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Wescott’s Environmental, Social and Governance (ESG) + Impact Offering 

Annual Report 2022  

The demand for investment solutions that address clients’ environmental, social and governance (ESG) 
preferences has accelerated for six consecutive years and set an annual record of nearly $70 billion in net flows 
in 2021, which was a 35% increase over last year’s record, according to Morningstar Direct. Despite facing 
performance challenges in 2021 due to the avoidance of energy stocks, more investors are beginning to focus 
their investments on areas such as climate change, diversity, corporate governance and sustainability. 

As a result, the asset management industry has responded with products and services that seek to avoid certain 
companies and industries (i.e. no fossil fuels) using a customized screening approach, and many existing funds 
are now adopting sustainable mandates. Active managers continue to incorporate environmental, social and 
governance research into their security selection process and make their governance views count by actively 
voting proxies, allowing them to take more of a positive approach to ESG in their implementation.  

According to data from Morningstar, flows into sustainable funds increased dramatically in 2020, 
underscoring the growing demand in the market, and flows peaked in the first quarter of 2021 at $22 billion. It 
is clear from fund flows and news headlines that sustainable investing is top of mind for many investors, 
corporations and asset management companies. 

While investing in sustainability themes is not a new approach, the types of themes available have grown, with 
funds targeting themes such as affordable housing, LGBTQ+ rights, and de-carbonization. As advisors to 
individual and family clients, endowments, foundations and pension funds, Wescott’s ESG + Impact offering 
provides our clients with an opportunity to seek a financial return with a sustainable focus.  

Figure 1: Sustainable Fund Asset Flows Momentum Continued in 2021 

Sustainable Funds Annual Flows and Assets 
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Source: Morningstar Direct. Data as of December 31, 2021. Includes Sustainable Funds as defined in Sustainable Funds U.S. Landscape 
Report, January 2022. Includes funds that have liquidated; excludes funds of funds. 

As demand for ESG funds has grown, the amount of sustainable open-end funds and ETFs that are available to 
U.S. investors has also grown. According to Morningstar Direct, at the end of 2021, the number of available 
funds grew to approximately 534 (375 active and 159 passive), which was up 36% from the prior year and 
double the amount of investments that were available at the end of 2018. 

The launch of sustainable funds is expected to continue to accelerate, with the amount of actively managed 
funds currently still dominating passively managed funds, representing about 70%. However, investors are 
beginning to favor passively managed funds in recent years due to their lower fees, and passive funds are 
beginning to gain market share in terms of assets. 

Figure 2: Active Funds Continue to Dominate the Sustainable Funds Landscape 

Active Funds vs Passive Funds Quarterly Assets 

Source: Morningstar Direct. Data as of December 31, 2021. Exclude fund of funds. 

Measuring Sustainability Risks 

As interest grows, so too has the ability to measure the environmental, social or governance (ESG) impact of a 
given investment or strategy. Morningstar, a provider of investment analytics, has introduced a sustainability 
rating to complement their risk, style and return data. The Morningstar Sustainability Rating is a measure of 
the financially material environmental, social and governance, or ESG, risks in a portfolio relative to a peer 
group. The rating is an historical holdings-based calculation using the company-level ESG Risk Rating from 
Sustainalytics, a leading global and independent provider of ESG research.  

The Sustainalytics ESG Risk Rating is rendered on a 0-100 scale. Lower is better, with zero indicating that a 
company has no unmanaged ESG risk and 100 indicating the highest level of ESG risk. In practice, most scores 
range from 0-50.  ESG Risk Ratings are aggregated to a Portfolio Sustainability Score on a monthly basis, using 
an asset-weighted average of all covered securities. Covered securities include equity and fixed income 
securities issued by companies that have ESG Risk Ratings. To receive a Portfolio Sustainability Score, at least 
67% of a portfolio’s assets under management must have a company ESG Risk Rating from Sustainalytics.  
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Wescott’s ESG + Impact Platform 

Wescott offers a number of approved investment strategies with clear ESG + Impact objectives. In addition, 
Wescott has constructed an ESG + Impact balanced target portfolio designed to produce attractive long term 
returns via capital appreciation and income generation, while also maintaining lower exposures to ESG risks. 
Within the U.S. Large Cap Core and the non-U.S. Large Cap Core mandates, eligible Wescott clients can choose 
to implement their own strategy via separately managed accounts sub-advised by Parametric Portfolio 
Associates, a leader in customized asset management solutions that meet specific ESG criteria.  

Wescott’s Selection of ESG + Impact Managers 

Each manager included in the Wescott ESG + Impact target portfolio underwent extensive due diligence by 
Wescott’s Investment Research Group and was ultimately approved by Wescott’s Investment Committee based 
on minimum fundamental, quantitative and ESG criteria. For each manager selected, sustainable investing had 
to be an integral part of the investment process employed in the strategy’s mandate and the fund in most cases 
designated as a sustainable fund by prospectus. Even funds that are not designated as a sustainable fund 
should exhibit characteristics consistent with lowering risks related to an environmental, a social or a 
governance issue.   

