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1. Introduction

On behalf of our members, we want to thank the Senate Committee on Banking, Trade and Commerce for the opportunity to present our views on corporate governance and the state of the domestic and international financial system in the wake of the Enron collapse. We wish to commend the Committee for providing a forum for the exploration of public policy alternatives on this important issue.

Our interest in this topic comes from our background as Canada’s national trade association for the socially responsible investment (SRI) industry. The SIO has more than 400 members across Canada, including staff and managers of leading socially responsible investment funds, asset managers, financial institutions and investment advisors. Our members manage funds on behalf of more than 200,000 investors. Among our members and others, there is approximately $50 billion in assets in Canada managed with regard to social and environmental guidelines. We have enclosed a corporate profile at the end of this brief.

While our members approach investment from many differing perspectives, they all share a commitment to corporate transparency, social responsibility and environmental sustainability. We believe that these values are increasingly forming the foundation of good corporate governance practices in the 21st century. By linking transparency, responsibility and sustainability to corporate governance, we believe that investors will be able to enhance returns through previously-unidentified opportunities. As well, by taking account of social and environmental risks, investors will be able to apply a greater level of care and due diligence to the management of their assets.

We encourage all investors to join with us in using social and environmental analysis to improve investment returns, but we also feel that stock exchanges, securities regulators and corporate lawmakers have a role to play in improving the public policy framework to enhance corporate governance through responsible reporting and disclosure.

2. The Current Crisis of Confidence in Equity Markets

In the last year, much attention has been focused on the shaken confidence of the world's capital markets resulting from the corporate abuses of Enron, WorldCom and other companies. As socially responsible investors, we believe this crisis of confidence involves more than just accounting and auditing abuses. We believe that these examples of corporate malfeasance are indicative of a larger underlying problem in which corporate management emphasizes short-term profit and short-term capital appreciation at the expense of all stakeholders, including investors. These stakeholders can include communities, employees, suppliers, customers and the natural environment in which companies operate.

We don’t disagree with proposals from many people, including those of the Canadian Coalition for Good Governance, to reform the governance system through more stringent securities and auditing rules.

However, these new rules, in and of themselves, are not sufficient to fully reform Canadian corporate governance law.

Such proposals have concentrated on issues of Board and auditor independence, shareholder rights and Board financial accountability to the exclusion of corporate accountability on social and environmental issues. We believe that this single-minded focus on balance sheet issues will simply reinforce the mindset of most management on short-term financial matters, to the detriment of enduring societal and sustainability factors. In the long run, social and environmental factors have greater importance to the success or failure of most corporations than short-run financial issues.

Environmental problems, human rights controversies, product liability issues, employee concerns and other reputational issues all hold the potential to create share price discounts over the short-term and into the future. Likewise, companies that implement sustainability policies, codes of conduct, employee benefits programs and other corporate citizenship practices are more likely to identify market and production opportunities in the future.

By ignoring the needs of a host of corporate stakeholders, some companies not only put themselves under undue social and environmental risk, but they also undermine their share price over time. Our view of corporate governance is that social and environmental risk is a significant, yet largely unrecognized, factor in determining share value. Because of this, new regulations are needed to require corporations to disclose their social and environmental policies and risks.

By ignoring the governance implications of long-term social and environmental issues, public policy makers are helping to create a corporate governance regime that may be very strong on financial accountability but virtually silent on the social and environmental factors that are critical to building long-term shareholder value.

Weaknesses in the Disclosure Regime in Canada

Canadian social and environmental disclosure rules are less stringent and specific than they are in the US. As well, disclosure regulations in both jurisdictions fall far short of investor needs.

In the US, the Securities and Exchange Commission has specifically mandated environmental reporting under Regulation S-K, items 101 and 103. Item 101 requires disclosure of the material effects that complying with federal, state and local environmental provisions may have upon the company's capital expenditures, earnings and competitive position. Item 103 requires a company to disclose material environmentally-related administrative or judicial proceedings.

In Canada, there are no specific requirements to report potential environmental liabilities, although current Annual Information Form and prospectus rules require companies to report the impact of environmental protection expenses on capital expenditures, earnings and competitive position. 

