(Green Returns

ombining growth investing with environmentally responsible

practices does not seem that difficult when you talk to the man-

ager of the Winslow Green Growth Fund. Not limited only ro
renewable energy or organic food industries, the fund finds many
opportunities among young technology, science, or consumer compa-
nies that are established with a bias towards responsible practices.

Q: What is the investment philosophy
behind the fund?

A Environmental impact is an im-
portant factor in our investment deci-
sions and that's a key differentiator of
our fund. The company’s roots are with
Jack Robinson, the founder and a tradi-
tional fund manager, who used both
back-testing and evaluation analysis to
determine the positive correlation be-
tween companies that minimized the
environmental impact and their returns
over time.

Our focus is on small-cap growth
stocks because that’s where we feel
there’s most value added. It is an area
where the market is inefficient and it
presents an opportunity to add alpha
through good fundamental research.
We're looking for companies that are
positioned to be industry leaders, and
that can grow by more than 20% annu-
ally over the next five years. We're also
looking for stocks where the valuation is
compelling and are poised to double
over the next 18 to 24 months.

Q: Would you explain your definitions
of “green” and “environmentally respon-
sible”™?

A: We talk about our universe in
terms of cleans, greens and dirties.
Clean companies are responsible, in

terms of environmental impact, while
green companies have a positive or
proactive impact on the environment.
Most of the healthcare, software, and
young technology companies are clean,
not green. A biotech company with in-
novative solution in the treatment of
heart disease that has a responsible
process for handling the waste stream
would be a clean company.

When we define green companies,
we hold them to a standard of how their
actual business model is improving the
environment. An example would be
Whole Foods, which is promoting or-
ganic and natural foods and has 100%
of its electricity needs coming from re-
newable sources. Solar companies and a
lot of the renewable energy plays would
also be labeled “green”.

We try to eliminate investing in dirty
companies or companies with a negli-
gent approach to environmental policy.
We look to put as many compelling
green ideas as possible into the portfo-
lio, and the rest is filled with clean com-
panies, which are easier to find.

Q: British Petroleum has green gas or
oil but that may appear as just another
marketing tactic of a gasoline company.
How do you handle such situations?

A: The transition of companies
from traditionally dirty industries to-
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wards more environmentally responsi-
ble practices, can have more positive
impact than most of the smaller compa-
nies combined. British Petroleum low-
ering its carbon footprint would indeed
have some real impact. How much of it
is for marketing and how much is real?
That question is legitimate but we don’t
get involved in that debate, in actual de-
cisions on investments, because were
not investing in large-cap companies.
Since we're working predominately in
small-cap domestic with
growth bias, we're not involved in in-
herently dirty industries.

equities

Q: So you would focus on ethanol or

solar energy instead?

A Yes, although we believe that
right now ethanol and solar are overval-
ued so were not invested in any of
those. But they are both green energy
plays that we have invested in in the
past. The same is true about fuel cells,
wind and geothermal energy. Right now
our cleaner energy plays tend to be sup-
pliers to the wind and clean coal indus-
tries. As a nation we are not in a posi-
tion to entirely replace our use of fossil
fuels, so we'll continue to use them. We
can however, invest in the technologies
that allow us to burn them in a cleaner
and more efficient way.

Q: After you separate the dirty compa-
nies from the clean and the green ones,
how large is your universe?

A: If we divide the companies in
the Russell 2000 Growth Index, we'd
probably end up with 10% being dirty,
20% being green, and the vast majority
being clean, which is still a large uni-
verse. It is not unusual for a young com-
pany in technology, science, or con-
sumer to have started with a bias to-
wards behaving in an environmentally
positive way.

A lot of people don’t think about it,
but if you have developed an entire line
around better power management for
electronics, if all your designs are built

to improve the efficiency of power
usage, that's environmentally positive.
Often these companies and technolo-
gies are fueled by a real passion from the
management for behaving in environ-
mentally responsible way. While the ob-
vious green areas are renewable energy
and natural foods, there are many other
plays that fit our criteria.

Q: Can you explain your research

process?

A: We consider ourselves bottom-
up stock pickers and we work diligent-
ly on a lot of names that come from a
number of sources. We have found
that the most useful information
comes from small boutique firms, as

there is very little value added for us
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from the larger firms. They're focused
on large-caps, where 20 analysts are re-
searching the same company, so it’s
hard to add a lot of value when you're
one of 20 analysts.

We also have a considerable amount
of internal capabilities. For example,
Jack Robinson has been involved and
active within the renewable energy and
healthcare industries for over 20 years
and my specialty and background is
mostly in the consumer segment, par-
ticularly in the natural and organic
food space.

There’s plenty of information from
industry consultants and participants
that we know. We also have long-lasting
relationships with other managers and
we regularly share ideas.

Q: How does an idea become a holding
in your portfolio?

A: Before we commit to a 5-percent
position in a company, it has to pass a
review of its environmental and gover-
nance practices and must have a com-
pelling fundamental case. If we have an
intriguing idea that meets our criteria
for growth, our next step is due diligence
on both the fundamentals and the envi-
ronmental and governance issues.

Normally, we schedule to meet the
management. Sometimes that happens
because they are coming through town
but we also visit the corporate offices.
We also like to do a facilities tour before
we invest, although it sometimes can be
within several months of starting to es-
tablish a position.

