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GLOSSARY OF ABBREVIATIONS

ACCGS
ACGA
ADB
ADR
AMFI
ASRIA
AUM
BSE
CDP
Cll
DB
DC
DJsI
EMDP
EMPEA
EPF
ESG
FDI
Fll
GDP
GP
GR
HNWI
IAIP
ICGN
IFC
IMC
IMF
IPO
IRDA
IVCA
LIC
LP
MDG
NAPCC
NAV
NPS
NSE
P/E
PE
PFRDA
PIS
RBI
ROE
SEBI
SEC
SME
SRI
ULIP
UNEPFI
UNPRI
vC
WRI

Asian Centre for Corporate Governance and Sustainability
Asian Corporate Governance Association

Asian Development Bank

American Depository Receipt

Association of Mutual Funds in India

Association for Sustainable & Responsible Investment in Asia
Assets under management

Bombay Stock Exchange

Carbon Disclosure Project

Confederation of Indian Industry

Defined Benefit

Defined Contribution

Dow Jones Sustainability Index

Emerging Markets Disclosure Project

Emerging Market Private Equity Association
Employees Provident Fund

Environment, social and governance

Foreign Direct Investment

Foreign Institutional Investor

Gross Domestic Product

General partner (manager of a private equity fund)
Global Reporting Initiative

High Net Worth Individual

Indian Association of Investment Professionals
InternationalCorporate Governance Network
International Finance Corporation

Indian Merchants Chamber

International Monetary Fund

Initial Public Offering

Insurance Regulatory and Development Authority
Indian Venture Capital Association

Life Insurance Corporation of India

Limited partner (investor in a private equity fund)
Millennium Development Goals

National Action Plan on Climate Change

Net asset value

New Pension System

National Stock Exchange

Price/earnings ratio

Private equity

Pension Fund Regulatory and Development Authority
Portfolio Investment Scheme

Reserve Bank of India

Return on equity

Securities and Exchange Board of India

United States Securitiesd Exchange Commission
Small and medium sized enterprises

Socially Responsible Investment

United Linked Insurance Plan

United Nations Environment Program Finance Initiative
United Nations Principles for Responsible Investmen
Venture Capital

World Resources Institute
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EXECUTIVE SUMMARY

This report has been prepared for IFC by FERbpe to (apletermine the current state of
development of sustainable investment in Indiad (b) develop recommendations on future
interventions by IFC and/or other actdis stimulate the market

TEREurope estimates that the total stock of investment in Indian equities where the investment
strategy includes a strong focus on environménsacial and governance (ESG) considerations is
approximately US$1 billion at the current time. This is almost entirely composed of investment by
foreign institutional investors (FlIs).

India has limited domestic sustainable investment market or infugstire in the listed equity space.

¢CKS O2dzyiNEQa TFTANRG FYyR a2 FFEN 2yteée NBGFIAfT {wL Ydzid
and raised the equivalent of approximately US$12 million. The fwidch is now managed by Fortis

following the 2008 keak-up of ABN AMR@ has performed respectably compared to its BSE200

benchmark, but its size today is only US$2.6 million due to redemptions and the sharp fall in the stock

YIEN] Sido ¢KS TFTdzy RQa 9{ D YS ibKcRed S&PEI®ia lncex, NBf | G A 3St & o
launched in January 2008, represents an important step forward but at this early stage has not yet

KFR I RAAOSNYIFIo6ftS AYLIOG 2y GKS YIFIN]SGo ¢KSNB Aa f
rapidly growing mutual fund and life insance market at the current time. For complex reasons that

are explained in the report, Indian pension funds are not significant in the agenda addressed by this

report.

Theenabling environment for sustainable investment in Indian listed equities iemtlyrweak.

Despite some notable exceptions from companies such as HSBC, CLSA, Trucost, KLD and Innovest, ESG
research coverage is still relatively limited. Numerous organisations, such as TERI, the Confederation

of Indian Industry (CllI), the UN Globah@act and IFC itself, are active in promoting corporate

responsibility and sustainability reporting. ESG transparency and disclosure by Indian companies in

the form of corporate sustainability reports and responses to the Carbon Disclosure Projeciveye sl
improving, but from a very low starting point.

However, there is relatively strong and growing interest in ESG risks and opportunities amongst

LYRAIFIQ& CLL&A&Y ¢K2 AyOfdzRS /AGAINRAzZLIE 5SdziaOKS . lylz=
CalPER®PB and PGGM and asset managers such as F&C and Colonial First State. Many of these

stakeholders are signatories to the UN Principles for Responsible Investment (UNPRI), which has also

indicated its interest in working in India. An additional positiegdiee is that the National Stock

Exchange of India (NSE) has committed to take some leadership in raising ESG awareness among

Indian companies and domestic investarsl to brokeringa dialogue on these issues between the

business community and Flls. NSE dBRiEurope are cooperating with UNPRI on plans to take this

F2NBFNR fFGSNIAY wnnd GKNRBdAAK F a{daAadlAylrofS Ly@Sai

[ SOSNIF IAy3T (KAA CLLk! btwL AyiGSNBad YR b{9Qa 2FFSNJ
stral S3e& FT2NJ RSOSE2LIAYy3 LYRAI Qa & tzinddiumgrmbandwillA y @3S a i YSy
provide a much stronger platform for the longerm challenge of promoting sustainable investment

to domestic investors. For the short to medium term, wertfere recommend a strategy that is

based on:

A Helping Flis to define and prioritise the key issues of common concern in relation to ESG risks
and opportunities in India.

A CdzNIKSNJ YSI &adzNBYSyid 2F GKS 31 L) 6SGalliggft CLLAQ yS
the Indian market to meet these parameters.
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A Identification of measures that Flls could/should take themselves to address these gaps, in
particular the opportunity to make greater use of (or further develop) existing ESG research,
information ard analytical resources.

A Raising awareness amongst domestic financial institutions through e.g. roundtable meetings
hosted by NSE and opportunities to network with Flls.

A Establishment of effective mechanisms for Flls to engage on -@oiog basis with té
Indian business and investment community at a strategic level.

A Enabling Indian corporations to get a better understanding of how and why they can address
the ESG issues framed by FlIs, including more effective linkages back to existing
implementation esources offered by organisations such as TERI, Cll, GRI, etc.

A To reinforce the upside to Indian corporations, the strategy should also explicitly provide
opportunities for them to increase their profile with Flls and analysts.

A key part of such a stragly is to convene interested Flls and achieve some degree of critical mass,
agreement on key issues, and organisation. UNPRI is an obvious candidate for this mobilisation role
and the Emerging Market Disclosure Project (EMDP) should also play into thélavisever, it will be
important to open the process to FllIs that are not currently UNPRI signatories, such as Citigroup and
CLSA AsiRacific. For this reason, one option that could be considered is a convening process that is
co-owned by UNPRI and IFC.

The second key part of this strategyddacilitate interaction between Flis and Indian corporations

that is business focused, adds value and will achieve real change. The way that interaction between
these two groups is packaged and facilitated l&llcrucial to its credibility and outcomes: in

particular, the right Indian entities must be involved and at the current time the clearest candidate in
this respect is NSE.

Whilst the main focus of this strategy is on Flls, domestic investors shaoltelgiven opportunities

and reasons to participate. Whilst uptake may be modest, at least in the-ghortediumterm, the
process will help to raise awareness and may encourage some entrepreneurial ideas to emerge from
the mutual fund and life insurare sector. Longeterm initiatives aimed at domestic stakeholders

could include:

A Public policy engagement with government agencies such as the Securities and Exchange
Board of India (SEBI), the Pension Fund Regulatory and Development Authority (PEDRA) an
the Insurance Regulatory and Development Authority (IRDA), with the ultimate goal of
incorporating ESG factors into their guidelines.

A Raise awareness and encouraging thinking about integration of ESG issues in the mutual fund
and life insurance indstries. One way to do this is by facilitating dialogue with Flls who are
investing in India and have a more advanced ESG agenda. Another possibility could be to
commission market research (perhaps in cooperation with AMFI) on retail and HNW investor
attitudes to sustainable investment.

