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Shareholder Proponents Say the Courseon Gay Rights

ovember saw an unprec-
edented number of deci-
sions, primarily at the
ballot box but also at the
U.S. Supreme Court, determining
the rights of gays and lesbians in
the United States. While gay rights
supporters could claim some bright
spots on Election Day, these victo-
ries paled in comparison to the pas-
sage of constitutional amendments
banning same-sex marriage in all
11 states where they were on the
ballot. Domestic partner benefits
are now in jeopardy in the public
sector in most of these states and
perhaps in the private sector in at
least two states. The courts will
likely take years to sort out the full
ramifications of these amendments.
Shareholder activists say recent
developments have not had any
impact on their plans to file resolu-
tions that seek protection from dis-
crimination for gays and lesbians
in the workplace. Yet as other gay
rights activists regroup from these
defeats and formulate a new strat-
egy to promote equality for gays,
some are reexamining ways to le-
verage support from the corporate
community.
Gay rights gained prominence

in the 2004 presidential race, with
some analysts attributing George
W. Bush’s win to social conserva-
tives who turned out in key states
to support these amendments and
Bush'’s re-election. In addition to
Ohio, which emerged as a pivotal

I |
At present, all but 90 of
the Fortune 500 include

sexual orientation in
their equal employment
policies, and nearly half
of the 500 offer domes-
tic partner health
benefits.

state in the election, Arkansas,
Georgia, Kentucky, Michigan, Mis-
sissippi, Montana, North Dakota,
Oklahoma, Oregon and Utah joined
two others—Louisiana and Mis-

souri—that adopted constitutional
amendments banning gay marriage
earlier in the year. Another dozen
or so states are preparing to intro-
duce their own same-sex marriage
bans in the next two years. Alto-
gether, some 40 states have laws or
constitutional amendments barring
marriage for same-sex couples.

Gay rights supporters took
heart on Election Day in
Cincinnati’s vote to repeal anti-gay
legislation, as well as the re-elec-
tion of all incumbent legislators in
Massachusetts who supported gay
rights. More good news for gay
rights followed late this November,
when the U.S. Supreme Court de-
clined, without comment, to review
the Massachusetts Supreme Court’s
decision legalizing gay marriage.
Massachusetts is the only state to
sanction gay marriage, and in the
past year at least 3,000 gay Massa-
chusetts couples have wed. Ver-
mont is the only state to recognize
same-sex civil unions.

Equality Activists Unfazed

Despite gay rights having made
headlines on almost a daily basis
during the last month, shareholder
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activists say they remain uninflu-
enced by the recent controversies,
pursuing their shareholder cam-
paign in a systematic fashion. They
continue to work down the list of
the Fortune 500, targeting the re-
maining companies that have not
amended their EEO policies to ban
discrimination based on sexual ori-
entation. All but 90 of the Fortune
500 have adopted such a policy, ac-
cording to the Human Rights Cam-
paign (HRC), the largest national
lesbian, gay, bisexual and
transgender political organization,
representing a considerable change
from 10 years ago when fewer than
half had done so.

This dramatic shift in numbers
can be attributed in large part to
the work of the New York City pen-
sion funds, which continue to coor-
dinate a large shareholder cam-
paign on this issue. In just the last
two years, shareholders withdrew
40 resolutions at companies that
either agreed to adopt the requested
policy or had unpublicized policies
already in place. Patrick Doherty
of the New York City Comptroller's
Office told IRRC that recent events
“would not affect us.” New York
has always considered banning dis-
crimination against gays and les-
bians in the workplace to be “as
much a bottom line issue as a hu-
man rights issue.” By not explicitly
banning this form of discrimina-
tion, corporations “limit their tal-
ent pools, which can mean less effi-
cient operations and ultimately less
profits being generated. Sharehold-
ers ultimately suffer,” he said.

For the 2005 proxy season, at
least 26 resolutions asking compa-
nies to change their EEO policies
to ban discrimination based on
sexual orientation are planned or
filed (see below for company-specific
information). Three of the resolu-
tions focus on the Equality Prin-
ciples, a set of principles first in-

troduced in 1995 that prohibit dis-
crimination based on sexual orien-
tation and gender identity. Despite
their introduction nearly a decade
ago, the Equality Principles have
been not the subject of sharehold-
ers resolutions since 1997.

Likely Heroes

While shareholder proponents plan
to stay the course, the HRC plans
to redouble its efforts in the corpo-
rate sector, according to Daryl
Herrschaft, deputy director of
HRC's WorkNet program. In 2002
when HRC released its first Corpo-
rate Equality Index, then HRC ex-
ecutive director Elizabeth Birch
heralded corporate America as the
“unlikely hero in the movement for
equality of gay and lesbian Ameri-
cans.” Birch was referring to the
lack of government protection for
gay and lesbian employees and pri-
vate industry’s role in partially fill-
ing the gap through their nondis-
crimination policies. Still no fed-
eral legislation protects gay and les-
bian workers in private employ-
ment from discrimination based on
their sexual orientation, and only
14 states and the District of Colum-
bia declare itillegal to fire employ-
ees based on their sexual orienta-
tion.

Today, Herrschaft still sees cor-
porate America taking the lead in
equality for gays and lesbians. But
Herrschaft now views corporations
as “likely” heroes given larger cor-
porations’ broad acceptance of the
business case for equality and grow-
ing public support for equality in
the workplace. Herrschaft cited a
March 2004 Los Angeles Times poll
that found nearly three-quarters of
those polled believed anti-gay job
discrimination should be outlawed.
Herrschaft also pointed out that AP
exit polls on Election Day found
that nationally, 60 percent of those
polled support some form of part-
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ner recognition: 25 percent support
gay marriage and 35 percent sup-
port civil unions.

Herrschaft sees a need not only
to continue to educate the corporate
community, especially medium-
sized and smaller companies, but
also to enlist corporations to edu-
cate their legislators as to why
equality makes economic sense.
The HRC also plans to raise the bar
for corporations. Beginning with
the 2006 Corporate Equality Index,
the HRC will rate companies not
only on whether they provide health
benefits to domestic partners, but
whether they also provide addi-
tional benefits, such as bereave-
ment benefits, ones provided under
the Family and Medical Leave Act
and temporary health benefits un-
der COBRA (Consolidated Omnibus
Budget Reconciliation Act). In other
words, says Herrschaft, the HRC
will be reviewing companies for par-
ity on the benefits issue.

At present, nearly half, or 229,
of the Fortune 500 offer domestic
partner health benefits. The provi-
sion of health benefits takes on
added importance at a time when
states are passing constitutional
amendments that have implica-
tions for workplace benefits. Nine
of the 13 state constitutional
amendments go beyond marriage
and seek to ban other, more limited
forms of partner recognition, includ-
ing civil unions and domestic part-
nerships. As a result, domestic
partner benefits for both gay and
straight employees are now in jeop-
ardy in those states. “In a country
in which 45 million people lack
health coverage and costs are sky-
rocketing, the last thing we should
be doing is stripping people of em-
ployer-provided health coverage,”
said Sean Cahill, the director of the
National Gay and Lesbian Task
Force’s Policy Institute, in a press
release. “Unfortunately, that’s
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what most of these amendments
do,” he added.

