REPORT TO: SUPERANNUATION INVESTMENT SUB-COMMITTEE OF THE
POLICY AND RESOURCES COMMITTEE - 19 NOVEMBER 2007

REPORT ON: SOCIALLY RESPONSIBLE INVESTMENT - SIXMONTHLY REPORT
REPORT BY: HEAD OF FINANCE
REPORT NO: 567-2007

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 30 September
2007.

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 BP. They have used these concerns to reduce
their valuation of the company. 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 - energy and water scarcity.

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 13 NOVEMBER 2007
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Company Engagement: BP - Looking Beyond Public Relations

BP Is Highly Rated by SRI Organizations... ...but We Had Concerns

# Self-acolaimed champion of responsible operations: not just & Texas refinery explosion kills 15 (March 05}
“legai compliance”™ bul meeting “universal standards of

individual and collective behavior® ® OSHA puts BF on safety watah list {Aprit 05)

® Climate change = Humgane {)ef“mls ciamag_es Thuntder Horse facility,
revealing design flaws (July 05) _

& Development
P B Pipeline spilt at Prudhos Bay (March 06)

®  Sustainability reportin
ty reporting # BP accused of manipulating propane prices (June 08}

# US Government investigates BP for manipulating crude off
prices (August 06}

% Prudhos Bay oil field closed due o pipeline corosion
{August 06)

AfllancoBernstein
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We Adjusted Our BP Forecast to Reflect Actual Company Operations

Capital Expenditure
» Added US$500 million per year for US refineries

# Added US$500 million per year for other businesses
{e.g., Prudhoe Bay)

Production

% Reduced throughput from Texas City by 200,000
bpd in 2006 and 130,000 bpd ir:\ 2007

= Elirninated volumes for Atlantis and Thunderhorse
for 2006 through 2008

Long term earnings

# Reduced normalized EPS an additional 6% to
account for further outages and problems

(11)%

Normalized EPS (2010)

AllianceBernstein



APPENDIX 2

Company Engagement

BHP Billiton (UK)

For a global mining company, the management of environmental,
social and governance (ESG) issues is integral to all aspects of the
business. With the continuing growth and therefore increasing
energy and mineral requirements of India and China, there are
significant pressures and incentives for companies to increase
production to keep pace with demand. BHP Billiton is very aware
of the importance of managing its ESG risks and has extensive
reporting covering all facets of the issues. We met the CFO when
he was in Fdinburgh and be confirmed that rogardless of the
pressures 10 increase exploration and production that ESG
Inaiagement remains o priority. This company manages its BSG
risk in accordance with best practise and we will contie (o review
it to ensure this remains the ease.

Greggs

It is not unusual for a mid-cap UK company to have limited
disclosure on environmenial, social or governance isspes and for
Greges there are two areas where we balieve there is room for
increased disclosure, Firsily, on aspecis of the 'explain’ comporent
of the Combined Code's ‘comply or explain’, and, secondly, with
regard o food safety and healih & safety. We met the MD o
discuss these twi points,

The Combined Code suggests that the independence of g non-
executive director (NEDY) should be re-considered after Y years and
& board should articulate why & NED who has served on the board
for longer than 9 years remains ‘independent’, Greggs' Senior
Independent NED hus served on the board for 26 years. On enguiry,
the MD explained that he brings a different perspective to the
bowd, views the business as an mvestor, and adds a robustmess to

board debates. We are considerably more satisfied with this
explanation than the one provided in the annual report and have
encouraged this level of explanation in next years annual report.

Food safety and health & safety are described at being at the
forefront of how the company operates but no further information is
disclosed about how they are incorporated. The MD acknowledged
that these two issues were very significant management issues and
that they are taken very seriously. We will continue to engage with
the company on this issue as there is scope for them to disclose
their policies and management practices. We would note however
that although there is litfle disclosare about the polictes, the
performance in this arca appears to be good as to date, there have
0ot been any customer healt scares,

Royal Bank of Scetland Group

Reputation for an international baak is imperative for iis costinued
growth and profitability. The integration of corporate responsibility
(CR) principles into the Group's business operarions is an important
component of reputation managemens and, when stccessful, can
enhance business opportanities and minimise repotational risks,

RBS has been improving its CR function and the governance
structures around policy implementation for a couple of years, and
this year there has been significant improvenent,

Following a stakeholder survey in 2006 which identified fhe key
CR issues (which inchuded financigl crime, lending practises,
financial inclusion and project finance), the importance  and
conumercial value of CR was identified and reported to the board,
This bas increased board recogmition of the role CR has in
maintaining and improving customers’ parceptions of the COMPANY,
In addition, with increased Board suppori, integration of CR




Company Engagement

throughout the Group is more likely to occur more quickly. We are
pleased to see this and have highlighted to the company that
currently the CR policies and reporting are predominantly UK
focused. The CR Manager agreed with this analysis and confirmed
that an objective for 2007/08 is to internationalise the CR function.
We look forward to the results.