A Direct highlevel engagement with key Indian business leaders and the main families that
control large parts of the Indian private sector. Identifying the key individuals and the best
tactics for getting their interestvould require additional research that is beyond the scope
of this report.

In contrast to the situation in the listed equity market, there is a growing interest by the private
equity industry in India to exploit opportunities in the sustainability spd¢e growth of PE funds in
general and venture capital in particular is encouraging from a sustainability perspective since the
ownership structure of this asset class has the potential to ensure that ESG issues can be successfully
integrated into managemedrsystems provided of course that there is a willingness to do so.
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The examples of Actis, IL&FS, IDFC private equity, and YES Bank private equity as well as the New
Ventures India programme are especially encouraging, as all of these aim to be conlynercial
successful while generating environmental and social returns from their investments. The need of the
hour is to replicate these examples and assist the sector in developing these models further and
faster. Potential measures to facilitate this include:

A Training GPs on integrating ESG issues into mainstream investment analysis through the
RSOSt21LIYSyd 2F FLIINBLNAFGS YIylF3SySyid aeadSvyao
equity funds and the Actis model both provide good examples.

A Making tools andraining available to the sector on calculation of social returns and
integrating this into financial analysis.

A Training to help LPs interface with GPs on ESG issues, in collaboration with UNPRI and its
private equity work stream.

A Strengthening capacitgnd good practice guidelines for disclosure and reporting on ESG
issues in response to the increased demand for transparency.

A Working with the Green Investor Network to promote investments in clean technology,
renewables and social enterprises.
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1. INFRODUCTION

Objectives

This report has been prepared by THRtope for the International Finance Corporation (IFC) in
accordance with Terms of Reference agreed in July 2008. The report has the following objectives:

A To determine the current state afevelopment of sustainable investment in India by
measuring the market on a number of indicators; and

A To establish the feasibility of interventions to stimulate the market further and make
NEO2YYSYRIGAZ2Yya F2NJ G§KS I LILIN&idtaMAble ingestrReBtd St 2 LIY Sy
market.

The report was commissioned by the Sustainable Investing Program of the Sustainability Business
LYy2@Fi{i2NI Ay LC/ Qa 9YZGANRYYSYyild g {20AFf 5S8S@St2LISyi
project that includes similar assements of the sustainable investment markets of Brazil, China and

South Africa. In addition to the current report, THERope is also responsible for the Brazilian study.

The current report builds on and updates TERIZNR LIS Q& a | 8f: Sushimable INBstra2ri i
in Indig which was sponsored by the UK Foreign & Commonwealth Offideas kieen prepared
based on comprehensive desk research togethith extensivefield interviews conductedy Dan
Siddy and Ritu Kumar Mumbai and New Delhi ovéhe period November 2008 January 2009.

Scope

¢CKS GSN)Y aGadadlAylofS Ay@SadaySyaé OFy YSIY RAFFSNBY
GadzadlrAylrotS Ay@SatySyiaé a O20SNBR Ay GKA& NBLRNI
publicly quoted companies using strategies that take environmental and social (sometimes combined

with governance) issues into consideration. This includes negative screening, positive screening, best

inOf 34 &aKINBK2f RSN OG0 Ax@NEBG MYRSEXNWSYHINI Gai2dSazt & ;
GAYGS3INI G§SRE I LILINR I OK S &inaaddigk ahaysisSy I3+ 3SYSy G | yR y2vy

Private equity and venture capital funds investingridiaare a secondary focus of this study.

Specifically, the report covers (a) theeuof environmental/social due diligence policies and

LIN2E OSRdzNBa o6& aYFAyadaNBFEYé LINRGIFGS SldzadGe FyR @Syid
capital funds that are based on sustainability themes such as clean techrazidglimate change.

Thereport does not cover other segments of the sustainable finance and investment market such as
the Equator Principles, ES8ated banking products or microfinance. As context, however, it is
essential to note that microfinands a strong feature of théndiancapital marketand, whilst no

Indian banks have adopted the Equator Principles, many of them have alternative social and
environmental risk management systems and several are active in promoting sustairaitaligd
financial services and bankipgoducts in areas such as carbon credits, access to finance and
alternative energy.
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A snapshot in time

This report must be seen in the context of the global financial crises that have unfolded during 2008
and will continue to evolve for the foresedalfuture - following the emergence of problems in the
US sukprime mortgage market in 2007.

¢CKS | dziK2NR KI @S R2yS GKSANJ o6Sad G2 LINBaSyd Fy | 00d
sustainable investment market in this fagtanging and turbulent efmmonment and to frame

conclusions and recommendations that will hold their currency for the neb@ honths. We have

sought to use the most ufp-date data available, but acknowledge that some of the information and

corresponding analysis contained ingheport may have an unavoidably short shelf life in these

exceptional circumstances.

Exchange rates used

Unless otherwise stated, the exchange rate used in this report is Rs 48.71 to the US$ (the rate
prevailing as of February 10, 2009).

Structure of he report

As important context for the rest of the report, Chapter 2 provides an overview of the main findings

fromTERD dzNB LJISQa al & wunnt NBLEZ NI / KFLIGSN) o GKSYy RSt A
profile, economy and stock markets, alowgh a summary of the key industries and companies that

are traded on the stock market. More detailed information on these issues is provided in Appendix A.

Chapter 4 adds to the context for sustainable investment in India through a short discussio@ on ES

value drivers in India, including the National Action Plan on Climate Change.

Chapter 5 sets out detailed information on current sustainable investment activity in India, beginning

with the S&P ESG India Index and then dealing in turn with foreigtubnstial investors and

different segments of the domestic investment community, including the Fortis Sustainable

5830St 2LIYSyi{i CdzyRo® /| KFLIWISNI p ftaz2 AyOfdzZRSa Ay F2NXNI G
ESG trends.

The enabling environment faustainable investment in India is analysed in Chapter 6, which focuses
on ESG transparency and disclosure; the availability of research, indices and rating services; and key
organisations that are likely to be relevant to any future work to develop setée investment in

India. This includes information on an upcoming initiative by the National Stock Exchange of India
(NSE), UNPRI and other partners that is likely to be one of the key developments in 2009 in this
respect.

Finally, Chapter 7 providesforwardlooking discussion on the current status of sustainable
investment in India and the prospects for future market development. Chapter 7 concludes with a
number of recommendations that focus on strategies for making further progress in bottstibe |
equity and private equity sectors.
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2. BACKGROUND

Previous analysis by TERuUrope

TERD dzNR LIS Qa a | évaluatedithe stidiBdid2myditance of sustainable investment in India
(focusing solely on portfolio investment in publicly quoted pamies)and provided a critical analysis
of strengths and weaknessasthat time. ¢ K S NB LJ2 NJi @z beGanymarisett@asifdlgva:

A Good ESG investment practice will continue to rise up the agenda of an increasingly large
crosssection of investorespecially foreign institutional investors, who will continue to seek
longrterm opportunities in an increasing universe of investable emerging markets. This is
especially relevant to carbon reduction opportunities and climate change adaptation costs.

A ES$ and sustainable development issues in India generally will become more pronounced and
will have a higher profile in public, media, NGO and government circles. ESG problems
related to Indian, Chinese and other emerging market companies will also becorme m
frequent, more acute, more visible and more likely to be associated with shareholder value
RSaiGNHzOGA2yd | t NBlI Rex GKS OfAYFGS AYLIOGa 2F Ly
concern to governments and NGOs.

A Investors will become increasinglgdiminating about investment in India and other
emerging markets, especially if (or when) those markets cycle into more bearish conditions.
ESG issues will become an increasingly important feature in such investment decisions. They
will also become morprominent in ownership decisions affecting Indian and other emerging
market companies, including shareholder engagement and voting practices.

A There will be corresponding pressure for greater transparency, disclosure and analysis of ESG
issues associatkwith emerging market companies, which is likely to widen informational
inefficiencies. Many Indian companies are likely to struggle with these new demands, as they
are unused to ESG reporting. In addition, although the S&P ESG India Index is amimporta
development, the information & research infrastructure for sustainable investment is still
very limited and immature in India compared to Brazil, South Africa and even China.