This means that in this one area of social and environmental risk -- environmental liability -- US law is stronger than Canadian law.

Nevertheless, researchers looking at the effect of disclosure requirements have observed that current reporting rules fail to meet investor needs. Authors Nola Buhr and Marty Freedman found in their study, A Comparison of Mandated and Voluntary Environmental Disclosure: The Case of Canada and the United States,  (http://panopticon.csustan.edu/cpa96/pdf/buhr.pdf) that the extent of disclosure is "woefully inadequate" in both jurisdictions. Furthermore, there are some resource-based companies that choose to disclose nothing about their effect on the environment.

This finding is not surprising. The Ontario Securities Commission's recent review of continuous disclosure (OSC Staff Notice 51-708) found that companies frequently fail to adequately discuss key Management Discussion & Analysis requirements, including "qualitative and quantitative risk factors that could have an effect on future operations and financial position." Such risk factors include a host of social and environmental issues that have an impact on short- and long-term share price.

We advocate some simple public policies that can be adopted by governments, securities commissions and stock exchanges to address these problems. We recommend two key reforms:

1) 
Mandate increased corporate transparency to provide investors and capital markets with information about corporate social and environmental policies and risks. This will encourage investors to reward companies with responsible policies, to work with management to rectify risks, or to divest from companies unwilling to address problems. This will provide investors with a higher level of corporate social and environmental assessment and management will be encouraged to solve problems.

2) 
Require management to publicly divulge social and environmental risks, and audit committees to publicly acknowledge these risks. This will encourage the establishment of continuous risk-management systems to address sources of risk previously ignored by management at many corporations. The very process of identifying and reporting social and environmental risk will set in process systems to address those risks and to minimize them.

Social and Environmental Reporting in Other Jurisdictions

Our recommendations for mandatory social and environmental reporting are not without precedent.

UK reforms put in place by the Turnbull Committee have resulted in mandatory social and environmental reporting for LSE-listed companies. The document Internal Control: Guidance for Directors on the Combined Code (published by the UK Institute for Chartered Accountants) states that companies need to consider and report on significant risks including those related to "health, safety and environmental, reputation and business probity issues."

Under current Turnbull Committee practices, Boards are tasked with ensuring that management has developed appropriate, sensible, internal controls for identifying and mitigating attendant risks.

As well, the 2002 King Report on Corporate Governance in South Africa now mandates directors of companies listed on the Johannesburg Stock Exchange to undertake regular Social and Ethical Accounting, Auditing and Reporting (SEAAR) exercises as well as safety, health and environment (SHE) disclosures.
The SIO believes that these forward-looking jurisdictions recognize the benefit of requiring companies to report on their social and environmental risks and opportunities. By incorporating similar rules here, Canadian policymakers could help Canadian investors acquire a truer and more complete picture of publicly-listed companies in this country.

3. Social and Environmental Impact on Shareholder Value
________________________________________________________________

The SIO maintains that social and environmental analysis is an integral part of a well-managed portfolio. There is a growing body of evidence showing that corporations with positive social and environmental records have superior stock performance. By encouraging companies to report on their social and environmental performance, governance reforms could enhance shareholder returns over time.

Numerous academic studies have documented the connection between social responsibility and stock performance. In Additional Evidence on the Cost of Socially Responsible Investing (Journal of Investing, Winter 1997), John B. Guerard found that portfolios screened for environmental, alcohol, tobacco, gaming, military and nuclear issues produced "higher excess returns" than those in unscreened portfolios.

More recently, Herbert D. Blank and Wayne E. Daniel of QED International in  "The Eco-Efficiency Anomaly" (www.innovestgroup.com) conducted tests of stock market performance of companies selected using an eco-efficiency model based on environmental impact. The authors looked at performance in a five year period between 1997 and 2001. The authors found that the top-rated eco-efficiency companies outperformed the S&P 500 index by a substantial margin. Over the entire period, the top rated companies returned 12.37% annually versus 8.85% for the universe, a difference of 353 basis points per year. Moreover, the study found that these companies produced superior returns without encountering higher risk.

