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Mectizan Donation Program

* “As much as needed, for as long as needed”

* Partnered with WHO, World Bank, UNICEF

* Longest-running disease-specific drug donation programme
* 2.7 billion treatments, 300 million people per year

* WHO has certified Columbia, Ecuador, Mexico, and Guatemala as having
eliminated river blindness
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Merck

* January 1988
* BusinessWeek: “the best in public service”

» Fortune: “America’s most admired company”

* Ten years after launch, Vagelos hadn'’t received any shareholder complaints
about MDP

* Many employees wrote to Merck saying they joined it due to MDP

ADVISOR 2°®
SYMPOSIUM



Communities

Government
Investors

Environment

Suppliers

Workers
Customers

ADVISOR 2°®

Source: Alex Edmans, “Purposeful Business”, Gresham College, October 10, 2018, https://youtu.be/6riKL8uPPgM ﬂ SYM POSIU M
This slide may contain copyrighted material. Such material is being made available for research and educational purposes only and

we believe constitutes a fair use. The ideas presented herein are solely of the presenter. The data used herein is for illustrative
purposes only and sourced by the presenter, Alex Edmans.



https://youtu.be/6riKL8uPPqM

Investors

Stakeholders

ADVISOR 2°®

Source: Alex Edmans, “Reforming Corporate Governance”, Gresham College, January 31, 2019, https://youtu.be/5uP9WakK4npU d SYM POSIU M
This slide may contain copyrighted material. Such material is being made available for research and educational purposes only and

we believe constitutes a fair use. The ideas presented herein are solely of the presenter. The data used herein is for illustrative
purposes only and sourced by the presenter, Alex Edmans.



https://youtu.be/5uP9WaK4npU

Stakeholders

Investors
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AFL-CIO

More for Them., Less for Us

Source: AFL-CIO, “More for Them, Less for Us”, https://aflcio.org/paywatch and https://aflcio.org/paywatch/terms-and-data-
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What Is A Responsible Business?

* One that grows the pie, rather than just profits

* Creates profits through creating value for society

 High profits are not an automatic sign of irresponsibility

* The most irresponsible actions are errors of omission, not errors of
commission

 Kodak

* The most responsible actions that a company can take are not to split the pie
differently (cut CEO pay, sacrifice profits to reduce carbon emissions)

 Pie-splitting mentality shared by some critics of business / advocates for business reform
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Instrumental vs. Intrinsic

* Milton Friedman: “the social responsibility of business is to increase profits”

+ Stakeholders are important, but only as an instrumental way to increase profits

 Should Apple build a gym?

» A responsible business is intrinsically motivated by the desire to create value
for society, and sees profits as a by-product

« Shift in thinking will lead to far more investments being made, especially
intangible ones
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Profits vs. Externalities
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The Caveats

Growing the pie does not mean
 Ignoring profits

* Growing the firm

Principle of multiplication

 Social benefits > private costs

Principle of comparative advantage

 Social benefits > social costs, so activity creates value for society

Principle of materiality

* Creates profits through creating value for society ADVISOR 2°*
SYMPOSIUM



Il. The Evidence
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Pensioner who has smoked
292,000 cigarettes

celebrates his 100th

birthday

By DAILY MAIL REPORTER
UPDATED: 05:05, 25 September 2010
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The Misuse of Evidence

TUC submission to the UK Parliament: ‘A second
study ... found that firm productivity is negatively
correlated with pay disparity between top executive
and lower level employees”
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Journal of Banking & Finance

Volume 37, Issue 8, August 2013, Pages 3258-3272

The determinants and effects of CEO—employee pay ratios *

— a 1 Ba H : \/ A \ /~ ~t o ~rand 2 B
Olubunmi Faleye® ' ™ Ebruy Reis™ ® % Anand Venkateswaran® - &4

Show more

http://dx.doi.org/10.1016/) jbankfin.2013.03.003 Get rights and conte

Highlights

« We study the determinants and effects of the relative compensation of top
executives and lower-level employees.