A ESG issues in India and sustainable investment trends globally are atsmydreportant up
side opportunities that can be capitalised upon. Many investors are now allocating very large
amounts of capital to new sustainable finance markets ranging from carbon finance, clean
technology and sustainable energy to microfinanceiagd@nterprise and venture
philanthropy.

Overall, the May 2007 report concluded that India was relatively unprepared for foreign sustainable
Ay@SaildySyld IyR GKFd GKAa &aK2dZ R 6S aSSy Fa I adaNyas
sustainable development.



SUSTAINABLE INVESYWMEN INDIA 200 9

3. COUNTRY OVERVIEW

Development Profile

' LIWSYRAE | LINPOARSAE AYyTF2NXYIGAZY 2y 1Sé& RSOSt2LIVSyi
towards the Millennium Development Goals (MDGSs).

Economy

.FaSR 2y (KS LacQa wnny SaidAYl GSail2emrgest2dthoRyg A RS D5t X
(Figure 1).

India's diverse economy encompasses traditional village farming, modern agriculture, handicrafts, a
wide range of modern industries, and a multitude of services. Services are the major source of
economic growth, accouimg for more than half of India's output with less than one third of its labor
force.

About threefifths of the work force is in agriculture, leading the United Progressive Alliance (UPA)
government to articulate an economic reform program that inclsidieveloping basic infrastructure
to improve the lives of the rural poor and boost economic performance.

Figurel: The world's 20 largest economies (source: IMF)
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The government has reduced controls on foreign trade and invelstmHigher limits on foreign

direct investment were permitted in a few key sectors, such as telecommunications. However, tariff
spikes in sensitive categories, including agriculture, and incremental progress on economic reforms
still hinder foreign acces to India's vast and growing market. Privatization of governroesmied
industries remains stalled and continues to generate political debate; populist pressure from within
the UPA government and from its Left Front allies continues to restrain neeiidives.

India's trade deficit widened to US$79.1 billion in 2007 in balafgeyments terms, from US$62.1
billion in 2006. Exports performed strongly in 2007, rising by 23 per cent to US$151.3 billion, but
imports jumped by 25 per cent to US$230i8ion, largely owing to higher international oil prices and
strong demand for industrial inputs and consumer goods. China overtook the US as India's largest
trade partner in 2007/08.

The economy has posted an average growth rate of more than 7% atettagle since 1997, reducing
poverty by about 10 percentage points. India achieved 8.5% GDP growth in 2006, 9.0% in 2007, and
7.3% in 2008, significantly expanding production of manufactures. India is capitalizing on its large
numbers of weleducated peofe skilled in the English language to become a major exporter of
software services and software workers. Economic expansion has helped New Delhi continue to make
progress in reducing its federal fiscal deficit. However, strong growth combined with easyneen

credit and a real estate boom fueled inflation concerns in 2086leading to a series of central bank
interest rate hikes that have slowed credit growth and eased inflation concerns. The huge and

growing population is the fundamental social, econonand environmental problem.

Figure2: India GDP growth trends (source: IMF)
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Private capital flows

Net debt and equity inflows to developing countries increased by US$269 billion in 2007 to reach a
recordUS$10 G NAft A2y S | OO2 NGdhayDRveidpneni Kndnce 2B@RDriR Thisl Yy 1 Q&
marks five consecutive years of strong gains in net private flows, which averaged over 44 per cent a
year (however, much of the increase in dollar terms reflects the depreciation of the US$ against most
other currencies). The rapid expansim private flows reflects strong gains in both equity and debt
components. Net (foreign direct and portfolio) equity inflows reached an estimated US$616 billion in
2007 (Figure), equal to a record 4.5 percent of GDP, up from 4.1 per cent in 2006re Biglso

illustrates how portfolio equity inflows have become increasingly important since the turn of the
millennium.

Figures 4 and 5 provide information on private capital flows into India. Net foreign portfolio
investment has increased significansiyce 2004 and by the end of 2007 was approximately US$ 30
billion, almost on a par with net FDI flows. India received approximately 20 per cent of all net
portfolio flows to emerging markets that year.

Figure3: Net equity flows to developing countries (source: World Baobal Development Finance
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Figure4: FDI and foreign portfolio investment in India: flows (source: RBI)
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Figure5: India's share of net portfolio eqity flows to developing countries (sources: RBI; World
BankGlobal Development Finance 2008
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The stock markets

Market size

India has two main stock exchanges, the Bombay Stock Exchange (BSE) and the National Stock
Exchange of India (NSHheBSE ishe 14th largest market in the world by market capitalizatjon
while NSE follows closely behind irfhlgﬂace (Figure 6).

In common with almost all other markets,y R tharket&apitalisation has experienced a sharp
decrease in the last 12 months asesult of the global economic crisis and the worldwide fall in
equity priceqFigure 7) As of the end of November 2008, the market valuB8E and N3Si&ted
companies came t&JS$600 billion.

Tablel shows the country weighting for India in the threeain emerging market indices published by

C¢{9% a{/L YR {GFYRINR 3 t22NRao®d ¢KS G(GFLotS AyOf dzR

Tablel: Country weighting in key emerging market indices

Index BRAZIL INDIA Reporting date
FTSRIFWorld Emerging Index 14.59% 9.97% Jan 14, 2009
MSCI Emerging Market Index 13.36% 6.65% Jan 14, 2009

S&P/IFCI Composite Index 12.78% 7.13% Nov 30, 2008
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Figure6: Domestic market capitalisation of the world's 20 largestchanges (USD millions) (source:
World Federation of Exchanges)
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Figure7: Domestic market capitalisation of BSE and NSE (source: World Federation of Exchanges)
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Key companies and industries
Table2listsallthe 02 YLI yAS& Ay G(GKS {SyaSEz GKS YINJISGQa YIAy
The five industrial sectors with the highest market value are petrochemicals (23 per cent);

manufacturing (23 per cent); infrastructure (17 per cent); telecommunications (9 per cent); and
banking (9 per cent) (Figur®.

Figure8Y Ly Rdza G NB 0 NB | -fisie®comgpanied by Harket dapgsouice: INSE
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Table2: Sensex companies

Company Industry S&P ESG Marke_t cap

India Index US$million
ACC Ltd. Housing Related R 2,118
Bharat Heavy Electricals Ltd. Capital Goods 14,194
Bharti Airtel Ltd. Telecom R 25,348
DLF Ltd. Housing Related 5,462
Grasim Industries Ltd. Diversified 2,539
HDFC Finance X 8,911
HDFC Banktd. Finance 8,132
Hindalco Industries Ltd. Metal, Metal Products & Mining X 1,576
Hindustan Unilever Ltd. FMCG R 11,569
ICICI Bank Ltd. Finance X 9,629
Infosys Technologies Ltd. Information Technology . 14,794
ITC Ltd. FMCG , 13,798
Jaiprakash Associates Ltd. Housing Related R 1,775
Larsen & Toubro Limited Capital Goods 8,198
Mahindra & Mahindra Ltd. Transport Equipments R 1,554
Maruti Suzuki India Ltd. Transport Equipments 3,640
NTPC Ltd. Power . 30,470
ONGC Ltd. Oil& Gas 30,511
Ranbaxy Laboratories Ltd. Healthcare 1,836
Reliance Communications Limited Telecom 7,307
Reliance Industries Ltd. Oil & Gas R 43,678
Reliance Infrastructure Ltd. Power X 2,572
State Bank of India Finance 15,113
SterliteIndustries (India) Ltd. Metal, Metal Products & Mining 3,912
Sun Pharmaceutical Industries Ltd. Healthcare 4,701
Tata Consultancy Services Limited Information Technology , 10,230
Tata Motors Ltd. Transport Equipments 1,436
Tata Power Compariytd. Power . 3,615
Tata Steel Ltd. Metal, Metal Products & Mining . 2,782
Wipro Ltd. Information Technology 5 6,679

Capital raising

The amount of capital raised on stock exchanges by Indian companies through the issuance of new
and secondary equity offerings has increased significantly over the last three to four years (gigures
and 1Q. Although the number of IPOs has increasedesB@05 and reachedrcord high in 2007,

the longerterm trend is dominated by secondary public offerings.

