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The Value of Values: ESG and Value Investing

One of the most popular topics in investing today is ESG, or environmental, social, governance. ESG is a catchall for a variety of
topics that are important to investors, but it does not fit neatly into the realm of financial data. The ESG topics that matter to one
investor may be completely different from what matters for another investor. Furthermore, does the focus and attention that a
financial investor has on ESG have a material impact on the financial results and the stock prices of companies? We believe so,
and we review the topics relevant to a particular industry as part of our investment process.

Examples of the topics that fall under ESG

Environmental Social

Climate change policies, plans, and
disclosures.

Employee treatment, pay, benefits, and
perks.

Greenhouse gas emissions goals, and
transparency into how the company is
meeting those goals.

Employee engagement and staff turnover/
churn.

Carbon footprint and carbon intensity

(pollution and emissions). Employee training and development.

Water-related issues and goals, such as
usage, conservation, overfishing, and waste
disposal.

Employee safety policies including sexual
harassment prevention.

Diversity and inclusion in hiring and in
awarding advancement opportunities and
raises.

Usage of renewable energy including wind
and solar.

Ethical supply chain sourcing, such as
conflict-free minerals and responsibly
sourced food and coffee.

Recycling and safe disposal practices.

Green products, technologies, and
infrastructure.

Mission or higher purpose of the business
(or lack thereof).

Consumer friendliness, customer service

Environmental benefits for employees such . ;
responsiveness, and history of consumer

as cycling programs and environmental-
based incentives. .
and regulatory penalties.
Relationship and past history with the U.S.
Environmental Protection Agency (EPA) and
other environmental regulatory bodies.

Public stance on social justice issues, as
well as lobbying efforts.

protection issues including lawsuits, recalls,

Governance

Executive compensation, bonuses, and
perks.

Compensation tied to metrics that drive
long-term business value, not short-term
EPS growth.

Whether executives are entitled to golden
parachutes (huge bonuses upon exit).

Diversity of the board of directors and
management team.

Board of director composition regarding
independence and interlocking directorates
-- which can indicate conflicts of interest.

Proxy access.

Whether a company has a classified board
of directors.

Whether chairman and CEO roles are
separate.

Majority vs. plurality voting for directors.

Dual- or multiple-class stock structures.

Transparency in communicating with
shareholders, and history of lawsuits
brought by shareholders.



A Brief History of ESG

The roots of ESG began when pension funds and unions started investing in things like housing projects and healthcare in the
1950s"; this was referred to as socially responsible investing (SRI). Many pension funds and charitable organizations would ask
their investment managers to negative screen for certain types of companies like tobacco, alcohol, firearms.? In the 1970s, SRI
came into the limelight when U.S. businesses divested from South African companies to protest Apartheid.> However, the real
push started in the 1990s when social and environmental organizations started working together towards overall responsible
investments (beginning of ESG). By 1998, Robert Levering and Milton Moskowitz researched the Fortune 100 “Best Companies
to Work For” and found that companies with better corporate social responsibility were more productive and efficient.* With
that, we saw a number of smaller firms establish teams to review companies for ESG criteria and to rank companies relative to
each other. Over the years, MSCI®° bought a number of these data vendors; we believe it is now one of the largest ESG data
depositories, along with another firm called Sustainalytics.

Along with having access to data sources and many European pension plans increasingly focused on the issues, ESG momentum
started to build.® In 2006, the United Nations established Principles for Responsible Investing (PRI) and asked that investment
firms establish a framework for including ESG principles as part of their investment process.” Nowadays, many corporations file
sustainability reports, including reporting on carbon emissions and water usage data; they also engage with investors on topics
such as governance, workplace environment, and other environmental concerns.

Current Hot Topics in ESG

Over the last few months as our investment team attended conferences and met with investors and clients, they found that four
ESG topics are being widely discussed: carbon emissions and the Paris Agreement; plastics/recycling; income inequality and
dispersion of corporate pay; and diversity of corporate boards.

