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Engagement Activity Report Q3 2011

Activity report: How reo® implements your responsible investment commitments

F&C'’s responsible engagement overlay is unique in the depth and breadth of its engagement, and in its
ability to help clients implement their own commitment to responsible investments. Key features are:

m A 18-person team of Governance & Sustainable m Global engagement across all markets
Investment Spec'?l'StS' allowing fU” monitoring of the m Comprehensive voting — F&C votes all of its clients’ shares
portfolios for environmental, social and governance (ESG) worldwide, as well as publishing the voting record each
risks and the capacity for in-depth and prolonged month.

engagement with individual companies where necessary

Number of companies engaged this quarter

q

Programme name Humber of panl gag:

Corporate Govemance 94

Business Ethics 46

Sustainability Management & Reporting 79

Environmental Management 31

Ecosystem Services 49

Climate Change 26

Labour Standards 55 Total number of companies engaged' this quarter 209
Human Rights 32 Number of countries 36
Public Health 15 Company meetings voted? 772

Geographical spread Number of company meetings
y ‘ m UK 12% p
Vi ‘ Continental Europe  16% /£ B Board members?® 18

1 North America 34% / | 1 Company
— | Asla (ex Japan) 19% \ "‘_ f Ezgrrﬁggr;trzg)wes 59
= ) / / 11 Japan 12% ) | : '
0,
/ z W B L This chart shows the number of company
g = This chart shows the domicile of companies meetings — both face to face and by telephone —
' that have been engaged by F&C in the last canied out by F&C this quarter.

quarter.

Resolutions at shareholder meetings Reasons for Votes Against Management

i W Directors & Board 45%

p— 8R% % 11 Remuneration 26%
Against 8% / 11 Capital 17%

& Absiais 4% : m Mergers/reorganisation 1%
a ) Anli take-over 0%

1 Shareholder Proposals 3%

This chart shows how F&C voted at I1 Other 8%

shareholder meetings over the past quarter.

This chart shows the reasons why F&C has
voted against management in the last quarter.

' Companies may have been engaged on more than one issue.

2 i.e. company meetings for which F&C has issued voting instructions. This period covers 1st March to 31st May 2011.

3 Includes Named Executive Directors in the US. h
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Banking as if the economy mattered

Summary/Overview

In an important fundamental review of the UK banking sector the Independent Commission on Banking (ICB) produced a report on 12 September 2011 for
the UK govemment with recommendations that extend further than other recent financial reforms of the banking sector — with a view to reinforce the stability
of the sector and make the state less vulnerable to costly bank bailouts. F&C contributed to this thought process, and is broadly supportive of the ICB's main

recommendations:

1) to “ringfence” core retail banking operations from wholesale banking activities, and

2) to call for higher levels of capitalisation within the ring-fenced entities.

However, while F&C believes these are steps in the right direction, it has two principal concems: first, we believe that these reforms require more fundamental
changes in culture at banking institutions for the system to be fundamentally safer. Second, we are concemed that the proposed structural changes to the
banking sector may make bank equities and bank debt less attractive as investment opportunities.

Does the structure of the banking system call for
reworking?

The financial crisis of 2008 demonstrated very clearly how mismanagement
within the banking sector can badly affect the global economy and financial
markets — well beyond the banking sector itself. This crisis has prompted
regulatory scrutiny and reflection in many jurisdictions. In the UK one such
regulatory initiative was launched in 2010 by the new coalition government
to establish a new body, the Independent Commission on Banking (ICB),
with the mandate to review the UK banking system and consider possible
structural changes to bolster its strength and stability. F&C believes that the
issues raised by the ICB are relevant not only for the UK banking sector but
also for banks in other jurisdictions more generally.!

F&C’s perspective on banks as investors

F&C's submission to the ICB reflects its perspective as a long-term investor
in the debt and equity of banks, both in the UK and globally. Importantly,

it also reflects F&C's even greater investment activity in the non-banking
sector, whose long-term success hinges on a robust banking and financial
system. Given the ongoing economic challenges brought on by the recent
financial crisls, F&C believes that the guiding objective of the ICB review
should be promote the health and stability of the banking system for the
benefit of the economy overall - not just for investors in bank securities.

