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Getting Better
Shenkman Takes Steps to Support Disclosure
In the hopes of improving disclosure in ESG,
Shenkman has signed on to support the Task Force on
Climate-Related Financial Disclosures (“TCFD”).
As climate issues have been gaining more attention,
we are pleased to announce that earlier this year, we
become a public supporter of the TCFD. This widely
recognized organization encourages corporate
disclosure, which is very much aligned with our views
and processes. With a growing focus on climate
related issues, we believe having access to reliable
and consistent climate disclosures is vital to the
investment research process. We look forward to
continuing our engagement on climate-related issues.
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Scores Can Create Blinders
The struggle to define ESG investing appears to be pushing some people to the easiest methods
to do so. Regulators also seem to be embracing this approach as they try to regulate ESG efforts
and prevent “greenwashing.” Examples of this path can include defining ESG by measuring carbon
footprints (much of which can involve self-reporting) or using negative screens for certain
industries. These approaches may be valuable tools to help achieve certain goals but may also
create shortfalls that result in missing some of the risks and ignoring the benefits of engagement
that a more inclusive approach to ESG may capture.
The risk is that an easy path may assume a few measurements or definitions based on a static
figure taken at a specific “point in time,” rather than focusing on the path a company may be taking
and looking at the future. This is similar to basing an investment only on historical financial results
and not on forward estimates. “Scores” can create an illusion of a false level of precision. If a
score that is focused on a narrow definition becomes the defining focus of ESG efforts, it is an
approach that could result in other related risks being overlooked in the investment process. This
can be particularly true for future risks and in areas that are hard to measure, such as social
concerns and governance risks.
In this report, we use the Internet Communications and Technology sector as an example of an
industry where environmental risks can be overlooked if only simple scoring methodologies or
negative screening are used. A report from a Swedish researcher released last year estimated
these sectors could use 20% of global energy by 2025. This report appears on the aggressive
side, and some reports from the 2015-2017 era underestimated technology advancements.
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However, with the roll-out of 5G and expansion of cloud computing the industries energy usage will likley
be rising and this highlights some of the enironmental risks that may be overlooked from negative screens
and other score systems.
Technology – Better than Coal but not perfect
Technology driven industries are often viewed as “clean” industries, but below we point out several
environmental concerns that must be considered when analyzing risk in the industry. Many of the major
technology companies, such as Apple, Microsoft, Oracle and others have been very proactive about
announcing ESG goals and on disclosures relative to many other firms through such things as Apple’s
Environmental Progress Report. However, one still should analyze other complex issues that could lead
to increased costs or regulatory and legal challenges. Below are just a few consequences in the
environmental space that need to be considered.
Manufacturing
Many technology tools require natural resources that involve mining, which can significantly impact the
environment. In particular, many new technologies require resources that involve mining of nickel and
rare-earth metals.
The constant use and development of new batteries represents a significant user of natural resources,
which includes the batteries used in electric cars that can be large consumers of nickel. Some reports
expect demand for nickel to increase 10x by 2030 versus 2019. While some of the damages and risks to
the environment are not as obvious, or perhaps not as easy to measure as fossil fuels, there are
significant risks to the environment from solvent vapors and acid run-off that in particular can damage
water supplies. Additionally, disposal of unused ore has been cited as a major issue. Growth in the
demand for rare earth metals is also expected to multiply over coming years, and there is a broad array
of concerns over environmental damage from mining, refining and waste related to these natural
resources.
Product Lifecycles
Perhaps one of the biggest environmental problems driven by the growing use of technology is e-waste,
which has an impact on land and water resources. A UN study estimated that 7.3 kilograms of e-waste
is created for every person on earth annually. Studies have shown approximately a 20% annual growth
in e-waste from 2014 to 2019 with estimates of accelerating growth through 2030. While we found
variations in studies, they imply that only 15-17% of e-waste is recycled.