« We find that CEO-employee pay ratios depend on the balance of power between
the CEO and ordinary employees.

*|We find that employees do not perceive higher pay ratios as an inequitable
outcome.

*|We do not find a negative relation between relative pay and employee productivity.

| We find that firm value and operating performance both increase with relative pay.

Source: Alex Edmans, “Executive Pay: What’s Right, What’s Wrong and What Could Be Fixed?”, Gresham College, January 9, 2019, https://youtu.be/zirrl3kXxRO
This slide may contain copyrighted material. Such material is being made available for research and educational purposes only and we believe constitutes a fair use. The ideas
presented herein are solely of the presenter. The data used herein is for illustrative purposes only and sourced by the presenter, Alex Edmans.
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The Misuse of Evidence

Executive Pay = + AddtomyFT

UK chief executives earn much more than

European peers

Study also fails to find link between higher pay and better performance

* But the study did not actually exist

Source: Alex Edmans, “Executive Pay: What’s Right, What’s Wrong and What Could Be Fixed?”, Gresham College, January 9, 2019
This slide may contain copyrighted material. Such material is being made available for research and educational purposes only and
we believe constitutes a fair use. The ideas presented herein are solely of the presenter. The data used herein is for illustrative
purposes only and sourced by the presenter, Alex Edmans.
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Confirmation Bias

“Joe Bower and Lynn Paine “had me at hello” ... with
their new HBR article, “The Error at the Heart of
Corporate Leadership.” ... Investors would have an
additional $1 trillion, workers would have an
additional 5 million jobs, and the country would
have more than an additional $1 trillion in GDP”

— Roger L. Martin, HBR
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Source: Alex Edmans, “The social responsibility of business”, TEDx Talks, July 9, 2015, https://youtu.be/Z5KZhm19E0Q
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The Results
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TEDx talk, “The Social Responsibility of Business”

http://bit.ly/csrtedx

Source: Alex Edmans, “The Social Responsibility of Business”, TEDx Talk, July 9, 2015, http://bit.ly/csrtedx
This slide may contain copyrighted material. Such material is being made available for research and educational purposes only and
we believe constitutes a fair use. For illustrative purposes only.
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Portfolio

High-ranked companies
(full period) 3.98%*

(1.93)

Low-ranked companies

(full period) -1.08 Innovest

(-0.55)

Strategic Value Advisors
Difference portfolio
Full period 5.06%
(1.86)

Derwall, Guenster, Bauer, and Koedijk (2005)
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CSR Proposals

« Flammer (2015)

» “[T]he shareholders request that the company commit itself to the implementation of a code of
conduct based on the aforementioned ILO human rights standards and United Nations’ Norms on
the Responsibilities of Transnational Corporations with Regard to Human Rights, by its
international suppliers and in its own international production facilities, and commit to a
program of outside, independent monitoring of compliance with these standards.”

* “The Shareholders request that management implement equal employment opportunity policies
based on the aforementioned principles prohibiting discrimination based on sexual orientation
and gender identity.”

* Implementing a CSR proposal increases shareholder value by 1.77%

* Operating performance, labor productivity, sales growth improve
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lll. The Implementation

ADVISOR 2°®
SYMPOSIUM



1. Excellence

« Simply being excellent at what you do has major impact on
customers, employees, suppliers, the environment, and society

 Implications:
* Excellence is the best form of service, not reducing carbon footprint or making sacrifices
* (Almost) all companies play a role in serving society
» All employees play a role in companies

* (Almost) all tasks play a role for an employee

» Some of the most pie-growing activities will involve errors of
commission, e.g. launch of ATM
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2. Purpose

« “Growing the pie”, “creating value for society” are general

* A company’s purpose is its reason for being — how it aims to
create value for society

*  Why it exists (principle of comparative advantage)

«  Who it exists for (principle of materiality)
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2. The “Who” of Purpose

* “Who” is important to guide trade-offs. Customers are important, but who
else?

