REPORT TO: SUPERANNUATION INVESTMENT SUB-COMMITTEE OF THE
POLICY AND RESOURCES COMMITTEE - 19 MAY 2008

REPORT ON: SOCIALLY RESPONSIBLE INVESTMENT - SIX MONTHLY REPORT
REPORT BY: HEAD OF FINANCE
REPORT NO: 280-2008

1 PURPOSE OF REPORT

This report reviews the progress by the Fund Managers regarding the positive engagement
strategy approved by the Sub-Committee on 23 February 2000.

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 31 March 2008.

3 INTRODUCTION

On 23 February 2000 the Sub-Committee approved a report prepared by Hymans
Robertson, the Fund's consultants that the Fund should adopt a strategy of positive
engagement with the companies in which it invests. The four action areas were identified as
Employee Care, Human Rights, Sustainability and the Environment. This report reviews
how the individual Fund Managers have implemented this.

4 ALLIANCE BERNSTEIN

Alliance Bernstein have specifically looked at climate change. They have identified two
companies potentially affected by legislation. This 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

Fidelity's policy and recent engagement activity is shown at Appendix 3, together with two
key issues they have identified - healthy food and black empowerment.

7 OVERALL CONCLUSION

The managers have continued to demonstrate a commitment to this activity and have
addressed a wide variety of issues with companies.
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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 CONSULTATIONS

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

10 BACKGROUND PAPERS

None.

MARJORY M STEWART
HEAD OF FINANCE 14 MAY 2008
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European Utilities: Assessing the Impact of Climate Change
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The Regulatory Impact of Climate Change Can be Profound

Source of Power Generation Change in Normal EPS From Base Case
Percent of Company Total
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Company Engagement

Bunzl

Bunzl is specialist distribution company with operations across the
Americas, Burope and Australasia servicing customers across
several market sectors including catering, contract cleaning, safety,
retail, healthcare and vending. It is part of the supply chain for
many customer facing businesses. Being confident the company has
considered the business risks and is taking advantage of the
opportunities presented to it as a result of the increasing awareness
and environmental expectations is a relevant consideration during
the investment decision making process. We met the Chairman and
Corporate Responsibility Manager to discuss these issues.

Environmental, social and governance (ESG) risks are relevant to
Bunzl's operations firstly in its own operations, and secondly in the
products it supplies to its customers. It is very conscious of
ensuring the ESG risks associated with its own business are well
managed, this is important because of the global nature of its
business and because it grows primarily by acquisition rather than
organically. We are confident the company has the appropriate
management practices in place to manage any concerns.

With regards to its customers, Bunzl supplies the products they
want to buy and providing a 'green' product range is a new niche
market which it expects to continue growing for the foreseeable
future

Cairn Energy

Cairn Energy is an UK listed oil and gas exploration and production
company which has operations (primarily) in India, Bangladesh and
Nepal, although it is extending its operations into Greenland and

Tunisia. In addition it is a 69% shareholder in Cairn India which it
successfully floated in January 2007,

Cairn Energy has a very stable Board with a number of directors
having been together for more than 9 years. From Baillie Gifford's
perspective this is extremely positive; they are the personnel who
have built the company into a FTSE 100 company and have had
some significant exploration and production successes. The one
governance concern however was whether there is a succession
plan in place. We had a meeting with the Company Secretary and
Corporate  Responsibility Manager to discuss this and other
Environmental, Social and Governance (ESG) issues. The company
has good ESG management practices which are particularly
important when entering a new country for exploration. Without a
good history of ESG performance a host government is less likely
to issue an operating licence. We have however suggested that the
company consider a succession plan and will follow this point up at
future meetings,

Hon Hai Precision Industry Company

Hon Hai Precision, a Taiwanese firm, is one of the largest
manufacturers of electronics and computer components worldwide
and mainly manufactures on contract to other companies. Among
other products it produces the iPod and iPhone for Apple
Computer; various orders for Dell and Hewlett Packard;
PlayStation 3 for Sony; the Wii for Nintendo; and the Xbox 360 for
Microsoft.

The company discloses no information about its environmental or
employee policies and management practices but given that they
are a design manufacturer for large global companies we believed
there were likely to be significant expectations from their clients for
good environmental and employee management systems. In
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Company Engagement

addition, the clients listed above carry out unannounced audits of
supplier  manufacturing  sites  and  non-compliance  with
environmental or employee management practices can influence
future business decisions and relationships. It was therefore
important for us to understand the company's approach to the
management of these issues.

The company confirmed that it is a member of Electronic Industry
Code of Conduct (EICC); does integrate the ROHS requirements
(the restriction of the use of certain hazardous substances in
electrical and electronic equipment); ensures products are
recyclable, reusable and recoverable; and does consider its social
responsibility very important. We have asked for an increase in
disclosure on these issues and will continue to monitor its progress.

Microsoft Corporation

For a company such as Microsoft whose growth markets are in the
emerging economies, there are significant pressures to ensure
growth does not happen at the expense of good business practice.
This is particularly relevant given Microsoft's history of
competition enquiries from countries and regions as diverse as US,
EC and South Korea.

Following our meeting last year (Q1 2007) with the Director of
Corporate Citizenship, we had a conference call to follow-up on a
number of points; primarily the implementation of corporate
responsibility strategy throughout the global network, and the
progress made on the Principles addressing free expression and
privacy.