Much of the waste appears to come from the introduction of new innovative products and the inability to
update existing ones. In the U.S., one group estimated that the average mobile phone is now owned for
an average of only two years. Few phones have replacement batteries available, so the whole phone
must be replaced. Upgrades can result in the need for new chargers, cases, and headphones thus adding
all of the old products to e-waste. The roll-out of new 5G models may accelerate the level of e-waste
and developments such as the shift from wired headphones to wireless Bluetooth headphones, not only
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are likely creating more waste but adding another device that requires electrical charging. New
generations of wireless networks such as 5G also require greater density of small cells than earlier
generations, and each additional cell requires a power source as well. Of course, these developments do
not just occur with phones but with a plethora of computing devices.
Data Storage
The digitization and value of data and the rapidly increasing use of cloud computing all utilize data centers.
Data centers generally run equipment for networking, servers and storage. While projections in the U.S.
for data center growth appear to be in the low single digits over coming years, on a global basis, growth
is anticipated to be in a range from the mid-to-high single digit range. For example, one area of rapidly
growing computing requirements is mining of digital currency, which is predominantly done outside the
U.S.
Data centers require very high levels of electric energy to power the computers and especially to keep
centers cool. Data center power usage has been a major environmental concern, and several reports
have estimated the power usage at about 1% of global electric power needs. These reports have noted
that through investment in more energy efficient technology, the industry’s energy usage has stayed flat.
But there are concerns that this usage will accelerate, especially outside the U.S.
With energy such a large part of costs, the industry is currently incentivized to be more efficient.
However, the ability to become more energy efficient may decline and given the expected growth outside
the U.S., usage of electricity powered by fossil fuels and higher C02 emission may increase as the
percentage of global data center electric power usage increases. For example, in the U.S. about 40% of
electric energy generation comes from natural gas, 19% from coal, and 20% from nuclear. Natural gas,
while being a fossil fuel generally has lower CO2 output than coal by about 43% in some estimates. In
China, estimates were that in 2019, 58% of the energy was generated from coal, and another 20% from
petroleum and other liquids.
While arguably less of a concern than energy usage, data centers are a considerable user of land
resources as well. One source outlined that the average data center covers approximately 100,000 sq ft
of ground in the U.S., but the largest center in 2018 was at Langfan in China and covered some 6.3 million
square feet.
ESG Analysis Leads to Engagement
We believe these examples about the technology industry highlight that simple negative screens and/or
scoring on ESG factors does not always capture all ESG risks. Analysis has to be forward looking and
can involve a certain level of subjectivity. The examples above focused simply on environmental risks.
We believe the factors get even more complex when analyzing social and governance issues, which can
cover everything from privacy concerns to treatment of employees. Additionally, the increase in
companies with asset-light models that use a significant amount of outsourcing can create risks
throughout the supply chain that can be even more complex to unravel. Interaction with company
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managements on these topics is key and can be the critical point where engagement on these issues can
occur. Simply using scores and negative industry screens can negate this point of contact.
All ESG analysis has to incorporate current data and forward-looking analysis to consider a multitude of
possible consequences when making an investment decision. As a hypothetical view of forward-looking
ESG analysis, one should consider which has more environmental risk, a gasoline (petrol) retailer that is
looking to transition to electric charging stations or the data center industry that is likely to increase land
use and double its electric usage over the next five years.
In no way does this mean that one should not focus on reducing CO2 emissions but to make sure that
using just one or two ESG tools does not lead to ignoring a multitude of other risks.
We do worry that a rush to buy ESG services and ratings will reduce engagement within fixed income
investing. Corporate disclosure of ESG information is critical to achieving better analysis. As companies
move to models with more outsourcing and longer-supply chains, this analysis can become even more
complex. We support efforts for more consistent and regular ESG disclosures and, of note, some
technology related companies are first-movers in this arena.
