REPORT TO: SUPERANNUATION INVESTMENT SUB-COMMITTEE OF THE POLICY
AND RESOURCES COMMITTEE - 28 NOVEMBER 2011

REPORT ON: SOCIALLY RESPONSIBLE INVESTMENT - SIX MONTHLY REPORT
REPORT BY: DIRECTOR OF FINANCE

REPORT NO: 527-2011

1 PURPOSE OF REPORT
This report reviews the progress by the Fund Managers regarding the positive
engagement Policy on Environmental, Social and Corporate Governance approved by
the Sub-Committee on 17 November 2008.

2 RECOMMENDATIONS
The Sub-Committee is asked to note the information contained within this report with
regard to the activities of the Fund Managers during the six month period ended
30 September 2011.

3 BACKGROUND
On 17 November 2008 the Sub-Committee approved a revised Policy on
Environmental, Social Governance. This policy recognises the over-riding fiduciary
duties but encourages the managers to engage with companies. They are requested to
summarise this engagement activity quarterly. The key areas continue to be Employee
Care, Human Rights, Sustainability and the Environment.

4 ALLIANCE BERNSTEIN
Alliance Bernstein's latest activity is shown at Appendix 1.

5 BAILLIE GIFFORD

A summary of recent engagement activity is shown at Appendix 2. This shows the wide
range of topics covered and the diversity of companies approached.

6 FIDELITY

Appendix 3, shows various examples of issues Fidelity have considered in the last
quarter.

7 OVERALL CONCLUSION

The managers have continued to develop their strategy in this area and link more
closely with the long-term effect on share value.

The fund is still committed to following the United Nations Principles of Responsible
Investment.
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8 POLICY IMPLICATIONS
This Report has been screened for any policy implications in respect of Sustainability,
Strategic Environmental Assessment, Anti-Poverty, Equality Impact Assessment and
Risk Management.
The Fund's policy on Socially Responsible Investment requires its investment managers
to engage with companies on Sustainability and the Environment and Employee Care
and Human Rights.

9 CONSULTATION

The Chief Executive and Depute Chief Executive (Support Services) have been
consulted in the preparation of this report.

10 BACKGROUND PAPERS

None

MARJORY M STEWART
DIRECTOR OF FINANCE 17 NOVEMBER 2011
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APPENDIX 1
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Governance Engagement

Company
Ashtead Group

IG Group Holdings

APPENDIX 2

Report for the quarter ended 30 September 2011 10

Engagement Report

Ashtead is a plent hire business for commercial bullding projects. it operates
predominantly in the US and s weil pasitioned 1o benefit from any improvement In the US
economic cllmete. They undsrtook a review of ramuneretion to ensure reawerd
afrengements remaln eppropriete both In the UK where the majority of thelr shareholders
are based, and In the US where the company has slignlficant operations, The existing
Annual Bonus Plsn Is baing replaced by s Performance Incentive Plan whigh granta sharas
instead of cash o exeoutives on an ennual basls, with 50% of the eward defared. We
belleve this improves slignment betwean executives end shareholders but our support
dependa on tha sirangth of tha profit targets attached o the plan. We will make our final
dealsion besed upon the Informetion diaclosad In next year's Annual Rsport.

IG Group ls a spread betting business with a parficular strangth In financlal markets. We
met the chalrman end, among other topics, discussed the nominetion process, succession
plenning and the length of tenure of non-exscutive directors (NEDs). The board has made
two new appointments during the year and it was reassurlnngo hear that thay sought
individuals with specific skills, experlence and knowledge. The chalrman now haa ragular
maetings with directors below board levsi, 10 establish helr suitabillty ss executive
diractora should a replecement ba nesdad quickly. IG Group belleves that NEDs shouid
remein on the board for a maximum of nine years. While this complies with the UK Code
on Corporete Governance, wa tend to find that NEDs' terture ia longer than nine years In
order 1o retain thelr knowledge and experlence. We look forward to future engagement
with IG Group to discues thelr views on corporete governance In more depth,



Governance Engagement

Company
Dragon Ol

Richamont
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Engagement Hepaort

