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The Co-operative Group:
one of the largest consumer
co-operatives in the world

The Co-operative Group vision

and aims

Vision

‘To be the best co-operative business in the world.’
Aims

[ Tolstrivelforiworld-classllevelsloflbusinessIperformance.

<[ Tolbelopen,lresponsiblelandirewarding, puttingl
co-operative values & principles into everyday practice.

<] Tolenhancelthellivesioflouripeople,imembers,icustomers]
and the communities in which we trade.

<[ TolworkZforlthellong-termIsuccesslofithel
co-operative sector.

About co-operatives

As defined by the International Co-operative Alliance, a
co-operative is an autonomous association of persons united
voluntarily to meet their common economic, social and
cultural needs and aspirations, through a jointly owned

and democratically controlled enterprise.

The Group’s business practice is guided by the values &
principles of the Co-operative Movement.

Co-operative values & principles

Values

Co-operatives are based on the values of self-help, self-
responsibility, democracy, equality, equity and solidarity.
In the tradition of their founders, co-operative members

believe in the ethical values of honesty, openness, social
responsibility and caring for others.

Principles

The Co-operative principles are guidelines by which
co-operatives put their values into practice. They are:
] Voluntarylandopenimembership]

<[ Democraticimemberlcontrol

<] MemberleconomicIparticipationl

<[ AutonomylandZindependencel

<[ Education,[traininglandlinformationl

<[ Co-operationlbetweenlco-operatives!

] Concerniforlcommunity.
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The Co-operative Group:
business growth

Acquisition of Somerfield

On 2 March 2009, The Co-operative Group completed its
£1.57bnlacquisitionloflthelSomerfieldisupermarketichain.l
The acquisition creates the fifth largest operator in the
UKIgrocerylmarketiwithithelenlargediCo-operativelFood!
representingl8%ofimarketisharelandlits13,2000outlets]
generatinglannuallsaleslinlexcesslofl£7bn. Thelintegrationl
processlisllikelyltoltakelupltoltwolyears, withithelSomerfield!
brand remaining in some locations throughout that period,
as stores are gradually converted to The Co-operative brand.
The Somerfield Bristol headquarters will be retained for
approximatelyl18Imonths,whilelalllheadlofficelfunctionsl
are gradually moved to Manchester.

Merger with Britannia

The merger of The Co-operative Financial Services and
Britannia Building Society was confirmed following the
Annual General Meeting of Britannia on 29 April 2009.
88.6% of Britannia savings members and 86.2% of
borrowing members voted in favour of the proposal,
exceedinglthelrequiredimajoritiesiofl 75% andl50%I
respectively. The merger will bring about the most diverse
customer-owned enterprise in UK financial services and
will create a business with £70bn of assets, nine million
customers, more than 300 branches and 20 corporate
bankinglcentres.[Thelnewlbusinessiwilllbelalwholly-owned]
subsidiary of The Co-operative Group. Britannia members
will become members and co-owners of The Co-operative
Groupland,lalongiwithlexistinglCo-operativelGroupl
members, will continue to share in the profits and

have a say in how the business is run.

Merger with Lothian Borders & Angus
Co-operative Society

IniDecember]2008,LothianiBorders1&AngusiCo-operativel
Society became part of The Co-operative Group. The move
followed a series of meetings at which 98% of the Society’s
members voted to join The Co-operative Group. The
businessibroughtloverl50foodistores,fourlfunerallbranchesl
and five pharmacy branches to the Group’s portfolio.

Proposed merger with Plymouth & South
West Co-operative Society

Plymouth & South West members voted in favour of a transfer
to The Co-operative Group with an intended transfer date of
6 September 2009.




The Co-operative Group:
family of businesses

The Co-operative Estates is a large and diverse land and
property operation, with interests that span retailing, property
investment and land development.

The Co-operative Farms is one of the UK’s largest farming
businessesiwithlaround’60,000acreslofifarmlandlinlEnglandland!
Scotland in 2008. It supplies products, such as soft fruit, cider,
potatoes,greenivegetablesiandipacketlflouritoThelCo-operativel
Food stores.

End of Life Planning delivers funeral pre-payment plans and,
in 2008, generated sales of £16.9m.

The Co-operative Legal Services offers a range of
services, from the writing of wills, to home sales and purchases.
In partnership with The Co-operative Funeralcare, a probate
service is also offered.

The Co-operative Electrical is the Group’s online electrical
shop.IDuring’2008,[the businessirebrandedlandlachievedisales]
oflE54m. [

Sunwin Services Group comprises five businesses: Cash in
Transit!Services,/ATMIsupport,IE-Solutions,’SunwiniSecurityland!
AegisiGuarding._EachlbusinessisuppliesithelGroup,lasiwelllaslal
number of other clients. In 2008, Sunwin Services Group generated
sales of £21.7m.

Sunwin Motor Group is the Group’s car dealership, and in
2008 recorded a turnover of £209m.

The Co-operative Clothing is the Group’s clothing business,
and supplies branded uniforms to the family of businesses and
other customers. In 2008, The Co-operative Clothing generated
sales of £4m.

The Co-operative Beds is the Group’s online bed shop.
Followmg a warehouse relocation in 2008, the business will

More information on The @@-operative Group’s businesses
can be found at:www.co-operative.coop/corporate/
groupoverview/ourbusinesses/ and a full list of the
Group’s subsidiaries can be found at: www.co-operative.
coop/corporate/groupoverview/oursubsidiaries

The Co-operative Group (‘the Group’) is an industrial and
provident society, which is owned and democratically run
by its members. The Group operates solely in the UK and is
headquartered in Manchester city centre.

Following the acquisition of Somerfield in 2009, The
Co-operative Group employed 123,000 staff.

The co-operative

The Co-operative Food is the largest independent store
operator in the UK. At the end of 2008, it comprised more than
2,500]outlets,lemployinglsomel56,6000people,landihadlal
turnoverlofl£4.5bnlin12008.lInIMarchi2009,[ThelCo-operativel
Foodlbeganlitsitwo-yearlintegrationiwithISomerfield,ltolmakel
it the UK’s fifth largest food retailer. The enlarged business
has around 96,000 employees and 3,200 outlets.

