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I. Objectives of this Report
As authorized by the Middlebury College Investment Committee, the Advisory Committee on Socially Responsible Investment (ACSRI) is responsible for creating this quarterly report on the environmental, social and governance (ESG) characteristics of the Sustainable Investments Initiative (SII). This report will also include information on the financial performance of the SII, recognizing the importance of financial gains for the well-being of our institution. In this report we provide a definition of sustainable investing that is aligned with Middlebury College’s and Investure’s (the college’s external investment adviser) goals, assess and quantify the SII’s ESG and financial performance, and offer some recommendations for the SII’s continued improvement. Our goal is to facilitate transparency and promote increasingly conscientious investment criteria.  This is the first of these quarterly reports and therefore it should be expected that in subsequent reports we continue to improve and refine our process.
II. About the Sustainable Investments Initiative (SII)
Middlebury College, together with Dickinson College and the Rockefeller Brothers Fund, are investors in the SII, a commingled investment vehicle managed by Investure, Middlebury College’s external investment adviser. The college’s official press release (May 18th, 2010) states that the SII is 
… [a] fiscal vehicle seeking investments that generate long-term social, environmental, and economic value. It will focus on investments that recognize the likely scenario of sustainability soon becoming a primary global economic driver.  The Initiative is structured to make investments in both public and private equity around the world.

Middlebury College has committed $4 million to the SII.  As of March 31, 2011, about 45% of this $4 million is being actively invested in the SII.  The other 55% is currently held in the general endowment pool.  It will be transferred once other sustainable investment opportunities are identified.  According to the May 18th press release, the college also hopes to raise an additional $4 million for the SII through fundraising.
III. Defining Sustainable Investing
Sustainable investing aims to identify companies that both mitigate negative environmental and social impacts and pioneer solutions to complex environmental and social problems.
 Simultaneously, a sustainable endowment focuses on maximizing returns through fundamentally strong and diversified holdings.  
More specifically, the SII should be expected to consist of investments with:
1. Excellent business models and expected high returns from companies in various sectors.

2. Companies that lead their respective sectors in managing and improving the economic, environmental, and social impacts of their business.
3. “…thematic investments with managers that focus specifically on sustainable issues (clean energy, water, climate change, green real estate, etc).” 

These criteria reflect the goals of both the Sustainable Investments Initiative
 and Middlebury College’s commitment to environmental sustainability
. The ACSRI supports this definition of sustainable investing and will assess the SII in terms of its achievement of these mutually agreed-upon values.
IV. Methods of Analysis
a. Information Provided
Currently all of the SII’s capital is invested in Manager X. For this report the ACSRI had access to Manager X’s confidential monthly investor reports, which include information on the top ten holdings of Manager X. It is important to note that the companies analyzed in this report amount to only 34.8% of the total holdings in the SII.  For this initial report, the ACSRI has decided to simplify the process and only evaluate the most recent investor report from the month of March 2011.
b. ESG Criteria
The ACSRI gathered data from Corporate Social Responsibility Hub
 (CSRHub), a subscription-based online service that aggregates data from respected sources such as Trucost, Newsweek, and the Dow Jones Sustainability Index to evaluate companies on a 1-10 scale for environmental, social, and governance (ESG) sustainability.
 
These ESG categories are composed of the following subcategories: 
Environmental
· Environmental and Climate Change
· Policy and Reporting
· Resource Management
Social
· Community Development and Philanthropy
· Product
· Human Rights & Supply Chain
· Employee Compensation and Benefits
· Diversity & Labor Rights
· Training, Health, and Safety
Governance
· Board
· Leadership Ethics
· Transparency and Reporting

c. Weighted Scores
After acquiring scores from 1 (worst) to 10 (best) for each company's environmental, social, and governance sustainability, we weighted these three categories in accordance with the sustainability priorities of the ACSRI, awarding environmental 60%, social 30% and governance 10%. Each company’s weighted score was further adjusted according to its fund allocation so that ESG scores of companies that are invested in more heavily have a greater impact on the SII’s overall score.  
While the ACSRI celebrates thematic investments in companies that are in “typical” environmental sectors such as renewable energy, we have decided not to weigh these sectors as more “sustainable” than other sectors. Instead, the overall score of a company reflects how well it considers and incorporates ESG criteria into its business model, independent of its specific sector.
d. Sector Comparison
Using ESG data compiled by CSRHub for each company’s respective sector, the ACSRI calculated a weighted sector average. We then calculated the difference between the individual company score and the sector average. A positive number indicates that a company outperformed the average score of other companies within its sector, while a negative number indicates that a company underperformed in comparison to its sector average.
V. Findings

a. Performance of the SII
i. ESG
The average weighted ESG score was 5.5 out of 10 (Table 1).  When the weighted score was adjusted according to each company’s fund allocation in the SII, the average of this new double-weighted score was slightly higher at 5.6.  This indicates that the more sustainable companies were invested in more heavily. In order to evaluate Manager X, we have analyzed their top 10 holdings. 
Table 1. Manager X ESG scores (as of 3/31/11)  
	
