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Building a Mission Aligned Portfolio

For many investors, aligning a portfolio to a particular mission can bring a holistic approach to the advancement of a specific or
targeted mission. For example, an organization focused on improving health among children might want to invest in companies
that are similarly focused. Or at the very least, avoid companies that might have opposing objectives such as those focused on
tobacco, alcohol and junk food. Going a step further, a mission aligned portfolio, if successful, can further the mission vis-a-vis
quantifiable metrics, customized to that mission. For example, an organization focused on increasing access to credit to
underserved communities could issue direct loans to those targeted communities and measure both the return on the
investment as well as the impact in the community. The challenge many investors have, though, is where to start?

As we previously discussed, the most important step in mission aligned investing is to determine what type of program to imple-
ment. While there are pros and cons to each approach, nailing this decision will set the stage for how to measure and assess
success. The program and how/why it will be implemented should be documented in an Investment Policy Statement. Some
organizations even create a separate Impact Investment Policy that clearly defines impact investment values and strategies. As a
fiduciary, this step is critical to ensure alignment between the mission and any investable assets that will be aligned to the mis-
sion.

Once the type of program is decided, the investment strategy itself must be defined and implemented. The first thing that comes
to mind when considering an investment policy is any long-term investable assets. Indeed, this is typically the bulk of where one
would spend their time and energy on ensuring mission alignment (more on that below). However often overlooked is the han-
dling of cash and cash equivalents — so called liquidity management. The financial ratio, Days Cash on Hand, can offer insight into
how much liquidity an organization has. Comparing that liquidity to actual spending and the typical demands for cash can offer
insight into whether an opportunity exists to utilize some of that cash for longer-term investments that may be more mission
aligned. As we can see below, the majority of nonprofits carry a significant amount of cash on their books. And in aggregate,
nonprofits held $367 billion of cash in the fiscal year 2023-2024, some of which could undoubtedly be realigned to investments
aligned to their mission.

Days Cash Percent of Percent of Total Percent of
on Hand Nonprofits Assets in Cash Nonprofits
<30 8.4% <3% 10%
30-60 7.4% 3-5% 4%
60-90 6.9% 5-10% 8%
90-180 17.8% 10-25% 14%
180-360 21.7% 25-50% 12%
360-540 11.4% 50-99% 15%
>540 26.4% 100% 35%

Notes: Data obtained from IRS Form 990 database located at: https://www.irs.gov/statistics/soi-tax-stats-annual-extract-of-tax-exempt-or-
ganization-financial-data

Moving beyond cash and focusing on longer term investments can present additional opportunities and challenges. A basic ap-
proach would be to exclude securities from a particular sector or industry from a portfolio. While this is a blunt tool, it’s often
among the most efficient and least expensive solutions. For example, there are numerous funds/ETFs that may exclude sectors
such as energy, countries such as China, or even securities based on multiple variables. For investors looking for a “quick fix”,
these may be the most reasonable and accessible strategies.

Past performance is not indicative of future results.
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Challenges with such blunt tools arise for a variety of reasons. Data suffers from a lack of standardization across providers, coun-
tries and rating agencies. Reporting is often voluntary, regulations are fragmented across the globe, and ratings agencies often
use different methodologies, inputs and weights to assess “ESG Impact”. In 2021, the CFA Institute found that correlation across
ESG data providers averaged just 35%*! Because of this, even funds from the same provider, with similar names, can look very
different. We looked at two funds from a well-known provider, each global in nature and each with a focus on ESG or “Impact”.
The first fund had 36 holdings as of 9/30 and the second had 38 holdings. Yet of these holdings, only 5 overlapped. To add even
more confusion the weights to those overlapped securities varied considerably as we show below.
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Source: Data pulled from respective funds’ semi-annual reports.

So, an investor seeking an ESG or Impact solution would then need to dig into the strategies to understand what is in each one
and whether they actually align to their mission. We can see differences start to appear when we roll up ESG exposures and
compare them to a reference benchmark. See for example the table below where we show a snapshot in time of three randomly
selected ESG funds vs the US stock market. Each strategy has a different approach for implementing their version of “ESG” or
“Impact” and as a result, each has a very different level of exposure across fundamental ESG categories. Unfortunately, it’s ulti-
mately up to the investor to determine which one best aligns with their mission and then monitor that fund across time and
markets to ensure those exposures are consistent.

