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Responsible Research is an independent provider of environment,
social and governance (ESG) solutions for global institutional investors.
Since 2008 we have provided sectoral and thematic research, tools and services
for investors who look to analysis of ESG and sustainability both to identify
risks to earnings and discover new opportunities. We analyse material ESG
factors, which change according to industry and market. We provide knowledge
of important regulatory landscapes in Asia, along with a fresh perspective on
operational and sectoral issues.

Investors access our reports and underlying data to enhance their decision-
making, screen portfolios and improve stock selection and internal due diligence.
Reports can also be commissioned as part of a general effort to promote
sustainability and ESG integration. Our analysts hold regular lunches, seminars
and webinars to discuss findings, often with contributions from experts,
companies and policy-makers.

Many of our clients are signatories to the UN backed Principles of Responsible
Investment (PRI), an investor initiative. They have committed to incorporate
ESG issues into their investment analysis and to support the development of
ESG tools, metrics and methodologies. As a signatory to the PRI ourselves
we contribute time and resources to many collaborative initiatives focused on
improving sustainability through appropriate capital allocation. Responsible
Research is a strong supporter of independence in research, without which
conflict and bias can deliver investment risk. The company is one of the founding
members of the Asian Association of Independent Research Providers.

For more information please visit www.responsibleresearch.com.

ARISAIG
PARTNERS

INVESTMENT MANAGERS

Arisaig Partners is an independent investment management company
founded in 1996. Our focus is on dominant consumer sector businesses in
emerging markets - we say that “if you cannot eat it, drink it, wear it, wash with
it or shop in it...we are not interested”. We run an Asia Consumer Fund, an Africa
Fund and a Latin America Fund. In addition to our head office in Singapore, we
have research offices in Hong Kong, Mumbai, Cape Town, Rio de Janeiro and
the UK.

Arisaig Partners take issues such as climate change, water scarcity, labour rights
and deforestation very seriously and was the first Singapore-based signatory
to the UN backed Principles for Responsible Investment. Our interest in ESG
issues is not altruistic, however. We believe that the businesses that address
ESG issues first and most effectively will be the long term winners. We aim to
help our investee companies to understand this and to successfully navigate the
changing landscape of sustainability issues.

For more information please visit www.arisaig-partners.com.sg.
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Putting Food on the Table: Key Factors and Players in the
Food Value Chain Efiffriinlk: M EsE N LN ENS 5%

The dramatic food price rallies of 2010, echoing the surges and
attendant social unrest of 2008, provide the context for this analysis
of the challenges of feeding Asia over the coming decades. The
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This demand places a huge burden on the environment, both in
terms of the inputs required and the impacts of providing them. It
also presents an opportunity for the many actors, corporate and
otherwise, involved in food supply.
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increasing pressure over the next few decades. The interlinked
problems of water, energy and fertiliser supply, as well as
productive land availability and the host of challenges presented
by climate change, will persist and grow worse. The case study on
corporate activity in the fertiliser market highlights the seriousness
with which multinationals and governments view these issues:
neither BHP Billiton nor Sinochem were given the green light by
the Canadian government in their respective attempts to bid for
Potash Corp.
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Case Study: Scramble to secure inputs

BHP Billiton’s $38.5 billion hostile takeover bid for Canadian Potash
Corp, a Canadian fertiliser company, in August 2010, highlights the
value corporations and countries place on strategic investments
in food production inputs. Sinochem, the state-owned Chinese
chemicals group, deliberated a competing offer for Potash. However,
a report by the Conference Board of Canada warned Potash to reject
the bid, since China is a major potash importer, and “Sinochem has
strong incentives for lower prices and will not be guided by the
same market discipline and profit motive as commercial players.”*
Without a positive steer from the Canadian government, Sinochem
did not submit a bid, whilst the BHP Billiton bid was subsequently
blocked for failing to bring a perceived “net benefit” to Canada.
According to Bloomberg this is only the second formal block by the
Canadian government in 25 years.?
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Productive land is a limiting factor, with urbanisation and
degradation both reducing the land available for food, alongside
a growing understanding of the danger of converting ecosystems,
particularly rainforests, to agriculture. Biofuel production is also a
significant source of competition for land and a symptom of global
energy challenges, in particular that of increasing oil demand: the
International Energy Agency has now stated that conventional
crude supply peaked in 2006.3 Yet oil is deeply embedded within
modern industrial methods of agriculture. With new fears over the
viability of Asian nuclear power rollouts, energy input costs will be
an increasingly important consideration in the food industry.
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These broadly conventional economic factors are difficult enough
to manage. Climate change makes the planning much more
complicated, as it increases uncertainty for farmers over what crop
to sow and when to harvest. In some cases just a small change in
temperature can have a significant affect on overall yields. Other
difficulties include rising sea levels: around half of the Mekong river
delta is within two metres of sea level and at increased risk of
salination, coastal flooding and even submersion over the coming
century.* This threatens to undermine rice cultivation in Vietnam,
the world’s second largest rice exporter. On a more positive note,
increased levels of carbon dioxide can support yields, but farmers
will need improved access to information and resources to take
advantage of this benefit.
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Prices and volatility set to stay high

