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I. Executive Summary 

Ford Motor Company has observed increasing growth in the socially responsible investing sector.  The company is interested in the current state of Socially Responsible Investing (SRI) and the ways it may them including access to capital.  This study seeks to explore several aspects of the Socially Responsible Investing field including:  a look at the history of social investing, interviews with practitioners in the field to discuss future trends in the field, style analysis of selected SRI mutual funds, and a study comparing the cost of capital and financial performance metrics with “social responsibility” ratings of various companies.

Interviews with practitioners revealed large differences in both the type and methodology of screens used by different funds.  There was consensus about the high growth nature of SRI compared to non-SRI fund types.  Style analysis was performed on 20 SRI mutual funds to look at investment styles, asset allocation, and returns.  Research on the effect of number of screens on fund returns proved inconclusive.  We observe in a few select industries, higher costs of capital and poorer financial performance for companies with lower social responsibility rankings.  However, these findings are limited to sectors where there have been high-exposure and long-lasting social concerns.  Further study is recommend on any sectors that exhibit these characteristics.  We observed limited, if any, correlation in other sectors.

II. Introduction

Over the past two to three years, Ford Motor Company has noticed increasing growth in the socially responsible investing sector.  The company is interested in how Socially Responsible Investing (SRI) may be linked to both their access to capital and risk management programs.  Current consensus at Ford is that only a very small amount of capital is available through SRI channels compared with the amount of capital Ford is seeking in the market.  Furthermore, that existing amount of capital is too small to warrant significant attention, given the size of the company.  However, Ford’s Corporate Responsibility Group believes this perspective may be narrow, short-term, and ignore the emerging convergence between traditional investors and SRI criteria.  To help change perceptions inside the company, Ford is seeking a deeper understanding regarding the pace of change, expansion of SRI, and the movements of its biases towards mainstream investing and how it may impact their decisions and access to capital.  This project was initiated by Ford’s Corporate Responsibility Group and engaged by a group of students at the Kellogg School of Management for their Analytical Finance Practicum project to explore the trends in greater detail and provide a current snapshot of the changes that are taking place and a sense of the speed at which they are occurring.  

This study seeks to explore several aspects of the Socially Responsible Investing field including:  a look at the history of social investing, interviews with practitioners in the field to discuss future trends in the field, style analysis of selected SRI mutual funds, and a study comparing the cost of capital and financial performance metrics with “social responsibility” ratings of various companies.  This study seeks to analyze a few of the many aspects that must be considered related to SRI in a method that may be useful to both Ford and other corporate entities.
III. Overview of Socially Responsible Investing

According to the Social Investment Forum, socially responsible investing is ‘integrating personal values and social concerns with investment decisions… SRI considers the investor’s financial needs and an investment impact on society.’
 The Quakers are believed to have employed the first social responsibility screen when, in the 17th century, they refused to invest or do business in war-related activities and slavery.  By the beginning of the 20th century, many institutions, particularly religious, started to refuse in invest in companies involved in the production of alcohol or tobacco products.  More recently, the turbulent 1960s brought with them a new focus on SRI.  During this time period Dreyfus Third Company Fund created a set of criteria that promoted ‘the enhancement of the quality of life in America’ which included environmental and consumer protection, equal opportunity employment and protection of natural resources, among other things.
 

The Vietnam War, civil rights debates, and an influx of social legislation as well as the Environmental Policy Act, among other things, produced another movement towards examination of business values in investing.  John F.  Kennedy’s Consumer Bill of Rights – the right to safety, to be informed, to choose and to be heard, as well as several exposés of safety hazards and corporate violations, brought social issues to the forefront once again.  Dow Chemical, coming under attack for making Napalm (used in firebombs) continued to fuel the fire.
  In the 1970s debates surrounded whether social responsibility of business was to increase profits to shareholders, or to benefit the social good, thus beginning decades of debate of these issues.  

In 1984 social responsibility had a new target with Exxon pursuant to the Valdez oil spill, and renewed focus on the defined principles of environmental responsibility.  Avoidance of companies doing business in South Africa later became a prominent focus of many SRI funds as well.  While it was expected that socially responsible investments would fall off following the demise of apartheid in South Africa, mutual fund assets continued to rise steadily.  In the 1980s and 1990s, socially responsible investment funds boomed as well as a variety of associations such as the Social Investment Forum.  More and more frequently companies began to be measured against a newfound benchmark – corporate responsibility.  

Current Status

According to the Social Investment Forum, screened managed money (which includes mutual and pension funds as well as corporate treasuries and all other potentially-screened investments) amounted to more than $2 trillion in 1999.  As a clarification, this number includes all investments applying any screen whatsoever.  Therefore, any money that is under management in any type of fund with maybe only a single tobacco screen gets included in this figure.  According to a Pax World Funds report, assets of socially responsible mutual funds alone grew about five times faster than those of other mutual funds to a record $103 billion by mid-2001.  At this growth rate it is estimated that assets in socially responsible mutual funds will be nearly $280 billion by 2011.
 There is some debate about the number of assets held in socially responsible mutual funds, as $154 billion were reported under management in mutual funds in 1999 and net inflows have been positive
 (see Table 2).  One of the main reasons for the discrepancies is that the variations not only in definition of social responsibility but also the vehicles included in the ‘under management’ figures.  Furthermore, about 20% of all socially responsible mutual funds earned Morningstar’s coveted five star rating in 1999, compared with 10% of all covered funds.
 

According to Lipper, net inflows for socially responsible funds have continued to be positive throughout the market turbulence of late.



Table 1:  Socially Responsible Fund Net Inflows

	Year
	Net Fund Inflows

	1996
	$80 million

	1997
	$525 million

	1998
	$620 million

	1999
	$1.32 billion

	2000
	$1.18 billion

	2001 (through 3Q)
	$575 million (through 3Q)


Source: Lipper.

ABN Amro, reporting on industry trends, stated that institutional investors are facing increasing pressure to build social and environmental criteria into their investment selection processes.  Sustainable investment benchmarks have increased as several major index-providers have joined the market.  In addition, as we have seen, there has been growth in the number of studies evaluating social responsibility and performance.  

There are generally three ways through which this is generally achieved: shareholder activism, community development, and portfolio screening.  Socially responsible investing is really any investment activity that is pursued according to certain social values in addition to financial considerations.

Shareholder activism

According to KLD, ‘a shareholder action is a concerted effort by shareholders to affect a corporate practice or public opinion about it.’ This involves using ownership of equity in a company to influence that company’s social contribution and responsibility.  Examples of this would include an investor holding a minimal amount of shares in a company such that that investor would be able to propose resolutions to change that company’s social and/or environmental practices.  

Before 1990, this aspect of socially responsible investing became prominent when investors were pushing companies to withdraw from South Africa.  Since 1990 shareholder activism has come to be an all-encompassing term for promotion of corporate governance.  Corporate governance pertains to the structure of a corporation determined legally, but has come to be known as financial performance, board composition, operations and compensation, among other things.  One of the most widely known groups focusing on corporate governance issues is the California Public Employees Retirement System (CalPERS).  

Community Investing

Community development involves investing via deposits in community development financial institutions such as nonprofit loan funds, community development banks and others thereby allowing investors to contribute to the economic development of a community and provide funds to that area.  Community development credit unions and venture capital funds are two additional outlets for such investment.  Credit unions are controlled by members and provide services to individuals with limited access to other financial institutions.  Venture capital funds make equity investments in small businesses and potentially create jobs as well as possibly wealth.

Portfolio investing

Our main focus of the three categories, the portfolio investing aspect of SRI, involves managing funds within the context of social screens.  Screening entails including or excluding publicly traded stocks and bonds from a portfolio based on a combination of social and financial criteria.
 This aspect of SRI not only allows people to avoid investing in companies whose products or business they oppose, but also allows them to focus on supporting the companies which they value based on their positive contribution along one parameter or another.

Socially responsible mutual funds focus on offering investors a vehicle for investing in stocks which not only meet criteria of solid financial performance, but also good social performance.  While different portfolio managers follow different methodologies, it can be safely said that this dual selection process makes the stock picking selection more complex.  

Screens

Screens can be either positive or negative.  Positive screens select for companies that are doing well in terms of their social responsibility.  Common positive screens might include environmental impact, community investment, workplace diversity, and employee relations.  Negative or exclusionary screens exclude or avoid stocks of companies engaged in a specific practice or line of business.  Common negative screens include alcohol, tobacco, defense and gambling.  

The earliest social investing screen is the ‘sin screen’, which has been employed by churches and universities for over a hundred years.  Generally with sin screens investors will exclude companies involved in tobacco, alcohol and gambling, at a minimum.

Managers generally employ one of five screening methods:

· All-or-nothing – an absolute approach which excludes companies which fail any one social screen within a set of criteria even if that firm also clears many positive screens;

· Proportionate impact – a relative approach which involves selecting a company based on its overall contribution to society, combining positive and negative screens and thereby balancing that company’s merits with potential harms;

· Indirect or secondary impact – screens companies that generate indirect or secondary harm;

· Best-of-industry – selection of the best companies in each industry and/or the best companies across a set of social screens; and

· Potential impact – screens companies that have not yet been harmful but which have that potential.

Criteria vary significantly from one manager to another.  While some criteria are employed frequently, the total spectrum of screens is very broad.  What is considered to be socially responsible to one individual could be completely different from what is socially responsible to someone else.
 Obviously this means there is no one standard set of criteria for this definition.  One of the main arguments against SRI is this lack of standardization of the criteria and rating methodologies employed among managers.  It also means that the funds are not comparable across any one set of criteria and cannot be benchmarked against each other on solely a risk and return basis.  

For example, many funds exist which simply screen tobacco companies and nothing else.  However, stricter funds might screen across all principles of any one religion.  For example, the Amana Funds follow Islamic principles and therefore screen for alcohol, gambling, pork processing, interest-based financial institutions, pornography and insurance.  The American Trust Allegiance Fund screens negatively for medical services, pharmaceuticals, tobacco, alcohol, defense, nuclear power and gambling.

On the other hand, there are investors who value sin stocks as many of those stocks are considered defensive to economic downturns.  Consumers still smoke and drink during recessions, potentially even more so.  Credit Suisse First Boston at one stage tracked a ‘vice squad’ index that was composed of about 20 different industry groups including gaming, lodging, alcohol, tobacco, airlines and other.  The Morgan Funshares (MFUN), run by Burton Morgan is one of the few true ‘sin funds’ left.  It invests in addictive and/or habit-forming low-priced items people buy through recessions.

Ongoing Debate about the Merits of Socially Responsible Investing

Supporters of SRI believe that environmentally and socially ‘good’ companies should earn a premium in the market and that these companies are less risky as investments as they are not exposed to damages in reputation or radical incidents.  

Opponents of SRI funds argue that reducing the universe of investable stocks automatically increases risk to an investor and that limiting diversification is clearly negative.  Other opponents believe that because many screens are not strict, and certainly not consistent across funds, social responsibility is somewhat subjective, and therefore not truly upheld across the category.  Furthermore, high diversification costs are seen to result in lower risk-adjusted returns for SRI.

Socially and environmentally aware companies in many cases tend to be the better-managed ones.  However, opponents of this issue argue that the market punishes these companies’ investments in being socially responsible, viewing these efforts as costs, and thereby undervaluing the stocks.  These companies are also seen to have a lower risk profile, as they will be less vulnerable to environmental accidents or other controversies.  

Another theory is that companies that can afford to be socially responsible can also afford investments in research and development, permitting innovation and new products and thereby supporting their operating performance and financial success.

Company and Mutual Fund Ratings
Many agencies rate companies with regard to social responsibility, and many of these ratings are incorporated into portfolios by managers.  The Council on Economic Priorities (CED) and the World Business Council for Sustainable Development are two such organizations.  On the company side, the Council on Economic Priorities gives awards each year to individual companies for achievements in the area of social responsibility, as defined by its criteria.
 Each organization uses a different set of criteria for their metrics of corporate responsibility.  Other groups rate mutual funds on their adherence to social responsibility in their investments.

Social Responsibility Indices

While there has been growth in the number of available indices for SRI, information underlying each is somewhat protected by the providers, similar to broader indices.
 While the Domini 400 was the main index for a long period of time, six new indices were born from 1999-2001 alone, including the prominent FTSE4Good index.


Table 2:  A Sample of Social Responsibility Indices

	
	Owner
	Main Index
	Alternative To
	Stocks
	Major Positive Screens
	Major Negative Screens

	Citizens Index
	Citizens Funds
	USA
	S&P500
	+/- 300
	Product

Diversity

Environment

Community Relations

Human Rights

Employee Relations

Animal Issues
	Tobacco

Nuclear Power

Alcohol

Weapons

Gambling

Lack of Diversity

Animal Testing

	Calvert Social Index
	Calvert
	USA
	S&P500
	+/- 500
	Products

Integrity

Environment

Workplace
	Firearms

Tobacco

Alcohol

Gaming

Nuclear Weapons

	Domini 400 Index (DSI)
	Kinder, Lindenberg, and Domini (KLD)
	USA
	S&P500


	400
	Community

Environment

Workforce Diversity

Product Quality/Safety

Employee 

Relations
	Alcohol

Tobacco

Gambling

Military

Nuclear Power

	Broad Market Social Index (BMSI)
	Kinder, Lindenberg, and Domini (KLD)
	USA
	Russell 3000/1000/2000


	2200
	See Domini 400
	See Domini 400

	Jantzi Social Index
	Michael Jantzi Research 

Dow Jones

State Street
	Canada
	S&P/TSE60
	60
	Community Relations

Environment

Diversity

Corporate Governance

Employee Relations
	Nuclear

Tobacco

Weapons

	FTSE4GOOD Index
	FTSE & TII
	Global
	FTSE indices
	NA
	Mitigation of Environmental Damage

Stakeholder Relations

Human Rights
	No details

	Dow Jones Sustainability Group Index
	Dow Jones & SAM
	Global
	Dow Jones indices
	+/-225
	Innovation

Governance

Shareholders

Leadership
	Tobacco

Alcohol

Gambling


Source: ABN-Amro.

From the table one can see there is significant variation among the indices of number of index components and the screens employed.  Some of the most frequently seen indices are the Domini Social Index, the Calvert Social Index and the Dow Jones social indices that include the Dow Jones Sustainability Group Index in addition to several others.

Domini Social Index (DSI) was developed in May 1990 by Kinder, Lydenberg, and Domini (KLD).  The Domini starts with the S&P500 and then excludes companies that are involved with alcohol, tobacco, gambling, military contracting and nuclear power (these are the negative screens).  At that point, KLD undertakes positive screening that entails evaluating the remaining companies with regard to their community, diversity, employee relations, environmental impact and product safety.  Following this screen KLD generally has about 250 companies to which it adds 100 non-S&P large cap companies which pass the negative screening process and have a stellar reputation in one of the positive screen categories.  Finally, KLD adds about 50 small companies with exceptional social records.  The index is market-cap weighted.  According to an ABN Amro study, the Domini 400 does have a slightly higher risk associated with it than does the S&P500.  However, the study argues that the Domini outperforms the S&P500 across certain metrics.

The Calvert Social Index is determined from a base of the 1,000 largest American companies on the NYSE and NASDAQ.  These companies are ranked by market capitalization and then individually audited by Calvert across six broad areas: environment, workplace issues, product safety, military weapons contracting, international operations, human rights and respecting the rights of indigenous people.  All stocks that meet the criteria designed by Calvert in each category compose the index.

The Dow Jones indices, on the other hand, are designed with the ‘best of sector’ approach.  The index selection process entails taking the largest 2,000 companies of the 4,800 in the global Dow Jones universe and rating them based on positive screens.  From that group, the top 10% in each of the 64 industry groups are selected for the index on a market-cap weighted basis with the goal that the index captures roughly 15% of each industry’s market capitalization.

Literature Review - Overview

There have been a growing number of studies about socially responsible investing in recent years.  While most studies find no clear evidence that SRI funds outperform the markets, at the same time there is no clear evidence that they underperform.  Some studies do show that company practices that socially responsible investors often monitor, such as employee relations and environmental policies, could be associated with positive abnormal returns.  However, causality is very hard to determine.  Companies with good financial performance clearly have more financial flexibility to address social responsibility issues.  Or is it that socially responsible companies are those that are better managed generally meaning stronger financial performance anyway? Social responsibility, as mentioned, may come hand-in-hand with financial success.  At the same time, socially responsible efforts could in some cases spark operating efficiencies in the company in some shape or form.  The debate is often like the old paradox ‘which came first, the chicken or the egg’ in assessing any correlation between financial outperformance and social and therefore any potential impact on share price performance.
 In general, results from these studies have generally been conflicting.  We will go into more detail on these studies in Sections IV and V.

Interviews with Practitioners in Socially Responsible Investing

In order to fully understand a topic like socially responsible investing (SRI), we considered it to be important to talk to several practitioners in the field.  We conducted phone interviews with four professionals that work directly in the field of socially responsible investing to gain their perspective on the subject.  Three of the interviews were with the social analysts of different mutual funds:  Citizens Funds, Sustainable Asset Management, and Pax World Funds.  In addition, we interviewed the managing director of the Social Investment Forum, the industry trade group for social investing.  Our findings show that for social investment funds, each fund is very different in both the way it screens its investments and the type of screens that it applies in its investment process.

These investment funds differ from traditional mutual funds primarily in their addition of a social screener to the portfolio selection process.  Portfolio analysts subject stocks to the same rigorous financial screening processes commonly used in the industry.  In SRI funds, a social analyst applies another layer of screens among the pool of financially acceptable stocks in order to create a portfolio consistent with the fund’s social investment philosophy.  All firms still employ negative screening techniques and are in disagreement over the use of positive screening techniques moving forward.

As implied by fund literature, the use of screens varies tremendously across funds.  Using Ford as an example, one fund screened out the company because of its dealings with the Department of Defense, one fund screened out Ford for environmental and labor concerns, while a third fund screened Ford out as a result of the Firestone scandal.  

Each of the social screeners with whom we spoke uses a multitude of resources in the screening or process.  Furthermore, more than one noted the fact that the enhancements of many research databases and the Internet have facilitated the company investigation process significantly.  

One of the areas on which we polled the practitioners was SRI trends.  The fund managers were unified in their belief that increased accounting disclosure requirements would lead to greater transparency and better corporate governance in U.S.-based companies.  All parties interviewed agreed that SRI is not only here to stay but will also continue to grow in coming years.

