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In the second quarter of 2016, the Brandes Japan Equity Strategy outperformed its benchmark, the MSCI Japan Index, which
gained 1.0%.
Positive Contributors
Holdings in pharmaceuticals, specifically Taisho Pharmaceutical Holdings and Daiichi Sankyo, contributed positively to
returns. The strategy’s large allocation to Okinawa Electric Power, which completed a stock split while maintaining its
dividend per share, also added to performance. We appreciated Okinawa Electric Power’s effort to improve returns to
shareholders and it appeared that the market welcomed the move as well.
Furthermore, a lack of exposure to capital markets and diversified financial services helped returns relative to the benchmark.
Performance Detractors
Our holdings in the machinery sector detracted from returns, most notably Fuji Machine Manufacturing, Komori
Corporation, Hitachi Koki and Sintokogio. Positions in Nissan Motor and Honda Motor also negatively impacted returns.
Furthermore, the strategy’s continued lack of exposure to telecommunication services hurt performance relative to the
benchmark quite significantly.
Select Activity in the Second Quarter
The volatile market created opportunities for the strategy to reduce positions in some of the larger allocations that contributed
positively to returns, such as Daiichi Sankyo, Taisho Pharmaceutical Holdings, and Yodogawa Steel Works. In addition, we
exited our position in electronic parts and ceramic manufacturer Maruwa, initially purchased in June 2015, as the share price
exceeded our estimate of its intrinsic value.
The investment committee took advantage of the market decline (the MSCI Japan Index fell nearly 15% in Japanese yen
terms from late April to late June) to initiate eight positions, a rare occurrence considering the strategy’s low historical
turnover. The new additions were Alpine Electronics, Fuji Media Holdings, K&O Energy Group, Nihon Nohyaku, Oyo
Corporation, Tokyo Ohka Kogyo, Sekisui Jushi and Sumitomo Mitsui Financial Group.
With the exception of Sumitomo Mitsui Financial Group, which we address below, the new purchases reflect similar themes
from the majority of other holdings in the strategy, including:
 Very strong balance sheets with excess capital: On one hand, the excess capital can result in low returns on capital
and presents a risk of poor capital deployment. On the other hand, however, it can provide a downside intrinsic
value protection, in our opinion.
 They traded below book value at quarter end: The shares were at levels that provided significant margin of safety
based on our estimates of their true worth.
In our view, these companies not only represent undervalued investment opportunities, but also enhance the strategy’s
diversification as they operate in various industries serving a wide range of end-markets:
 Alpine is a car electronics manufacturer. The company provides equipment mostly to OEMs (original equipment
manufacturers), unlike the strategy’s other holding in the industry, JVC Kenwood, which focuses on the end-retail
market.
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Television broadcaster Fuji Media adds exposure to the national media market, as well as to the real-estate market
through its sizeable ownership of prime assets in the Tokyo region.
K&O Energy produces and distributes natural gas domestically.
Oyo Corporation is Japan’s leading geo-engineering and environmental-engineering services provider.
Nihon Nohyaku is a manufacturer and developer of agrochemicals.
Tokyo Ohka Kogyo produces specialty chemicals for LCD (liquid crystal display) and semiconductor equipment.
Sekisui Jushi is a manufacturer of traffic and road accessories, such as traffic signs and road-safety materials.

Moreover, continuing the trend from the first quarter, the strategy has selectively and slowly increased its bank exposure by
adding to existing positions (Hyakugo Bank, Japan Post Bank and Kyushu Financial Group) and initiating a position in
Sumitomo Mitsui Financial Group, a company we had owned in the past.
The Japanese financials sector as a whole has been impacted by the Bank of Japan implementing a negative interest-rate
policy. While banks will surely suffer from compressed net-interest margins during periods of ultra-low and now negative
interest rates, we believe that over the long term, the Japanese economy may improve and interest rates will return to higher
levels. However, as the history in Japan has shown, low interest rates can last for a very long time and we cannot predict
when and how the interest-rate increase will happen. We may also be incorrect in our view that it will happen at all. While
these risks and uncertainties are present and valid, based on our long-term investment philosophy and the significant margin
of safety that these banks currently provide, we believe the risk/reward tradeoff warrants investments in these companies.
Current Thoughts and Conclusion
Amid what appears to be increased pessimism and uncertainty over Japan’s economy and currency, we believe the
opportunities to find and invest in undervalued securities have significantly broadened, bringing some new excitement for our
research analysts, who continue to scour the investment universe. The monitoring list of securities for which the investment
committee has placed intrinsic value estimates has expanded, and we have even observed opportunities in industries that had
not shown compelling valuations for a long period. The strategy’s weighted average margin of safety has increased over the
past two years, indicating that the strategy is well positioned to pursue an attractive long-term return potential, in our opinion.
While market decline tends to test investors’ mettle, we are excited about the increased opportunities.
Most of the companies in the strategy completed their 2016 annual general meetings in June. We are pleased to report that on
the provided occasions, Brandes continued to vote against boards of directors that were not majority independent, and against
non-independent statutory auditors. For some companies, we voted against dividend proposals due to the low payout ratio in
light of the companies’ excess capital. We also selectively voted against independent directors whom we felt were not
independent enough or did not bring the relevant experience.
We continue to believe corporate governance is a crucial aspect of long-term investing and that proxy voting is a very
important tool to send a strong message to companies. In addition to proxy voting, we intend to remain proactive in
communicating with the companies that we believe are excessively capitalized. Given the Japanese equity market’s decline,
deploying excess capital in share buybacks has become a lot more attractive value proposition for the companies and to
shareholders. As such, we plan to pass this message along to the companies we hold.
As always, thank you for your business and continued trust.