1. Carbon Emissions and the Paris Agreement

The Paris Agreement is an effort to bring all nations together to combat global climate change.? The central aim of the
Agreement is to strengthen the global response to the threat of climate change by keeping a global temperature rise this
century well below 2 degrees Celsius, above pre-industrial levels, and to pursue efforts to limit the temperature increase
even further to 1.5 degrees Celsius.® If nations around the world keep adding greenhouse gases at the current rate, it is
believed that the average temperature around the world could increase 4 degrees to 12 degrees by 2100.° The result
could be heat waves, droughts, erratic weather including massive hurricanes and snowstorms, melting ice caps and
increased ocean acidity." By focusing on reducing greenhouse gases and by utilizing renewable energy, the average
temperature increase will be less? Last year carbon dioxide emissions increased 1.7% with China and U.S. contributing to
the increase while emissions decreased in Europe.® There is still a lot of work to be done. This topic relates to a number
of industries, including oil and gas, utilities, housing, insurance, agriculture, tourism, and any business that could be
affected by severe weather delays.

2. Plastics and Recycling

In the last year there has been increased investor attention on the amount of plastics and recycling of plastics. Plastics
were originally developed in the 1950’s using oil resins and other chemicals to produce the rigid but malleable product
used in everything that we use day-to-day! Currently, it is estimated that 5.3 million to 14 million tons of plastics are
thrown away each year; only 10% is recycled.® Much of the plastics end up in waterways and never biodegrade® In fact,
they break down into microplastics over decades and are being ingested by marine animals, including the fish we eat”
For some time now, China has been the largest importer of recycling items such as plastics and paper' In 2018, China
banned plastic recycling and many municipalities in the U.S. and Europe are finding it difficult to find a cost effective
place to send the recycling, which results in more plastic ending up in landfills or being burned causing air pollution® The
impact affects a number of industries, such as health care, food supply, insurance, packaging and chemical companies,
and companies that are in the process of trying to find cost effective alternatives to plastic packaging and products.

3. Income Inequality and Dispersion of Corporate Pay

Globally two separate issues have risen this year bringing closer attention to income inequality and the dispersion of
corporate pay. In France, the yellow vest movement started late last year in protest of rising fuel taxes, the high cost of
living, and the disproportionate burden of the government’s tax reforms falling on the working and middle classes.?°
Each week in France, protestors have been rioting, and it appears the movement may be spreading to other European
countries.?' In many ways, some of these same concerns have been voiced in the U.S. Many people in the US. are
being affected by higher education, housing, and health care costs. In April, Disney heiress, Abigail Disney, who is the



granddaughter of Roy Disney, gave a searing attack on the “insane” compensation of Disney CEO, Bob Iger, relative to
the pay at the bottom end of Disney’s payroll.?? There are concerns that the U.S. is losing its middle class and the broader
implications of this loss on society. Impacts of this movement could include higher scrutiny on executive compensation
relative to other employees, the role of corporations versus government in taking care of employees, higher minimum
wages, and a focus on bringing down costs in health care, education and housing, especially for the middle class.

4. Diversity of Corporate Boards

Over the last few years more investors are focused on company and board governance. The particular topics of interest
include separation of the Chairman and CEO titles, having a larger percentage of independent board members, and
board member diversity. The concern, especially in cases where there has been mismanagement or fraud, has been that
board members of similar backgrounds or of similar make-up lends itself more to group think. Furthermore, in the #MeToo
era there has been a larger focus on women in senior management positions and board representation. California has
enacted a law that requires all corporations headquartered in California to have one women board member by the end
of 2019 and that the number of women board members must increase by 2021.2% It will be interesting to see if more states
enact similar laws. We believe having a diverse board results in better governance and ultimately benefits shareholders.

Anchor and ESG Investing

Anchor is not a dedicated ESG manager, nor does it strictly exclude companies based on ESG criteria. We are focused on
finding high quality companies that have strong management teams and strong overall governance practices that are trading at
attractive valuations. We are also aware of environmental and social issues and how they affect the industries and companies
we research. In our bottom-up assessment of companies, we review for these issues and determine the material impact that
they can have on the strategic outlook as well as the financial impact. We believe that we look for both financial value and
sustainable value.
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This publication has been prepared by Anchor Capital Advisors, LLC (Anchor). This publication is for educational purposes only and should
not be considered investment advice and does not constitute an offer or solicitation of any transaction in any securities referred to herein.
Any recommendation contained herein may not be suitable for all investors. Although the information contained in the subject report (not
including disclosures contained herein) has been obtained from sources we believe to be reliable, the accuracy and completeness of such
information and the opinions expressed herein cannot be guaranteed. Opinions offered constitute the current judgment of Anchor and are
subject to change without notice, as are statements of financial market trends, which are based on current market conditions.
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