For more detailed accounts of these interviews, see Appendix A.

IV. Analysis of SRI Fund Performance

Demand for SRI Investment Instruments

During the mid to late 1990s, socially responsible investing became a more integral part of mainstream investment philosophies.  With the acceptance of the role of social criteria in making investment decisions, the demand for socially responsible investment vehicles increased.  The number of investments funds that consider social criteria as part of the decision making process increased throughout the 1990s.  Between 1991 and 2001, the number of SRI investment funds grew from 168 to 230, resulting in an increase of approximately 37%.  Investors can gain access to SRI funds through several channels, including retail investment sources, variable annuity investment plans or institutional pension funds.
  Recently, TIAA-CREF and Vanguard, two influential investment management companies, introduced mutual funds that used social screening criteria.
  


Table 3:  Mutual Funds by Availability

	
	Available Directly to Retail Investors

1999         2001
	Available within Variable Annuity Plans

1999         2001
	Other:  Available through Institutions Only

1999         2001 
	Total

1999   2001

	# of Mutual Funds
	143          203
	13             13
	12             14
	168     230

	Assets (billions)
	$133        $128
	$7             $7
	$14            $18
	$154   $153


Source:  Social Investment Forum

Social and environmental issues have become a more important component of investment philosophies both within the US and internationally.  Many asset management firms in Europe and the US have created their own socially responsible investment funds.  France, Belgium and Sweden have recently introduced or passed legislation to require the consideration of social and environmental criteria when making asset allocation decisions.
  London based asset and fund managers have also made public commitments to address social and environmental concerns when making investment decisions.

The increased demand for SRI funds is reflected by the addition of SRI investing options to many retirement, 401K and pension plans.  The Domini Social Equity Index was recently added to the investment options available to Ford Motor Company employees.
  In addition, several SRI indexes have been created to benchmark and track the performance of SRI funds.  Kinder, Lydenberg and Domini (KLD), has played a leading role in providing research and benchmarks for SRI funds.

Literature Review – Fund Performance

Blake Grossman and William Sharpe, “Financial Implications of South Africa Divestment,” in Financial Analysts Journal, July/August 1986.

Grossman and Sharpe found that portfolios free of South African stocks actually performed a little better than unscreened portfolios during the period from 1960 to 1983.  They concluded that the variance was due to the pattern of significant outperformance by the average small capitalization stock over the largest capitalization stocks and not the fact that it did not contain South African Stocks.  

A.  Rudd, “Divestment of South African Equities: How Risky?” in Journal of Portfolio Management, Fall, 1979, as cited by Hamilton et al.  in The Investment Research Guide, pp.  27, 29.

Rudd compared the characteristics of the S&P 500 with the characteristics of an optimized S&P 500 portfolio that excluded companies with operations in South Africa.  Rudd found the return was only 0.037% lower than the S&P 500 by excluding these companies.

Sally Hamilton, Hoje Jo, and Meir Statman.  “Doing Well While Doing Good? The Investment Performance of Socially Responsible Mutual Funds,” in Financial Analysts Journal, November/December 1993, with permission from Association for Investment Management and Research, reprinted in The Investment Research Guide to Socially Responsible Investing, Brian R.  Bruce ed., Investment Research Forums, Inc.  1998, pp.  25-29.

Hamilton, et al.  studied the performance of socially responsible mutual funds from 1986 to 1990 versus unscreened non-SR mutual funds of similar risk.  They found that SRI mutual funds were not statistically different from unscreened non-SRI funds.

Christopher G.  Luck, “Domini Social Index Performance,” in The Investment Research Guide to Socially Responsible Investing, Brian R.  Bruce ed., Investment Research Forums, Inc.  1998, pp.  177-181.

Luck used BARRA’s Performance Analysis software fundamental factor model to analyze the Domini Social Index’s returns since inception in May 1990 to June 1998.  The study found that the index outperformed the S&P 500 by 1.68% annually.  The stocks making up the index have a greater average beta measure than the stocks in the S&P 500.  The author acknowledges that his study focused on “… a period in which the market has performed extremely well.” Therefore, because the DSI has a greater beta than the S&P 500, it would perform better when the entire market (S&P 500) rises.  With regard to style bias, the DSI has persistently and disproportionately excluded the larger-capitalization and value stocks and has disproportionately included growth stocks as opposed to value stocks, and smaller vs.  larger capitalization stocks.  Luck and Pilotte found that the 400 securities in the DSI produced an annualized active return of 233 basis points relative to the S&P 500.  Specific stock selection accounted for 199 basis points of the active return, thereby providing evidence that the outperformance was attributable to selecting socially responsible companies.

Dan DiBartolomeo, “Explaining and Controlling the Returns of Socially Screened Portfolios,” speech to the New York Society of Security Analysts, September 10, 1996, as described by Kurtz at:  http://www.sristudies.org/Bibliography/body_bibliography.html.  
The author analyzes the Domini Social Index using models similar to Luck’s.  This study finds that the DSI’s industry exposures explain much of its relative performance, and have a non-significant residual, suggesting the absence of a social factor in determining returns.

John B.  Guerard, Jr., “Is There a Cost to Being Socially Responsible in Investing?” in Journal of Investing, Summer 1997, reprinted at SIF website, p.  2, citing Christopher Luck and N.  Pilotte, “Domini Social Index Performance,” in Journal of Investing, 1993, pp.  60-62: http://www.socialinvest.org/Areas/Research/Moskowitz/1996.htm
Guerard uses an expected return model incorporating value and growth components to examine returns from 1987 to 1994 by screened and unscreened portfolios.  He finds no statistically significant difference in performance.  

Michael V.  Russo and Paul A.  Fouts, “A Resource-Based Perspective on Corporate Environmental Performance and Profitability,” with permission from Academy of Management’s Academy of Management Journal, (1997) vol.  40, no.  3, reprinted in The Investment Research Guide to Socially Responsible Investing, Brian R.  Bruce ed., Investment Research Forums, Inc.  1998, pp.  109-132.

Russo and Fouts found that a positive environmental policy generates broader organizational advantages that enable a firm to capture premium profits.  This effect is estimated to be greater in higher-growth industries.

Jeffrey Teper, “Evaluating the Cost of Socially Responsible Investing,” in The Social Investment Almanac, Kinder, Lydenberg, & Domini, eds.  1992, as cited by Lloyd Kurtz, “‘Mr.  Markowitz, Meet Mr.  Moskowitz’: A Review of Studies of Socially Responsible Investing,” in The Investment Research Guide to Socially Responsible Investing, Brian R.  Bruce ed., Investment Research Forums, Inc.  1998, pp.  32-53.

Teper argues that social investors must incur a cost, estimated at 1% per annum for equity accounts.  He compares unrestricted accounts with SR screened accounts and finds that, from December 1984 to September 1990, the SR accounts incurred a risk-adjusted cost of 1.1%.

Jon Hale, “Socially Responsible Investing” in Morningstar.com:  http://newsmorningstar.com/news/MS/FundFocus/SRI/sri1.html
In 1997, Jon Hale, an analyst at Morningstar, published unfavorable “star” ratings of 42 SRI funds that it tracked.  In general, socially screened funds’ star ratings and their performances relative to funds with similar investment strategies are skewed towards the bottom third of the mutual fund universe.

Emily Hall, “How Do Socially Responsible Funds Stack Up?” in Morningstar.com, posted on 6/30/2000: http://news.morningstar.com/doc/article/01,1,3179,00.html.

In 1999, Emily Hall of Morningstar revisited Hale’s 1997 review of SR funds.  Compared to 1997 when not a single SRI fund merited a 5-star rating, in 1999, 21% of the SR funds in Morningstar’s database that have the necessary 3-year history, sport the 5-star rating.  The author contends it doesn’t mean social screens add value, but it’s hard to make the case that they subtract it.

Catherine Hickey, “2000 Update: How Do Socially Responsible Funds Stack Up?” in Morningstar.com, posted on 10/5/2000:  http://news.morningstar.com/doc/article/0,1,3717,00.html
A year later in 2000, Catherine Hickey updated Hall’s star and category ratings of SR funds.  Although, as a group, they still performed well, their numbers fell off from 1999.  The latest figures also point out the potential pitfalls for investors looking to build an entire portfolio out of socially responsible funds.  Through August 31, 2000, nine out of 68 SRI funds, with records of three years or more, had notched 5-star ratings – a rate of about 13%.  That’s good enough to edge ahead of the broader fund universe as only 10% of funds in Morningstar’s universe receive 5-star ratings.
Current Performance of SRI Funds

Socially responsible mutual funds are perceived to underperform investment funds that do not utilize social criteria to select the assets in which to invest.  Despite these criticisms, many of the SRI funds currently available have outperformed the S&P 500.  Of these funds, several SRI mutual funds have outperformed the S&P 500 since their inception.  The superior performance of some socially responsible funds can be attributed to the exclusion of tobacco and nuclear power companies that have not performed well over the past few years.  The exclusion of firms based on social criteria has resulted in many SR funds having a bias towards growth rather than value stocks in addition to favoring large cap over small cap companies.
 

Two of the most recognized socially responsible indexes; the Domini Social Index and the Citizens Index have also outperformed the S&P 500.  The performance of the indices can be attributed to significant weight placed on companies that have experienced appreciation in value during the bull market of the last few years.
  Recent interviews with investment managers indicated a perception that socially responsible companies tend to be better run  than traditional companies, potentially contributing to the high returns to socially responsible firms.  

During the 1990s, SR funds have been benchmarked against the S&P 500.  In the future, SR funds may be benchmarked against indexes created for specifically for social investing.  For the third quarter of 2001, 73% of socially responsible investment funds with assets over $100 million received the highest rating from Morningstar as compared to 61% of all investment funds.
  The 73% is comprised of 11 of 15 investment funds with a total of $4.8 billion under management.  

Despite all the good news about socially responsible funds, these funds have experienced a few setbacks.  In 1996, the Progressive Environmental Fund was liquidated due to underperformance of the S&P 500.  The underperformance of the fund was attributed to several technology stocks and the inaccurate reporting of company earnings for a stock comprising a large part of the fund’s portfolio.
 

Hypothesis

Our hypothesis is that SR funds will allow an investor to achieve similar returns to the S&P 500 given the use of positive rather than negative screening for social and environmental concerns.  Based on the trends associated with current SRI fund management, an SRI fund can be created that beats or matches the performance of the market as measured by the S&P 500.

Methodology

A systematic approach was used to evaluate the investment style and asset allocation decisions that are characteristic of SR funds.  A set of 20 SR mutual funds was selected from the universe of funds registered as members of the Social Investment Forum.  For more detail on the specific funds, see Appendix B.  The Social Investment Forum is a non-profit organization that promotes the use of social and environmental criteria in investment decisions.  The Forum has over 500 members that practice socially responsible investing, including portfolio managers, mutual funds, researchers and foundations.  

Each of the 20 funds selected were categorized by fund size based on the fund categories within Morningstar.  The fund category was used in determining the appropriate benchmark used for the style analysis.  Each fund was evaluated using the Zephyr StyleADVISOR software program.  The StyleADVISOR program provided data that was used to compare the selected SRI funds and to draw conclusions about investment style and the factors that most contributed to the fund returns.  The relevant data used in this analysis included investment style, performance attribution, fund performance, risk and return attributes and performance comparison to style benchmarks.  StyleADVISOR includes several databases that can be used for investment analysis.  The analysis was performed using the Morningstar Equity Mutual Funds database.  Each of the funds was evaluated over a three-year and a five-year time period using monthly returns.

Investment style and performance data can be evaluated across the funds to determine the portion of the fund return that can be attributed to investment style and the portion of the return that can be attributed to the selection ability of the fund manager.  StyleADVISOR provided a comparison of the performance of each of the selected funds to a style benchmark and the market benchmark.  The statistical measure R-squared was used to evaluate fund performance relative to the style and market benchmarks.  The Russell Four Corners style basis was used to evaluate the current management style and style changes over time.  The Russell Corners model uses four Russell style indexes to define quadrants that are used to classify the investment style of the fund under using a small/large and value/growth matrix.  The Russell Corners model provides a distinction between value and growth investment strategies among the SRI funds.


Table 4:  Russell Four Corners Style Basis

	Large Cap Value

(Russell 1000 Value)
	Large Cap Growth

(Russell 1000 Growth)

	Small Cap Value

(Russell 2000 Value)
	Small Cap Growth

(Russell 2000 Growth)


StyleADVISOR uses the style basis to determine the asset allocation that is most representative of the portion of the SRI fund return that is attributed to the style of the fund.  The asset allocation provided by StyleADVISOR was used to evaluate each of the funds to determine the asset classes that contributed most to the returns of the selected fund.  The R-squared statistical measure was also used to evaluate the performance of the SRI funds.  This measure is related to whether the fund is actively or passively managed.  This information was used to create a factor-mimicking portfolio that would theoretically provide similar returns to the market.  

What is Style Analysis?

Investment style analysis provides a method to assess the portion of fund performance that can be attributed to asset allocation and the portion of the fund performance attributed to the asset selection ability of the investment fund manager.  The objective of this style analysis is to determine how the performance of SR funds is achieved and to determine the appropriate benchmark to assess the fund performance.  Several SR funds have made claims of that they outperform the S&P 500.  An assessment of the benchmark is necessary before the claims can be taken as truth.  Style analysis also offers a method to assess the appropriateness of comparing fund performance to a specific benchmark.  

Style analysis can be performed based on the characteristics of the returns generated by an investment fund.  Characteristics-based style analysis requires knowledge about the composition of a fund.  In many cases, this information may not be publicly available.

Return-based Style Analysis

The SR funds will be evaluated using return-based style analysis.  Return-based style analysis subdivides the performance of a managed investment fund into two categories; investment style and manager selection.  Return-based style analysis allows the identification of the asset classes included in the fund under scrutiny.  This asset allocation is then compared to the asset allocation of the benchmark.
 

Return-based style analysis uses a systematic approach.

· Use statistical regression analysis to develop a portfolio of style benchmarks that best replicates the investment fund return.

· The return on the replicating portfolio represents the proportion of the investment fund performance that can be attributed to the style of the fund.  The style of the fund refers to the mix of asset classes used in the fund.

· The residual return is due to manager selection ability.

The objective of Return-based style analysis is to identify a set of style benchmarks that best explains the returns or performance of an investment fund.  The style benchmark chosen to assess where the returns come from should have specific characteristics.  A benchmark should have many of the same characteristics as the fund under analysis, not easily surpassed or has historically under performed, should be liquid and tradable and identifiable before any analysis takes place.
 

Style Analysis Results

Each of the SRI investment funds was evaluated based on a three-year and a five-year time period.  Evaluation of the investment returns using a shorter time period will theoretically capture style changes over time.  

Asset Allocation

All of the SR funds were evaluated using the Russell Four Corners style basis which describes the investment style of the fund under analysis using five asset categories represented by the Russell 1000 Growth Index, Russell 1000 Value Index, Russell 2000 Value Index, Russell 2000 Growth Index and the Salomon 3-month Treasury Bill Index as the cash equivalent.  The allocation provided by Style Advisor describes an investment strategy that can be used to replicate the investment returns of the fund.  Of the 20 funds, 80% of the funds contain asset classes that can be characterized by the Russell 1000 Value index, while 70% of the funds analyzed contain asset classes that can be characterized by the Russell 1000 Growth Index.  The funds with the largest percentage of their assets classified using these indexes were the Aquinas Value and the Noah Fund.  
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  Source:  Zephyr StyleADVISOR

Fund Performance

The performance of many of the funds over the five years from May 1997-April 2002 provided positive results, with all 20 funds achieving positive annualized and cumulative returns.  Thirty five percent of the funds achieved annualized returns over 10% and 20% of the funds received cumulative returns of over 80%.  When the funds were compared to the respective style benchmarks selected by StyleADVISOR, 60% of the funds achieved positive annualized excess returns as well positive cumulative excess returns.  The R-squared for 18 of the 20 funds was 70% or greater.  The high R-squared among the funds indicates that the majority of the investment returns can be attributed to the composition of the fund, while a relatively small portion of the investment return can be attributed to manager selection ability.  The residual return explained by manager selection ability could include market timing as well as style rotations effects on the investment returns.  When the funds are compared to the S&P 500, 50% percent of the funds have achieved positive annualized and cumulative excess returns.  Approximately 80% of the funds had an R-squared measure of 70% or greater.  This data indicates that the market benchmark provides a better assessment of the performance of the fund relative to asset allocation and manager selection ability.  

Over the three year period from May 1999-Apiril 2002, the fund performance results were slightly better.  Approximately 40% of the funds achieved a positive annualized return and a positive cumulative return.  When the funds were compared to the respective style benchmarks, 50% percent of the funds achieved positive annualized and cumulative excess returns.  The explained variance or R-squared compared to the style benchmark was 70% or greater for 17 of the 20 funds.  When compared to the market benchmark of the S&P 500, 50% of the funds also had positive annualized and cumulative excess returns.  In addition, 70% of the funds analyzed had an R-squared of 70% or greater when compared to the market benchmark.  Relative to the results over the five-year period, the market benchmark had more explanatory power for the returns over five rather than three years.

Risk-Return Profile

The SR funds were also assessed using a beta benchmark over both the three and five year time period.  StyleADVISOR allows the creation of a beta benchmark that represents the beta of excess returns for the fund over Treasury bills as compared to the excess returns of the market or style benchmark over Treasury Bills.  For the five-year period form May 1997-April 2002.  The beta benchmark for 45% of the funds was greater than one when compared to the market benchmark, while 50% of the funds had a beta greater than one when compared to the style benchmark.  In addition, 55% of the funds had a positive alpha when compared to the market benchmark versus a 50% occurrence of a positive alpha when compared to the style benchmark.  The Ariel Appreciation fund had the highest Sharpe Ratio among the funds at 0.80.

Over the three-year period from May 1999 to April 2002, the beta benchmark for 35% of the funds was greater than one when compared to the market benchmark, and the beta benchmark for 35% of the funds was greater than one when compared to the style benchmark.  Sixty percent of the funds had a positive alpha when compared to the market benchmark, while 55% of the funds had a positive alpha when compared to the style benchmark.  The Calvert New Vision Small Cap Accumulation fund had the highest Sharpe ratio at 0.80.

