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Executive Summary

We broadened engagement efforts in 2022. Our 2022 
Issuer Engagement Report documents our exploration 
of a wider range of environmental, social and governance 
(ESG) risks with security issuers.

In 2021, the UN Climate Change Conference COP26 and 
the Intergovernmental Panel on Climate Change report 
focused the world's attention and our engagement efforts 
on climate risks. We shared our learnings in our 2021 
Issuer Engagement Report about issuers preparation for, 
mitigation of, and adaptation to climate risks.

To be sure, climate risk was a top 2022 issuer engagement 
theme. Climate change risk extends across municipal, 
corporate, and securitized bond sectors. Our 2022 
climate-related engagements targeted sea level rise, 
Scope 1, 2, and 3 greenhouse gas (GHG) emissions,1  and 
a low- or net zero carbon economic transition. 

Our wider 2022 lens focused also on risks for corporate 
and municipal bond issuers associated with data privacy, 
water consumption, financial inclusion, cybersecurity, 
and public-school enrollment trends. We believe these 
and many other factors within ESG’s broad purview are 
material risks. 

Material risks are those that have enough significance 
or relevance to have a tangible impact on an investment. 
Various ESG factors may express greater or lesser 
materiality in different sectors. For instance, high carbon 
emissions and environmental liabilities potentially can 
be more material in the energy sector, while access to 
healthcare and product quality and safety may be more 
pertinent in the pharmaceuticals sector.

The Sustainability Accounting Standards Board (SASB), 
now merged with the International Financial Reporting 
Standards (IFRS) Foundation, stated that the materiality 
concept acknowledges that certain information may be 
more decision-useful to investors. We agree, with SASB's 
assessment. That is why we weigh materiality in our ESG 
analysis as well as the design and execution of our issuer 
engagement activities.

During 2022, our research team members held 131 
direct engagement discussions with issuers and subject 
matter experts (SMEs) in 12 bond market sectors. Our 
engagement meetings were in addition to numerous 
interactions our analysts routinely have with issuers 
and SMEs in the conduct of new security research and 
ongoing bond surveillance, including regular quarterly 
earnings calls.

During 2022, some in government, business, and investing 
questioned the validity and value of ESG research in 
investing. In reviewing this report, it is worth reflecting 
on the number of engagement meetings our analysts 
took directly with issuers and the deeper examinations 
of a broad range of material investment risks that they 
conducted in these meetings. Their efforts help to 
highlight the validity of the ESG investing approach and 
deepen our conviction as to its value.

Finally, in 2022 Breckinridge established a Stewardship 
Committee to advance our ESG priorities and engagement 
efforts. This new ESG governance body has two initial 
responsibilities: 

1. Decide on investment-related requests to sign-on 
and/or publicly support external initiatives, letters, 
and statements related to material ESG issues; and 

2. Providing input on corporate engagement activities, 
when relevant.

The committee is largely comprised of members from 
our investment team as well as our consultant relations 
department, and reports to the firm’s Investment 
Committee. 

3 



About Breckinridge

WHAT SETS US APART:

• Independent Asset Manager

• Integrated Fundamental & ESG Research

• A Decade of Sustainability

• Strong belief in customized separate accounts

• Continuous emphasis on innovation

Working through a network of investment consultants 
and advisors, we serve a wide variety of clients ranging 
from high net worth individuals to large institutions. 
Breckinridge’s assets under management totaled 
more than $42 billion as of December 31, 2022.

Reflecting our commitment to ESG and sustainability, 
Breckinridge is a Massachusetts Benefit Corporation 
and a certified B Corp.2 We believe these designations 
help us in our goals to create positive, long-term 
impact for our clients, employees and the communities 
in which we live, work and invest.

Boston-based asset manager Breckinridge Capital Advisors is 
independently owned and focuses on offering strategies that seek to 
generate income and preserve capital.
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More than a decade ago, leveraging 
the capacity for self-determination 
that our independence affords us, we 
departed from the path most other asset 
managers were following and decided 
to fully integrate ESG research into our 
investment process.

Breckinridge believes that material ESG issues can identify 
long-term and idiosyncratic risks. ESG fits seamlessly with our 
investment philosophy, which holds that investors are well served 
by counterbalancing higher-risk assets with investment grade 
fixed income investments.