* Olam: “endeavours to generate economic prosperity, contribute positively to social wellbeing
and manage our stewardship of the environment by providing sustainable agricultural
products and food ingredients”

* Southwest: “to provide our Employees a stable work environment with equal opportunity for
learning and personal growth”

* Purpose is only meaningful if the converse would also be reasonable

* A purpose “to serve customers, workers, suppliers, the environment, and communities while
generating a returns to investors” is meaningless. Cannot guide trade-offs
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Source: Alex Edmans,
“Purposeful
Business”, Gresham
College, October 10,
2018,

https://youtu.be/6riK
L8uPPgM

This slide may contain
copyrighted material.
Such material is being
made available for
research and
educational purposes
only and we believe
constitutes a fair use.
The ideas presented
herein are solely of the
presenter. The data
used herein is for
illustrative purposes
only and sourced by
the presenter, Alex
Edmans.
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2. The Importance of Materiality

e Khan, Serafeim, and Yoon (2016):

High KLD scores slightly outperform, but not significant

 Firms that score high on material issues and low on immaterial issues outperform
by 4.83%/year

* Reverse: -0.38%/year

* Firms that score high on all issues outperform by 1.5%/year, insignificant
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2. Living Purpose

* Purpose is far more than just a mission statement. It must be

* Communicated externally

* Embedded internally
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3. Incentives for the Long Term

* Common focus is on the level of pay

* But £5m pay is 0.06% of a £8b firm

* Much more important is the horizon of pay

+ Affects decisions, which have percentage point, not basis point, effects on firm value

 See "Stop Making CEO Pay a Political Issue" (Harvard Business Review),
http://bit.ly/politicspay; “Link Pay to Wider Societal Benefits” (Financial Times),
http://bit.ly/ftceopay
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3. Incentives for the Long Term (cont’'d)

« Edmans, Fang, and Lewellen (2017): vesting equity linked to

 Cuts in investment (R&D, capital expenditure)

Analyst forecast revisions

Positive earnings guidance
* Just meeting earnings targets

* Flammer and Bansal (2017): long-term compensation improves
* Return on assets, net profit margin, sales growth
 Innovation (number, quality, novelty of patents)
« (SR (environment, customers, society, esp. employees)

ADVISOR 2°®
SYMPOSIUM



4. Embedding Purpose

Strategy (Patagonia Common Threads Initiative)

Culture (L'Oreal 67 ethics correspondents)

Performance evaluation

Board priorities and “say-on-purpose”
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5. Reporting on Purpose

ternal appointmer
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V. Conclusion
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Conclusion

* Responsible businesses’ primary goal is to create value for society - to grow the pie
* The evidence suggests that higher profits typically manifest as a by-product

* Society should evaluate companies based on pie-growing and errors of omission,
not pie-splitting and errors of commission

* Same principles apply to reform

* Responsible businesses pursue excellence and are driven by purpose
* Purpose must move beyond a mission statement and be communicated externally and embedded internally
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DISCLOSURE

Any views or opinions expressed in this presentation are solely those of the author and do not necessarily represent those of Research
Affiliates, LLC or its affiliates. This presentation may contain copyrighted material the use of which has not been specifically authorized by the
copyright owner. We believe that the use of such material for informational purposes constitutes a 'fair use' of any copyrighted material as
provided for in the US Copyright Law at Title 17 U.S.C. Section 107.

By accepting this document, you agree to keep its contents confidential. You also agree not to disclose the contents of this document to third
parties (including potential co-investors) without the prior written permission of Research Affiliates, LLC (including its related entities).

The material contained in this document is for information purposes only. This material is not intended as an offer or solicitation for the
purchase or sale of any security or financial instrument, nor is it advice or a recommendation to enter into any transaction. Any offer to sell or a
solicitation of an offer to buy or sell shall be made solely by the legally permitted entity registered or licensed with the applicable regulator(s)
and only to qualified investors through a regulatory registration statement or subject to an applicable exemption and disclosure document such
as a private placement memorandum for pooled investment vehicles, or investment management agreement for separately managed
accounts. The information contained herein may be opinions, which are subject to change, at any time, and should not be construed as
financial or investment advice on any subject matter.