The co-operative financial services

The Co-operative Financial Services comprises The
Co-operativelBanklandlitslinternet’bank, smile,[The]
Co-operative Insurance, The Co-operative Investments

and The Co-operative Asset Management. In 2008, CFS’
netlrevenuelwasl£1,945.9m.[ThelCo-operativelFinanciall
Services completed its merger with Britannia on 1 August
2009. The enlarged business has more than £70bn assets,
nine million customers, more than 12,000 employees,
morethanl300 brancheslandi20lcorporatelbankingicentres]
across the UK.

The co-operative

The Co-operative Pharmacy is the third largest pharmacy
business in the UK, employing some 6,600 people, and
operating nearly 800 pharmacies. In 2008, the business
had a turnover of £744m.

The co-operative funeralcare
ThelCo-operativelFuneralcarelisiEurope’sllargestifunerall
director, employing some 3,600 people, and operating
800 funeral homes. In 2008, the business achieved sales
of £274m.

The co-operative

The Co-operative Travel is the UK’s largest independent
travel services provider. In 2008 the business generated

a turnover of £262m and employed 4,300 people. In
additionltolanlextensiveloranchinetworkiconsistingloflover!
400 outlets, The Co-operative Travel operates a travel
management division, an online offering and, from 2009,
a tour operation.




Introducing The Co-operative
Group’s 2008/09 Sustainability
Report and approach to
sustainable development.

Our social responsibility
priorities range from support
for Fairtrade to higher animal
welfare standards, ethical
screening of finance to
community contributions.

Our ecological sustainability
priorities range from renewable
energy generation to packaging
reduction, sustainable fish sourcing

to highlighting the honeybee decline.

Our delivering value priorities
range from member democratic
participation to corporate reputation,
employee engagement to public
policy lobbying.

We seek to be transparent and
accountable in our pursuit of
sustainable development. Securing
independent assurance plays an
important part in achieving this goal.

The Co-operative Group Sustainability Report 2008/09

Chief Executive introduction
About this report
Sustainable Development
Policy

Sustainability management

Approach to social responsibility
International development
and human rights

Animal welfare

Diet and health

Ethical finance

Social inclusion

Diversity

Community investment

Approach to ecological
sustainability

Climate change

Waste and packaging
Biodiversity

Persistent, bioaccumulative
and toxic (PBT) chemicals

Approach to delivering value
Modern co-operation
Economic impact
Employees

Customers

Public policy

Performance commentary
Assurance statement
Reporting in accordance with
the GRI G3 guidelines
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Introducing our 2008/09
sustainability report

‘The past year has been
an extraordinary one in
the renaissance of The
Co-operative Group.
Against the background
of a challenging UK
economy, we continue
to grow our business.’

chief executive introduction

about this report

Peter Marks, Chief Executive, The Co-operative Group
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The past year has been an extraordinary one in the renaissance
of The Co-operative Group. Against the background of a
challenging UK economy, we continue to grow our business. The
coming together of the Group and United Co-operatives in 2007
created one of the largest co-operatives in the world. This has
provided the platform for an unprecedented period of expansion —
one that has seen Somerfield, the Britannia Building Society and
two independent co-operative societies become part of The
Co-operative Group in 2009.

Our continued success, however, will be judged on our ability to
marry responsibility and competitiveness. The guiding principle for
the integration of these businesses will be the pursuance of ‘hest of
the best’; taking what is most successful about each and building
that into the approach of the enlarged business. As such, we
anticipate that the Group’s leadership on ethics and sustainability
will not only continue, but will have more impact than ever.

The Group’s 2008 financial results, announced in May this year,
already testify to the benefits of the Group and United merger.
2008 delivered significantly improved profitability and a strong
balance sheet. Gross sales passed the £10bn mark for the first
time and were up 15% in comparison with the previous year,

while operating profits of £275m represent a 60% improvement
on 2007. In addition, despite the widespread challenges in the
financial services marketplace, CFS returned strong results: profits
of £147m; a 20% increase in customer deposits; reduced personal
customer bad debts; and increased levels of customer satisfaction.

Our comprehensive rebranding programme has contributed to the
Group’s strong performance. 2008 saw us progress the largest
rebranding exercise in UK retailing history. By the end of the year,
more than half of the Group’s outlets had been refitted with our
new brand; and rebranded food stores have recorded an average
sales uplift of 13%. We also launched, in February 2009, a £10m
brand marketing campaign; the biggest in the Group’s history and
one which highlighted our values & principles.

2008 saw the completion of a constitutional review to draw up
appropriate governance structures for the enlarged Co-operative
Group. Good governance lies at the heart of co-operation, ensuring
that the business is responsive to the opinions of its members and
| feel we have created a governance structure that will serve us
well over the coming years.

Stakeholder engagement also featured more broadly on the
Group’s agenda. Members and customers were invited to
participate in reviews to shape aspects of our approach to ethical
and environmental matters. In total, almost 250,000 responses
were gathered across three consultations, the first of which saw
a new Ethical Policy being launched for our food business in early
2008. The Co-operative Bank’s Ethical Policy was relaunched in
2009, with a series of new agenda-shaping banking positions
that further cement the bank’s commitment to international
development, animal welfare and the environment.

Consultation on the priorities for our community investment activities
culminated in the launch of a new Community Plan in early 2009,
which focuses resources and attention on three priority themes:
tackling global poverty, combating climate change and inspiring
young people. We have already made significant progress in these
priority areas, further details of which can be found in this Report.
For example, we became the first major retailer to convert all own-
brand hot beverages to Fairtrade and the first to stock Fairtrade
Palestinian olive oil; we have achieved planning permission to
extend the wind farm on our land at Coldham, and to build a new
wind farm on our land near Goole; and the Group committed a
further £1m to its Green Energy for Schools programme.

The Co-operative Bank Ethical Policy reached a landmark in 2008,
when, 16 years after its launch, the value of finance declined

for ethical reasons passed the £1bn mark; whilst over the same
period, the bank’s commercial lending has gone from strength to
strength, standing at £4.4bn in December 2008.

| am always delighted when our, often pioneering, hard work

is acknowledged. In 2008/09 The Co-operative’s accolades
included: becoming Retail Week’s ‘Responsible Retailer of the
Year’ for the second consecutive year and The Grocer’s ‘Green
Retailer of the Year’. The Financial Times also awarded us the
accolade of ‘most ethical brand’ and the Renewable Energy
Association gave us their Pioneer Award. The Group also achieved
a Platinum rank in the Business in the Community (BITC) Corporate
Responsibility Index, which measures commitment to corporate
responsibility, and this annual rating now forms one of the
business’ key performance indicators.