The themes of robust demand and tight supply are supportive of
a strong outlook for food prices, within a context of continuing
volatility. In 2010 alone, three major commodity markets, wheat,
cotton and coal, were dramatically affected by extreme weather
in Russia, Pakistan and Australia, respectively. Climate change
intensifies the likelihood of such events.
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Food price rises spark riots in India, January 2011
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Global food prices: a twenty year review
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Commodity Food Price Index® i i & i k5% 2005=100
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Governments’ hands are forced

Asian governments have no option but to respond to higher
prices, though their approaches will vary according to the resource
considerations and market developments prevailing in each
region and country. Last year Russia, one of the world’s largest
wheat vendors, reacted to a crippling drought by closing its doors
to exports; India swiftly followed. This led to significant global
shortages, with huge ramifications for wheat prices. Governments
are unlikely to be sympathetic to calls to open their markets given
how swiftly unrest follows rising food prices. A march in New Delhi
against rising food prices and unemployment attracted nearly
40,000 protesters in February 2011.% Food prices have also been
cited as a motivating factor in the social unrest in North Africa
and the Middle East this year. For importing countries as well as
corporate buyers who rely on open markets this presents an extra
dimension to the challenge of ensuring continuity of supply.
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Prices drive returns for innovators

Higher prices will also encourage greater investment in research,
development and productivity, likely aided by government
incentives. Such investment and innovation are essential as
there has been a long-term decline in the growth of agricultural
productivity improvements. Genetically modified organisms (GMOs)
are but one factor in this debate, with significant potential simply
in the expansion of improved agronomic practices, particularly to
smallholders. Micro irrigation and even micro fertilisation have a part
to play, as does the application of information and communications
technology (ICT). A case in point is satellite mapping that can
detect changes in soil nutrient levels, making fertiliser use more
efficient. These examples illustrate the increased importance of
resource productivity compared to labour productivity.
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Alongside technological approaches are different organisational and
management frameworks that speed up the adoption of improved
agronomy through agricultural regions. Communications can also
help here, improving the efficiency of developing world farmers
who can now access market prices on their mobile phones, rather
than guessing when to go to market.
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The importance of packaging in reducing waste also deserves a
mention. A huge amount of food is lost between farm and end-user
due to pests, bruising and rotting, and appropriate packaging can
significantly reduce such spoilage. The food industry should work
towards low-impact transit packaging solutions, using resources
already generally available.
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Environmental impacts worsen

Aside from the food security considerations that resource constraints
present, governments and in turn companies will be under increasing
pressure to manage the social and environmental impacts of food
supply. This pressure comes from improved understanding of the
long-term implications of agricultural intensification, accelerated by
the growing environmentally and socially conscious Asian middle
class, newly empowered by social media. On the environmental
side, the rapid biodiversity loss from deforestation and over-
exploitation of fisheries are key considerations as well as cases of
toxicity involving pesticide use, fertiliser run-off and waste from
intensive livestock production.
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Obesity becomes endemic