While the language in these
amendments does not explicitly pro-
hibit domestic partner benefits,
lawsuits will almost certainly be
filed against public institutions of-
fering these benefits. Within days
of passage of Michigan'’s state con-
stitutional amendment banning gay
marriage, the amendment’s propo-
nents announced they plan to re-
view the benefit policies of all pub-
licemployers. The proponents are
seeking to change policies that ex-
tend health insurance, bereavement
leave and other benefits solely to
homosexual couples as employee
contracts expire, arguing that they
will be in violation of the Michigan
Constitution, according to the Lan-
sing State Journal. In early De-
cember, Michigan Gov. Jennifer
Granholm decided to pull same-sex
partner benefits from new contracts
with state employees until a court
can decide whether they are legal.
In contrast, the University of
Michigan, which recently defended
its affirmative action program be-
fore the U.S. Supreme Court, says
that it plans to continue offering
benefits to domestic partners and
will defend its right to do so.

In nearly all of these states, the
impact of the amendments appears
to be limited to the public sector,
although no one can fully predict
how judges will interpret them.
The ability of private companies to
offer domestic partner benefits is
likely to be the subject of future liti-
gation in at least Ohio and possibly
Michigan. Ohio also provides ex-
amples of how corporations can take
leadership roles in the public debate
on amendments that result in re-
strictions on gay rights in the work-
place. Procter & Gamble, Nation-
wide Insurance and Limited
Brands, which operates The Lim-
ited, Victoria’s Secret and Bath &
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Body Works stores, all warned the
electorate that such restrictions
would be bad for business.

New Battleground in Ohio?
Ohio not only gained prominence for
its role in determining the presiden-
tial election, but its state constitu-
tional amendment banning gay
marriage also proved to be the most
controversial of the 11 facing vot-
ers across the nation last month.
It was by far the broadest, barring
any status that “intends to approxi-
mate the design, qualities, signifi-
cance or effect of marriage.” Ohio
Attorney General Jim Petro, who
is responsible for defending the
amendment against court chal-
lenges, along with Gov. Bob Taft and
both U.S. senators—all Republi-
cans—had opposed the ban, saying
the language was too broad, too
ambiguous and could harm Ohio’s
economy.

Taft, who had signed a state De-
fense of Marriage Act into law in
February 2004, issued a press re-
lease saying that the ballot amend-
ment was “unnecessary,” an “am-
biguous invitation to litigation” and
would hurt business by making it
“more difficult for us to retain and
attract the young talented knowl-
edge workers we need to advance
Ohio’s prosperity in the 21st cen-
tury.” “There will be as many in-
terpretations of the words, ‘Intends
to approximate the design, quali-
ties, significance or effect of mar-
riage,” as there are judges in the
state of Ohio,” he warned.

State Attorney General Petro
said prior to the election that the
constitutional amendment would
not only affect state institutions, but
also could affect private employers’
ability to provide domestic partner
benefits. Business leaders helped
fund TV ads that warned the
amendment “dictates to employers
how they must operate by eliminat-
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ing health-care benefits, and it'll
drive away jobs....” Linda Woggon
of the Ohio Chamber of Commerce
also reported in an October inter-
view on National Public Radio
(NPR) that “We're hearing from
many of our members, particularly
our larger members, that they're
guite concerned about the amend-
ment because they believe that it
will cause a problem for them in at-
tracting a diverse work force and
will also prohibit them from offer-
ing domestic-partner health-care
benefits.” Phil Burress, who headed
the coalition backing the measure
and is president of the Cincinnati-
based Citizens for Community Val-
ues, offered a different interpreta-
tion in the NPR interview, saying
“Under no circumstances, any way,
shape or form, is this going to af-
fect the private industry.”

Cincinnati Bucks the Trend
Bucking the national trend, Cincin-
nati voted to repeal an amendment
to its charter that prevented the city
from passing any legislation to pro-
tect gays and lesbians from dis-
crimination. It was the only U.S.
city to have banned laws support-
ing gay rights.

Many members of the city’s cor-
porate community, most promi-
nently Procter & Gamble, lobbied
for repeal of the 10-year old provi-
sion, arguing that it was taking an
economic toll on the region and its
ability to attract a top-quality work
force. Procter & Gamble continued
to speak out against the law even
though evangelical groups across
the country mounted a boycott
against the company. In addition
to contributing $40,000 to the ef-
fort to repeal the amendment, a
company executive also took a leave
of absence from the company to run
the campaign.

The Cincinnati law came to the
attention of shareholders during



the 2004 proxy season in connection
with Fifth Third Bancorp, which
is based in that city. In June, the
company amended its nondiscrimi-
nation policy to include sexual ori-
entation after a shareholder reso-
lution on the subject garnered
nearly 63 percent of the shares
voted at its March annual meeting.
In an unusual move, Fifth Third
Bancorp’s board of directors did not
provide shareholders with a voting
recommendation on the resolution.
Nor did the board discuss its views
on the implications of amending its
equal employment policy to ban dis-
crimination based on sexual orien-
tation. Unlike other major corpo-
rations in the city, Fifth Third
Bancorp also took no position on the
charter amendment.

Federal Legislation Stalled
President Bush has promised to
make a federal constitutional
amendment banning same-sex mar-
riage a priority of his second term,
and the 109th Congress, which is
set to convene in January, is likely
to vote on the issue. Yet despite the
combination of President Bush’s
support, the recent passage of state
constitutional amendments ban-
ning gay marriage, and an increas-
ingly conservative Congress, there
seems to be little chance that a fed-
eral constitutional amendment will
pass the House or Senate with the
necessary two-thirds majority in
the near term. Legislators in 38
states also would then have to ap-
prove the constitutional amend-
ment before it could go into effect.
“Thank goodness our founders
required a two-thirds majority to
pass a constitutional amendment,”
Rep. Tammy Baldwin (D-Wis.), one
of three openly gay members of the
House, told the Washington Blade.
“I think they will still fall short of
a two-thirds majority needed to pass
a marriage amendment.” Both the

House and Senate defeated the Fed-
eral Marriage Amendment, a pro-
posed constitutional ban on gay
marriage, in 2004.

But other gay rights support-
ers, including gay Rep. Barney
Frank (D-Mass.), believes the dy-
namics could change quickly if
there were a court decision over-
turning or weakening the federal
1996 Defense of Marriage Act.
DOMA defines marriage under fed-
eral law as the union only between
a man and a woman and gives
states the authority to refuse to rec-
ognize same-sex marriages issued
in other states. Many House and
Senate members who voted against
the proposed constitutional ban on
gay marriage say DOMA makes it
unnecessary.

The ENDA Controversy
While preventing anti-gay legisla-
tion from passing into law is becom-
ing more difficult, there appears to
be little hope for the 109th Congress
advancing any gay civil rights leg-
islation. Passing federal legislation
that would prohibit employment dis-
crimination based on sexual orien-
tation has been the goal of several
advocacy groups since 1980. The
long-standing Employment Nondis-
crimination Act (ENDA) came
within one vote of passing the Sen-
ate in 1996, but its prospects
dimmed considerably when Sen.
Judd Gregg (R-N.H.) replaced Sen.
Edward Kennedy (D-Mass.) as chair
of the Senate Committee on Health,
Education, Labor & Pensions in
2003. While Kennedy has been
ENDA's lead sponsor, Gregg has
opposed it.

With ENDA appearing to have
little or no chance of passage over
the next two years, supporters of
gay rights are split on a course of
action. Some, including HRC, want
to focus on public education. They
support expanding ENDA to in-
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clude protection for transgendered
persons in the workplace by adding
language that would ban discrimi-
nation on the basis of “gender iden-
tity and expression.” “What are the
prospects for passing ENDA? Zero,”
Mara Kiesling, executive director of
the National Center for
Transgender Equality, told the
Washington Blade. “As to whether
we may lose co-sponsors, we may.
But I don’t know if that will really
matter. There are people who don’t
come through for us on a number
of bills. So we will use this to edu-
cate our friends.”

