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Whether it’s initiatives focused on protecting the environment or
how companies treat their employees, the concept of sustainability
has become mainstream. People want to better understand how their
actionsimpact the environment and the world around them, and more
importantly, they want to do their part to make things better.

Sustainability is also transforming the investment industry. Increas-
ingly, investors are seeking investment solutions that reflect their per-
sonal values and take into account sustainable objectives while also
delivering long-term financial success. More than just a way to do good
or a statement of principles, sustainable investing is quickly becoming
recognized as a way to create lasting positive and tangible environmen-
tal and social impact, while still meeting investment return objectives.

Sustainable investing strategies have grown globally. Studies indicate
more than $20 trillion is dedicated to sustainable investing strategies
around the world and over 25% of all professionally managed assets in
the United States are invested according to these principles!.

In many ways, we view sustainable investing as an evolution of tradi-
tional investment portfolios that will unfold over the years ahead as fi-
nancial and non-financial considerations impact investment decisions
and lead to better outcomes overall.

Sustainable Investing Approaches

There are many ways in which an investor can implement a sustain-
able investment approach. Historically, sustainable investing strate-
gies have generally fallen into one of two categories: those that seek to
avoid exposure and those that target a specific outcome.

For many investors, the most well-known sustainable investing ap-
proach is Socially Responsible Investing (SRI). SRI strategies, also
commonly known as “values-based” or “do-no-harm strategies,” are
designed to reflect an investor’s religious, personal, or ethical beliefs.
For example, many SRl strategies will exclude alcohol, tobacco, certain
weapons-related companies, or other companies, sectors, or indus-
tries that can be considered controversial or offensive. Energy stocks
are another common type of exclusion. While SRI strategies can be an
effective way to reflect one’s personal beliefs, research has shown that
reducing your investment opportunity set by excluding certain sectors
has had a negative impact on investment performance over time.

On the other end of the spectrum lies Impact Investing. Impact strat-
egies invest with the intention of generating a positive, measurable
impact, alongside an acceptable investment return, by investing in
public companies but also potentially non-profits or other non-tradi-
tional investment vehicles, often in a private vehicle (as opposed to a
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traditional mutual fund). These strategies could be considered the purest form of sustainable investing, as investment
dollars are directed toward the specific outcomes that matter most to the investor. But they may not be accessible to all
investors; moreover, the bar for vehicles that truly achieve a measurable outcome is very high.

Within a more traditional portfolio framework, another important approach is Thematic Investing, which concentrates
investments on a specific idea or theme, like clean energy, gender diversity, or climate change. These can be appealing
approaches to complement a diversified portfolio for investors who have strong convictions. However, from a perfor-
mance perspective, concentrating your investments in a singular theme is likely to result in volatile performance and
without proper overall diversification it will make it difficult to reach long-term return objectives.
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The framework that most closely integrates sustainability with traditional investing is ESG investing, by which issues
related to environmental, social, and governance sustainability are integrated into the portfolio management process.
Because of its close connection to investment strategies most investors understand and already pursue, we (and many
others) view ESG as an effective approach to sustainable investing. ESG investing strategies may combine elements of
SRIand Impact alongside a core focus on investing with high-quality companies for which there is a strong financial and
non-financial investment case, often working with those companies to drive positive change and long-term shareholder
value. Importantly, we believe ESG strategies offer better flexibility than more restrictive approaches, can be executed
to help clients reflect their personal values, and encourage positive environmental and social practices, while also al-
lowing clients to realize their long-term investment goals.

How ESG Strategies Align with Social Outcomes

ESG strategies invest in companies that are perceived as leaders, or that are showing marked improvement, in promot-
ing best practices on a variety of environmental, social, and corporate governance issues. The idea being that compa-
nies who possess strong or improving ESG characteristics will ultimately lead to positive social and financial outcomes.
(As a related point, companies that are strong or improving their ESG characteristics may be amenable to additional
positive changes driven by their shareholder base through proxy voting or shareholder resolutions.)

Companies are adopting more sustainable business practices, and from an investment perspective, sustainability data
is becoming more robust. Over the past two decades, the level of climate-related, environmental, and sustainable re-
porting data has increased significantly to the point where it’s becoming prevalent across the investment industry.
Much in the same way that an investor can assess the revenue and profitability of a company, analysts can now assess
the environmental and societal impact of a company relative to its peers. (That said, ESG data has quite a bit further
to go in achieving the consistent quality and depth of today’s available financial data. But the area of data integrity is
getting a lot of focus from SRI or ESG organizations and from large investment firms and institutional investors.)
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As a starting point, most ESG strategies will apply an avoidance screen to exclude certain products or industries from
their portfolio (like alcohol, tobacco, and firearms). From there, fund managers can apply an ESG analysis by which
companies get evaluated versus their peers on a variety of environmental, social, and corporate governance factors.