The performance set out in this Report demonstrates that, for

an increasing number of people, the co-operative way of doing
business is as relevant today as it was when it transformed the
face of retail in the nineteenth century. Customers are thinking
harder about which businesses are deserving of their trust. This is
especially true in a period when some previously highly respected
businesses have let their customers down very badly on the ethical
front. Indeed, | don’t think it is going too far to say that the faith
placed in the whole economic system has been badly dented by
the actions of a few high-profile businesses where self-interest was
placed above the interests of customers and the public generally.

Against this backdrop, | commend this report to you as an open
and honest account of our performance — good, bad and indifferent
—in what is a truly exciting period for The Co-operative Group; one
in which our trusted brand is generating substantial growth and is
set to go from strength to strength.

Peter Marks
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sustainability management

about this report

Scope of the Report

This Sustainability Report was published in September 2009. It is
an annual report, which relates to the operations and stakeholders
(page 7) of The Co-operative Group. Unless otherwise stated,
performance relates to the calendar year 2008. Where significant
material events have occurred in the early part of 2009, these

are also commented upon.

Unless otherwise stated, the Report covers those businesses
that make up The Co-operative Group, including its subsidiaries.

Standards and guidelines

This Sustainability Report aims to provide a ‘warts and all’ account
of The Co-operative Group’s economic, social and environmental
performance. It has been prepared in accordance with the Global
Reporting Initiative’s G3 Sustainability Reporting Guidelines, which
provide a globally recognised framework for reporting on an
organisation’s economic, social and environmental performance.
The data and commentary in this Report are assured in accordance
with the AA1000 Assurance Standard (2008). This requires the
Report to be considered in relation to the principles of inclusivity,
materiality and responsiveness (page 6).

Using this Report

The Report is split into 17 main performance sections — covering
issues as diverse as sustainability management, social inclusion
and biodiversity. A detailed discussion of why the Group reports
on each of these issues is included at the start of each section,
under the header ‘Materiality and strategy’. Indicators are

used throughout the Report to help make sense of the

Group’s performance.

Performance benchmarks

Where possible, performance is benchmarked against that of
other organisations to help the reader make sense of reported
performance. Such comparative information is reported in a
box like this.

Restatements

Where a review of previously reported data has identified
inaccuracies, the information is restated and identified by the
symbol @. Details of restatements are provided in the online
version of this Report: www.co-operative.coop/
sustainabilityreport

4 The Co-operative Group Sustainability Report 2008/09

Target attainment: 2008 overview

During 2008, the Group has been working towards a series
of targets set in prior years’ reports. Progress is detailed
throughout the Report and, in each case, classified within
one of five progress categories:

Level of progress Definition 2008 targets
falling within each
progress level
Target achieved Target attained 54 (68%)
Close to target Attained 75-99%
(for targets set for
completion in 2008) 5 (6%)
On track Attained 75-99%
of progress
expected in 2008
(for longer-term targets) 11 (14%)
Behind schedule  Attained less than 75%
of progress expected in
2008 (for short- and
longer-term targets) 8 (10%)
Target not No progress made
achieved 0 (0%)

In addition, two targets (2%) were dropped or revised in 2008,
due to changes in business priorities and external changes.
These are marked ' in the Report.

74 targets have been set for attainment in 2009 and beyond.
Targets are agreed annually in conjunction with relevant
business areas, taking into account resources available and
business priorities. Change within the business (inside front
cover) also has an impact on the target-setting process.

This Report is the third fully consolidated annual Co-operative
Group Sustainability Report. An online version is available at:
www.co-operative.coop/sustainabilityreport. The most
recent previous report was published in September 2008 and
related to the calendar year 2007.



sustainable development policy

The Co-operative Group seeks to deliver
value to its stakeholders in an ecologically
sustainable and socially responsible manner.

The Co-operative Group recognises the need to manage and
develop its businesses in a sustainable manner — ie, business
development that meets the needs of the present without
compromising the ability of future generations to meet their
own needs.

We will seek to be transparent and accountable in our pursuit of
sustainable development: reporting on progress (or the lack of it),
securing independent verification and setting clear priorities and
targets for all material activities.

We recognise that there are physical limits to the resources of
the Earth (both in terms of generating materials and absorhing
wastes), and that any business activity that exceeds these limits
is, by definition, unsustainable in the long term and will need to
be reconstituted. Nature cannot withstand a progressive build-up
of waste derived from the Earth’s crust, nor can it withstand a

progressive build-up of society’s waste, particularly substances
that cannot degrade into harmless materials. In addition, the
productive area of Nature should not be diminished in terms

of quality (diversity) or quantity (volume) and must be enabled
to grow. These we recognise as the minimum conditions for
ecological sustainability.

There are ethical components of sustainable development for
which business should be accountable. These extend far beyond
legislative compliance. Unlike for ecological sustainability, there
exists much less consensus as to what constitutes socially
responsible business practice. Therefore, when considering such
matters, the Group will undertake stakeholder dialogue and be
guided by the views arising, particularly those of members and
customers, given their vital roles in governance and economic
viability, respectively. More broadly, the Group will be guided

by the long-established co-operative values of self-help, self-
responsibility, democracy, equality, equity and solidarity,

along with the pursuit of legislative compliance.

ccoaicd! Sustainag, -
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sustainability management

Indicators
Sustainability governance and management systems

Awards and recognition

Targets 2008

Ensure that The Co-operative Group’s sustainability
accounting and reporting systems are recognised

as being at the leading edge of best practice in the retail
and/or financial sectors in 2008 (page 10).

Continue to contribute to the development of global
standards for business accountability (page 11).

on track
behind schedule

target achieved
close to target

target not
achieved

Targets 2009

Ensure that The Co-operative Group’s sustainability accounting
and reporting systems are recognised as being at the leading
edge of best practice in the retail and/or financial sectors in 2009.

Continue to contribute to the development of global standards
for business accountability.

Background

The Co-operative Group is a member-owned co-operative, and is
registered in the UK under the Industrial and Provident Societies
Act. The Group aligns its sustainability management and reporting
with the three principles set out in the AA1000 AccountAbility
Principles Standard (2008)-.