Certain performance information presented represents simulated performance. Hypothetical investor accounts depicted are not representative
of actual client accounts. Certain performance information presented represents performance based on combined simulated index data (pre-
index launch) and live index data (post-index launch). Indexes are unmanaged and cannot be invested in directly. Past simulated performance
is no guarantee of future performance and does not represent actual performance of an investment product based on the index. No allowance
has been made for trading costs, management fees, or other costs associated with asset management, as the information provided relates
only to the index itself. Actual investment results may differ. As such, the simulated data may have under-or over-compensated for the impact,
if any of certain market factors. Simulated returns may not reflect the impact that material economic and market factors might have had on
the advisor's decision making if the advisor were actually managing clients' money. Simulated data is subject to the fact that it is designed with
the benefit of hindsight. Simulated returns carry the risk that the performance depicted is not due to successful predictive modeling. Simulated
returns cannot predict how an investment strategy will perform in the future. Simulated returns should not be considered indicative of the skill
of the advisor. Investors may experience loss. Any information and data pertaining to an index contained in this document relate only to the
index itself and not to any asset management product based on the index. With the exception of the data on Research Affiliates Fundamental
Index, all other information and data are generally based on information and data from third party sources.

Research Affiliates, LLC, its affiliates, agents, and each of their respective officers, directors, employees, agents, representatives and licensors
(collectively “RA”) does not make any warranties, express or implied, to anyone regarding the information provided herein, including, without
limitation, any warranties with respect to the timeliness, sequence, accuracy, completeness, currentness, merchantability, quality or fitness for
a particular purpose or any warranties as to the results to be obtained by any third-party in connection with the use of the information. Nothing
contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the appropriateness of
any investment, nor a solicitation of any type. The general information contained in this material should not be acted upon without obtaining
specific legal, tax and investment advice from a licensed professional. Investors should be aware of the risks associated with data sources and
quantitative processes used to create the content contained herein or the investment management process. Errors may exist in data acquired
from third party vendors, the construction or coding of indices or model portfolios, and the construction of the spreadsheets, results or
information provided. RA takes reasonable steps to eliminate or mitigate errors, and to identify data and process errors so as to minimize the
potential impact of such errors, however RA cannot guarantee that such errors will not occur. Use of this material is conditioned upon, and
evidence of, the user’s full release of Research Affiliates from any liability or responsibility for any third party for any loss or damage, direct,
indirect or consequential, arising from or related to (i) any inaccuracy or incompleteness in, errors or omissions in the provided information or
(ii) any decision made or action taken by any third party in reliance upon this information. RA shall not be liable to anyone for loss of business
revenues, lost profits or any indirect, consequential, special or similar damages whatsoever, whether in contract, tort or otherwise, even if
advised of the possibility of such damages.

Indices referenced herein (individually, the “Index”) are the property of Research Affiliates, LLC, which has contracted with S&P Opco, LLC (a
subsidiary of S&P Dow Jones Indices LLC) to calculate and maintain the Index. The Index and any products based on the Index are not
sponsored, endorsed, sold or promoted by S&P Dow Jones Indices or its affiliates or its third party licensors (collectively, “S&P Dow Jones
Indices). “Calculated by S&P Dow Jones Indices” and the related stylized mark(s) are service marks of S&P Dow Jones Indices and have been
licensed for use by Research Affiliates, LLC. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”), and Dow
Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). S&P Dow Jones Indices does not make any
representation or warranty, express or implied, to the owners of any products or any member of the public regarding the advisability of