Market Environment

StyleADVISOR provides analysis of fund performance over a specified time period subdivided into investment returns in up markets and down markets.  Over the May 1997 to April 2002 time period, the highest average return compared to the market benchmark in an up market was 5.8%.  In a down market, the highest average return compared to the market benchmark was –1.9%.  The highest average return as compared to the style benchmark was 6.2% in an up market, while the highest average return as compared to the market benchmark was –2.0% in a down market.  

Over the May 1999 to April 2002 time period, the highest average return compared to the market benchmark was 6.0% in an up market, while the highest average return in a down market was –1.2%.  The highest average return as compared to the style benchmark was 6.7% in an up market and –1.2% for a down market.

Investment Returns

The yearly returns were analyzed for the 20 funds to determine whether the fund outperformed or underperformed as compared to the market benchmark.  Over the May 1997 to April 2002 time period, fifty percent of the funds outperformed the market as defined by the S&P 500.  All of the smaller funds under performed the Russell 2000 over the same time period.  Over a five-year period, 50% of the fund outperformed the S&P 500, and all medium- and small-cap funds included in the analysis underperformed as compared to the Russell 2000.

Over the May 1999 to April 2002 time period, 60% of the funds outperformed the S&P 500, while one of the three small to medium cap funds outperformed the Russell 2000.  In 2001, 50% of the funds outperformed the S&P, while no small and medium cap funds outperformed the Russell 2000.

Statistical Analysis

Statistical analysis was performed on the data to determine if any relationships existed between the number of screens an SRI fund applies in its investment decision and the investment fund returns.  The analysis included regressing the cumulative and annualized returns of the twenty funds over the past five years against the number of screens that each of those funds uses.  The results of the regression analysis were inconclusive.  Based on the funds analyzed, no relationship was found between the number of screens and the investment returns.  

When regressing cumulative returns on the number of screens, the R-squared measure was only 0.06% with an estimated t-statistic of 0.1078.  A similar regression using annualized returns generated an R-squared measure of 0.45% and an estimated t-statistic of 0.2865.  

There are several inherent problems with this type of regression analysis.  First, only 20 data points were used based on the data set of funds chosen for the study.  In addition, the analysis was conducted over a five-year period.  All SRI funds apply screening criteria differently and the number of screens can change over time.  There is not enough information about the funds to take these factors into account when conducting the analysis.  

Pension Funds

Style analysis should be used as just one component of the investment strategy adopted by a fund.  SR fund managers consider both use both financial and social determine one’s financial objectives.  After financial objectives are known, the investor can select and prioritize social criteria that can be used to screen investment vehicles to meet the stated financial objectives.  

The Employment Retirement Income Security Act of 1974 (ERISA) established regulations for administrators of pension fund in terms of their fiduciary responsibility to fund beneficiaries.  The Act essentially replaced the age-old prudent person rule with the prudent investor rule as a guideline for investment.

The basic difference between the prudent person and prudent investor rules is essentially the standard established.  The NCSL states that the prudent person rule is the following: “All that can be required of a trustee to invest, it, that he shall conduct himself faithfully and exercise a sounds discretion.  He is to observe how men of prudence, discretion, and intelligence manage their own affairs, not in regard to speculation, but in regard to the permanent disposition of their funds considering the probable income as well as the probably safety of the capital invested.”
 

The prudent investor rule states: “The care, skill, prudence, and diligence are to be measured in circumstances then prevailing according to how a prudent person in a like capacity and familiar with such manners would act in the conduct of an enterprise of like character and with like aim.”

While government pension plans are exempt from ERISA, many states have instituted the prudent investor rule as a fiduciary standard.  According to a 1990 survey done by the National Conference of State Legislatures (NCSL) and the National Association of Legislative Fiscal Officers, almost 100% of public pension systems apply the prudent person standard in their investments.
Conclusions

Overall our findings showed that some of these funds outperform the market while others have not.  We cannot make any type of overall conclusion about whether or not socially responsible funds outperform or underperform over either a three-year or five-year time horizon.

Further study might entail evaluating a broader pool of funds.  However, we found it very difficult to obtain significant historical data for socially responsible funds over a five-year time horizon.  Most socially responsible funds have not been in existence for over fifteen years.  For the purpose of our study we only evaluated funds that were primarily invested in equities.  Ideally, a broad variety of funds should be considered, including balanced and fixed income funds when evaluating the performance of socially responsible funds.

Table 5:  Screens Employed by the 20 Funds included in our Style Analysis

	Fund Name
	Alcohol
	Tobacco
	Gambling
	Defense/Weapons
	Animal Testing
	Products/Services
	Environment
	Human Rights
	Labor Relations
	Employment/ Equality
	Community/ Investment
	Community Relations

	American Trust Allegiance 
	
	
	
	
	
	
	
	
	
	
	
	

	Aquinas Equity Growth
	
	
	
	
	
	
	
	
	
	
	
	

	Aquinas Small Cap
	
	
	
	
	
	
	
	
	
	
	
	

	Aquinas Value


	
	
	
	
	
	
	
	
	
	
	
	

	Ariel Appreciation
	
	
	
	
	
	
	
	
	
	
	
	

	Calvert Capital Accumulation
	
	
	
	
	
	
	
	
	
	
	
	

	Calvert New Vision Small Cap
	
	
	
	
	
	
	
	
	
	
	
	

	Calvert Social Investment
	
	
	
	
	
	
	
	
	
	
	
	

	Delaware Social Awareness
	
	
	
	
	
	
	
	
	
	
	
	

	DEVCAP Shared Return 
	
	
	
	
	
	
	
	
	
	
	
	

	Domini Social Equity
	
	
	
	
	
	
	
	
	
	
	
	

	Dreyfus Premier Third Century 
	
	
	
	
	
	
	
	
	
	
	
	

	Green Century 

Equity
	
	
	
	
	
	
	
	
	
	
	
	

	Neuberger & Berman SRI
	
	
	
	
	
	
	
	
	
	
	
	

	New Alternatives


	
	
	
	
	
	
	
	
	
	
	
	

	Noah


	
	
	
	
	
	
	
	
	
	
	
	

	Parnassus

 
	
	
	
	
	
	
	
	
	
	
	
	

	Parnassus Equity Income
	
	
	
	
	
	
	
	
	
	
	
	

	Security Social Awareness
	
	
	
	
	
	
	
	
	
	
	
	

	Pro-Conscience Women’s Equity
	
	
	
	
	
	
	
	
	
	
	
	


V. Quantitative Analyses

 As diversified investors and future employees of the financial services industry, our group was initially skeptical of the value created by social responsibly investing.  Many socially responsible funds claim to consistently “beat the S&P”.  However, in the scope of portfolio theory, the very concept of SRI seems counterintuitive as an optimal investment strategy.  In other words, how can an investor possibly hope to generate excess returns by screening stocks out of a portfolio for non-financial metrics?   

We took a somewhat more open approach towards addressing the claims that there is a positive relationship between social responsibility and corporate performance, both in terms of cost of capital as well as financial metrics (e.g.  ROA, EBITDA).  Many proponents of SRI believe that good corporate governance is a reflection of sound management.  Since strength of and faith in management is a key component of analysts’ evaluations, it therefore seems logical that the market could reward socially responsible firms with higher valuations.  The relationship between SRI and financial performance was not as clear to us.  Firms may choose to become socially responsible for non-pecuniary reasons such as improving employee morale or benefiting the public good.  However, we assume that the primary driver for firms becoming socially responsible is an assumed increase in future cash flows.  While it is probable that measures to increase corporate governance have a positive net present value over the long term, these reform measures do carry a cost today.  Thus, the near term impact of reform on accounting metrics could be negative.  If this assumption holds true, then we could expect to see non-reformed companies outperforming reformed companies on certain financial and accounting measures.  

In order to test our assumptions, we conducted an examination of the relationship between social responsibility and financial performance and an examination of the relationship between social responsibility and cost of capital.  

Literature Review — Social Responsibility, Financial Performance, and Cost of Capital

Numerous studies have been conducted in an attempt to defend or dispute the relationship between socially responsible investing and financial performance.  In their 1997 work “The Corporate Social Performance and Corporate Financial Performance Debate”, Griffen and Mahon found 51 papers on the subject which contained 62 sets of results.  33 studies found some positive correlation between SRI and financial performance over some time period.  Nine studies were inconclusive, and 20 studies found some negative correlation.  Some problems with these studies that the authors pointed out were cross-industry foci, inconsistency in election of the dependent variable used (80 different performance measures were used in all), and use of only one measure of corporate social performance.  The authors went on to conduct a detailed analysis of the chemical industry in which they identified a positive relationship between the Fortune reputation survey and the KLD index with the overall financial rank of each company.  In contrast, in a similar study, Repetto and Austin (2000) conducted a detailed analysis of the paper and pulp industry.  The authors found that companies in this industry do face significant environmental risks.  Exposure to these risks varied tremendously across firms yet, “The risks are not evident in the companies’ financial statements nor are they likely to be incorporated in current market valuations.” 

We find it interesting that the literature even debates the nature of the debate between SRI and financial performance.  For example, Griffen and Mahon’s work was disputed two years later by Roman, Hayibor and Agle who refined the results of the previous work by reclassifying some results and removing others from the analysis.  The authors concluded that 33 studies showed a positive relationship, 13 studies showed no effect or were inconclusive, and five studies found a negative relationship.  Some of the more current studies that contribute to this debate are summarized in Exhibit 12.  

Significantly less has been written about the link between SRI and cost of capital.  SRI could impact a firm’s cost of capital by altering an investor’s required return or by lowering a firm’s discount rate by reducing future risk.  Heinkel, Kraus and Zechner (2001) took a very theoretical approach towards addressing the former dilemma.  The authors hypothesized that as the number of “green” investors in a market increased, fewer investors would be willing to hold stock of “unacceptable” (i.e.  polluting) companies.  The increased holding risk would depress prices of unacceptable firms.  When the increased cost of capital for unacceptable firms exceeds the cost of becoming socially responsible, firms would be encouraged to reform.  In their base case, the authors found that even a small number of green investors could lead to an increase in the market cost of capital.  However, they concluded that at least 20% of investors would need to screen on the same criteria in order to encourage one firm to reform.  Results of a prior study by Graves and Waddock (1994) give some merit to this hypothesis in the institutional market.  Graves and Waddock found a “significant, positive relationship between social performance and the number of institutions holding the shares of a company.”  As a caveat, the authors did not find a significant relationship between the percentage of institutional holdings and social performance, thus suggesting that “improving a company’s corporate social performance invokes no penalty in institutional ownership.” 

We were only able to find a few other papers mentioning the relationship between SRI and cost of capital, market valuation, or price.  One from Shane (1983) found a positive relationship between price and pollution-control performance ratings.  The author discovered that on the release of studies from the Council of Economic Priorities “firms with low pollution-control performance ratings suffered, on average, a more negative overall price movement than those firms with relatively high ratings”.

Hypothesis

Based on the inconclusive nature of the previous studies, we decided to test the relationship between social responsibility and financial performance, and the relationship between social responsibility and the cost of equity capital.  We propose that, within a given industry, a more socially responsible company will perform better than its lower rated peers financially, as judged by ROA and EBITDA measures.  Furthermore, we hypothesize that the same company should be awarded with a lower cost of capital than its lower rate peers.  We outline the testing of our hypotheses below.

Data Sources

We obtained quantitative data from the combined Compustat/CRSP database.  The Compustat dataset from Standard & Poor’s provides detailed financial reporting data on most publicly held companies in North America.  The University of Chicago’s CRSP data set contains historical trading data for securities on the NYSE, NASDAQ, and AMEX exchanges.  

In order to execute our study, we also needed a qualitative data source from which we could extract social responsibility ratings.  There are a number of firms dedicated towards this function.  Some, such as Innovest, utilize one overall numerical or alpha “grading” system to rate companies.  Others utilize more flexible ratings systems in order to identify strengths and weaknesses by screening criteria.  

While the Compustat and CRSP databases are based on publicly available information, social ratings databases are proprietary to the firms that build them.  We attempted to gain access to multiple databases in order to assure that our analysis remained unbiased by the interests of the ratings agencies.  However, given our limited resources, we were able to gain access to only one database from Kinder, Lydenberg, and Domini (KLD).

KLD is one of the pillars of the socially responsible investing community.  The company provides research, consulting, and compliance services for companies and investment management professionals.  As mentioned earlier, KLD oversees the Domini 400, the leading SRI performance benchmark.  KLD’s research services are centered on SOCRATES – The Corporate Social Ratings MonitorSM.  This is the database that provided the qualitative component of our study.

As a data source, SOCRATES has a few benefits.  First, SOCRATES is a widely used system among SRI investment managers.  Second, SOCRATES is an extremely flexible system.  The SOCRATES database contains 13 different screens including: community, diversity, employee relations, environment, non-U.S.  operations, product, nuclear, military, firearms, alcohol, tobacco, gambling, and other.  Under these screens, KLD identifies “Strengths” and “Concerns” categories.  In total, KLD evaluates corporate behavior on 107 different measures.  Each of these measures contains a Boolean {0,1} rating.  

The KLD dataset does have some drawbacks.  One drawback is tied to the inherent flexibility of the database.  Notably, when using the dataset in an analysis, one is forced to choose an aggregation method in order to streamline the “noise” created by 107 variables.  Another drawback relates to KLD’s use of a simple Boolean rating: there is no distinction between a minor concern/strength and a major concern/strength (e.g.  carbon emissions versus the Exxon Valdez).  We tried to take these limitations into account when constructing our model.

Time

The primary focus of our study is the 2000 fiscal year.  One of the main drivers of this decision was the availability of data.  At the time we began our study, many companies had not completed their 2001 corporate filings.

In estimating the cost of capital, we did utilize quantitative data from the years 1995 to 1999 in order to smooth variables and minimize data error due to short-term fluctuations in earnings and payout ratios.

Scope

We focused our study on the companies included in the S&P 500 as of December 31, 2000.  By selecting the S&P 500, we sought to evaluate a pool of large-cap publicly held companies across a variety of industries.  Additionally, these firms tend to be established, have smoother earnings, and issue dividends.  These characteristics would prove to be critical in executing our methodology.

As a final note, in order to minimize variation in firm valuation and performance, we elected to analyze the S&P 500 companies by sector and industry group, as defined by Standard & Poor’s.

Methodology — Dependent Variables

Through our analysis, we hoped to examine the relationships between social responsibility and financial performance and social responsibility and the cost of capital.  As such, we used five different dependent variables in our model structure.  These variables are:

· Cost of capital — estimated through the use of a single period dividend discount model

· Return on Assets (ROA) — standardized measure used as a proxy for income 

· EBITDA Margin — standardized measure used as a proxy for cash

· Ranked ROA, Ranked EBITDA Margin — used primarily to estimate Spearman rank-order correlation coefficients with discrete KLD data

Cost of capital is best estimated through the use of a discounted cash flow model.  It is reasonable to employ this methodology when analyzing a single company or industry.  Since we chose to employ a broad scope to our project by focusing on S&P 500 companies, we felt that it would be inefficient and prohibitive to utilize this methodology.  Instead, we opted to employ a single period dividend discount model in order to approximate cost of capital.  

The single period dividend discount model assumes that:

P0 =
DIV1        where g = ROE * (1 – payout ratio)



k – g           DIV1 = next period dividends


We began by estimating k (cost of capital) using data from 2000.  However, given the volatile market conditions during that year, we were concerned that ROE and payout ratios may not be representative of “normal” operating conditions.  To increase our data estimate, we smoothed ROE and payout ratio estimates by taking the average of these measures over the most recent five years.  

We began by looking at all components of the S&P 500.  Data mismatches and integrity issues led us to drop 73 companies from the study.  Use of this dividend discount model further decreased the size of our company set.  Some companies fell out of the mix because they do not issue dividends.  Others dropped out because poor earnings yielded negative estimates of cost of capital.  In the end, 252 companies remained in our cost of capital analysis.  We used the larger data set of 427 companies for our analysis of financial performance.  

Methodology — Independent Variables

As previously mentioned, one of the challenges of utilizing KLD data is deciding how to aggregate the variables.  Our first step to simplifying the database was to sum the KLD data on two dimensions, specifically by screen and strength/concern.  For example, we calculated the total number of “Environmental Concerns” a firm faced.  Additionally, we aggregated up one more level, calculating the total number of strengths and concerns across screens as well as calculating the “net” ranking by screen.  In this finally aggregation, we gave each concern a weighting of –1 and each strength a weighting of +1.  As a final step, we calculated a total net ranking across all screens.  This series of aggregations resulted in the creation of 27 independent variables.

Methodology — Regression

In order to test for relationships between our dependent and independent variables, we constructed a series of single variable regression models.  Each model paired one of our five dependent variables against one of our 27 independent variables within a single industry group or sector.  As the parameters suggest, we eventually ran over 1000 individual models.

In constructing these models, we hoped to answer a series of questions including:

· Is there a quantifiable relationship between corporate responsibility and financial performance/cost of capital?

· Are some industries more sensitive to negative ratings in certain screens?  In other words, is the auto industry more negatively impacted by bad environmental reports than bad diversity reports?

· Is there a negative information bias?  Stated another way, are strengths and concerns equally valued by the market?

Summary of Findings

The results of our regression analyses are summarized in Exhibits 14 through 23.  Due to the limited degrees of freedom that resulted from the industry segmentation, we have presented the results at both 95% and 90% confidence levels.

The cost of capital models provided some of the most interesting results.  Of the approximately 400 models we ran to assess the relationship between socially responsible investing and cost of capital, we found only 18 relationships significant at the 90% confidence level; only nine of these relationships were significant at the 95% level.  We rejected the two Telecom Services models because there were only five data points.  Additionally, we rejected the Materials model due to lack of variance in the independent variable.  Of the remaining 15 significant models, only seven results were directionally consistent with expectations.

These seven models fell in three sectors.  We could not construct a logical argument for why high compensation arose as a driver of cost of capital in the Pharmaceutical and Biotech industries.  However, we could make economic sense of the Energy and Retailing industries.  Given the amount of press, legislation, and activist organization around these subjects, we were not surprised to find environmental concerns and international labor concerns, respectively, as drivers of cost of capital in these sectors.

