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warming? On balance, biofuels may have actually contributed to global warming, but this does not mean that
all biofuels are a bad idea. In a recent United Nations report, ethanol from cane sugar was found to have zero
net CO5 emissions, while ethanol from corn could have marginal benefits if properly planted and processed. If

not, then these practices would have a negative effect. Biodiesel derived from palm oil grown on cleared
tropical forest has a significant negative effect. In the case of biofuels, it is important to look past the blanket
preconceptions to understand what the benefits and risks actually are.

Oil sands

The resource-intensive extraction of bitumen from Alberta’s oil sand reserves is the most talked about socially
responsible investing issue in Canada. We have already discussed why we think it is appropriate to include oil
sands producers in the PH&N Community Values Funds (“Socially Responsible Investing (SRI) and the
Alberta Oil Sands”, Fourth Quarter Report, December 31, 2008). Now, let us lcok at two shareholder
proposals that will be on the ballot at the annual meetings of Royal Dutch Shell and BP. These proposals ask
the companies to report on the risks associated with their respective investments in the Canadian oil sands.
The proposals are reasonable as they are asking for enhanced reporting on each company’s rationale for
engagement in oil sands production projects, addressing issues that represent a real risk to the companies
and their shareholders. The PH&N Community Values Funds intend to support these proposals when we
come to vote our shares for Shell and BP. Both companies have reasonable disclosure practices and much of
the information being requested is already publicly available; however, bringing the information together in
one report will give shareholders better clarity on the risks associated with the companies’ investments in the
oil sands.

Below is a look at some of the assertions made by the promoters of these shareholder proposals, all common
criticisms of oil sands production.

Extraction of oil from the oil sands is a major contributor to global climate change.

Oil sands development is a large emitter of CO», but in the global context they are insignificant. The oil sands
produce about 5% of total CO5 emissions for Canada, and Canada produces about 2% of the total global
emissions. If we shut down the oil sands tomorrow, it would reduce global emissions by about 0.1%.3

A barrel of oil sands oil produces three times the amount of CO, emissions that a conventional barrel
of oil does.

It is true that the extraction and processing of oil sands oil is more carbon-intensive than conventional oil.
However, if we look at the total carbon content of a barrel of oil sands oil (the so called “wells to wheels”

carbon), it is, on average, only 10% higher than a conventional barrel.

Huge amounts of water are used to extract and process oil sands oil.

Water use and water quality are a very real concern for oil sands production because large quantities of
water are required to process oil sands bitumen. For every litre of oil produced, about three litres of water are
required. Due to the limited availability of water, oil sands companies are now recycling much of the water
they use (for example Syncrude now recycles 80% of the water it uses) so that they can stay within their

current water-use licences.® As such, we have seen significant improvements in overall consumption and
efficiency with regard to water use.

There is little doubt that the production of the oil sands has an impact on the envircnment in the communities
of northern Alberta. However, as responsible investors we want to ensure that we are investing in companies
that understand this impact and manage these risks. We start to do this by understanding what the risks
actually are, which these new proxy proposals will help to facilitate.
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Summary

It is often the case that myths are based on some kernel of truth. Unfortunately, it is not always easy to make
a distinction between truth and myth. As responsible investment managers, it is important not to take
information at face value, whether it is coming from inside or outside of a company. Our obligation stands with
our clients to make sure we understand the issues and make informed investment decisions based on
available facts and good research.

1An alcohol-based fuel produced by fermenting plant materials. It is commonly made from sugar dervied from wheat, corn, potatoes, sugar
cane and beets.

“This assertion is based on the argument that a significant supply of corn and maize normally consumed as food would need to be diverted
to the production of ethanol, driving prices up.

3Government of Al bert, "Facts about Greenhouse Gas Emissions and the Qil Sands”, December 2008.

“Alberta Energy Research Institute, "Emissions from oil sands comparable to other crude oils”, Press release, July 23, 2009.

Syyater-use licenses are issued by the provincial government as a means of conserving water and ensuring that there are sustainable yields

for all users, including stakeholders outside of the oil and gas industry.

Contact Us

To speak with an Investment Funds Advisor:
Call us at 1.800.661.6141 or
email us at info@phn.com

© 2014 RBC Global Asset Management Inc. Phillips, Hager & North Investment funds
are offered solely to residents of Canada.

hitps:/Awww.phn.com/MDefault aspxPabic=1238 444