Standard Chartered

Standard Chartered places considerable empbasis on the importance
of managing its sustainability issues, muking it one of their
differentisting values. Not only is this apparent when snalvsing the
company bot was also very evident when we met the Chairman
earlier this year, Having this backing from the Board is importand
but ensaring the policies are implenented by every employee is
equally important. This is where ensuring the communication
channels, the fraining programmes and monitoring of the policy
jmplementation is essential to easure the policics have an impact ca
the ground and are not just policy statements published oun the
website. We met the Senior Manager responsible for Sustainability
Reporting and Governance 10 try to get an insight as to how all the
policy staterments ase implemented throughout the group, 1o alt
businesses and geographies.

We have been very impressed with the enmergy and enthosiason
Standard Chartered has shown towards sugtuinability; the company
has provided us with numerous examples of their sustainability and
employee cngagement programimes and the meastable benefit the
company revetves from thoroughly implementing and reviewing its
sustainability policies,

We continue to be impressed with Standard Chartered's approach
and commitment to sustainahility.

Taylor Nelson Sofres

We were invited to participate in the remuneration consultation at
market research firm Taylor Nelson Sofres (TNS). We consider
this to be an opportunity to ensure that the interests of management
and shareholders are aligned. The proposed changes in director
remuneration focused on the annual bonus and the long term
incentive plan. Two changes have been made to the annual bonus
which we welcome. Firstly, part of the bonus awarded will now be
deferred for two years. Secondly, financial performance conditions
for the bonus have also been streiched. The significani change
made 1o the long term incentive plan was that TNS have underizken
to teview performance targets annually, this easures that
performance conditions remain sirciching, are linked into business
cycles, and i line with consensus estimates. This ensures that the
interests of management and sharcholders are aligned fo meel the
objectives of the cotnpany across a longer term horizoa.

Teva Pharmaceutical Industiries

Teva Pharmaccutical is principally focussed on the development,
production and marketing of generic drugs althongh it alse has
some branded niche products of its own. Originating from Isesel, it
has expanded imernationally and now generates most of itz sales in
US and Europe. Given this history, we expected its disclosure on
environmental, social and governance (FSGY issuwes i have
increased as it expapded, to incorporate best practice principles and
processes, This has not happened; there is very litile BESG policy
disclosure and no information about implementation, monitoting or
performance. We spoke to the Investor Relations Director and
discovered thut responsibility for ESG issues fie with the regional
offices and are therefore not a centralised fusction, We do not
helieve that this is a reason for not having any disclosure and have
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APPENDIX 3

,  Appendix Corporate Social Responsibility Report - Q3 2007

Fidelity's policy on Corporate Social Responsibility

[ 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 investment risk or return.

L] We recognise and support the view that social, environmental and ethical best practice should be encouraged as long as
the potential for financial return is not reduced. We favour companies committed to high standards of CSR and to the
principles of sustainable development.

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 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 attitudes. We strongly believe that this is the most effective way to improve the attitude of business
towards CSR.

Fidelity's four-stage process for CSR analysis & engagement

1. The CSR Analyst identifies engagement priorities, typically focusing on companies where we perceive that environmental,
social and ethical issues could have a material impact on shareholder value. These engagement priorities are discussed
with the relavant ressarch analysta.

2. Rackground research (s undartaken on speckic issues trough dislogue with brokers and othar interasisd sarvies (such as
non-govermmental organi i5h
3 CER 2nalyst holds dedicated TSR mestings with comparies,
4. 7 The findings from the meeting are reviewes by the CSR Anahst and research analyst and futuse engagement ohjertives
AGrART.
Recent company sngagement Note: YWe have beer in contact with the companies fsted below 1o discuss
envircnmental, social and ethical ssuss, either through face-do-face meetings, by slecorfamncs or in wilting.
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Appendix Corporate Social Responsibility Report - Q3 2007

Issue: The Global Energy Challenge

: Power generation accounts for about one quarter of global greenhouse gas (GHG) emissions and this will be further exacerbated
as global energy demands grow by as much as 60% over the next 25 years. Twao thirds of this increase will come from developing countries, as a
result of increased urbanisation and living standards. Zero growth is not the answer to the energy challenge and climate change, as energy is a
vital input to economic growth and poverty reduction.
There are currently four potential solutions for reducing CO2 from power generation — nuclear, ‘clean coal’, renewable energy sources and
energy efficiency. This quarter, we undertook a review of each of these areas to identify CSR issues and investment opportunities for each, and
to assess their growth prospects. Fidelity’s CSR Analyst was joined in this analysis by two Equity Analysts covering Coal and Renewable Energy
(Solar & Wind), with the output presented to the European and North American invastment teams.