While it is difficult to draw conclusions from the limited model results, two of our findings suggest that further research be conducted in this area.  First, all of our models that showed significant relationships consistent with expectations focused on negative drivers (concerns) rather than positive drivers (strengths).  This finding gives some credit to our hypothesis that there is a negative bias in incorporating social responsible variables into market valuations.  As Warren Buffet said, “It takes twenty years to build a reputation and five minutes to ruin it.”  Second, our findings in the Energy and Retailing sectors suggest that negative information may have a greater impact in industries that have a history of non-market activity.  For years we have been reading about oil spills and sweatshops, and it is reasonable to assume that attention on these issues will lead the market to price the risk of environmental liability or boycott stocks in these industries.  Further research is needed in these areas.

The results of our ROA models did not alleviate our confusion on the relationship between social responsibility and financial performance.  At a 90% confidence level, we found 27 significant relationships that were directionally consistent with expectations.  Of the 27, 17 were significant at the 95% level.  Again, we found that negative information dominated the majority of these relationships.  However, we could not construct justifiable arguments to explain most of these relationships.  For example, we understand why environmental concerns might lower a Utility firm’s return on assets, but we could not explain why the performance of a Pharmaceutical/Biotech company would be enhanced by international community involvement.

EBITDA analysis results were similar.  Seventeen directionally accurate models were significant at the 90% confidence level with 10 models significant at the 95% level.  In contrast to the ROA models, the EBITDA models were dominated by positive information.  Again we had difficulty explaining many of the relationships such as why “employee involvement” should be a positive driver of EBITDA in the Consumer Durables industry.

In summary, the data did support some of our initial hypothesis, typically in areas where there have been high-exposure, long-lasting social concerns.  This warrants further examination into any area where these same characteristics hold.  For further study we recommend expanding the one-stage dividend-discount model into a full blown discounted cash flow model to more precisely develop a cost of capital estimate, and help alleviate the concern of estimating a cost of capital for a non-dividend paying stock.  As mentioned above, some of the strongest and most compelling evidence was seen in sectors with know social offenders (Energy, Utilities and Retailing).  

We believe it is reasonable to assume that other industries may follow suit as social concerns mature and continue to gain exposure.  One area where we expect to see this phenomenon is the auto industry, which is under increasing concern from activist groups to decrease emissions and improve fuel efficiency.  Given the scarcity of companies in that sector, it is difficult to glean such a relationship from our analysis, but our experience in other high profile sectors leads us to believe that this may be a legitimate concern.

VI. Conclusion

Interviews with practitioners revealed large differences in both the type and methodology of screens used by different funds.  Ford was screen out by its military business with one fund and by its environmental issues with another.  There was consensus about the high growth nature of SRI compared to non-SRI fund types.  Style analysis was performed on 20 SRI mutual funds to look at investment styles, asset allocation, and returns.  Research on the effect of number of screens on fund returns proved inconclusive.  We observe in a few select industries, higher costs of capital and poorer financial performance for companies with lower social responsibility rankings.  However, these findings are limited to sectors where there have been high-exposure and long-lasting social concerns.  Further study is recommend on any sectors that exhibit these characteristics.  We observed limited, if any, correlation in other sectors.  

Although it is difficult to quantify, parts of our research imply that Fords increased efforts in the area of corporate responsibility and its associated public relations are valuable.  The interviews showed that some companies are screened out because they don’t have the resources and/or make the efforts to answer the large number of surveys that come from various SRI funds.  Furthermore, the auto industry shares some characteristics with other industries where we did observe significant correlation between cost of capital and social responsibility, including high-profile environment concerns.  Consequently, it may be valuable to address the identified concerns as soon as possible in order to maintain a superior socially responsible rating.
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Exhibit 2:  Style Analysis – Asset Allocation (5-year)
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Exhibit 3 – Style Analysis: Performance (5-Year)
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Exhibit 4 – Style Analysis:  Risk-Return (5-Year)
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Exhibit 5 – Style-Analysis:  Up/Down Table (5-Year) 

[image: image9.wmf]Up/Down Table

May 1997 - April 2002.  Single Computation.

 

Avg Return (%) vs. Market

 

Up

Down

Up

Down

Up Market

Down Market

Up Market

Down Market

Best

Worst

Best

Worst

Up Capture

American Trust Allegiance

34

27

6.32

-5.58

5.79

-4.91

6.21

-5.44

14.46

-16.61

58.37

-50.23

132

Aquinas Growth

35

26

4.92

-4.28

4.79

-3.77

4.73

-4.38

12.57

-18.16

51.07

-30.68

103.2

Aquinas Small-Cap

31

30

3.54

-2.85

2.48

-2.81

2.71

-3.16

7.96

-8.37

30.82

-23.41

40.9

Aquinas Value

33

28

3.8

-3.54

3.19

-3.04

3.33

-3.47

13.12

-13.55

38.75

-13.55

61.9

Ariel Appreciation

42

19

3.93

-3.81

4.23

-2.4

4.34

-2.55

12.95

-12.26

51.03

-16.46

106.8

Calvert Capital Accumulation A

35

26

5.67

-5.46

5.19

-5.22

5.39

-4.69

12.11

-18.03

48.73

-36.58

93.9

Calvert New Vision Small Cap A

34

27

5.46

-4.29

4.47

-3.99

4.56

-3.77

15.31

-18.26

69.18

-27.81

81.6

Calvert Social Investment Equity A

34

27

4.88

-3.59

4.62

-3.26

4.57

-3.5

11.26

-18.19

48.35

-17.3

98.4

Delaware Social Awareness A

32

29

4.9

-4.09

4.6

-4.38

4.6

-4.38

11.43

-16.27

52.69

-29.45

98.2

Devcap Shared Return

34

27

4.69

-4

4.69

-4

4.52

-4.1

9.63

-14.76

48.47

-27.28

100.9

Domini Social Equity

33

27

4.78

-4.24

4.7

-4.14

4.71

-4.15

10.16

-14.78

43.03

-27.42

102.3

Dreyfus Premier Third Century Z

31

29

5.42

-4.58

5

-4.82

5.06

-4.89

10.52

-15.83

44.71

-39.72

110.5

Green Century Equity

33

27

4.73

-4.27

4.65

-4.17

4.65

-4.17

10.12

-14.82

42.24

-27.79

100.8

Neuberger Berman Socially Resp Inv

33

27

4.34

-3.71

4.2

-3.54

4.23

-3.58

9.71

-17.07

39.47

-12.93

88.3

New Alternatives

34

26

5.75

-5.43

3.37

-3.07

3.91

-3.3

18.16

-16.89

73.7

-31.5

78.9

Noah

31

29

6.6

-5.8

5.7

-5.61

6.14

-6.16

14.11

-17.52

60.03

-49.53

130.3

Parnassus

36

24

6.25

-6.06

5.53

-3.81

5.55

-3.84

13.61

-23.73

91

-43.1

123.2

Parnassus Income Equity Income

40

20

3.34

-3.15

3.7

-1.91

3.6

-1.99

9.16

-14.12

46.43

-6.71

76.1

Security Social Awareness A

31

29

4.78

-3.86

4.38

-4.01

4.38

-4.01

10.72

-13.68

37.65

-29.7

93.2

Women's Equity

37

23

4.19

-4.1

4.54

-3.3

4.54

-3.3

12.52

-16.44

43.09

-12.29

97.8

S&P 500 Index

33

27

4.61

-3.99

4.61

-3.99

4.61

-3.99

9.78

-14.46

41.07

-26.62

100

Russell 2000 Value

37

23

3.94

-3.24

3.94

-3.24

3.94

-3.24

10.75

-15.66

41.77

-22.03

100

1-Year (%)

Market Benchmark (%)

# of Months

Average Return (%)

Average Return (%) vs. Style

Month (%)



Exhibit 6 – Style-Analysis:  Yearly and Calendar Returns (5-Year)
[image: image27.wmf]Calendar Year Return

May 1997 - April 2002

 

Y.T.D.

2001

S&P

R 2000

2000

S&P

R 2000

1999

S&P

R 2000

1998

S&P

R 2000

American Trust Allegiance

-0.0204

-0.2701

-0.1513

-0.1153

-0.0242

0.3869

0.1765

0.3622

0.0764

Aquinas Growth

-0.0342

-0.1608

-0.042

0.0248

0.1159

0.2326

0.0222

0.2195

-0.0663

Aquinas Small-Cap

-0.0411

-0.1083

0.0105

-0.2485

0.0319

0.123

-0.1961

0.0406

-0.1698

0.0555

0.0846

-0.2012

0.1491

Aquinas Value

-0.0254

-0.0629

0.0559

-0.0119

0.0792

0.0112

-0.1992

0.055

-0.2308

Ariel Appreciation

0.0621

0.1623

0.2811

0.1882

0.2793

-0.0379

-0.2483

0.1955

-0.0903

Calvert Capital Accumulation A

-0.0896

-0.129

-0.0102

0.1015

0.1926

0.0615

-0.1489

0.2935

0.0077

Calvert New Vision Small Cap A

0.0766

0.0762

0.195

-0.064

0.1023

0.1934

-0.1257

0.2303

0.0199

0.2452

-0.0943

-0.3801

-0.0943

Calvert Social Investment Equity A

-0.0113

0.0067

0.1255

0.1161

0.2072

0.2317

0.0213

0.1089

-0.1769

Delaware Social Awareness A

-0.0549

-0.1055

0.0133

-0.1107

-0.0196

0.1361

-0.0743

0.1575

-0.1283

Devcap Shared Return

-0.0611

-0.1306

-0.0118

-0.0997

-0.0086

0.2131

0.0027

0.3189

0.0331

Domini Social Equity

-0.0471

-0.1276

-0.0088

-0.1505

-0.0594

0.2263

0.0159

0.3299

0.0441

Dreyfus Premier Third Century Z

-0.0785

-0.2372

-0.1184

-0.129

-0.0379

0.3016

0.0912

0.3017

0.0159

Green Century Equity

-0.048

-0.1329

-0.0141

-0.1552

-0.0641

0.2197

0.0093

0.3231

0.0373

Neuberger Berman Socially Resp Inv

-0.0299

-0.0257

0.0931

-0.0044

0.0867

0.0704

-0.14

0.1501

-0.1357

New Alternatives

-0.0084

-0.1242

-0.0054

-0.2644
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0.6087

0.2896

0.0847

-0.1257

0.0996

-0.1001

-0.3859

-0.0356

Noah

-0.0659

-0.2327

-0.1139

-0.2825

-0.1914

0.3056

0.0952

0.5133

0.2275

Parnassus

-0.0852

0.0784

0.1972

0.0198

0.1109

0.4774

0.267

0.014

-0.2718
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0.0025

0.0997

0.2185

0.0636

0.1547

0.2278

0.0174

0.1105

-0.1753

Security Social Awareness A

-0.052

-0.1308

-0.012

-0.1247

-0.0336

0.1553

-0.0551

0.3039

0.0181

Women's Equity

-0.0083

-0.0316

0.0872

0.0255

0.1166

0.083

-0.1274

0.2877

0.0019

S&P 500 Index

-0.058

-0.1188

-0.0911

0.2104

0.2858

Russell 2000 Value

0.1344

0.1402

0.228

-0.0149

-0.0645

Manager vs Benchmark: Return through April 2002
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S&P

R 2000
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S&P

R 2000

5 years

American Trust Allegiance

-0.153

-0.0267

-0.2409

-0.1129

-0.0712

-0.0138

0.0134

0.0084

0.0843

Aquinas Growth

-0.1001

0.0262

-0.1155

0.0125

0.0044

0.0618

0.0223

0.0173

0.1026

Aquinas Small-Cap

-0.0492

0.0771

-0.2735

-0.0757

0.0523

-0.309

-0.0357

0.0217

-0.2023

-0.0178

-0.0228

-0.0946

0.0359

Aquinas Value

-0.0708

0.0555

-0.0449

0.0831

-0.0507

0.0067

-0.0298

-0.0348

0.0345

Ariel Appreciation

0.1853

0.3116

0.2463

0.3743

0.1078

0.1652

0.1142

0.1092

0.1797

Calvert Capital Accumulation A

-0.1598

-0.0335

-0.0895

0.0385

-0.0302

0.0272

-0.001

-0.006

0.0818

Calvert New Vision Small Cap A

0.1552

0.2815

-0.0691

0.0655

0.1935

-0.1678

0.1854

0.2428

0.0188

0.071

0.066

-0.0058

0.1305

Calvert Social Investment Equity A

-0.0099

0.1164

0.0007

0.1287

0.0763

0.1337

0.0777

0.0727

0.1198

Delaware Social Awareness A

-0.1284

-0.0021

-0.1278

0.0002

-0.0581

-0.0007

-0.0359

-0.0409

0.0476

Devcap Shared Return

-0.1303

-0.004

-0.1393

-0.0113

-0.0587

-0.0013

0.0071

0.0021

0.0745

Domini Social Equity

-0.1114

0.0149

-0.1514

-0.0234

-0.0688

-0.0114

0.001

-0.004

0.0714

Dreyfus Premier Third Century Z

-0.2174

-0.0911

-0.2146

-0.0866

-0.0929

-0.0355

-0.0249

-0.0299

0.049

Green Century Equity

-0.116

0.0103

-0.1559

-0.0279

-0.0737

-0.0163

-0.0042

-0.0092

0.0664

Neuberger Berman Socially Resp Inv

-0.0502

0.0761

-0.0172

0.1108

-0.0098

0.0476

0.0049

-0.0001

0.073

New Alternatives

-0.1759

-0.0496

-0.4002

0.0433

0.1713

-0.19

0.1108

0.1682

-0.0558

0.0413

0.0363

-0.0355

0.0807

Noah

-0.16

-0.0337

-0.2755

-0.1475

-0.1497

-0.0923

-0.0319

-0.0369

0.0384

Parnassus

-0.0406

0.0857

-0.1002

0.0278

0.1292

0.1866

0.0811

0.0761

0.13

Parnassus Income Equity Income

0.0694

0.1957

0.0364

0.1644

0.1116

0.169

0.1102

0.1052

0.14

Security Social Awareness A

-0.123

0.0033

-0.1548

-0.0268

-0.0741

-0.0167

-0.0096

-0.0146

0.0577

Women's Equity

0.0054

0.1317

-0.0147

0.1133

-0.001

0.0564

0.044

0.039

0.112

S&P 500 Index

-0.1263

-0.128

-0.0574

0.005

0.0755

Russell 2000 Value

0.2243

0.2333

0.1666

0.0768

0.1377
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Exhibit 7 – Style Analysis:  Asset Allocation (3-year)
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0.00

7.47

0.00

9.87

3.33

7.32

7.62

19.38

0.00

Russell 1000 Value

1.60

22.31

51.11

97.76

73.65

17.51

22.89

42.32

44.48

42.13

19.29

39.74

39.55

28.44

65.94

Russell 1000 Growth

69.11

38.74

7.70

0.90

0.00

46.90

0.00

41.92

50.20

48.00

73.89

52.94

52.83

0.00

21.85

Russell 2000 Value

0.24

9.08

30.65

1.33

23.60

24.78

35.28

8.28

5.32

0.00

3.48

0.00

0.00

0.00

12.21

Russell 2000 Growth
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0.00
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10.81

41.83

0.00

0.00

0.00
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Exhibit 8 – Style Analysis:  Performance (3-Year)
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(%)

Cumulative 
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Significance 

Level (%)

Explained 

Variance (%)

Tracking 

Error (%)

Benchmark 

Turnover 

(%)

Annualized 

Excess Return 

(%)

Cumulative 

Excess Return 

(%)

Info Ratio

American Trust Allegiance

-6.33

-18.27

26.28

1.02

2.7

0.12

57.9

90.17

8.24

12.4

-1.91

-5.25

-0.12

Aquinas Growth

0.84

2.61

18.07

1.77

5.46

0.32

69.27

90.48

5.58

20.12

5.26

15.62

0.6

Aquinas Small-Cap

-1.79

-5.41

15.44

-8.46

-27.43

-1.23

94.13

80.14

6.88

14.43

-11.67

-39.13

-0.67

Aquinas Value

-1.71

-5.18

16.1

-4.19

-13.03

-0.96

90.53

92.74

4.39

0.93

2.71

7.84

0.23

Ariel Appreciation

12.1

42.21

16.39

5.62

20.86

0.57

80.39

63.18

9.95

7.02

1.72

6.62

0.19

Calvert Capital Accumulation A

-1.51

-4.58

23.51

-1.58

-4.81

-0.16

60.26

84.63

9.81

18.16

-16.06

-56.61

-1.5

Calvert New Vision Small Cap A

21.49

82.26

21.37

13.45

55.33

1.55

96.46

83.46

8.7

19.9

11.61

48.55

1.11

Calvert Social Investment Equity A

8.15

27.32

16.36

9.61

31.74

1.69

97.14

87.91

5.69

17.08

12.57

40.34

2.13

Delaware Social Awareness A

-4.96

-14.52

18.34

-1.68

-4.75

-0.41

74

95.16

4.08

16.64

-0.54

-1.5

-0.12

Devcap Shared Return

-5.02

-14.67

16.36

-1.49

-4.2

-0.48

77.19

96.46

3.08

17.05

-0.59

-1.65

-0.28

Domini Social Equity

-6.88

-19.25

17.65

-1.31

-3.45

-0.29

67.23

93.25

4.58

16.57

-1.14

-2.99

-0.31

Dreyfus Premier Third Century Z

-9.29

-25.35

21.08

-1.6

-4.01

-0.37

71.64

95.81

4.31

12.77

-3.54

-9.09

-0.48

Green Century Equity

-7.37

-20.51

17.6

-1.82

-4.78

-0.4

73.01

93.26

4.57

16.6

-1.62

-4.25

-0.44

Neuberger Berman Socially Resp Inv

-0.98

-2.92

15.69

-0.33

-0.96

-0.06

53.9

88.72

5.33

12.48

4.76

13.34

0.61

New Alternatives (Russell)

11.08

37.05

28.49

10.67

35.82

0.5

77.35

43.16

21.48

23.85

-5.58

-21.72

-0.22

New Alternatives (S&P500)

11.08

37.05

28.49

10.67

35.82

0.5

77.35

43.16

21.48

23.85

16.82

53.31

0.63

Noah

-14.97

-38.53

26.61

-7.47

-17.66

-1.04

91.47

92.67

7.21

14.05

-9.23

-22.27

-0.54

Parnassus

12.92

44

20.03

17.17

56.21

1.54

96.21

69.01

11.15

19.27

18.67

60.26

1.38

Parnassus Income Equity Income

11.16

37.35

11.44

11.98

39.78

2.56

98.93

83.28

4.68

16.54

16.9

53.61

2.11

Security Social Awareness A

-7.41

-20.62

17.11

-2.11

-5.54

-0.49

77.16

93.74

4.28

16.86

-1.66

-4.36

-0.45

Women's Equity

-0.1

-0.31

15.04

2.53

7.4

0.45

75.38

85.99

5.63

13.13

5.64

15.95

0.81


Exhibit 9 – Style Analysis:  Risk-Return (3-Year)
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Observs.

