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REPORT TO: SUPERANNUATION INVESTMENT SUB-COMMITTEE OF THE POLICY 

AND RESOURCES COMMITTEE - 4 JUNE 2012 

 

REPORT ON: SOCIALLY RESPONSIBLE INVESTMENT - SIX MONTHLY REPORT  

 

REPORT BY: DIRECTOR OF CORPORATE SERVICES 

 
REPORT NO: 220-2012 

 
 
 
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 31 
March 2012. 

 
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 the Head of Democratic and Legal Services have been 
consulted in the preparation of this report. 

 
10 BACKGROUND PAPERS 

 

 None 
 
 

 

 

 

 

MARJORY M STEWART 
DIRECTOR OF CORPORATE SERVICES     24 MAY 2012 
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Company Engagement Report

Gazprom OAO Gazprom is the largest natural gas producer in the world. It owns and controls the gas
pipeline infrastructure in Russia and enjoys a monopoly on Russia,, gas exports The
government owns over 49% of the company. We have been engaging with Gazprorn over
a number of years with the aim of gaining additional information and improved disclosure
on governane5 safety and environmental matters. We recently had the opportunity to
discuss a range of issues with the only independ director on the board. Progress
includes changes in dimctors’ fees, replacement of government officials on the board with
an independent director and improvements in disclosure. We will continue to encourage
improved disclosure and communicate the views of minority shareholders.

International Game Technology International Game Technology (IGT) is a US-based global gaming company specialising in
the design development marnjfacture anti marketing of electronic gaming equipment and
systems produc. We arranged a conference call with the company to discuss our
concerns regarding its executive rernuneratf, policy. These included the large retention
awards granted during the year and the lack of performance conditions attached to the
Long-Term Incentive Plan (LTIP) awards. Based on these concerns, we Opposed the
remuneration report at the company’s AGM. IGT has subsequently become our first US
holding to have its remuneration report voted down by shareholders since the introduction
of the ‘Say-on-Pay’ proposal in January 2011. We will be engaging with the company in
the future to help it to develop a remuneration policy that better aligns management and
shareholders’ interests.

Samsung Electronics Co Samsung Electronics Co. is a Koreabased company, principally engaged in the provision
of consumer electronic products We had a conferen call with investor relations to
discuss two governance issues we have previously discussed with the company -

executive compensstion and ‘bundling’ of resolutions at the company’s .4GM. In the past,
there was little disclosure about the remuneration structure and all directors were
approved or Opposed in a single vote, rather than individually. Amendments to the
executives’ emunenj1will see payment under a long-term scheme deferred for three
years following each performance period. The removal of the previous single lump sum
brings the plan more into line with best practice and serves to enhan management’s
responsibility and alignment with Shareholders It is common practice in KOrea to bundle
several meeting proposals into a single resolution This generally applies to the election of
directors. We are uncomfortable with this practice as it preclud5us from voting on the
election of directors individually, reducing our ability to hold directors to account.
Therefore following previous engagemen5where we expressed our view on this issue, we
were pleased to hear that for future shareholder meetings the company will unbundle all
resolutions outlined in its meeting agendas.

staprint NV. Vistaprint is a US-based online provider of customised marketing products and services to
small businesses worldwide Following an internal review of US remuneration practices, we
arranged a conference call and sent a letter to the company to outline concerns we had
with its executive compensation policy. These included the lack of performan05conditions
attached to Long Term Incentive Plan (LTl awards, the increased Restncted Stock Unit
(RSIJ) and stock option grants awarded to executives, and its policy & maintaining the
monetary value of awards regardless of company performance We subsequengy opposed
the remuneration report at the company’s AGM, where a significant proportion of
sharehoIde withheld support. Ahead of proposed amendments to its remuneration
policy in 2012, we arranged a follow-up call to provide additional feedback and guidance
as to how the company can improve its remuneration structure. We emphasised the need
to increase transparency and simplicity of the plan, as well as the introduction of stringent
performance targets linked to the company’s long-tern, strategic aims. The dialogue is
ongoing and we look forward to continuing our engagem with Vistaprint to establish an
executive remuner&ion policy which provides effective alignment between management
and shareholders’ interests.