	Canada and the “Social Risk Discount”

In Canada, there are numerous examples of companies that have experienced a “social risk discount” as a result of problems with employees, communities, customers or the environment. Talisman Energy, a Calgary-based oil and gas company, has suffered through three years of discounted share prices as a result of its investment in Sudan. At one point, analysts estimated this discount to be as high as 25 per cent. This discount was the main reason Talisman had to sell the company. Cambior Inc. has suffered a share price discount resulting from its cyanide spill in 1995 in Guyana. Currently, Manhattan Minerals Corp. of Vancouver is struggling to shore up its share price after a vote of local people in Peru overwhelmingly rejected a mine development proposal. The stock fell from an all-time high of $2.15 to less than $1.00 in the days after the vote and is currently trading close to its 52-week lows.




According to the study: "The authors conclude that asset management firms seeking to enhance future performance should take a long look at eco-efficiency."

These studies support empirical evidence gathered through years of experience in the socially responsible investment industry. In Canada, Michael Jantzi Research Associates (MJRA) has operated the Jantzi Social Index (JSI), an index of 60 socially responsible Canadian stocks since January 1, 2000. As of September 30, 2002, the JSI's return since inception is -25.8 per cent, compared with -28.0 per cent for the S&P/TSX 60.

The JSI has had the misfortune of launching during one of the worst bear markets in history, but has suffered somewhat lower losses than its comparable conventional market benchmark.

The longest-standing benchmark for the stock market performance of socially responsible companies is the Domini Social Index (DSI), an index of 400 US companies selected on multiple social and environmental screens. The performance of the DSI shows that socially responsible companies outperform conventional companies over the long term.

The DSI has outperformed the Standard & Poors 500 on a total return basis and on a risk adjusted basis since its inception in 1990. For example, the DSI's performance for the year ending September 30, 2002 is -19.2 per cent, compared with -20.5 per cent for the S & P 500. On a 10-year basis, the DSI has earned an average annual return of 9.9 per cent, compared with 9.0 per cent for the S & P 500.

	Stock Markets Unkind to Environmental Disasters: the Cambior Case

Cambior issued an environmental policy in 1992. The company was already actively developing an environmental management system when in 1995 they had a spill from their tailings pond at their gold mine in Omai, Guyana. The stock markets reacted to this spill by knocking off almost a third of the value of their stock, which recovered briefly in 1996. That's the same as reducing the market capitalization of the company by about $200 million. The media reacted by giving many weeks of very negative publicity. A hit like that certainly gets a lot of the board's attention, but it also got the attention of their bankers, insurers, and of course, their shareholders… The reaction of the media and financial markets highlighted the close relation between environmental performance and the ability to raise capital to invest in new mines. Cambior realized that they should tell people about their environmental management system.

From: Should you publicize your EMS and ISO 14000 certification? (January 1999) Philip E. J. Green, President, Greenbridge Management Inc. (http://www.greenbridge.com/free/rgbnlsyp.htm)


Many analysts are at a loss to explain this outperformance. However, in his recent book on socially responsible investment and shareholder value, entitled The SRI Advantage,  Peter Camejo writes:

Socially responsible investment has outperformed  conventional investment strategies for a combination of reasons, but two stand out as the most likely explanations. First, SRI screens reduce company-specific risk and liabilities. Second, SRI screening helps discover firms with strong finances and effective management.

SIO believes that regulators can help to enhance share values over time by requiring companies to report on their social and environmental policies and to disclose their social and environmental risks. Such information can help investors identify companies that benefit from responsible and sustainable policies.

4. Pension Funds and Other  Institutional Investors

________________________________________________________________
Corporate reporting on social and environmental issues holds the potential to reduce risk and enhance long-term shareholder return. Social and environmental disclosure is increasingly viewed as an element of good corporate governance by pension funds and other large institutional investors.

This view is not restricted to socially responsible investors. In a national survey of investors conducted by the American Institute of Certified Public Accountants in 2000, 79 per cent of those polled believed that "corporate responsibility" information (such as privacy policies, overseas labour and environmental standards) is necessary. Analysts, institutional investors and retail investors want this information, which is now considered off-balance sheet data. Investors want these types of disclosures to establish a true and accurate picture of the corporation. While less quantifiable, these social and environmental variables capture dimensions of corporate performance and culture not included in conventional financial analysis or even some of the most advanced concepts of corporate governance now under consideration.

