REPORT TO: SUPERANNUATION INVESTMENT SUB-COMMITTEE OF THE POLICY
AND RESOURCES COMMITTEE - 23 NOVEMBER 2009

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

REPORT NO: 553-2009

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 2009.

3 FINANCIAL IMPLICATIONS

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 has again looked at executive compensation and is
shown at Appendix 1.

5 BAILLIE GIFFORD

A summary of recent engagement activity is shown at Appendix 2(a). This shows the
wide range of topics covered and the diversity of companies approached. A new policy
document summarising their results in following the United Nations Principles of
Responsible Investment is shown at Appendix 2(b).

6 FIDELITY

At Appendix 3, Fidelity if process and policy is shown together with examples of issues
they 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.

Whilst the fund is still committed to the United Nations Principles of Responsible

Investment, it is not currently resourced to formally sign up and introduce the self-
assessment procedure.
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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 STEWART
DIRECTOR OF FINANCE 16 NOVEMBER 2009
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APPENDIX 3

Appendix Corporate Social Responsibility Report - Q3 2009

FIL's policy on Corporate Social Responsibility (CSR)

L Fidelity believes that high standards of corporate social responsibility (CSR) make good business sense and
have the potential to protect and enhance investment returns. Consequently, our investment process takes
social, environmental and ethical issues into account when, in our view, these have a material impact on either
investrment risk or return,

®  We recognise and support the view that social, environmental and ethical best practice should be encouraged
and can often enhance long term financial return.

L We do not screen out companies from our investment universe purely on the grounds of poor social,
environmental or ethical performance. Instead, we 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 CSR.

FIL's process for CSR Analysis & Engagement

L Our approach involves active engagement because we believe that the best way to have a positive impact
on a company's CSR profile is to engage in dialogue. Our experience over the years supports this
approach.

® In Europe, we are progressing towards a model where CSR issues become embedded in the core
evaluation process and thus investment anaiysts may consider how these issues relate to the investment
prospects of the companies they cover. This analysis is part of the process of understanding the sustainability
of certain business models and identifying company growth opportunities.

®  The investment analysts engage with companies where we perceive that environmental, social and ethical
issues could have a material impact on shareholder value.
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General Meetings/Activities on CSR issues

1. The Impact of Regulation
® The Carbon Market:

We continue to monitor how the EU limitations on emissions under its Emissions Trading Scheme (ETS), approved in
2008, affect companies in which we invest. The ETS limits the carbon dioxide {CO2) emissions allowed by certain
industries and requires companies seeking to emit above those limits to purchase the requisite amount of credits/
allowances creating a secondary market. Companies that can reduce their direct and indirect CO2 emissions are
potentially at a competitive advantage in markets where there are limits on carbon emissions.

(i) European Climate Exchange

During the quarter, Fidelity met with a representative of the European Climate Exchange (ECX) in order to discuss the
ECX view with regard to the development of the carbon market in the context of the EU ETS. The ECX offers future
and spot contracts for European carbon emission allowances {(EUAs) under the EU ETS. In 2008, 2.8 billion tonnes of
CO2 were traded on the ECX. Currently, the ECX accounts for 90% of the global CO2 allowances market. The price
of carbon emission allowances is driven by constraints set by the EU on industries covered by the ETS. During the first
ETS trading period (2005 - 2007), an over allocation of EUAs drove down the price of carbon emission allowances.
Currently {under the second ETS trading period which began in 2008 and ends in 2012), more stringent emission caps
are resulting in a higher price for carbon emissions. However, macroeconomic and technological factors, which may
contribute to the reduction of CO2 emissions, may counteract this trend. Also, the price of coal, oil and gas are a
factor in determining the number of EUAs that emitters require.

(i) Renewable energy - wind & solar power

In June, the US House of Representatives approved the American Clean Energy and Security Act {the Climate Bill),
The Bill aims to: (i) set greenhouse gas emissions reduction targets for industries; (i) set up a target for the electricity
to be generated from renewabiles; (iii) create a federal “cap & trade scheme” of carbon credits/allowances in the US.
The Bill is currently under debate in the US Senate. Recent announcements from the Senate indicate that the
greenhouse gas emissions reduction targets for 2020 may be set at 20% below 2005 levels. Additionally, under the
proposed Bill, proceeds from the purchase of carbon allowances by industries are intended to be directed to funding
clean and renewable technologies. European companies with US operations are likely to be affected by the proposed
legislation and the resulting increase in investment in renewable energy projects.

A number of European companies’ US operations are already benefiting from the US stimulus package disbursed by
the U.S. Department of Treasury, which enables wind farms to receive a cash grant for 30% of capital expenditure
required to invest in wind-power generation. During the quarter Fidelity analysts met with wind-farm developer
lberdrola Renovables. The company is one of the most successful applicants for US wind-farm grants. Wind turbine
makers like Vestas also continue to invest in the US in anticipation of future growth in renewables based on US
government support. Fidelity analysts met with Vestas to discuss the opportunities for the company in the US market.

In September, Fidelity analysts and fund managers attended the European Solar Power Conference in Hamburg and
met with over 20 companies involved in the solar power generation industry.

One of the general topics for discussion was potential amendments to government support for solar energy in key
markets. For example, Germany has introduced plans for a reduction in solar power feed-in tariff subsidies (these are
payments for electricity generated by renewables resource and contributed to the grid). The analysts also discussed
challenges to new entrants to the solar power sector with Renewable Energy Corp. and Wacker Chemie.
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® Energy Effidency:

Companies that develop products to reduce energy use may be at a long-term advantage in markets where there are
constraints on carbon emissions. Over the past quarter, Fidelity's analysts have had regular contact with companies
{Siemens, ABB, Schneider, Philips, Legrand) which sell low, medium and high voltage electrical products, lights and
controls, which may help to reduce electricity use.