Table3 provides details of Indian IPO and secondary public offerings in 2007 and 2008. New deals
since June 2008 have all but dried up as a cgusece of wider economic conditions.
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Figure9: Capital raised by share issues on BSE and NSE (US$ millions) (source: World Federation of
Exchanges)
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Table3: Top 30 IPOs, 2062008 (source: NSE)

Company Industry Date Rs crore  US$ million

DLF Limited Infrastructure 05-Jut07 9187.50 1,886.16

Mundra Port and Special Economic Zone Limit: Services 27-Now-07 1771.00 363.58

Rural Electrification Corporation Limited Finance 12-Mar-08 1639.26 336.53

Puravankara Projects Limited Infrastructure 30-Aug07 856.28 175.79

Brigade Enterprises Limited Infrastructure 31-Dec07 745.62 153.07

Edelweiss Capital Limited Finance 12-Dec07 691.86 142.04

Fortis Healthcare Limited Miscellaneous 09-May-07 496.76 101.98

OnMobile Global Limited Petrochemicals 19-Feb08 479.62 98.46

Maytas Infra Limited Infrastructure 25-0ct07 327.45 67.22

Kolte- Patil Developers Limited Infrastructure 13-Dec07 275.54 56.57

Advanta India Limited FMCG 19-Apr-07 216.32 44.41

Consolidated Construction Consortium Limited Infrastructure 15-Oct07 188.70 38.74

Take Solutions Limited Information Technology  27-Aug07 153.30 31.47

Koutons Retail India Limited Manufacturing 12-Oct07 146.26 30.03

GSS America Infrastructure Projects Limited  Information Technology = 07-Mar-08 139.90 28.72

Note: FMCG = Fast Moving Consumer Goods
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Performance and market participants

Figure 1 compares the performance &f Y RA | Q&
Emerging Market Index (MSCI EM) over the tlaigte years. The Sensesteadily gained in value over
the 2006-2007eriod andreached a record high in December 2007. Table 4 provides a breakdown of

the different categories of market participant.

Figurell: Sensex performance compared to MSCI Enregdviarket Index, 3 years
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Table4: Shareholding pattern of NSE listed companies (end March 2008) (source: NSE)

Indian Promoters 49.10%
Promoters -
Foreign Promoters 7.03%
Financialnsti_tutions/central & st_ate 5 36%
government/insurance companies
Foreign institutional investors 10.62%
Institutional Mutual funds 3.26%
Non-Promoters VC funds 0.14%
Other 0.29%
Corporate bodies 5.81%
NontInstitutional  Individuals 13.07%
Other 3.37%
Shares heldhy custodians and against which Depository Receipts have been issued 1.96%

{Syasi
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4. KEY ESG ISSUES

Environmental and social issues

Corporations and their investors in India face a wide and often complex range of social and

environmental issues that present potentially significant risks and opportunities to shareholder value

and corporate reputation. At the current time there doed mppearto be any single source that

synthesises this information into an investviendly, comprehensive analysis of key sustainability

NBflFGSR 0dzaAySaada RNAGSNE Ay (GKS AYyRdZAGNARSAE GKFAG Y
beyond the curent scope of this reportOn-going IF&ponsored research by the World Resources

Institute (WRI) may go some way to filling this gap in due course.

Principal issues
The main environmental and social issues that influence business and investor mdlaimé¢lude:

Poverty and inequality

1 00S&aa (2 FAYlLFIyOS i GKS wolasS 2F (KS LERBNIYARQ
Food security

Labour standards

Land rights

Urban air pollution

Urban congestion
Greenhouse gas emissions
Water scarcity and sanitation
Rural electrification
Energysecurity

Climate change adaptation

P B B P 2P PP

National Action Plan on Climate Change

On 30 June 2008 the Indian Government, under the leadership of the Prime Minister, announced the
blFidA2ytt 1 O0GA2y ttly 2y [ fAYF(OS / KI2W3S ODlata/A/20/d@ £€¢ K S
running through 2017 and directs ministries to submit detailed implementation plans to the Prime
arAyArAaidSNRa /2dzyOat 2y [/ EAYIGS / KFEy3dS o6& 5S0O0SYO6SNI un

Emphasizing the overriding priority of maintaining high economic growth rates toliéisg

a0 yRFNRAYX (GKS LY GARSYGAFTASE YSIadaNBa (GKIFG LINRY?2
coo SYySTAlGa F2N I RRNB & a A yit3ayQtiede Yidtidn& méasuteyvibBd @ F F SO0 A St ¢
more successful with assistance from developedycouNRA S& > |y R LI SR3IS& GKFG LYyRAI
AINBSYyK2dzaS 31 a Syraarzya asAatft G y2 LR2AydG SEOSSR
RSOSt21LIYSyi 202S8S00A0Saové

National Solar MissionThe NAPCC aims to promote the development and use of solar energy for
power generation and other uses with the ultimate objective of making solar competitive with-fossil
based energy options. The plan includes:

A Specific goals for increasing use of stitermal technologies in urban areas, industry,
and commercial establishments;

A A goal of increasing production of photovoltaics to 1000 MW/year; and
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A A goal of deploying at least 1000 MW of solar thermal power generation.
Other objectives include thestablishment of a solar researckntre, increased
international collaboration on technology development, strengthening of domestic

manufacturing capacity, and increased government funding and international support.

National Mission for Enhanced Enefgfficiency Current initiatives are expected to yield savings of

10,000 MW by 2012Building on the Energy Conservation Act 2001, the plan recommends:

A Mandating specific energy consumption decreases in large ermngguming industries,

with a system focompanies to trade energyavings certificates;

A Energy incentives, including reduced taxes on eneffigient appliances; and

A Financing for publiprivate partnerships to reduce energy consumption through demand

side management programs in the mupial, buildings and agricultural sectors.

National Mission on Sustainable Habitib promote energy efficiency as a core component of urban

planning, the plan calls for:

A Extending the existing Energy Conservation Building Code;

A A greater emphasis omrban waste management and recycling, including power
production from waste;

A Strengthening the enforcement of automotive fuel economy standards and using pricing

measures to encourage the purchase of efficient vehicles; and

A Incentives for the use ofyblic transportation.

National Water MissionWith water scarcity projected to worsen as a result of climate change, the
plan sets a goal of a 20% improvement in water use efficiency through pricing and other measures.

National Mission for Sustaininbé Himalayan Ecosysterfihe plan aims to conserve biodiversity,
forest cover, and other ecological values in the Himalayan region, where glaciers that are a major

a2dzNDOS 2F LYRAFQa 6F GSNJ adzllLi @ NS LINR2SOGSR

National Mission for Sustainable Agricultufighe plan aims to support klate adaptation in

agriculture through the development of climatesilient crops, expansion of weather insurance

mechanisms, and agricultural practices.

National Mission on Strategic Knowledge for Climate Chahgeain a better understanding of

climatescience, impacts and challenges, the plan envisions a new Climate Science Research Fund,

improved climatemodelling and increased international collaboratiott.also encourageprivate

sector initiatives to develop adaptation and mitigation technolagierough venture capital funds.

Other Programs
The NAPCC also describes other ongoing initiatives, including:
A Power Generation: The government is mandating the retirement of inefficientfoeall

power plants and supporting the research and depehent of IGCC and supercritical
technologies.

bl GA A & & A 2 yGoafsanbladé therd3thitiBrdfe milighfhéctares of degraded
F2NB&ad flyRa FyR SELIYRAYy3I FT2NBald O020SNJ TNBRY
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A Renewable Energy: Under the Electricity Act 2003 and the National Tariff Policy 2006, the
central and the state electricity regulatory commissions must purchase a certain
percentage of gridbased power fromenewable sources.

A Energy Efficiency: Under the Energy Conservation Act 2001, large eosrgyming
industries are required to undertake energy audits and an endabgllingprogram for
appliances has been introduced.

