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What Does it All Mean?

HAL
BRILL

Even I, a grizzled 20-year veteran of the financial trenches, am impressed with the magnificence of the news barrage that is erupting daily.
If you dare to turn on the news you’ll be treated to glorious vollies of
mind-numbing data, celebrity scandals (big-name corporate celebrities,
that is) and political intrigue, all overlaid on the normal flow of environmental tsunami’s and geo-political posturing. We are indeed living in
interesting times!
CONTINUED ON PAGE 2

2008 Shareholder Advocacy Report

MICHAEL
KRAMER

Among social investors, much attention is paid to the importance of
advocacy as a key strategy to reform company policies. In theory, successful advocacy has the potential to evolve corporate management
practices to where it considers the impact the company has on communities, employees, customers, and ecosystems. Shareholders are an
important stakeholder group, and the SRI industry uses its ownership of
stock shares to build corporate cultures of responsiveness. In theory, such
CONTINUED ON PAGE 3

CHIRSTOPHER
PECK

In 2000 I wrote an article about what I called “Conservation Investments,” about how we should think of the money that we spend on
saving money and energy as investments, not as expenses. At the time
gas was under $2 a gallon, global warming was known (but only by
some of us here on the lunatic fringe), and Operation Iraqi Liberation
(OIL) was not yet, I was going to say conceived, but turns out that’s not
quite right, but you get my point. My, how times have changed! A gallon
CONTINUED ON PAGE 4

What’s Up on Wall Street

SCOTT
SECREST

The U.S. stock market tried to advance during the second quarter, but
negative economic and consumer sentiment events turned back the
would-be recovery. A staggering rise in energy prices has created a
major impact on the economy and the markets. As the quarter came to a
close, oil was trading at a record $140 per barrel, doubling in price in just
one year.
CONTINUED ON PAGE 6
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FROM PAGE 1 For investors, and for all
engaged citizens, it is doubly important
to look past the daily grind to see the
larger “megatrends” that are playing
out. The short-term gyrations of the
stock market could be compared to
your car’s odometer. While it does track
your progress, it knows nothing about
the future direction you are heading.
As investors, we need to know whether
the convulsions of our economic system
are driving us off a cliff, or if we are
going through a painful but necessary
repair zone before we hit a smoother
road. In other words, is it time to hit the
‘eject’ button and catapult out of the
car, or, do we make sure our seatbelt is
fastened and navigate carefully through
the construction zone?

For those of you in the fast lane (ok,
enough with the car analogy!), I’ll just
give you my take: I’m actually MORE
optimistic about our long-term prospects BECAUSE of some of the painful
events that are unfolding. I recognize
that many people (and species) are suffering from these changes. Of course
that knowledge makes me sad and
sometimes angry at a system that has
been warped by excessive greed. But
humans often need to learn via the
school of hard knocks – and some
amount of carnage is inevitable. Our
only hope is that we actually are learning something, and on that score I believe there are some encouraging signs.
Here’s one lesson that is being grokked
by the masses – the awareness that our
ecological footprint is now as big or
bigger than the whole planet and that
we need to change our ways. In 1973,
when the oil embargo caused gas prices
to double, Americans got a sneak peak
of the future, and they didn’t like what
they saw. Our “addition to oil” was
seen for the first time, and President
Nixon called on citizens to conserve
energy. President Carter even had solar
panels installed at on the White House
roof, but by 1986 President Reagan
had them removed, his visible state2
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ment to the world made while gutting
a host of conservation and renewable
energy research initiatives. For the past
8 years, the Bush/Cheney/Rove triumvirate continued that legacy, stalling any
meaningful commitment to addressing
global warming.
But not even Bush & Cheney, with
their deep oil ties, cannot put the fossil fuel idol back together again. High
prices are sending painful signals to
consumers, and they are responding.
Americans are driving less, and despite
the anemic state of mass transit in the