In the small-cap growth world, it is
important to be on top of the story, to
know the management, to be able to
talk to them regularly. You need to un-
derstand the story as sometimes it can
change very rapidly and you've got to
react quickly.

Q: What would be the reasons for sell-

ing a stock?

A: One of the reasons is valuation
meeting the price target. In that case,
we would sell the position or simply
trim it. The other big factor is if some-
thing has changed; if weve found a
problem with corporate governance or
with environmental policies.

We actually just had that happen.
We were holding a nice technology com-
pany that we considered clean but there
was a scandal around options pricing.
That was an issue with good governance
practices so we're now out of the name.
Luckily, most of the position was sold at
about 30% higher than the current price
as the stock continues to drift down.

It is not unusual in the small-cap
world for a stock to tumble down fast,
but sometimes that can be the best op-
portunity to establish a full position. If
a stock has moved from $10 to $5, this
could mean that you need to sell it and
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accept that something has changed in
the business model. But the small-cap
market is so inefficient that a 50-per-
cent decline could easily be misleading.
It could mean that a large shareholder
decided to liquidate a position.

Often the signals sent by activity in
the market can be misleading both on
the up and down side. We've had names
where we know the business nearly bet-
ter than anyone else; where there’s no
coverage. When such a stock goes down
20%, you may find that the investors,
who participated in the convertible of-
fering a year ago, are now selling short
the entire position to make sure that
they have hedged their exposure. That
has nothing to do with the fundamen-
tals of the business and if you're on top
of the story, you recognize it for what it
is instead of being spooked.

Q: Can you give us some specific exam-
ples of your buy and sell discipline?

A: In the beginning of 2006 we had
significant exposure to renewable ener-
gy. We were getting close to our valua-
tion targets on a number of names, par-
ticularly in solar energy, so we started to
make decisions about liquidating hold-
ings on valuation basis.

We came across Zoltek, which is a
maker of carbon fibers, sold primarily
for brake pads for aircraft. The business
model was shifting though and now two
of their largest customers are the largest
makers of wind turbines. With the cre-
ation of larger wind turbines, you have
to use larger blades to get efficiency and
you could no longer use fiberglass.

We're getting beyond the capability
of fiberglass in terms of strength and
durability. Carbon fiber is stronger, while
it is as light as fiberglass. It is more ex-
pensive but because of the efficiencies,
the payback is quick. So now there's a
transition across the entire wind turbine
industry to carbon fiber as the primary
material for blades. It is amazing how
limited the capacity is in that space.

Zoltek is contracted out through
2007 for all of its capacity. There was no

coverage on the stock; it started the year
below $10 and in February the stock
had run up almost 50%. We began to
build the position at the $15 to $16
level. Since then it has gotten coverage
and now the stock is up to $27 and it is
still growing rapidly. That’s a classic ex-
ample of a name on which we did more
work than any analysts. We had visited
the facilities in the U.S. and the facility
outside Budapest, Hungary, which they
bought during the post-communism
privatization process and which has
turned this company around.

“Ve try to eliminate investing
in dirty companies or companies
with a negligent approach
to environmental policy.

We look to put as many
compelling green ideas
as possible into the portfolio,
and the rest is filled
with clean companies,
which are easier to find.”

| | Ilw} Matthew W. Patsky

Matthew Patsky is a Partner and
Portfolio Manager for Winslow Man-
agement Company, and brings 19
years of investment research experi-
ence to the company. Prior to joining
Winslow in 2002, Matt served as Di-
rector of Equity Research for Boston-
based Adams Harkness, Inc., where he
supervised 21 research analysts fo-
cused on emerging growth technology,
healthcare and consumer companies.

Q: How many stocks do you own and

w/]at is Jyour average turnover?

A: We run a concentrated fund.
After we've decided on a name, we look
to buy a 5-percent position. Our ideal
portfolio would be 20 names at 5%
each, but we tend to invest in about 30
names at any given time. While we look
for long-term growth from our holdings,
there is a fair amount of turnover in our
portfolios - about 100% for the year.

Q: What's your strategy for measuring
and mitigating risks?

A: We control the risk of being
overexposed by an automatic default of
trimming positions if they bump up to
10% of the portfolio. If there’s a funda-
mental issue with a stock, we'll end up
selling it. If we have a position where
the stock is cheap and we expect it to
double, we map out the reason why it
can double. If it doubles in six months,
we may be liquidating the entire posi-
tion if nothing else has changed.

But sometimes it doubles quickly be-
cause fundamentals have improved dra-
matically and we dont want to sell the en-
tire position. We employ certain strategies
in larger established positions, where
we've decided a name is one we really like
and one wed like to ride in the long run.
Whole Foods Market, one of our oldest
and largest holdings, would be a good ex-
ample, even though it is no longer a small-
cap stock. There have been brief periods
when the stock was undervalued and more
periods when the stock was ahead of itself.

In such cases, if there is still a reason
for the stock to go higher over time de-
spite a possible correction over the next
months, then we just sell separate calls
to pick up some yield. In the case of
Whole Foods, the coverage call writing
strategy was at about 11% annual yield.
This year that mitigated the losses be-
cause the stock has drifted downwards.
But last year, when the stock was up
about 25%, we picked up another 11%
in return by this strategy. I
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