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Water - we have a problem...

« 2.5bn people lack access to adequate sanitation
« 750m people lack access to clean water
« Women and children spend 140 m hours each day collecting water.

« For every $1 spent on water and sanitation there is a $4
economic return

Sources:
World Health Organisation/UNICEF Report 2014
World Health Organisation 2012
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Water and climate change

» Increased frequency and magnitude of droughts and floods

* Increased number of the global population living in water stressed or water scare

regions
« Changes in seasonality and intensity of precipitation
« Decline in water quality due to increased pollution
« Examples of business impact:
- Decrease in water permits
- More stringent regulations
- Higher costs for water and services around it
- Growing community opposition
- Increased public scrutiny of corporate water practices

- Growing demand for water efficient products and technologies
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A natural capital approach; forests and water

Deforestation and
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Investment into water S —
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Sources:
Raizen; CDP 2015 Disclosure
Colgate Palmolive: CDP 2015 Disclosure
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A natural capital approach; California

Drought leads to:

« Localised job losses

 Impacts on agriculture and food

production

« Impacts on global commodity

prices

Where Does Your Food Come From?

California’s drought affects the whole country’s fruits, veggies, and nuts.

Percentage of Total US Production by County
<10% |1020% [l 2030% [l >30%

98% of all US
pistachios

91% of all US
grapes

99% of all US 99% all Us

almonds walnuts

95% of all US 92% of all US
broccoli strawberries
Ee=s g
9o0% of all US 74% of all US
tomatoes lettuce
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Tougher regulation

FEDERAL REGISTER

Vol. 80 Monday,
Mo. 124 June 29, 2015

2013.2014 Key Water Policies Review

2013.20%4 Koy Warer . 2013-2014
March 12,2014 2 KEY WATER
e — POLICIES

Haven't been
? Check oul
Highiights
~China govt. has been busy issuing environmental
policies/standards in efforts to increase penalties

~Focus is more on pollution than use & efficiency. 24 out of
27 key policies below include poliution

-Policies vary discharge standards 1o govt. collaborations
acroas sectors + Include fines & Incentives

]

(March 2013)

-

1.2013

of Water for Citric Acid Industry (March 2013)

- Defines special discharge limits for water pollutants, replacing GB 19430-2004

- Came Into effect on July 1, 2013

Work Plan on Water & in North China Plain (April
2013)

- Responsible department(s). MEP, MWR, MLR & MOHURD

- 56 companies named & shamed for poliiting North China Plain with se

age wells

Law (June 2013)

Part 1l
Department of Defense

Department of the Army, Corps of Engineers

33 CFR Part 328

Environmental Protection Agency

40 CFR Parts 110, 112, 116, ef al.
Clean Water Rule: Definition of “Waters of the United States™; Final Rule

Sources:
Rules; Federal Register, Vol.80, No. 124, June 2015

ENVIRONMENT

Funding Legal compliance News & outreach
The EU Water Framework Directive - integrated river basin
t for Europe

2013-2014 Key Water Policies Review; Dawn McGregor, China Water Risk, March 2014

7

The EU Water Framework Directive - integrated river basin management for Europe; European Commission , November 2015

Investments

‘ Alliance Trust



Investment research is responding

Natural - Thematic Investing ::;T;:::::;L
. i
capital ,

Blue Revolution — global water BankofAmerica 2>
and the 9 Merrill Lynch
economy Water I sonmn> e

Natura, Capital = B Water: a global thematic megatrend :ll~lw com

Aot 2013

Schroders
Broken models? Economics
and ecosystem services

Tha WEF h

A collaborative research project between
Alliance Trust Inve: s, Newton @

ge and &

Morgan Stanley prspraemsibpctor]
{ . ~ tuman February 18, 2015 S+ REESMNGT | sascan sranier o co pereamanonat mes
i o o4 Richard Felton
A E;z:;f;g'c ! mesttnana | Sustainable and Responsible s caxi0 s 530
vity waifars sessica Atnord,
~ Food Producers: Water as a Risk to oAb @roargacatiessm R
Valuation Mo STaonty M € e

e Ziotmea@mongaratariey com
MORGAN STANLEY B €O, DNTERNATIONAL PLC+
Victoria Chapelow

\isoria Chapelowsimorgamtaréey com 18820 7azs essy

o120 e 407

Sources: " : s R

Broken Models? Economics and ecosystem services; Alliance Trust, Newton Investment Management and Schroders 2013