Our annual program of engagement with bond issuers is a 
component of our ESG research. Driven by our research teams, 
engagement meetings with issuers and SMEs are opportunities to:

• Gain a better understanding of the ESG profiles, material issues, 
opportunities, and risks of issuers, industries, or sectors.

• Provide an idea generation platform for our analysts; and

• Encourage the transparent reporting of material ESG issues, 
as we believe improved disclosure enhances our ESG analysis 
to the benefit of our clients.

We believe ESG factors can provide useful insights into the 
character and caliber of management. An important element of 
our ESG approach is an annual effort to actively engage with bond 
issuers and SMEs on material ESG risks.

Our ESG research process, including issuer engagement, 
advances our efforts to gain insights into material factors that 
we expect to take on greater importance in the future, as well 
as to advance the interests of sustainability across markets and 
the economy. We take our responsibility as investors seriously 
and are committed to integrating sustainable analysis into our 
investment process. 

Breckinridge’s 
ESG Approach

"WE TAKE OUR 
RESPONSIBILITY AS 
INVESTORS SERIOUSLY 
AND ARE COMMITTED 
TO INTEGRATING 
SUSTAINABLE ANALYSIS 
INTO OUR INVESTMENT 
PROCESS."

ROBERT FERNANDEZ, CFA
Director, ESG Research
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CORPORATE 
ENGAGEMENTS
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ABIGAIL INGALLS
Technology Companies 

and Data Privacy
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JOSHUA STEIN, CFA
Insurance and Climate 
Change Transition Risk
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The Breckinridge corporate bond research team held almost 100 
engagement discussions with issuers and SMEs during 2022.

NICHOLAS ELFNER
Banks, Financial Inclusion 

and Climate Accounting

BANKS

JOSHUA PEREZ, CFA
Chemical Companies and 

Climate Change Risks
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Semiconductor Fabricators 

and  Water Usage 
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EVAN LASSOW, CFA
Utilities and 

Transition Risk

BRIAN GARCIA, CFA
Pharmaceutical Companies 

and Healthcare Initiatives 
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THE COMPREHENSIVE AGENDA WAS: 

These meetings were in addition to the numerous 
interactions the analysts had routinely with issuers 
and SMEs in the conduct of new security research 
and ongoing surveillance on the more than $7.9 
billion in bonds managed across Breckinridge 
government/credit and fixed income portfolios as 
of December 31, 2022.

DURING THE LAST FIVE YEARS, 
OUR RESEARCH ANALYSTS 
HAVE CONDUCTED MORE THAN 
390 DIRECT ENGAGEMENT 
DISCUSSIONS WITH 
CORPORATE BOND ISSUERS.
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ANALYST

WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?

ENGAGEMENT THEME

KEY TAKEAWAYS FROM OUR DISCUSSIONS

Senior Research Analyst

We engaged with power utilities operating a variety of business models, with 
varying percentages of vertically integrated, wires-only, and gas distribution 
operations. Vertically integrated utilities generate and deliver electricity 
through a Transmission & Distribution (T&D) network. Wires-only utilities 
deliver power sourced from a third-party through a T&D system. There was a 
common denominator: each has a long-term NZ strategy, while the scope of 
emissions and pace of reductions varied by mix of operations.  

There is no silver bullet to reach NZ, as one utility described. NZ will require 
plant retirements, renewables, energy efficiency, pipeline and T&D upgrades, 
and new technology.

For vertically integrated utilities, emissions are primarily Scope 1 emitted 
from company-owned, fossil-burning assets. Many utilities we spoke 
with expect emissions to decline 40 to 60 percent over the next decade by 
replacing coal with renewables. Grid reliability and rate affordability are key 
drivers for regulatory approval. 

One utility owns a single coal plant that accounts for nearly one-third of all 
generation that is essential to the grid. Four individual units will be shut down 
in phases, reducing coal from 45 percent to zero by 2036, while renewables 
and storage increase to almost 60 percent. The company collaborated with 
regulators to develop an affordable Integrated Resource Plan (IRP), an 
assessment that looks at both demand and generation to assess future 
electric needs and plans to meet them. The NZ goals included input from 
regulators in a state with a clean energy mandate and factors rising Electric 
Vehicle demand.

Wire-only utilities are lower Scope 1 and 2 emitters since they do not 
own fossil fuel assets. Emissions are primarily Scope 3, including power 
purchases delivered to customers. Scope 1 and 2 includes vehicle fleets and 
electricity lost during line transfer. 