m| ment: Coal is a fossil fuel that currently provides 40% of the world’s electricity, with reserves that are abundant, affordable and
widely available geographically. Yet, in general terms, coal generation emits twice as much carbon as a gas-fired electric-generation plant. In
addition to COZ, the combustion process of coal releases sulphur dioxide (SO2), nitrogen oxides (NOx) and mercury {(Hg). It is the dirtiest form
of electricity generation and therefore does not fit well into today’s climate change world.

Yet the environmental credentials of coal versus gas or other fossil fuels are often of little relevance in new-build decisions when there are
significant domestic coal resources available at low cost and soaring electric-generation demand. In 2005 alone, China added 70,000MW of new
capacity, predominantly coal-fired. The industrialisation of the East has already gripped the financial world in the form of global commodities as
China’s thirst for resources has caused shortages around the world. Yet the next step — continuing to provide the necessary resources and dealing
with the consequences in terms of climate change - is often not reviewed within equity analysis. The International Energy, Agency forecasts that
the dominant role of fossil fuels will see little change over the next 20 vears. What is likely to change is that the balance between tha thise maim
Foasil fusle - o, gas, coal. Coals wmle ax a primary anergy provider s 9oing t2 Incrsese 45 Ching, India and Rugsia ge through thair
naustiaisation process - thus putting sigaificant pressure on gioba; T02 emissions.

' There is a growing need i develop chean coal technology to deal with these comsequances. Currantly, the mest s¥icient way b reduce carbon
srmisslons fom the generation process is the raplacement of old capaeity with new stata-cf-the-art rechnclogy. The nest generation of
supsrertical pulvarised coal plants and Integrated gesificetion vornbined cyclss 1G00L, which Boast afficiency and raduce ermisslons, an
Deginning o be buitt arcuns the world. Here in Surope, this technoingical development is alsa Gmely as neasly 307 of axisting ganarating
apatity s now mors than 20 yaars old; this will riss 0 70% by 2020, Many Buropzan counwrizs will nead new slectvic-gentiation plants by the
beginning of the rext decades,

In the lenger term, the technelogy to separste carson in the powsr-genantion process is sull ot th test phase. The technoligy s availabla, but
can lead ko s overall afficiancy loes of show 10-15% - this doss not seem vary sigaificant but is infact sauivelent w0 almast ail the impravement
that has basn made in powengeneration tachnology over the s 20:30 yeara, In terms of the storage of CO2 - aither under water or land in
appraprats geologics! furmanons - there are & number of pilat projacis iv cperation. Mowsver, curent carbon copture & storage {SUS) projents
bave zn axperimenial charactsr, rather than siming at opemsting on & hege ndustrial scale aoy time soon, Cur anatysis of costs (o nily the

: mzjor shytacle, although as with any new lechnology is expected 1o rediuce over tine) indicstes it will not be & viable cption ury r 2015,

@b changa is liusly 1o ncrsase. Assuriing that market-based solutions remain

; the preferred mathod to lead tne teegition © low-cabon sconormies i Eutage, for slectriclly generstons it will mean that long-term power
erices sre unlely to fll, and carbon prices will fise to 2 e S ¥t inzentivise clean cosl technciogy. Sor European utifithes, this means
that the powerprioe story, which has slisady bean ane of the majer shars drivars cver e past four years, solid be prolonged. This improvad
smvironmental outicok for coal s alse 2 pesitive for te diversified miners Xstata, Angle Arerican and Bio Tinis

Homever, tha need for clasn coal gz an Important solution o of

- that is cost compatitive relative 1o conventional fyels. Muciesr fual

sty 40,000 megarmt-hours (MWhs! of slaeri

The key benefiis of ruslesr power are that it is a low-tarbun anergy sow

derived from ong lonne of nawwslly cccuming warium can produs ] Ay This is squivaient
te buraing 16,000 wnnes of cost of 80,000 bavals of sil. The ‘el Tk of nuchsar powar ars besed on the fact that it is one of the least
casbon-intensive lechnologies, with greenhouse gas ermissions o tag to approsimetely 9.2 1w 205ky COZ MW, comparad to 355kg