There is also a huge range of market factors on the social side.
These include nutrition where higher prices exacerbate hunger and
malnutrition, slowing progress towards the Millennium Development
Goals. On the other hand there is a growing epidemic of obesity
triggered by changing lifestyles, diets and new ‘food formats’
with dramatically higher salt, sugar and fat content. These issues
are compounded by food safety and health considerations due to
new diseases, the spectre of antibiotic-resistant bacteria arising
from intensive livestock production (as evidenced by the repeated
recurrence of avian and swine flu cases throughout Asia’®), and
errors in processing or packaging that can result in chemical
poisoning.
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The food industry is exposed to the full range of labour risks
involving a massive, under-regulated and largely low cost female
workforce. Further controversy includes frequent questions over
land rights and dispossession of land from subsistence farmers or
indigenous populations. This has been particularly problematic in
the Malaysian and Indonesian palm oil industry where drivers for
national sustainable development are pitted against preservation of
traditional lifestyles and conservation of tropical biodiversity.
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Large Asian agribusiness companies will be exposed to additional
environmental, social and governance (ESG) risks in the coming
years as they increasingly acquire agricultural land in Africa. Many
critics claim the benefits of enhanced yields are not likely to be
shared with local communities.®1°
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A newer feature for Asian companies is the increased reputational
risks for those involved in animal product supply chains as concern
for animal welfare gathers momentum. This is resulting in closer
inspection of practices such as shark-finning and the way in which
animals, particularly battery chickens, are treated.
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Risks and opportunities abound for investors

For investors, responsible or otherwise, the pressures in the food
chain undoubtedly present opportunities, but with an increasingly
complex risk profile. Sustainability factors in tandem with
government approaches to food security have the potential to
dramatically alter corporate prospects in all areas of food supply.



This applies where input price volatility changes the competitive
landscape for retailers and producers and for suppliers that find
new markets through alleviating resource problems. Proactive
managements can add value by technological improvements as
well as by organisational innovations, such as long term supply
contracts with farming cooperatives.
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Aside from considering their resource dependencies, managements
will also have to mitigate supply chain impacts. This is not a new
challenge for companies supplying multinationals, but maintaining
a reputation for responsibility is now increasingly important for all
those looking to profit from Asia’s fast-growing socially conscious
middle classes.

BT 2% BT TR UM, (Al A B S B s N 1 R
TX OO 5 [ 2 W B R U, (HRE A AR A 2 R I S it ) M o
PGS EERICRNE Al SR IK 72 il AR K

This report develops the issues mentioned above and highlights
companies that, through strong disclosure of policy or through
appropriate initiatives, demonstrate proactive approaches to the
emerging risks and opportunities inherent in ‘Feeding Asia’. We
include many examples of Asian companies that have begun to
integrate sustainable development issues into their business
models. One such example is Britannia, an Indian biscuit and cake
maker, which recently introduced new lines of fortified foods that
aim to reduce malnutrition among children. In a move aimed to
address growing consumer concern over nutrition, Britannia also
removed trans fats from all its biscuits.
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Whilst we acknowledge that the food supply chain covers a wider
universe of companies including machinery manufacturers, logistics,
distribution and end retailers, this report focuses primarily on the
leading players in the traditional food processing supply chain:
agricultural producers, food processors, specialist food retailers
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and restaurant chains with a strong bias towards the packaged
consumer goods sector.
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Sustainability performance at leading food companies

The following table highlights those companies within our Asian Food
universe, as well as a selection of global leaders, that performed
well on sustainability disclosure and performance according to the
Asian Sustainability Rating™ (ASR™), an environmental, social and
governance benchmarking tool developed by Responsible Research.
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This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.
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While Responsible Research endeavours to ensure that the information in the Responsible Research Publications is correct,
Responsible Research will not be liable for any errors, inaccuracies or delays in content, or for any actions taken in reliance thereon.
Responsible Research may make changes to the material hosted on the Responsible Research websites at any time without notice.
Information hosted on the Responsible Research websites may be out of date, and Responsible Research makes no commitment
to update such material, though it will endeavour to do so to the extent that it is commercially practicable.

Responsible Research does not guarantee the accuracy of or endorse the views or opinions given by any third party content
provider. Though Responsible Research Publications may contain references and links to other publications and/or sources of
information, Responsible Research does not endorse or take responsibility for the content of such other publications and/or sources
- whether online or otherwise.

The information contained in the Responsible Research Publications is provided without any conditions, warranties or other terms
of any kind. Accordingly, and to the maximum extent permitted by law, the Responsible Research Publications are provided on the
basis that Responsible Research excludes all representations, warranties, conditions and other terms (including, without limitation,
the conditions implied by law of satisfactory quality, fitness for purpose and the use of reasonable care and skill) which but for this
legal notice might have effect in relation to this service.