both presidential candidates trying to
outdo the other with promises to address global warming and high energy
prices. A Green Jobs Corps program is
a keystone of Obama’s “New Energy
for America” program, and New York
Times columnist Thomas Friedman’s is
calling for a Green New Deal.
On the investment front, 2007 saw
$148 billion worldwide in sustainable
energy investments, a 60% increase
over 2006, according to the United
Nations Environmental Program’s report
“Global Trend in Sustainable Energy
Investment 2008.” Companies with
promising technology improvements
are finding no shortage of capital. As
Scott Secrest writes (see “What’s Up on
Wall Street”), here at Natural Investments we believe that 2008 is the right
time to roll out “Worldview Plus” versions of our model portfolios that place
an extra emphasis on renewable energy
and clean technologies.
Of course the prospect of an ice-free
Arctic Ocean this summer, and Greenland’s land mass emerging from the
ice, is enough to scare the bejeezus
out of anyone, especially those living
near a coastline. Recent studies have
convinced scientists that the earth is
warming even faster than predicted. But
at least the stage is set for an alignment
of political, corporate/investment and
consumer commitment. Finally, we can
look forward to an era when all 3 of
these sectors will be rowing in the same
direction!

U.S., rider ship is up. Acres of guzzlers
clog automobile dealerships, while
automakers scurry to produce a wave
of green cars that will be bursting into
the market in the next couple of years.
Toyota, trying to keep in front of the
pack, just announced that they will
produce a Prius that has solar panels on
the roof! GM has some cool designs in
the works, but with their stock is at a 34
year low (good thing that Natural Investors typically avoid GM!), their very
survival is at stake.
In addition, renewable energy sales
are soaring, with lots of encouraging
signs that the boom will accelerate. The
political winds are unmistakable, with

Let me turn to one more situation that
is causing short-term pain but has a
silver lining… the “credit crunch”. In the
last year, huge financial powerhouse
firms have been forced to write-off
billions of dollars of supposedly sound
investments. We’ve seen bankruptcies
and emergency measures taken by the
Federal Reserve to maintain some semblance of order in the marketplace. It is
normal during times of crisis to have the
government step in.
But something else is going on that has
historical significance. There is now
widespread agreement that a major
cause of the credit crunch is excessive
deregulation. Columnist E.J. Dionne

of the Washington Post calls this “the
biggest political story of 2008”, but
one that is getting scant attention from
the media. For 3 decades, since the
Reagan-era, deregulation has been
the sacred mantra of our economic
conversations. Belief that the so-called
free market would raise all boats, and
that government should just get out of
the way, has ruled the day, with many
protective rules and regulatory agencies
gutted.
Now, the fact that our economy is in
a tailspin, with powerful institutions
failing, is causing a re-think of that basic
assumption. Congressman Barney Frank
says that one of the prime causes of the
sub-prime debacle was the loosening of
regulations that formerly provided more
oversight of investment banks. Fed
Chairman Ben Bernake and Treasury
Secretary Henry Paulson are working on rules aimed at preventing the
calamities that have befallen the credit
markets.

FROM PAGE 1 integration could raise the bar of corporate behavior enough so that
all companies would meet certain ESG (environmental, social and corporate governance) criteria. If that day ever comes, SRI investors could abandon their original
strategy of “avoidance screening” and focus on positive screening criteria along
with dialogue to continue improving behavior.

