital’s investment approach
since day one, with little tolerance for compromise.
Our competitive edge lies with our more than 25 years of track record under
the same leadership, with a marked diversity within our investment team that
brings together vast experience gained from having worked in many different
countries and continents, under the supervision of different regulators and in
business environments that can be as vastly different as they are between
countries such as India, Korea and China. We all share the same motivation to
perform thorough on-the-ground due diligence as it is the only way to see what
others may not see. Perhaps few investment managers visit companies on site
as often as we do. This key specificity is one of our main strengths.
As our equity funds tend to all be concentrated with low turnover, we build a
close relationship with the companies we invest in. We systematically establish
a dialogue with the senior management that brings over time our level of
confidence to optimum levels. If such a dialogue proves not to be possible, the
investment will be sold.
We also believe that a good Corporate Governance is the starting point for other considerations that fall under Environmental and Social
considerations. There cannot be good social responsibility and good environmental impact without good Corporate Governance. Thus, by only
targeting the highest possible standards of Corporate Governance, we believe we have a good starting point to assess social and environmental
matters.
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 How does it translate into practice?
Having witnessed across Asia and over the past two decades many corporate failures that have led to bankruptcies, long term trading
suspensions and in most cases stock market de-listings, we identified several contributing factors that were common to many of them. Our
starting point is to analyse thoroughly public disclosures made over the years by the company under review. These public disclosures include all
regulatory filings (annual and interim reports, circulars, public announcements, notices of AGM and EGM), interviews given by management,
corporate presentations, etc. We are also looking for whistle-blowers reports.
We are particularly mindful of any information that relates to any of the following matters, knowing that the vast majority of scandals and
sudden downfalls we have witnessed over the past twenty plus years had one or several of these features as common denominators:
•
•
•
•
•
•
•
•
•
•

Unusual connected transactions between the company and its founders, members of its management team, or any of their family
members;
A concentrated Board of Directors with blurred responsibilities between family members and independent directors who may not be
that independent;
Recent management changes with unclear justifications;
Surprising acquisitions made over the recent years;
Divergence over the years between net profit trend and cash flow trend due to a lack of control over working capital;
Non-existent cash on hand – Where is the cash and how is it invested?
Significant off-balance sheet liabilities and guarantees given to financial partners;
Company providing financial support to its customers and distributors;
An untenable debt profile with large pending maturities;
Compensation for the directors and senior management that is out of place.