At the same time, we recognise that in a competitive intemational market
for capital, the health of the banking system depends on the existence of
efficient, competitive and profitable banking institutions that are able to
attract debt and equity capital from institutional investors. This implies the
need for banks to be able generate adequate risk-adjusted retums for equity
investors, and to remain acceptable credit risks for bondholders and other

' The ICB published an Interim Report in early 2011, pulting specific proposals on the table to address issues refaling to the legal separalion of lraditional retail
banking from wholesale banking to consider the levels of appropriale bank capitalizalion and lo reviev the competitive environment in the UK banking seclor. As part
of this review process, F&C met with tha ICB on two occaslons in its capacity as member of the Investment Committes of the Association of British Insurers, and also
mada its own submission, focusing on ringfencing, capital requirements, "bail-in" of bank deht, and corporate govetnancs in the banking seclor.

Piease see: hitp:/Avww.fandc.com/FundNels_FileLibrary/file/co_gsi_submisslon_independent_commission_baniking. pdf .

For furtherinformation onlF&C’s'reo® engagement services please contact

eanrdva aavlicia@fancds o L4414 N7 011 A452

creditors. The financial stability objectives must therefore also take into
consideration the need for banks to be competitive with other sectors in
terms of attracting capital.

Structural reform/ring-fencing

F&C supports the ICB's proposal to ring-fence core retail banking activities
in separately capitalised subsidiaries; this will not only protect those aspects
of banking that are critical to the functioning of the economy, but should
also ensure that taxpayer protection will be confined to these activities,
while rightly excluding higher-risk activities that do not fulfil this systemically
vital function from hidden cross-subsidy at taxpayer expense. F&C also
agrees that ring-fenced entities should have a clear resolution scheme —to
facilitate a smooth legal windup of failed banks — that can be activated
when problems do occur. F&C believes that this combination of measures
can contribute to a sounder banking system, and reduce — though not fully
eliminate — the contingent liability that the UK govemment will assume on
behalf of certain elements of the banking sector.

F&C believes this approach is preferable to reverting to complete separation
for two reasons:

1) there are benefits to be gained from the synergies that exist within
universal banking models, and it would be counterproductive
to sacrifice these entirely if the benefits in terms of enhanced systemic
stability do not warrant it; and

2) subject to this appropriate balance being struck in restricting risk in the
banking system, UK banking institutions should be free to compete in a
global banking market with universal banks from other jurisdictions

m
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The actual practice of fing-fencing requires considerable reflection on what
specific banking activities should be included in, or excluded from, the
ringed fence. The purpose should not be to eliminate risk but to protect
those banking activities where UK enterprises, large or small, and retail
customers have no other altematives — and where the UK govemiment may
be an implictt lender of last resort. The financial relationship of the ring-
fenced entity to the parent holding company will be critical for holders of
both equrty and deb: securities, as w;l be the quahty and freq '

bank's holding or parent company.
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There is more to a robust banking system than
capital alone

While capital adequacy and balance sheet flexibility are fundamental
concems for banks, this should not be the only focus of regulators and
investors seeking to ensure a safer financial system. Much will relate to
good management and govemance across a range of factors In addmon o

banks include:
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Management incentives
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Banking reform - are we there yet?

In sum, F&C supported the broad direction as outlined in the ICB's final
report. However, we note that by not requiring full implementation by 2019,
the impact of the report's recommendations on the structure of the banking
system will not be immediate. F&C's broader concems about overall bank
management and govemance, noted above, are a critical complement to
the capital requirements-oriented approach adopted by the ICB. This will
form the foundation of F&C's ongoing engagement with banks. Important in
any new banking framework will be strong oversight by regulatory bodies.
But we also believe that investors — both shareholders and creditors — have
a role to play in complementing regulation through their engagement with
banks on these subjects and by encouraging banks to strive towards best
practice in a wide range of corporate govemance issues.