Microsoft's country managers are expected to comply with the
company's Strategic Overview in these areas, so we asked to see
examples of different country plans in order to assess differences in

priorities  between countries. The Principles addressing  free
expression and privacy are currently being finalised and should be
publicly available by June 2008. We have asked to be kept
informed about their publication date as they will provide an
important  structure for future matters related to freedom of
expression and information.

Provident Financial

Provident Financial is the market leader in home credit in the UK
and Ireland. Lending money to those whom high street banks
regard as being too risky is a highly sensitive and sometimes
controversial business. Provident has to balance the provision of
credit at affordable prices to those who need it with the need to lend
responsibly and not to encourage clients to take on more debt than
they can manage.

The business operates via local agents who deliver the money to
their customers' homes and call every week to collect repayments,
there is an up front fixed charge with no default or penalty charges.
The main risks are agent security, customer satisfaction, reputation
and perceived value for money, and compliance and fraud.
Problems in any of these areas would impact the financial strength
of the business. We met the Managing Director of the Consumer
Credit Division who gave a comprehensive overview of the
business, focussing on their risk management and mitigation
measures. We are confident that the business has considered and
manages all of its significant and material risks.

Reed Elsevier (UK)

This is an international publisher of information for professional
users. The business is divided into three operating divisions:
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Company Engagement

Science and Medical, Legal, and Business. From an environmental
perspective, the business is in a low impact sector. Two areas they
are Jooking at however are their paper sourcing (they are becoming
FSC (Forest Stewardship Council) compliant) and energy usage at
data centres. This should ensure they are fully prepared for any
future increased environmental expectations of them from
customers or governments.

From a governance perspective, the company has operations
globally and is listed on the United Kingdom, Dutch and US stock
exchanges. In order to fulfil the corporate governance requirements
of all three exchanges, the company has comprehensive disclosure.
In addition, for its activities in China, a 'China Chairman' has been
appointed who is responsible for the Chinese business and
communicating with the Chinese government. This should help
ensure Reed Elsevier understands the different risks and
expectations of operating in the Chinese market and minimise any
political risk associated with its publishing operations.

Reed Elsevier has significant governance environmental and social
policies which are forward thinking and in accordance with best
practice.

Rosneft

Rosneft is a Russian energy company, with oil & gas projects in the
South, North and far East of Russia and Siberia, as well as in
Kazakhstan and Algeria. We invested in the company because of
its significant access to resources and despite its poor corporate
governance arrangements. The Russian Government is the majority
sharcholder and the Head of Investor Relations confirmed both that
the Government makes the majority of decisions with regards to
Rosneft and that within the Articles of Association there is no
mechanism to protect minority shareholders. The company did go

on to state that as over 156,000 Russian individuals are
shareholders, the majority of whom are public sector employees or
retired, we should be assured that the company's share price,
dividend policy, production and growth expectations are aligned
with our own - the government would not want to ‘hurt’ this
sensitive group. In addition we discussed the company's
environmental, health and safety policies which appear to be closer
to expected practice although we have encouraged the company to
increase its disclosure in 2008,
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Appendix Corporate Social Responsibility Report - Q1 2008
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 Appendix Corporate Social Responsibility Report - Q1 2008

issue: Healthy Food, Healthy Growth
Y b,

Background:. An vagoing sres within our CSR research & engagement is to encourage companies in the focd sector to adopt effective responses
t the sgues of conswmer health and obesity. Food companies that take action can help to offsat the prospect of costly and time-consuming
repdation, while at the sama time benefiting from an increasing in T AMIONg CONSUMer grougs i the health benefits of good nutrition. On the
fatter v b seen svidence that o ance is mm..@ from ewnvday for o:is ( at are good for you, towards toncepts of ‘positive’ or ‘optimal’
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by anather 5 or & percentage points. D research objective this quarter was to dentify the key players that are well positioned i this latter,
Synenic food segment,

El

emarging that mereass o incorporate beneficial ingredisnts into our food, for exdw{:le biclogically
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# years it @ vow, the specific focus on food & heakth bas ganed wore amphasis since 2004, Another competitive parameter of this business is
Sendiug-adge dustrial processes that srable compounds 1o be incorparated into foods wihout detracting from their teste or texture. It is
mw:*e&%a 1 expect that = suppliers assisting food companes in addressing consumer haalth & wellness will also benefit from the growth trend
et oasthmad 1o ws its range of rechnclogical g wrable manufactusing of healthy solutions with 'no compromise on taste’.
wd for greater RED, whether to develop new products or to support health dam\s made for curent products, becomes a strong
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s o the South African govermment to review the BEE poiicy and simplify the complex regulations
that s i pliace, which am cousing headaches for policy makers and businsss afike. Significant scandals have emerged about 'BEE-fronting’, when
iy Sohstans v stacdy} that npanies have fraudulently oresented their BEE status to win government
omtracts. Expeets sey Mt thers are many types of BEEfronting, but the most commor s that of companies listing fictitious black sharsholders,
sty ara cften unavare and receive no benefits. At the same time, a whole service industry has grown around the BEE policy, with consultants and
s schiising busiosss on how to navigats the complex legislation. BEE is also the ovject of an ideological tussle within South
hop Desmond Tutu has spoken strongly abiout what is seen as “black oligarchs’ that have benefited whils doing fittle to
5 i salth meguality sidy by the International Monstary Fund IMF - a non-governmental organisation) also expressed
calling for safeguards to fimit the concantration of wealth, while there is growing awarsness among the government that
sres need 1o L wtrochinad 10 make the BEE policy more ‘broad-hasad’ and ‘sxpand the paot of beneficiaries’
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