Application of the AA1000 principles

Inclusivity: The Group includes the participation of stakeholders in developing
and achieving an accountable and strategic response to sustainability. Key
mechanisms include its democratic governance structures and the engagement
of stakeholders in policy and strategy development. During 2008 and early
2009, some 250,000 members and customers participated in Ethical Policy
(pages 9 and 39) and Community Plan (page 57) consultations, and oversight

of the Group’s sustainability, community and membership strategies was
undertaken by a committee made up entirely of non-executive directors,

many of whom were drawn from the Group’s ordinary membership (page 8).

Materiality: The Group identifies and focuses activity on those issues that

are of greatest relevance and significance to its stakeholders and to the
business. The diagram on page 7 details those factors that influence materiality
decisions. This Report is structured around the issues that have been identified
as being most material, and each section of the Report details how materiality
has been determined in each of these areas.

Responsiveness: The Group is responsive to relevant and important
stakeholder concerns. Examples include policy development and
implementation (page 9), community and campaigning activity, and the Group’s
sustainability reporting, in which targets are set in relation to material issues,
and progress detailed in an open and honest manner.

6 The Co-operative Group Sustainability Report 2008/09

As owners of the business, members of The Co-operative Group
have a say in how it is managed, through their participation in its
democratic governance structure, as detailed on pages 100-101.
Members’ capacity to effect change within the business includes,
but is not restricted to, the area of sustainability.

Materiality and strategy

It is The Co-operative Group’s vision to be the best co-operative
business in the world. In pursuit of this, commercial success,
competitive advantage and social goals have been identified

as strategic imperatives, as set out in a balanced scorecard:

Growing Growing
business profit

Growing Growing
& engaging colleague

membership engagement

Growing Growing
customer  corporate
loyalty reputation

While the Trading Group and CFS have a common set of strategic
priorities, the methodology for measuring these differs slightly

in most cases, reflecting the differing nature of their respective
markets and operations. In accordance with the Business Review
requirements of the Company Act 2006, the key performance
indicators underpinning strategy, together with progress, are now
reported on for both the Trading Group and CFS2,

In 2006, a Group-wide Social Goals Strategy was developed.
This was considered, refined and approved by the Executives of
CFS and the Trading Group, and subsequently the Group Values
& Principles (V&P) Committee, a senior committee of the Group
Board. The strategy acknowledges that no business can lead on
every aspect of sustainable development, and that issues need
to be prioritised and resources focused.

The strategy has been refined over time and now sets out the
Co-operative’s aim to progress and lead on: ‘openness and
honesty’, particularly in respect of sustainability accounting, auditing
and reporting; ‘stakeholder accountability and engagement’,
particularly in respect of customer and member involvement in
policy development; ‘ecological sustainability’, with a particular focus
on combating climate change, followed by waste and biodiversity;
‘international development’, with a focus on tackling global poverty;
and ‘community investment and campaigns’, with an emphasis on
positive public policy engagement.

In 2009, it was agreed that ‘water’ would be added to the list of
ecological priorities, and the consultation on the Community Plan
(which is a subset of the Social Goals Strategy) added ‘inspiring
young people’ to the community priorities of combating climate
change and tackling global poverty (page 57).

The need for the business to develop in a more sustainable
manner® is central to the Group’s strategy. It is recognised that



Mechanisms that influence materiality decisions

Member views/ Other stakeholder views Business strategy
democratic participation

e Food Ethical Policy consultation (page 9)

e |ssues raised at AGM/half-yearly
meetings (page 101)

e |ssues raised via regional boards and
area committees (page 101-102)

e [ssues raised via elected committees (eg,
V&P Committee, Environmental Advisory
Committee (page 8).

(page 39)

(page 120).

e Customer participation in The Co-operative
Bank Ethical Policy review (page 39)

e Customer participation in The Co-operative
Insurance Ethical Engagement Policy review

© Employee surveys (page 111)

e Customer satisfaction trackers (page 118)
e Corporate Reputation Index (page 118)

e Bank and insurance customer panels

e Balanced scorecard (page 6)

e Direct financial impacts as referenced
throughout the Report

e Sustainable Development Policy (page 5)

e Social Goals Strategy (page 6)

* |ssue-specific policies and codes referenced
throughout the Report eg, Health and Safety
Policy (page 9), Sound Sourcing Code of
Conduct (page 17)

e Community Plan development (page 57).

Decision-making on

material issues

External reporting standards Co-operative approach to business Societal norms and emerging issues
and benchmarks

e Global Reporting Initiative (pages 11 and
132-133)

e Co-operatives™ social reporting
indicators (page 103)

e Social performance and reporting
benchmarks (eg, Business in the
Community’s Corporate Responsibility Index
(page 9), AccountAbility Rating (page 10))

e |ssue-specific benchmarks as referenced
throughout the report (eg, Race for
Opportunity (page 53), Ethical Trading
Initiative returns (page 17)).

there are physical limits to the resources of the Earth, both in

terms of generating materials and absorbing wastes, and that any
business activity exceeding these limits is, by definition, ecologically
unsustainable in the medium to long term. In its pursuit of the
social element of sustainable development, the Group will continue
to be guided by its stakeholders (and members in particular), by
sustainability standards and the co-operative values of self-help,
self-responsibility, democracy, equality, equity and solidarity.

Underpinning the Group’s pursuit of sustainable development
is an increasingly robust system of governance, management,
accounting and internal control, together with a renewed
commitment to provide leading-edge openness and honesty.

Inclusivity

The Co-operative Group has identified six classes of stakeholder,
upon whom its continued success is, to varying degrees, dependent,
and engagement with key stakeholders remains an important
ongoing activity in the Group’s approach to sustainability. Examples
of such engagement range from employee surveys, supplier
training events and customer satisfaction surveys — typical of the
approaches undertaken by many businesses of the Group’s size

— to consultations on the direction of the Group’s ethical policies
and member democratic participation. These latter examples of
embedded engagement reflect the co-operative values & principles
and have wide-reaching impacts on business strategy.

Democratic participation is an important element of the Group’s
approach to inclusivity. Elected area committees and regional
boards, which are drawn from the Group’s membership, consider

e Co-operative Values (inside front cover)
e Co-operative Principles (inside front cover).