APPENDIX 2
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Company Engagement Report

Tesco PLC We have spoken to a number of Tesco company representatives over the past SIX or more
years, discussing issues ranging from shareholder resolutions on labour rights in
Bangladesh factories, to executive remuneration, developing country supphers, its US
operations, labelling, and environmental performance The company has not been the
most forthcoming in discussing some of these issues and we have mentioned in a
previous note that we had encouraged the Chairman to improve board engagement on
such issues In future. Within the past 12 months, there has been a change of CEO and a
new Chairman has been appointed. This Is likely to bring cultural and operational changes
We met the new Chairman. Our discussion covered board make-up and dynamics, as well
as global challenges Tesco currently faces, including Its operations in China and the US.
The Chairman acknowledged our previous comments regarding the quality of some of our
meetings. We should expect more open and transparent discussions, as well as changes
to the board personnel. We will continue our engagement with the company.

Travis Perkins Travis Perkins is a leading supplier of building matenals in the UK. Last year, we opposed
Its remuneration report and the total vote against was 39.9% due to the CEO’s salary
increase and the unchallenging performance targets used in the Performance Share Plan.
We informed the company of our concerns and agreed to follow up on this issue at the
beginning of 2012. in addition, the board 45 keen to provide the new deputy CEO with an
appropriate remuneration package to ensure that he remains with the company for the
foreseeable future, although it has not yet made any significant ohanges to the
remuneration structure, Following last year’s large vote against the schemes, and the
requirement to retain key employees, we have encouraged the Remuneration Committee
to allow time for engagement with shareholders to minimise the risk of a second Iar9e

_____________________

oppose vote which would not be in the company’s or shareholders interests.
Wood, John Group John Wood Group provides engineering and other services to the oil end gas industry We

met the Chairman and the senior independent director to discuss the integration of the
newly acquired PSN business, succession planning and the subsequent board appraisal.
The two bosinesses had different business cultures; Wood Group having a more
entrepreneurial decentralised management and PSN being managed more centrally. The
integration of the businesses is progressing and should be completed within two years.
We ll continue to engage with me company on the progress of this prciecI. The
acquIsition has also Introduced additional high calibre senior management who have
remained Within the new structure, enlarging the pool of potential board executives,
important for succession planning The board appraisal process identified areas where
increased diversity among non-executives in tents of engineenng experience and
geographical knowledge could be beneficial. As described, there are a number of
governance changes happening at this company and we will continue to ensure we remain
up-to-date with developments



ENVIRONMENTAL, SOCIAL & GOVERNANCE REPORT (ESG)

Health & Safety

A safe and healthy workplace cantnbutes to a company s aperatianal efficiency Companies with poor health and safety policies &records may face prasecutian fines and potential withdrawal of their licence to operate in certain markets As port of our ongoing
assessment of health and safety practices, our oil and gas analysts continue to examine practices across the sector, inclusive ofimplications at Total 54 in respect 01 the Eigin Franklin incident on 27th March. As at the time of this publication the exact cause of theincident are unknown although the company has communicated that there is no evidence of human error and that oil workers havebeen removed with the Elgin installation.

Brand Equity & Reputational Risks

Negative perceptions of a Cornpanys pro-dud supply chain can affect soles and brand equity; retailers are particularly exposed to suchrisks. First, companies that tail to screen suppliers adequately may unknowingy encourage dangerous and/ar repressive working
caditions Second if etailers lack apprap ate car als ave heir supp chain (to examp e due to ock 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 asconsumers 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

Supply Chain

During the quarter Apple Inc. announced the launch alan in-depth supplier audit in collaboration with the US based Fair Labour
Association concerning all aspects of working and living conditions at its suppliers Falloing this announcement Apples supple
Faxconn Technology Group ( Faxconn ) announced a retrospective wage increase for its Chinese workers effective 1st February This is
the third wage increase at Foxcann since 2010 FIL analysts continue to assess the impact of increased supply chain costs within their
respective sectors.

Human rights — sanctions

FIL analysts continue to monitor sovereign considerations in Burma From 1962 to March 2011 Burma was ruled by a military junta The
first general election in 20 years was held in 2010 This election was hailed by the junta as an important step in the transition from
military rule to a civilian democracy, although apposition groups alleged widespread fraud and condemned the elections. Many westerncountries maintain sanctions an Burma. In December 2011, the US Secretary of State officially visited Burma where she met with bath the
President and opposition leaders. During this visit Mrs Cunton said that the US would be wii-ting to consider easing sanctions if further
progress was made towards political reform. FIL analysts covering companies operating in this region continue to monitor this situation.

FL Highly Contidential Informntion

APPENDIX 3