Hundreds of shareholder resolutions have been filed this year, and if history is any
indication, many will be withdrawn by acquiescing company executives. About
half of those filed will be voted on by shareholders. A large and growing range
of topics are being addressed with resolutions. Among the most popular social
and environmental issues are global warming, sustainability, sexual orientation
discrimination, health care reform, involvement in Sudan, and the most popular issue, disclosure of political contributions. Ongoing corporate scandals and failures
have kept the attention on governance issues, including executive compensation,
director diversity and selection, auditor independence, separation of the CEO and
Board President positions, and the design of company stock plans.
We are also seeing some less-common but interesting issues being raised by share-

As with the energy situation, it is unfortunate that we’ve had to learn our
lessons the hard way. But I take heart
in knowing that humans have a strong
sense of survival, with the ability to
learn and change course. Business and
investors have always shown a remarkable ability to adapt quickly. Government is slower, but still does respond,
at least when it is hit on the head by
events such as we see today. That
leaves us – we the people – to make
choices about our personal lifestyles,
careers, consumption, votes and investments. With reality hitting home for
many folks, the basic tenets of sustainable living are continuing to spread into
the mainstream.
We are entering a new phase for the
global economy, one that is dominated
by a quest to implement solutions that
work for the good of our common future. There will be many obstacles and
heartbreaking events, but even these
will add impetus towards sweeping
out old assumptions and power structures that no longer serve the needs of
people and our planet.

holders. These include proposals addressing animal welfare, charitable giving, renewable energy, environmental justice, sustainable forestry, genetically-engineered
crops, nuclear waste, recycling, and water use. Other proposals on the docket this
year include product safety, censorship, protection from child pornography, predatory lending, international labor standards, and food security. As you can see there
is no shortage of ideas about how companies can improve!
Most shareholder resolutions are introduced after failed negotiations to persuade
management to voluntarily adopt ethical practices or acknowledge certain types
CONTINUED ON PAGE 4
of risk as material to financial performance (e.g., climate
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FROM PAGE 3 change). The power
to adopt, ignore or reject the interests
of shareholders rests with company
boards of directors, albeit under the
heavy influence of executives. In order
for proxy voters to have their say, these
boards first rejected the proposals.
What many people fail to realize is that
even if a proposal wins the vote, the
company’s board can still ignore them,
as they have no legal obligation to act
on non-binding proposals even when
the majority of shareholders voted in
support.

How well do boards of directors respond to shareholder concerns? Researchers from Harvard Business School
recently released a study called "Board
of Directors' Responsiveness to Shareholders: Evidence from Shareholder
Proposals," that looked for the first time
at how boards of directors respond to
non-binding shareholder proposals. The
study analyzed 620 non-binding, shareholder proposals that received a majority vote at nearly 300 S&P 1500 companies. The study looked at the frequency
with which boards implemented actions
as a result of these majority votes, the
determinants of action, and the consequences of boards' implementation
decisions. The primary conclusion of
the study is that boards are implementing more non-binding proposals than
ever before, to over 40% in 2004.
Why do boards act on proposals? The
study in particular found that shareholder proposals that are most likely to
be implemented had certain traits, such
as a high percentages of votes cast by
directors in favor, proposals presented
by larger shareholders such as public
pension systems, proposals adopted by
industry peers, and proposals dealing
with removing anti-takeover defenses
and instituting certain shareholder rights
are more likely to be implemented.
Among the non-binding proposals,
shareholder rights proposals have the
highest rate of implementation (45% of
the cases), folCONTINUED ON PAGE 7
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FROM PAGE 1 of gas is hitting $5 in
some places, a majority of the American Congress is no longer in denial of
global climate change, and wars for
oil seem almost commonplace. In that
article I was arguing that our exposure
to outside energy costs was dangerous
and expensive, and if we thought and
valued the money we spent on energy
savings as investments, we would see
how profitable they were. Eight years
on, such an argument now seems a

little too obvious. We ought to try and
reduce our energy use… thanks for the
profound insight.
The arguments I made in that article
are still valid, and not just from the
perspective of “I told you so.” I still
hear about how we can’t afford certain
energy reduction or renewable energy
strategies because the “payback period”
is too long. As I demonstrate in that
article, a pay back period for an asset
is more accurately seen as a guide
for what return you’re getting on your
money. Using handy finance shorthand,
the rule of 72, a ten-year payback is
really a 7.2% return on investment. A
twenty-year payback, often ridiculed, is
equivalent to a 3.6% return on invest-