American Trust Allegiance

-6.33

26.28

18.24

1.2861

0.9941

2.23

1.56

67.59

90.22

-0.4167

15.7324

8.23

37

Aquinas Growth

0.84

18.07

12.52

0.9408

0.9961

5.24

2.14

76.61

90.5

-0.209

8.8002

5.573

37

Aquinas Small-Cap

-1.79

15.44

10.37

0.4388

1.0047

-8.13

-7.71

42.88

80.21

-0.4146

17.4506

6.8819

37

Aquinas Value

-1.71

16.1

10.13

0.717

1.041

0.49

-3.76

56.18

92.71

-0.3929

11.6662

4.3868

37

Ariel Appreciation

12.1

16.39

12.17

0.9025

1.0037

2.41

5.73

71.36

63.24

0.4566

8.902

9.942

37

Calvert Capital Accumulation A

-1.51

23.51

17.31

1.1027

1.1922

-14.28

-0.55

79.79

84.8

-0.2605

10.7375

9.7963

37

Calvert New Vision Small Cap A

21.49

21.37

15

0.8273

1.0241

11.69

13.16

79.59

83.52

0.7899

10.46

8.7024

37

Calvert Social Investment Equity A

8.15

16.36

10.95

0.9107

0.9955

12.24

10.02

87.79

87.94

0.2161

5.9065

5.6774

37

Delaware Social Awareness A

-4.96

18.34

12.61

1.0608

1.0346

0.17

-1.27

94.62

95.16

-0.5222

4.3762

4.0812

37

Devcap Shared Return

-5.02

16.36

10.99

0.9656

0.9999

-0.95

-1.49

98.45

96.46

-0.5884

2.1167

3.0805

37

Domini Social Equity

-6.88

17.65

11.83

1.0238

1

-0.86

-1.28

95.7

93.27

-0.6515

3.6861

4.5839

36

Dreyfus Premier Third Century Z

-9.29

21.08

14.73

1.185

1

-1.31

-1.61

90.11

95.81

-0.6596

7.3261

4.3139

36

Green Century Equity

-7.37

17.6

11.8

1.0211

1

-1.4

-1.82

95.71

93.28

-0.6809

3.6667

4.5685

36

Neuberger Berman Socially Resp Inv

-0.98

15.69

10.13

0.8259

1.0555

3.18

0.14

78.98

88.72

-0.357

7.7695

5.3266

36

New Alternatives (Russell)

11.08

28.49

19.2

0.8905

1

-0.68

13.06

18.53

42.96

0.2267

25.7172

21.4827

36

New Alternatives (S&P500)

11.08

28.49

19.2

0.6659

1

17.15

13.06

15.62

42.96

0.2267

26.7299

21.4827

36

Noah

-14.97

26.61

18.35

1.2337

1

-5.82

-7.77

61.06

92.69

-0.7362

17.093

7.2061

36

Parnassus

12.92

20.03

14.27

0.8814

1

19.1

18.56

55.31

68.94

0.4148

13.5226

11.1481

36

Parnassus Income Equity Income

11.16

11.44

7.92

0.6174

1

13.04

12.18

82.8

83.31

0.5716

8.0161

4.6792

36

Security Social Awareness A

-7.41

17.11

11.34

0.9903

1.037

-1.81

-2.18

95.24

93.89

-0.7028

3.7401

4.2768

36

Women's Equity

-0.1

15.04

9.64

0.8121

1

3.86

2.74

82.88

86.01

-0.3138

6.9919

5.6313

36

S&P 500 Index

-5.74

16.88

11.24

1

1

0

-0.52

100

98.78

-0.6138

0

1.8642

36

Russell 2000 Value

16.66

13.69

9.8

1

1

0

0

100

100

0.8795

0

0

36


Exhibit 10 – Style-Analysis:  Up/Down Table (3-Year) 
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May 1999 - April 2002.  Single Computation.
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American Trust Allegiance

17

20

6.26

-5.8

5.54

-4.68

6.43

-5.36

14.46

-16.61

58.37

-50.23

136.8

Aquinas Growth

18

19

4.57

-3.93

4.61

-3.15

4.75

-3.66

9.1

-10.22

38.71

-30.68

108.8

Aquinas Small-Cap

16

21

3.95

-3.11

2.46

-3.01

2.88

-3.5

7.96

-8.16

10.97

-23.41

32.4

Aquinas Value

19

18

3.3

-3.57

3.25

-2.55

3.29

-3.19

13.12

-8.83

12.13

-13.55

69.4

Ariel Appreciation

25

12

3.49

-3.98

3.6

-2.26

4.19

-2.23

12.95

-12.08

43.08

-12.47

94.9

Calvert Capital Accumulation A

19

18

5.62

-5.73

4.77

-5.39

5.43

-4.95

12.11

-15.91

42.93

-36.58

85.2

Calvert New Vision Small Cap A

22

15

5.92

-4.19

6.02

-3.12

6.7

-2.8

13.25

-11.91

69.18

-11.59

98.3

Calvert Social Investment Equity A

18

19

4.8

-3.06

4.94

-2.42

4.94

-2.42

11.26

-7.26

29.85

-12.2

119

Delaware Social Awareness A

15

22

4.95

-3.86

4.63

-4.03

4.63

-4.03

11.43

-11.79

17.31

-29.45

109.7

Devcap Shared Return

16

21

4.09

-3.68

4.09

-3.68

4.09

-3.68

9.63

-8.97

18.66

-27.28

93.8

Domini Social Equity

15

21

4.45

-3.98

4.27

-3.85

4.27

-3.85

10.16

-10.09

12.28

-27.42

98

Dreyfus Premier Third Century Z

13

23

5.96

-4.35

4.98

-4.63

5.11

-4.72

9.03

-15.83

28.05

-39.72

119

Green Century Equity

15

21

4.39

-4.01

4.22

-3.89

4.22

-3.89

10.12

-10.11

11.73

-27.79

96.4

Neuberger Berman Socially Resp Inv

17

19

3.98

-3.53

4.26

-3.01

4.06

-3.22

9.71

-7.65

7.43

-12.93

97.7

New Alternatives

20

16

7.05

-6.11

3.36

-2.19

4.98

-2.18

18.16

-14.23

73.7

-31.5

82.2

Noah

13

23

7.12

-5.67

5.13

-5.47

6.06

-6.13

13.7

-17.25

33.75

-49.53

122.8

Parnassus

22

14

4.78

-4.48

5.48

-1.89

6.11

-2.34

13.6
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Exhibit 11 – Style-Analysis:  Yearly and Calendar Returns (3-Year) 
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Exhibit 12 – Review of 18 Recent Direct Studies on the Relationship Between Sustainability and Financial Performance
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Exhibit 13 – Summary of Key KLD Variables

	Variable
	Description

	TOT_NET
	All Screens, Net Ranking

	TOT_C
	All Screens, Total Concerns

	TOT_S
	All Screens, Total Strengths

	COMM_NET
	Community, Net Ranking

	COMM_C
	Community, Number of Concerns

	COMM_S
	Community, Number of Strengths

	DIV_NET
	Diversity, Net Ranking

	DIV_C
	Diversity, Number of Concerns

	DIV_S
	Diversity, Number of Strengths

	EMP_NET
	Employee Relations, Net Ranking

	EMP_C
	Employee Relations, Number of Concerns

	EMP_S
	Employee Relations, Number of Strengths

	ENV_NET
	Environment, Net Ranking

	ENV_C
	Environment, Number of Concerns

	ENV_S
	Environment, Number of Strengths

	NONUS_NET
	Non-U.S.  Interests, Net Ranking

	NONUS_C
	Non-U.S.  Interests, Number of Concerns

	NONUS_S
	Non-U.S.  Interests, Number of Strengths

	OTH_NET
	Other Issues, Net Ranking

	OTH_C
	Other Issues, Number of Concerns

	OTH_S
	Other Issues, Number of Strengths

	PROD_NET
	Products, Net Ranking

	PROD_C
	Products, Number of Concerns

	PROD_S
	Products, Number of Strengths

	MIL_C
	Military, Number of Concerns

	ATG_C
	Alcohol, Tobacco or Gambling Screen

	NUC_C
	Nuclear, Number of Concerns


Exhibit 14 – Regression Summary by Industry for ROA versus SRI Score (Significance at 95% Level)

[image: image17.wmf]Variables

Energy

Materials

Capital Goods

Commercial 

Services

Transportation

Autos & 

Components

Consumer 

Durables & 

Apparel

Hotels, 

Restaurants, 

Leisure

Media

Retailing

Consumer 

Staples

Healthcare 

Equip. & 

Services

Pharma & 

Biotech

Financials

Software & 

Services

Tech. Hardware 

& Equipment

Telecom 

Services

Utilities

TOT_NET

--

--

--

X

X

--

--

--

--

--

--

--

--

--

--

--

--

--

TOT_C

--

--

--

X

--

--

--

--

--

--

--

--

--

--

--

--

--

--

TOT_S

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

o

COMM_NET

--

--

--

X

--

--

--

--

--

--

o

--

--

--

--

--

--

COMM_C

o

--

--

X

--

--

--

--

--

--

--

X

COMM_S

--

--

--

--

--

--

--

--

--

o

--

--

--

--

--

--

DIV_NET

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

o

DIV_C

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

DIV_S

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

o

EMP_NET

--

--

--

--

X

--

--

--

--

--

--

X

X

--

--

--

--

--

EMP_C

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

EMP_S

--

--

--

--

--

--

--

--

--

--

--

--

--

--

X

--

--

--

ENV_NET

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

ENV_C

--

--

--

X

--

--

--

--

--

--

--

--

--

X

ENV_S

--

--

--

--

--

--

--

--

--

--

--

--

--

o

NONUS_NET

--

--

--

--

--

--

--

--

--

X

--

NONUS_C

--

--

--

--

--

--

--

--

--

--

--

NONUS_S

--

--

--

--

--

--

--

--

OTH_NET

--

o

--

X

--

--

--

--

--

--

--

--

o

--

--

o

--

--

OTH_C

--

o

--

X

--

--

--

--

--

--

--

--

o

--

--

--

--

--

OTH_S

--

o

--

--

--

--

--

o

PROD_NET

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

PROD_C

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

PROD_S

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

--

MIL_C

--

--

--

--

--

--

ATG_C

--

--

X

NUC_C

--

X

--

--

X =

variable is statistically significant, and contains the correct sign

o =

variable is statistically significant, but contains the incorrect sign

-- =

variable is not statistically significant

blank =

insufficient data to perform regression analysis on this variable


Exhibit 15 – Regression Summary by Industry for ROA Rank versus SRI Score (Significance at 95% Level)
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Exhibit 22 – Regression Summary by Industry for Cost of Equity Capital versus SRI Score (Significance at 95% Level)
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Exhibit 23 – Regression Summary by Industry for Cost of Equity Capital versus SRI Score (Significance at 90% Level)
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Appendix A:  Summary of Interviews with Practitioners of Socially 

Interview 1: Jen Bonaccorsi, Pax World Funds

The first conversation was with Jen Bonaccorsi, a social analyst for Pax World Funds, the oldest SR fund.  Social analysts are the professionals at socially responsible funds who are responsible for portfolio screening.  In discussing the current trends in SRI, she noted that Pax is currently lobbying the SEC to require greater disclosure on environmental and labor issues as well as racial discrimination lawsuits.  In addition, the group is supporting the International Right to Know Bill and asking for more disclosure on the overseas operations in U.S.-based companies.  She thinks we will begin to see increased transparency and better corporate governance in the companies Pax follows.  As part of the screening process, Pax looks at companies’ auditors and the percentage of fees those auditors get from consulting and auditing for use in their screening decision.

In our research, we found that each social fund has slightly different screening criteria.  Pax’s portfolio managers bring their investment ideas to the social screening group.  At that point, Ms.  Bonaccorsi evaluates those companies using a multitude of resources.  She subscribes to two databases (KLD and CERES) and also uses recent SEC filings.  These filings will also disclose lawsuits pending for environmental issues.  In addition, the social screening group will go to the company website to look for community relations efforts, a diversity initiative in the company, as well as any pertinent information that appear in the press releases.  In the next step, they do Internet searches analyzing the company via the EPA website and other sources to determine if any environmental groups are raising problems about the company.  They use 10-K filings to assess female representation among a company’s executive officers.  After this process, if there is still uncertainty about the screening decision, the social screening group will call the company.  

When asked how its screening process is changing, Ms.  Bonaccorsi said the fundamentals of Pax’s screens have changed very little in its thirty years of operations.  It is important to note that Pax claims to be the oldest socially responsible fund in the US.  Traditionally, Pax would not invest in a company if it was on the Department of Defense’s 100 largest vendors list, but now it tries to rationalize the business of some of these companies such as FedEx who only provide shipping services.  As its funds are not religious, it does not screen for issues like abortion or stem cell research.  

In terms of developments in the field, the Internet plays a more significant role than it did in the past.  There are new socially responsible investment websites available, and the quality of information gets better as database providers like KLD and CERES continue to improve.  These resources are an incredible source of information on new developments, particularly as so many new issues are cropping up such as Enron, stem cell research, and genetically modified foods.

In our preliminary research we found several claims through the year 2000 where social funds were reportedly beating benchmarks like the S&P 500.  However, some theories propose this was due to these funds’ heavy weightings in technology and telecom.  When asked how the technology/telecom bust had affected Pax, Ms.  Bonaccorsi stated that Pax tends to be stricter on SRI analysis than funds like Domini and Calvert and therefore it was not as heavily invested in technology.  Pax’s largest fund is a balanced fund and therefore many of those types of companies did not fit into its style preference.  Pax screened out many semiconductor manufacturers due to environmental issues and many others due to Department of Defense contracts.  While Pax currently screens out 100% for association with any type of weapons business, Ms.  Bonaccorsi noted some funds only screen out if a company has more than two percent of its business in weapons.

While currently SR funds are being critiqued for becoming too inclusive, she stated that it is not an issue with Pax due to their long history in the business.  Now some funds are doing more positive screening, including companies for best practices, and therefore may have an ExxonMobil or an automotive manufacturer in a fund.  This positive screening process is relatively new and somewhat controversial among the traditional players in the industry.

Many people claim that SR investing has extra hidden costs in the form of risk and/or lower return.  They feel that SRI portfolio risk is actually less since companies with potential lawsuits are screened out.  Ms.  Bonaccorsi feels companies that are thinking about environmental and labor issues tend to be better managed and therefore are better investments in general.  When asked how she thought SRI affected company’s cost of capital, she stated they always view it as the company should see a long term cost savings by being socially responsible.  These less risky cash flows should theoretically lower a company’s cost of capital.  One example is the importance of energy conservation.  She said some companies are already doing this by designing energy efficient buildings, plants, etc.  but most don’t do a good job marketing this fact to the public.  Environmental protection in plants should help reduce the risk and therefore cost of capital of a company.  As another example, Europe just passed legislation that will force automobiles to be returned to manufacturers in the future so they can be recycled.  This will force the automobile industry to consider using significantly more recyclable material in its automobiles.

Many company executives wonder if it is truly a benefit to be included in a social fund.  Ms.  Bonaccorsi’s response was that Pax does not publicize many of the companies it screens in or out because there is a legal liability issue around saying that a company is good or bad without a disclaimer.  Pax has started writing company profiles that go out in its newsletter highlighting companies that have excelled in social responsibility.  The company believes that companies that are socially responsible will be saving in the long term through happier employees and stronger community relations.  Pax encourages companies to join CERES, the organization that defined ten socially responsible principles on which a member company has to report on each year.  (Note:  Ford recently joined the organization).

We also asked if different skills were required for SR vs.  non-SR fund managers.  Bonaccorsi said that most of the fund’s portfolio managers come from a pure financial background and they bring investment ideas to her group to do the screening for them.  The social screening group usually screens out about 25% of the companies they review.

When we asked her how Pax looked at the automotive industry, she responded that General Motors and Ford have been screened out because the companies are major manufacturers for the Department of Defense.

Ms.  Bonaccorsi discussed the current trends in demand for SRI stating that many 401-K, pension funds, and estate plans are adding either SR investment vehicles or direct screening.  These plans market their funds through magazine ads and disclose all of their voting on their website.

Interview 2: Diane South, Citizens Funds

The next interview was with Diane South, Social Analyst and Screener for Citizens Funds.  In our discussion about the current trends in SRI, she noted that Citizens wants to exploit increased corporate governance including consulting restrictions for auditors, transparency in financial reporting, and executive compensation.  In relation to executive compensation, one of its portfolio managers is interested in looking into this issue.  GE has several resolutions filed in relation to the subject (2000 proxy items 6,7, and 8).  In addition, E-Trade has had a lot of publicity about this.  She states that income made from pensions should not be included in bonuses reported.  

The Interfaith Center on Corporate Responsibility (IRRC) is a database provider like KLD that the company uses for its research.  We found it interesting to note that Citizens contracts with IRRC for proxy voting service to vote on its over 2000 proxies presumably to save time, but the fund still has to spend time on every broad proxy issue subject to make a guideline for proxy voting.  

Discussing the funds’ screening process, Ms.  South stated if it were to look at Ford Motor Company for example, it is environmental and labor issues (not necessarily its defense business as with the Pax fund) that causes Ford to be screened out.  The fund also screens for human rights issues and animal testing.  

In terms of research and information sources, Citizens uses KLD, IRRC, Lexis Nexis, company websites and annual reports.  It also claims to have a proprietary ‘Google’ string (from the internet search engine at www.google.com) that it uses to conduct customized searches on companies and specific SRI-related issues.  We found it interesting that Ms.  South claimed Citizens’ free Google string could beat most of the current fee-based sources in the market.  If the investment professionals have more questions after research with these sources, they will then call investor relations at the company.  Other people in her department then review the investment.  The level of contact with companies includes sending a survey to every company in which they invest, some of which are returned.  Overall, if the investment professionals have any issue at all, they call the company directly.