This information is for existing or professional investors only and is not intended for distribution 1o any other persons. Issued and approved in the UK by F&C
Management Limited. Authorised and regulated by the Financial Services Authority (FSA) FRN:119230. Limited by shares. Registered in England and Wales,

No, 517895, Regstered address and Head Office: Exchange House, Primrose Street, London, EC2A 2NY, United Kingdom. F&C Asset Management ple is the
listed holding company of the FAC group. F&C Management Limited is a member of the F&C Group of companies and a subsidiary of F&C Assel Management plc.
F&C, the F&C loge, REO and the 'reo’ logo are registered trade marks of FAC Assel Management plc. F&C INVESTMENTS and the F3C INVESTMENTS logo are

They said...

11 My Lords, in the words of Hunter S Thompson, banking is a
‘shallow money trench ... where thieves and pimps run free and
good men die like dogs’. As he is claimed to have said, it also
has a negative side....Ring-fencing and increased capital will
help in some way but they will not address the core failures of
management and governance, which were at the heart of the
banking failure. 7]

Lord Paul Myners, address to the House of Lords, Financial Times, 15
September 2011,

We said...

k€ F&C believes that the guiding objective of the ICB review
should be promote the health and stability of the banking system
for the benefit of the economy... [however] the financial stability
objectives of the ICB must therefore also take into consideration
the need for banks to be competitive with other sectors in terms
of attracting capital. 7

F&C Submission to the Independent Commission on Banking Interim
Report, July 2011.
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Yo Takatsuki, Senior Analyst

October 2011

London must stand by Premium rules

for Polyus Gold listing

Moving companies from Russia to Britain has become a well trodden path
for oligarchs in recent years. The latest to do so are Mikhail Prokhorov and
Suleiman Kerimov who made their billions from precious metals and are now
transferring thelr mining business Polyus Gold to list its shares on the
London Stock Exchange.

Newspapers say Polyus want entry into the gold-standard of U.K. listing.
The “Premium segment” requires companies to have a high standard of
corporate govemance, shareholder protection, reporting and disclosure.
Membership opens the doors for potential inclusion in the FTSE 100 index
and all the advantages that brings with it of higher liquidity and better access
to capital.

F&C Investments became concemed at reports that Polyus are seeking a
waiver from the 25 percent free-float rule that's a Premium entry condition.
With the powerful oligarchs owning most of the company, only 13 percent of
equity will be available to the public. We are worried about the extent to
which minority shareholders will be respected if the waiver was granted by
the UK Listings Authority.

Issued and approved in the UK by FAC Management Limited. Authorised and regufated by the Financial Services Authority (FSA) FRN: 119230, Limited by shares.
Regislered in England and Wales, No. 517895, Registered address and Head Office: Exchanga House, Primrose Street, London, EC2A 2NY, United Kingdom.
F&C Asset Management plc is the listed holding company of the FAC group. F&C Management Limited is a member of the F&C Group of companies and a
subsidiary of F&C Assel Management plo. F&G, the F&G logo, REO and the "reo’ logo are registered trada marks of F&C Asset Management plc. F&C INVESTMENTS
and the F&C INVESTMENTS logo are trade marks of F&C Management Limited. © Copyright F&C Management Limited 2010. All Righls Resened. FG137 10/11.

To have our opinion heard F&C wrote a letter to the Financlal Times which
was published on 19 October. We said “news that Polyus Gold is seeking a
walver of the 25 percent free-float minimum raises fresh concems about the
rigour of the listing process... Premium segments should be resetved for
companies which are truly ‘premium'.”

Two days later there were reports saying Polyus will be increasing the size of
its free-float from 13 to 20 percent, We think this is still not enough needed
to safeguard minority shareholder interests. For example, it's less than the
25 percent threshold required to block a special resolution from the majority
owners of the company that may be to the detriment of other shareholders.

As more and more overseas companies try to list in London, the distinction
between the Premium and Standard segments takes on greater importance
to investors. F&C wants the UKLA to do the right thing and stand by its rules
for a Premium listing. We don't think the UKLA should relax its free float
standards as a matter of principle for keeping the LSE's Premium segment
at a high quality standard. We fear not doing so will risk the loss of many of
the positive developments following listing regime reform last year. This is an
issue we'll continue to follow closely.

