Appleton Answers: Financial Planning Brief
How Can Investors Optimize ESG Impact? It’s Personal.
DEFINING ENVIRONMENTAL, SOCIAL AND GOVERNANCE OBJECTIVES
Appleton has always believed that achieving a client’s unique
investment objectives demands active collaboration and a
willingness to customize portfolios. We view ESG and impact
investments through this same lens and our portfolio
managers have helped design personalized values aligned
strategies for more than 15 years via selectively screening
and/or adding investments in certain sectors per the client’s
wishes. Our ESG separate account mandates are built within
the foundation of our municipal, Crossover and HGIGC
mandates. For risk management and investment process
integrity purposes, credit quality, liquidity, duration, and
other strategy parameters remain in place.
Working on the development and management of portfolios
incorporating ESG-specific requests has taught us that no
two clients have the same goals. For this reason, taking a
consultative approach better serves our clients than
presenting them with a standard Appleton ESG portfolio. To
help in identifying ESG themes that may be most important
to you, some common considerations are highlighted below.

TAILORING EXPOSURES BASED ON INDIVIDUAL IDEALS
A frequently employed ESG practice involves screening out certain sector or thematic exposures. Doing so allows clients to avoid having
their assets invested in bonds whose use of capital is considered undesirable. A few common tax-exempt screening exclusions include:

•

Fossil Fuel
•

Correctional Facilities
• Tobacco
• For-Profit Education

•
•

Casinos or other Gaming
Toll Roads (Emissions Reduction)

ESG focused portfolios may also proactively target specific segments of the market that support an investor’s values and ideals. Green
Bonds represent a good example. Municipal green bonds raise money to finance projects that seek to mitigate and/or adapt to climate
change. For investors with a “green focus”, our team can work to allocate a portion of their portfolio to bonds specifically certified as
“green”. It’s important to note that while green bond issuance has increased significantly in recent years, it is still a small portion of
overall municipal issuance.
While green-certified bonds are a popular investment theme for ESG conscious investors, a breadth of other tax-exempt bond issuers
may also support a client’s environmental or related values. Examples include bond issuers whose operations and use of capital
supports clean water, healthcare accessibility, public education, and affordable housing. While not officially labeled as green bonds,
these types of issuers may represent viable options for clients seeking ESG impact.
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ESG ANALYSIS ENHANCES FUNDAMENTAL CREDIT RESEARCH
Appleton’s credit research team engages in extensive ESG analysis of tax-exempt bond issuers, a process that complements our
fundamental research. ESG-related considerations not only support alignment of holdings with client values; they are also an important
credit quality input. That is because we believe that favorable environmental, social and governance attributes are positively correlated
with efficient municipal and corporate performance, and the opposite also tends to be the case.
Risk mitigation is the primary anticipated benefit of our proprietary ESG analysis. For example, if a city is in an area prone to hurricanes and
underinvests in preparedness, a large storm could severely interrupt governmental operations for an extended period. This could have
short-term economic ramifications as well as long-term impact, thereby weakening the economy, tax base and credit standing.

PROPRIETARY SCORING QUANTIFIES ESG EVALUATION
Depending on the nature of the issuer and bond, our credit research team evaluates up to 12 distinct environmental factors, 26 social
factors, and 18 governance factors, although individual issuers within each sector will typically be evaluated based upon 5-8 factors for
each ESG category. ESG scores are calculated based on the specific factors that are seen as most relevant to the specific bond issuer.
Social factors such as employment base, education, and poverty rates influence our view of the stability and growth potential of a local
economy. Environmental factors such as fuel diversity and compliance with federal clean-water regulations reflect prudent management
of electric and water utilities. Good governance is an important element of fiscal management and ultimately a municipality’s credit
quality.

LET’S DISCUSS YOUR GOALS
The focus Appleton places on collaboration and customization helps to ensure investments reflect what matters most to you. Appleton’s
team is happy to work with you to develop an ESG investment strategy that suits your goals.
How can we help you? Please contact:
Jim O’Neil, Managing Director, 617-338-0700 x775
privateclient@appletonpartners.com
www.appletonpartners.com
This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for
informational purposes only, and not to suggest any specific performance or results, nor should it be considered investment, financial,
tax or other professional advice. This presentation may include forward-looking statements. All statements other than statements of
historical fact are forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,”
and “expect”). Although we believe that the expectations reflected in such forward-looking statements are reasonable, we can give no
assurance that such expectations will prove to be correct. Various factors could cause actual results or performance to differ materially
from those discussed in such forward-looking statements. Historical performance is not indicative of any specific investment or future
results. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be
guaranteed to be accurate and may result in economic loss to the investor.
Any references to outside content are listed for informational purposes only and have not been verified for accuracy by
Appleton. Appleton does not endorse the statements, services or performance of any third-party author or vendor cited.
INVESTMENT PRODUCTS: NOT FDIC INSURED – NO BANK GUARANTEE – MAY LOSE VALUE
Appleton’s ESG Score is based on a set of predetermined ESG factors identified and determined by Appleton. These factors are not all-inclusive and are
subject to Appleton’s discretion. Consequently, scores are representative of Appleton’s research, due diligence and judgement and should not be construed
as being endorsed by any regulatory authority or ESG-based organization. A list of applicable factors is available upon request. Appleton assigns only one
ESG Score for each municipal bond issuer based upon the criteria that Appleton believes is most relevant to the issuer. These scores are not influenced by
client inquiries or requests.
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