When asked how the company’s screening process was changing, Ms.  South noted that some internal debates exist on different issues related to the screening process.  In an attempt to bolster Citizens’ reputation the company hired an expert on corporate governance from Thailand.  Citizens has a growth-oriented bias and will have continue to invest at higher risk levels.  Currently Citizens screens for “no material involvement” in weapons manufacture, not just Department of Defense contracts.  

Ms.  South also spoke about the effect of the recent tech/telecom bust on Citizens funds.  She said they have been negatively affected by the tech market bust and are wondering if they can maintain their level of performance against the appropriate benchmarks.  

Ms.  South said that she doesn’t think anyone really does positive screening in practice, and that it is a concept driven by the marketing department but not necessarily a reality.  However, she did note an example of Citizens’ style in which a social analyst recommended a company to the portfolio managers due to its ‘best in class’ status.  The company, Herman Miller, a furniture company, is an example of a company with a positive social profile that was included in the fund for that reason.

The Citizens analysts are always looking for good companies and will take ideas from anywhere.  They work as a single team (i.e.  equity analyst and social analyst together) compared to many firms that separate these decisions into two different functional managers.

When asked about the current critique that SR funds are becoming too inclusive, Ms.  South said that SRI is not the same thing to everyone and therefore some people criticize others because different funds have different approaches and different screens.  Citizens’ retail investors are very passionate about investing.  She continued to point out that the costs/risks of SRI are similar to the risk of purchasing any equity investment, and that it is good to know what you are buying as an investor, but many investors don’t understand the risks of investing in equities in general.

Speaking on the current trends in demand for SRI, more pension funds and 401-K’s are providing people with an SRI option.  While most retirement funds are currently offering only one SR fund option, Ms.  South believes that down the road people will be able to choose from several SR fund options.  

When we discussed the issue of how being socially responsible affects a company’s cost of capital, Ms.  South noted that case studies serve as a useful tool.  In the last three years several papers have linked social and environmental performance to financial performance.  (However, Nike, for example, will deny that its labor policies affected their revenue.)

In terms of whether different skills are required for SR vs.  non-SR fund managers, South stated that the skill set is not different but to be an SR fund manager you have to bring an interest in the field.  Individuals that think the constraint is irritating would probably not like working for a socially responsible fund.

With regard to the outlook for SRI, Ms.  South thinks the next 10 years will bring a much greater demand for SR funds.  She doesn’t think the field currently has the marketing power it really needs.  Furthermore, she believes fiduciary duty will be redefined so that values will be incorporated into investing, thereby allowing investment guidelines to include social rewards as well as financial rewards.

Interview 3: Mike Isenberg, Sustainable Asset Management

The third interview was with Mike Isenberg, a Sustainability Analyst for Sustainable Asset Management (SAM).  The company has two main functions: managing a large cap fund with $100 million under management and developing the Dow Jones Sustainability Index.  This index is composed of 300 of the 2500 companies on the Dow Jones list of companies that are considered to be sustainability leaders.  SAM is based out of Switzerland and Mr.  Isenberg’s job is to broadly cover US companies by gathering information through an online assessment process in which companies voluntarily enter their information.  SAM assesses some companies that don’t voluntarily participate.

Commenting on the current trends in SRI, Mr.  Isenberg stated the company currently faces challenges trying to balance financial criteria and corporate responsibility.  SAM analyzes different sectors in terms of different levels of performance (i.e.  the automotive industry is judged by different standards than the telecom industry), but it does apply certain baseline standards.  Overall the investment professionals try to take into account what companies are doing to integrate social and sustainability issues into their business practices.

Describing their screening process, Mr.  Isenberg said SAM has a rating process which involves using positive and negative screening and evaluating companies against a set of criteria, drawing evaluative conclusions based on a predetermined formula.  Ford was not selected last year due the Firestone recall but Mr.  Isenberg believes Ford is very progressive compared to most auto companies.  SAM does all of its research in-house and does not use either the KLD or the IRRC database like the two previous fund companies.  Mr.  Isenberg stated that SAM technically doesn’t screen, it just scores companies based on the questionnaire in which there is a minimum score to pass.  SAM’s screening process is changing in the following ways:  it is trying to sharpen its knowledge of sustainability issues, become more industry specific in its rating process, and incorporate more financial performance as a factor in the index.

Mr.  Isenberg said the tech/telecom bust did not affect them very severely because SAM holds more European and large cap companies.  When asked about the critique that SR funds are becoming too inclusive, he said SAM’s approach hasn’t changed, but that the professionals are trying to fine-tune that approach.

Mr.  Isenberg did not think that there is a clear answer yet to how social responsibility affects a company’s cost of capital and wasn’t sure if it really affects cost of capital at all.  He noted that a company receives a few benefits by being included in SAM’s index in that a company is allowed to use the SAM logo in its annual report or on its website.  Furthermore, SAM provides the company free benchmarking and gives every company feedback on the results of the information it fills out.

Mr.  Isenberg did not think there are different skills required for SR vs.  non-SR fund managers, However, he stated that in order to be an SR fund manager you need to be able to think more broadly and be more open.  In other words, you speak a different language.  He thinks the distinguishing factor for SAM compared to other SR funds is its broad examination of the “triple bottom line” as more of a rating approach.  The “triple bottom line” is composed of the following three categories for evaluating a company:  Economic, Environmental, and Social Responsibility.

Interview 4: Fran Teplitz, Social Investment Forum

The final interview was with Fran Teplitz, the managing director of the Social Investment Forum (SIF) in Washington, D.C., which prides itself as being the trade group for socially responsible investing.  Surprisingly, we found her input and views to be quite different from the social analysts with whom we spoke.  This variance may be partly due to the fact that she comes from a non-profit rather than a financial background and so therefore looks at the business quite differently.

Commenting on the current trends in SRI, she stated an increase in community investing which includes financing to provide access to capital to underserved communities.  This type of investment includes financing for childcare facilities, physical infrastructure, and other community facilities.  She also noted that one of the challenges of growth in community investment is that in many circumstances based on past history, an entire community may written off as being “unbankable” and therefore financing for that community is quite difficult to come by.  The Social Investment Forum considers community investing to be the highest growth area for SRI and predicts a significant growth in community investing.  The organization currently has a major campaign in this area.  Ms.  Teplitz is certain that we will see increased awareness of what community investing is.  While it is rare to see mutual funds with a community investment piece, Calvert and Domini funds do have community investment as a component of their funds.  Typically, however, community investment is done through community banks and credit unions.  

Ms.  Teplitz also stated we will see international coordination on social issues.  For example, the United Kingdom Social Investment Forum recently launched a community development program and she expects future coordination with the US.  She also predicted that we would see better international coordination of shareholder motions and/or advocacy and increased global coordination with shareholders.  Shareholder issues like corporate governance and social issues have traditionally been separate.  However, there is gradually becoming a linkage between these two issues.  

She believes that in terms of screening, positive screening will increase to include selecting for companies based on best practices.  In addition, the scope of issues covered will also continue to expand.  Overall, Teplitz expects SRI to continue growing.  

The SIF uses Nelson’s database and conducts extensive polling to determine and follow up on these numbers.  Teplitz was hesitant to give projection numbers for growth for SR funds and assets under management, but he stated that approximately $2 trillion is invested in SRI.

When asked how the tech/telecom bust affected the industry, Ms.  Teplitz stated that many funds suffered due to lack of diversification and will have to return to the basic principles of investing.  When asked about the critique that SR funds are becoming too inclusive, she said there was an increased awareness of this issue but couldn’t comment about it.

With regard to the current trends in demand for SRI, Ms.  Teplitz stated that people are increasingly aware of the effects of their purchasing decisions on sweatshop labor and other company practices.  In general the Internet and other forms of media now provide people with better information to enable them to invest with their values.  The SRI industry will be better able to market its actual impact on social issues with these new forms of media.  In terms of her long-term view on SRI investing, she argues that a 30-year track record in the conservative financial industry proves that this is not just a fad.  She noted that many major endowments are starting to develop screening procedures and major institutional investors such as CalPERS, the State of New York, and the AFL-CIO as well as many others are now jumping on the bandwagon of socially responsible investing.

Appendix B: Overview of SR Funds Used in Style Analysis

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	American Trust Allegiance
	
	Large Growth
	$25M


The American Trust Allegiance Fund is a growth fund that generally invests in large and mid-cap domestic equities of companies that have demonstrated solid operations and have long-term growth potential.  The fund screens out companies involved in the alcohol, gambling, tobacco, health care or defense industries.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Services
	21.2%
	
	Cash
	
	7.6%
	Cash
	7.6%

	Financials
	19.5%
	
	Jacobs Engineering
	
	2.7%
	Stocks
	92.4%

	Industrial Cyclicals
	15.0%
	
	Apollo Group
	
	2.7%
	Bonds
	0.0%

	 
	 
	
	Darden Restaurants
	
	2.6%
	Other
	0.0%

	 
	 
	 
	General Dynamics
	 
	2.6%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, American Trust Allegiance had a cumulative return of 61.9% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 10.0% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 25.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 91.8% and its R-squared with the market was 75.8%.

In the three years from May 1999-April 2002, American Trust Allegiance had a cumulative return of –18.3% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –6.3 (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 26.3% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark was 90.2% and its R-squared with the market was 67.6%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Aquinas Growth
	
	Large Growth
	$60M


Aquinas Growth Fund is an equity growth fund designed for long-term investors.  The Aquinas Funds overall invest according to Catholic principles, and therefore avoid companies with ties to abortion, contraceptives, weapons, and human right violations, among other things.  

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	19.5%
	
	Johnson & Johnson
	
	2.3%
	Cash
	4.7%

	Technology
	18.6%
	
	Lab Corp of America
	
	2.0%
	Stocks
	94.7%

	Health
	14.1%
	
	Citigroup
	
	1.9%
	Bonds
	0.0%

	 
	 
	
	Concord EFS
	
	1.9%
	Other
	0.6%

	 
	 
	 
	Procter & Gamble
	 
	1.8%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Aquinas Growth had a cumulative return of 66.1% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 10.5% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 19.8% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 91.4% and its R-squared with the market was 79.1%.

In the three years from May 1999-April 2002, Aquinas Growth had a cumulative return of 2.6% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 0.8% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 18.1% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 90.5% and its R-squared with the market was 76.6%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Aquinas Small-Cap
	
	Small Growth
	$6M


The Aquinas Small-Cap Fund seeks capital appreciation through investments in common and preferred stock, convertible debt securities and warrants.  Companies are selected for investment based on their potential for above-average growth in revenues, earnings, or cash flow.  Same restrictions as other Aquinas Funds.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Services
	32.5%
	
	Bisys Group
	
	3.0%
	Cash
	4.6%

	Technology
	14.3%
	
	Radian Group
	
	2.9%
	Stocks
	95.4%

	Industrial Cyclicals
	11.4%
	
	SunGard Data Systems
	
	2.7%
	Bonds
	0.0%

	 
	 
	
	Lennar
	
	2.5%
	Other
	0.0%

	 
	 
	 
	Americredit
	 
	2.5%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Aquinas Small-Cap had a cumulative return of 21.5% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 3.9% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 14.0% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 84.2% and its R-squared with the market was 53.0%.

In the three years from May 1999-April 2002, Aquinas Small-Cap had a cumulative return of –5.4% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –1.8% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 15.4% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 80.2% and its R-squared with the market was 42.9%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Aquinas Value
	
	Large Value
	$41M


The Aquinas Value Fund seeks to provide investors with capital appreciation and current income.  It invests primarily in income-producing securities, such as dividend-paying common stocks.  Same restrictions as other Aquinas Funds.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financial
	42.4%
	
	Kimberly-Clark
	
	3.6%
	Cash
	1.8%

	Industrial Cyclicals
	15.2%
	
	Bank of America
	
	3.6%
	Stocks
	98.2%

	Retail
	9.0%
	
	Citigroup
	
	3.2%
	Bonds
	0.0%

	 
	 
	
	Wells Fargo
	
	2.9%
	Other
	0.0%

	 
	 
	 
	Chevron Texaco
	 
	2.8%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Aquinas Value had a cumulative return of 21.7% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 3.9% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 16.5% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 92.7% and its R-squared with the market was 66.0%.

In the three years from May 1999-April 2002, Aquinas Value had a cumulative return of –5.2% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –1.7% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was –5.2% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 92.7% and its R-squared with the market was 56.2%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Ariel Appreciation
	
	Mid-Cap Blend
	$1.5B


Ariel Appreciation invests in mid-cap value stocks and looks for long-term capital appreciation.  The fund will not invest in companies involved in the manufacture of weapons, the production of nuclear energy, or whose primary source of revenue is derived from the production of tobacco products or companies that are harming the environment.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Services
	33.3%
	
	Repurchase Agreement
	
	5.4%
	Cash
	5.4%

	Financials
	20.5%
	
	Cendant
	
	4.2%
	Stocks
	94.6%

	Consumer Durables
	16.0%
	
	MBIA
	
	4.1%
	Bonds
	0.0%

	 
	 
	
	Rouse
	
	4.1%
	Other
	0.0%

	 
	 
	 
	MBNA
	 
	3.8%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Ariel Appreciation had a cumulative return of 133.5% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 18.2% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 16.7% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 72.8% and its R-squared with the market was 77.2%.

In the three years from May 1999-April 2002, Ariel Appreciation had a cumulative return of 42.2% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 12.1% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 16.4% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 63.2% and its R-squared with the market was 71.4%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Calvert Capital Accumulation A
	
	Mid-Cap Growth
	$115M


 Calvert Capital Accumulation Fund is a moderately aggressive mid-cap growth fund that seeks to provide long-term capital appreciation.  The fund selects companies for investment by examining each company’s societal impact in the following broad areas: the environment, workplace practices, product safety and impact, international operations and human rights practices, weapons contracting and indigenous people’s rights.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Technology
	28.2%
	
	FHLMC 1.79%
	
	7.5%
	Cash
	7.5%

	Services
	21.6%
	
	Kohl's
	
	4.3%
	Stocks
	92.5%

	Retail
	15.0%
	
	Harley-Davidson
	
	4.2%
	Bonds
	0.0%

	 
	 
	
	Health Mgmt Association
	
	3.4%
	Other
	0.0%

	 
	 
	 
	Amerisource Bergen
	 
	3.4%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Calvert Capital Accumulation A had a cumulative return of 53.2% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 8.8% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 23.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 88.3% and its R-squared with the market was 83.0%.

In the three years from May 1999-April 2002, Calvert Capital Accumulation A had a cumulative return of –4.6% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –1.5% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 23.5% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 84.8% and its R-squared with the market was 79.8%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Calvert New Vision Small Cap A
	
	Small Growth
	$145M


 Calvert New Vision Small Cap is an aggressive small cap growth fund that invests in companies that seize emerging opportunities through development innovative products and services.  Same exclusionary screens as other Calvert Funds.
	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Services
	30.1%
	
	FHLMC 1.79%
	
	12.2%
	Cash
	12.2%

	Financials
	20.8%
	
	New Century Financial
	
	3.8%
	Stocks
	87.6%

	Technology
	17.8%
	
	Americredit
	
	3.1%
	Bonds
	0.1%

	 
	 
	
	Viad
	
	2.9%
	Other
	0.0%

	 
	 
	 
	Kansas City Southern Inds
	 
	2.9%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Small Value.  In the last three years of that period, the fund remained at Small Value.

In the five years from May 1997-April 2002, Calvert New Vision Small Cap A had a cumulative return of 78.0% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 12.0% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 21.6% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 82.3% and its R-squared with the market was 80.2%.

In the three years from May 1999-April 2002, Calvert New Vision Small Cap A had a cumulative return of 82.3% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 21.5% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 21.4% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 83.5% and its R-squared with the market was 79.6%.  

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Calvert Social Investment Equity A
	
	Large Blend
	$361M


Calvert Social Investment Equity Fund is a moderately aggressive large cap blend fund that seeks capital appreciation through investment in equities.  Same screens as other Calvert Funds.
	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Health
	19.4%
	
	Questar
	
	3.4%
	Cash
	1.9%

	Technology
	17.6%
	
	Avon Products
	
	3.4%
	Stocks
	95.8%

	Financials
	16.4%
	
	EOG Resources
	
	3.2%
	Bonds
	2.3%

	 
	 
	
	WellPoint Health Networks
	
	3.0%
	Other
	0.0%

	 
	 
	 
	Johnson & Johnson
	 
	2.9%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Calvert Social Investment Equity A had a cumulative return of 82.2% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 12.5% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 18.5% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 86.4% and its R-squared with the market was 83.5%.

In the three years from May 1999-April 2002, Calvert Social Investment Equity A had a cumulative return of 27.3% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 8.2% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 16.4% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 87.9% and its R-squared with the market was 87.8%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Delaware Social Awareness
	
	Large Blend
	$24M


Delaware Investment’s Social Awareness Fund seeks long-term capital appreciation.  The Fund focuses primarily on equity securities of mid-to large-size companies.  The Fund excludes companies that engage in: activities harmful to the natural environment, related to nuclear power production, related to defense, related to the liquor, tobacco or gambling industries or related to animal testing for cosmetic and personal care products.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	23.1%
	
	Microsoft
	
	3.0%
	Cash
	0.3%

	Technology
	19.9%
	
	Citigroup
	
	3.0%
	Stocks
	99.7%

	Services
	14.0%
	
	Eli Lilly
	
	2.8%
	Bonds
	0.0%

	 
	 
	
	SBC Communications
	
	1.8%
	Other
	0.0%

	 
	 
	 
	Fannie Mae
	 
	1.8%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund shifted to Large Growth.

In the five years from May 1997-April 2002, Delaware Social Awareness Fund had a cumulative return of 33.3% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 5.8% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 19.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 95.1% and its R-squared with the market was 93.7%.

In the three years from May 1999-April 2002, Delaware Social Awareness Fund had a cumulative return of –14.5% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –5.0% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 18.3% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 95.2% and its R-squared with the market was 94.6%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Devcap Shared Return
	
	Large Blend
	$23M


Devcap Shared Return Fund is the only socially screened U.S.  mutual fund providing a mechanism for investors to share annual investment returns with the world's microentrepreneurs.  Its portfolio of socially screened companies closely tracks the S&P.  Shared returns benefit Catholic Relief Services' poverty lending programs throughout the developing world.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	20.6%
	
	Dreyfus/Laurel Funds
	
	8.7%
	Cash
	0.0%

	Technology
	17.2%
	
	General Electric
	
	2.9%
	Stocks
	99.8%

	Services
	11.5%
	
	ExxonMobil
	
	2.8%
	Bonds
	0.1%

	 
	 
	
	Microsoft
	
	2.7%
	Other
	0.1%

	 
	 
	 
	Wal-Mart Stores
	 
	2.4%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Devcap Shared Return had a cumulative return of 53.6% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 8.8% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 18.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 96.9% and its R-squared with the market was 96.7%.