Implementation

Ministries with lead responsibility for each of the missions are directed to develop objectives,

implementation strategies, timelines, and monitoring and evaluation criteria, to be submitted to the

t NAYS aAyAadSNRa / 2dzy OAf lla&lsh berdsponsiblé Br périsdicgh@ S® ¢ KS / 2 d
NEOASGAY3T YR NBLERNIAYy3I 2y SIFOK YAaaizyQa LINRPINBaad
indicators and methodologies will be developed to assess both avoided emissions and adaptation

benefits.

State levelnitiatives

Following the NAPCC, State governments in India have taken the cue and announced their own policy
frameworks. Gujarastate for example, launched a Solar Power Policy on January 6, with an operating

period up to March 31, 2014, for projectstiaeen 5 and 500MW and exemptions from paying the

electricity duty on solar power sent to the grid or used on site. This was followed by an investor

summit meeting § KS +A 0 NJ y i Ddz2l NI & whithhadsldawnlcom@iivent2fddBE Q { dzY Y A
more than Rs D2 lakh crore ($20.8 billion) in renewable energy projects. Amongst the firms that

have signalled commitment are Tata Power, Suzlon, Refex Energy, Astonfield Renewable Resources.

Corporate response

While climate change is becoming increasingly central to the policy preoccupations of the
government, the corporate sector in order to participate in the eight missions under India's National
Action Plan on Climate Change (NAPCC) will have to move begatidd climate change as a
corporate social responsibility issue and treat it as a key environmental condition shaping corporate
strategy. This message was summarised in the corporate statement at the World CEO Forum in
February 2009, organised by TER$iBess Council for Sustainable development (BCSD India), a
partner of the WBCSD (World Business Council for Sustainable Development) and a member of its
regional network. The statement describes key actions that Indian companies need to implement to
suppat the eight missions of the NAPCC and is a reflection that the private sector sees the growth of
sustainability in general and the clean energy sector in particular, as a business opportunity rather
than a risk in times of economic slowdown.

Listed equig investor response

The response of listed equity investors to climate change in general and the NAPCC in particular has
so far been muted. To some extent this is justifiable since the policy details and incentives of the eight
missions outlined above hawet to be articulated.

I y2ilo0fS SEOSLIiAZ2Y K26SOSNI Aa |1 {./3ZX 6KAOK KI& LINEBR
investment opportunities (Wide Spectrum of Choicddéovember 2008). The report highlights the

fact that compared with the industrialT SR 62 NI RE LYy RAI KF&a I WgARSNI aLISOo
confronts the global threat of climate change, with a large potential for technological leapfrogging.

Within the framework of a range of existing policies to promote the low carbon power and energy

efficiency, the HSBC research identifies an initial set of investable themes focusing on the mitigation

potential from curbing carbon emissions. These include wind, solar, hydrpolier, bio fuels

buildings efficiency, industrial efficiency, power eifncy, cleaner coal, fuel switching and nuclear.

The report estimates that INR7.65tr (USD150bn) in investments will be made in these themes-FY2008

MTEZ @ASEtRAY3I lyydzZt SYAadarzy Odzia my:: 0St26 WodzaAyS
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Governance issues

In January 2009, the fodler of Satyam Computer Systemsyarld class Indian information

technology company that attracted vast amounts of foreign investment, confessed that the $1 billion
in cash that the company hadported in its accountdid not exist. He also confessed ttee had

been cooking the books for seven years in order to keep control of the company. The Satyam fraud
has shocked investors, the government and regulators and has led to questioning the accounting
practices of statutory auditors.

¢ KA& YL &largeSt carppritd dcadand some may interpret it as a reflection of poor
governance practices in India. However, it is also a reflection of the absolute growth in the size of
India Inc., and not necessarily a change in the modus operandi of Indian oratiteral companies.
Accounting scandals, such as the $50 billion Madoff fratelnot new phenomena in the global
corporate world. Nor are they necessarily a reflection of weak corporate governance standards. In
fact, the reality is that India has strolegrporate governance standards, which have continuously
0SSy GAIKGSYSR (2 I RRNIAesaarelcghfRifed iR the L$50hg Agfedhied INR 6 G K ®
that all publicly listed companies execute with the stock exchange where their shares are traded. The
Indian Companies Act also sets out principles for corporate governance which include a duty on the
board of directors to adopt the accounting standards stipulated by the Indian Chartered Accountants
Institute, a duty to maintain proper books of accountsigrepare financial statements etc.

¢KS {FGeryY FNIdzRE tA1S G(KS alR2FF Wt2yl A {OKSYSQ:I A
unscrupulous businessmen will find ways to circumvent the law. What differentiates India Inc. from

other, particularly Wetern, corporate environments is that the personality of the promoter

overshadows everything elseand this is well known to lending banks, investors, auditors and the

authorities. Indian companies have been likened to extended families, a maze of hadohgsoss

holdings, whereas foreign investors and shareholders like things nuclear and déffieexncept of

fungibility of capital and resources is unfamiliar territory for them. Indian shareholders will rarely

oppose the promoter or the patriarch.

The lesson for corporate governance from the Satyam scandal is that along with better vigilance,
better transparency and accountability are crucial to keep investors interested and confident.
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5. SUSTAINABLE INVESTMENT ACTIVITY

S&P ESG India Index

Badkground

The S&P ESG India was launched in January 2008. The Index was developed by Stard@rdN& a =

CRISIL and KLD and was sponsored by IFC. The Index consists of 50 stocks selected from the top 500
companies by total market capitalisation that are listed on the NSE. This universe of stocks is then

subjected to a research process, whichydeld a2 02NB ol aSR 2y | O02YLIyeQa 9{
in the public domain and on thirdarty information on corporate ESG performance.

Constituents and performance

{AyO0S AyOSLIiA2ys (GKS {3t 9{D LYRALI L ykRiBeES®RE LISNJF 2 NXI
CNX Nifty (Figure 12). The current composition of the index is show in Table 5. In terms of sector
breakdown, the index is relatively well diversified (Figure 13).

Impact to date

ABN AMRO Asset Management (now Fortis) launched a retdiii®8Rh India in March 2007 (9
Y2y(iKa 0ST2NB G(KS fldzyOK 2F (GKS LYRSEUL GKIFG RNIga K
below). Other than this fund, there does not appear to be any investment products or strategies

based explicitly on the S8ESG India Index. There is insufficient information to judge what impact

the index has had on investors in terms of general awareness raising or informal use of the index by
analysts and portfolio managers. A small number of companies (e.g. ITC, Gahd KECT

Cummins) issued press releases in 2008 drawing attention to their inclusion in the Index. CRISIL
reports that average ESG scores for the 500 companies researched have improved since the launch of
the Index. At this early stage, there is littiddétional information on the impact that the Index has

had on companies (in terms of improving ESG transparency and disclosure) or whether companies
regard inclusion in the Index as a positive feature for branding and investor relations purposes.

Figure 120 S&P ESG India Indegerformance
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Table5: S&P ESG India Indexonstituents as of March 2009

1 ABB Ltd. 26 | TCLtd.

2 ACC Ltd. 27 ICICI Bank Ltd.

3 Aditya Birla Nuvo Ltd. 28 Indusind Banktd.

4 Alok Industries Ltd. 29 Infosys Technologies Ltd.

5 Ambuja Cements Ltd. 30 Jaiprakash Associates Ltd.

6 Andhra Bank 31 Jindal Steel & Power Ltd.

7  Axis Bank Ltd. 32 JSW Steel Ltd.

8 Bharat Petroleum Corporation Ltd. 33 Jubilant Organosys Ltd.

9 Bharti Airtel Ltd. 34  KPIT Cummins Infosystem Ltd.
10 Bongaigaon Refinery & Petrochemicals Ltd. 35 Mahindra & Mahindra Ltd.
11 Chambal Fertilizers & Chemicals Ltd. 36 Moser Baer India Ltd.

12 Crompton Greaves Ltd. 37 NTPC Ltd.

13 Divi's Laboratoriektd. 38 Panacea Biotec Ltd.

14 Dr. Reddy's Laboratories Ltd. 39 Polaris Software Lab Ltd.
15 Financial Technologies (India) Ltd. 40 Reliance Industries Ltd.