10 1242k SO for toseil fuel and 9.2kg- 278kg COZMWR for renewabic ensry |

25,

mis anc Esues remaining abou the disposs! of

¢ grow wee publle and potitical accsptance, becangs of salaty cone
seifc,

radioactive wasse. The indusiry's new generation of rencrors, designed snd to be buil by Arova, TeshibaWestinghouse and
have sigaificanty ireprovad efficiency fwhich, in twrn, redduces waste! and safety performancs. For axample, Sreva outiined 1o us s pa
ssfety-refatad aystams (het use aeturslly coouring forces such as gravity, natural cirulation and condarsatian, which actvete without the nesd
for humian intsnvsintion. Howeer, @ ey Gutsianding issus feeing the nuclear powar industty is the develppment of 2 faal, bigh fevel waste
(HUA] disposal method. Muclesr waste (s normally classifind as lowtevel, imermacbate or Righ-level arrording o the armount and ype of
radivactiviy. In Burops, the HLW is vitrified, which involves beating the waste strangly 1o produce a dry powdsr that it incoporased ioto Fyrex
ghass to imrncbilise the wasta. This is then ssoled into corgaion-rasistant metals, snd this wifl ultimately Be storad n burs! siles with stable ek
sucturas deep undengstund. However, long-term HLW repesitories have vet to be identifind, and public opitian is likely to ramain
centroversial unill these are apaerational.

The key barmiers io nucles

Asceptance of nuslsar powsr varias in Evrape by countrys those actively purasing new builds includs Findana and Francs; coundries congidaiing
new nuclesr plants include the UK; while dhose opposieg new build and considering plant slesums are Germany & Spata. Overal, life siensions
lackding 10-20 years to the ifetime of tumment nuclear plants vis sechrological upgradas! are less controversisl than new builds and sre estmatd

‘ 2y UBS 1 have & pasitve NPV for uillites of nesrly 40% the vaitie of 2 new plant. EDF and Forurm are the uiility companies maost lkely
recaive life sxtansions 1o their nuclear flzat in the futurs,

“Thers le & positve political environment for nuclear power i Chin sod sigaificant plans underway for sew build capasity. Yet thers ars some
sscurigp-of-sunply obstacles in that 2ountey. Uranium s a refigile fusl source with significant reserves balanced suoss tha agioba, although the
plemarily supply i fror Australia, Canacla and Kazakhstar, Howaver only 1% of workleide uranium ressres are n China, wilines thers i the
graatsr anergy desasd growth, while - a8 noted ~ tosl s an wbundant national rercurce. Coal-fired power plants will therelors contipus to b
tha major sourte of slecinc-power genaration n China

Renewable snergy has become an incvaasing foeus ovar the bast couple of decades, s environmental concarns have risen up the politieat
agenda. The major barrers to renewable anergy heva historically been cost and practicality (especiatly scalsbility). Riging avergy prices and, at
thes e Lime, more afficient technelogies heve soen the mlative cost dynamics of certain renewabie snerglss imonowe dramstically over reent
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Appendix Corporate Social Responsibility Report - Q3 2007

Issue: The Global Energy Challenge (continued)

—

years. Yet, although a very popular topic, renewables, such as solar and wind, are growing from a very small base, currently only providing 0.4%
of world energy demand. There also remains a significant diversity in the economic position of the different renewable technologies. Wind and
hydro are cost competitive today; solar power, although a fast-developing technology, remains a niche solution rather than a wide application
power-generation solution for today. Wind energy has been the fastest-growing renewable solution, and the market has grown strongly over the

} last twelve years, with a CAGR of 33% since 1992. Despite this growth, wind power accounted for only 0.3% of global electricity generation in
2005 and the International Energy Agency (IEA) expects this to reach 4% by 2030. Our renewables Industry Review evaluated the
competitiveness of Vestas, Suzlon, Gamesa, Clipper Wind, Nordex and Acciona in relation to this growth scenario.

Finally, it is possible to reduce GHG emissions by implementing energy efficiency; saving energy is one of the easiest ways to reduce costs and
emissions. Buildings account for aver 40% of the EU's energy consumption, and so offer the largest single potential for energy efficiency.
According ta research undertaken by the EU Commission, one-fifth of the present energy consumption and up to 30-45 million tonnes of CO2 a
year could be saved by 2010 by applying more ambitious energy-saving standards to new buiidings and when refurbishing existing buildings.
The Energy Performance of Buildings Directive (EPBD) and the Energy Saving Directive (ESD) are being applied in order to achieve this. We
expect the additional requirements under the EPBD and, this quarter, reviewed with Kingspan how it expects to benefit from the resulting
increase in demand for insulation products. A company with diverse building activities that has particularly strong expasure to energy and
emissions issues is Saint Gobain. The company noted to us that about 25% of its sales from products and distribution services is directly linked
G e g energy savings i puildings.