Others want to keep the bill in
a form that would garner the broad-
est support and oppose adding the
proposed language. “The best thing
we can say is the bill as it stands
now has enough obstacles in its
way,” Jason Kello, a spokesman for
Rep. Mark Foley (R-Fla.), one of the
lead Republican co-sponsors of
ENDA in the House, told the Blade.
“Adding something new to weigh it
down further won't be helpful to
moving it,” added Kello. Sen.
Kennedy has not yet indicated
which version of ENDA he favors.

Shareholder Resolutions

Meanwhile, shareholder proponents
continue to pursue protection in the
workplace corporation by corpora-
tion, and can already point to sev-
eral victories from their filings for
the 2005 season. Walden Asset Man-
agement, joined by a number of co-
filers, has withdrawn a resubmis-
sion at Alltel and a first-time pro-
posal at Carlisle asking each to
amend its written equal employ-
ment opportunity policy to explic-
itly prohibit discrimination based
on sexual orientation after the com-
panies agreed to do so. (The pro-
posal at Alltel, one of the few gay
rights resolutions that was not
withdrawn in 2004, had gotten 27.5
percent support.) Similarly,
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Calvert Asset Management has been
able to withdraw a resolution at CH
Robinson Worldwide, and the
New York City pension funds one
they had filed at United States
Steel.

The New York City pension
funds are filing or co-filing numer-
ous resolutions on gays and lesbi-
ans in the workplace, including
three on the Equality Principles.
The New York City Employees’ Re-
tirement System (NYCERS) plans
to refile an anti-bias resolution at
ExxonMobil, with several co-filers.
That resolution garnered support
from nearly 29 percent of the votes
castin 2004.

In addition, all five city funds
are filing similar resolutions at: Ad-
vance Auto Parts, Allegheny
Energy, BB&T, Computer Sci-
ences, Coventry Health Care,
Dana Corp., Echo Star Com-
munications, Fisher Scientific
International, L-3 Communica-
tions, Land America Financial
Group, Owens-lllinois, Sara
Lee, and Universal Health Ser-
vices. (The city funds also filed a
proposal with Harrah's Entertain-
ment, but plan to withdraw it be-
cause the company has confirmed
that its written non-discrimination
policy covers sexual orientation.)
With the exceptions of Computer
Sciences, Fisher Scientific and Sara
Lee, all these companies have fil-
ing deadlines from early November
through early January. In addition,
NYCERS and the Teachers’ Retire-
ment System for the City of New
York (TRS), have filed the same
resolution at Alcoa.

Various SRI firms are filing the
balance of the proposals this season.
Walden has a resolution pending at
Gentex, and Northstar Asset Man-
agement plans to be the primary filer
of a similar resolution at Sherwin-
Williams. Domini has filed at
Emerson Electric, and Trillium As-
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set Management has filed at Nucor
and Reliant Energy. In addition,
Calvert has aresolution pending at
Omnicare, with Swarthmore Col-
lege as a co-filer.

It remains to be seen whether,
and in what manner, corporations
that have resisted offering work-
place protection to gay and lesbians
will be influenced by recent events.
Based on discussions to date, “We
have reason to be encouraged that
some companies will be responsive
on this issue, as have a number of
others we have approached in re-
cent years,” Doherty told IRRC.
The agreement at Alltel, which had
opposed changing its EEO policy for
the last three years, also bodes well
for the upcoming proxy season.

Equality Principles Filings
All five New York City funds also plan
to file a resolution essentially calling
for adoption of the “Equality Prin-
ciples” at Cerner Corp., Delta Air-
lines and Toys 'R' Us. The resolu-
tion asks that management imple-
ment equal employment opportunity
policies based on the following set of
10 principles prohibiting discrimina-
tion based on sexual orientation and
gender identity.

1) Discrimination based on sexual
orientation and gender identity
will be prohibited in the
company’s employment policy
statement.

2) The non-discrimination policy
will be distributed to all em-
ployees.

3) There will be no discrimination
based on any employee’s actual
or perceived health condition,
status, or disability.

4) There will be no discrimination
in the allocation of employee
benefits on the basis of sexual
orientation or gender identity.

5) Sexual orientation and gender
identity issues will be included
in corporate employee diversity
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and sensitivity programs.

6) There will be no discrimination
in the recognition of employee
groups based on sexual orienta-
tion or gender identity.

7) Corporate advertising policy
will avoid the use of negative
stereotypes based on sexual
orientation or gender identity.

8) There will be no discrimination
in corporate advertising and
marketing policy based on
sexual orientation or gender
identity.

9) There will be no discrimination
in the sale of goods and services
based on sexual orientation or
gender identity, and

10) There will be no policy barring
on corporate charitable contri-
butions to groups and organiza-
tions based on sexual orienta-
tion.

The Wall Street Project, part of
the Community and Lesbian and
Gay Rights Institute, launched the
Equality Principles on Sexual Ori-
entation in 1995. New York City
Council Member Thomas Duane,
New York State Assembly Member
Deborah Glick and San Francisco
Supervisor Carole Migden spon-
sored the principles. The Equality
Project then was formed to press
companies to implement the Equal-
ity Principles and today its mem-
bers include financial professionals,
investors, writers, academics, law-
yers and artists.

In March 2004, a coalition led by
the Equality Project Vice Chair Grant
Lukenbill, Gay & Lesbian Indepen-
dent Democrats President Brad
Hoylman and Stonewall Democrats
President Tom Smith called on
NYCERS and TRS to advocate the
Equality Principles in their share-
holder negotiations with Fortune 500
companies. “We applaud and respect
the leadership Comptroller Thomp-
son has shown to date by organizing
shareholder actions urging key com-



panies to adopt policies that bar dis-
crimination in the American work-
place,” said Lukenbill. “But merely
calling for a company to amend its
written policy does not go far enough.
Many of these companies have con-
tinued to discriminate against gays
and lesbians by not offering them
equal health care benefits. And
nearly all continue to disregard is-
sues related to discrimination and
gender expression. Only companies
that abide by the Equality Principles,
now endorsed by every leading gay
and lesbian human rights group in
country, can be truly trusted, as Th-
ompson himself has said, ‘to do the
right thing.” We ask for his help in
calling for, and negotiating with,
these companies in pursuit of their
full adoption of the Equality Prin-
ciples in both word and deed,” said
Lukenbill.

Resolutions requesting compa-
nies to adopt the Equality Principles
were last proposed in 1997 and 1996,
when the Securities and Exchange
Commission allowed companies to
omit the proposals along with all em-
ployment-related resolutions. Dur-
ing the 1999 proxy season, the SEC
reversed this policy, known as the
Cracker Barrel decision, and found
EEO policy, among other employ-
ment-related issues, to be a suitable
subject for shareholder votes. In con-
trast, the SEC still considers resolu-
tions asking companies either to ex-
tend, or not to extend, benefits for do-
mestic partners to be an ordinary
business issue that may not come
before shareholders, leading most gay
rights shareholder resolutions to fo-
cus on EEO policy.