Involvement Area b-Catego Benchmark Fund 1 Fund 2 Fund 3

1.55% 0.24% 1.54% 0.18%
3.31% 3.05% 2.00% 0.00%
0.91% 0.51% 1.34% 0.51%
0.13% 0.06% 1.92% 0.23%
0.58% 0.21% 0.62% 1.64%
8.07% 1.26% 11.39% 10.29%

0.00% 0.00% 0.00% 0.00%
Value Based
0.26% 0.03% 0.61% 0.00%

0.04% 1.08% 2.49% 0.00%

3.18% 0.69% 3.09% 0.45%

6.98% 9.09% 9.92% 2.55%

. 3.67% 0.96% 6.64% 2.60%

Fossil Fuel Involvement

21.04% 15.45% 11.08% 6.14%

1.79% 0.02% 3.08% 1.50%

1.79% 0.02% 2.88% 1.50%

2.65% 4.14% 4.63% 1.50%

Source: Morningstar and Morningstar Sustainalytics. Values for each fund represent the weights to companies that derive revenues from the
identified sectors. Data represents a snapshot in time — Q3 2024 to demonstrate a stylized example of an ESG report.

! https://blogs.cfainstitute.org/investor/2021/08/10/esg-ratings-navigating-through-the-haze/
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Taking this one step further, some investors may wish to determine whether to also divest (or invest) in companies up and down
the supply/demand chain. Consider a desire to minimize the carbon footprint of a portfolio. Eliminating companies focused on
oil/gas/coal extraction, production and distribution might be a start. Such stocks constitute approximately 3% of the US equity
market?, meaning excluding them would not likely lead to significant tracking error to the broad market. But then consider the
impact of airlines or trucking companies on the usage of these fuels. Or utilities that use these fuels to generate electricity. Or
even third order impact like the amount of energy a technology company consumes to produce their goods/services. Indeed,
data centers are significant consumers of electricity, which is often powered by powerplants consuming significant quantities of
fossil fuels but are also critical to the fast-growing Al boom. These are often portfolio decisions that have real impact on the
construction of an investment strategy. The additional exclusion of these companies/sectors would likely lead to a highly concen-
trated portfolio that is potentially misaligned with the investor’s risk/return objectives. As such a more refined approach may be
necessary to truly build a mission aligned portfolio.

The next step out on the spectrum is a more comprehensive strategy that aligns with the overall mission. For example, a religious
values focused strategy would screen companies based on a set of criteria unique to the values of the investors it is catering to.
There are also broader strategies that expand beyond simple criteria based on sector/industry. These strategies use ESG data to
evaluate securities based on where the representative company derives revenue from. These can be inclusionary or exclusionary
and can be found in both equity and fixed income and both in the US as well as non-US securities. However, to truly reflect each
investor’s unique mission or goals, often the most effective solution would be a custom portfolio built specifically for a particular
investor and what they are passionate about. These can come in the form of Separately Managed Accounts or newer Direct/Cus-
tom Indexing strategies. These strategies require more engagement from the investor upon initiation as well as monitoring to
ensure that the portfolio is built appropriately and maintains that methodology consistently across time. The good news is that
with the advancements in technology and data access, the cost of such portfolios can now rival many of the lowest cost funds &
ETFs broadly available in the market.

The last step on the spectrum is to include private investments in the impact analysis and solution. This is often not as straight-
forward as building a custom solution in public securities but can be critical to ensure a comprehensive solution that is aligned
to a particular mission. Just as in public securities, some managers have launched “impact funds” across sectors, geographies and
vintages. Understanding the market map across Private Equity, Venture Capital, Private Credit and Real Assets as well as the
pipeline of upcoming vintages can be a solid starting point for many investors in private alternatives. For those looking to tailor
their investments to their particular mission, working with a specific manager to customize a particular fund vis-a-vis side letters
identifying types of companies to avoid or include is an option. Side letters can be difficult to create and manage but can lead to
a strategy that combines the investment process of the manager/fund with the particular mission of the investor.