Utilities have less control over sourced power which is produced by unregulated 
electric players, where market forces, geography, and individual plant 
profitability determine the power mix. One T&D utility expects to be carbon 
neutral by 2030 but goals only cover Scope 1 and 2. Although Scope 3 is not 
included, it discloses estimated Scope 3 emissions, which account for about 90 
percent of emissions. It is working with a consultant and the Carbon Disclosure 
Project (CDP) to better calculate the figure. The company incentivizes energy 
efficiency and benefits from state-level clean energy mandates. 

Gas distribution utilities also have primarily Scope 3 profiles, with emissions 
generated by upstream gas suppliers and downstream customer usage. A 
2021 emissions disclosure of one utility set Scope 3 emissions at 90 percent, 
while another stated end-user combustion was responsible for 89 percent of 
total emissions. 

EVAN LASSOW, CFA

SECTOR: 
ELECTRIC UTILITIES

Utilities and Transition Risk

Overall, companies in the Electric Utilities & 
Power Generators industry are challenged 
with the complex mission of providing 
reliable, accessible, low-cost power while 
balancing the protection of human life 
and the environment.3 Energy transition 
planning protects against physical risks 
accelerated by climate change, and can 
result in operational and financial benefits, 
while addressing regulatory and reputational 
risks. Per the Environmental Protection 
Agency (EPA), the industry accounts for 25 
percent of GHG emissions in the U.S. Due to 
the monopolistic nature of utilities in their 
service territories, emissions can be traced 
to a concentrated group of firms relative 
to other corporate sectors. This construct 
puts the industry under the spotlight.

We spoke with utilities to better understand 
their Net Zero (NZ) commitments and energy 
transition pathways to low- or NZ-carbon 
power while managing rate affordability.
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Scope 3 is the most challenging to measure and control. A few 
utilities incorporate Scope 3 emissions from customer gas 
usage in goal setting. One utility plans a 25 percent reduction 
by 2030, which will be met with energy efficiency upgrades and 
replacement of old, cast-iron pipes prone to methane leaks. 

Utilities are also studying emerging technology such as 
hydrogen blending. Hydrogen represents a long-term but 
limited opportunity that is in the early stages. Due to the 
molecule’s gaseous composition, hydrogen is prone to leaks 
and can embrittle steel pipelines. Therefore, hydrogen can 
only be blended to a 20 to 25 percent blend ratio in existing 
modern pipelines. 

The companies that included Scope 3 in target-setting tended 
to have better disclosure around hydrogen pilot projects. One 
company completed a pilot for a 5 percent blend ratio, and 
plans to roll out two additional pilot projects in other states. 
It is also testing household appliances for viability. On the 
electric generation side, early-stage efforts indicate existing 
gas plants can handle hydrogen with certain upgrades.

Other technologies included renewable natural gas (RNG) 
and offshore wind. RNG, sourced from solid waste landfills, 
wastewater plants, livestock farms, food production 
facilities, and other sources of organic waste, is currently 
a small fraction of overall usage. Sourcing enough supply 
is an obstacle. Plans are for a 4 to 5 percent ratio in the 
future. One gas utility, serving a large population center 
located near agricultural regions, already has an estimated 
5 percent ratio, and believes 20 percent is possible. 

Offshore wind in the U.S. is being developed across 
the eastern coast. Projects backed by Power Purchase 
Agreements are being developed by joint ventures with 
experienced European players. However, some regulated 

players are seeking divestment of interests due to rising risks 
in an unregulated ownership structure. The projects can still 
lower Scope 3 emissions. We did speak with a utility that is self-
developing a $10 billion project under a lower-risk regulated 
framework. Ultimately these projects will generate substantial 
renewable power when completed in the mid-2020s. 

Utilities we spoke with are delaying company-funded 
carbon offsets decisions until they have more data from 
current strategies. Multiple utilities have launched 
voluntary customer programs allowing small businesses 
and households to offset their carbon footprints by 25 to 
100 percent for a monthly fee. (See Carbon Credits: Tools 
for Offsetting or Removing Emissions on page 25 for more 
information on the carbon credit market).