Liability

Responsible Research excludes all liability and responsibility for any amount or kind of loss or damage that may result to users or
third parties (including without limitation, any direct, indirect, punitive or consequential loss or damages, or any loss of income,
profits, goodwill, data, contracts, use of money, or loss or damages arising from or connected in any way to business interruption,
and whether in tort (including without limitation negligence), contract or otherwise) in connection with the Responsible Research
Publications in any way or in connection with the use, inability to use or the results of use of the Responsible Research Publications,
any websites or sources linked to the Responsible Research Publications or the materials on such websites.

This exclusion of liability will include but not be limited to loss or damage due to viruses that may infect your computer equipment,
software, data or other property on account of your access to, use of, or browsing of the Responsible Research Publications or
your downloading of any material from the Responsible Research websites or any websites linked to the Responsible Research
Publications.

Redistribution

Except where detailed below, any republication or redistribution of the Responsible Research Publications or their content is
expressly prohibited without the prior written consent of Responsible Research.

Access

Where a company, individual or group of individuals (as indicated on the relevant contract and/or invoice) has paid a subscription
and/or fee in order to access any Responsible Research Publications, and unless otherwise indicated in writing by Responsible
Research, any username or password provided to that company, individual or group of individuals by Responsible Research is for
their sole and exclusive use and may not be shared with any other company, individual or group of individuals.

Where a company, individual or group of individuals has been granted free trial access to any Responsible Research Publications,
and unless indicated in writing by Responsible Research, any username or password provided to that company, individual or
groups of individuals by Responsible Research is for their sole and exclusive use and may not be shared with any other company,
individual or group of individuals

Use

All content of the Responsible Research Publications belongs to Responsible Research or its licensors. Responsible Research or
its licensors own all intellectual property rights (including copyright and database rights) in such content and any selection or
arrangement of such content.

Subscription

Where a company, individual or group of individuals has paid for a subscription to a Responsible Research Publication, that
company, individual or group of individuals (“Subscriber”) may use the material contained therein for their own internal business
processes and for internal training, communication and awareness-raising.

Subscribers may not incorporate any such content into any materials developed for external use without the written permission
of Responsible Research. Any internal or external materials prepared by Subscribers that incorporate Responsible Research
Publication content must clearly indicate Responsible Research as the source of that content.

Except as described above, you may not alter, reproduce, reprint, copy, sell, or otherwise transfer or use Responsible Research
Publication content without the express written permission of Responsible Research.

Trade marks

Unless otherwise agreed in writing with Responsible Research, nothing in these Terms of Use gives you a right to use any of
Responsible Research’s trade marks, trade names, logos, domain names, and other distinctive brand features.

Severability

If any provision of these Terms of Use is found to be contrary to law by a court of competent jurisdiction, such provision shall be
of no force or effect; but the remainder of these Terms of Use shall continue in full force and effect.

In certain cases, Responsible Research may apply alternative conditions of use on individual Subscribers (in a bespoke “Subscription
Agreements”). Where such a Subscription Agreement has been agreed in writing between Responsible Research and a Subscriber,
relevant provisions of the Subscription Agreement shall supersede individual provisions of these Terms of Use where they purport
to apply to the same or similar issues, rights and obligations. The remaining provisions of these Terms of Use that are left
unaffected by the provisions of the Subscription Agreement shall continue in full force and effect.

Governing Law and Jurisdiction

This legal notice shall be governed by and construed in accordance with Singapore law. Disputes arising in connection with this
legal notice shall be subject to the exclusive jurisdiction of the Singapore courts.


http://www.ft.com/cms/s/0/b2c0e596
11df-bb9e-00144feab49a.html
http://www.bloomberg.com
corp-blocked-by-canada.html
worldenergyoutlook.org/docs/weo2010/WEO2010_es_english.pdf
www.metoffice.gov.uk/climate
http://www.indexmundi.com/commodities/?commodity=food-
http://www.bbc.co.uk/news/world
http://www.reuters.com/article/2010/04/14
http://www.ethailand.com/news/bird
warning-across-the-country-71297.html
http://www.ethiopianreporter.com/english/index.php?option=com_
http://www.bloomberg
mailto:info@responsibleresearch.com
www.responsibleresearch.com

Responsible Research is an independent provider of environment, social
and governance (ESG) solutions for global institutional investors. Since
2008 we have provided sectoral and thematic research, tools and services
for investors who look to analysis of ESG and sustainability both to identify
risks to earnings and discover new opportunities.
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