ment, and those returns are tax free.
The returns improve when (not if)
energy prices rise. If you’d like the full
article where I flesh out the argument,
let me know.
So how do I update these ideas for our
current reality? Thanks to the wonder
of interwebs, I’ve been tracking ideas
I call “game changers,” such as shifts
in technology, that facilitate dramatic
reductions in energy use. Two of the
most exciting are the chest fridge and
transportation bikes. Both address two
of the largest areas of personal energy
use; refrigeration represents around
15% of home electricity use, and as we
all know, the one-person one-car transportation model is a global peril.
I love the chest fridge developed by
Australian Tom Chalko, described here:
http://mtbest.net/chest_fridge.html. He
converted a Vestfrost chest freezer into
a refrigerator that consumes about 0.1
kWh a day. That is less than a tenth of
the energy an average refrigerator uses.
Chalko noticed that well-designed chest
freezers actually consume less electricity than fridges of comparable volume,
even though freezers maintain much
colder temperatures inside. While chest
freezers typically have better thermal
insulation than fridges, there is another
reason for their efficiency. Vertical
doors in refrigeration devices are inherently inefficient. As soon as you open
a vertical fridge door – the cold air escapes, simply because it is heavier than
the warmer air in the room. When you
open a chest freezer – the cool air stays
inside, just because it’s heavy. Using
a chest fridge after a lifetime of vertical door fridges requires a change in
habits, and you might have to redesign
your kitchen, no small thing! But when
combined with the coming revolution
in LED lighting and increasing efficiencies in electronic appliances, 90%
reductions in home electricity usage are
within reach.
Transportation bikes have been around

Email me with questions!

for decades, we’re all familiar with rickshaws, the paleta (Mexican popsicle)
bikes wheeling around on hot summer
days, and have perhaps seen someone
wheeling their surfboard down to the
beach. But most bicycles in the US are
racing bikes, for road or trail. Bikes for
carrying cargo, for safe and efficient
transport of people and groceries, have
been available solely as modifications
of racing bikes. Even available town
cruiser style bikes have limited cargo
capacity and exposed chains, requiring
light loads and funny glow-in-the-dark
spandex clothes. Enter CleverCycles.
com, a Portland, OR based bike shop
that specializes in utility bikes such as
the Dutch Bakfiets cargo bike (pictured), long tail bikes (great for hauling
all loads, also pictured), and elegant
city bikes with chain guards and upright
posture (see www.copenhagencyclechic.com for people looking chic
with the right bikes). Their website and
blog documents a transformation in
transportation, with families giving up

their cars and relying solely on bikes
and public transportation for all their
travel needs. This transportation transformation is not only a huge money
saver (even with these high quality
bikes costing a couple grand), it’s great
for our health, brings us closer to our
neighbors, and dramatically reduces
one’s carbon output and ecological
footprint. But where you live and your
community’s road design is the make
or break in this strategy.
If you live more than five
miles from a service hub
(groceries, public transport, etc) it’ll be tough for
this strategy to work.

Resources:
Rocky Mountain Institute has a great
website (www.rmi.org) with downloadable articles, books for sale, and they
do great work. Two books of note:
Homemade Money: How to Save Energy and Dollars in Your Home.
Richard Heede
Factor Four: Doubling Wealth, 		
Halving Resource Use
Ernst von Weizsäcker,
Amory Lovins
Hunter Lovins

Which brings us to one of
the biggest game changers... where we live! I’m
out of space to say much
about that now, but it’s
probably obvious to you
that living way out in a disconnected suburb is getting less and less feasible.
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When the quarter was over, large company U.S. stocks had given
up about 2.75% and foreign stocks had lost 2.25%. An increasing threat of inflation creeping into the U.S. economy (inflation being bad for bond values) pushed
U.S. bonds down by just over 1% for the quarter. Stocks and bonds often move in
opposite directions, but not so this time.
FROM PAGE 1