Investr;ents







Board diversity

F&C approach to board diversity and effectiveness:

EugeniaJackson, Senior Analyst

viewpoint

November 2011

® Adding Value: Boards should appoint directors whose Individual expertise and diverse attributes add value to the company’s strategy and the quality

of board debate;

m Making right choices: A flexible approach with measurable diversity targets would enable companies to seek out and develop the best available

talent within appropriate time-frames;

m Diversity Beyond the Board: Diversity must be addressed at all levels within the organisation. Only by investing today in the “pipeline” of tomormow

can companies hope to identify suitably-qualified board candidates;

m Practice and Preaching: F&C has adopted its own board diversity policy, and will encourage companies in its portfolios to adopt, actively implement

and report publicly on a diversity policy across the organisation.

Board diversity and the “lost women” debate

The global financlal crisis exposed a large-scale failure on the part of public
company boards to provide sufficiently robust oversight and challenge to
management teams. Critics zeroed in on the lack of effectiveness of many
boards in meeting the necessary standards of judgment, critical thinking

and openness. The spotlight quickly fell on how these boards' composition
could affect their behaviour and therefore effectiveness: the main culprit was
“groupthink” — a tendency for board members to yield to the group consensus
at the cost of considering altemnative courses of action —which resulted from
excessive homogeneity — or conversely, inadequate levels of diversity.

As aresult, the debate about the merits of boardroom diversity in
corporate, political and media circles has taken centre stage. Diversity of
perspectives and experience, including professional experience, gender,
psychological type, ethnicity as well as national, cultural and social
background, has risen up the agenda as regulators, boards and their
shareholders increasingly regard them as key to achieving the right degree
of challenge, fresh thinking and debate at board level.

They said...

1 Diversity in board composition is an important driver of a
board’s effectiveness, creating a breadth of perspective among
directors, and breaking down a tendency towards ‘group
think’. 7’

Guidance on Board Effectiveness, UK Financial Reporting Council,
March 2011

! The Davioes Review, YWomen on Boards, UK Depariment of Business Innovation and Skills, 2011
2The Davies Review, Women on Boards, Department of Businass Innovation and Skits, 2011
*European board diversity analysis 2010, Egon Zehnder Intemational
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The pace at which public company boards have improved their diversity —
particularly of gender — over the last two decades can only be described
as glaclal. This has triggered a lively debate over the respective merits of
“light touch” approaches, founded on encouraging equal employment
opportunity, versus more radical regulatory solutions — viewed by many as
heavy-handed and ultimately ineffectual - to force through immediate and
visible change in public company boards.

In particular, a review of board diversity practices' led by former UK Minister
for Trade Lord Mervwyn Davies, commissioned by the UK govemment and
published in February 2011, set out a clear business case for gender
diversity on boards in four key areas: 1) improving performance; 2)
accessing the widest talent pool; 3) being more responsive to the market;
and 4) achieving better corporate govemance. In addition, it drew attention
to the disproportionately “leaky” pipeline of female candidates, which
it argues is depriving companies of valuable talent at both management and
board levels.

Board diversity facts:

B Female representation on boards ranges from 3.6% in Asia-Pacific,
to 6% in Emerging Markets, 9.6% in Europe and 11.4% in North
America?

B In a2010 sample of 340 Europe's largest companies, only 12.2% of
directors were female®. By contrast, the international diversity of these
boards stood at 27.8% on average, but varied significantly, ranging
from 60% in Switzerland to 10% in Spain.

&t/
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They said...

kf part of the challenge is around supply - the corporate
pipeline. Fewer women than men are coming through to the top
level of organisations. Part of the challenge is around demand.
There are women in the UK more than capable of serving on
boards who are not currently getting those roles.’