investing in securities generally or in any products particularly or the ability of the Index to track general market performance. S&P Dow Jones
Indices’ only relationship to Research Affiliates with respect to the Index is the licensing of the underlying S&P indices, certain trademarks,
service marks and trade names of S&P Dow Jones Indices, and the provision of the calculation services related to the Index. S&P Dow Jones
Indices is not responsible for and has not participated in the determination of the prices and amount of the products or the timing of the
issuance or sale of the products or in the determination or calculation of the equation by which the products may be converted into cash or
other redemption mechanics. S&P Dow Jones Indices has no obligation or liability in connection with the administration, marketing or trading of
the products. S&P Dow Jones Indices LLC is not an investment advisor. Inclusion of a security within the Index is not a recommendation by S&P
Dow Jones Indices to buy, sell, or hold such security, nor is it investment advice. S&P Dow Jones Indices does not guarantee the adequacy,
accuracy, timeliness and/or the completeness of the Index or any data related thereto or any communication with respect thereto, including
oral, written, or electronic communications. S&P Dow Jones Indices shall not be subject to any damages or liability for any errors, omissions, or
delays therein. S&P Dow Jones Indices makes no express or implied warranties, and expressly disclaims all warranties or merchantability or
fitness for a particular purpose of use or as to results to be obtained by Research Affiliates LLC, owners of any of the products, or any other
person or entity from the use of the Index or with respect to any data related thereto. Without limiting any of the foregoing, in no event
whatsoever shall S&P Dow Jones Indices be liable for an indirect, special, incidental, punitive, or consequential damages, including but not
limited to, loss of profits, trading losses, lost time, or goodwill, even if they have been advised of the possibility of such damages, whether in
contract, tort, strict liability, or otherwise.

Frank Russell Company is the source and owner of the Russell index data contained or reflected in this material and copyrights related thereto.
Frank Russell Company and Research Affiliates, LLC have entered into a strategic alliance with respect to the Russell RAFI Indexes. The Russell
RAFI Indexes are calculated by Russell in conjunction with Research Affiliates LLC. All intellectual property rights in the Russell RAFI Indexes
(the “Index”) vest in Russell and RA. Neither Russell nor RA or their licensors accept any liability for any errors or omissions in the Index and / or
Index ratings or underlying data. No further distribution of Russell Data is permitted without Russell’s express written consent. Russell® is a
trademark of Frank Russell Company. Research Affiliates, LLC is the owner of the trademarks, service marks, patents and copyrights related to
the Fundamental Index and the Fundamental Index methodology. The presentation may contain confidential information and unauthorized use,
disclosure, copying, dissemination, or redistribution is strictly prohibited. This is a presentation of Research Affiliates, LLC. Frank Russell
Company is not responsible for the formatting or configuration of this material or for any inaccuracy in Research Affiliates’ presentation thereof.

The FTSE Research Affiliates Fundamental Indexes are calculated by FTSE International Limited (“FTSE”) in conjunction with Research Affiliates
LLC (“RA”"). All rights and interests in the FTSE Research Affiliates Fundamental Indexes vest in FTSE. All rights in and to the RA fundamental
weighting methodology used in the calculation of the FTSE Research Affiliates Fundamental Indexes vest in RA. All rights in the FTSE indices
and / or FTSE ratings (together the “FTSE Data”) vest in FTSE and/or its licensors. Except to the extent disallowed by applicable law, neither
FTSE nor RA nor their licensors shall be liable (including in negligence) for any loss arising out of use of the FTSE Research Affiliates
Fundamental Indexes, the FTSE Data or underlying data by any person. “FTSE™” is a trademark of the London Stock Exchange Plc and is used
by FTSE under license. FTSE is not an investment adviser and makes no representation regarding the advisability of investing in any security.
Inclusion of a security in an index is not a recommendation to buy, sell or hold such security. No further distribution of FTSE Data is permitted
without FTSE’s express written consent.