* Emerging legislation/regulation/
voluntary compliance relevant to
co-operative, social, ethical or
environmental matters

e Research (eg, The Co-operative Bank
Ethical Consumerism Report;
responsible retailing research)

® |ssue-specific forums

 Vedia.

issues as diverse as store performance, developments and
closures and the allocation of Community Fund donations*.
Working in parallel with the democratic governance structure, the
business also operates more traditional governance structures,
which include mechanisms to manage and oversee the Group’s
approach to sustainability®.

Stakeholders

Members Anyone who is aged 16 or over, who lives in the UK, shares the
Group’s values & principles and agrees to invest at least £1 can become a
member of The Co-operative Group. At the end of 2008, the Group had 2.5
million economically active members who received a dividend payment, and
310,000 democratically active members.

Customers It is estimated that approximately 22 million customers use the
Group’s businesses over the course of a year.

Employees At the end of 2008, the Group had 82,000 staff, of which 74,300
were employed by the Trading Group (page 111), and the remaining 7,700 were
employed by CFS.

Co-operative Movement There are over 800 million co-operators across
the world, and the Group, as one of the largest co-operatives worldwide, seeks
to deliver value to the rest of the Co-operative Movement in line with the sixth
co-operative principle, ‘co-operation between co-operatives’.

Suppliers Relationships with the Group’s suppliers range from infrequent
purchases to ongoing strategic partnerships across the different business
areas. For example, The Co-operative Food, by far the Group’s largest business
area, sourced goods for resale from around 2,500 suppliers in 2008.

Wider society Amongst other groups, ‘Wider society’ encompasses the
communities within which the Group trades, local and national governments,
NGOs, industry organisations, multi-stakeholder groups, charities and external
expert organisations.
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sustainability management

Engagement and stakeholder views arising are presented in
relevant sections of this Report.

Governance

Throughout 2008, oversight of the Group’s sustainability,
community and membership strategies was undertaken by a
senior committee of The Co-operative Group Board — the Group
V&P Committee®. The Committee was appointed by the Board
and during 2008 comprised one elected director from each

of the former Group’s eight regions, three directors from the
former United Region and three directors representing corporate
members, along with the Group Chair, the Chair of CFS and a
Deputy Chair of the Board, who chairs the Committee’.

That such authority should rest with a body made up entirely
of non-executive directors, many of whom are drawn from the
Group’s ordinary membership?, is significant, and is almost
certainly unique among large businesses in the UK.

The term ‘social accountability’ is gaining increased currency
amongst businesses; however, its scope is usually restricted, at
best, to stakeholders having a say in what issues a business
measures and reports on (ie, the ‘materiality’ of the issues). This is
good and proper, and an approach CFS has pioneered for over a
decade, and for which it has received more than a dozen awards.
At the same time, The Co-operative Group members are firmly
embedded in governance (both in general, and in sustainability
governance specifically) and policy formulation (pages 100-102). As
such, whilst engagement with stakeholders continues to be central to
the Group’s approach, there is an increased focus on how the Group’s
strategies, policies and performance respond to stakeholder concerns
via its democratic structures (ie, the ‘responsiveness’ of the business).

More broadly, the majority of The Co-operative Group Board
members (25 of 32, or over 75%) are elected by the Group’s 45 area
committees, which, in turn, comprise individuals from the individual
membership base (page 100). The remaining seven members are
elected by, and from, the corporate membership of the Group, who
represent societies to whom the Group provides services.

Each region has a V&P Committee, which is tasked with ensuring
that co-operative principles and social goals are pursued at a
regional level. A region’s V&P Committee comprises elected
members delegated from area committees and the regional

board, and has the authority to escalate issues for the consideration
of the Group V&P Committee.

In 2007, the Group V&P Committee established an Environmental
Advisory Committee® chaired by a non-executive member of the
Group Board. In 2008, the Committee included representation from
management and six regional board designates (as put forward

by the regions for the consideration of the Chair and management
representatives from Social Goals and Membership).

Risk management and internal control

The Group operates a diverse range of businesses and is,
therefore, exposed to a complex array of risks (in this context
risks are considered material only in so far as they have the ability
to impact the short- and/or long-term value of the business). In
2008, in accordance with the requirements of the new Enhanced
Business Review regulations, the Annual Report and Accounts of
the Group and Co-operative Financial Services each provided a
statement on the principal risks and uncertainties being faced™.

Each business has a risk register that identifies the likelihood and
impact of risks occurring and the actions being taken to manage
them. Risk assessments are updated on a regular basis by

8 The Co-operative Group Sustainability Report 2008/09

bespoke risk management committees and are regularly reported
to the Management Executive teams and Group Board through
the Audit & Risk Committee!!. Significant risks are combined

for the whole business and recorded in a Group Risk Register,
which is considered by the Group Risk Management Committee
(this includes representation from the Group’s Social Goals and
Sustainability department)*2, which provides reports, four times a
year, to the Group Audit & Risk Committee. Damage to reputation
or brand, including the strength of the Group’s ethical stance,

is one of the risks addressed by the Group.

Throughout 2008 the Trading Group and CFS Boards each had
responsibility for their respective business’ systems of internal
controls, which aim to safeguard those business’ assets. A key part
of the process in assessing internal control by the Group Audit &
Risk Committee is an annual ‘letter of assurance’ process by which
the Executives confirm they have assessed the effectiveness of
their systems of internal financial and non-financial controls, their
compliance with policies (including those relating to safety, health
and the environment), local laws and regulations (including the
industry’s regulatory requirements) and reporting any key control
improvements required. The outcome of these letters is reported

to the Group Audit & Risk Committee. The directors are then able
to review the system of internal controls and, in 2008, believe

it complies with the Turnbull Report guidance. The Committee
considers that there have been no weaknesses that have resulted in
any material losses, or contingencies that have not been disclosed.

On appointment, directors undertake an induction programme,
designed to develop their knowledge and understanding of the
Group. Throughout their period in office, directors are regularly
updated on the Group’s business, its competitive and regulatory
environments, corporate social responsibility matters and other
changes affecting the Group and the industries in which it operates.

Throughout 2008, the Group Board received quarterly progress
reports on ethics and sustainability matters. In addition, the Group
and CFS Executive teams received monthly updates on progress,
with an emphasis on matters arising and developments pending.