The principles referenced in the
resolution differ from the original
Equality Principles on Sexual Orien-
tation in the fourth principle’s dis-
cussion of benefits. The original prin-
ciples said “The company will offer
equal health insurance and other
benefits to employees to cover their

Workplace

2005 Filings on Gay and Lesbian Workplace Rights

Company Primary Filer Resolution

Advance Auto Parts NYC funds Adopt sexual orientation anti-ias policy
Alcoa NYCERS, NYTRS Adopt sexual orientation anti-bias policy
Allegheny Energy NYC funds Adopt sexual orientation anti-ias policy
Alltel Walden Asset Mgt. Adopt sexual orientation anti-bias policy*
BB&T NYC funds Adopt sexual orientation anti-bias policy
C.H. Robinson Worldwide Calvert Adopt sexual orientation anti-bias policy*
Carlisle Walden Asset Mgt. Adopt sexual orientation anti-bias policy*
Cerner Corp. NYC funds Adopt Equality Principles

Computer Sciences NYC funds Adopt sexual orientation anti-bias policy
Coventry Health Care NYC funds, Calvert Adopt sexual orientation anti-bias policy
Dana Corp. NYC funds Adopt sexual orientation anti-bias policy
Delta Airlines NYC funds Adopt Equality Principles

Echo Star Communications NYC funds Adopt sexual orientation anti-bias policy
Emerson Electric Domini Adopt sexual orientation anti-bias policy
ExxonMobil NYCERS Adopt sexual orientation anti-bias policy
Fisher Scientific International NYC funds Adopt sexual orientation anti-bias policy
Gentex Walden Adopt sexual orientation anti-bias policy
Harrah's Entertainment NYC funds Adopt sexual orientation anti-bias policy*
L-3 Communications NYC funds Adopt sexual orientation anti-bias policy
Land American Financial Group | NYC funds Adopt sexual orientation anti-bias policy
Nucor Trillium Asset Mgt. Adopt sexual orientation anti-bias policy
Omnicare Calvert Adopt sexual orientation anti-bias policy
Owens-lllinois NYC funds Adopt sexual orientation anti-bias policy
Reliant Resources Trillium Adopt sexual orientation anti-bias policy
Sara Lee NYC funds Adopt sexual orientation anti-bias policy
Sherwin-Williams Northstar Asset Mgt. Adopt sexual orientation anti-bias policy
Toys ‘R’ Us NYC funds Adopt Equality Principles

U.S. Steel NYC funds Adopt sexual orientation anti-bias policy*
Universal Health Services NYC funds Adopt sexual orientation anti-bias policy

* the resolution has been withdrawn after company agreed to amend policy, or showed it had the requested policy.

domestic partners regardless of the
employee’s marital status, sexual ori-
entation, gender expression or gen-
der identity.” As shown above, the
principles included in the share-
holder resolution ask companies to
ensure there “will be no discrimina-
tion in the allocation of employee ben-
efits on the basis of sexual orienta-
tion or gender identity.” Just as the
courts will determine the fate of do-
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mestic partner benefits in states that
amended their constitutions to ban
gay marriage, the SEC will likely be
asked to weigh in on whether resolu-
tions asking companies to implement
these principles should come before
shareholders.

—Susan Williams

IRRC Corporate Social Issues Reporter < 7



Workplace

Peragent Violations Raise Questions about M onitoring

n article in the Nov. 26,
2004, edition of the Los An
geles Times paints a som
er picture of factory con-
ditions at Chinese suppliers that
manufacture toys for Mattel and
its competitors, where excess over-
time, wage violations, poor ventila-
tion and verbal threats appear to be
the norm. Some might find the con-
ditions surprising, considering
Mattel's efforts over the past seven
years to monitor its supplier code
of conduct—the most comprehen-
sive in the toy industry and one of
the most rigorous among S&P 500
firms. Yet labor experts say that
the workplace conditions depicted in
the L.A. Times article are typical
of the global supply chain.
Nonetheless, the persistence of
sweatshop conditions in factories
that are monitored regularly raises
doubt about third-party audits’ ef-
fectiveness in improving labor prac-
tices and whether shareholder pro-
ponents should continue to request
that companies implement such
programs. Leading proponents of
supplier standards resolutions say,
however, that these systems still
hold promise in catalyzing long-
term improvements in working con-
ditions. Both New York City and
the Interfaith Center on Corporate
Responsibility plan to continue
their campaigns, and an individual
proponent plans to press Mattel on
why its program is not producing
better results.

Toiling in Toys

The L.A. Times interviewed work-
ers at 13 factories in China, Indo-
nesia and Mexico that make Mattel
products; the sample consisted both
of factories owned by Mattel and
those owned by contractors. Mattel
arranged five of the visits, while the
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L.A. Timesset up eight on its own
with factories that manufacture
products not only for Mattel, but
also its competitors. For those
eight, the paper talked indepen-
dently with employees, who agreed
to speak frankly on the record on
the condition that they and their
employers would not be named.
The workers said that they did not
want to be identified or to have
their factories implicated in viola-
tions by name, because of the threat
of retaliation from supervisors.
The workers explained that they
also were worried that Mattel
would cancel contracts with their
factories, if the toy company found
out about violations.

While Mattel’'s own factories
passed muster on most counts, em-
ployees at contractor facilities con-
sistently told the L.A. Times that
Mattel does not have a clear picture
of working conditions. Before
Mattel's monitors arrive twice a
year for inspections, workers at a
supplier in Shenzhen said that
managers promise to pay them
time-and-a-half if they attest that
they only work eight hours a day,
six days a week, as allowed by Chi-
nese law. The reality, the workers
contend, is 12-hour workdays for six
if not more days straight, poor ven-
tilation, few bathroom breaks and
a fear that they will be fired if they
complain. Some employees of
Mattel’s suppliers reported working
24 hours straight without a break,
and many said they were not paid
overtime wages for extra hours.
One couple working at a facility in
China said a coworker was shouted
at for complaining about excess
hours and turned up stabbed to
death shortly after his shift, plac-
ing a clear chill factor on further
grievances from workers. The
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workers also contend that their fac-
tories keep two sets of books, one
for their consumption and another
for the monitors.

This is not the first time Mattel
has come under fire for its suppli-
ers’ working conditions. In Janu-
ary 2002, the Hong Kong Christian
Industrial Committee released a re-
port, Toys of Misery, A Report on
the Toy Industry in China. It ac-
cused Mattel and its competitor,
Hasbro, of engaging factories in
China with appalling labor condi-
tions. The report was the result of
an investigation conducted between
July and September of 2001 of eight
toy companies with 19 factories and
more than 50,000 workers in
China’s southern province of
Guangdong.

The report documented in part
how workers’ mobility is restricted
when factory managers take their
travel documents, preventing them
from leaving the factory premises
or traveling back home, since the
Chinese government requires all
citizens to carry travel documents
at all times. The report added that
the workers “face long hours of
forced overtime that leave them
with two or three hours of sleep a
night,” and that “they are exposed
constantly to chemicals that make
them sick,” with several workers
reporting fainting on the job. Work-
ers, the report said, are “paid wages
as low as seven cents an hour, and
not a single worker interviewed was
receiving the legal minimum wage.”

Lowering the Bar

Robert A. Eckert, Mattel’s chair-
man and chief executive, said he
wasn't surprised that some contrac-
tor factories had violated Mattel’'s
wage-and-hour restrictions, and
added that Mattel was working
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Are Schools' Licensees Flunking, Too?

Mattel is not alone in being dogged by reports of sweat-
shop conditions in its supply chain. Arecent investiga-
tion by the Hartford Courantpublished on Dec. 12 al-
leges that “despite their bold rhetoric, university offi-
cials have largely watched from the sidelines as factory
workers in the $3 billion-a-year college apparel market
have lost ground in a global race to the bottom.” For
example, workers at a factory in Torreon, Mexico, that
makes apparel for the University of Connecticut, Duke
and others, told the Hartford Courantthat the facility
routinely violated Mexican labor laws, including forc-
ing employees to work overtime, paying wages at frac-
tions of legal minimums, withholding severance pay
and terminating those who complained. Conditions,
the paper reports, are far worse in China, where more
business threatens to go.