Fuiure f ement Qbjectives:  The link-up of these reviews or Coal, Nuclear snd Rerewablas (and Enprgy Efficiency in 3 2007) aa solutions

i w Climate Change providerd valusble snalysis and recommandations for ivestmant decisions. & seprasented an Bnpoitans milsztione eganding
huwy o 3R resenrch can aad value 1o the parformance of the portflios we mansge. Gur D88 Anslyet wik continue 1o provide inpit to
potential nev invesiment aeas arlsing from envirenmental and social ssuss. As owr sffors gather momentum, it i anticipated that this research
will move from a ssparets fnetion 1o an integrel pert of the research undertsken by all of our eguity analysts when there are environmantal anc
sovial issuss that ars materil w0 pedormancs.

bssue: Global Water Searcity

Bacharound: Wate: scarcity is a srowing crisis that afecks mast oF the worid, pithough probisms are most acute In the worlds poces? couniries.
fiy 2025, .8 bilfion people vall live in aroes with weter scarity. Water contamination is alxo 2n issus and, again, s partioudsrly peeEsing in
duvaioping countees, where ag mich as 75% of sll industrial weste and 90-95% of sewage iv diseharged it surface waters without any
wrempment. Chine fices the worst weterorsis scenario, end will spend over 587 bilion by the end of 2010 1 Improve water supply and sanfation.

The water theme is an misa of orgoing CSR research and sngagement to idenify sppon ariging fromn companies that assist in addressing
Eis Importent globat ks, in G0 2007, we Toeked ot solutions to erhance the supply of water, such 23 desahnation e sommermion of saswais

it 3 purifiad anad divkable form). This quarter, our CSR researeh looked st challenges ane siutions to reduce demand, as we belisye mors
afficient s of water will difarsntiate companies competitively

. Tha indhastrial sector currantly consumes spprowimstely & quartar of dae world's avallable water mscurces, with volumes
varying depanding on the indusiry, e diffarsnt typss of production, and the technology used in the mdustial procuss. Water management is
thersfare s importart CSR perdormance issus, 2nd not only for menufacturing industries, indesd, righ-tesh industries, aften mistakanty
peiceived #s being ‘claan’, can be the most waterdspandant and waterdiamaging sectars. For sxample, 2aeh 200mm sificor walsr (computer

i ship produred sequites 8,622 fiwns of de-lonized Feshwater, Water is alse of sustagic impensnce 1o companias due & the rapid giobalisation
of many supply chaine. In mast countlas the steie cwas the water dghts and provides licenues or allocations for supaly b times of drought or of
wster Lrists. guvemments designata domestic use as 4 1op priotity, folowed by agriculturs, for rmasans relating 1o food seourity. Industy is often
tru st pricvity, which incraases business risk, For fstraZenscs, water is essential in the production snd manulsciuse of raw ingredients end
ehermicals in s pharmecsatioal procuctian. OF the company's 29 manufaciuring fasiliios, nine ars locatad in conatries with watsr resoures listd
! a3 highly stressed’ or ‘medium siressed’, The company provided s with an overview of i ng programime 1o minimise watsr usage, not
anly within its cer acthities (easuring adequate supplies and limiting waste and poilution? bat also assisting locs! communites vith this
challengs I order 10 ensurs the long-tarnm succass of s business. At tha sems time, a significent ssrvice industry hos develoned v assist with
this water-management challengs, Naloo Company outlingd o us its growth as a provider of intagrated water weaiment and process-
improvement servicss for industry. Veolia Envinserment has an unparailslad know-how, global reach and exparienee In this area; the Com@pEny

t provided an overview of s business o designing snd building e

izl watsr systemns Tor govemment and industry, Yeolia mansgas
muninizal contraets n 3 provinces, serving soproximately 18 mailon inhabiants in Chins,

Firnadty, our wetsestarcily ressench dose not only focus on devsloping countizs. The Swizs cornpany Gebert i on e water ‘watzh st of tha

ER Aralyst, as a provider of ecologically sficient saniiary systeins and pising solutions. Geberit =aalivsed and nciuded the wabersaving

i potantal of ity produrt development at an eadly staga, for exarmple invoducing as eaty as 1998 & dual-flush techuniogy that mdoced water ]
ugage by ax much a5 60%. In the case of a family of foun this comesponds Lo approviratsly 40,000 fires of water or 200 full bathtubs per yain

Futues Bnganernant Objectives: We will continue sur raview of the water ssus and solutions.

H
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