Media coverage by our team is critical as “there is no smoke without fire”. Our investment team gathers analysts and portfolio managers of
various nationalities, speaking a broad range of languages. It gives us access to local sources of information that allow us to decrypt information
before it is picked up by international media.
Last but not least, companies are systematically visited on site. This aspect of our due diligence is critical as it allows us to see things that could
not be seen otherwise. Spending half a day with the senior management, and often with the founder and chairman of a company in his own
factory is an invaluable experience that adds greatly to our assessment of a company’s Corporate Governance.
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Active Engagement
A deep analysis ex-ante of our investee companies is not sufficient to deliver long-term risk adjusted returns to our investors. Ex-post monitoring of
our investee companies is equally critical as companies are entities in permanent motion that constantly respond to evolving business environments.
The quality of ESG integration within our investment process highly depends on the quality of the relationship we develop with these companies.
We endeavour to build solid and sincere relationships with them by fulfilling our fiduciary duties through active engagement with a view to reaching
the best sustainable and social standards that our clients rightfully expect from us.
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 How does it translate into practice?
Voting responsibility: Shareholders voting rights are a powerful tool to provide feedback to the management of our investee companies. In
certain instances, we may decide to vote against resolutions that we believe are controversial topics that may impact negatively the economic
development of a company, let alone its ESG profile. In accordance with UN PRI recommendations, we systematically inform the senior
management of the investee company of the reasons why we may decide from time to time to vote against certain proposed resolutions. More
information about our Proxy Voting Policy can be obtained by clicking the link here
On-going dialogue: Our Investment team runs more than a thousand company meetings per year through on-site visits, conference calls and
corporate events.
When we perform on-site due diligence, it is always the opportunity to see things we would have never expected to see, positive or negative.
Certain questions relating to E, S and G are systematically asked during management-led factory visits, such as sources of energy used, disposal
of effluents and workers employment and living conditions. For instance, we typically request a visit of dormitories, canteens and of warehouses
used for the storage of dangerous goods.
Over the years, we have built an internal library of thousands of discussions held with executives, site visits and channel checks. We can always
use this information later to confirm, assert or contradict our stance on specific topics.
Over the recent years we have seen a growing number of listed companies reach out to us to elaborate their own ESG strategy or to request
feedbacks on initiatives they might have taken. We always welcome such initiatives and reply in the most constructive way possible.
Collaborative and investor engagement: We seek to be responsible investors and to make a difference through the way we operate. To expand
our influence, we have joined several collaborative and investor initiatives including:
Board Diversity of Hong Kong: As a signatory of the Board Diversity Hong Kong Initiative, JK Capital Management is committed to engaging on
an ongoing basis with companies listed in Hong Kong on matters of diversity in order to ultimately improve corporate governance and inclusive
growth.
United Nations Principles for Responsible Investment: JK Capital Management became a signatory of the United Nations Principles for
Responsible Investment (UN PRI) in 2017. The company publishes every year a Responsible Investment Transparency Report that compiles all
actions relating to ESG and Responsible Investments undertaken by the company over the past year. This report is available on JK Capital’s
website and on the UN PRI’s website.
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What to expect in the future: The evolutive aspect of ESG inclusion at JK Capital
ESG is a fairly recent concept that has seen legislators and regulators around the
world take actions that can be seen sometimes as lacking coherence among
themselves, and even sometimes as being so loose or so radical in their approaches
that they are impossible to implement.
At JK Capital our middle-office has the mission to analyse on a permanent basis
regulatory trends and to adapt our ESG inclusion accordingly, whenever possible.
Over the recent past, two initiatives have caught our attention: The UN
Sustainable Development Goals (SDGs) on one hand, and three regulations
introduced by the European Commission on the other hand (the Taxonomy
Regulation, the Disclosure Regulation and the EU Climate Transition Benchmark
and “EU Paris-Aligned” Benchmark regulation). These two initiatives are not yet
part of our ESG inclusion but will probably be at some point in the future whenever
implementation becomes feasible.

• The UN Sustainable Development Goals (SDGs)
Established in 2015 by the United Nations to take over the Millennium Development Goals, these 17 goals and their 169 related targets set the path
to include new priority areas such as environmental protection and poverty alleviation into the way the financial, economic, and political systems
are currently being driven.
In our views, as ambitious and inspiring these goals can be, they do not cover adequately our fiduciary duties as responsible investors. We see two
main weaknesses on these SDGs preventing them from being a full part of our ESG inclusion process.
Some of these goals and targets may not have always been designed with private investment in mind (e.g., End poverty in all its forms everywhere
(SDG1), Reduce inequality within and among countries (SDG10)). Although we may fully support these ideals, to base our investment decision on
such objectives may not be always aligned with the best interests of our clients.
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We also regret the current lack of proper certification and the self-determined nature of the alignments professed by companies. Indeed, it is not
unusual to see a company highlight an action aligned with certain SDGs even though by nature this action is inconsequential when compared with
the overall impact the company has on society.
We do not ignore these 17 SDGs and we pay attention to what our investee companies can disclose about them but in the current state, we decided
to not build an in-depth inclusion process of these SDGs into our ESG methodology as they may cause confusion towards the real impact a company
has on society.

• Regulations introduced by the European Commission
o

The Taxonomy Regulation

At the time of writing, even though some aspects of the Taxonomy are still under development, this regulation is expected to be fully in place by
the end of 2022 when it will apply to all funds sold throughout the European Union. In a nutshell, asset managers who promote their funds in Europe
must disclose if their funds are “environmentally sustainable” and, if they are, under which proportion.
Once in place, the Taxonomy will be the first international regulation to frame the Environmental Disclosures of Investment Funds. Hence, it is
expected to be the future “gold standard” of ESG.
At JK Capital Management Ltd, such initiative by the European Union is nothing but appreciated. Indeed, to give a clear definition of what is and
what is not considered as being environmentally friendly is, in our view, one of the best ways to tackle a number of critical limitations of the current
ESG investing landscape. The purpose of the Taxonomy is to prevent Green Washing. It will make the regulators’ job easier and it will bring more
confidence to investors as to the relevancy of environmentally friendly investments.
However, we remain cautious as to the implementation and as to the room left for interpretation for asset management companies.
One critical component of the Taxonomy is the corporate disclosure imposed on companies. So far, as participants of the Practitioners Groups set
up by the PRI “Testing the Taxonomy” rightly pointed out (full report here), policymakers should ensure that the right data for the right issuers is
available in the context of this regulation. Currently, it remains unclear whether these data will be made mandatory to disclose by listed companies
in time for Taxonomy to kick start.
Another area of concern is the convoluted aspect of the information to gather which still provides room for interpretation. The objective which is
to set straightforward standards may be missed. For instance, the text introduces the concept of Do No Significant Harm (DNSH) : Any company
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having a portion of its activities going against some environmental objectives may not be included in any Taxonomy-aligned ratio. Furthermore,
identifying DNSH criteria at a company level can sometimes only be done by specialists given the qualitative nature of many criteria. Such are the
reasons why we are carefully following the evolution of this regulation and its implementation. As the situation currently stands, we do not believe
the proposed regulation is precise enough for it to be fully integrated into our ESG inclusion process.
o