Natural Capital and the economy: Natural Capital, Identifying implications for economies; HSBC Global Research Nov 2013
Blue Revolution — global water primer; BOAML Apr 2014

Food Producers: Water as a Risk to Valuation; Morgan Stanley Feb 2015
Power Generation Utilities; Navigating Global Water Risk; Morgan Stanley and CDP, December 2014

Alliance Trust
' | @

Investments



Focus on core value drivers - Textiles

The Key Components of Cost that Drive Gross & Operating Margin for Apparel Retailers

[ | J
_

P

Distribution Compensation Warehousing & Advertising & Overhead &
Costs Costs Rent Costs Publicity Costs Depreciation
| J
|

Operating Costs
..

————————— Operating Profit —_———— e ——— -

Source: Bermnstein analysis
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Need the mechanisms to Natural Capital

10

COGS is a Function of Trends in Sourcing and Manufacturing Geographies and Retailer Market Positioning

Too much Rising - Wag_e Qil prices
cotton inflation
of the . B " &
wrong prlces. n m. container
stock sourcing sourcing capacit
countries countries P Y
L

Source: Bernstein analysis
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Water and COGS: raw material prices

250

163.54%
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Source: Bloomberg, as at 15" January 2015
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Water and COGS: manufacturing costs

We have examples of greatness

NIKECOLORDRY
& ... )
Sources:

Nike Colordry; Nike, December 2013
Levi’'s Water<Less Jeans, Levi Strauss & Co, 2013

12

To date. Levi's” Water<Less™ products have saved
WATER<LESS™ 770 MILLION LITERS OF WATER (203.412.480 gallons).
batntube ~a
IN SPRING 2014 r - -
the Levi's™ brand S e
will proudly make
9 MILLION e——
Water<Less™ units, e
71 MILLION LITERS |
i o —_—
. 308
. Olympic sized
pools

How much of this technology is
deployed?

In which river basin?
What is the impact on COGS?

Have you audited that data?

|
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Quantifying = narrative benchmark

Z

YES one
on cotton efficiency

Financial/ Allows integration into financial

Valuation analysis improving company’s ability
to measure, manage and report in
financial terms.

KPIs/Goals/ Can see their progress and the

Targets relative picture compared with peers.

Efficiency Significant variances in levels, where

Measures are they in long term progress as

well as snap shot, are they looking YES
at efficiency through out their whole

supply chain?

Basin Level

There is no point being a clean fish in

YES YES
-

Management a dirty pond.
Working with Enhances supply chain security and
suppliers should pre empt material impacts

NO
though
starting to

Reqmres
assurance

taking place to a business. from them

Working outside
their own supply
chain

Shows enhanced commitment and
shows that a company is thinking
about water management as a
pre-competitive issue.

4
(o]

74
(o]

YES YES

Through
ZDHC

Through
ZDHC

Z
0

Chemical List

Beyond Ahead of the regulators as litigation
Compliance defence and proactive rather than
reactive that should reduce costs over
the long term.
Hazardous Avoid fines and legal disputes, reduces
Chemical Water | spend on waste water treatment and
Management allows reuse more economically.
Partnerships Pre-competitive — sharing expertise
— likely to come up with a more effec-
tive solution.
Restricted Shows commitment to the above and

z
(¢]

YES

going further.

Sites have own
Waste Water
Treatment Plants
or effluent
Treatment Plants
(or will have)

Initial CapEx outlay so should prefer
those who are currently spending or
who have spent if we consider that
all will have to ie Bangladesh law
change. Closing the loop.

Z
0

Z Z

. :

z [ e

Source: Integrating water into investment decisions; Alliance Trust Investments and Emma Lupton, 2015
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Focus on the mechanism = core vale drivers

New tech in
production

Innovative mindset, low waste in
cutting. Waterless drying etc. Cost
implementations — once the initial
outlay has been spent, there should
be good cost saving.

YES
but not
textile as

far as | can

YES
metal free
leather

YES
Lyocell

New Materials

Looking at new ways of producing
textile and apparel as opposed to
continuing to design with pressurised
resources.

Sustainability of production = greater
longevity of business.

Raw Materials
and Fabric
Production
Analysis

If they are analysing and footprinting
all their fabrics, they know where the
pressure points are — therefor where
their risks and opportunities lie. They
will also know what percentage of
their business is reliant on say cotton
— so thy know the material impact it
would have if they had to stop using
cotton as a product for example.