These conditions persist, the article says, despite
the efforts of the Worker Rights Consortium (WRC)—
with 131 college and university members—and the Fair
Labor Association (FLA)—with more than 175 schools
in its ranks—which monitor the schools’ licensees. For
example, the Courant points out that the WRC in its
four years has only completed inspections of 14 facto-
ries and intervened in a handful of others. While the
WRC claimed victories early on, including helping more
than 1,500 workers at the BJ&B cap factory in the Do-
minican Republic unionize and negotiate a contract that
provided raises and other benefits, it has not reported a
victory since 2002. Moreover, the owners of BJ&B have
begun mass layoffs at its unionized factory, while main-
taining employment levels at their nonunion factories,
according to the Courant. Meanwhile, the FLA only
sees audits from 5 percent of each licensee’s factories,
the Courant notes, and the FLA's public report from
2004 admits that it “recognizes that there is a contin-
ued need to improve the quality of monitoring,” and
that its findings “do not mirror the realities on the
ground.”

The Courant's investigation focused on factories
producing licensed apparel for its neighbor, the Uni-
versity of Connecticut. The school raked in more than

$1 million in royalties on $21 million in sales follow-
ing its men’s and women'’s basketball championships
this year, making it one of the top 25 earners of royal-
ties among universities. Retailers sell the Univer-
sity of Connecticut’'s sweatshirts for $40 and more,
and the university collects $1.20 for each. Yet, work-
ers making the garments only receive pennies for each
one, the article says. Reporters also noted that facto-
ries did not pay workers making university-licensed
apparel anywhere close to a living wage, labor rights
groups’ ultimate goal, and that most workers experi-
enced stagnate or declining purchasing power.

The problem in part, the article says, is that
schools and their students have lost steam since the
issue came to a head on campuses five years ago. It
guotes University of Connecticut President Philip Aus-
tin as saying that his school’s involvement in fight-
ing sweatshop labor has “faded,” in part because of
less pressure from students. He says he also believed
factory conditions had “improved mightily.”

With the Multifibre Arrangement set to expire on
Jan. 1, 2005, which will allow apparel factories from
China and other developing countries to export to the
United States without the restrictions of quotas, the
threat of greater losses to workers making univer-
sity-licensed apparel looms. However, it has also re-
kindled interest in the issue on campuses. Members
of the United Students Against Sweatshops, still with
more than 150 affiliates on campuses across the United
States, say they're despondent and admit that they
might have lost focus, but remain committed. USAS
and the WRC are pressuring school administrators to
own up to the codes they have adopted.

The answer, some say, might be in consolidating
production. For example, the Courant says that the
University of Connecticut farms out its logo to 311 lic-
ensees, which produce goods in more than 2,500 facto-
ries, making monitoring difficult. If it and others cen-
tralized production in a smaller number of factories, the
task of eradicating sweatshops, activists say, might be
easier.

with its business partners to recog-
nize and correct the problem. Nei-
ther was S. Prakash Sethi, presi-
dent of the International Center for
Corporate Accountability, the inde-
pendent, non-profit organization

that oversees Mattel’s independent
monitoring program. Sethi says
that his group had brought these
problems to Mattel’s attention be-
fore.

“Itis hard for Mattel to impose
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conditions unilaterally when a ven-
dor is operating with other toy com-
panies, since other buyers do not
place the same emphasis on com-
pliance as Mattel,” he said.

When asked why Mattel does
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not consolidate its production into
a fewer number of factories to maxi-
mize its leverage, Sethi told IRRC
that it simply is not possible. Con-
solidation places both parties at
risk, he explains, as it limits
Mattel’s flexibility if a vendor closes
shop and increases risks for facto-
ries if Mattel decides to end a type
of production. He also explains that
each toy facility is equipped to pro-
duce different types of toys, and that
many of the production runs Mattel
contracts out are seasonal or small
and could not keep a single factory
in business.

“Mattel’s position is extremely
difficult, since it is pressured by its
own competitors on the one hand,
and resisted by the vendors on the
other,” he says. “The sad irony is
that while we hold companies like
Mattel responsible for not doing
enough, we fail to recognize that
other companies are doing so little.”

Sethi acknowledges that hours
are excessive, but he says there is
little Mattel can do about it, except
own up to the conditions. Mattel
chose to do so by revising its code
to reflect the hours of work typical
at many of its vendors. “The policy
is more realistic in terms of work-
ing hours and is strictly enforced,”
he says. “It shows that Mattel is
actively working to address actual
conditions at supplier factories in-
stead of putting in place unrealis-
tic policies that may look good on
paper.” He adds, “Other toy com-
panies that contract with suppliers
simply look the other way when
their unrealistic policies fail or are
willing to accept falsified records
verifying compliance.”

China’s labor law stipulates
that there are 251 workdays per
year, eight regular working hours
per day and 36 maximum permis-
sible hours of overtime per month.
This adds up to a total of 2,440
working hours per year, per em-
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ployee, of which 432 are overtime
hours. Mattel’s old standard of 60
hours per week, excluding holidays,
allowed each employee to work
3,030 hours per year, of which 1,022
were overtime hours, more than
double the legal maximum.
Mattel’s new policy permits its ven-
dors to have an employee work 72
hours per week, excluding holidays,
for a total of 3,234 hours per year
and 1,226 hours of overtime, almost
triple the legal maximum. Mattel
still requires factories to give work-
ers one day off in seven and dictates
that all overtime be voluntary, al-
though Sethi acknowledges that
workers have little choice but to
work the hours if they want to keep
their jobs. The silver lining in the
changes at Mattel, Sethi says, is
that, unlike other manufacturers,
Mattel is admitting to its vendors’
practices and ensuring that its ven-
dors pay workers at the required
overtime rates.

Mistakes from overtiredness, di-
minishing returns on productivity
and higher costs from overtime pay
rates don't appear to be discourag-
ing Chinese factory owners from as-
signing workers excessive hours.
Sethi says it is a combination of
worker shortages in Guangdong,
training costs and expenses related
to building dormitories for addi-
tional workers that drive factory
managers to these practices. He
also says that increasing requests
from U.S. companies for faster turn-
around times on contracts also
place the factories under tremen-
dous pressure and lead to excessive
hours for workers. Steep competi-
tion from other factories for con-
tracts prevents factories from re-
guesting more time or money for or-
ders, he says.

The solution, Sethi says, is to
get more retailers and manufactur-
ers involved. “If Hasbro and Wal-
Mart would enforce the same stan-
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dards vigorously, Mattel would have
an easier time convincing suppliers
to reduce excessive hours,” he says.
The other, longer-term solutions, he
says, are to persuade the Chinese
government and others to enforce
their labor laws or to have workers
organize to demand better treat-
ment, both highly unlikely sce-
narios in the foreseeable future.

Earlier this month, Chinese
government officials canceled a
meeting of union and business lead-
ers that was aimed at persuading
multinational companies to guaran-
tee workers in China basic labor
rights. The Chinese director gen-
eral of international cooperation
sent AFL-CIO President John J.
Sweeney and other labor leaders a
letter calling off the meeting and
revoking their visas, the labor
groups said. The meeting was to
address workers’ rights to organize,
health and safety standards, child
and forced labor, and discrimina-
tion.

For its part, Mattel has been
trying to convince its industry peers
to work together to demand better
conditions. It persuaded the Inter-
national Council of Toy Industries
to adopt its standards as part of its
pilot “CARE Process,” now being
considered by others in the toy in-
dustry.

As far as being duped by fac-
tory owners, Sethi does not believe
it is happening as often as the L. A.
Times article suggests. He insists
that his people conduct rigorous
audits of each facility’s books that
would catch factory managers at-
tempting to falsify records. He
notes that production totals would
be out of line with employment to-
tals and hours worked. He also in-
sists that Mattel is enforcing its
wage standard and others on health
and safety issues, including bath-
room breaks and ventilation. He
also says the article mischarac-



terizes his organization’s monitor-
ing efforts by making it seem that
his group does not conduct surprise
visits. Sethi says his organization
makes unannounced inspections of
factories undergoing remediation
efforts to verify changes factories
claim to have made and ensure that
problems do not resurface.