To address affordability, many utilities pointed to tax credits in 
the Inflation Reduction Act and use of existing grid connections 
that can lower renewable development costs. Renewable 
assets have lower long-term operating and maintenance costs 
than fossil fuels. One utility mentioned it can spend seven 
dollars of capex for every dollar of operating and maintenance 
savings. Capex is a product of IRP planning which factors 
direct and indirect plant retirement costs, grid reliability, and 
affordability. Planned phase-outs of coal over several years can 
alleviate affordability and community justice issues.

Based on our engagement discussions, utilities are well 
positioned to lead meaningful emissions reductions. 
Allocating capital towards commercially competitive 
renewable technology offers lower risk and a regulated 
return on investments. They are also researching and 
testing new decarbonization technologies for hard-to-abate 
emissions. Their investments carry high upfront costs but 
offer long-term benefits for multiple stakeholders including 
the utilities ratepayers, and the environment.
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ANALYST

WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?

ENGAGEMENT THEME

KEY TAKEAWAYS FROM OUR DISCUSSIONS

Senior Research Analyst

Access to medicine was a familiar strategic concern among the companies 
we met with during our engagement effort. Two recurring themes were 
responsible pricing and reaching patients in need of medicine. There 
appeared to be broad-based recognition that access to medicine can have 
material implications for the long-term sustainability of companies within 
the pharmaceutical industry in addition to being a component of a company’s 
responsibility to the industry and society, rather than simply driving revenue.

Affordability was a dominant concern during our discussions and is one of 
the main topics of focus when thinking about access to medicine initiatives in 
the U.S. One company said that it “believes every player within the healthcare 
system has a role in bringing costs down, including wholesalers, pharmacy 
benefit managers (PBMs), and health insurers.” Common strategies to 
support patient affordability include copay savings programs, discount 
programs, and donations of medicines to charities. One company we met with 
saw efforts to bring down costs in its U.S. markets as a means to increase 
access within its existing and future U.S. market segments. 

It appeared that a majority of companies we met with do not publish price 
transparency reports, which we view as best practice, although more are 
considering the idea due to increased attention to the affordability issue 
and direct requests. Several states have enacted state price transparency 
legislation to address prescription drug costs and spending. As more 
states continue to introduce and enact legislation, it will be important for 
pharmaceutical manufacturers to understand the requirements and the 
implications for their current and future business.

A focus among all of the companies that we spoke with is the issue of clinical 
trial diversity. Several companies are reassessing the structure, management, 
and execution of their clinical trials. In their views, trials that are poorly 
planned, staffed, and conducted can lead to incomplete or limited trial data. 
Incomplete or inadequate data contributes to disparities in health outcomes 
between populations and could lead to delays in the drug approval process.

Steps that several companies are taking to improve clinical trial diversity 
include sourcing diverse candidates for clinical trial investigators, 
outreach to universities and physicians in underserved areas, exploring the 
vulnerabilities of certain communities to life threatening diseases, educating 
communities on resources that are available, addressing strategies to 
improve health, and embedding diversity and inclusion parameters into the 
clinical trial lifecycle. One company appointed new leadership to be in charge 
of clinical trial diversity as it works to address concerns.

In our discussions of access to healthcare with pharmaceutical companies, we 
discussed governance of their ESG programs to determine if access to healthcare 
and clinical trial diversity were components of the broader ESG effort. 

SECTOR: 
PHARMACEUTICALS 

Pharmaceutical Companies 
and Healthcare Initiatives 

Access to medicine is a material issue 
for pharmaceutical companies, as 
demands grow for better access to 
medicine for underserved populations, 
including people living in low- and 
middle-income countries, as well as 
lower income populations in developed 
countries. Risk can be manifest in pricing, 
reimbursement, and market access; 
clinical-trial design and drug approval; 
legal, compliance, and commercial 
issues; and operations, supply chain, 
and drug quality. A significant portion 
of the industry is driven by research 
and development, a high risk of product 
failure during clinical trials, and the need 
to obtain regulatory approval. Concerns 
over pricing practices and consolidation 
within the sector have created 
downward pricing pressures. Demand 
for the industry’s products is largely 
driving by population demographics, 
rates of insurance coverage, disease 
profiles, and economic conditions.4

We met with companies in the 
pharmaceutical sector to learn more about 
their access-to-healthcare initiatives.

BRIAN GARCIA, CFA
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While all companies have deemed access to healthcare a 
material issue or key priority, the decision-making process, 
governance structure, and areas of focus varied across 
companies. At a number of companies, multiple committees 
lead ESG efforts. Others work with non-governmental 
organizations or other external stakeholders to improve 
access or regional and local healthcare systems.