Sources:
www.mining.com/as-demand-for-nickel-grows-so-do-environmental-concerns-report/
www.maplecroft.com/insights/analysis/nickel-a-green-energy-necessity-with-grave-environmental-risks/
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC7037090/
https://web.mit.edu/12.000/www/m2016/finalwebsite/problems/environment.html
https://onlinelibrary.wiley.com/doi/full/10.1111/jiec.13090
https://www.cnbc.com/2020/12/26/tech-companies-arent-doing-enough-to-fix-the-e-waste-problem.html
https://time.com/5594380/world-electronic-waste-problem/
https://www.itu.int/en/ITU-D/Environment/Pages/Spotlight/Global-Ewaste-Monitor-2020.aspx
https://unu.edu/media-relations/releases/global-e-waste-surging-up-21-in-5-years.html#info
https://www.theguardian.com/environment/2017/dec/11/tsunami-of-data-could-consume-fifth-global-electricity-by-2025
https://www.globenewswire.com/news-release/2020/11/26/2134796/0/en/Global-Data-Center-Power-Market-is-Forecast-to-Reach-aMarket-Size-of-USD-26-104-million-by-2025-Growing-at
https://www.grandviewresearch.com/industry-analysis/data-center-construction-market
https://www.gartner.com/en/newsroom/press-releases/2020-10-07-gartner-says-worldwide-data-center-infrastructure-spending-togrow-6-percent-in-2021
www.brookings.edu/articles/cutting-through-environmental-issues-technology-as-a-double-edged-sword/
https://www.mdpi.com/2078-1547/6/1/117/htm
www.iea.org/reports/data-centres-and-data-transmission-networks
https://www.eia.gov/international/analysis/country/CHN
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DISCLAIMERS
Website: www.shenkmancapital.com
The Shenkman Group of Companies (the “Shenkman Group”) consists of Shenkman Capital Management, Inc., and its affiliates and subsidiaries,
including, without limitation, Shenkman Capital Management Ltd, Romark Credit Advisors LP, and Romark CLO Advisors LLC. The Shenkman Group
focuses on the leveraged finance market and is dedicated to providing in-depth, bottom-up, fundamental credit analysis.
Shenkman Capital Management, Inc. (“Shenkman” or “Shenkman Capital”) is registered as an investment adviser with the U.S. Securities and
Exchange Commission (the “SEC”). Romark Credit Advisors LP is also registered as an investment adviser with the SEC and Romark CLO Advisors
LLC is registered as a relying adviser of Romark Credit Advisors LP (together, “Romark”). Shenkman Capital Management Ltd is a wholly-owned
subsidiary of Shenkman Capital Management, Inc. and is authorized and regulated by the U.K. Financial Conduct Authority. Such registrations do not
imply any specific skill or training. EEA Investors: This material is provided to you because you have been classified as a professional client in
accordance with the Markets in Financial Instruments Directive (Directive 2014/65/EU) (known as “MiFID II”) or as otherwise defined under applicable
local regulations. If you are unsure about your classification, or believe that you may be a retail client under these rules, please contact the Shenkman
Group and disregard this information.
The information and opinions expressed herein are provided for informational purposes only. This information is not intended to be, and should not
be considered as, impartial investment advice, an offering of investment advisory services or an offer to sell or a solicitation to buy any securities.
Any offer to sell or any solicitation to buy securities of an investment fund managed by Shenkman or invest in any Shenkman strategy will be made
only by means of the Prospectus or Offering Memorandum relating to that fund or pursuant to an investment management agreement for a separately
managed account. All interests in securities of any fund shall not be offered or sold in any jurisdiction in which such an offer, solicitation or sale
would be unlawful or would require registration of disclosure until the requirements of the laws, rules and regulations of such jurisdiction have
been satisfied. In certain jurisdictions, including Switzerland, this is an advertising document
The inclusion of particular investment(s) in this presentation is not intended to represent, and should not be interpreted to imply, a past or current
specific recommendation to purchase or sell an investment. These materials do not undertake to explain the risks associated with any investment.
No person or entity should make any investment unless satisfied that it (or its investment representative) has asked for and received all information
that would enable it (or them) to evaluate the merits and risks thereof.
This paper, including the information contained herein, may not be copied, republished or reposted in whole or in part, without the prior written
consent of Shenkman Capital. SHENKMAN®, SHENKMAN CAPITAL®, and other Shenkman trademarks and logos used herein are registered
trademarks of Shenkman Capital Management, Inc. All rights reserved.
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