Wescott, using tools provided by Morningstar based on scores from Sustainalytics, measures each fund’s 
exposures on an annual basis. In the chart below we graph each manager’s Sustainability Score compared to 
the Global Equity Benchmark. A lower Portfolio Sustainability Score indicates less risk while a higher score 
indicates more risk. In all but three cases, the equity managers selected for Wescott’s ESG + Impact platform 
have lower risk scores than the global equity benchmark of 22.0. The asset classes with scores above the global 
large cap benchmark include U.S. small cap and emerging markets, which tend to have higher exposures to 
companies with more ESG risks. In the three cases where the scores are above the benchmark, all three score 
lower than their peers, which range from 28.0-30.0 on this scale. 
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Source: Morningstar Direct, Wescott Financial Advisory Group, LLC. Current Sustainability Score based on 99% of AUM | Global Category: 
Global Equity Large Cap | Sustainability Score as of July 31, 2022. Sustainability Rating as of July 31, 2022. Sustainalytics provides company-level 
ESG Risk analysis used in the calculation of Morningstar’s Sustainability Score. Sustainability Mandate information is derived from the fund 
prospectus.  
 

Wescott’s ESG + Impact Manager Highlights 

Brown Advisory Sustainable Growth 

The Fund’s investing approach focuses on finding a concentrated portfolio of companies whose internal 
sustainability practices help generate tangible business benefits, in the form of revenue growth, cost 
improvement or enhanced franchise value. This may include products that have a competitive advantage as a 
result of sustainability drivers such as resource efficient design or manufacturing or products and services that 
offer solutions to long-term sustainability challenges.  

We consider Brown Advisory to be one of the leading managers deeply committed to the sustainable and 
impact investing space.  They wholeheartedly support sustainable investment principles and are one of the few 
firms that provides quarterly and annual impacting reporting.  Their Annual Impact Report (Brown Advisory 
Sustainability Report 2021) includes a detailed review of how they invest using innovative ESG and sustainable 
research, discussions of the positive environmental and social outcomes being created by their portfolio 
companies, and a look at how they engage with portfolio companies as well as with the broader sustainable 
investing community.   
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Boston Common ESG Impact International  

Boston Common’s mission reflects the commitment to their clients, their team, and to the universal commons. 
They analyze investment risks and opportunities from a broader perspective, because they believe 
understanding environmental, social, and governance (ESG) factors is fundamental to valuing a company. The 
firm strives to be responsible stewards of their clients’ assets by seeking competitive investment returns from 
portfolios of companies that can contribute to and benefit from sustainable, global growth. Boston Common 
also uses their voice as shareowners to improve companies’ practices and to advance the global dialogue toward 
a sustainable economy as evidenced by their latest Boston Common Active Investor Impact Update 2Q 2022. 

We consider Boston Common to be a true leader in the Environmental, Social, and Governance (ESG) space 
and believe that the firm, as well as its professionals, are dedicated to being a driving force of positive change 
by implementing sustainable practices in their portfolios and in their company’s culture.  The firm is 
recognized for its diversity, as women comprise approximately 60% of Boston Common’s total staff, Board of 
Directors, and senior management, and racial diversity accounts for over 25% of total staff and senior 
management.   

In 2016, the firm became a Certified B Corporation, which consists of a community of 2,500 businesses that 
meet the highest standards of verified social and environmental performance, public transparency, and legal 
accountability. In 2018, it was honored in the “Best for the World” list, which includes global businesses that 
earned scores in the top 10% of more than 2,500 Certified B corporations across all categories on the “B Impact 
Assessment”.  The B Impact Assessment evaluates a company’s environmental performance, employee 
relationships, diversity, involvement in the local community, the impact a company’s product or service has on 
those it serves, and more.   

Community Capital Management – CRA Qualified Investment Fund (Fixed Income) 

Community Capital believes that a fully integrated portfolio, one that includes environmental, social and 
governance (ESG) factors and is fossil fuel free, can deliver strong financial performance while simultaneously 
having positive long-term economic and sustainable impact. The firm looks to invest in high quality, well-
researched securities that have positive societal impacts, while requiring transparency into the specific use of 
proceeds and measurement of their anticipated corresponding impact.  

Community Capital actively manages its portfolios in order to take advantage of opportunities and reduce 
unnecessary risks. The team strives to keep risks lower, income higher, and provide diversification benefits 
similar to the broad investment-grade bond market. 

The firm incorporates the environmental and social aspects of ESG investing into its investment philosophy by 
proactively seeking market-rate bonds that positively contribute to economic and sustainable impact. This 
includes a variety of impact initiatives such as affordable housing, small business development, gender lens, 
renewable energy, fossil fuel free, and many more. 