Companies that did address ESG governance said that the Board 
of Directors gets involved on ESG topics and regularly discusses 
them with senior management, including one company that 
discussed the Board’s involvement on pricing strategy. 

ACCESS TO MEDICINE INDEX

Our engagement discussions with 
several pharmaceutical companies 
included examining their access to 
healthcare strategies. One resource 
incorporated into our call preparations 
was the Access to Medicine Index (AMI). 

Compiled by the Access to Medicine 
Foundation, the AMI scores companies 
for their performance in three access 
categories: 1) Governance of Access, 
2) Research and Development, and 3) 
Product Delivery. While several companies 
promote strong AMI rankings, we learned 
through our engagements that some 
companies take issue with the AMI. 

Although we believe the AMI provides good 
insight into pharmaceutical companies’ 
access to medicine initiatives, it is limited. 
The AMI focuses on access initiatives in 
low- to middle-income countries, while 
not considering strategies in developed 
countries. For example, we were told by a 
company with a weaker AMI score that the 
AMI does not accurately characterize its 
business model and access to healthcare 
strategies. Management believes the AMI 
emphasizes infectious disease treatments, 
which are not the company’s focus. As 
a result, the AMI underrepresents the 
company’s access efforts, which are a key 
element of its ESG strategy. Management 
intends to engage with the AMI to ensure a 
better reflection of the company's efforts.
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ANALYST

WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?

ENGAGEMENT THEME

KEY TAKEAWAYS FROM OUR DISCUSSIONS

Senior Research Analyst

Exposure to environmental risks and related losses is inherent to the property 
and casualty insurance industry. Insurers are highly attuned to the risks that 
climate change can present to their insurance and investment operations. 
GHG emissions are central to risk measurement, management, and mitigation 
efforts. That data is guiding decisions about risks they choose to underwrite 
and the investments they choose to make with policyholder premiums.

For insurers we spoke with, mitigating climate risks in insurance operations, 
at least in part, is about adjusting the geographic mix of their coverage and 
ensuring appropriate underwriting and profitability. Stress tests, quantitative 
models, and climate modeling analytics guide efforts to identify risks and 
actions that might mitigate them, including those related to climate change. 
Another approach is to reduce coverage or adjust deductibles to reflect regional 
levels of climate impacts in certain areas, including identifying areas that cannot 
be priced appropriately. Additionally, insurers are focused on adjusting their 
exposure to various lines of business to reduce potential catastrophe losses.

Industry efforts related to NZ are tangible. One insurer announced plans in 
2021 to assess Scope 3 emissions for owned assets within General Account 
portfolio, using Partnership for Carbon Accounting Financials (PCAF) 
standards. One that has not set a NZ goal is an official observer of the UN-
convened Net Zero Insurer’s Alliance, as it considers its NZ plans.

NZ initiatives vary among the insurers with which we engaged. While some are 
still assessing NZ goals before setting plans or making commitments, several 
indicated that NZ considerations contribute to their efforts to assess GHG 
emissions. One insurer told us that its current efforts are intended to assure 
that if and when NZ goals are set, they are practical.

We learned from the insurance companies we spoke with that there 
are a range of investment risk management strategies for investment 
portfolios. For example, one company chooses not to invest in companies 
generating more than 30 percent of revenue from coal mining. Another 
delivers educational content on ESG and the United Nations Principles for 
Responsible Investing (PRI) to investment teams in its asset management 
business. For this company, environmental considerations are a priority, 
including managing Scope 1 and Scope 2 emissions in investment portfolios. 

We spoke with one insurer that conducted carbon footprint and climate change 
analysis in 2020 of public debt and equity to better understand exposure to 
transition and physical risk. Another company is conducting qualitative 
analysis to better understand transition and physical climate risk exposures in 
corporate sectors with higher risk exposure, including the impact of transition 
on oil and gas sector and rising sea levels on commercial real estate.