Performance benchmark

In April 2007, a Queen’s Award for Enterprise in the Sustainable
Development category was conferred upon the Group. The

Award recognised the Group’s achievements in embedding
sustainability across its operations and runs for five years. The
official announcement stated: ‘The business has implemented

an impressive range of initiatives across all aspects of its
activities, reflecting a commendable corporate sustainability
ethos. Key among these initiatives is its suite of impressive ethical
investments and its laudable leadership on Fairtrade issues.
Innovative schemes to reduce its transport impacts, coupled

with pioneering research to reduce the impact of its own-

brand packaging, and investment in projects to reduce energy
consumption, also testify to the ambitious sustainability aims of the
Group. The Group is also to be praised for its strong Co-operative
Community Investment Foundation that provides direct financial
support, as well as volunteer support, to a S
number of community organisations, and for ddy

its social goals agenda.” The Group is the only

major food retailer or major financial services

provider to have been awarded the Queen’s

Award for Enterprise in the Sustainable

Development category across its operations. — * - zoar

THE QUEEN'S AWARDS
FOR ENTERPRISE:



Performance benchmark

In recent years, the Trading Group, The Co-operative Insurance
and The Co-operative Bank have all separately benchmarked
their strategy, management, reporting and performance in the
area of corporate responsibility via participation in Business in
the Community’s (BITC) annual Corporate Responsibility (CR)
Index*? and, in the last-ever absolute rankings, the bank was
ranked first. Having attained Platinum, the highest ranking,

in the 2007 CR Index, CFS was, in 2008, additionally invited
to apply for entry into the new ‘Platinum+’ category, which
challenges businesses to demonstrate the degree to which

CR is embedded in business strategy. Assessment was via a
rigorous evaluation meeting, involving senior managers from
across the business, along with the Chief Executive. CFS is
one of only seven businesses to have achieved the Platinum+
standard. A consolidated Group-wide submission to the full CR
Index was also made for the first time in 2008. The Group was
placed in the Platinum group, attaining a total score of 96.5%

and scoring higher
han th I CORPORATE
svrage i at RESPONSIBILITY

average in each of INDEX 2008

the seven categories.

Management

Day-to-day management of the Group’s Social Goals Strategy
is undertaken by the ethics and sustainability (19.5 full-time
equivalent staff) and community and campaigns (16 full-

time equivalent staff) teams in the Group’s Social Goals and
Sustainability department!4. The department came together in
2006, following the centralisation of a number of Trading Group
and CFS corporate functions. The Head of Social Goals and
Sustainability reports to the Group Marketing Director, who

is a member of the Trading Group Executive®.

Responsible investment activities are, additionally, supported by a
distinct team (7.5 full-time equivalent staff) within The Co-operative
Insurance’s Investment Management function, and responsible
retailing by a distinct team within The Co-operative Food, who

are supported by an Ethical Trade Working Group. In 2007/08,
seven regional energy managers were recruited and over 2,500
employees were trained and became energy champions across
The Co-operative Food stores. Many other individuals throughout
the business are directly responsible for aspects of the Group’s
sustainability programme.

Policy

The Group’s overarching approach to ethics and sustainability was
consolidated in a new Sustainable Development Policy in 2007
(page 5). This outlines the Group’s aspiration to deliver value to its
stakeholders in an ecologically sustainable and socially responsible
manner, along with its commitment to be transparent and
accountable in the pursuit of sustainable development.

In addition, the Group has a suite of bespoke, customer/member-
mandated ethical policies in place in connection with the majority of
its business activity'®. The Co-operative Bank and The Co-operative
Insurance operate customer-mandated ethical policies that govern,
respectively, who the bank will and will not finance and The
Co-operative Insurance’s approach to engagement with investees
(pages 41-43). During 2008, The Co-operative Bank customers were
consulted for the fifth time on the bank’s Ethical Policy (page 39). The
consultation solicited the largest-ever response from bank customers,

and, as a result, nine new ethical positions were added to the Policy
in the areas of human rights, international development, ecological
impact and animal welfare. This followed the launch of a member-
mandated Ethical Policy for the Food business in early 20087, Over
100,000 co-operative members, of whom 64,000 were members

of The Co-operative Group?8, were consulted, and the vast majority
endorsed the adoption of the Policy, which covers ethical trading,
animal welfare, environmental impact, food quality, diet and health,
and community retailing issues®®; making it what is believed to be the
world’s largest consumer poll on ethics. In addition the consultation
asked members to identify one issue where they would welcome
further progress. Responses clustered around: ethical trading (27%);
animal welfare (25%); and the environment (22%). Progress made
and targets set in key policy areas are detailed throughout this Report.

Sound sourcing is a major activity for the Co-operative Group.
Most significantly, policies in this area comprise: CFS’ Sustainable
Procurement and Supplier Policy, which focuses on goods not for
resale; and the Group’s Sound Sourcing Code of Conduct, which
focuses on goods for resale (page 17). The Sound Sourcing Code
of Conduct was amended in 2009, following approval by the

V&P Committee.

In early 2009, the Group agreed a new Human Rights and Trade
Policy (page 19), which sets out the extreme conditions that need
to be breached for the Group to suspend trade with a nation
state, designated region, or in a particular product. In addition,

a Responsible Sourcing Policy for both farmed and wild fish, was
launched in 2008 (page 86).

Health and Safety Policies for both The trading Group and CFS

seek to ensure that the health, safety and well-being at work of all
employees is safeguarded, and that non-employees are protected
from any hazard created by the Group’s operations?. The Policy
statements are signed by the Chief Executives, and are applicable to
all Group businesses, their management and employees. Health and
safety performance in relation to employees during 2008 is detailed
on page 115. A host of specific policies have been developed in
relation to issues such as diversity, packaging and pesticides, and
these are detailed in relevant sections throughout this Report.

The Trading Group and CFS have separate Codes of Business
Conduct covering relations with customers, members, employees,
suppliers, community and competitors. In both instances, the codes
provide procedures to report, in confidence, suspected serious
malpractice. A revised Trading Group Code of Business Conduct

is currently under development, to be issued in 2009.

Performance benchmark
CFS — Business in the Community Company of the Year

In July 2008, The Co-operative Financial Services won the
prestigious Business in the Community (BITC) Impact on Society
Award, which carries the designation of BITC ‘Company of the
Year’. The award recognises those companies that, through

leadership and the integration Company of the Year
of responsible business  Busiess. |
practice, are improving their g]gg‘ 8R L

overall impact on society.
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sustainability management

Achievements: reporting

1990 The Co-operative Bank Partnership Report named Best
Social Report, at the ACCA UK Sustainability Reporting Awards
and receives special commendation for Stakeholder Reporting in
the European Environmental Reporting Awards.