In recent years, pension funds have become more aware of their social and environmental responsibilities. The California Public Employees Retirement System (CalPERS) now evaluates its developing country portfolio according to social and environmental screens. CalPERS has also changed its proxy voting policies to support social and environmental shareholder proposals unless they pose significant harm to the  company. Other US pension funds taking an activist position include the State of Connecticut pension plan and the New York City Pension Plan.

In many cases, investors employ corporate engagement or proxy voting not to require management to change its practices, but simply to disclose risks. This is becoming increasingly the case with large institutional investors with holdings in companies sensitive to greenhouse gas emissions. In May, 2002, the Carbon Disclosure Project, representing a consortium of institutional investors with $4 trillion in assets, sent a letter to the world's 500 largest listed companies asking them to disclose information on their greenhouse gas emissions. 

The Carbon Disclosure Project follows a major study in this area, "Value at Risk: Climate Change and the Future of Governance,"  released by the Coalition for Environmentally Responsible Economies (CERES). The report concludes that institutional investment portfolios contain embedded climate risks that are largely ignored by managers and trustees.

In Canada, the Ontario Municipal Employees Retirement System (OMERS) has recently adopted Socially Responsible, Environmental and Ethical (SREE) proxy voting guidelines. OMERS also reports how it votes on SREE and all other shareholder proposals. The OPSEU Pension Trust, serving members represented by the Ontario Public Service Employees Union, also has socially responsible proxy voting guidelines.

"A company that shows respect for its employees, the environment, the community in which it does business, and human rights is being socially responsible and tends to earn better returns," said OMERS Board Chair, Rick Miller, in announcing its socially responsible investment policy. "The OMERS Board feels that a corporation should account for all aspects that affect shareholder value."

This activity has occurred at the same time that regulatory amendments are changing the pension industry in the UK and Europe. In July 2000, the UK Pensions Act was amended to require trustees of occupational pension plans to disclose their policy on socially responsible investment in their Statement of Investment Principles (SIP). Before this amendment, pension fund trustees were under no obligation to inform their members of their ethical stance.

The effect of the new regulation has been to encourage the financial industry to adopt social analysis techniques. Yet, in spite of tremendous media attention, the regulation has not resulted in a significant change in practice by UK pension funds. According to a recent study of UK pension funds by Just Pensions (a research group founded by Traidcraft Exchange and War on Want), “most of the examples of good practice come from a handful of these pension funds.” (http://www.justpensions.org/ukpf2002-exec.shtml)

Still, social investment disclosure by pension funds is quickly becoming the standard for public policy around the world. Along with the UK, similar disclosure regulations are in place in Australia, France and Germany. It is expected that this policy will soon become quite commonplace among countries of the Organization for Economic Development and Co-operation (OECD). As social investment disclosure regulation spreads around the world, we expect growing numbers of pension funds to disclose their social investment practices as this policy increasingly becomes the industry standard.

In Canada, a bill by former Bloc Quebecois MP Stephan Tremblay would have amended federal pension legislation to require federally-chartered pension plans to disclose their social investment policies. After an initial response by former Finance Minister Paul Martin that seemed to endorse the concept, later correspondence (between Mr. Tremblay and John McCallum, former Financial Institutions Secretary) indicated the government’s official opposition to the concept.

According to a December 2001 Vector Research survey, a majority of Canadians, as pension plan members and beneficiaries, support pension plans disclosing socially responsible criteria used for selecting investments.  The survey found 51% of all Canadians want their pension plans to invest in companies with a good record of social responsibility.  Support for this view is greater amongst shareholders (54%), and even higher amongst wealthy shareholders (i.e. $100,000+) (59%). 
Canada risks falling behind its OECD partners on this important policy initiative. Strong action by the federal government could help to establish disclosure rules for major federally-chartered pension funds as well as establishing a precedent for the practice in other jurisdictions in Canada.

The Need for Voting Disclosure 

A related issue involves the manner in which mutual funds and pension funds vote -- or fail to vote -- their shares in shareholder resolutions on various issues.