In the three years from May 1999-April 2002, Devcap Shared Return had a cumulative return of –14.7% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –5.0% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 16.4% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 96.5% and its R-squared with the market was 98.5%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Domini Social Equity
	
	Large Blend
	$1.2B


Domini Social Equity Fund seeks long-term capital growth and is designed to match the Domini 400 Social Index.  The Domini screens companies for their contributions to community and the environment, as well as their internal practices with regard to diversity and employee relations.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	25.9%
	
	Microsoft
	
	5.3%
	Cash
	0.0%

	Technology
	21.9%
	
	Johnson & Johnson
	
	3.7%
	Stocks
	100.0%

	Services
	13.1%
	
	Intel
	
	3.6%
	Bonds
	0.0%

	 
	 
	
	American Intl Group
	
	3.4%
	Other
	0.0%

	 
	 
	 
	Coca-Cola
	 
	2.6%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Domini Social Equity had a cumulative return of 41.7% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 7.1% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 18.8% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 95.4% and its R-squared with the market was 96.7%.  

In the three years from May 1999-April 2002, Domini Social Equity had a cumulative return of –19.3% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –6.9% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 17.7% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 93.3% and its R-squared with the market was 95.7%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Dreyfus Premier Third Century Z
	
	Large Growth
	$717M


Dreyfus Premier Third Century Fund seeks capital growth by investing in companies that enhance the quality of life in America.  Dreyfus considers companies’ records proper use of our natural resources, occupational health and safety, consumer protection and product purity, and equal employment opportunity.  The fund will not invest in tobacco companies.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	26.9%
	
	US T-Bill 1.68%
	
	5.3%
	Cash
	7.9%

	Technology
	19.6%
	
	Pfizer
	
	4.0%
	Stocks
	92.1%

	Health
	18.3%
	
	Royal Dutch Petroleum ADR
	
	3.6%
	Bonds
	0.0%

	 
	 
	
	Coca-Cola
	
	3.2%
	Other
	0.0%

	 
	 
	 
	Johnson & Johnson
	 
	3.1%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Dreyfus Premier Third Century Z had a cumulative return of 27.0% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 4.9% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 21.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 96.5% and its R-squared with the market is 92.0%.

In the three years from May 1999-April 2002, Dreyfus Premier Third Century Z had a cumulative return of –25.4% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –9.3% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 21.1% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 95.8% and its R-squared with the market is 90.1%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Green Century Equity
	
	Large Blend
	$32M


The Green Century Equity Fund's objective is to achieve long-term total return and invests in the Domini Social Index Portfolio, which is screened to exclude those companies with the worst environmental and social records.  

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Technology
	25.8%
	
	Microsoft
	
	5.3%
	Cash
	0.0%

	Financials
	22.4%
	
	Johnson & Johnson
	
	3.7%
	Stocks
	100.0%

	Services
	14.5%
	
	Intel
	
	3.6%
	Bonds
	0.0%

	 
	 
	
	American Intl Group
	
	3.4%
	Other
	0.0%

	 
	 
	 
	Coca-Cola
	 
	2.6%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Green Century Equity had a cumulative return of 37.9% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 6.6% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 18.7% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 95.4% and its R-squared with the market was 96.7%.

In the three years from May 1999-April 2002, Green Century Equity had a cumulative return of –20.5% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –7.4% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 17.6% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 93.3% and its R-squared with the market was 95.7%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Neuberger Berman Socially Responsible
	
	Large Value
	$84M


Neuberger Berman Socially Responsible Fund seeks long-term capital appreciation by investing in common stock of companies that meet both financial standards and social criteria.  Its social screens include leadership criteria (environment, diversity, workplace, community) and avoidance screens (tobacco, gambling, alcohol, weapons, nuclear).

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	28.0%
	
	UnitedHealth Group
	
	5.2%
	Cash
	4.6%

	Energy
	16.9%
	
	Repurchase Agreement
	
	4.4%
	Stocks
	95.4%

	Technology
	15.2%
	
	Keyspan
	
	4.4%
	Bonds
	0.0%

	 
	 
	
	Citigroup
	
	4.3%
	Other
	0.0%

	 
	 
	 
	Liberty Media
	 
	4.2%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Neuberger Berman Socially Responsible Fund had a cumulative return of 42.2% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 7.3% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 17.5% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 92.0% and its R-squared with the market was 83.7%.

In the three years from May 1999-April 2002, Neuberger Berman Socially Responsible Fund had a cumulative return of –2.9% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –1.0% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 15.7% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 88.7% and its R-squared with the market was 79.0%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	New Alternatives Fund
	
	Small Blend
	$50M


New Alternatives Fund looks to achieve long-term capital gains through equity investing.  The Fund invests with an emphasis on the environment and alternative energy.  Investments include recycling, clean water, natural foods, solar cells, fuel cells, and pollution control.  Exclusionary screens include weapons, testing on animals, and nuclear power.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Utilities
	33.0%
	
	Fuelcell Energy
	
	10.4%
	Cash
	9.5%

	Industrial Cyclicals
	25.3%
	
	Idacorp
	
	6.1%
	Stocks
	90.5%

	Technology
	14.5%
	
	Keyspan
	
	5.7%
	Bonds
	0.0%

	 
	 
	
	United Natural Foods
	
	4.9%
	Other
	0.0%

	 
	 
	 
	Atmos Energy
	 
	4.9%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Small Growth.  In the last three years of that period, the fund remained at Small Growth.

In the five years from May 1997-April 2002, New Alternatives Fund had a cumulative return of 47.4% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 8.1% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 25.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 54.3% and its R-squared with the market was 23.7%.

In the three years from May 1999-April 2002, New Alternatives Fund had a cumulative return of 37.1% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 11.1% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 28.5% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 43.0% and its R-squared with the market was 15.6%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Noah Fund
	
	Large Growth
	$11M


The Noah fund seeks capital appreciation consistent with preservation of capital, as adjusted for inflation and current income through investing primarily in common stocks.  As a matter of fundamental policy, the fund may not invest in securities of businesses engaged, directly or through subsidiaries, in the alcoholic beverage, tobacco, pornographic and gambling industries, or in companies in the business of abortion.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Technology
	28.7%
	
	Microsoft
	
	7.4%
	Cash
	0.0%

	Retail
	19.0%
	
	Intel
	
	5.1%
	Stocks
	100.0%

	Utilities
	17.8%
	
	Abbott Labs
	
	4.3%
	Bonds
	0.0%

	 
	 
	
	Home Depot
	
	3.9%
	Other
	0.0%

	 
	 
	 
	Wal-Mart Stores
	 
	3.9%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, the Noah Fund had a cumulative return of 20.7% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 3.8% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 26.4% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 89.9% and its R-squared with the market was 71.2%.

In the three years from May 1999-April 2002, the Noah Fund had a cumulative return of –38.5% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –15.0% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 26.6% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 92.7% and its R-squared with the market was 61.1%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Parnassus
	
	Large Growth
	$417M


The Parnassus Fund invests in companies that are contributing positively in terms of the environment, ethical standards, equal employment opportunity and civic commitment, and avoid companies that operate in any industry promoting tobacco, alcohol, defense, nuclear power or gambling.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Technology
	45.1%
	
	Fannie Mae
	
	6.5%
	Cash
	61.2%

	Financials
	42.1%
	
	Freddie Mac
	
	6.1%
	Stocks
	37.6%

	Retail
	7.5%
	
	LSI Logic
	
	3.0%
	Bonds
	0.0%

	 
	 
	
	Petsmart
	
	2.8%
	Other
	1.2%

	 
	 
	 
	Adaptec
	 
	2.6%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, the Parnassus Fund had a cumulative return of 84.3% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 13.0% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 26.8% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 68.7% and its R-squared with the market was 54.5%.

In the three years from May 1999-April 2002, the Parnassus Fund had a cumulative return of 44.0% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 12.9% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 20.0% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 68.9% and its R-squared with the market was 55.3%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Parnassus Equity Income
	
	Large Value
	$105M


Parnassus Equity Income’s principal investment objective is income and growth of capital and bases its investment decisions on two primary factors --- a company's financial strength and its environmental and social policies.  The Equity Income Fund tries to achieve its objective by investing primarily in a diversified portfolio of equity securities that pay above-average dividends and that the portfolio manager believes have the potential for capital appreciation.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Financials
	42.0%
	
	Fannie Mae
	
	7.7%
	Cash
	0.0%

	Technology
	17.4%
	
	Johnson & Johnson
	
	6.5%
	Stocks
	74.7%

	Health
	12.8%
	
	Redback Networks Bd 5%
	
	6.0%
	Bonds
	0.0%

	 
	 
	
	Freddie Mac
	
	5.8%
	Other
	25.3%

	 
	 
	 
	Adaptec 4.75%
	 
	4.5%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Parnassus Equity Income had a cumulative return of 92.5% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 14.0% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 13.9% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 80.0% and its R-squared with the market was 75.2%.

In the three years from May 1999-April 2002, Parnassus Equity Income had a cumulative return of 37.4% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of 11.2% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 11.4% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 83.3% and its R-squared with the market was 82.8%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Security Social Awareness A
	
	Large Blend
	$12M


Security Social Awareness Fund is a fund offered by Security Benefit Group, a socially  responsible financial services organization.  The fund seeks to invest in companies that contribute substantially to their communities, maintain a positive record on employee relations, actively promote women and minorities, implement benefits policies that support working parents, and take notably positive steps in addressing environmental challenges.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	Technology
	26.1%
	
	Microsoft
	
	6.6%
	Cash
	0.0%

	Financials
	22.8%
	
	American Intl Group
	
	5.0%
	Stocks
	96.9%

	Services
	14.4%
	
	Johnson & Johnson
	
	4.9%
	Bonds
	3.1%

	 
	 
	
	Intel
	
	4.1%
	Other
	0.0%

	 
	 
	 
	Merck
	 
	3.1%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Growth.  In the last three years of that period, the fund remained at Large Growth.

In the five years from May 1997-April 2002, Security Social Awareness A had a cumulative return of 32.4% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 5.8% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 18.1% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 95.8% and its R-squared with the market was 96.1%.

In the three years from May 1999-April 2002, Security Social Awareness A had a cumulative return of –20.6% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –7.4% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 17.1% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 93.9% and its R-squared with the market was 95.2%.

	Fund
	Morningstar Rating
	Morningstar Category
	Size

	Women’s Equity
	
	Large Blend
	$13M


The Women's Equity Fund invests in public companies that advance the social and economic status of women in the workplace.  It seeks to provide long-term capital appreciation by investing in equity securities.

	Top Three Sectors
	%
	 
	Top Five Holdings
	 
	%
	Asset Allocation
	%

	 Financials
	20.8%
	
	Cash
	
	5.9%
	Cash
	5.9%

	Health
	18.6%
	
	Johnson & Johnson
	
	4.0%
	Stocks
	94.1%

	Industrial Cyclicals
	13.0%
	
	BP PLC ADR
	
	4.0%
	Bonds
	0.0%

	 
	
	
	Bank of America
	
	3.4%
	Other
	0.0%

	 
	 
	 
	Illinois Tool Works
	 
	3.4%
	 
	 


Based on its asset allocation from May 1997-April 2002, StyleAdvisor categorized this fund as Large Value.  In the last three years of that period, the fund remained at Large Value.

In the five years from May 1997-April 2002, Women’s Equity had a cumulative return of 70.0% (versus a cumulative return of 52.5% for the S&P500) and an annualized return of 11.2% (versus an annualized return of 7.6% for the S&P500).  The standard deviation of its annualized returns was 17.3% versus 17.9% for the S&P500.  In that same time period the fund’s R-squared with its Style Benchmark was 91.9% and its R-squared with the market was 89.0%.

In the three years from May 1999-April 2002, Women’s Equity had a cumulative return of –0.3% (versus a cumulative return of –13.0% for the S&P500) and an annualized return of –0.1% (versus an annualized return of –5.7% for the S&P500).  The standard deviation of its annualized returns was 15.0% versus 16.9% for the S&P500.  The fund’s R-squared with its Style Benchmark is 86.0% and its R-squared with the market was 82.9%.

Notes:

Information regarding these 20 funds was taken from StyleAdvisor 6.0, the Social Investment Forum, Morningstar and individual fund companies.  Morningstar star ratings are based on Morningstar analysts' estimates of each fund’s fair value: five-star stocks are undervalued at their current prices while one-star stocks are overvalued at their current prices.  The ratings noted above are based on closing prices on May 31, 2002.
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R Squared

		Asset Allocation - 5 YEARS

		Single Computation

		April 1997 - April 2002

		No of Funds		20

		Manager Results

				American Trust Allegiance		Aquinas Growth		Aquinas Small-Cap		Aquinas Value		Ariel Appreciation		Calvert Capital Accumulation A		Calvert New Vision Small Cap A		Calvert Social Investment Equity A		Delaware Social Awareness A		Devcap Shared Return		Domini Social Equity		Dreyfus Premier Third Century Z		Green Century Equity		Neuberger Berman Socially Resp Inv		New Alternatives		Noah		Parnassus		Parnassus Income Equity Income		Security Social Awareness A		Women's Equity		Frequency of Top Asset Allocation		%

		Salomon 3-month T-bill		0.616921		1.07791		20.5693		0		4.37423		0		0.354467		0		0		4.24217		3.77323		0.196525		4.09817		0		21.9578		0		0		24.3505		7.09024		1.77612		2		10%

		Russell 1000 Value		0		23.8322		36.6518		92.0282		71.2066		25.0696		7.40197		43.5367		42.2392		44.0219		39.6595		22.0841		39.46		63.03		20.4997		0		33.9379		32.7685		38.2264		68.7769		16		80%

		Russell 1000 Growth		77.5011		39.658		12.1936		0		0		42.3298		0		40.3597		49.4901		51.7359		56.5673		73.3054		56.4418		23.1589		0		79.8522		24.0535		25.9084		54.6833		29.447		14		70%

		Russell 2000 Value		1.59523		17.784		24.4508		7.97181		24.4191		16.8667		56.1163		14.5319		8.27069		0		0		3.09976		0		13.8111		10.4236		0		0		16.7952		0		0		4		20%

		Russell 2000 Growth		20.2867		17.6479		6.13456		0		0		15.7339		36.1273		1.57166		0		0		0		1.31426		0		0		47.1189		20.1478		42.0087		0.177295		0		0		4		20%

		Conclusions vs. Composition of a Replicating Style Benchmark
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Performance Table

		Performance Table

		May 1997 - April 2002.  Single Computation.

				Portfolio Performance						vs. Style Benchmark														vs. S&P 500 Index

				Annualized Return (%)		Cumulative Return (%)		Std Dev (%)		Annualized Excess Return (%)		Cumulative Excess Return (%)		Info Ratio		Significance Level (%)		Explained Variance (%)		Tracking Error (%)		Benchmark Turnover (%)		Annualized Excess Return (%)		Cumulative Excess Return (%)		Info Ratio		Significance Level (%)		Explained Variance (%)		Tracking Error (%)

		American Trust Allegiance		9.95		61.93		25.1		4.08		28.34		0.56		87.09		91.69		7.23		9.03		1.29		9.44		0.1		58.43		75.75		12.99

		Aquinas Growth		10.49		66.08		19.76		1.72		12.7		0.29		72.69		90.83		5.99		15.92		1.84		13.59		0.2		66.74		79.13		9.03

		Aquinas Small-Cap (Russell 2000)		3.91		21.53		13.97		-5.92		-39.57		-0.92		95.47		79		6.4		14.03		-5.64		-37.49		-0.36		77.18		52.82		15.79

		Aquinas Value		3.94		21.68		16.49		-6.9		-47.03		-1.55		99.15		92.71		4.46		2.34		-4.72		-30.82		-0.45		81.98		66.03		10.59

		Ariel Appreciation (Russell Midcap)		18.16		133.55		16.73		6.88		61.38		0.78		93.13		72.33		8.8		6.82		5.61		51.17		0.7		91.15		77.24		8.07

		Calvert Capital Accumulation A (S&P Midcap 400)		8.76		53.21		23.08		-0.01		-0.08		0		50.1		86.33		8.89		15.43		-8.8		-74.36		-0.92		95.47		83.02		9.52

		Calvert New Vision Small Cap A (Russell 2000)		12.02		78.04		21.6		1.3		10.22		0.14		61.93		82.19		9.11		14.29		2.46		19.01		0.24		69.52		80.11		10.2

		Calvert Social Investment Equity A		12.53		82.22		18.45		3.05		23.73		0.44		81.61		85.8		6.95		13.29		3.87		29.73		0.51		85.05		83.53		7.55

		Delaware Social Awareness A		5.81		33.26		19.05		-3.07		-20.84		-0.72		91.68		95.09		4.28		12.84		-2.84		-19.24		-0.59		88.09		93.75		4.8

		Devcap Shared Return		8.81		53.63		18.09		0.56		3.96		0.16		63.49		96.36		3.45		12.84		0.16		1.14		0.06		55.34		98.02		2.55

		Domini Social Equity		7.14		41.17		18.79		0.1		0.67		0.02		52.06		94.96		4.22		12.66		-0.41		-2.73		-0.12		59.87		96.65		3.49

		Dreyfus Premier Third Century Z		4.9		27		21.08		-1.37		-8.5		-0.34		75.72		96.28		4.07		9.82		-2.65		-16.9		-0.41		80.11		91.97		6.42

		Green Century Equity		6.64		37.92		18.73		-0.39		-2.54		-0.09		57.85		95.01		4.18		12.72		-0.91		-5.98		-0.26		70.84		96.66		3.47

		Neuberger Berman Socially Resp Inv		7.3		42.22		17.54		-2.19		-15.13		-0.43		80.86		91.75		5.12		10.38		-0.25		-1.69		-0.03		52.94		83.66		7.32

		New Alternatives (Russell 2000)		8.07		47.43		25.05		0.27		1.83		0.02		51.31		51.3		17.48		20.01		-5.69		-43.15		-0.28		72.16		35.06		20.23

		New Alternatives (S&P 500)		8.07		47.43		25.05		0.27		1.83		0.02		51.31		51.3		17.48		20.01		0.52		3.52		0.02		51.96		23.84		22.57

		Noah		3.84		20.73		26.42		-0.91		-5.38		-0.11		59.12		90.02		8.36		8.22		-3.71		-23.17		-0.25		69.95		71.09		14.88

		Parnassus		13		84.28		26.82		5.79		42.62		0.37		77.82		66.31		15.57		17.22		5.45		40.38		0.3		73.36		54.44		18.21

		Parnassus Income Equity Income		14		92.52		13.86		5.53		42.35		0.87		94.57		79.11		6.33		14.97		6.45		48.62		0.71		91.44		75.24		9.03

		Security Social Awareness A		5.77		32.41		18.11		-1.24		-7.95		-0.32		74.62		95.39		3.89		13.26		-1.78		-11.5		-0.5		84.12		96.1		3.58

		Women's Equity		11.2		70.01		17.25		2.7		19.63		0.52		85.21		91.04		5.17		10.5		3.65		26.11		0.61		88.6		88.99		5.94





Risk-Return Table

		

		Risk-Return Table

		May 1997 - April 2002:  Annualized Summary Statistics

				Return (%)		Std Dev (%)		Downside Risk (%)		Beta vs. Market		Beta vs. Style		Alpha vs. Market (%)		Alpha vs. Style (%)		R-Squared vs. Market (%)		R-Squared vs. Style (%)		Sharpe Ratio		Tracking Error vs. Market (%)		Tracking Error vs. Style (%)		Observs.