2000 The Co-operative Bank Partnership Report named Best
Social Report and Best Environmental Report at the ACCA UK
Sustainability Reporting Awards.

2001 The Co-operative Bank Partnership Report named Best
Sustainability Report and The Co-operative Insurance awarded
Best Social Report at the ACCA UK Sustainability Reporting Awards.

2002 The Co-operative Bank Partnership Report named Best
Sustainability Report at the ACCA UK Sustainability Reporting
Awards and at the European Sustainability Reporting Awards.
Also ranked first in the biennial global survey of the world’s
leading sustainability reports carried out by the United Nations
Environment Programme/SustainAbility.

2003 The Co-operative Bank’s Partnership Report named Best
Sustainability Report and The Co-operative Insurance Social
Accountability Report awarded Best Social Report (joint winner)
at the ACCA UK Sustainability Reporting Awards.

Accounting and reporting

The process of accounting, auditing and reporting on material
social, ethical and environmental impacts is a central component
of the Group’s pursuit of sustainable development. It is a critical
driver of performance improvement for management, and, at

the same time, provides crucial data to stakeholders, not least
members, who can use it to inform their customer and governance
relationships with the Group.

Performance benchmark

The AccountAbility Rating?*, undertaken by AccountAbility and
csrnetwork (now Two Tomorrows), measures the extent to

which responsible practices are placed at the heart of business.
The Co-operative Group’s Sustainability Report 2007/08 was
benchmarked against those of the Fortune Global 100 (G100).
The Group scored 82%, which is significantly higher than the
average G100 retail and fast-moving consumer goods (FMCG)
sector score of 39%, and average financial services sector score
of 45%. The Group’s score bettered the highest-scoring G100
company, Vodafone (78%). The Group also outperformed the
highest-scoring retail and FMCG company, Tesco (56%), and the
highest-scoring financial services company, HSBC (68%), by a
considerable margin. The report highlights that ‘the breadth and
depth of issues discussed in both the Sustainability Report and on
The Co-operative’s website is highly commendable, especially in
light of the significant number of issues represented amongst all
the sectors in which The Co-operative operates’.

The development and maintenance of accounting systems across
a business as large and complex as the Group can, at times, be
challenging, and requires that resources are focused on measuring
those things that are most important to the business and its
stakeholders. This prioritisation continues to inform the information
reported herein. Additionally, content of this Report is informed
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2004 The Co-operative Financial Services Sustainability Report
awarded Best Sustainability Report at the ACCA UK Sustainability
Reporting Awards and ranked first in the biennial global survey
of the world’s leading sustainability reports carried out by UNEP/
SustainAbility.

2006 CFS’ Sustainability Report was runner-up at the ACCA
UK Sustainability Reporting Awards; the report was also ranked
‘number two’ by the United Nations Environment Programme
in its most recent biennial global survey of the world’s leading
sustainability reports.

2008 The Co-operative Group’s Sustainability Report 2006/07
achieved the highest AccountAbility Rating of any report
undertaken to date. The Sustainability Report 2006/07 was
runner-up in the Best Sustainability Reporting category at the
ACCA UK Sustainability Reporting Awards.

2009 The Co-operative Group Sustainability Report 2007/08 was
named the most ‘Open and Honest’ Report at the International

CR Reporting Awards 2008. The Sustainability Report 2007/08
outperformed all the G100 companies in the AccountAbility Rating
(performance benchmark below).

by the Global Reporting Initiative’s G3 Sustainability Reporting
Guidelines. This Report has been checked by GRI and found to be
consistent with a GRI G3 application level of A+22, A summary index
detailing the Group’s reporting against the G3 indicators is provided
on pages 132-133, with a more detailed account provided online?,

Performance benchmark

The Global Reporting Initiative’s (GRI) G3 Sustainability
Reporting Guidelines provide a globally recognised framework
for reporting on an organisation’s economic, social and
environmental performance. The Co-operative Group
Sustainability Report 2007/08 was also checked by GRI and

found to be consistent with a GRI G3
application level of A+. The Group
believes that in 2007 and 2008 no
other UK company from the food retail,
bank or insurance sectors produced a
sustainability report to an A+ level?*.

GRI REPORT

Audit and assurance

The Group is committed to the AA1000 Assurance Standard

(AS)?® and, as previously described, considers its sustainability
management and reporting to be aligned with the AA1000
principles as set out in the AA1000 Assurance Principles Standards
(APS)?. The AA1000AS was revised and relaunched in 2008, and
the Group’s 2008/09 Report is its first to report in line with the
new standard. The AA1000AS (2008) sets out the core elements
of credible public assurance statements, and the requirements of
the assurance provider in relation to their independence and
competencies. In undertaking an assurance assignment based
upon AA1000AS (2008), the auditor assesses the degree to which:

< thelorganisationZincludesthe participationlof stakeholderslin{
developing and achieving an accountable and strategic response
to sustainability — inclusivity;



[ reportingLcontains(thelinformation’thatlisirelevantlandlimportant]

to stakeholders, as well as the reporting organisation —
materiality; and

< thelreportinglorganisationthasicoherentlylrespondeditolrelevant’

and important stakeholder concerns — responsiveness.

The Group appointed Two Tomorrows to provide assurance,
primarily on the basis of the high standing in which the principal
auditors are held?’. Given the generally low levels of trust in
business, it is vital that those providing sustainability audit and
assurance are viewed as being not just professional, but also

challenging and sensitive to the aims of sustainable development.

The scope and depth of the third-party independent assurance
extends to the verification of all key performance data and

claims made within this Report, unless otherwise stated in the
assurance statement, along with an evaluation of adherence to

the AA1000 principles (type 2 assurance)?® (pages 130-131). The
assurance providers were contracted to provide a moderate level of
assurance? for the majority of the Report content, and a high level

of assurance® over the bank’s Ethical Policy implementation.

In 2008, the supporting internal audit programme was reviewed;
partly informed by key issues identified in the last report cycle.
Audit activity focused on The Co-operative Trading Group’s
sound sourcing/labour standards programme (pages 17-19).

Influence and action

For more than a decade, the Group has been active in shaping
sustainability accounting and reporting standards, at both a

national and international level. During 2008, the Group supported

the following activities:

] ThelAccountability, FuturelofiReportingland’Assurance’Commission

<] Thelinternationalllaunchlof’thelAA1000AS Reporting'Standard.