In practice, ESG analysis can be applied to investment decisions in a variety of ways. Some fund managers choose to
invest in only “best-in-class” companies, those that have strong ESG performance relative to peers. Others apply a
more absolute strategy in which they avoid companies that don’t meet a minimum level of ESG quality, even if the firm
is significantly better than their industry peers. (The definition of “quality” is not standardized.) While others take it a

step further and implement sustainability “themes,” such as renewable energy, water management, low carbon, and
gender diversity.

Promoting positive social and environmental change through corporate engagement is another key outcome for ESG
strategies. However, engagement is tricky. Individual investors are usually unable to make their voices heard. Profes-
sional fund managers, on the other hand, have the ability to influence corporate behavior toward more sustainable

business practices through a variety of measures, including engaging with company management on sustainability
issues, proxy votes, and shareholder proposals, among others.

The underlying goal of ESG strategies is to favor those businesses with a more sustainable footprint and to avoid any
company with egregious patterns of behavior around workplace, environmental, or other social issues, while still
achieving a competitive rate of investment return. Increased scrutiny of corporate practices sponsored by large pools

of shareholder dollars combined with more general public awareness and pressure can have—and is having—the effect
of changing corporate behavior toward more sustainable practices.
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Sustainable Investing and Performance

As with any investment approach, one of the measures of sustainable investing strategies will be how they perform.
Beyond achieving the peace of mind that your investments are having a positive impact, numerous studies have shown
that companies who operate in a sustainable manner can provide better investment performance?. Intuitively, this
makes sense. If high-quality fundamental analysis can identify well-run companies, incorporating ESG analysis, focus-
ing on reputational, regulatory and environmental risk, should be able to capture unforeseen non-financial risks that
can negatively affect performance. ESG analysis attempts to minimize these negative surprises, which we believe has
the potential to improve long-term, risk adjusted returns.

The chart below shows the performance for US, developed international, and emerging market stocks versus their ESG
equivalents. This is a simple example, but as we can see, incorporating an ESG overlay has resulted slight outperfor-
mance relative to their broad market counterparts.
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In Conclusion

Sustainable investing has been around for decades. However, only more recently, as sustainability has become more
mainstream and investor interest has grown, have we started to see a greater number of high-quality investment op-
tions become available. As the ESG landscape continues to grow, bringing more and higher-quality investment options,
we can enhance the value we’re able to deliver to clients in both investment results and sustainable outcomes.

The Litman Gregory ESG portfolios offer investors access to a range of globally diversified, risk-managed portfolios, that
help clients realize their long-term investment objectives, while also focusing on global sustainability.

Please consult your Advisor to learn more about the ways you can invest in ESG and how these strategies could impact
your overall investment plan.

?“The Impact of Corporate Sustainability on Organizational Processes and Performance”, Robert G. Eccles, loannis loannou, and George Serafeim
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About Litman Gregory

Founded in 1987, Litman Gregory is a nationally recognized boutique wealth management firm based in the San
Francisco Bay Area. Since its founding, Litman Gregory has provided investment advisory and wealth management
services to individuals, multi-generational families, and institutions. Over the years, we’ve also had the opportu-
nity to share the research, investment portfolios, and communications we’re providing our own clients with other
financial professionals to use with their clients. Financial advisors have been selecting Litman Gregory as a research
partner and investment strategist for their clients since 1996.

www.lgam.com
925.254.8999
information@lgam.com

These materials are intended for the use of investment professionals only and may contain information that is not suitable for all investors. This presentation is provided by Lit-
man Gregory Asset Management, LLC (“Litman Gregory”) for informational purposes only and no statement is to be con-strued as a solicitation or offer to buy or sell a security, or
the rendering of personalized investment advice. There is no agreement or understanding that Litman Gregory will provide individual advice to any investor or advisory client in
receipt of this document. Certain information constitutes “forward-looking statements” and due to various risks and uncertainties actual events or results may differ from those
projected. Past performance may not be indicative of future results and there can be no assurance the views and opinions expressed herein will come to pass. Investing involves
risk, including the potential loss of principal. Any reference to a market index is included for illustrative purposes only, as an index is not a security in which an invest-ment can be
made. Indexes are unmanaged vehicles that do not account for the deduction of fees and expenses generally associated with investable products. For additional information
about Litman Gregory, please consult the Firm’s Form ADV disclosure documents, the most recent versions of which are available on the SEC’s Investment Adviser Public Disclo-
sure website (www.adviserinfo.sec.gov) and may otherwise be made available upon written request. For discretionary use by investment professionals.