16 Godrej Industries Ltd. 41 Reliance Infrastructure Ltd.
17 GTL Infrastructure Ltd. 42 SesdGoa Ltd.

18 GTL Ltd. 43 SRF Ltd.

19 Guijarat Alkalies & Chemicals Ltd. 44  Tata Consultancy Services Ltd.
20 Gujarat NRE Coke Ltd. 45 Tata Power Co. Ltd.

21 HCL Infosystems Ltd. 46 Tata Steel Ltd.

22 Hero Honda Motors Ltd. 47 Tata Tea Ltd.

23 Hindalcolndustries Ltd. 48 Titan Industries Ltd.

24 Hindustan Unilever Ltd. 49  United Phosphorous Ltd.
25 Housing Development Finance Corporation Ltd. 50 Wipro Ltd.

Figurel3: S&P ESG Index Indegector breakdown
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Foreigninstitutional Investors

General overview

Foreign Institutional Investors (FlIs) are allowed to invest in the primary and secondary capital
markets in India through the portfolio investment scheme (PIS) administered by the Reserve Bank of
India (RBI). Uiter this scheme, Flls can acquire shares/debentures of Indian companies through the
stock exchanges in India.

The ceiling for overall investment by Flls is 24 per cent of the paid up capital of the Indian company

(20 per cent in the case of public secbamks, including the State Bank of India). The ceiling of 24 per

OSyid F2NJCLL Ay@SaiaySyid OFy 0S NIXrA&ASR adzoeaeSOG G2 oA
of a special shareholder resolution to that effect (ii) certain sector caps imposed! an&Ee

Government of India. The RBI monitors the ceilings on Fll investments in Indian companies on a daily

basis and publishes a list of companies allowed to attract investments from FlIs with their respective

ceilings.

Figure 4 illustrates the drantia increase in net portfolio equity flows to India over the period 2002
2007, and especially over the bull rally that climaxed in January 2008 when the Sensex reached a
lifetime high of 21,206.77 points. Flls invested US$17 billion in Indian stock&7in 20

However, the onset of the current global economic crisis saw Flls pulling out a record $13 billion (Rs
67,470) in 2008, the largest outflows since India opened its doors to Flis 15 years ago.

In 2009 so far, FlIs have sold another US$2.1 biliadkiv&K 2 F LY RALF Yy ai201a® ¢KS /[ K3
Fund Management (TCI) (a0&sed hedge fund) accounts for about 10 per cent of this sum, making

it the singlelargest seller of Indian stocks among Flls. The hedge fund registered its biggest annual

loss in2008 and is liquidating its investments in India at a steep discount to the prices at which it

bought the stocks last year.

FII ownership in Indian stocks has now fallen to 15.5 per cent, a level last seen in December 2003 in
the early days of the dumarket. Citi analysts estimate the value of FIl ownership in Indian stocks to
be about US$94 billion (Rs 484 crore).

Deutsche Bank AG has shown the most confidence in Indian firms during the difficult conditions of
2008. The bank remained the tbplder of Indian stocks among Flls in 2008. Though the value of its
investment fell sharply due to the massive decline in stock prices, it actually invested in more firms in
2008 than 2007. Deutsche Bank and its affiliates hold Rs 16,344.77 crore (hifi$$8)4n Indian

equities. HSBC and Citigroup own the second and third largest portfolios (Table 6). Deutsche Bank is
the only Fll that has increased its number of firms in its portfdiiom 84 in 2007 to 88 in 2008.

Table6: Top 3 Flls in India by AUM at the end of 2008 (source: www.livemint.com)

il _ PRI Equity Holdings No. of companies in portfol

signatory Rs crore US$ million 2008 2007
Deutsche Bank s 16,345 3,356 88 84
HSBC s 10,400 2,135 92 126
Citigroup 8,337 1,712 112 180

TOTAL 35,082 7,203




26 SUSTAINABLE INVESNVHEN INDIA 2009

Table7: ADRs issued by BRIC companies (data as of March 16, 2009)

No. of companies Ownership value
Economy issuing ADRs USD million % of BRIC total
Brazil 101 72,242 39%
Russia 115 64,709 35%
India 143 13,557 7%
China 158 35,741 19%
TOTAL 186,249

Source: www.adr.com

¢tKSaS WwWi2L) oQ CcLLa&a KIFI@S (G201t SldzAade K2f RAy3aa 2F | L
US$94 billion total stock of FIl investment estimated by Citi.

Other leading Flis include Morgan Stanley, Merrill Lynch Capital Markets, CL-PAdN#&a Goldman
Sachs Investments Mauritius, JPMorgan Chase, UBS Securities Asia and Fortis Investment
Management.

International investors can also invest in Indian companies through American Depository Receipts
(ADRSs) that are traded on the NYSE or other US markets. 143 Indian companies issue ADRs, with a
total ownership value of US$13.6 billion (Table The 25 largest such ADRs are listed in Table 8 and

have a total value of US$11 billion: the leading issuers of ADRs include Infosys, ICICI and HDFC. Seven
companies in this list are in the current S&P ESG India Index portfolio. Table 9 identifies #oene of

main US and notJS investors that hold the ADRs of Indian companies. Investors include:

A Western asset management firms such as Barclays Global Investors, JP Morgan, Fidelity,
.fEFO1w2012 1 {./Z LbD FYyR 5C! o0KnSnapdrsiti SNI Aa 2yS

A Indian investors including L P Jaiswal, LIC and Tata;
A China International Fund Management, a joint venture betw@gh Morgan Fleming Asset

Management (UK) Limited and Shanghai International Trust and Investment G@&ITUO)
which manages assets on behalf of Chinese clients
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Table8: Top 25 Indian ADRs

Company Ownership value USD million S&P ESG India Inde
INFOSYS TECHNOLOGIES LTD [INFY] 2,546.64 s
ICICI BANK LTD [IBN] 2,415.74 R
HDFC BANK LTD [HDB] 1,809.11

RELIANCE INDUSTRIES LTD [RLNIY] 864.34 R
INDIAN HOTELS CO LTD [IDHUY] 802.15

SATYAM COMPUTER SERVICES LTD [SAY] 622.87

STERLITE INDUSTRIES INDIA LTD [SLT] 392.41

STATE BANK OF INDIA LTD [SBKFF] 279.88

TATA COMMUNICATIONS LTD [TCL] 257.26

LARSEN & TOUBRO LTD [LTOUF] 214.79

WIPRO LTD [WIT] 181.44 .
DR REDDYS LABORATORIES LTD [RDY] 164.44 R
GAIL INDIA LTD [GAILF] 106.88

PATNI COMPUTER SYSTEMS LIMITED [PTI] 93.87

WNS HOLDINGS LTD [WNS] 89.7

SUBEX LTD [SBXZY] 67.07

HIMACHAL FUTURISTIC COMMUNICATIONS [+ 54.69
MAHANAGAR TELEPHONE NIGAM [MTE] 48.44

RELIANCE COMMUNICATION LTD [RLCMZ] 34.13

AXIS BANK LTD [AXB] 33.62 .
AMBUJA CEMENTS LTD [GUJTF] 22.03 .
GITANJALI GEMS LTD [GITG] 20.48

RANBAXY LABORATORIES LTD [RBXZF] 16.86

AMBUJA CEMENTS LTD [AMBUY] 14.97 R
CIPLA LTD [CIPLG] 13.67

TOTAL (top 25) 11,167.48

Source: adr.com (data as of March 16, 2009)
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Table9: Key investors in Indian ADRs (source: adr.com)

TOP 10 HOLDERSIGIBIANADRS (u\glﬁ) por;g‘]igf F(;!rt‘g PRI
Barclays Global Investors, N.A. us 1,424.22 0.29 Jan31-2009
Modi (Yogendra Kumar ) UK 1,332.83 100.00 Oct07-2008
L P Jaiswal & Sons Pvt. Ltd. India 301.86 97.13 Mar-31-2008
J.P. Morgan Investment Management Inc. us 271.76 0.34 Dec31-2008
Fidelity Management & Research us 239.87 0.06 Jan31-2009
Jennison Associates LLC us 219.61 0.57 Jan31-2009
LIC Mutual Fund Asset Management Company  India 201.15 1.02 Mar-31-2008
Tata Sons, Ltd. India 200.5 25.43 Mar-31-2008
China International Fund Management Co., Ltd. China 185.78 2.93 Jun30-2008
OppenheimerFunds, Inc. us 182.85 0.28 Dec31-2008
TOTAL 4,560.43