	Score (1 [worst] – 10 [best])

	Company
	Environmental
	Social
	Governance
	Weighted*

	Security 1
	3.9
	4.7
	4.9
	4.2

	Security 2
	5.6
	6.3
	7
	6.0

	Security 3
	7.7
	6.5
	6.6
	7.2

	Security 4
	4.9
	5.3
	5.2
	5.1

	Security 5
	6.3
	5.7
	5.2
	6.0

	Security 6
	5.5
	5.8
	6
	5.6

	Security 7
	5.2
	5.2
	5.8
	5.3

	Security 8
	4.5
	5.1
	5.1
	4.7

	Security 9
	6.5
	5.7
	5.9
	6.2

	Security 10
	5.1
	4.9
	4.9
	5.0

	Average
	5.5
	5.5
	5.7
	5.5

	*Environmental = 60% | Social = 30% | Governance = 10%


It is informative to compare these ESG scores of individual companies to their overall sector averages. The top ten holdings spanned a broad range of sectors (Table 2).  Six of the SII’s top ten holdings outperformed their sector averages (Figure 1).  Security 3, a food products company, exceeded its sector average by a high of 2.6 points. However, Security 1, Security 4, and Security 8 were below their sector average scores. Another, Security 10, performed exactly at its sector average.  
    Table 2. Manager X companies and their respective sectors

	Companies
	Designated sector

	Security 1
	Medical equipment & supplies manufacturing

	Security 2
	Banking

	Security 3
	Food products

	Security 4
	Banking

	Security 5
	Electrical equipment manufacturing

	Security 6
	Medical equipment & supplies manufacturing

	Security 7
	Trains, trucks, buses & storage

	Security 8
	Accounting, tax prep., & payroll services

	Security 9
	Alternative energy

	Security 10
	Advertising, PR and related


Figure 1. Difference from average sector score and percentage of total fund holdings.

[image: image1.emf]
*See Table 4 in appendix for average sector scores.
ii. Financial
The net returns of the SII, the Middlebury endowment, benchmarked against the MSCI All Country World Index for periods ending March 31, 2011 were 
Table 3. SII Projected financial returns compared to MSCI Index and Endowment Pool.  
Revised: Actual returns are in bold. 
	
	Performance for Periods Ending March 31, 2011

	
	
	
	

	
	Sustainable Investments Initiative
	MSCI All-Country World Index
	Middlebury Endowment Pool

	1 month
	-0.9% .1%
	-0.1%
	1.5%

	3 months
	2.7% 3.2%
	4.5%
	3.6%

	Fiscal YTD
	25.1%
	30.2%
	15.9%

	Calendar YTD
	2.7% 3.2%
	4.5%
	3.6%

	1 year
	11.0% 12.6%
	14.6%
	12.5%


b. Performance of the SII in context
In order to evaluate managers of the SII in terms of both their ESG and financial performance, the ACSRI would like to compare each fund in the SII to funds with similar investment priorities.  As of December 2011 the ACSRI is unable to access information on other commingled/non-publicly traded investment vehicles like that of Fund X and therefore cannot make a valuable comparison.  However, in the future we hope to have the means to make these comparisons.  In the appendix we have included a comparison of the SII and two publicly traded mutual funds oriented towards sustainable investing. Although these funds are public, this illustrates the type of comparison we would like to make in the future (Appendix Tables 5 and 6).
c. Performance of the SII vs. Middlebury endowment pool
i. ESG
No comprehensive data is available about the overall environmental, social or governance performance of the holdings of the larger endowment pool. Therefore no comparison with the ESG performance of the SII is possible.  
ii. Financial
The Middlebury endowment pool had a one-year return of 12.5% as of 3/31/11. Therefore, the SII (at 12.6% returns) has outperformed the endowment pool by .1 percentage point. 
VI.  Discussion and Recommendations
Our evaluation of the Sustainable Investments Initiative yields some encouraging results. First of all, the presence of Security 9—a large renewable energy firm—represents the SII’s commitment to a sustainable energy future.  Second, six of the top ten companies performed above their sector averages in ESG criteria. Third, although the SII has only been in existence for a year, the fact that it has outperformed the endowment over that period is an encouraging sign for the viability of sustainable investing. 
However, the ACSRI has some concerns.  First, only 45% of the committed $4 million has been invested in the SII to date. The ACSRI would like to see 100% of the capital dedicated by Middlebury transferred to the SII. With no scarcity of environmental and mission-aligned investment opportunities, the ACSRI recommends that the remaining sum be invested expediently.  