Read more in this Report

Subjects covered elsewhere in the Report include:
<] OverviewloflGrouplenvironmentalimanagement((page63).

<] OverviewloflGrouplcommunitylandicampaignsimanagement]
(page 58).

<] DetailsloflthelGroup’sidemocraticlstructurel(pagesi100-101).

<] SummarylofithelGroup’sirecenticonstitutionallreview!
(page 100).

<[ Coloperativelvaluesi&principlesi(insidelfronticover).

<] Sustainable’DevelopmentIPolicyl(page’s).

[ ThelColoperativelBank(EthicallPolicyl(pagel39).

<] ThelColoperativellnsurancelEthicallEngagementiPolicy!
(page 39).

<[ ThelColloperativelFoodiEthical Policyl(pagesi25,/33landl63).

<]HumanRightslandlTradelPolicyl(page19).

<] SoundZSourcingICodelofiConducti(page17).

] MaterialitylandlstrategylisicoveredZinimoreldetaillonithelfrstl
page of each section of the Report, along with the targets
and indicators relevant to the section.

Accompanying notes
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10

11

12

13
14

15

16

17

www.accountability21.net

The Co-operative Group Annual Report
and Accounts 2008 (pages 20-22), and
Co-operative Financial Services’ Financial
Statements 2008, pages 18-19.

In 1987, the Brundtland Report, ‘Our
Common Future’, defined sustainable
development as ‘development that
meets the needs of the present without
compromising the ability of future
generations to meet their own needs’.

Terms of reference for elected committees
can be found at: www.co-operative.
coop/en/corporate/sustainability/
areacommittees/ and www.co-operative.
coop/en/corporate/sustainability/
regionalboards/

The Co-operative Group complies with

the UK Combined Code on Corporate
Governance as far as it is applicable

to an Industrial and Provident Society.
Compliance is reported in the 2008 Annual
Report and Accounts of The Co-operative
Group, pages 26-30 and Co-operative
Financial Services’ Financial Statements
2008, pages 36-42.

Terms of Reference for the V&P Committee
can be found at: www.co-operative.coop/
en/corporate/sustainability/vandptor/

The V&P Committee met five times during
2008 and also held a conference at which
it met with regional V&P committees.
During 2008, the Committee’s structure
was reviewed as part of the wider
Constitutional Review and, as a result, a
new structure was adopted in June 2009
(page 100).

Anyone who is aged 16 or over, who

lives in the UK and agrees to invest at
least £1 can become a member of The
Co-operative Group.

Terms of Reference for the Environmental
Advisory Committee can be found at: www.
co-operative.coop/corporate/sustainability/
envadvisorytor

The Co-operative Group Annual Report
and Accounts 2008, p29 and Co-operative
Financial Services’ financial statements
2008, pages 48-50.

The Co-operative Group Annual Report
and Accounts 2008, page 27, the Audit
and Risk Committee has 11 members.
Amongst other things, the Committee
monitors the integrity of the Society’s
financial statements and any formal
announcements relating to the Society’s
performance, together with any significant
financial reporting judgements contained in
the financial statements.

The Co-operative Group Annual Report and
Accounts 2008, page 29.

www.bitc.org.uk

The Head of Social Goals and Sustainability
and the PA to the Head of Social Goals and
Sustainability are included within the ethics
and sustainability headcount.

The Group Marketing Director has
Executive responsibility for community and
environmental strategy and performance
across The Co-operative Group, and for
marketplace strategy and performance

in the Trading Group. Marketplace issues
at CFS are the Executive responsibility

of the Managing Directors for Retail and
Corporate Markets. Trading and CFS
Executive teams have Directors of Human
Resources with Executive responsibility for
workplace issues, such as diversity, health
and safety and well-being.
Customer/member-mandated ethical
policies are in place for the bank,
insurance and food businesses. In 2008,
these businesses, together, accounted

for 69% of the Group’s total revenue.
www.co-operative.coop/food/ethics/
Ethical-trading/Ethical-policy/

18

19

20

21
22

23

24

25
26
27

28

29

30

Respondents comprised 64,000
Co-operative Group members and 36,000
members of other Co-operative societies.
Results presented in this Report relate only
to Co-operative Group member responses.
Analysis by the Group’s Customer Insight
team shows that respondents to the
consultation were representative of the
overall membership base in terms of age,
gender and location, and there was a
significantly higher representation from the
prime target audience of working families.

Further details of the Policy are presented
throughout this Report in the ‘Materiality
and strategy’ paragraphs at the start of
relevant sections.

The Co-operative Group Annual Report and
Accounts 2008, page 23; and Co-operative
Financial Services Financial Statements
2008, page 32.

www.accountabilityrating.com

For further information on G3 application
levels, see: www.globalreporting.org/
GRIReports/ApplicationLevels/

A full account of the Group’s performance
— or non-reporting — against all G3
indicators is provided in the online version
of this report at: www.co-operative.coop/
sustainabilityreport

Based on our assessment of corporate
reports detailed at www.corporateregister.
com and at www.globalreporting.org/
GRIReports/GRIReportsList/; Corporate
Register lists details of approximately 95%
of all sustainability reports published.

www.accountability21.net
Ibid.

Members of the Two Tomorrows team
(previously known as csrnetwork) have
previously provided assurance on CFS and
Group Sustainability Reports, which were
rated by UNEP’s biennial assessments as
incorporating the best third-party audit
and verification of any reporting in the
world. Further information relating to

the audit team, including Statements of
Competencies and of Impartiality, can be
found at www.twotomorrows.com/

AA1000 Assurance Standard 2008,
Accountability, www.accountability21.net
Type 1 assurance evaluates the nature and
extent of an organisation’s adherence to

the three AA1000 AccountAbility Principles.
Type 2 assurance evaluates adherence to
AA1000 AccountAbility Principles, as for
type 1 assurance, and, in addition, evaluates
the reliability of specified sustainability
performance information.

An assurance provider achieves moderate
assurance where sufficient evidence has
been obtained to support their statement
such that the risk of their conclusion being
in error is reduced, but not reduced to
‘very low but not zero’.

An assurance provider achieves high
assurance where sufficient evidence has
been obtained to support their statement
such that the risk of their conclusion being
in error is ‘very low but not zero’.
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