Dragon Oli is a company controlled by the Emirates Nationel Oll Compan {ENOC) which Is
developing two oli fields In the Turkmenistan portion of the Casplan Sea. ‘ve have
angeged with the company over the past two years about a takeaver offer and the
executlve remuneration policy and structure. This meeting focused on more general ESG
matters and diaclosure. The Casplan Sea Is e non-ptistine environment borderad by five
countrias, ell of which heve drilled for ol and ges for nearly 160 years. Issues disoussed
included disclosure on remuneretion performance targets, health end safety stetistics, end
environmental epilis, as wall as polltical relations, broader corporete governance matters
and the Framework Convention for the Protection of the Marlne Environmant of the
Casplen Sea signed by representatives of tha five littoral Casplen states, Unfortunataly, the
convention has not been fully implemented end Dragon Oll was not awara of Its Impaci on
the company. We have suggested tha company review lts broed anvironmental
responsibliitles and disclose remuneretion, environmental, heeith and safaty performanca
targets

Compagnle Financiére Richemont SA is the holding Company for some of the world's
leading luxury goods companies inciuding Cartier, IWC, Montbianc and Shanghal Tang.
Operating Independently of sach othar helps malntain the integrity of the different brands.
The company Is listed In Switzerland. The origlinal family retains 8.1% of the equity but has
50% of Iﬁe voting rights. From a governance perspective and suppy chain perspective,
the struciure and disclosure are not optimal, However, luxury brands do not camy the
sams supply chein, labour or snvironmental risks associated with high atreet
manufacturers and retallers. The family Is focused on long-term growth and value creatlon,
meaning the management le aligned with the axpectations of minority shareholders. Qur
vlewa have not changed following e racent meating with the company, and we continua to
belleve that disclosure on [ts approach to sustainabllity issues could ?:'nprove.



APPENDIX 3

Appendix Environmental, Social & Gov ("ESG") Overview - Q3 2011

FIL has a well established approach to responsible investment which is integral to the research process, FlL's
integrated approach incorporates environmental, social, and governance ("ESG") issues into its investment process
when ESG related issues may have a material impact on either investment risk or return. This role is facilitated by our
Head of ESG, who acts as a focal point within FiL globally for environmental, social, and governance related
activities. The Head of ESG works within the framework as outlined in our Principles of Ownership:

FIL believes that high standards of corporate responsibility will generally make good business sense and have
the potential to protect and enhance investment returns, Consequently, our investment process takes
environmental, social, and governance ("ESG") issues into account when, in our view, these have a material
impact on either investment risk or return, ESG best practice should be encouraged provided they enhance
long term financial return.

We do not screen out companies from our investment universe purely on the grounds of poor ESG
performance but rather adopt a positive engagement approach whereby we discuss these issues with the
management of the companies in which we invest or consider investing on behalf of our clients. We use the
information gathered during these meetings both to inform our investment decisions and also to encourage
company management to improve procedures and policies. We strongly believe that this is the most
effective way to improve the attitude of business towards corporate responsibility.

As stated above, FIL incorporates ESG into its investment process when ESG related issues may have a material impact
on either investment risk or return. Examples of such risks or opportunity could include the impact of regulation (the
carbon market, energy efficiency alternatives), or impacts to brand equity (reputational risks, supply chain concerns).

Below are highlights of potential issues, dialogue and company engagement noted by our investment teams in the
last quarter;

e ol Requlation - carbo ewables
Carbon Schemes - Australla

During the quarter, the Australian government announced further details of its carbon pricing scheme. Australia has
been attempting to pass a carbon scheme since 2009, and is on its third attempt to legislate a proposal. The
announced scheme outlines a fixed carbon price for three years, from $23 for each tonne of emission starting July

2012. This will rise by 2.5% per annum in real terms until 2015, when an emissions trading scheme will be introduced.

The government had pre-announced that these measures would be broadly neutral on a budgetary basis, and 5%
of the revenue raised from the sale of permits in 2012-13 would be allocated to household assistance. The
remainder of the programme revenue will be allocated to programs to support jobs through industry assistance,
essentially through the use of carbon permits to emission intensive and trade exposed industries.

Our Australian research team has been assessing the impacts of this legislation across multiple sectors, including
utilities, mining, oil & gas and transport with particular attention on companies where a pass through of cost to
consumers is challenging.