Copyright MSCI. All Rights Reserved. Without prior written permission of MSCI, this information and any other MSCI intellectual property may
only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used to create any financial
instruments or products or any indices. This information is provided on an “as is” basis, and the user of this information assumes the entire
risk of any use made of this information. Neither MSCI nor any third party involved in or related to the computing or compiling of the data
makes any express or implied warranties, representations or guarantees concerning the MSCI index-related data, and in no event will MSCI or
any third party have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) relating to
any use of this information. All MSCI returns information provided under license through MSCI. Any expected returns forecasted herein may be
calculated by Research Affiliates LLC using data provided by MSCI Inc. No funds or securities relating to those expected returns forecasted
herein are sponsored, endorsed or promoted by MSCI Inc., and MSCI bears no liability with respect to any such funds or securities.
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The RAFI™ Bonds US Investment Grade Index and RAFI™ Bonds US High Yield Index is calculated by ALM Research Solutions, LLC. in
conjunction with Research Affiliates, LLC. All rights and interests in the RAFI™ Bonds US Investment Grade Index and the RAFI™ Bonds US High
Yield Index vest in Research Affiliates, LLC. All rights in and to the Research Affiliates, LLC Fundamental Index™ concept used in the calculation
of the RAFI™ Bonds US Investment Grade Index and the RAFI™ Bonds US High Yield Index vest in Research Affiliates, LLC. The RAFI™ Bonds US
Investment Grade Index and the RAFI™ Bonds US High Yield Index are not sponsored, endorsed, sold or promoted by ALM Research Solutions,
LLC., and ALM Research Solutions, LLC. makes no representation regarding the advisability of investing in such product(s). Neither ALM
Research Solutions, LLC. nor Research Affiliates, LLC make any warranties, express or implied, to any of their customers nor anyone else
regarding the accuracy or completeness of any data related to the RAFI™ Bonds US Investment Grade Index or the RAFI™ Bonds US High Yield
Index. All information is provided for information purposes only. Neither ALM Research Solutions, LLC. nor Research Affiliates, LLC accept any
liability for any errors or any loss arising from the use of information in this publication.

The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™, RAE™, and the Research Affiliates™ trademark and corporate name

and all related logos are the exclusive intellectual property of Research Affiliates, LLC and in some cases are registered trademarks in the U.S.
and other countries.

Various features of the Fundamental Index™ methodology, including an accounting data-based non-capitalization data processing system and
method for creating and weighting an index of securities, are protected by various patents, and patent-pending intellectual property of
Research Affiliates, LLC. (See all applicable US Patents, Patent Publications, Patent Pending intellectual property and protected trademarks
located at https://www.researchaffiliates.com/en_us/about-us/legal.html, which are fully incorporated herein.) Any use of these trademarks,
logos, patented or patent pending methodologies without

the prior written permission of Research Affiliates, LLC, is expressly prohibited. Research Affiliates, LLC, reserves the right to take any and all
necessary action to preserve all of its rights, title, and interest in and to these marks, patents or pending patents.

Neither Research Affiliates, LLC nor its related entities provide investment advice outside of Australia, the United States, Canada and Ireland or
offer or sell any securities, commodities or derivative instruments or products. Any such business may only be conducted through registered or
licensed entities and individuals permitted to do so within the respective jurisdiction and only in conjunction with the legally required disclosure
documents and subject to the all legally required regulatory filings.

Research Affiliates, LLC is an investment adviser registered under the Investment Advisers Act of 1940 (the “Advisers Act”) with the U.S.
Securities and Exchange Commission (SEC). Our registration as an Investment Adviser does not imply a certain level of skill or training.
Additionally, Research Affiliates, LLC may engage in sales and marketing activities with your firm. This includes making available information,
education, and guidance materials, herein and otherwise, regarding certain investment advisory services and/or indices that are constructed,
published, and licenses.

It is not our intent to provide investment advice and accordingly, we will not receive any fees or other compensation directly from you for the
provision of investment advice (as opposed to other services) in connection with any Transaction, unless contracted for or permissioned to do
so. Without an express written objection from you, we will deem that these acknowledgments and representations apply.

Notice to wholesale clients in Australia:

Research Affiliates, LLC is exempt from the requirement to hold an Australian financial services license by operation of ASIC Class Order
03/1100: US SEC regulated financial service providers.

© 2019 Research Affiliates, LLC. All rights reserved. Duplication or dissemination prohibited without prior written permission.
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