Diversification does not assure a profit or protect against a loss in a declining market.
The declaration and payment of shareholder dividends are solely at the discretion of the issuer and are subject to change at any time.
Book Value: The total value of a company's assets that shareholders would theoretically receive if the company were liquidated.
Margin of Safety: The discount of a security’s market price to what the firm believes is the intrinsic value of that security.

FOR INSTITUTIONAL INVESTMENT PROFESSIONAL USE ONLY

Intrinsic Value: The actual value of a company or an asset based on an underlying perception of its true value.
Net Interest Margin: Interest income generated by a financial institution minus the amount of interest paid to its lenders, divided by average earning assets.
The MSCI Japan Index with net dividends measures equity market performance in Japan.
MSCI has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable whatsoever for any
data in the report. You may not redistribute the MSCI data or use it as a basis for other indices or investment products.
The foregoing Quarterly Commentary reflects the thoughts and opinions of Brandes Investment Partners exclusively and is subject to change without
notice. The information provided in the commentary should not be considered a recommendation to purchase or sell any particular security. It should not be
assumed that any security transactions, holdings, or sectors discussed were or will be profitable, or that the investment recommendations or decisions we
make in the future will be profitable or will equal the investment performance discussed herein. International and emerging markets investing is subject to
certain risks such as currency fluctuation and social and political changes; such risks may result in greater share price volatility. There is no assurance that
any securities discussed herein will remain in an account’s portfolio at the time you receive this report or that the securities sold have not been repurchased.
The actual characteristics with respect to any particular account will vary based on a number of factors including but not limited to: (i) the size of the
account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time of investment. Unlike bonds issued or
guaranteed by the U.S. government or its agencies, stocks and other bonds are not backed by the full faith and credit of the United States. Stock and bond
prices will experience market fluctuations. Please note that the value of government securities and bonds in general have an inverse relationship to interest
rates. Bonds carry the risk of default, or the risk that an issuer will be unable to make income or principal payment. There is no assurance that private
guarantors or insurers will meet their obligations. The credit quality of the investments in the portfolio is not a guarantee of the safety or stability of the
portfolio. Investments in Asset Backed and Mortgage Backed Securities include additional risks that investors should be aware of such as credit risk,
prepayment risk, possible illiquidity and default, as well as increased susceptibility to adverse economic developments. Securities of small companies
generally experience more volatility than mid and large sized companies. Although the statements of fact and data in this report have been obtained from,
and are based upon, sources that are believed to be reliable, we cannot guarantee their accuracy, and any such information may be incomplete or
condensed. Strategies discussed are subject to change at any time by the investment manager in its discretion due to market conditions or opportunities.
Please note that all indices are unmanaged and are not available for direct investment. Past performance is not a guarantee of future results. No investment
strategy can assure a profit or protect against loss. Market conditions may impact performance. The performance results presented were achieved in
particular market conditions which may not be repeated. Moreover, the current market volatility and uncertain regulatory environment may have a negative
impact on future performance.
Brandes Investment Partners is a registered trademark of Brandes Investment Partners, L.P. in the United States and Canada.
Brandes Investment Partners (Asia) Pte Ltd (“Brandes Asia”) was incorporated in 2012 and has received a Capital Markets Services License under the
Securities and Futures Act of Singapore. As may be permitted under local law, Brandes Asia will provide portfolio management services to clients in Asia.
Brandes Asia will rely on research and portfolio construction activities conducted by Brandes Investment Partners, L.P.
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