Renewable Energy - Solar & Wind Use

The EU Commission has established a broad set of energy targets as part of its "20-20-20" goals. The purpose of
the goals is to reduce the EU's greenhouse gas emissions by 20% compared to 1990 levels and to increase the use
of renewable energy sources in overall energy consumption by 20% by 2020. To meet these targets, EU Member
States have been working towards improving their energy mix and increasing their energy efficiency through various
measures and regulation specific to each country.

TAYSIDE EQUITY MANDATE 21



Appendix Environmental, Social & Gov ("ESG") Overview - Q3 2011

Following the nuclear disaster in Japan there has been a significant shift in public sentiment towards
renewables. This has come to fruition most clearly in Germany where the life extensions of 8 nuclear plants were
not extended. The consequence of this was an increased focus on offshore wind in particular. Although other EU
countries haven't yet followed suit it is a situation to monitor closely.

Despite the change in public sentiment it is important to note that the benefits are not to be shared equally
amongst all renewables. in recent months we have seen changes to regulatory policy in the core markets of
Germany and ltaly for solar. There is a dlear desire by both countries to gain control over the growth following a
significant period of expansion in the last two years. We have continued to see a collapse in pricing across the solar
value chain. This had made the economics of solar increasingly attractive and brings gnid parity yet closer.

Nuclear - Germany

In response to the Fukushima nuclear power crisis, the German government announced plans to phase out the
country's nuclear reactors. During the quarter our analysts assessed the impact of this phase out not only within the
energy industry (utilities and renewables), but on companies with operations or production in Germany which may
be impacted by increased energy prices.

Coal Seam Gas

Our oils and gas analyst continues to monitor regulatory and legislative initiatives in the Australian coal seam gas
industry. Coal seam gas ("CSG") is often promoted as a transition fuelin a carbon constrained world as gas
emissions are generally lower than coal. C5G is then converted to Liquefied Natural Gas (" LNG"). The C5G
industry in Australia has seen recent development in the local market, resulting in increased publicity regarding
LNG developers accessing rural agricultural property, water reservoir depletion, and contamination and
encroachment on cropping lands.

Our analyst continues to monitor this issue in three ways: geography and exposure of operations to population
centres, status of CSG drilling permits, and company policies / procedures in regards to tand access and
community concerns.

Land ownershlp / land access

A major issue impacting the Australian oil & gas companies that are developing LNG projects has been
land owner issues. There are community concems about the impact these projects are having on the
environment (water table & impairment to cropping land). Community groups such as "lock the gate"are
developing which has prompted state government to propose strategic cropping land legislation.

Fil's oil & gas analyst has been working to understand how companies are handling community
relations and environmental concerns of such projects. For example, our analyst has been having
costructive dialogue with Santos Ltd. and smaller copal seam gas players regarding these issues. Actions
we have been particularly supportive of include:

e Individually visiting farmers to educate them and seek approval to enter their properties vs.
sending court orders through the mail as they are allowed to do after a certain period.

® Contacting other, mostly foreign, companies at the CEO level to encourage similar behaviour
with the understanding that all coal seam gas ("C5G") companies face similar challenges.

e Development of proactive community action plans and educative advertising campaigns.
e Altering drilling plans to reduce the impact on topical land use such as cropping.

TAYSIDE EQUITY MANDATE



Appendix Environmental, Social & Gov ("ESG") Overview - Q3 2011

Brand Equity & Reputati | Ris}
Negative perceptions of a Company's product supply chain can affect sales and brand equity; retailers are
particularly exposed to such risks. First, companies that fail to screen suppliers adequately may unknowingly
encourage dangerous and/or repressive working conditions, Second, if retailers lack appropriate controls over their
supply chain (for example, due to lack of Company presence in the sourcing countries), they may be exposed to
product safety risks, which could lead to product recalls, fines or lawsuits. Finally, as consumers become more
sensitive to the overall sustainability and ethics of supply chains, companies that do not take account of these
issues may face reputational risks.

Local communities

As discussed in previous reports, FiL's mining analyst continues to discuss public concerns arising from mining
operations in Orissa, India. Scrutiny has been placed on the region following publication of reports by Amnesty
International in February 2010, and July 2011 urging investors to engage with Vedanta Resources on environmental
risks, human rights concerns and corporate governance. FIL continues to monitor the situation and is in dialogue with
the companies regarding management of ESG issues.
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