TOP 10 US MUTUAL FUND HOLDERSIDANADRS (U\éil:s) pomog""gf F(;g’:g PRI
iShares MSCI Emerging Markets Index Fund us 1,131.24 6.38 Janr31-2009
Oppenheimer Developing Markets Fund us 109.53 2.41 Now30-2008
Dodge & Cox International Stock Fund us 82.78 0.34 Dec31-2008
Artisan International Fund us 58.76 0.76 Dec31-2008
Harbor Capital Appreciation Fund us 56.43 1.00 Dec31-2008
Fidelity Diversified International Fund us 46.48 0.19 Jan31-2009
iShares MSCI All Country Asia Ex Japan Ind Fun US 46.09 9.92 Dec31-2008
Janus Contrarian Fund us 42.11 1.14 Oct31-2008
Vanguard Emerging Markets Stock Index Fund  US 40.84 0.33 Oct31-2008
DFA Emerging Markets Value Fund Inc. us 40.83 1.05 Oct-31-2008
TOTAL 1,655.09

TOP 10 NONJS MUTUAL FUND HOLDERS\NDFANADRS (u\glﬁ) porﬁ(ﬁigf F(;g‘g PRI
China International Asia Pacific Advantage Stock China 185.78 7.62 Jun30-2008
JPMorgan FundsJF India Fund Hong Kong 150.84 6.49 Jun30-2008
Raiffeisen Euroasien Aktien Austria 141.31 13.44 Jut31-2008
HSBC Global Investment Fund Indian Equity Fun Singapore 132.47 3.64 Sep30-2008
DIT Fonds EEE Germany 93.25 5.20 May-31-2008
iSharesMSCI Emerging Markets UK 88.00 6.65 Feb29-2008
JPMorgan Investment Fd JF Asidagan Fund Singapore 83.89 8.01 Jun30-2008
Blackrock India Stock Fund Japan 79.71 7.16 Dec10-2007
JPMorgan FundsEmerging Markets Equity Fund UK 69.21 1.06 Jun30-2008
ING J.P. Morgan Emerging Markets Equity UK 69.04 10.60 Dec31-2008
TOTAL 1,093.5
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Sustainable investment

There are insufficient data to make a reliable estimate of the proportion of Fll assets in India that are
Yyl 3SR dzy RSNJ Wadzadl AylFofSQ 2N waz20Alft& NBaLRyaAot

Of the 1,500 or so Flis registered in India, brokers estimate that no more than 100 are active.

Deutsche Bank and HSBC are both signatories to the UNPRI; their combined holdings are estimated at

US$5.5 billion, or about 6 per cent of the total stocletfin India. However, there is little

AVF2NXIGA2Y 2y GKS SEGSYyd (2 6KAOK twL Ada o0SAy3 AYL
holdings. It is not currently possible to comment on the ESG approaches used by the other 98 firms.

In the alsence of hard data, it may therefore be legitimate to make a conservative educated guess
that FlIs who take environmental, social and/or governance (ESG) issues into account in a formal way
represent aboutl per centof the US$94 billion corpus of Fll asseé.e. about US$1 billion.

With respect to ADRs, only four of these fund managers listed in Table 9 (JP Morgan, ING, HSBC and
BlackRock) are signatories to the UNPRI. Again, using a 1 per cent estimate in the absence of hard
data suggests that ESG/@stment in Indian ADRs could be about US$130 million.

ESG engagement

b2N¥l &Qa ! {botn O0AffAZ2Yy D2@SNYYSyld tSyairzy CdzyR 61
shareholder engagement by Flis in India:

A In November 2007, the Fund announced that it hattl®ff about US$13 million ishares of
the Londonlisted metals and mining growedanta due to unresolved concerns about
environmental, human rights and labor practices of four of its subsidiaries in India

A The Fund has an investment of about US$1@0an in Monsantoand has been lobbying the |
company to address the problem &K At R f | 62dzNJ I i a2y al yiz2Qa K&eoNAI
in India

Flls wishing to engage with portfolio companies on issues related to human rights often experience
difficulties when dealing with Indian companies, who (along with Chinese firms) are frequently
unresponsive. This is particularly the case in relation to companies with operatiocosritries such

as Burma and Sudan.

For exampleAmnesty International, Genocidatervention Network (GIN) and Investors Against
Genocide have called ffSA Yy @S &G 2NE (2 060280204 LYRAFQa hiAft YR bl
operations in Sudan following similar campaigns against Chinese and Malaysian oiOM@E& has
investednearlyUSb1bn in Sudanese oilfields and is one of the top three players in the oil sector in

that country.

PRI pension fund investment in Infrastructure and Private Equity

It is also important to note that some international investors with a strongi$oan ESG issues are
preparing to increase their exposure to infrastructure and private equity investments in India.
Predominant amongst such investors are the two Dutch pension funds, APG and PGGM, both of
which are signatories and active members of W&PRI. The strategy of both pension funds appears
to be to invest directly in these assets classes in India, rather invest as Limited Partners in a third
party private equity or infrastructure funds.

Although this trend is at an early stage (particulgilyen current market conditions), implementation
of such strategies will involve significant ESG management challenges and sustaireddiéty
investment barriers.
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Domestic institutional investors

Pension Funds

In sharp contrast to other BRIC markets such as Brazil, in practical terms, pension funds are largely
absent from the DIl landscape in India and are of little or no immediate relevance to the development
of a domestic sustainable investment market. Tharmetwo main reasons for this.

Firstly, Indiadoes not have a comprehensive old age income security syggtem LY RA I Q& 62 NJ F2 ND S
consists of two groups: organized (or formal sector) and unorganized (informal sector). About 10 per

OSy i 27F Ly Ruebrguaized Bohkdrst ahdlaB Such, are covered by state provident funds or

private pension schemes. The remaining 90 percent of workers fall into the unorganized sector, with

only minimal benefits. Secondly, the regulations that apply to providentsamtl other retirement

schemes have historically been based solely on investment in govermumestaving plans and fixed

income instruments. The idea that such schemes might invest in equities is relatively new and

politically controversial. It is onlg the last year or two that the Government has been prepared to

introduce a small degree of flexibility in terms of asset allocation, and even this has not yet been fully

rolled out.

The overall pensions fund system in India is varied, very complexianstate of significant change.
To simplify matters, the key points relevant to this report are as follows:

Public sector pensions

Existing governmentun and governmenmandated retirement schemes are essentially defined

benefit (DB) provident fundsThese schemes have combined assets of about US$35 billion but are
required to invest solely in government bonds and governrmremtfixed income plans. These DB
provident fund schemes have large deficits. Consequently, the Government is currently aitigpdu

the New Pension System (NPS), a defined contributions (DC) scheme for civil servants recruited after
January 2004. The old DB pension schemes will continue to operate for civil servants recruited before
the cutoff date.

The Government has created”&nsion Fund Regulatory and Development Authority (PFRDA) to
implement the NPS. The new system is currently being rolled out. It is expectetiGhatllion
peoplewill be enrolled in the plan within two yeansaying 20% of their wages into a fund thill

then have assets afbout US4 billion The PFRDA has appointed three asset management firms to
manage the NPS corpus: State Bank of India (SBI), UTI Asset Management CompeMZ}lLand

Life Insurance Corporation (LIC). The NPS offers imgamtty two investments options. Subscribers
have the option of having their pension contributions invested fully in Government bonds and
securities. Alternatively, subscribers can choose to have their contributions invested in accordance
with the investnent guidelines for noiGovernment Provident Funds issued by Government of India
in January 2005. These guidelines specify that investment in equities cannot exceed 5 per cent of
total assets and investment into equitinked mutual funds cannot exceedwarther 10 per cent.