On September 19th, the Securities and Exchange Commission voted unanimously in support of two newly proposed rules that would provide greater disclosure to investors on how mutual fund companies and registered investment advisers vote proxies in a client's name. The rules, if passed, would make a clear statement that proxy voting is a fiduciary duty and should be exercised with the best interests of fund holders in mind. This is consistent with the fiduciary standard set by the 1974 Employee Retirement Income Security Act (ERISA), which already applies to private pension plans. The SEC is now accepting comments on the two rules and the deadline for receiving comments is December 6, 2002.

While SIO is concerned that the rules would place excessive demands on investment advisors, SIO is very supportive of this measure in regard to mutual funds. We also believe that pension legislation should be amended to include pension funds in these rules.

Mutual funds and pension funds have enormous potential to shape corporate governance and social policies at portfolio companies. Yet there is a noted tendency among mutual funds and many pension funds to automatically vote with management, or to avoid voting at all, diminishing the value of an important asset.

Greater disclosure of proxy voting policies and practices would pressure fund managers and advisers to refrain from unilateral rubberstamping of management's decisions, and would provide investors additional tools to distinguish among funds in the market. Indeed, the proposed rules would not only help investors identify those funds and advisers that carefully examine proxy proposals before voting on them, but also those who emphasize strong corporate governance or high standards of corporate social responsibility. The amendments would also allow for fund owners to be alerted when fund managers vote counter to established guidelines, and in essence, would pressure mutual funds and investment advisers to take seriously their voting duties.

SIO also believes that that disclosure of proxy votes and voting guidelines be directly disclosed on mutual fund and pension fund web sites, and that this information be easily identifiable and understandable to readers. 

Engaged proxy voting can help foster executive accountability and social responsibility on the part of many companies, and will help convince corporations to be responsive on a range of issues, including accounting practices, executive compensation, and environmental, human rights, community, and labor concerns. There is mounting academic evidence that progress on social, environmental, and corporate governance issues is linked to positive, long-term corporate performance.

SIO is supporting the proposals put forward by the SEC and will be recommending to Canadian securities commissions that similar rules requiring voting disclosure by all Canadian mutual funds be put in place in Canada. Similarly, we will be calling for changes to federal and provincial pension legislation to put in place similar requirements involving pension funds.

 5. Current Proposals to Reform Corporate Governance
________________________________________________________________

The Committee has heard a number of presentations, and SIO would like to comment briefly on what has been received to date.

Generally speaking, the SIO is in agreement with proposals to strengthen corporate governance through the regulatory process. For example, we support the legislation introduced last week by Ontario to strengthen penalties under the Ontario Securities Act. We also support the strengthening of listing standards proposed by the Corporate Accountability and Listing Standards Committee of the New York Stock Exchange. This includes measures to have a majority of independent directors, tighter rules on the definition of independence, regular meetings of non-management directors, investor approval of stock-based compensation plans and a requirement to have CEOs personally vouch for their financial statements.

In this light, we support the brief to you from the Ontario Teachers Pension Plan Board to improve corporate governance. Specifically, these proposals would require publicly-traded CBCA companies to disclose the details of shareholder votes, require investment managers to disclose their proxy voting record, eliminate barriers to shareholder communication, improve standards of audit committees, expense stock options and eliminate unequal tax treatment of stock-based compensation.

We also generally support provisions to strengthen auditing measures, management accountability and analyst independence contained in the Sarbanes-Oxley Act in the US.

However, we also believe that recent governance reforms need to move beyond board accountability and auditing issues. Social and environmental disclosure needs to be a requirement of all publicly-listed companies.

In the debate on whether Canada should introduce its own Sarbanes-Oxley Act, many oberservers have spoken out on the need for a "made-in-Canada solution" to corporate governance problems.

One of the most important aspects of a "made-in-Canada governance system," in our mind, is the need to build social and environmental accountability into the governance system.

The Canadian economy has many unique challenges from a social and environmental point of view. Our large nation-wide banking system is required to meet the needs of numerous stakeholder groups. Our energy, mining and forestry companies operate in developing countries with human rights and international development controversies. Certainly any "made-in-Canada governance system" must address the long-term social responsibility and sustainability factors that will determine long-term shareholder value in this context.