A benefit of the strategy is the ability for institutional shareholders to customize their investments to support 
specific geographies or impact initiatives, and to receive detailed quarterly reports on impact metrics and 
outcomes as illustrated in their CCM Impact Summary Report 2Q 2022. Wescott has recently customized 
several main impact themes and regions for Community Capital to target and invest in on behalf of our clients 
who are invested in the fund, which include a regional focus on the Philadelphia and Mid-Atlantic region in 
investment themes such as affordable housing, economic inclusion, and minority advancement. 

As of the second quarter of 2022, the impact and ESG themes that Community Capital has invested in on 
behalf of Wescott clients include economic and environmental initiatives, such as green projects, neighborhood 
revitalization, healthy communities and general community development, minority advancement, as well as 
financing for affordable homeownership and rental housing units in the Philadelphia region and surrounding 
areas.  
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During the second quarter of 2022, Community Capital made an impact investment in Casa Faranese, an 
affordable rental property for seniors in the Washington Square West neighborhood of Philadelphia, PA. Built 
in 1966, the property was the first affordable housing complex in the City of Philadelphia. In 2015, the property 
underwent a major renovation, which included updating the roof, risers, and HVAC units, as well as the 
installation of a third elevator, state-of-the-art security lobby and new common areas. Residents of the building 
have access to planned activities, community computers and community spaces and dining areas. 

Community Capital also made an investment during the quarter in the Philadelphia Redevelopment Authority 
(PRA), which will use the proceeds of the 2021 Series A City Service Agreement Revenue Bonds to finance the 
costs of the Neighborhood Preservation Initiative (NPI). The majority of the NPI program funds will go 
towards rental assistance for low-income or rent burdened tenants, affordable housing preservation for low- 
and moderate-income and homeless residents, permanent homeless housing, and basic home systems repairs 
for low-income homeowners. 

Parametric Portfolio Associates                                                                                                             
Customized Core Separately Managed Accounts and subadvisor to Calvert Responsible Indices 

Parametric Portfolio Associates partners with firms like Wescott to build portfolios focused on what is most 
important to our clients. Parametric is a leader in custom solutions and has over $250 billion in assets under 
management, with over $22 billion in customized responsible investing mandates. Eligible Wescott clients can 
tailor portfolios to align to their values. Parametric provides detailed research on how they approach 
responsible investing in their Parametric Guide to Responsible Investing 2021. In addition to setting screens 
aligned with values, our clients can determine what types of companies they want to own and through a proxy 
voting process, influence company behavior as active owners. Parametric’s risk management and portfolio 
construction capabilities allow for full customization and reporting at the account level. 

For clients that do not opt for a separately managed account, Parametric’s responsible investing capability is 
available via a Calvert Responsible Index Fund, for which Parametric is the subadvisor. In their regularly 
published Calvert Impact Blog 2022, Calvert provides insight and analysis on the major ESG issues facing 
companies and shareholders.   

Wescott ESG + Impact Emphasis on Reducing Fossil Fuel Involvement 

While there are many specific objectives that clients have when investing sustainability, Wescott’s portfolio has 
been constructed in an effort to reduce exposure to fossil fuels. To that end, we have identified managers and 
funds that exclude or at a minimum, limit exposures to oil and gas companies that own and operate reserves.  
This results in an equity strategy that has a low carbon risk score and limited fossil fuel involvement. In 
addition, most funds in the strategy have a low carbon designation and a significant underweight to the 
energy sector. 
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Source: Wescott, Morningstar Direct. The Strategic Benchmark consists of 60% of the Vanguard Total Stock Market Index, and 40% of the Vanguard 
Total International Stock Index. As of January 2019, an allocation to the S&P Global REIT Index was removed. As of December 2018, an allocation to 
the Alerian MLP ETF was removed and as of April 2018, an allocation to the Vanguard Energy Index was removed. Allocations to the Alerian MLP 
ETF, S&P Global REIT, and Vanguard Energy Index were added as of January 1, 2018. Prior to that, an allocation to the Wilshire Liquid Alternative 
Index was used as of December 31, 2011. Prior to that, the benchmark consisted of 60% of the Vanguard Total Stock Market Index, and 40% of the 
Vanguard Total International Stock Index.