Once the strategy is identified, documented and implemented we turn to reporting. For investors focused on exclusion, reporting
can be fairly straightforward. Depending on the methodology used to identify ESG factors, most standard reporting systems can
quantify the levels of various factors excluded from and remaining in a portfolio versus a benchmark. Reporting can also focus
on inclusion and most data providers have the ability to rate or rank companies based on the revenue derived from the factors
most pertinent to the investor. In the example below, an investor might want to focus on companies that are “walking the walk”.
This level of reporting allows the impact focused investor to understand how their managers and/or advisor is coordinating the
portfolio with the mission.

2 The MSCI USA Index had an allocation of 2.92% to the Energy sector as of 9/30/2025.
https://www.msci.com/documents/10199/67a768a1-71d0-4bd0-8d7e-f7b53e8d0d9f
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Sustainable Impact Revenue Analysis
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Source: Data reflects the weighted average percentage of Revenue that MSCI attributes to Sustainable Impact Revenue Themes. Benchmark
is the MSCI World Index while the “portfolio” is a hypothetical customized example. Revenue data as of 3/31/2024.

Overall, building a mission aligned portfolio can be simple or complex depending on how deep and nuanced the investor wishes
to go. The good news is that tools and services are available to assist in this endeavor. However the more nuanced and detailed
the solution, the more involved the investor should be. Ensuring multi-faceted objectives across risk, return and mission align-
ment can be complex and time consuming. However, if well managed, such focus can be rewarding.

Past performance is not indicative of future results.



Past performance is not indicative of future results. Index performance returns do not reflect any management fees, transaction
costs, or expenses. Indices are unmanaged and cannot be invested in directly. Current performance data may be higher or lower
than actual data quoted. Performance for periods greater than 1 year is annualized. This document was prepared without regard
to the specific objectives, financial situation, or needs of any particular person or entity who may receive it. This analysis is for
informational purposes only and is not intended to be an offer, solicitation, or recommendation with respect to the purchase or
sale of any security, nor a recommendation of services supplied by any investment organization and does not include all factors
that should be considered when choosing an investment advisor or strategy. This presentation is not investment, legal, tax, or
accounting advice. Investors should consult with their own professional advisors for advice on any investment, legal, tax, or
accounting issue(s). While the information contained herein highlights important data, it does not purport to highlight all
dimensions of risk. The information provided herein is based on matters as they exist as of the date of preparation, or otherwise
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise revised to reflect
information that subsequently becomes available, or circumstances existing or changes occurring after the date hereof. No
representations are made as to the accuracy or completeness of the information set forth in these materials. LCG reserves the
right at any time and without notice to change, amend, or cease publishing the information. If this data is reproduced, in whole
or in part, in any form, the following reference language must be utilized “Source Information: Compiled By: LCG Associates, Inc.;
Bloomberg.” LCG has not received any compensation related to the collection or distribution of this data.

“BLOOMBERG®” and the Bloomberg indices listed herein (the “Indices”) are service marks of Bloomberg Finance L.P. and its
affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the Indices (collectively, “Bloomberg”) and
have been licensed for use for certain purposes by the distributor hereof (the “Licensee”). Bloomberg is not affiliated with
Licensee, and Bloomberg does not approve, endorse, review, or recommend the financial products named herein (the
“Products”). Bloomberg does not guarantee the timeliness, accuracy, or completeness of any data or information relating to the
Products.

The MSCI USA Index is designed to measure the performance of the large and mid cap segments of the US market. With 544
constituents, the index covers approximately 85% of the free float-adjusted market capitalization in the US.

The MSCI World Index captures large and mid cap representation across Developed Markets countries. The index covers
approximately 85% of the free float-adjusted market capitalization in each country.

Indices referenced are unmanaged and cannot be invested in directly. Index returns do not reflect any investment management
fees or transaction expenses.
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