Furthermore, it appears that initially at least, equity investments up to this 15 per cent cap will be
passiveonly, tracking the Nifty 50 index. The possibility of incorporating actively managed equity
portfolios at a future datéas not been ruled out. However, one of the key features of the NPS is that
management fees are very lowar( investment management fee of three to five basis points and
transaction costs of up to 10 basis poinésd are unlikely to support the costs aft&@e management.

ESG factors are absent from the investment guidelines set by the PFRDA and for a range of;reasons
including the strong emphasis on fixed income, very low management fees, relatively small fund size,
poor equity market conditions, poldal resisance and institutional inertig we believe it would be
unrealistic to expect to get sustainable investment onto the NPS agenda in next few years. In the
longer term, the S&P ESG India Index could have a good fit with the NPS given thaftheScba f 2 &
management fees mean that a passive sustainable investment style would be more practical.
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Statutory pension schemes for private sector workers

The Employees' Provident Fu(ElPF) schemis a statesponsored compulsory contributory pension

and irsurance schemitroduced in 1952. Membership in the EPF fund is mandatory for entities
employing 20 or more people and is compulsory for all employees with earnings of Rs 6,500 or less
per month. Participation is optional for employees earning abowveahiount, but most

multinational corporations provide the provident fund benefit to all employees. The EPF is a defined
contribution (DC) scheme. Employers contribute 12 percent of eligible earnings up to Rs 6,500 a
month. Employees must make a matchimgntribution of 12 percent of eligible salary.

Again, the key point to note is that all assets are invested in intdreating governmentun special

deposit plans (a 2008 proposal to allow the schemimt@stup to5 per cent of its funds in the stock
marketwas rejected by th&PFO board following opposition from trade unipriSPF assets are
GKSNBFTF2NBE ANNBE SOlIyd (2 (GKA& NBLRNIQa lylfeaira

Voluntary pension plans

Private pension funds and retiremeimvestment products are still relatively new to India, although
many firms have entered this growing and competitive market. These products fall into two main
categories: products offered by insurance firms (unit linked investment plans and annuitids); a
mutual funds. These pension fund products are discussed below and are typically hybrid schemes
with a strong orientation towards debt. In addition, from April 2009, the NPS scheme for civil
servants will be opened up to all Indian citizens.

Mutual Furds

According to the Association of Mutual Funds in India (AMFI), there are almost a thousand mutual
fund products on the market at the current time with combined value of about US$105 billion (Table
10). Interms of assets under management, eghagedmutual funds make up about 18 per cent of

the market. Table 11 lists the top 35 mutual fund managers by assets under management. Table 11
also identifies those firms that are signatories to the UNPRI or have an international parent group that
is a UNPRiignatory. There are 7 such firms, all of which are the Indian arms of international asset
managers. These 7 signatories represent about 10 per cent of total assets under management by the
top 35 firms. Due to lack of information, it is not possildeedmment on the extent to which the

Indian arms of these 7 UNPRI signatories are implementing the Principles. Only one asset manager
Fortis¢ currently offers a retail SRI mutual fund product.

Tablel0O: Indian mutual funds a of February 2009

Total no. of schemes

Assets under

Assets under

Type (open, closed and management management Percentage
interval funds) Rscr  USD million
Income 503 259,517.00 53,277.97 51.02%
Equity 292 89,874.00 18,450.83 17.67%
Balanced 35 10,293.00 2,113.12 2.02%
Liquid/Money Market 58 127,591.00 26,194.01 25.08%
Gilt 34 6,135.00 1,259.49 1.21%
ELSSEQUITY 46 11,130.00 2,284.95 2.19%
Gold ETF 5 781.00 160.34 0.15%
Other ETFs 11 808.00 165.88 0.16%
(F)L\J/r(‘a?scé;zunds nvestnt 10 2,541.00 521.66 0.50%
Total 994 508,670.00 104,428.25 100.00%

Source: AMFI (data as of end February 2009)

2T

a
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Tablell: Top 35 Indian mutual fund managers by AUM

Rank Asset manager Total assets under management Signatory
Rs cr USDm to UNPRI
1 Reliance Mutual Fund 81,627.08 16,757.77
2 HDFC Mutual Fund 56,864.39 11,674.07
3 ICICI Prudential Mutual Fund 53,538.20 10,991.21
4 UTI Mutual Fund 49,224.94 10,105.71
5 Birla Sun Life Mutual Fund 48,571.02 9,971.47
6 SBI Mutual Fund 27,626.81 5,671.69
7 LIC Mutual Fund 24,268.43 4,982.23
8 Franklin Templeton Mutual Fund 19,571.97 4,018.06
9 Tata Mutual Fund 19,299.74 3,962.17
10 Kotak Mahindra Mutual Fund 17,432.24 3,578.78
11 DSP BlackRock Mutual Fund 14,116.86 2,898.14 R
12 IDFC Mutual Fund 13,616.17 2,795.35
13 Sundaram BNP Paribas Mutual Fund 9,702.10 1,991.81
14 Deutsche Mutual Fund 9,606.87 1,972.26 R
15 HSBC Mutual Fund 9,550.71 1,960.73 R
16 PRINCIPAL Mutual Fund 6,960.04 1,428.87
17 Fidelity Mutual Fund 6,267.83 1,286.76
18 Fortis Mutual Fund 5,603.18 1,150.31 R
19 JM Financial Mutual Fund 5,425.59 1,113.86
20 Religare Mutual Fund 5,423.70 1,113.47
21 Canara Robeco Mutual Fund 4,926.80 1,011.46 R
22 ING Mutual Fund 2,838.00 582.63 R
23 JPMorgan Mutual Fund 2,422.26 497.28 R
24 Benchmark Mutual Fund 1,475.68 302.95
25 AIG Global Investment Group Mutual Fun 1468.56 301.49
26 Morgan Stanley Mutual Fund 1,423.75 292.29
27 DBS Chola Mutual Fund 977.87 200.75
28 Baroda Pioneer Mutual Fund 864.79 177.54
29 Taurus Mutual Fund 220.69 45.31
30 Bharti AXA Mutual Fund 186.77 38.34
31 Escorts Mutual Fund 186.10 38.21
32 Mirae Asset Mutual Fund 167.56 34.40
33 Sahara Mutual Fund 141.70 29.09
34 Quantum Mutual Fund 58.32 11.97
35 Edelweiss Mutual Fund 30.67 6.30
Total 501,687.36 102,994.74

Source: AMFI, UNPRI (data as of end February 2009)
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Fortis Sustainable Development Fund

The Sustainable Development Fund was launched in March 2007 by ABN AMRO India and was taken
overbyFortisii F §1S wnny F2ftt2¢6Ay3 GKS artsS 2F ! .b !awhQa 3
Scotland, Santander and Fortis.

¢tKS FTdzy RQa Ay @SailyYSy i -teAmocefabgioltd Bomardactively manfged NI G S f 2 y 3
portfolio of equity and equityrelated securitied & 8 dzZSR 06& Wa20Al ff& NBalLlyaiofts
is a closeebnd product benchmarked to the BSE 200.

¢KS FTdzyRQa 9{D lylféara Aa LINRPGPARSR o0& /wL{L[ FYyR R
India Index. As with the index, the ESG analiisisé 8 SR 2y YSI 4dz2NBYSyid 2F O2YLJ
and disclosure on ESG issues and other information in the public domain. The investment process is

summarised in Figure 14 below.

¢tKS Fdzy RQa OdzZNNBy (i LR NIF2f A2 kddwnasahown imMBigars18. Ay ¢ 6 f S
Li Aa y2iS¢2NIKe GKIG O2YLI yASa Ay GKS {3t 9{D LYRA
OdzNNBy i LRNITF2fA2D I FEF 2F GKS FdzyRQa G2L) mn K2f RA

The fund raised approximately Rs 60 crorateriaunch in March 2007 (equivalent to US$12.32

YAfEA2Y O G2RIFI&Q& SEOKIFIYy3IS NIGSOT & 2F CSoNXzZE NB H
(US$2.63 million) due to redemptions as well as falling stock prices. Performance since inception

closely matches the BSE 200, delivering an absolute retw3dgfer cent. Over 6 months and 1

year, however, the fund has outperformed its benchmark (Table 13).

Figureld: Fortis Sustainable Development Funchethodology