To support our view, SIO has called on the Canadian Securities Administrators (CSA) to implement a new social and environmental disclosure regime through a new Continuous Disclosure policy. In addition, SIO has called on the Canadian Institute of Chartered Accountants (CICA) to include social and environmental disclsoure as part of its new Guidance Document on Management Discussion & Analysis (MD&A).  We have also called on the New York Stock Exchange to strengthen its listing standards by adding social and environmental disclosure. These briefs are available on our website at www.socialinvestment.ca.

With this basckground, SIO was pleased to hear from Mr. Maurizio Bevilacqua, federal Secretary of State for International Financial Institutions, that the federal government is reviewing legislation to improve corporate governance.

We commend this action. While jurisdiction on securities matters lies with the provinces, federal leadership in the this area would be extremely useful in creating a single set of rules across the country. We urge the federal government to include mandatory social and environmental disclosure to this new set of rules. Such a regulatory framework could ensure that Canada has an internationally-respected governance system that also recognizes the unique social and environmental needs of Canadians. This framework could also help to make Canada a global leader in social and environmental governance, giving it a significant advantage with responsible and sustainable corporations. 

In the recommendations that follow, SIO sketches out a multi-jurisdictional approach to the issue of corporate governance to attempt to build a governance framework that incorporates social and environmental disclosure in all relevant Canadian jurisdictions.  

6. Recommendations 
________________________________________________________________

SIO makes the following recommendations to the Senate Banking, Trade and Commerce Committee:

1. The Committee should recommend that the Canada Business Corporations Act, provincial corporations acts and provincial securities acts be changed to require all publicly-listed companies to adopt corporate codes of conduct and to incorporate social and environmental principles into these corporate codes. The Corporate Accountability and Listing Standards Committee of the New York Stock Exchange has recently recognized the need to formalize standards for Corporate Codes of Conduct and Ethics. SIO maintains that such codes should include social and environmental issues. In addition, France introduced its Economic Regulation Law in May 2001 that applies internationally to French public companies, requiring them to integrate balanced, quantitative and qualitative environmental and social performance reporting in their annual reports.

Without prescribing details on what should be included in these codes, we recommend the guidelines being developed by the Global Reporting Initiative (GRI).* While additional consultation is required to develop a full set of standards, the GRI guidelines are a good starting point.

2. The Committee should recommend that provincial securities regulations and listing requirements at the Toronto Stock Exchange and other capital markets be changed to require companies to report on their social and environmental policies and to disclose social and environmental risks. Regulations should require publicly-listed companies to report on their policies based on the Codes of Conduct specifications discussed above. Social and environmental risks of a material nature should be disclosed in the regular disclosure filings, such as the Annual information Forms and the Management Discussion & Analysis (MD&A) filings. These regulations should be developed in harmonization with regulations to be developed by the Canadian Securities Administrators.

3. The Committee should recommend securities regulations be changed to require audit committees of publicly-listed companies to review their social and environmental reporting, ensuring that risk management strategies are in place to address risks of a material nature. These regulations should be developed in harmonization through the Canadian Securities Administrators.

Recommendations 2 and 3 are based on similar requirements in other jurisdictions. As a model, we recommend the rules already in place for LSE-listed companies as a result of reforms put in place by the Turnbull Committee. The document Internal Control: Guidance for Directors on the Combined Code (published by the UK Institute for Chartered Accountants) states that companies need to consider and report on significant risks including those related to "health, safety and environmental, reputation and business probity issues." Under current Turnbull Committee practices, Boards are tasked with ensuring that management has developed appropriate, sensible, internal controls for identifying and mitigating attendant risks. As well, the 2002 King Report on Corporate Governance in South Africa now mandates directors of companies listed on the Johannesburg Stock Exchange to undertake regular Social and Ethical Accounting, Auditing and Reporting (SEAAR) exercises as well as safety, health and environment (SHE) disclosures.
4. The Committee should recommend that provincial securities regulations governing mutual funds disclosure be changed to require all mutual funds in Canada to disclose their proxy voting guidelines on their websites and to disclose how they cast their shares in all shareholder votes on companies in their portfolios. In addition, the Committee should recommend that federal Pension Benefits Standards Act and related provincial acts be amended to require all pension funds to disclose their proxy voting guidelines on their websites and to disclose how they cast their shares in all shareholder votes on companies in their portfolios. This recommendation is based on recent rules recommended by the Securities and Exchange Commission in the US.

