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What is socially responsible investing?

Socially responsible investing (SRI) is the practice of evaluating investments’ social or environmental 
impact as well as their traditional financial metrics. By doing so, investors hope to direct their money 
toward companies with sustainable business practices and, equally as important, away from 
companies who may commit social or environmental injustices. 

Parsec Financial’s Socially Responsible Investing FAQ

What is the history of SRI? 

Several decades ago this type of 
investing was typically only seen in 
religious endowment funds or 
government pensions and, as a 
result, did not have the scale to drive 
change in the large corporations of 
the world. According to The Forum 
for Sustainable and Responsible 
Investment (US SIF), at the beginning 
of 2018 $11.6 trillion of U.S. 
domiciled assets are run with an 
ESG consideration, an increase of at 
least 18x since 1995.

How are companies analyzed for SRI inclusion?

The metrics analyzed for such investments typically fall into one of the categories denoted by the 
acronym “ESG”: environmental, social or corporate governance. 

• Environmental: Climate change, carbon emissions, pollution, energy efficiency, water scarcity, 
waste management, deforestation

• Social: Product safety, data protection, gender and diversity, employee engagement, supply 
chain management, labor standards

• Governance: Board composition, executive compensation, lobbying, political contributions, 
bribery and corruption

What is Parsec’s SRI offering?

Parsec’s SRI portfolio combines traditional stock selection criteria with numerous environmental, 
social and governance metrics through one of the industry-leading data providers, Sustainalytics. 
Additionally, the portfolio includes a proxy voting service through Egan-Jones, which will vote those 
clients’ shares in accordance with an SRI framework and maximize the value of the rights belonging 
to shareholders.
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How specifically does Sustainalytics work?

Sustainalytics covers companies in an investible universe that excludes commonly controversial 
areas. To do so, Sustainalytics assigns each company an “ESG risk rating.” The risk rating is derived 
from a three “building block” process, underpinned by the building block of corporate governance. 
The second building block concerns “material ESG issues” and is the most vital component of the 
score. Some examples include human capital, and occupational health and safety. The third building 
block revolves around idiosyncratic, or company-specific issues. From an investment standpoint, this 
might be a differentiator between two companies in the same industry and subsector. 

The overall risk rating considers aggregate exposure, the degree to which each risk is manageable, 
and the level of which the company actually manages their risk. “Unmanaged risk” represents the 
difference between total exposure and managed risk, and constitutes both the management gap 
and unmanageable risk. The management gap can be thought of as under management’s control, 
whereas unmanageable risk is outside of management’s control. 

A key component of Sustainalytics’ coverage process is that the company monitors risks on an 
ongoing basis, a vital feature when risks inevitably change or evolve over time.

View the appendix for two examples on how Sustainalytics determines ESG ratings.
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Sustainalytics: Assessing Company Level ESG Risk
Sustainalytics: Assessing Company Level ESG Risk

The company’s sensitivity or vulnerability 
to ESG risks.

Material ESG risk that can be influenced 
and managed through suitable policies.

Material ESG risk that can be managed by 
a company through suitable policies.

The portion of the risk that a company is not 
able to manage.

Some risks are not fully manageable, such as 
an oil company facing risks related to carbon.

The ESG risk rating evaluates unmanaged 
ESG risks.
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What does the process look like voting via Egan-Jones?

For every investment holding in the portfolio, Egan-Jones prepares a detailed report covering every 
issue to be voted upon at every annual meeting. This includes director elections as well as 
shareholder and management proposals.

You are making a difference simply by ensuring that your shares will be voted in accordance with a 
thoroughly researched SRI framework. In the absence of such a benefit, many shareholders do not 
have needed guidance on proxy voting, and do not vote on important changes which often affect 
their portfolio.

Examples of proxy voting standards:

Environmental:

• For shareholder proposals to encourage energy conservation and the development of alternate 
renewable and clean energy resources and to reduce or eliminate toxic wastes and greenhouse 
gas emissions.

• For shareholder proposals for reporting on environmental hazards to the community.

Social:

• For shareholder proposals to encourage companies to report on social and environmental, as 
well as financial performance.

• For shareholder proposals directed towards adoption of corporate social responsibility 
guidelines within companies.

Governance:

• For shareholder proposals requiring that the positions of chairman and CEO be held separately.

• For shareholder proposals that a two-thirds majority of directors be independent.

• Withhold votes from compensation committee members in case where the 1) company obtains a 
questionable score on the Egan-Jones compensation rating model, or 2) there is insufficient 
disclosure on executive compensation.

• Against shares with unequal voting rights.

How does Parsec review performance of SRI portfolios versus its other standard 
portfolios?

Periodically, the funds or combination of stocks and funds are examined, and performance 
compared with relevant benchmarks. The same philosophy applies to Parsec’s review of both SRI 
and traditional portfolios. Low fees, longer management tenure, a strong company ability to 
manage its ESG risk, strong fi360 scores, and broad diversification are key tenets of desirability.  
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Could I invest just a portion of my entire portfolio in SRI?

Yes! SRI investment is managed at the account level, so you can have some or all of your accounts 
invested in Parsec’s SRI model.

If I open an SRI portfolio but change my mind, what is the process of reallocating?

For nontaxable accounts, Parsec can quickly and easily reallocate with little to no trading cost. For 
taxable accounts, the Parsec team may need to plan a method of reallocation that considers the 
impact of capital gains taxes.

Should I expect lower returns from SRI investing?

No! Many early studies concluded that there is no performance penalty – that is, you are no worse 
off – investing in SRI mutual funds compared to traditional investments (Source: Meir Statman 1993, 
Briere, et al. 2017). Since then there have been a plethora of studies that show you may actually be 
better off when considering the non-financial metrics that make up an SRI framework (Sources: 
Morgan Stanley 2015, Deloitte 2016, De and Clayman 2016)

How do I get started with a Parsec SRI portfolio?

Contact your Parsec advisor to further discuss this new portfolio. 

For new clients, Parsec has three financial advisors on staff who specialize in socially responsible 
investing and understand your socially conscious priorities in order to provide you with this 
customized SRI portfolio, learn more: parsecfinancial.com/socially-responsible-investing

Additional information, including management fees and expenses, is provided on Form ADV Part 2, available upon request or at the SEC’s 
Investment Advisor Public Disclosure site: www.adviserinfo.sec.gov/Firm/104919

http://parsecfinancial.com/socially-responsible-investing
https://www.adviserinfo.sec.gov/Firm/104919
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Appendix
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Microsoft ESG Risk Rating 
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Source: Sustainalytics
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Top Material ESG Issues at Company A

Company A ESG Risk Rating

Source: Sustainalytics
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Royal Dutch Shell ESG Risk Rating
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75.3 – 41.3            =                    34 (High)
Total Exposure – Managed Risk = Unmanaged Risk/ESG Risk 

Source: Sustainalytics
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Source: Sustainalytics