The Davies Review, Women on Boards, Department of Business
Innovation and Skills, 2011

To address board diversity concems, a number of countries, including Norway,
Spain, France, lceland, the Netherlands, Belgium and Italy*, have resorted
to legistation to force through higher female representation on company boards
via the imposition of quotas. In some countries, these were supported by
sanctions for non-compliance, and have proved effective in achieving a rapid
increase in board gender diversity, with full achievement of 40% quotas in
Norway and a doubling of the proportion of women on the boards of CAC 40
companies in France from 10.5% in 2009 to 20.8% in 20115,

Opposition to quotas, however, remains fierce: chief concems include
that they: 1) correct the symptoms, not the causes, of the problem; 2) risk
putting compliance ahead of merit and competence, which may result in
poor choices that compromise board quality; and 3) risk undermining the
credibility of women and minorities appointed to company boards.

To counter such objections, many countries have opted for a “soft law”
approach that seeks to embed recommendations on board diversity in
best practice guidance for public companies (e.g. Denmark, Finland,
Poland and Sweden) or requires disclosure of diversity practices and
gender diversity initiatives (g.g. US). Finland and Sweden offer examples of
particularly successful implementation of such voluntary strategies with over
25% female representation on corporate boards.

In September 2011, Germany introduced a flexible quota for listed
companies that will come into force in 2013. The “flexiquote” system
asks companies to friple the number of women on their goveming bodies
voluntarily, failing which the govemment will introduce mandatory quotas.

Australia and the UK have adopted an altemative approach based

on measurable diversity targets, increased transparency, and
demonstrable efforts to drive change by companies and investors.
The ASX Corporate Govemance Council's best practice principles® were
amended to include recommendations in relation to diversity policies,
self-determined targets and progress reports effective as of January
2011. As aresult of the Davies Review recommendations, the UK
Corporate Govemance Code has been amended to require “a description
of the board policy on diversity, including gender, any measurable
objectives that it has set for implementing the policy, and progress
on achieving these objectives” from October 20127,

Finally, the European Commission has made clear that EU-wide quotas
are being considered if companies do not take voluntary actions to
improve gender balance on boards®.

F&C approach: Measurement is necessary, but
what about quotas?

F&C believes that achieving high-performing, effective boards requires

that the objective of each board appointment be to enhance the
range of talent, experiences and perspectives on the board. Boards
should appoint directors whose individual expertise and contribution
to the collective diversity of skills and perspectives add value to the
company's strategy and the quality of board debate. This approach is
reflected in our submissions to the European Commission and the Financial
Reporting Gouncil®, and our engagements with investee companies.

To this end, F&C believes that a process driven by companies and
investors, rather than purely by regulation, is more likely to be
effective in addressing both the symptoms and causes of company-
specific diversity challenges. The key in any approach is whether it
succeeds in changing behaviours and cultures, rather than just outwardly
visible indicators. Mandatory measures, such as gender quotas, may in
certain circumstances, be effective in jump-starting behavioural change,

for example by bringing higher numbers of target population groups into
certain educational fields. But we are concemed that an overly compliance-
driven approach at board recruitment level may result in poor choices that
compromise board quality, effectiveness and cohesion. A more flexible
approach, where desired diversity outcomes are framed in terms of
aims, not quotas, and recruitment pricrities and practices are re-designed
to value non-traditional attributes alongside traditional ones, would, in

our view, enable boards and management to seek out and develop the
best available talent within the time-frame deemed appropriate for their
companies. We do recognise, however, that failure to demonstrate genuine
progress through these softer measures will cause frustration to build

up, and fuel ever-growing calls for quotas and other forms of regulatory
compulsion. If nothing else, the threat of rigid rules should serve as a healthy
spur to boards to think differently and innovate when it comes to searching
out talent.

And meanwhile, the pipeline problem must be addressed as a matter of
priority: even as they strive to diversify their boards, companies should be
investing today in the senior managers and board members of tomorrow
- though concerted policies to mentor, train and retain women and other
under-represented minorities, encourage gender-neutral parental policies
and support senior managers in pursuing external board service.

