
Fixed Income Strategies: 
Approach to ESG  

Our firm understands that a company’s relationships with its stakeholders—including customers, 
suppliers, employees, communities, governments, creditors, shareholders, and the broader 
environment—can have meaningful implications on its future investment value. 
As such, we methodically review the outcome of corporate behavior of companies within the investable market. Our research 
teams have integrated environmental, social and governance factors (ESG) into the firm’s multi-faceted analysis processes to 
ensure our investment conclusions are conscious of the risks that unsustainable business practices pose to economic outcomes. 
Although we consider ESG exposures material to a company’s future investment prospects, these dynamics are considered in the 
context of the issuer’s underlying business model, operating fundamentals, and market position. This disciplined structural review 
is accompanied by thorough valuation analysis. The merits of our thorough security evaluation process have been proven over 
multiple market cycles.

Our Commitment to ESG
SBH became a signatory of the United Nations’ Principles for Responsible Investment (PRI) in 2017.  
Signing the internationally recognized PRI reflects our commitment to responsible investment  
within the global community, seeking companies that exhibit positive stewardship in their  
environmental, social, and corporate governance practices. To assure quality control in the  
arena, senior management at SBH is highly involved in the firm’s ESG efforts and we have  
formed an internal ESG committee tasked with developing best practices across the organization.

Fixed Income Strategies – ESG Philosophy and Overview 

Our Fixed Income philosophy of investing in issuers that meet our high quality 
standards drives the inclusion of ESG factors in the investment process. We believe 
responsible corporate citizenship is additive to the creditworthiness of underlying 
issuers and contributes to our quality determination and assessment of risks.    

Analysts discuss ESG data, MSCI ESG grading, observations, and rankings with 
portfolio managers during initial credit reviews and credit updates. Portfolio 
managers use this ESG research to aid them in evaluating the appropriateness 
of the investment and risk factors associated with the credit.  

Analysts utilize MSCI as the primary provider of data to aid in evaluating various 
ESG factors across issuers. MSCI’s ESG grading is also a component of our screening 
process. Analysts investigate MSCI’s grading of issuers, look into historical activities, 
and evaluate current messaging and actions of the management team to aid in 
understanding ESG issues as a component of our research process. 

ESG and Quality

ESG Integration

ESG Informs Risk
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Fixed Income Strategies –  
Integration of ESG into Investment Process

Our goal is to invest in high quality securities that we believe will perform well over market cycles and offer downside 
protection. Our analysts and portfolio managers consider environmental, social and governance factors when evaluating 
investments with the goal of driving improved portfolio returns through better risk management and in response to 
client-specific mandates across the team’s fixed income strategies. We integrate ESG analysis into the investment process 
primarily as a risk-mitigation tool. 

IMPORTANCE OF ESG TO INVESTMENT APPROACH 

ESG INTEGRATION 

We believe attempts to define quality issuers absent a clear understanding of the issuer’s management of ESG factors would 
be remiss and result in increased susceptibility for underperformance of an investment. Evaluation of an issuer’s stance and 
history in relation to the management of environmental, social and governance issues deepens our understanding of the 
increased risk of corporate underperformance, litigation, draws on liquidity or even insolvency.

Our analysts are tasked with evaluating issuers across ESG factors to account for the company’s historical activities and current 
messaging and actions of the management team. The investment process begins with an initial screen of the investment 
universe to identify high quality issues that may be overlooked by other managers. As part of this process, a column is 
populated with the MSCI ESG grade for the issuer. Analysts are tasked with developing an understanding of both the grade 
assigned by MSCI for each issuer held and the most impactful factors contributing to that grade. The companies are then 
ranked relative to their peers which allows the team to identify the highest quality companies in which to invest.

In addition, analysts independently evaluate data provided through MSCI, public filings, and disclosures, and through 
monitoring management team presentations, including earnings reports and conferences. ESG factors are integrated into 
the team’s proprietary financial models which serves to deepen our understanding of company-specific information. Each 
investment thesis for owning a company includes a section dedicated to ESG that is discussed with portfolio managers. 

The analysts’ ESG evaluations are discussed with portfolio managers during initial credit reviews, credit updates and other 
forums. Portfolio managers and analysts recognize that certain factors play larger roles in elevating the risk of one industry 
versus another and each industry is measured distinctly for that reason. For instance, stronger environmental policies are 
anticipated to play a larger role in determining underlying risk of an investment in an energy company versus a financial 
institution, where perhaps social policy and governance is a larger determinant of risk or concern. 
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We first identified Energy Power (EP), one of the 
nation’s largest integrated utilities, through our 
fundamental screening process several years ago.
The company screened well with lower total debt/capital 
than peers and exemplified a history of higher earnings and 
consistent cash generation. The company had low event risk 
with strong equity performance versus peers and a regulated 
business model impeding expensive large-scale mergers and 
acquisitions (M&A). It also ranked well with lower distribution  
and debt growth, improving its credit metrics while peers’ metrics 
deteriorated. The company had a history of volatile business 
segments; however, management had begun repositioning the 
business mix towards regulated and contracted revenue streams 
while also improving the balance sheet by paying down debt.

At the time, the company operated both regulated and 
unregulated businesses. This business mix set the  
company apart from other utilities and many market  
participants were uncertain of the volatility and risk  
present in the company. This led to higher spreads on  
the company’s debt and presented a potential opportunity  
as market perception of business risk did not match the 
underlying fundamentals of the company. Management  
began to identify these weaknesses and worked to  
increase transparency, simplify the corporate structure,  
align segment reporting, and sell its riskier uncontracted 
businesses. These actions in addition to our screening  
process identified EP as an improving credit with strong 
underlying fundamentals.     

