REPORT TO: SUPERANNUATION INVESTMENT SUB-COMMITTEE
OF THE FINANCE COMMITTEE - 19 MAY 2004

REPORT ON: SOCIALLY RESPONSIBLE INVESTMENT - SIX MONTHLY REPORT
REPORT BY: DEPUTE CHIEF EXECUTIVE (FINANCE)
REPORT NO: 393-2004

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
2004.

3 FINANCIAL IMPLICATIONS
There are no financial implications.

4 LOCAL AGENDA 21 IMPLICATIONS
As part of the Fund's policy on Socially Responsible Investment, its investment managers
are required to engage with companies on matters of social responsibility including
Sustainability and the Environment.

5 EQUAL OPPORTUNITIES IMPLICATIONS
The Fund's Socially Responsible Investment policy requires investment managers to
engage with companies regarding their performance in relation to Employee Care and
Human Rights.

6 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.

7 ALLIANCE BERNSTEIN
A summary of engagement activity over the last six months is shown at Appendix 1.

8 BAILLIE GIFFORD
Baillie Gifford are reviewing their voting procedures to ensure all votes are cast as
intended. This is in response to recommendations made by Paul Myners in "Review of the

impediments to voting UK shares".

A summary of recent engagement activity is shown at Appendix 2.
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9 FIDELITY
Fidelity's policy and recent activity are shown in Appendix 3.

10 OVERALL CONCLUSION
The submissions by the Fund Managers continue to show that they are devoting significant
resources to this area and by allowing each to use its own means of targeting companies
the Fund has been able to address a wide range of issues.
The "Review of the impediments to voting UK shares" has indicated some obstacles to
managers being able to ensure all their votes are cast correctly. It is expected that this will
lead to improvements to ensure manager votes support their engagement activities.

11 BACKGROUND PAPERS
No background papers, as defined by Section 50D of the Local Government (Scotland) Act

1973 (other than any containing confidential or exempt information) were relied on to any
material extent in preparing the above Report.

DAVID K DORWARD
DEPUTE CHIEF EXECUTIVE (FINANCE) 12 MAY 2004
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ALLIANCE BERNSTEIN
ENGAGEMENT ACTIVITY
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Meeting Subjects
Stocks attended by |[Discussed Outcome
Discussed steps to formalise arrangements with
mpl and tenants. Th nicated their
Enterprise  |Legal Stakeholder employees nants .e.y commu I .
| Counsel lssues health and safety code, policies on equal opportunity and
nns Y diversity and a code of practice that sets out the
relationship between them and their tenants.
Executives in Initiated and is now implementing all 72
Corporate . .
. recommendations from action team on Alaska safety.
Responsibilit | Safety / ) . R
BP . Continuous improvements in LTI frequency over 19
y & Social Products : . - .
Policy years. Bernstein to receive periodic updates on specific
.g. BT .
Department areas e.g. BTC, Tangguh
. Meets the new FTSE4Good environmental and human
. Environment | . L . .
Director of / Human rights requirements. Constantly reviewing their policies
Corporate ; with regards to social, environmental and ethical issues.
Rexam - IRights / ) o "
Communicati They are in the process of compiling a formal "Code of
Corporate 8 ) . . )
ons Conduct" under which all their policies on these issues
Governance | .
will fall.
Executives in Continue to progressively eliminate the use of
the refrigerants that cause ozone depletion or contribute to
Unilever Environment |Refrigerant |global warming. At the end of 2002, 75% of their 1.6
al and Social |Usage million cabinets were HFC based and this proportion is
Activities growing rapidly as their old ozone depleting cabinets are
Department replaced.
They have reduced pollution incidents by over 85% in
Kevin last five years. No environmental incidents during 2003
. Environment [as of 9 December. Of the 7 incidents in 2002, 4 were
Kelda Group {Whiteman .
(CEO) / Safety caused by blocked sewers, some of which were caused
by vandalism. They will continue to allocate capital in the
next review period to security against vandalism.
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Stocks

Meeting attended by

Subjects Discussed

Outcome

Barratt

Development

Management

Areas in which
Barratt lagged
current standards

The firm plans to: outline its bribery & corruption policy
upon release of fiscal year results in a report to be
entitied "Corporate Responsibility"; increase the number
of non-executive and independent directors on its board
(absolute numbers and percentages) but does not want
to move "too quickly”; publish, for the first time, a report
titled "Report on Environment, Community and the
Workplace" this September 2004; and again publish its
record and policies on safety standards its
subcontractors have to abide by.

Pearson

CEO Marjorie
Scardino and CFO
Roan Fairhead

Deficiencies in the
composition of their
board

CEO made it very clear she considers both of Pearson’s
non-executive directors who have been on the board for
more than ten years (Vernon Sankey and Reuben Mark)
to be independent. For a start, both directors have no
financial relationship with the company (beyond
payments for acting as a director). Marjorie believes that
the true definition of an 'independent” director
encompasses this US definition, but also involves a
willingness and an ability to challenge the executive
directors when required. Because Vernon Sankey and
Reuben Marks are viewed as willing and able to
effectively challenge the executive directors when they
feel itis required, both are regarded as truly
"independent.” Pearson has, therefore, elected not to
comply with the Higgs Code on this point, but, instead, to
explain its position.

Unilever

Investor Relations

Labour practices in
hybrid cottonseed
production in India

A report commissioned by the India Committee of the
Netherlands (ICN) published in May 2003 made
allegations that multinational companies, including
Hindustan Lever Limited (HLL), were exploiting child
labour on cottonseed farms in India. HLL views the
allegations as extremely serious and substantially
unfounded. HLL made clear that there is no child bonded
labour in the workforce of HLL; the company observes a
strict minimum working age of 18 years, well above the
statutory minimum age in India, and there is no evidence
whatsoever that this has been breached. HLL was
adamant in its opposition to child labour and supports
ILO Convention 138 on the Minimum Age for Admission
to Employment.
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Stocks

Meeting attended by

Subjects Discussed

Outcome

Enterprise Inns

Legal Counsel

Stakeholder Issues

Discussed steps to formalise arrangements with
employees and tenants. They communicated their
health and safety code, policies on equal opportunity and
diversity and a code of practice that sets out the
relationship between them and their tenants.

Executives in

Initiated and is now implementing all 72

(CEOQ)

Safety

Corporate recommendations from action team on Alaska safety
BP Responsibility & Safety / Products Continuous improvements in LTI frequency over 19
Social Policy years. Bernstein to receive periodic updates on specific
Department areas e.g. BTC, Tangguh.
. Meets the new FTSE4Good environmental and human
. Environment / 3 ) - X -
Director of X rights requirements. Constantly reviewing their policies
Human Rights / - : R .
Rexam Corporate with regards to social, environmental and ethical issues.
o Corporate R " "
Communications They are in the process of compiling a formal "Code of
Governance . . R -
Conduct" under which all their polici
. ) Continue to progressively eliminate the use of
Executives in the X . .
Environmental and refrigerants that cause ozone depletion or contribute to
Unilever ) o Refrigerant Usage |global warming. At the end of 2002, 75% of their 1.6
Social Activities o . . S
million cabinets were HFC based and this proportion is
Department . X . )
growing rapidly as their old ozone depletin
They have reduced pollution incidents by over 85% in
Kevin Whiteman Environment / last five years. No environmental incidents during 2003
Kelda Group as of 9 December. Of the 7 incidents in 2002, 4 were

caused by blocked sewers, some of which were caused
by vandalism. They will continue to alloc
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APPENDIX 2

BAILLIE GIFFORD
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