The Sustainable Financial Disclosure Regulation (SFDR)

While Taxonomy sets criteria for determining what needs to be considered as environmentally sustainable, the Sustainable Financial Disclosure
Regulation (SFDR) – also called the Disclosure Regulation (Regulation (EU) 2019/2088 - full text here), was drafted to impose on asset managers and
on financial products a certain degree of transparency and disclosure relating to the way sustainability risks are incorporated into the investment
decision, and whether the asset manager and his financial products take into consideration the principal adverse impacts investment decisions may
have on sustainability.
Among other duties, according to Article 6, the SFDR regulation binds financial market participants to include descriptions in their pre-contractual
disclosures of the following:
•
•

The manner in which sustainability risks are integrated into their investment decisions; and
The results of the assessment of the likely impacts of sustainability risks on the returns of the financial products they make available.

Our readers can refer accordingly to the latest prospectus available on our website.
JK Capital Management considers Principal Adverse Impacts of its investment decisions on Sustainability Factors as stated in Article 4 of the SFDR
regulation.
JK Capital Management manages two financial products which promote, among other characteristics, environmental or social characteristics, or a
combination of those characteristics, provided that the companies in which the investments are made follow good governance practices, as stated
in Article 8 of the SFDR regulation:
•
•

JKC Fund – La Française JKC China Equity
JKC Fund – La Française JKC Asia Equity

The SFDR related disclosures of these products can be found here
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The European Supervisory Agencies (ESA) provided the final report on draft Regulatory Technical Standards (“RTS”) on 30th December 2020. The RTS
establishes a framework of reporting on Principal Adverse Impacts by 30th June each year with a reference period of the previous calendar year.
The ESAs have proposed in this document that the application of the RTS should be 1st January 2022. Hence, the earliest information needs to be
disclosed in accordance with the RTS will be in 2023 in respect of the 2022 reference period.

• EU Climate Transition and “EU Paris-Aligned” Benchmark regulation
In November 2019, the European Commission proposed to amend the current European Benchmark regulation in order to include low carbon and
positive carbon benchmark definition. As such, benchmark administrators will have to meet some standards when marketing the new categories of
climate benchmarks.
To be integrated into the new EU Climate Benchmark, companies will have to disclose measurable and time-based objectives regarding their carbon
emission reduction. At the same time, these new climate benchmarks will have to demonstrate a significant decrease in the overall GHG emissions
intensity of their constituents compared to the constituents of their parent indices.
The EU Paris-aligned Benchmark will have to align with the Paris Climate Agreement. Hence the choice of the underlying assets will be determined
by criteria aligned with the Agreement and with the decarbonisation trajectory set by the European Union.
Although our funds are typically benchmark agnostic, we cannot ignore such move that will necessarily impact the investment funds regulatory
landscape.
In collaboration with our partners and with our external compliance advisors, we typically monitor closely upcoming regulations with a view to
assessing their impact on our investment process and how they will drive the emergence of new investment opportunities for our investors.
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The information contained herein is issued by JK Capital Management Limited. To the best of its knowledge and belief, JK Capital Management Limited considers the information contained herein is
accurate as at the date of publication. However, no warranty is given on the accuracy, adequacy or completeness of the information. Neither JK Capital Management Limited, nor its affiliates, directors
and employees assumes any liabilities (including any third party liability) in respect of any errors or omissions on this report. Under no circumstances should this information or any part of it be copied,
reproduced or redistributed.
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