5. The Committee should recommend that the federal Pension Benefits Standards Act and related provincial acts be amended to require pension plans to disclose the extent to which they take into consideration social and environmental criteria when making investment decisions, and proxy voting policies.

The recommendation is based on rules recently passed in six OECD countries (Britain, France, Germany, Australia, Sweden and Belgium), which have implemented amendments requiring pension plans (and in some instances, other financial institutions) to disclose information about socially responsible investment practices and proxy voting.The policy is seen as an important tool to support increased levels of transparency and good governance by pension funds and as a tool to encourage corporate responsibility and sustainability. The policy does not require pension funds to change their investment policies. It simply asks for disclosure of social investment-related policies to plan members and to the public.
7. Conclusion

________________________________________________________________

Traditional financial analysis looks at companies without regard to social or environmental impacts.

This skewed perspective is resulting in missed opporunity, unidentified risk and untold harm to our social welfare and degradation to our environment. The members of the Social Investment Organization believe that this traditional relationship between capital and the economy is coming to an end.

Governments and public policy makers can help to change this situation by putting in place some far-reaching but simple policies to encourage companies and capital markets to respond to social and environmental realities. The recommendations in this report would not place an onerous burden on companies. Neither would they entail new expenditures by government. But they would encourage a greater degree of social and environmental responsibility as well as more stable and transparent capital markets into the future. 

[image: image1.png]lcinnl

DPIV]

S 0CIAL
INVESTMENT
ORGANIZATION




Corporate Profile

Established in 1989, the Social Investment Organization is a national non-profit organization dedicated to the advancement of socially responsible investment in Canada. It is funded primarily from membership dues and is accountable to its membership. The SIO has more than 400 members across Canada, representing the following:

· Socially- and environmentally-screened mutual funds and their staff

· Financial institutions providing socially responsible investment products or operating according to corporate social responsibility principles

· Investment advisors providing advice and assistance on socially responsible investment

· Investment managers managing socially responsible investment assets

· Institutions investing according to socially responsible investment guidelines

· Retail investors investing according to socially responsible investment guidelines

· Non-governmental organizations and other groups with an interest in responsible investment

Our members manage funds on behalf of more than 200,000 Canadian investors.

The mandate of the SIO is to raise the public profile of socially responsible investment, to reach out to other groups interested in socially responsible investment, to provide information to our members and the public and to take a leadership role in coordinating the development of the socially responsible investment agenda in Canada.

Socially responsible investment is defined as the process of selecting or managing investments according to social or environmental criteria. We estimate there is approximately $50 billion in socially responsible investment assets in Canada.

Socially responsible investment includes three components:

 1.
Positive and negative screening. This is the application of social and environmental guidelines or “screens" to the investment process. Negative screens usually include issues such as tobacco and military production, companies operating with sweatshop or child labour, or the manufacture of alcohol or pornography. Examples of positive screens are companies making a contribution to social, economic or environmental sustainability or industries with exemplary employee practices.

2.
Community Investment. This is the investment of money in community development or micro-enterprise initiatives that contribute to the growth and well-being of particular communities. The idea is to reverse the drain of capital and income that debilitate low-income communities.

3.
Shareholder Advocacy. This is the process of using shareholder influence to help to bring about positive social and environmental change at corporations. This can include corporate engagement (communicating with management on particular issues), filing shareholder resolutions and using the threat of divestment to bring about positive change. 

SIO members believe that socially responsible investment represents a catalyst for positive social change as well as a useful investment tool to enhance returns and reduce risk by incorporating social and environmental factors traditionally excluded from portfolio management.

Social Investment Organization

658 Danforth Avenue

Suite 409

Toronto Canada M4J 5B9

416-461-6042 t

416-461-2481 f

info@socialinvestment.ca 

Copies of this report are available at www.socialinvestment.ca.

* The GRI is an international, UN-sponsored effort to create a common framework for reporting of the economic, environmental and social impact of multi-nationals, governments and NGOs. For more information, visit � HYPERLINK "http://www.globalreporting.org" ��http://www.globalreporting.org�.
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