It is clear that investor expectations on
CSR have altered significantly. In particular,
growing numbers of investors expect to see
company reporting on CSR issues. What
they look for depends in part on the use to
which they will put this information.

Investors generally look at CSR for two
distinct purposes. First, for ethical funds
they seek information on social, ethical and
environmental issues in order to screen out
companies that are involved in particular
activities or fail to meet certain standards.
These activities may or may not have a
material impact on financial performance.
Nonetheless, investors need to know about
these issues in order to determine whether
a company is an eligible investment for their
ethical funds.

A second area of investor interest arises
because many investors believe that
companies that manage their social, ethical
and environmental responsibilities well will
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enjoy comparative advantage in the long run.
At Standard Life Investments, we believe
that companies that fail to maintain adequate
processes to manage these issues risk
damage to their reputation, with consequent
negative effects on their brand and image
that could directly affect their financial
performance. We use our analysis of CSR
policies and practices to monitor material
risks arising from social and environmental
issues. In addition, this analysis contributes
to our assessment of management ability to
control risk, respond to competitive pressure,
and adapt to changing environmental and
social expectations.

We view the management of CSR issues in
the same way we view the management of
any business issue. We expect companies to
identify the issues that they have determined
are key to their business, tell us how they
manage these issues, and assess how
successful they have been at doing it.
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Key gaps in company reporting

We see two key gaps in company reporting
on CSR issues. First, many companies do
not identify and focus on the issues that are
key to their sector and the geographic areas
of their operation. From our viewpoint, as an
investor assessing risk and management
ability, the key CSR issues vary depending
on the nature and location of a company's
business. A software company does not
have the same environmental impacts as a
mining company and we do not expect both
companies to devote the same level of
attention to measuring, menitoring and
improving their environmental performance.

And while it may be unnecessary for a
company operating in continental Europe to

have and enforce a policy on employees
bringing firearms to work, it may be
essential for a company operating in the
US to do so.

In short, companies should focus their
management and reporting efforts on the
core issues for their own business.

The second major gap in company reporting
is a lack of meaningful analysis. From our
perspective, it is too often the case that
when companies provide quantitative data
on key performance indicators they do not
explain why they have chosen to report on
those indicators and do not analyse the
data they report to determine whether their
initiatives have been successful in
achieving their policy goals.
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