The stock market, which is a fairly reliable advance reflection of the economy,
actually performed surprisingly well this spring in light of its various and significant
challenges – continued fallout from the sub-prime mortgage fiasco, a weakening
economy, rising energy prices, a shaky housing market and fledging consumer confidence. The value of the U.S. dollar showed resurging strength during the quarter.
Of particular concern is the inflationary
effect that expensive energy imposes
on the global economy and prices of
all kinds of goods and services. Inflation is a danger to any economy, and
is generally bad for stock and bond
investments.
Speculators have been widely blamed
for the astonishing rise in oil prices.
Increasing demand by emerging
economies and tight supplies are valid
root causes. We believe there is some
element of a “bubble” occurring in oil
prices. This won’t be confirmed until
the bubble bursts, and prices decline.
Over in the housing market, unfortunately, foreclosures continue to mount
and the decline in house prices continues. Even at current levels, house prices
relative to incomes are still 10% to 15%
above historical averages. This combined with a slowing job market, soft wages and waning consumer confidence,
suggest continued declines in house prices.
While the U.S. has continued to avoid recession, by the technical definition, there
is plenty of economic hardship and anxiety present today. Slow to negative profit
growth in concert with inflationary pressures is not a good environment for growth
in the stock market. To be sure, market commentators and bloggers of every stripe
are joining in with the negative prognostications.
However, it’s been my experience that as more and more unanimous the chorus
becomes about the health of the economy and the direction of the stock market –
whether good or bad - the closer you’re getting to a shift in direction. Many sage investors know that whenever there is consensus about the markets, it’s often wrong.
While the economic news continues to be troubling in the near term, we believe
that well diversified investors in forward-thinking, sustainable businesses will benefit in the long term as the markets recognize the real value of these investments.
Adhering to the appropriate balance of stocks and bonds, and regular rebalancing
will keep your portfolio on track and positioned to rebound as conditions improve.
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NATURAL INVESTMENTS LLC ROLLS
OUT WORLDVIEW PLUS STRATEGY
lowed by proposals that
relate to defense and executive compensation (30%). The study found that
the rate of implementation for defense
and shareholder rights proposals had
increased significantly by 2004 relative
to 1997-2002.
FROM PAGE 4

By Scott Secrest
The Bush Administration continues to focus on the supply side of the oil equation, trying to use high gas prices as a rationale for opening our coastal waters to
new drilling – a practice which has been prohibited for decades. More visionary
leaders are calling for increased investment in conservation, efficiency measures,
and alternative energy sources. At present, alternative energy production accounts
for just 7% of our national energy picture. Billions of investment dollars have been
directed to these exciting new growth industries over the last year (see Hal’s View).
We believe that there is tremendous growth potential here.
The Role of Renewable Energy Consumption in
the Nation’s Energy Supply, 2007

Natural Investments has decades of experience investing tracking the growth of
renewable energy and cleantech investments. All of our model portfolios now
include a modest allocation to these sectors. Now, due to the rapid expansion of
investment opportunities, we have launched a new series of model portfolios that
place extra emphasis on these world changing green investments. We call this approach our Worldview Plus strategy.
Diversification has always been the keystone to NI’s investment discipline. In
the past it was difficult to integrate targeted investments in clean technology and
renewable energy into our model portfolios because there were few investment
opportunities. Fortunately, the time has come that there are now hundreds of
publicly-traded companies worldwide that are involved in these areas. This has
spawned new “green” mutual funds and ETF’s (exchange traded funds) that are
devoted solely to these sectors. This enables us to build broad diversification into
our Worldview Plus model portfolios.

