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Our understanding of environmental and societal needs has grown in recent years and so too have the opportunities
for investors to incorporate this information into their portfolios. In this four part series on Mission-Aligned
Investing, we walk through the key areas that we believe are necessary to understanding the benefits, drawbacks,

limits and opportunities with this type of investment.

In Mission-Aligned Investing: Define we seek to answer the question: “What is mission-aligned

investing?”

Introduction

Mission-aligned investing is a broad term encompassing a variety of topics ranging from religious beliefs to
environmental issues and everything in between. Interest has grown significantly over the last decade and so have the
related investment opportunities. You might ask, why is the broader marketplace drawn to mission-aligned
investing? Has society reached a point where there is no choice but to act in a sustainable manner? Are active
managers in search of new ways to outperform? There are likely many reasons behind the recent push but, as the
opportunities to invest responsibly continue to increase, it largely stems from the central desire that investors want to

align their capital with their unique set of values.
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Defining Values
Everyone has their own values that can vary in magnitude and specificity from person to person or organization to
organization. However, the marketplace has broadly categorized values into three basic groups: Environmental,

Social and Governance. A sample of each subsection is below.

ENVIRONMENTAL SOCIAL GOVERNANCE
Energy Efficiency Labor Standards Shareholder Rights
Biodiversity/Land Use Working Conditions Transparency
Climate Change Human Rights Board Structure
Water Scarcity Diversity Data Security
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While these categories barely skim the surface of the broader scope of mission-aligned investing, they provide some
context to the issues most commonly discussed in the marketplace. During the normal course of business operations,
both positive and negative externalities are created. Some investors have become more concerned with limiting
negative externalities (pollution, worker exploitation, poor safety conditions, etc.) while others wish to support what
they believe to be positive externalities (energy efficiency, pay equality, shareholder rights, etc.). Below is a
breakdown of the leading mission-aligned criteria by interest from institutional investors and an estimate of dollars
invested in the cause. Notable is the increased interest in climate change, up nearly 300 percent in the past two years

as of 2014
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According to US SIF’s (Social Investment Forum) 2016

report, investors using mission-aligned criteria to guide

some or all of their investments accounted for

approximately $8.7 trillion in assets under management.

This is up nearly 33% from 20142.

Defining Values for Companies
What impact does including mission alignment have on a
company’s bottom line? Does the inclusion of women on

corporate boards impact stock prices? Why should you as an
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investor care about the reputational risk of a company? It

may seem like some of these considerations may be more for show. These key questions might make more sense

when you consider the evolution of the U.S. economy over the last half a century. The U.S. has transitioned from an

industrial-based economy to a service based one, and in such a transition, many companies are valued on intangible

assets such as intellectual capital, goodwill and brand reputation. Mission-aligned information can help provide some

context to the risk and potential reward of these companies with increasingly intangible asset bases.

COMPANY SPOTLIGHT

APPLE*: Apple has taken it upon
themselves to lead the charge in eliminating
their carbon footprint as a company. As just
one example of many initiatives taken by the
company, Apple began engaging directly
with their suppliers in 2015 to find ways to
reduce their energy use, such as replacing
inefficient heating, cooling and lighting
systems, repairing infrastructure and
recovering wasted heat. By the end of 2016,
they conducted 34 energy audits at supplier
facilities which identified over $55 million in
annual savings opportunities. In 2016, these
improvements avoided more than 150,000
metric tons of carbon dioxide equivalents.

For many, mission-aligned investing is another lens to help
identify risk. Intuitively, the idea is that companies with
higher standards surrounding labor relations, diversity of
board composition, senior management pay and
environmental impact should exhibit lower business and
reputational risk than peers with worse standards.
According to Arabesque’s S-Ray tool, a proprietary tool that
monitors the sustainability of over 7,000 of the world’s
largest companies, we see this idea play out. Through
machine learning and big data, this tool systematically
combines over 200 environmental, social and governance
(‘ESG’) metrics with news signals from over 50,000 sources
across 15 languages. The universe includes coverage of
global developed and emerging market countries, removing
the 20% least liquid names. As seen below, the highest
quintile of companies in the universe have exhibited less

volatility than those in lower quintiles over the past 3 years.
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Are there advantages to incorporating 3-YR VOLATILITY BY QUINTILE ARABESQUE S-RAY5

values into your portfolio? Typically,

incorporating many of these underlying 11.4%
L ] 0

considerations is consistent with what

fundamental analysts have always done, which

11.4%

analyzing material financial and non-financial
public information in tandem to develop an

investment thesis on a security. To this extent, 12.0%

adding mission-alignment information can be

additive to an investment thesis and further 1 2 9 %

perpetuate an organization’s or individual’s

mission.

14.3% Q1 (LOW)

In the installments to follow, we explore exactly

how you, as an investor, can approach and implement a mission-aligned portfolio. Are you passionate about reducing
your carbon footprint? Do you have religious beliefs that put conflict risk at the center of importance? These are the
types of questions we must ask ourselves as responsible investors. Please join us as we outline ways to approach these

questions in our second installment: Mission-Aligned Investing: Approach.

1 US SIF Foundation: “Report on US Sustainable, Responsible and Impact Investing Trends 2014.”
2 US SIF Foundation: “Sustainable and Impact Investing: Institutional Investors 2016.”

3 US SIF Foundation: “Report on US Sustainable, Responsible and Impact Investing Trends 2016.”
4 Apple: “Environmental Responsibility Report, 2017 Progress Report, Covering Fiscal Year 2016.”
5 Arabesque “S-Ray” Tool. The measure of volatility represented is annualized standard deviation.
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