Our second concern is the censorship of the fund manager’s and companies’ names.  The ACSRI believes that it is important for every member of the Middlebury College community to be able to form their own assessment of the SII, rather than merely accept our assessment.  In order to do so, each member of the community must have access to the same information as the five members of the ACSRI. Permission to release the fund manager’s and companies’ names would reflect the transparency values of sustainable investing. 

Third, four of the top holdings of the SII performed at or below their sector’s average ESG score. As a fund that specifically claims to prioritize sustainable practices, we are discouraged to see these top holdings performing poorly in their ESG scores. Rather than request that Fund X remove these companies, we encourage Investure to invest a portion of the remaining committed capital in companies that actively address sustainability issues. These could include renewable energy companies and technology companies working towards energy-efficiency solutions—in sum, “companies positioned to benefit from a global move to improve energy efficiency, reduce reliance on fossil fuels and mitigate or adapt to the effects of global climate change.”
  

Fourth, no alumni donations have been solicited for the SII.  In the original press release,
 Middlebury College indicated the goal of raising an additional $4 million through alumni fundraising.  The ACSRI would like to see an active effort made to solicit such donations.  
Despite these concerns, the ACSRI can confidently say that the SII is well on its way to becoming a model fund for the rest of the endowment.  
The ACSRI would also like to acknowledge the open dialogue that has occurred between Investure, the Middlebury College Investment Committee and the members of the ACSRI.  It is our hope that this dialogue continues, allowing the Middlebury campus community to constructively participate in and proudly support our investment initiatives.  In the future, the ACSRI would be interested in participating in the selection process for new funds or managers for the SII, providing Investure with a direct voice from one of their clients.  The ACSRI also encourages other Investure clients to consider investing in the SII and participating in its constant improvement.  
VII. Appendix 
Table 4. Average sector scores (as of 3/31/11)

	
	Score (0 [worst] – 10 [best])

	Sector
	Environmental
	Social
	Governance
	Weighted*

	Medical equipment & supplies manufacturing
	5
	4.9
	4.9
	4.9

	Banking
	5.1
	6.3
	5.3
	5.5

	Food products
	4.6
	4.8
	4.8
	4.7

	Banking
	5.1
	6.3
	5.3
	5.5

	Electrical equipment manufacturing
	5.4
	4.9
	4.7
	5.2

	Medical equipment & supplies manufacturing
	5
	4.9
	4.9
	4.9

	Trains, trucks, buses & storage
	5.1
	5.0
	5.1
	5.1

	Accounting, tax Prep., & payroll services
	5.4
	5.2
	5.1
	5.3

	Alternative energy
	5.3
	5
	5.1
	5.2

	Advertising, PR, and related
	5.1
	4.9
	4.9
	5.0

	Average
	5.1
	5.2
	5.0
	5.1

	*Environmental = 60% | Social = 30% | Governance = 10%


Performance of the SII in context
Table 5. ESG comparison of Fund X and two mutual funds (as of 3/31/11)

	
	Score (0 [worst] – 10 [best])

	Fund
	Environmental
	Social
	Governance
	Weighted*

	Fund X
	5.7
	5.7
	5.8
	5.7

	Winslow Green Growth (WGGIX)
	4.9
	4.7
	5.1
	4.9

	New Alternatives (NALFX)
	6.0
	5.5
	5.8
	5.9

	Average
	5.5
	5.3
	5.6
	5.5

	*Environmental = 60% | Social = 30% | Governance = 10%


Table 6. Comparison of estimated Financial returns of Fund X and two mutual funds (as of 3/31/11)

Revised: Actual returns are in bold.
	
	Performance for Periods Ending March 31, 2011 

	
	
	
	

	
	Sustainable Investments Initiative
	Winslow Green Growth Fund
	New Alternatives NALFX

	1 month
	-0.90% .06%
	4.1%
	8.0%

	3 months
	2.70% 3.15%
	9.1%
	14.6%

	Fiscal YTD
	25.10%
	38.9%
	31.6%

	Calendar YTD
	2.70% 3.15%
	9.1%
	14.6%

	1 year
	11.00% 12.59%
	19.4%
	14.6%


� www.middlebury.edu/newsroom/archive/2010/node/255685


� Investure’s Mission Statement for the Sustainable Investments Initiative


� Ibid. 


� Investure’s Mission Statement for the Sustainable Investments Initiative


� See Middlebury College’s Environmental and Sustainability Policy: www.middlebury.edu/about/handbook/misc/enviro


� www.csrhub.com


� In the future, we hope to have access to data from Trucost, MSCI ESG indices, or Experts in Responsible Investment Solutions (EIRIS). However, given constrained resources and the high price tag, those databases are not available to us


� Investure’s Mission Statement for the Sustainable Investments Initiative


� www.middlebury.edu/newsroom/archive/2010/node/255685


� Comparing the top 10 holdings of each (SII, WGGFX and NALFX)


� Financial net returns as reported by Bloomberg 
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