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Date: 12 MARCH 2015
Author: CHIEF FINANCE OFFICER
1. INTRODUCTION
1.1 This report updates the Panel and Committee on the progress and key events arising from each

Manager’s investment programme for the three months to 31 December 2014.
1.2 The Fund’s private equity and alternatives programme is managed as follows:

SL Capital (Standard Life) - European Private Equity

Wilshire Associates - Global Private Equity
Grosvenor Capital - Global Infrastructure
M&G - Credit Markets
Hearthstone - Social and Affordable Housing
1.3 The Fund’s strategic allocation to private equity and alternatives (excluding the allocation to the

Baillie Gifford Diversified Growth Fund) is set at 10% of total fund assets. This is split 5% to
private equity and 5% to infrastructure.

1.4 The attached schedules give details of the current valuations and commitment levels in both the
original currencies and converted to sterling.

2. SL CAPITAL PARTNERS

2.1 SL Capital is a subsidiary of Standard Life Investments, who in turn own 60% of the business. The
remaining 40% is owned by 8 partners.

2.2 The Fund’s overall commitment to SL Capital is €102m spread across four European Investment
Funds — ESP 2004, ESP 2006, ESP 2008 and ESF 1 — all being fund of fund structures. The
partnerships have been established for 14 years from the final close of each Fund.

2.3 In Q4, the 2006 and 2008 Funds comfortably outperformed the MSCI Europe Index of 0.8%,
returning 2.6% and 3.0% respectively. The 2004 Fund declined by around 1%, whilst the ESF 1
Fund was largely unchanged. Total value to paid-in capital across the SL funds is around 1.2 and
returns around 4%.
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During the quarter nearly €7m was returned and €2m called. Returns were spread evenly across the
2004, 2006 and 2008 Funds with calls being made only to the 2008 Fund. There was no activity in
the ESF 1 Fund. Highlights included increases in the value of the Sagard II Fund and in various
co-investments including Basic Fit and the Harding Group. In the ESF 1 Fund, two new
investments were made to Xenon Private Equity VI (a Primary Fund) and Herkules III (a
Secondary Fund)..

The Manager considers that consumer spending and business output has weakened across the
Eurozone, albeit with variations between northern and southern Europe.

WILSHIRE ASSOCIATES

During the period from 2004, the Fund has made various commitments to Wilshire Associates as
follows:

European Funds - €10.9m
Dollar Funds - $72.0m

In their quarterly update, Wilshire indicate that pricing in US private equity markets is historically
high which should benefit exits from their maturing funds. They also highlight their philosophy of
looking for quality managers who have a track record of investing in complicated markets and
technologies, which, due to their complexity, may have been overlooked by the capital markets.

Q4 was relatively quiet for Wilshire with virtually no capital calls. Returns came mainly from the
dollar funds and amounted around $2m. Around 90% of the Euro denominated funds have been
drawn-down, whilst only 75% of the Dollar denominated funds have been drawn-down. This
reflects the fact that the most recent commitment of $15m to Wilshire was to a dollar fund. Total
value to paid in capital is between 1.3 and 1.4 for most Wilshire funds and returns in excess of 6 to
7%.

In terms of personnel, the business requires to be monitored in view of the recent departure of
Kevin Nee, president of the Wilshire Private Markets business.

GROSVENOR CAPITAL

The Fund’s global infrastructure investments are made via a commitment of $80m to the
Customised Infrastructure Strategies (CIS) Fund managed by the Grosvenor Capital Customised
Fund Investment Group (CFIG).

The CIS Fund seeks to generate attractive risk-adjusted returns by investing in a diversified range
of infrastructure funds, co-investments and secondaries. Recent purchases include a South Korean
infrastructure secondary fund, a co-investment in Acciona Energia, and an investment in
Heathrow Airport Holdings Ltd.

During the quarter, nearly $6m was returned and $2m called. Of the original commitment of
$80m, $65m has now been drawn-down. As the mandate only began in 2011, deployment of
capital has been relatively fast. Total value to paid-in capital is a healthy 1.4, up from 1.3 last
quartet.
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As previously outlined, Grosvenor Capital is fund raising for a second global infrastructure fund.

M&G UK COMPANIES FINANCING FUNDS

The M&G UK Companies Financing Funds provide the Fund with exposure to UK credit
markets. The Funds play a valuable role in providing debt financing to UK companies facing

refinancing obstacles. The aim of the Funds is to create attractive levels of income for investors -
LIBOR plus 3%-6% - with a low level of risk.

Falkirk’s commitment to the M&G Funds is £11.8m to Fund I and £10m to Fund II. Fund I has
been fully invested and Fund II is in the process of being drawn down.

For Fund 1, the portfolio consists of 8 loans with an average repayment period of 4.8 years and
average credit rating of BB+. Within the portfolio, the credit ratings of Barrett and Taylor Wimpey
have improved from BBB- to BB+.

For Fund 1II, the portfolio also consists of 8 loans but with an average repayment period of 6 years.
This includes loans to Caffe Nero, Holidaybreak Limited and Workplace Group plc.

All loans continue to be paid in accordance with their covenants.

HEARTHSTONE SOCIAL AND AFFORDABLE HOUSING

Details of this mandate have been provided in the General Governance Report.

CONCLUSION

The investment outlook of the Fund’s private equity managers is neutral in terms of Europe and
mildly optimistic in terms of US markets. The danger of overpaying for assets is a common
concern of both private equity managers. The infrastructure and credit market managers continue
to source deals at a satisfactory rate.

There continues to be a positive flow of distributions across the various private equity funds as
their programme matures, although the returns from Wilshire are better than those from SL
Capital. In this regard, however, the gradual weakening of the Euro in recent times has not helped
the Euro denominated funds. The performance of Grosvenor Capital continues to be very strong.



8. RECOMMENDATION

8.1 The Panel and Committee are asked to note the progress of the Fund’s Alternatives
investments as at 31 December 2014 and invited to comment as appropriate.

Chief Finance Officer
Date: 1 March 2015
Contact Officer: Alastair McGirr

LIST OF BACKGROUND PAPERS
NIL
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