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to value and addressing

inefficiencies
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Japan'’s rapidly advancing medical technology is viewed as a way to address the healthcare
sector’s inefficiencies while at the same time offering potential value opportunities.

By Shigeru Aoyagi, Japan Value Chief Portfolio Manager

Overview of the Japanese healthcare sector

Japan provides low-cost, universal healthcare for all its residents. In a system that aims to give everyone equal
access to affordable medical care, the government pays for 70% of the costs, with patients paying the remaining
30%. This system has contributed to Japan becoming a country with one of the world’s highest life expectancies.

However, continuing to provide decent healthcare at a low cost is expected to become a challenge for the
government due to changing demographics. Japan is home to a fast aging population; as a result, the cost of
treating the elderly is increasing steadily each year. The COVID-19 outbreak exposed the plight of the system, which
was nearly overwhelmed by the pandemic.

While its healthcare system is understaffed in many areas, Japan paradoxically has a relatively large number of
hospital beds (Chart 1). According to World Health Organization data, as of 2018 there were 13 hospital beds per
1,000 people in Japan, significantly higher than other developed economies with universal healthcare such as
Germany (8.0), the UK (2.5), Sweden (2.1) and France (5.9). This highlights the inefficiency of the Japanese healthcare
system.

Chart 1: Hospital beds per 1,000 people, 1985-2018
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Chart 2 highlights what the Japanese view as the ideal characteristics of a healthcare system: high in quality, low in
cost and accessible anywhere at any time. These ideals are still being maintained, but just barely. However,
upholding them appears to be straining the healthcare system, in particular the medical personnel running it. Going
forward, Japan may have to focus on maintaining or raising the quality of its medical treatment while reassessing its
commitment to providing low cost and freely accessible healthcare.

Chart 2: The three healthcare system ideals
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Despite the system’s inefficiencies, at the same time Japanese medical technology is also advancing rapidly.
Patients who would have been considered beyond saving as recently as 10 years ago are now able to survive and
add many years to their lives while maintaining a certain quality of life thanks to advances in medical technology
and medicine. The key to solving the system’s inefficiencies can be found in technology, in our view.

Cancer treatment: An example of how technology can address inefficiencies

The treatment of cancer, the leading cause of death in Japan, shows how technology can address inefficiencies. The
blue bar in Chart 3 shows the procedure for cancer patients under the current system. It may vary according to the
stage of cancer, but most patients first go through surgery or radiation treatment aimed at the full eradication of
the disease. A patient is considered cured if cancer cannot be detected after a period of time following the
treatment. However, if the cancer ends up returning, patients go through salvage therapy to prolong their lives. The
drugs currently used in salvage therapy not only attack cancerous cells but also damage healthy cells, and patients
suffer from strong side effects such as nausea, hair loss and decline in fitness which can shorten their life
expectancy.

Chart 3: Traditional cancer treatment
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The introduction of the latest medical technology to the traditional cancer treatment process has helped extend the
lives of patients and improve the quality of their everyday lives. The utilisation of robotic-assisted surgery systems in
the eradication stage leads to a significant reduction in cost by easing the strain on medical staff and reducing the
time required for surgery and hospitalisation. In the not-so-distant future, advances in technology are expected to
allow patients to benefit from innovations such as remotely-operated medical treatment and surgical procedures
that remove cancerous cells that were previously inaccessible. And in salvage therapy, we anticipate the
introduction of molecularly-targeted therapy, in which drugs specifically target cancer cells, and immunotherapy,
which stimulates the body’s immune system to fight disease. These treatments are expected to improve the life
expectancy of cancer patients; for example, those currently with a two-year life expectancy could live more than 10
years while maintaining a certain quality of life if they are treated with the latest molecularly-targeted therapy,
immunotherapy and other treatments.

Robotic-assisted surgery systems, which allow surgeons to perform complex operations with more precision than
conventional methods, were initially based on military technology pioneered by the US Navy. As a result, US
companies are estimated to hold an 80% share of the global market. US companies have dominated the Japanese
surgical robot market ever since the Intuitive Surgical Company’s da Vinci Surgical System was introduced in 2000.
However, da Vinci’s patents are gradually expiring, creating opportunities for new entrants. Currently, the robotic
system leading the pack of new entrants is Hinotori, jointly developed by Kawasaki Heavy Industry and Sysmex
Corporation. Hinotori is operated remotely by a surgeon, who can view 3D images from an endoscope. In August
2020, Hinotori became the first robot-assisted surgery system developed in Japan to receive regulatory approval
from the Ministry of Health, Labour and Welfare.

Physicians say that the introduction of Hinotori to hospitals could not have come soon enough. This is because
Hinotori can be operated at a fraction of the cost of da Vinci, which can run at JPY 1.8 million per operation—a
heavy financial burden for patients even if they only have to pay a part of that cost under the universal healthcare
scheme. In addition, doctors are charged an extra JPY 500,000 for an operation just to receive authorization to use
da Vinci. Hinotori can reduce healthcare costs for both the government and individuals, ease the strain on
understaffed medical personnel and potentially enlarge the surgical robot market. The global market, currently
estimated at JPY 650 billion (approximately USD 6 billion), is expected to grow rapidly in the next five years. By 2030
the market’s growth could accelerate further if 5G network-linked, remotely operated surgeries become common
and if more countries begin adopting robotic-assisted surgery systems.

Summary

Japan will find it difficult to maintain the current healthcare system ideals of quality, cost and accessibility as its
population ages rapidly. The healthcare system will have to change to keep up with the demographic shift; this may
mean prioritizing the above ideals, but it also presents an opportunity to address and correct the system’s
inefficiencies. We expect advances in medical technology to play a key role in improving and resolving healthcare
system efficiency. Next generation robotic-assisted surgery systems, such as Hinotori, can ease the strain on
understaffed medical personnel and greatly reduce the cost of surgery. The surgical robot market is poised to grow
significantly, creating opportunities for companies seeking to challenge da Vinci’'s dominance through innovation.
In the future, the development of various therapies and medical robot technologies could play a key role in
significantly improving the prognosis and quality of life of patients; we expect such developments to enhance the
reputation of the healthcare sector and its associated companies from a social responsibility perspective.

Reference to individual stocks is for illustration purpose only and does not guarantee their continued inclusion in the strategy’s portfolio, nor constitute a recommendation to buy or sell.
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Important Information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM'’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided that
nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated
in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the
purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at
professional clients as defined in the FCA Handbook of Rules and Guidance.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution
of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset
Management Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It is
for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and
regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the
United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or
published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or have
provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant confidential
information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to Nikko AME
because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not be eligible
for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.
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Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any other
relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should not be
given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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