		American Trust Allegiance		9.95		25.1		18.56		1.2257		0.9818		1.58		3.92		75.82		91.77		0.2053		12.9883		7.2171		61

		Aquinas Growth		10.49		19.76		14.7		0.9854		0.9706		2.16		0.95		79.12		91.35		0.2885		9.0339		5.8393		61

		Aquinas Small-Cap		3.91		13.97		10.01		0.4477		1.1811		-3		-4.75		52.97		84.24		-0.0631		15.7948		5.8895		61

		Aquinas Value		3.94		16.49		11.4		0.7505		1.0214		-3.36		-5.98		65.99		92.74		-0.052		10.5907		4.4519		61

		Ariel Appreciation		18.16		16.73		12.54		0.925		0.9555		5.84		6.23		77.24		72.75		0.7988		8.0718		8.7591		61

		Calvert Capital Accumulation A		8.76		23.08		17.66		1.0181		1.2058		-7.29		-1.85		82.99		88.26		0.1717		9.5184		8.7216		61

		Calvert New Vision Small Cap A		12.02		21.6		15.48		0.8518		1.0069		3.06		2.54		80.16		82.32		0.3344		10.2047		9.0935		61

		Calvert Social Investment Equity A		12.53		18.45		13.59		0.9455		0.9618		4		1.15		83.52		86.35		0.4192		7.5538		6.8522		61

		Delaware Social Awareness A		5.81		19.05		14.18		1.0336		1.0191		-2.58		-3.05		93.74		95.12		0.0534		4.8005		4.2212		61

		Devcap Shared Return		8.81		18.09		13.37		1.0033		0.9547		0.17		-0.31		98.02		96.86		0.2223		2.5455		3.3109		61

		Domini Social Equity		7.14		18.79		13.88		1.0356		0.963		-0.36		-0.36		96.65		95.35		0.1253		3.4945		4.1124		60

		Dreyfus Premier Third Century Z		4.9		21.08		15.69		1.1324		1.0054		-2.4		-1.67		91.96		96.47		0.0052		6.424		3.9609		60

		Green Century Equity		6.64		18.73		13.84		1.0322		0.9609		-0.83		-0.82		96.66		95.41		0.0991		3.4703		4.0821		60

		Neuberger Berman Socially Resp Inv		7.3		17.54		12.67		0.8992		1.0638		0.13		-2.09		83.65		92		0.1432		7.3163		5.0607		60

		New Alternatives		8.07		25.05		17.48		0.918		1.1416		-2.59		2.43		34.95		54.27		0.1312		20.2288		17.0787		60

		New Alternatives		8.07		25.05		17.48		0.6835		1.1416		3.36		2.43		23.73		54.27		0.1312		22.5746		17.0787		60

		Noah		3.84		26.42		19.61		1.2503		1.0173		-2.63		-1.1		71.18		89.87		-0.0358		14.8787		8.4243		60

		Parnassus		13		26.82		19.96		1.1096		0.9797		6.77		7.43		54.45		68.7		0.3064		18.2091		15.0149		60

		Parnassus Income Equity Income		14		13.86		10.56		0.6741		0.9168		6.82		6.01		75.2		80.04		0.6648		9.0266		6.2972		60

		Security Social Awareness A		5.77		18.11		13.15		0.9951		0.9698		-1.6		-1.67		96.1		95.77		0.0546		3.5785		3.7628		60

		Women's Equity		11.2		17.25		12.77		0.9124		0.9814		3.68		2.71		88.98		91.94		0.3716		5.9376		4.909		60

		S&P 500 Index		7.55		17.85		13.23		1		0.9802		0		-0.18		100		99.21		0.1549		0		1.6269		60

		Russell 2000 Value		13.77		16.09		12.37		1		1		0		0		100		100		0.5582		0		0		60





Upside-Downside

		Up/Down Table

		May 1997 - April 2002.  Single Computation.

				# of Months				Average Return (%)				Average Return (%) vs. Market				Average Return (%) vs. Style				Month (%)				1-Year (%)				Market Benchmark (%)						Style Benchmark (%)

				Up		Down		Up		Down		Up Market		Down Market		Up Market		Down Market		Best		Worst		Best		Worst		Up Capture		Down Capture		R-Squared		Up Capture		Down Capture		R-Squared

		American Trust Allegiance		34		27		6.32		-5.58		5.79		-4.91		6.21		-5.44		14.46		-16.61		58.37		-50.23		132		119.2		75.82		104.3		94.9		91.77

		Aquinas Growth		35		26		4.92		-4.28		4.79		-3.77		4.73		-4.38		12.57		-18.16		51.07		-30.68		103.2		96.6		79.12		95.8		94.5		91.35

		Aquinas Small-Cap		31		30		3.54		-2.85		2.48		-2.81		2.71		-3.16		7.96		-8.37		30.82		-23.41		40.9		59		52.97		101		135.4		84.24

		Aquinas Value		33		28		3.8		-3.54		3.19		-3.04		3.33		-3.47		13.12		-13.55		38.75		-13.55		61.9		80.4		65.99		80.4		108.7		92.74

		Ariel Appreciation		42		19		3.93		-3.81		4.23		-2.4		4.34		-2.55		12.95		-12.26		51.03		-16.46		106.8		81.5		77.24		117.6		89.9		72.75

		Calvert Capital Accumulation A		35		26		5.67		-5.46		5.19		-5.22		5.39		-4.69		12.11		-18.03		48.73		-36.58		93.9		120.6		82.99		115.7		117.8		88.26

		Calvert New Vision Small Cap A		34		27		5.46		-4.29		4.47		-3.99		4.56		-3.77		15.31		-18.26		69.18		-27.81		81.6		79.1		80.16		96		89.3		82.32

		Calvert Social Investment Equity A		34		27		4.88		-3.59		4.62		-3.26		4.57		-3.5		11.26		-18.19		48.35		-17.3		98.4		85.8		83.52		93.4		91		86.35

		Delaware Social Awareness A		32		29		4.9		-4.09		4.6		-4.38		4.6		-4.38		11.43		-16.27		52.69		-29.45		98.2		107.7		93.74		95.6		107		95.12

		Devcap Shared Return		34		27		4.69		-4		4.69		-4		4.52		-4.1		9.63		-14.76		48.47		-27.28		100.9		100.2		98.02		93.8		96.5		96.86

		Domini Social Equity		33		27		4.78		-4.24		4.7		-4.14		4.71		-4.15		10.16		-14.78		43.03		-27.42		102.3		103.1		96.65		95.1		97.7		95.35

		Dreyfus Premier Third Century Z		31		29		5.42		-4.58		5		-4.82		5.06		-4.89		10.52		-15.83		44.71		-39.72		110.5		115.9		91.96		95.7		101.8		96.47

		Green Century Equity		33		27		4.73		-4.27		4.65		-4.17		4.65		-4.17		10.12		-14.82		42.24		-27.79		100.8		103.5		96.66		93.8		98.2		95.41

		Neuberger Berman Socially Resp Inv		33		27		4.34		-3.71		4.2		-3.54		4.23		-3.58		9.71		-17.07		39.47		-12.93		88.3		91.1		83.65		101.1		110.1		92

		New Alternatives		34		26		5.75		-5.43		3.37		-3.07		3.91		-3.3		18.16		-16.89		73.7		-31.5		78.9		100.7		34.95		98.5		94.3		54.27

		Noah		31		29		6.6		-5.8		5.7		-5.61		6.14		-6.16		14.11		-17.52		60.03		-49.53		130.3		131.2		71.18		101.2		103.6		89.87

		Parnassus		36		24		6.25		-6.06		5.53		-3.81		5.55		-3.84		13.61		-23.73		91		-43.1		123.2		100.4		54.45		98.3		83		68.7

		Parnassus Income Equity Income		40		20		3.34		-3.15		3.7		-1.91		3.6		-1.99		9.16		-14.12		46.43		-6.71		76.1		54.2		75.2		103.1		72.7		80.04

		Security Social Awareness A		31		29		4.78		-3.86		4.38		-4.01		4.38		-4.01		10.72		-13.68		37.65		-29.7		93.2		100.3		96.1		91.2		98.9		95.77

		Women's Equity		37		23		4.19		-4.1		4.54		-3.3		4.54		-3.3		12.52		-16.44		43.09		-12.29		97.8		86.1		88.98		104.6		94		91.94

		S&P 500 Index		33		27		4.61		-3.99		4.61		-3.99		4.61		-3.99		9.78		-14.46		41.07		-26.62		100		100		100		98.5		99.5		99.21

		Russell 2000 Value		37		23		3.94		-3.24		3.94		-3.24		3.94		-3.24		10.75		-15.66		41.77		-22.03		100		100		100		100		100		100

		Max										5.79		-1.91		6.21		-1.99

		New Alternatives		34		26		5.75		-5.43		3.37		-3.07		3.91		-3.3		18.16		-16.89		73.7		-31.5		78.9		100.7		34.95		98.5		94.3		54.27

		Russell 2000 Value		37		23		3.94		-3.24		3.94		-3.24		3.94		-3.24		10.75		-15.66		41.77		-22.03		100		100		100		100		100		100

		S&P 500 Index		33		27		4.61		-3.99		4.61		-3.99		4.61		-3.99		9.78		-14.46		41.07		-26.62		100		100		100		98.5		99.5		99.21





Yearly and Calendar Returns

		Calendar Year Return

		May 1997 - April 2002						S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap

				Y.T.D.		2001										2000										1999										1998

		American Trust Allegiance		-0.0204		-0.2701		-0.1513								-0.1153		-0.0242								0.3869		0.1765								0.3622		0.0764

		Aquinas Growth		-0.0342		-0.1608		-0.042								0.0248		0.1159								0.2326		0.0222								0.2195		-0.0663

		Aquinas Small-Cap		-0.0411		-0.1083		0.0105		-0.2485						0.0319		0.123		-0.1961						0.0406		-0.1698		0.0555						0.0846		-0.2012		0.1491

		Aquinas Value		-0.0254		-0.0629		0.0559								-0.0119		0.0792								0.0112		-0.1992								0.055		-0.2308

		Ariel Appreciation		0.0621		0.1623		0.2811								0.1882		0.2793								-0.0379		-0.2483								0.1955		-0.0903

		Calvert Capital Accumulation A		-0.0896		-0.129		-0.0102								0.1015		0.1926								0.0615		-0.1489								0.2935		0.0077

		Calvert New Vision Small Cap A		0.0766		0.0762		0.195		-0.064						0.1023		0.1934		-0.1257						0.2303		0.0199		0.2452						-0.0943		-0.3801		-0.0943

		Calvert Social Investment Equity A		-0.0113		0.0067		0.1255								0.1161		0.2072								0.2317		0.0213								0.1089		-0.1769

		Delaware Social Awareness A		-0.0549		-0.1055		0.0133								-0.1107		-0.0196								0.1361		-0.0743								0.1575		-0.1283

		Devcap Shared Return		-0.0611		-0.1306		-0.0118								-0.0997		-0.0086								0.2131		0.0027								0.3189		0.0331

		Domini Social Equity		-0.0471		-0.1276		-0.0088								-0.1505		-0.0594								0.2263		0.0159								0.3299		0.0441

		Dreyfus Premier Third Century Z		-0.0785		-0.2372		-0.1184								-0.129		-0.0379								0.3016		0.0912								0.3017		0.0159

		Green Century Equity		-0.048		-0.1329		-0.0141								-0.1552		-0.0641								0.2197		0.0093								0.3231		0.0373

		Neuberger Berman Socially Resp Inv		-0.0299		-0.0257		0.0931								-0.0044		0.0867								0.0704		-0.14								0.1501		-0.1357

		New Alternatives		-0.0084		-0.1242		-0.0054		-0.2644						0.5176		0.6087		0.2896						0.0847		-0.1257		0.0996						-0.1001		-0.3859		-0.0356

		Noah		-0.0659		-0.2327		-0.1139								-0.2825		-0.1914								0.3056		0.0952								0.5133		0.2275

		Parnassus		-0.0852		0.0784		0.1972								0.0198		0.1109								0.4774		0.267								0.014		-0.2718

		Parnassus Income Equity Income		0.0025		0.0997		0.2185								0.0636		0.1547								0.2278		0.0174								0.1105		-0.1753

		Security Social Awareness A		-0.052		-0.1308		-0.012								-0.1247		-0.0336								0.1553		-0.0551								0.3039		0.0181

		Women's Equity		-0.0083		-0.0316		0.0872								0.0255		0.1166								0.083		-0.1274								0.2877		0.0019

		S&P 500 Index		-0.058		-0.1188										-0.0911										0.2104										0.2858

		Russell 2000 Value		0.1344		0.1402										0.228										-0.0149										-0.0645

		% outperform						0.5		0								0.6		0.3333333333								0.55		1								0.45		0.3333333333

		Manager vs Benchmark: Return through April 2002

		(not annualized if less than 1 year)

		(not annualized if less than 1 year)				S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap				S&P		R 2000		R Midcap		S&P Midcap

				1 year										2 years										3 years										4 years										5 years

		American Trust Allegiance		-0.153		-0.0267								-0.2409		-0.1129								-0.0712		-0.0138								0.0134		0.0084								0.0843		0.0088

		Aquinas Growth		-0.1001		0.0262								-0.1155		0.0125								0.0044		0.0618								0.0223		0.0173								0.1026		0.0271

		Aquinas Small-Cap		-0.0492		0.0771		-0.2735						-0.0757		0.0523		-0.309						-0.0357		0.0217		-0.2023						-0.0178		-0.0228		-0.0946						0.0359		-0.0396		-0.1018

		Aquinas Value		-0.0708		0.0555								-0.0449		0.0831								-0.0507		0.0067								-0.0298		-0.0348								0.0345		-0.041

		Ariel Appreciation		0.1853		0.3116								0.2463		0.3743								0.1078		0.1652								0.1142		0.1092								0.1797		0.1042

		Calvert Capital Accumulation A		-0.1598		-0.0335								-0.0895		0.0385								-0.0302		0.0272								-0.001		-0.006								0.0818		0.0063

		Calvert New Vision Small Cap A		0.1552		0.2815		-0.0691						0.0655		0.1935		-0.1678						0.1854		0.2428		0.0188						0.071		0.066		-0.0058						0.1305		0.055		-0.0072

		Calvert Social Investment Equity A		-0.0099		0.1164								0.0007		0.1287								0.0763		0.1337								0.0777		0.0727								0.1198		0.0443

		Delaware Social Awareness A		-0.1284		-0.0021								-0.1278		0.0002								-0.0581		-0.0007								-0.0359		-0.0409								0.0476		-0.0279

		Devcap Shared Return		-0.1303		-0.004								-0.1393		-0.0113								-0.0587		-0.0013								0.0071		0.0021								0.0745		-0.001

		Domini Social Equity		-0.1114		0.0149								-0.1514		-0.0234								-0.0688		-0.0114								0.001		-0.004								0.0714		-0.0041

		Dreyfus Premier Third Century Z		-0.2174		-0.0911								-0.2146		-0.0866								-0.0929		-0.0355								-0.0249		-0.0299								0.049		-0.0265

		Green Century Equity		-0.116		0.0103								-0.1559		-0.0279								-0.0737		-0.0163								-0.0042		-0.0092								0.0664		-0.0091

		Neuberger Berman Socially Resp Inv		-0.0502		0.0761								-0.0172		0.1108								-0.0098		0.0476								0.0049		-0.0001								0.073		-0.0025

		New Alternatives		-0.1759		-0.0496		-0.4002						0.0433		0.1713		-0.19						0.1108		0.1682		-0.0558						0.0413		0.0363		-0.0355						0.0807		0.0052		-0.057

		Noah		-0.16		-0.0337								-0.2755		-0.1475								-0.1497		-0.0923								-0.0319		-0.0369								0.0384		-0.0371

		Parnassus		-0.0406		0.0857								-0.1002		0.0278								0.1292		0.1866								0.0811		0.0761								0.13		0.0545

		Parnassus Income Equity Income		0.0694		0.1957								0.0364		0.1644								0.1116		0.169								0.1102		0.1052								0.14		0.0645

		Security Social Awareness A		-0.123		0.0033								-0.1548		-0.0268								-0.0741		-0.0167								-0.0096		-0.0146								0.0577		-0.0178

		Women's Equity		0.0054		0.1317								-0.0147		0.1133								-0.001		0.0564								0.044		0.039								0.112		0.0365

		S&P 500 Index		-0.1263										-0.128										-0.0574										0.005										0.0755

		Russell 2000 Value		0.2243										0.2333										0.1666										0.0768										0.1377

		% Outperform				0.65		0								0.65		0								0.6		0.3333333333								0.5		0								0.5		0