Water Related
Outreach/
Charity

Education/
Awareness

Detailed Water
Strat egy

Recycling
Clothes

Source: Integrating water into investment decisions; Alliance Trust Investments and Emma Lupton, 2015
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Even ground breaking integration

Sustainable and Responsible | February 18, 2015
Morgan Stanley MORGAN STANLEY RESEARCH
Exhibit 11: Integrating water risk into a DCF valuation methodology

TRADITIONAL ANALYSIS _ WATER RISK ANALYSIS

‘GDP growth, consumer spending Volare of it ool Availability of water could limit production

trends and/or future production
x
Higher operating costs may be passed on to
dy per unit consumer, this could lead to headwinds for
FX. sales In the long-run
Measures to reduce water consumption
No. of employees, can be costly; higher fees for water
wage inflation, cost of goods sold; Opecating costs abstraction; higher costs for
marketing: overheads; logistics etc. dites/raw ial

Capital expediture to comply with

Copivalf ment regulation/improve water efficiency

Expansion of production facilities

Current tax rates; countries of

i Tax
Interest rates; it =
amount of debt P

=
x
= Factories may need to shut due to
Age of production facilities Useful Life of Assets insufficient water
B
All the risks above could impact the
Debt/ Equity split; cost of capital. nuiere discount rate

e .|

Source Morgen Stanley Research

Source: Food Producers, Water as a Risk to Valuation; Morgan Stanley February 2015 ) Alliance Trust
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Relies on the narrative

Sustainable and Responsible | February 18, 2015

M O rg a n Sta n ley MORGAN STANLEY RESEARCH

What are companies doing to mitigate water risk in their supply chains

chibit 34: Mitigation Str, - Direct Operations and Supply Chains (1 of 3) - in Market Cap order.

9

Company Mitigation Strategies in Direct Operations Mitigation Strategies in Supply Chains
Nestle CHF 18mn approved to spend on water-saving programmes. Reducing water intensity (33.3% Nestlé works directly with around 686 000 farmers, many of whom benefitted from assistance
reduction in water withdrawals per tonne of product from 2005-2013). Aims to reduce water ranging from technologies that make agricultural processes less water intensive, to drought-

withdrawals per tonne of product in every product category to achieve overall reduction of 40%  resistant plantlets.
by 2015 vs 2005.
The Sustainable Agriculture Initiative at Nestié (SAIN) is a global programme to support farmers.

Improving water efficiency at confectionary factory at La Penilla, Spain. EUR1Imn investment It focuses on a range of commodities including milk, coffee and cocoa, and seeks to address
reduced water consumption per tonne of product by 60% in less than 12 months following some key in water t and irrigation — such as farmer and crop resilience
K < ign and tin ing towers and closed refrigeration loop. to drought and flooding; wastewater and organic waste treatment; and farm intensification

techniques. For example, Vietnam coffee growers - results of a consultation revealed over-
Investment opportunities: “to inform decision making, we place a notional cost on water, ranging irrigation was commonplace and accounted for 50% of water loss.
from CHF 1 to CHF 5 per m3 (depending on physical leve!l of water stress)™.

Source: Food Producers, Water as a Risk to Valuation; Morgan Stanley February 2015
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What are companies doing?

THE PROBLEM THE SOLUTION CORPORATE RESPONSE 2015 REPORT CONTACT SHARE ~ [] | £ B>
THE GLOBAL RESPONSE FROM COMPANY OPERATIONS

Accelerating action
CDP Global Water Report 2015

¥copP

17

Number of respondents / country

b

~ R

Sources:
Accelerating action CDP Global Water Report 2015; CDP 2015
CDP Water Microsite; CDP, 2015
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DRIVING SUSTAINABLE ECONOMIES
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Conclusion

« We understand the problem
« Businesses are coming to terms with the risks and opportunities
« Great work is being done in investment research
« We are identifying the mechanisms to integrate water into investment decisions.
« But we need data that is:
- Timely
- Comparable
- Audited
- Localised

Alliance Trust Investments Limited is a subsidiary of Alliance Trust PLC and is registered in Scotland No. SC330862, registered office, 8 West
Marketgait, Dundee DD1 1QN; is authorised and regulated by the Financial Conduct Authority, firm reference number 479764. Alliance Trust
Investments gives no financial or investment advice.
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