We said...

k... high-performing, effective boards are needed to
oversee and challenge executive management and tackle
“groupthink”... Key to achieving the right degree of challenge
and fresh thinking is to ensure that boards have sufficient
diversity of perspectives and experience, which may include
diversity of gender, ethnicity and national background and
professional experience, and that debate at the board level be
actively encouraged. J)

F&C response to EU Green Paper on Corporate Governance, July 2011

* Norway: quotas introduced in 2008 and required 40% female representation by 2008; sanctions for non-complance include fines and dissolution of a company.
Spain: quotas introduced in 2007 and require 40% fema'e representation by 2015; no sanctions apply but companies reaching the quota will be prioritised for govemment contracts.
France: quolas introduced in 2011 and requira 20% female representation by 2014 and 40% by 2017; sanctions include void board nominations and suspended board fees.
Iceland: quotas introduced in 2010 and require 40% female representation by 2013; no sanctions apply.
The Netherlands: 30% female representation both supenvisory and management boards by 2016 on a "comply or explain basis”,
Belgium: legisiation on gender quotas adopted in June 2011, requiring 30% female representation on boards within 5 years for large listed companies and 8 years for tha rest; sanctions range
from the loss of benefits to the loss of office by all board members. The law requires approval by the Senate,
Italy: quotas introduced in 2011 and require 33% female representation on boards of directors and statutory auditors by 2015; sanctions rangs from fines to the loss of office for all board members,

% CapitalCom's survey inlo the boardroom gender mix of CAC 40 companies, Juna 2011
Shttp:/Awvav.asx.com.aw/governance/corporate-governance.htm

! Feedoack Statement: Gender Diversity on Boards, The Financial Reporting Counci, October 2011 (hitp/Avww.fro.org.uk/publications/pub2646.htmi)
®The Ewopean parfiament wil decide in March 2012 whether to introduce EU-wide quotas for 30% wormen in dacision-making positions by 2015 and 40% by 2020,

98ea F&C website: hitp//wawwv.fande.com/new/Institutional/Dsfault.aspx?1D=82073
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Irrespective of what different governments do, F&C believes that companies
will do best on diversity by focusing on:

Innovation: By enhancing recruitment policies to reflect non-traditional
attributes;

Inclusion: By ensuring newcomers have the support they need to fulfil
the demands of board service;

Transparency: By disclosing details of board recruitment, evaluation and
succession planning processes;

Accountability: By disclosing the actions taken and progress achieved
in meeting diversity goals; and

Pragmatism: By demonstrating a connection between board diversity
and overall employment policies to help drive change throughout

the company.

They said...

k€ 1n order to achieve long-term success in a competitive
international environment, companies need to draw upon

a diverse range of perspectives and competencies that are
relevant in a globalised business world. A diverse board,
therefore, sends a robust and positive signal to investors that
companies are confronting this challenge by ensuring they
have the guidance needed in the boardroom to steer them
through every stage of their development.”

Report on Board Effectiveness, Association of British Insurers,
September 2011

F&C has adopted its own board diversity policy'® and will continue to encourage its investee companies to:

| Adopt and disclose a policy on boardroom diversity;
m Develop measurable targets and timelines for implementing

the policy;

Report on progress made in achieving board diversity targets;

" Sea F&C website: htlp:/vawwy.fcample.com/defaull.aspx?id=98616

This information is for existing or professional investors only and is not intended for distribution to any olher persons. Issued and approved in the UK by FRC

Demonstrate positive efforts to broaden the pool of eligible applicants;

Report on experience, skills and diversity characteristics of board members and candidates.
Adopt and actively implement a diversity policy across the organisation, and report on progress to investors and stakeholders.
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Vicki Bakhshi, Associate Director, Governance and Sustainable Investment

December 2011

The Durban climate deal: Keeping the show on the road

| Not much was expected from the climate talks at Durban — against such low expectations, it can be counted as a modest success

m The climate change deal keeps the international negotiations alive, and holds out the promise of bringing the US, China and India
into a single deal for the first time. But timescales are slow, and levels of ambition remain way below what is needed to achieve the stated

alm of limiting climate change to 2°C

B The EU's progressive stance reinforces confidence in the region’s commitment to meet its climate change goals even at a time of crisis

W Action at national level will continue to be the key driver for investment, and is happening on a faster timescale than the sluggish intemnational

process would suggest

Climate change negotiations over the past years have been characterised
by political wrangling, late-night compromises — and ultimately last-minute
agreements to kick the can to the following year’s conference. Durban was
no different, except that this was the end of the line: the Kyoto Protocol
faced expiry in 2012, After coming close to collapse, a deal was salvaged in
the early hours of Sunday morning, a day and half after the scheduled close
of negotiations.