Source: Wescott, Morningstar Direct

 0.00
1.00
2.00
3.00
4.00
5.00
6.00
7.00
8.00
9.00

10.00

0
8

/3
1/

20
19

0
9/

30
/2

0
19

10
/3

1/
20

19

11
/3

0
/2

0
19

12
/3

1/
20

19

0
1/

31
/2

0
20

0
2/

29
/2

0
20

0
3/

31
/2

0
20

0
4/

30
/2

0
20

0
5/

31
/2

0
20

0
6/

30
/2

0
20

0
7/

31
/2

0
20

0
8

/3
1/

20
20

0
9/

30
/2

0
20

10
/3

1/
20

20

11
/3

0
/2

0
20

12
/3

1/
20

20

0
1/

31
/2

0
21

0
2/

28
/2

0
21

0
3/

31
/2

0
21

0
4/

30
/2

0
21

0
5/

31
/2

0
21

0
6/

30
/2

0
21

0
7/

31
/2

0
21

0
8

/3
1/

20
21

0
9/

30
/2

0
21

10
/3

1/
20

21

11
/3

0
/2

0
21

12
/3

1/
20

21

0
1/

31
/2

0
22

0
2/

28
/2

0
22

0
3/

31
/2

0
22

0
4/

30
/2

0
22

0
5/

31
/2

0
22

0
6/

30
/2

0
22

0
7/

31
/2

0
22

Wescott ESG + Impact Global Equity Strategy
12 Month Average Fossil Fuel Exposure vs Strategic Benchmark

August 2019 - July 2022

Wescott ESG + Impact Global Equity Strategy Strategic Benchmark

-4.00

-3.00

-2.00

-1.00

0.00

1.00

2.00

3.00

4.00

Wescott ESG + Impact Global Equity Strategy
Relative Sector Weighs vs. Strategic Benchmark as of July 31, 2022



8 
DMADMIN\5383014.1 

Important Disclosures 

The Morningstar Sustainability Rating is a measure of how well the portfolio holdings are managing 
their ESG Risk relative to the portfolio’s Global Category peer group. 

The Morningstar Historical Sustainability Score is a weighted average of the trailing 12 months of 
Morningstar Portfolio Sustainability Scores. Historical portfolio scores are not equal-weighted; rather, more-
recent portfolios are weighted more heavily than older portfolios. Based on their Morningstar Historical 
Sustainability Score, funds are assigned absolute category and percent ranks within their Morningstar Global 
Categories. A fund’s Morningstar Sustainability Rating (Globe Rating) is its normally distributed ordinal score 
and descriptive rank relative to the fund’s global category. Lower ratings are better and indicate that a fund 
has, on average, less of its assets invested in companies that have higher ESG risk as characterized by 
Sustainalytics. 

Morningstar carbon metrics are asset-weighted portfolio calculations based on Sustainalytics company carbon-
risk research. Based on two of these metrics—Carbon Risk Score and Fossil Fuel Involvement %—funds may 
receive the Low Carbon designation, which allows investors to easily identify low-carbon funds within the 
global universe. 

To receive the Low Carbon designation, a fund must have a 12-month average Portfolio Carbon Risk 
Score below 10 and a 12-month average Fossil Fuel Involvement % of less than 7% of assets. For 
these metrics to be calculated, at least 67% of a portfolio’s assets must be covered by Sustainalytics company 
carbon-risk research. All Morningstar carbon metrics are calculated quarterly. 

Fossil Fuel Involvement % is the portfolio’s asset-weighted percentage exposure to fossil fuels, averaged 
over the trailing 12 months. Companies with fossil fuel involvement are defined as those in the following 
subindustries: Thermal Coal Extraction, Thermal Coal Power Generation, Oil & Gas Production, Oil & Gas 
Power Generation, and Oil and Gas Products and Services. 

The portfolio Carbon Risk Score is displayed as a number between 0 and 100 (a lower score is better). A 
portfolio’s Carbon Risk Score is the asset-weighted sum of the carbon risk scores of its holdings, averaged over 
the trailing 12 months. The carbon risk of a company is Sustainalytics’ evaluation of the degree to which a 
firm’s activities and products are aligned with the transition to a low-carbon economy. The assessment includes 
carbon intensity, fossil fuel involvement, stranded assets exposure, mitigation strategies, and green product 
solutions. 

Wescott Disclosure Information

Wescott Financial Advisory Group, LLC (“Wescott or the “Firm”) is an SEC registered investment adviser with its principal place of business in the Commonwealth of 
Pennsylvania. Registration does not imply a certain level of skill or training. Wescott may only transact business in those states in which it is notice filed, or qualifies for an 
exemption or exclusion from notice filing requirements.

Wescott has prepared this material for the purpose of providing general information regarding its investment advisory services where providing such information is not 
prohibited by applicable law.

The information contained herein should not be construed as personalized investment advice, and should not be considered as a solicitation to buy or sell any security or 
engage in a particular investment strategy. For information pertaining to the registration status of Wescott, please contact Wescott or refer to the Investment Adviser Public 
Disclosure web site (www.adviserinfo.sec.gov). For additional information about Wescott, including fees and services, send for our disclosure statement as set forth on Form 
ADV from Wescott using the contact information herein.

Past performance is no guarantee of future results. Investing involves risk, including the possibility of loss.