Alison Devore, director of devel-
opment for Verité, a non-profit moni-
toring, research, and training
group that works with multi-na-
tional corporations to create good
practices in their global supply
chains, also verified for IRRC that
the L.A. Times findings are repre-
sentative of working conditions in
China and most developing coun-
tries. She says that Verité recently
completed a study that found that
more than 93 percent of the 142 fac-
tories it audited in China for Mattel
and other companies in 2002 and
2003 had instances of excessive over-
time.

Like Sethi, she believes getting
the right stakeholders to the table
is key to securing sustained com-
pliance with codes and broader im-
provements in working conditions.
She explains that multinational
firms need to upgrade the ways they
communicate design specifications
to factories to give the facilities
more time to plan for and complete
orders. She also says that further
training of workers and factory
managers on code compliance, along
with integrating good business
practices into compliance models,
will help achieve the results activ-
ists seek. “Monitoring teams are
becoming more sophisticated in
overcoming barriers to accessing
accurate information and in work-
ing with companies and factories to
fix problems,” she says.

While consumer and share-
holder pressure are helping to per-
suade more companies to get in-
volved, she says, more needs to be

Workplace

Monitoring Practices of the S&P 500
S&P 500 Mattel | Hasbro

Monitoring procedure 43 (9 percent) X X
Internal monitoring 36 (7 percent) X X
External monitoring 24 (5 percent) X
Unannounced audits 13 (3 percent) X
NGO involvement 6 (1 percent) X
Subcontractors 19 (4 percent) X
Benchmarks 13 (3 percent) X
Enforcement 32 (6 percent) X X
Training 14 (3 percent) X
Hotline/complaint 17 (3 percent) X
mechanism
Protection 9 (2 percent) X
Source: IRRC's 2004 study of supplier labor standard requirements among the
S&P 500. See IRRC’s November 2004 issue of the Corporate Social Issues
Reporter for more results from this study.

done to bring firms to the table and
to have companies move beyond
window dressing to serious
remediation efforts.

Comparisons
Mattel is one of a handful of con-
sumer products companies, and the
only company in the toy industry,
to have an independent monitoring
program and public reports pub-
lished regularly. It was the firstin
the toy industry to launch such a
program in 1997. Its Global Manu-
facturing Principles, the 112-item
code of conduct at the core of its
program, commits Mattel and its
suppliers to responsible manufac-
turing practices by seeking to en-
sure that wages, working and liv-
ing conditions, and employee access
to management, are just and fair.
(See the November issue of IRRC's
Corporate Social Issues Reporter for
more information on supplier stan-
dards of S&P 500 and consumer
products firms.)

IRRC'’s 2004 study of supplier
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standard requirements among S&P
500 firms found that only 43—or 9
percent—incorporated monitoring
as part of their programs, and only
36—or 7 percent—tapped outside
help for the task. Of those conduct-
ing audits, 19 said they included in-
spections of subcontractors as part
of their programs. Thirty-two had
clear enforcement mechanisms as
part of their programs, such as con-
sequences for suppliers violating
their policies and remediation pro-
grams, and 14 had training pro-
grams for their staff, suppliers or
their contractors’ employees on code
compliance.

Thirteen said they incorporate
unannounced audits as part of their
monitoring programs. They were
Eaton, Federated Department
Stores, H.J. Heinz, Kohl's, Liz
Claiborne, Limited Brands,
Mattel, McDonald’s, Reebok In-
ternational, Staples, TJX, VF
and Wal-Mart.

Six said they involved local la-
bor and human rights groups in
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their monitoring efforts—Gap, Liz
Claiborne, Mattel, Nike,
Nordstrom and Reebok Interna-
tional.

Of the 17 firms with hotlines
or other forms of complaint mecha-
nisms, only nine—Gap, Limited
Brands, Liz Claiborne, Mattel, Mi-
crosoft, Nike, Nordstrom,
PepsiCo and Reebok Interna-
tional—made it clear to workers
that their jobs and anonymity
would be protected if they lodged
complaints.

Promise?

Rev. David Schilling, program di-
rector of the Interfaith Center on
Corporate Responsibility’s contract
supplier program, told IRRC that
his organization continues to back
implementation of codes and moni-
toring programs. He notes, as
IRRC'’s findings show, that rela-
tively few firms have good practices
in place, which is part of the larger
problem. “If there is going to be
effective monitoring, we have to
look at how many brands and re-
tailers are really pulling their
weight,” he told IRRC. “There are
a number of companies that have
taken this issue seriously and have
rigorous monitoring programs, but
they are still in the minority.” Until
such programs are more widely
adopted, “suppliers might just as
easily turn to customers with lower
requirements,” he says.

Schilling believes brands need
to take other steps as well. “Moni-
toring gives you a clearer picture,
but the next question is what to do
to correct problems and make them
stick,” he says. “Factories mak-
ing good faith efforts need to be re-
warded with longer contracts and
better prices for their products.”
Good labor practices also have to be
part of a viable business plan, he
says. “Poorly run factories create
poor working conditions for work-
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ers.” Only when firms adopt such
policies, he believes, will wider
numbers of factories begin to make
sustained improvements in work-
ing conditions. “Right now, many
monitors are finding that problems
crop up again almost as soon as they
are fixed,” he notes. He also says
that monitoring needs to include
the workers on the factory floor, who
“need to understand their rights
and be involved in the ongoing ef-
fort to identify and fix problems,”
he says. “Governments also need
to be part of the solution and en-
force labor laws,” he adds.

He says that the Interfaith
Center backs programs that focus
on worker interviews off site. “Most
of the companies that have had au-
diting programs for five or more
years recognize that some of the
harder violations of their codes to
detect, such as discrimination and
harassment, don’t pop out to you by
doing cursory interviews on the fac-
tory premises,” he says. “Effective
worker interviews are not just
about perfecting the questions, but
a matter of who is asking them and
where they are being asked,” he
says. Unannounced visits also have
an important roll to play to get a
clearer sense of the reality of “busi-
ness as usual,” he says.

Pat Doherty from New York
City's Comptroller’s office agrees
that code and monitoring programs
still hold hope for improving work-
ing conditions. “Unscrupulous
people on the ground will always try
to find various loopholes from
coaching workers on what to say to
monitors to keeping separate sets
of books; it runs the gambit,” he
told IRRC. But Doherty does not
believe this is a reason to abandon
codes and monitoring altogether.
The depth and rigor of monitoring
visits and the use of surprise visits
and off-site interviews with work-
ers help to improve results, he be-
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lieves.

Doherty also agrees that more
companies need to get involved,
dedicate more resources to their pro-
grams and work together within in-
dustries to reform. “Otherwise,
what is the alternative?” he asks.
“Companies are not going to disin-
vest from China; governments in
developing countries are not going
to begin to enforce their labor laws
more vigorously; and workers are
not going to organize en masse and
demand better treatment in the
near future.” He adds, “However,
you cannot abandon monitoring just
because it is not producing the full
results you want or expected; it
would not be responsible from a fi-
duciary or moral standpoint.” He
agrees that new approaches are
needed to overcome the poor condi-
tions that continue to plague many
manufacturing industries, espe-
cially those that marry good busi-
ness practices with better labor
practices.