® Sustainable Transport:
{i) Electric cars

In December 2008, the European Parliament passed regulations limiting future emissions from automobiles.
Therefore, companies that develop products reducing automobile emission, as well as manufacturers developing cars
with low emissions are likely to benefit. Fidelity’s automobile analyst has identified the development of electric and
hybrid cars as pivotal for automakers and there are ongoing discussions with regard to mass market production of
electric vehicles with all companies within the sector. For example, BMW has significantly reduced the CO2 emissions
of part of its fleet and is planning to introduce hybrid fuel options on selected models. In contrast, Daimler’s fleet
emissions are one of the highest in the industry. In 2009, Daimler acquired a stake in electric car producer Tesla, which
has been commissioned to equip a trial fleet of electric Smart cars. Volkswagen has focused on improving the
efficiency of diesel engines. However, it is planning to introduce hybrid technology in selected models next year.
Renault-Nissan has partnered with utility companies and governments across Europe to develop charging point
networks for electric cars. Comementators have noted that electricity pricing and taxation will be an important factor
for the economic success of electric vehicle projects.

(i} Air Transport

The EU ETS aims to limit aviation emissions with effect from 2012. The European Commission has indicated that it
would likely decide the level of ETS emissions cap for airlines by mid-2010. Consequently, Fidelity continues to
engage with all airlines and aircraft engine manufacturers to discuss options for fuel use reduction. In the meantime,
the International Air Transport Association has called for a global sector approach to cutting aviation CO2 emissions
from 2012. The proposal includes a target for the average improvement of fuel efficiency and a plan to use offset
carbon credits to achieve a 50% absolute CO2 emissions cut by 2020 (compared to 2005 emission levels).

2. Brand Equity & Reputational Risks

® Supply Chain Issues:

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.

(i} Supply Chains Ethics

During the Quarter, Fidelity contacted Tesco plc and Wal-Mart to learn more about how these retailers monitor and
audit their global supply chains.

Tesco explained to us that over the last 18 months it has undertaken a major review to strengthen its Ethical Trade
Strategy. The new strategy will include a greater number of unannounced audits of suppliers. If the auditors discover
instances of non-compliance with the standards of the Ethical Trading Initiative (ETI) Base Code for Suppliers, suppliers
are given six months to address any concerns. For example, in a footware factory in China, Tesco identified issues with
excessive overtime due to ineffective scheduling and provided training to remedy the matter.
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Additionally, Tesco described that it recently learned that children were working at a mica mine in India which mines
an ingredient used in cosmetic products Tesco sells. Tesco has attempted to address the problem by contacting the
mine directly but, as a comparatively small buyer from the mine, it has had no success. Therefore, it has involved other
companies which source mica from this mine through the ETI in order to resolve the problem. If Tesco's concerns
about the mine’s labour practices are not addressed within 12 months, Tesco has committed to cease trading with this
mine.

Tesco recognises that its current knowledge/assessment of its supply chain in certain markets can be insufficient to
identify all relevant risks. Therefore, Tesco has set up a long-term programme called “Getting to the Truth” which aims
to build expert teams who understand supplier risk in individual markets.

Fidelity also engaged with Wal-Mart to learn about its ethical sourcing and supply chain standards. The company
detailed the structural changes in supply chain management that it has implemented over the past year. This new
structure, officially launching later in 2009, will bring together the global sourcing and the supplier audit oversight
functions at Wal-Mart.

tn July, Wal-Mart announced plans to develop a worldwide sustainable product index. The index will establish a single
source of data for evaluating the sustainability of products and will be publicly available. The company will introduce
the initiative in three phases, beginning with a survey of its global suppliers. The survey includes 15 questions that will
serve as a tool for suppliers to evaluate their own sustainability efforts. The questions will focus on four areas: energy
and climate, material efficiency, natural resources, and workforce and community.

Fidelity continues to monitor efforts by Nucor {the steel company) to increase the transparency of its supply chain. By
way of background, we engaged with Nucor last quarter to discuss the context to a shareholder sponsored proposal
at the Company's AGM in May. The proposal stemmed in part from a 2006 press article, which contended that Nucor
purchased pig iron made with charcoal allegedly produced by coerced labour in the Brazilian Amazon. During the
quarter, Nucor confirmed to us that it has not purchased pig iron from Brazil for the last year due to the economic
situation and sufficient pig iron inventory stock.

(i) Product Sustainability

During the quarter, Fidelity met with U'Oreal who presented to investors their strategies to develop the use of
sustainable ingredients within their products. Currently, 40% of raw materials used by L'Oreal come from sustainable
sources. In instances where supplies are scarce or subject to potential regulation, L'Oreal has tried to reduce its
exposure and find sustainable alternatives. For example, the company stated that the expansion of palm oil
plantations will likely be regulated because it is implicated in the destruction of rainforests. L'Oreal has been trying to
reduce its exposure to the use of palm oil and currently uses it only in products where there are no alternatives. L'Oreal
also discussed its efforts to minimise the impact of its products on the environment and on biodiversity. To this end,
products are tested on small organism food chains to evaluate their environmental impact. In 2008, the results of a
number of the biodiversity tests for products did not meet L'Oreal’s standards and the company consequently did not
submit patent applications for these products.

Source : Fidelity {30/09/09)
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