Research Example of ESG Integration
The following is an example that illustrates how we incorporate ESG into our research 
process. The name of the company has been changed.

IDEA GENERATION

RESEARCH PROCESS

Fundamental Analysis
To better understand Energy Power’s credit quality, our 
team did extensive analysis of the company to evaluate the 
stability of the business model and incentives of management 
and to identify potential risks and their mitigators.    

 � Through the team’s conversations with management, the 
company’s leadership communicated a clear commitment 
to strong credit fundamentals and an improved balance 
sheet. The company initiated asset sales and prioritized debt 
repayment and improved credit metrics with the proceeds. 

 � Our team evaluated the strength of management, history of 
equity ownership and the views of the ratings agencies. These 
items provided insight on the likelihood of future event risk 
in the credit. We determined management had a long tenure 
with the company and possessed good experience to steer 
the company into the future. Our team also identified positive 
ratings momentum in the credit. The company was improving 
its cash flow to debt ratio and increasing the earnings 

contribution from state-regulated utilities, both of which were 
regarded positively by the ratings agencies. The agencies 
also viewed EP’s actions regarding ESG metrics positively.       

 � We evaluated potential risk factors that could impact future 
credit quality including potential changes in the regulatory 
environment, future environmental liabilities, carbon transition 
risk and financial risk from M&A. We viewed these risks as 
manageable following our conversations with management 
and given our understanding of the business trajectory.

ENERGY
POWER

1. Fundamental Analysis  >  2. ESG Analysis  >  3. Financial Modeling and Investment Conclusion 

RESEARCH EXAMPLE

We determined management had a long 
tenure with the company and possessed 
good experience to steer the company 
into the future.



ESG Analysis
In parallel with our financial analysis, our research team also 
conducted a deep review of the company’s ESG exposures. 
As opposed to simply relying on the MSCI ESG grade, 
our team conducted independent analysis of company 
disclosures, presentations, and reports to assess potential 
ESG-related risks and opportunities for the company. 
These insights helped inform our credit opinion.    

Environmental. The utility industry has done an 
excellent job confronting the environmental impact of 
the sector’s operations. There has been an increased 

emphasis on lowering carbon and methane emissions across 
the industry with significant dialogue with regulatory bodies in 
support of renewable generation and advanced retirement of 
coal assets. Against this backdrop, our team was impressed with 
the sector leading approach of Energy Power’s environmental 
strategy. The company is a leader in renewable generation, 
has made a concerted effort to lower carbon emissions 
and will have net zero emissions by 2050. Our team felt 
comfortable that EP was actively addressing its environmental 
footprint and stewarding capital in a responsible manner.    

Social. The success of a utility’s regulatory relationships 
relies heavily on the utility’s social policies and its 
reputation in the community. Without the right culture 

and policies in place for managing the priorities of employees, 
asset mismanagement can occur and cause significant damage 
as seen across the industry from fires to gas explosions. We 
spent considerable time analyzing EP’s policies and historical 
actions to ensure the company was not at risk in this area. 
Following our analysis of ESG-related factor data, conversations 
with management, and evaluation of historical policies, we 
believed the company was thoughtfully managing the way 
in which they pursued employee and community relations. 
Additionally, it was our belief that the company’s social practices 
would not impair their regulatory relationships going forward.

Governance. Our research showed the company had 
aligned management pay with ESG targets, improved 
diversity of both the board and management and 

implemented strong governance policies. At the same time, 
transparency was improving.  We were confident EP’s governance 
practices aligned with all stakeholders and would empower 
the company’s transition to a future of net zero emissions.    

Financial Modeling and Investment Conclusion
After conducting both fundamental and ESG research on 
Energy Power, the team did extensive financial analysis of 
the credit through financial modeling and scenario analysis. 
The team placed special emphasis on the company’s asset 
coverage, future cash generation and downside protection in 
stressed operating environments. We found the company to 
have strong asset coverage and consistent cash generation to 
support the business going forward. In addition, we found the 
cash profile supportive of the capital plan and manageable 
within current credit ratings. After the analysis, the team had 
strong conviction in the credit and expected positive rating and 
spread momentum as management implemented its business 
simplification plan. The research team presented the thesis to 
the Fixed Income team in a research meeting for discussion 
among the portfolio manager and analyst group. Included in 
this presentation was EP’s financial model, scenario analysis, 
valuation comparisons, management assessments, screen 
rankings, and a qualitative summary of EP’s investment merits. 
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RESEARCH PROCESS (Continued)

1. Fundamental Analysis  >  2. ESG Analysis  >  3. Financial Modeling and Investment Conclusion 

The process led to an investment in 
the security with a portfolio weighting 
representative of our strong conviction 
in the name. Once a position was 
established, the research team 
continued its rigorous analysis of 
interim financial results, competitive 
dynamics, and ESG developments. It was 
our belief that the ESG-focused analysis 
integrated into our credit research by 
no means guaranteed success of the 
investment, but better framed both the 
risks and opportunities of Energy Power.  

To learn more about our approach to ESG, please email us at contactus@sbhic.com. 
All opinions expressed in this paper are solely the opinions of Segall Bryant & Hamill. You should not treat any opinion expressed as a specific inducement to make a particular 
investment or follow a particular strategy, but only as an expression of the manager’s opinions. The opinions expressed are based upon information the manager considers reliable, 
but completeness or accuracy is not warranted, and it should not be relied upon as such. Market conditions are subject to change at any time, and no forecast can be guaranteed. 
Any and all information perceived from this paper does not constitute financial, legal, tax or other professional advice and is not intended as a substitute for consultation with a 
qualified professional. The manager’s statements and opinions are subject to change without notice, and Segall Bryant & Hamill is not under any obligation to update or correct any 
information provided in this paper.