Key elements of the deal are:

W An agreement by all countries to work towards a global climate
deal “with force of law” by 2015, to take effect by 2020 (the 'Durban
Platform’). The wording on the legal force was the result of a hard-fought
battle and it remains unclear exactly what the final compromise means

W The continuation of the Kyoto Protocol structure. Following the expiry of
the current commitment period in 2012, a limited number of participants
will take on targets for a second commitment period which will run from
2013 to either 2017 or 2020. The new deal will only cover the EU plus a
few other nations, representing in total around 15% of global emissions.
But as well as appeasing developing countries, the deal will safeguard
the existence of key elements of the international climate change
infrastructure, particularly the Clean Development Mechanism

m The launch of the Green Climate Fund, a structure that was first
proposed at Copenhagen in 2009. The aim is to raise $100bn per year
by 2020 from a range of public and private sources, with the Fund
redistributing this to help finance climate change mitigation and
adaptation in developing countries

B Technical developments in the Clean Development Mechanism and
REDD+ (forestry) mechanism, although these fall well short of
fundamental reform
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A historic moment?
The US, China and India come together

The most striking element of the deal is that the US, China and India all
retreated from their previous standoff by committing to take on legally-
binding commitments, breaking down the previcus boundaries between
developed and developing countries. While little has yet changed from an
investor point of view — this is still only an agreement to hold more talks
about talks — anything less would have dealt a damaging blow to
confidence in climate change as an investment theme,

The declision by EU negotiators to agree to extend the Kyoto Protocol is
also a strong signal that the region’s commitment to climate change policy
remains solid, despite adverse economic circumstances. The move will
commit the region to legally binding targets, and is likely to improve
confidence in its 2020 goals.

We will also watch with interest the creation of the Green Climate Fund,
which has been established to raise and distribute up to $100bn per year
by 2020. Although the detalils are thus far vague, we are hopeful that
negotiators will work with the private sector to develop new mechanisms
that can support the flow of investment into low-carbon solutions and into
the finance of adaptation measures.

Too little, too late?

Clearly the timescale of the new negotiating track leaves a gap between the
end of the first commitment period under Kyoto, which expires at the end of
2012, and the implementation of the new treaty in 2020. This gap is filled by
a series of national and regional emissions targets for 2020, which were first
submitted by governments ahead of the Copenhagen climate summit.
Aithough they do not have legal force, the targets have a high degree of
political authority and on the whole, governments are making efforts to

achieve them.
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However, the commitments still fall well short of what is required to meet
the internationally agreed objective of limiting the global temperature rise
to 2°C from its present Business-As-Usual course of up to 6°C.
Collectively, these targets get only about half-way to what the sclence
tells us is needed to achieve the 2°C goal. Unless the level of ambition is
raised, the world will be committed to a global temperature rise of 3°C
or more.

The reports of the Intergovernmental Panel on Climate Change,
including the analysis in November 2011 of the implications of climate
change for severe weather events, make it clear that change on this
scale would have significant implications for life, potentially including
extreme heatwaves and droughts, the spread of tropical disease and
more severe storms. This will serve to exacerbate existing stresses on

the key resources of water, food and energy imposed by a world of 7
billion people'. Recognising the inevitability of the changes ahead, F&C
will be questioning companies about how they plan to adapt to a world
of more extremes of climate and ever tightening resource constraints.

The slow timescale of the Kyoto negofiating track reinforces our
previous view that what now matters is domestic politics, not
international talks. Identifying the investment opportunities arising from
climate change requires a detailed understanding of policies at the
regional and local level. F&C's belief is that these opportunities remain
significant, with governments globally still committed to reducing
emissions and improving the energy intensity of their economies, as well
as meeting related goals such as greater energy security.

! See also "Hungry Planet’, F&C Viewpont, June 2011
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