What are the costs for both the directors and the companies for not
responding to shareholders? Ignoring
non-binding proposals could be increasingly expensive for firms and have
consequences for individual directors.
The authors found that directors failing
to implement proposals have often
been targeted by vote-no campaigns
to remove them as directors. Similarly,
directors who ignore shareholder proposals often receive a "withhold vote"
recommendation by Risk Metrics, the
influential proxy voting service, receive
lower ratings from governance services
such as The Corporate Library, and
attract negative press coverage. The
research found that companies whose
directors implemented shareholder
proposals faced a 20% reduction in the
probability of board turnover or losing
directorships held in other firms.
What has yet to be demonstrated is
the connection between a company’s
responsiveness to governance concerns
and broader operational issues. The
higher level of directors' engagement
with, and responsiveness to, shareholders on governance matters should
translate to proposals dealing with social and environmental issues, but more
research will need to be conducted to
verify that assumption.

Emerging industries always come with a good measure of volatility, but they also
come with the long term prospect of strong financial and environmental paybacks.
If the alternative energy and cleantech industries perform well in coming years,
investors may enjoy pleasant investment results, and have the satisfaction of knowing that their investment helped support these innovative and solution-providing
companies.
Please talk with your Natural Investments advisor if you’d like to learn more about
the Worldview Plus approach and whether it might be right for you.
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M utual F un d P rofile :

Walden Social Equity Fund
Walden Asset Management began offering socially responsible investment
services back in 1975 and has been a leader in the field ever since. The firm
is proud to have helped launch the nation’s first mutual fund with a screen
on South Africa’s apartheid government in 1982.
The Walden Social Equity fund was launched in June, 1999. The fund is an
appealing investment opportunity as they have been successful in outperforming the S&P 500 Stock Index over the last one, three and five years – a
difficult feat indeed. It has accomplished this impressive record with a lower
level of risk that the overall market as measured by the historic volatility of
the fund.

At Natural Investments,
we believe our clients
should not have to
compromise
financial returns in
order to leave this
world safer, stronger
and healthier for
future generations.

This combination of competitive returns and moderate risk makes the fund
an important addition to the investment lineup at Natural Investments. In
addition, the fund has historically held up very well under negative market
conditions.
Robert Lincoln has been the manager of this fund since its very beginning.
With the perspective of long experience in the markets, Mr. Lincoln seeks to
look beyond the quarterly fluctuations in company results that can distract
investors from the true health and prospects of a business. This focus often
complements the fund’s social goals and enhances the manager’s ability to
build constructive relationships with company managers.
Over the years they’ve found that companies with strong social, environmental, and governance records often produce good financial results. Good
social performance can help protect companies from reputational and regulatory risks, build positive employee loyalty while enhancing productivity,
and create favorable consumer impressions, strengthening brand recognition.
For the company’s strong social screening program, they’ve earned the
highest NI Social RatingSM of five hearts. This is a testament to the firm’s
commitment to thorough and authentic social and environmental investment screening.
Whatever the issue – corporate governance, consumer impact, the environment, employment practices, human rights, or community impact, –
Walden’s analytical process to assess corporate performance is rigorous and
multi-dimensional. They consider company practices relative to industry
peers and identify those that exhibit best practices on key issues of concern.
They look at trends over time and favor firms with improving records. When
problems arise, they try to determine if they are systemic and they evaluate
the company’s response. In short, Walden recognizes that companies are
complex and evolving entities with both challenges and strengths.
Walden actively tracks companies held in the fund to ensure that they are
not complicit in Sudan’s government-sponsored campaign of genocide in
the Darfur region. Any business linked to Sudan is examined to determine
whether it falls within Walden’s divestment criteria – that is whether it provides revenue to the government, does not benefit the disadvantaged regions in Sudan, or has no significant corporate policy governing its operations to help combat genocide and other human rights abuses.

— Scott Secrest AAMS®, NI Director of Investment Research
Natural Investment News is distributed to clients and friends of Natural Investments LLC (NI). NI is an
investment adviser registered with the SEC. This newsletter is for educational purposes only and is not
intended to contain recommendations or solicit sales of any specific investment. Authors, representatives, or related persons of NI may own securities mentioned in this newsletter.
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