While New York City and the
Interfaith Center will continue to
press companies to adopt codes and
monitor them through their share-
holder campaigns, they will also
work with companies that already
have codes and monitoring pro-
grams to develop better practices
that achieve sustained compliance.
Another proponent, French share-
holder Marie-Claude Hessler-Grisel,
will continue to press Mattel. She
told IRRC that she plans to submit
a shareholder proposal to Mattel for
2005 that will ask the company to
report on what it thinks are its
program’s failings and how they
might be fixed.

—Peter DeSimone



Environment

U.S. FirmsNot |mmuneto Climate Emissons Controls

r those who think that the
reelection of President
George W. Bush assures the
continuation of current gov-
ernment policy on climate change,
they are half right. The Bush ad-
ministration is standing firm in its
opposition to federal limits on green-
house gas emissions. Yet U.S. com-
panies are facing more controls at the
state and regional level as well as in
key markets abroad.

Soon after the November election,
the Bush administration made clear
that it would not be adopting a more
proactive stance to address climate
change. At aclimate change confer-
ence in Buenos Aires, Argentina, in
early December, U.S. representatives
said the United States would continue
to favor voluntary programs, basic
research and investments in new
technology over binding controls on
greenhouse gas emissions, as laid out
by the Kyoto Protocol.

With 6,000 delegates from 190
nations in attendance, the chief U.S.
representative, Harlan Watson, told
the conference that “the treaty’s fate
will rest on whether or not the Kyoto
parties will be willing to take on what
we believe would be non-growth eco-
nomic policies.”

Kyoto Pact and U.S. Firms
While President Bush pulled the
United States out of the Kyoto Proto-
col in 2001, in one of his first major
foreign policy decisions, other nations
have stepped forward. Just two
weeks after Bush's reelection in No-
vember, Russian President Vladimir
Putin signed the Kyoto accord. Lack-
ing U.S. involvement, Russian par-
ticipation was necessary in order to
bring the treaty into force.

Now the Kyoto Protocol will take
effect on Feb. 16, 2005. Participat-
ing countries will be required to re-

duce their emissions by an average
of 5.2 percent below 1990 levels by
2012. The 30 industrialized nations
that have adopted the Kyoto Protocol
account for more than half of devel-
oped countries’ greenhouse gas emis-
sions.

Besides the United States, Aus-
tralia, Lichtenstein and Monaco are
the only other developed countries
that have opted out of the Kyoto
agreement. The United States is the
world’s larger emitter of greenhouse
gases, accounting for more than a
third of industrialized nations’ emis-
sions, and more than 20 percent of
such emissions worldwide.

Big U.S. multinationals now
must prepare to achieve emission
cuts in Europe, Canada and Japan.
The EU is putting an Emissions
Trading System (ETS) in effect on
Jan. 1, 2005, that will cover green-
house gas emissions from an esti-
mated 13,000 installations in 25
countries, including many facilities
owned by U.S. companies.

The ability of these companies to
achieve their emission targets will
have a direct effect on their bottom
lines. The estimated annual value
of emissions credits to be allocated
under the EU ETS is $40 billion.
This new marketable commodity pro-
vides a huge incentive for companies
to go beyond their targets and sell
credits to others that need them. At
the same time, companies that fail
to meet their emission targets will
have to pay penalties equal to three
times the expected market price of
the credits.

The stakes are especially high for
U.S. companies with substantial
overseas operations. According to
DuPont executive Mack McFarland,
“Almost 40 percent of our production
and 50 percent of our sales are out-
side the United States, and we're go-
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ing to be under the European Union
caps and trading and allocation sys-
tem,” he told the New York Timesin
a Dec. 13 article.

2005 Proxy Season
ExxonMobil, an outspoken critic of
the Kyoto Protocol, is similarly ex-
posed. It derives more than 40 per-
cent of revenue from markets in Eu-
rope, Canada and Japan that are sub-
ject to emission controls under the
Kyoto Protocol. This fact has not
been lost on shareholder proponents,
which have been filing global warm-
ing resolutions with the world's larg-
est oil company since 1990. A new
proposal filed for 2005 asks
ExxonMobil's board of directors to
report on how the company “will meet
the greenhouse gas reduction targets
of those countries in which it oper-
ates that have adopted the Kyoto Pro-
tocol.”

Altogether, at least 28 global
warming resolutions have been filed
for the 2005 proxy season, and an-
other six resolutions have been filed
in Canada. This total breaks the
record set in the 2003 proxy season,
when 31 global warming resolutions
were filed in the United States and
Canada.

Most of the 2005 resolutions fo-
cus on the financial impacts of cli-
mate change and companies’ strate-
gies to adopt emissions controls. Once
again, the main targets are oil and
gas producers, electric utilities and
auto makers. In 2005, however, some
new industries are facing resolutions
as well, including home builders,
banks and diversified manufacturers.
(For a complete rundown of these
proposals, see the forthcoming Janu-
ary 2005 issue of Corporate Social
Issues Reporter.)

(continuedonp. 16)
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| RRC Vating Clients Conver geon Some Social | ssues

nstitutional investors who rely

on IRRC to vote their proxies

have distinct, and differing, vot

ing philosophies, but they also
exhibit a surprising degree of consen-
sus on a few key social issues. Taft-
Hartley Funds, religious investors
and investment managers of all
stripes indicate that they support
requests to their portfolio companies
to report on their human rights poli-
cies, to expand their fair employment
policies to protect gay and lesbian
employees, and to implement and
monitor core labor standards in their
global operations. The findings are
shown in more detail in the accom-
panying table.

IRRC recently reviewed approxi-
mately 200 unique voting guideline
sets constructed by clients for the 46
social issue areas in IRRC'’s
“SmartVoter” system, grouping the
accounts and their selected guidelines
by the type of investor they repre-
sented: corporate pension fund, pub-
lic pension fund, traditional invest-
ment manager, investment manager
specializing in socially responsible in-
vestment, or Taft-Hartley fund.
Within each investor group, IRRC de-
termined whether a consensus
emerged among the accounts about
how to vote on each of these social
issues. For the purposes of this ar-
ticle, IRRC defined a consensus as
existing when a particular guideline
was selected by 55 percent or more of
the accounts in the group.

Some notable differences
emerged among these six investor
types. Corporate pension funds over-
whelmingly vote against shareholder
proposals on social issues. For all
but one of the 46 issue areas, the vast
majority selected the “always vote
against” guideline. The one possible
exception concerned how to treat pro-
posals—historically associated with
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individual proponent Evelyn Y.
Davis—asking companies to disclose
whether their top executives have had
prior U.S. government service.
While half the corporate pension
funds indicate they always vote
against such proposals, the remain-
der appeared to vote case-by-case.

At the other end of the spectrum
were SRI investors, a large majority
of which selected the “always vote for”
option for 28 of the 46 issues. They
evince particularly strong support for
proposals asking companies to de-
velop or report on their human rights
policies, to report on or improve their
environmental practices, and to re-
port on, implement or broaden fair
employment standards. They also
vote in favor of proposals asking com-
panies to report on sustainability.
They generally oppose proposals ask-
ing companies to review, change or
reduce their philanthropic programs,
but they favor proposals that compa-
nies report on their political cam-
paign contributions, provided the in-
formation requested is not already
easily available nor the reporting
method costly. (Thus, the SRI group
would appear to oppose the proposals
Evelyn Y. Davis has proposed—that
companies take out full-page ads in
several major newspapers to report
their political contributions—but
would support the proposals that la-
bor unions and others filed this year
asking companies to disclose the de-
tails of their political contributions
and policies.)

After SRI managers, religious in-
vestors are the next most favorably
disposed investor group to proposals
on social issues, selecting “always
vote for” for 18 of the 46 issue areas,
particularly those related to human
rights, the environment and labor
standards. On most of the remain-
ing issues, however, no strong con-
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sensus emerged. Some indicated that
they voted case-by-case, while others
seemed to favor proposals that asked
companies to disclose information,
but were more leery of proposals that
called for actions beyond reporting.
With regard to sustainability report-
ing, half selected the “always vote for”
option, but the remainder indicated
they voted case-by-case.

The Taft-Hartley funds, in line
with their ties to organized labor,
were—like the SRl managers—favor-
ably disposed to proposals to develop
or report on their human rights poli-
cies and to report on, implement or
broaden fair employment standards.
They, too, also favor sustainability
reporting requests. Where they dif-
fer most notably from the SRI man-
agers is in their approach to environ-
mental proposals. The overwhelm-
ing majority of Taft-Hartley fundsin
this sample selected the “always vote
against” option for environmental is-
sues, with one exception: they specify
they always vote for proposals call-
ing on companies to endorse the 10-
point Ceres environmental prin-
ciples. They also are unsympathetic
to proposals, often favored by reli-
gious investors and SRI funds, ask-
ing companies to report on their de-
fense contracting, tobacco marketing
or drug pricing practices.

Traditional investment manag-
ers in the IRRC sample—those not
specializing in SRI practices—none-
theless are almost as likely as the
Taft-Hartley Funds and SRI manag-
ers to vote in favor of proposals urg-
ing disclosure and stronger standards
on human rights and fair employ-
ment. They evince no clear consen-
sus on how to handle proposals on
environmental issues, political and
charitable contributions and sustain-
ability reporting, however. The range

(continuedonp. 16)



Proxy Season

Voting Guidelines of IRRC Clients, by Investor Type, for Selected Issues

Issue and Guideline Description

Investor Type*

CP

IM

PP

REL

SRI

TH

3000: Develop/report on human rights policy

?

Always vote FOR this proposal.

X

X

X

Always vote AGAINST this proposal.

Always ABSTAIN on this proposal.

Always vote CASE-BY -CASE on this proposal.

g W(N |-

Vote AGAINST |IF the company does not operate in countries of concern.

3425: Report or take action on climate change

1

Always vote FOR this proposal.

Always vote AGAINST this proposal.

Always ABSTAIN on this proposal.

Always vote CASE-BY-CASE on this proposal.

g (W ][N

Vote AGAINST |IF management has issued statement acknowledging global
warming threat.

Vote AGAINST IF management has pledged to curb emissions growth against a
recent baseline.

Vote AGAINST |IF management has pledged to reduce emissions below its 1990
baseline.

8

Vote AGAINST IF the company is not a major emitter of greenhouse gases.

3615: Adopt sexual orientation anti-bias policy

1

Always vote FOR this proposal.

2

Always vote AGAINST this proposal.

3

Always ABSTAIN on this proposal.

4

Always vote CASE-BY -CASE on this proposal.

3681: Monitor/adopt ILO conventions

Always vote FOR this proposal.

Always vote AGAINST this proposal.

Always ABSTAIN on this proposal.

Always vote CASE-BY-CASE on this proposal.

Vote AGAINST IF the proposal asks company to use third-party monitors.

o 0D [WIN (|-

Vote AGAINST IF the company has a reasonable code and monitoring system.

3700: Report on sustainability

Always vote FOR this proposal.

Always vote AGAINST this proposal.

Always ABSTAIN on this proposal.

Always vote CASE-BY -CASE on this proposal.

1
2
3
4
5

Always vote AGAINST |F the company has already issued report in GRI format.

Key to abbreviations:
CP: Corporate pension fund e  X: Atleast 55 percent of the institutionsin this
group of IRRC voting agency clients selected this
PP: Public pension fund guideline.

REL: Religiousinvestor e 2?0 Fewer than 55 percent of the institutions in this
group of IRRC voting agency clients selected any
one guidelinein thisissue area.

IM: Traditional investment manager

SRI: Investment firm specializing in socially responsible investment
TH: Taft-Hartley Fund

Key to symbols
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States Fill Federal Void
While the Kyoto Protocol draws the
most attention in terms of govern-
ment responses to climate change,
not all of the action is taking place
abroad. Inthe United States, more
and more states are stepping into the
breach caused by lack of federal ac-
tion to control greenhouse gas emis-
sions. According to a new study by
the Pew Center on Global Climate
Change, a nonprofit group focused on
corporate and government actions to
address global warming, 28 states
have adopted some measures to re-
duce greenhouse gas emissions.
These include more than a dozen
states that have set targets to in-
crease production from renewable
energy sources, like wind power. The
most recent state target, in Colorado,
was set by a voter referendum in
November; it calls for 10 percent of
the state’s power to come from renew-
able energy sources by 2015.

In addition, nine states in the
Northeast will launch an emissions
trading system next April that is

similar in many respects to the one
that is going into effect in the Euro-
pean Union in January. This Re-
gional Climate Change Initiative,
spearheaded by Gov. George Pataki
(R-N.Y.), will set caps and allow trad-
ing of carbon dioxide emissions from
the region’s power plants. Califor-
nia, Oregon and Washington are ex-
ploring a similar pact for power
plants on the West Coast.

California has already approved
new greenhouse gas emission stan-
dards for automobiles sold in that
state. (Gasoline emits nearly 20
pounds of carbon dioxide for each gal-
lon used.) In September, the Califor-
nia Air Resources Board approved
regulations to eventually reduce
emissions from new vehicles by 30
percent, beginning with 2009 mod-
els and fully phased-in by 2016. Seven
northeastern states plan to follow
California’s lead in adopting these
auto emission standards.

However, in early December, the
Big Three auto makers and six other
car companies filed a lawsuit to chal-
lenge California’s proposed regula-
tions. One of their primary argu-

ments is that federal clean air stan-
dards do not classify carbon dioxide
as a pollutant, a position backed by
the Bush administration. If state
regulators in California and the
Northeast do move forward with
their plans, up to 50 percent of the
U.S. car market could be affected.

On Dec. 14, General Motors
and DaimlerChrysler announced
that they would be teaming up to
make hybrid engines that couple elec-
tric motors with conventional inter-
nal combustion engines. Toyota and
Honda have taken the early lead in
selling hybrid cars in the United
States. Because hybrid vehicles are
more fuel efficient than conventional
gasoline-powered cars, they are con-
sidered a key technology to reduce
carbon dioxide emissions from the
auto sector.

Ford and General Motors are
among the companies that have re-
ceived global warming shareholder
resolutions in 2005. Ford introduced
its first hybrid model, a version of
its Escape sport utility vehicle, this
fall.

—Doug Cogan

(continued fromp. 14)

in these investment managers’ vot-
ing policies reflects in large part the
views of the clients they represent,
which include a variety of endow-
ments and public pension funds.
Many of the investment managers
have multiple accounts, each with a
differing set of voting guidelines, to
represent these client viewpoints.
(The investment managers who rep-
resent institutional investors thus
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appear to have much more nuanced
policies than the ones disclosed by
major mutual funds. As noted in the
August/September issue of the Re-
porter, IRRC found that a majority
of the nation’s 100 largest mutual
funds opposed all social issue share
holder resolutions that came to votes
in the first half of 2004.)

The public pension funds in
IRRC's sample were the most diverse
lot. Except for indicating that they
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always vote against proposals asking
defense contractors to review various
aspects of their operations, they dem-
onstrated little consensus on how to
vote on social issues proposals.

The accompanying table shows
the approaches the six investor
groups take on five of the 46 social
issue areas. Proposals in these five
areas accounted for nearly one-fifth
of the 200 proposals on social issues
that came to votes in 2004.

—NMeg Voorhes