JOSHUA STEIN, CFA

SECTOR: 
INSURANCE

Insurance and Climate Change Transition Risk

The insurance industry is wrestling with 
catastrophe losses fueled by climate change 
that regularly exceed $100 billion a year.5 
Insured losses from natural disasters hit about 
$120 billion in 2022, most of which was weather 
related, according to data compiled by Munich 
Re Group. Including uninsured losses, the 
total cost of storms, droughts, earthquakes, 
and fires last year was $270 billion. Insurers 
face climate risks in the insurance contracts 
they underwrite, and the assets owned in 
their investment portfolios. Those risks can 
generate underwriting and investment losses. 
More frequent catastrophic weather events 
alone could mean certain risks become 
uninsurable. At the same time, increased 
demand for new insurance solutions and 
services could expand industry opportunities. 
Enhanced disclosure of a company’s approach 
to incorporating climate risk factors, in addition 
to quantitative data such as the probable 
maximum loss and total losses attributable to 
insurance payouts, will provide investors with 
the information necessary to assess current 
and future performance on this issue.6

We met with insurance companies and 
brokers to learn more about how they think 
about climate transition and physical risks 
in underwriting, investment portfolios, 
and new business opportunities.
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Finally, some insurers already offer products or are 
developing new ones to indemnify climate risks and support 
a green transition. For example, one provider is making 
consultants available to help clients prepare reports 
consistent with the standards of the Task Force on Climate-
Related Financial Disclosure (TCFD). 

In contrast, another insurer we spoke with chooses not to 
divest fossil fuel-industry holdings, believing it does not 
reduce fossil fuel consumption substantially. In addition, the 
insurer’s view is that denying insurance to the oil and gas 
sector could lead those companies to find insurance options 
elsewhere, which might result in inequitable outcomes and 
a disproportionate cost burden on certain communities. 

Insurers we spoke with are helping customers protect 
against climate-related risks with new products and 
services, including custom solutions. A number of insurers 
use climate modeling analytics and expertise to help clients 
quantify and protect against climate risks. Specifically, one 
company is seeking to develop more specific data about 
hurricane wind speeds to better assess property impacts. 

13 



ANALYST

WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?

ENGAGEMENT THEME

KEY TAKEAWAYS FROM OUR DISCUSSIONS

Senior Research Analyst

The range of risks associated with data privacy and cybersecurity reflect 
the breadth and complexity of technology sector in 2022, with pronounced 
differences for data processers, controllers, or collectors as well as platform 
providers, even if the distinction among these business lines is not always 
clear cut. 

As the recognition of data as an asset grows, its value and differences among 
consumer data privacy regulations across global jurisdictions further 
complicate compliance and risk management.

To shape our tech sector data privacy and security engagement strategy, we 
consulted Jared Maslin, Chief Operating Officer and Senior Director, Data 
Privacy, at Good Research. Data privacy issues span stakeholders including 
customers, business-to-business contacts, shareholders, employees, and 
third-party contractors including developers, to name a few. Our in-depth 
consultations shed further light on the topic.

Companies that develop privacy policies guided by a customer-first philosophy 
(during one interview, privacy was termed a “fundamental human right”) 
commonly conduct enterprise-wide training and certification programs with 
responsible parties, ranging from new hires to third-party contractors, with 
continuous oversight.

Most companies espouse a commitment to privacy as a core value, but 
practices among peers range in depth. A first step is often committing to 
involving the Board of Directors and assigning C-suite responsibility, followed 
by integrating privacy and security efforts with human capital efforts of ESG 
programs, and aspiring to lead among peers. 

Many also acknowledge data privacy risks are growing more material with 
time, ratcheting up the privacy risks assessments in mergers and acquisition 
due diligence and capital allocation considerations, although few currently 
disclose “revenue at risk” from data privacy or security risks. 

Most companies we engaged with emphatically stated an intention of 
avoiding data arbitrage, the practice of transferring data to less restrictive 
regulatory jurisdictions to reduce legal risk exposure. Another stated that 
choosing not to pursue profit from customer data simplified compliance 
efforts by prioritizing customer trust. 

Company managements commonly referenced three components in 
our privacy risk discussions: regulatory compliance, consumer privacy 
expectations, and market leadership.

Regulatory compliance ranged from implementing a global common-
baseline approach built with the most stringent regulations from among all 
business jurisdictions to creating a common baseline for all operations to 
tailoring policies to each region based on varying local regulations. 

ABIGAIL INGALLS

Regulatory noncompliance and business 
failures with regard to data privacy and 
cybersecurity are material risks ranging 
across regulatory, litigation, reputational, 
and financial factors that can result in 
fines, revenue losses, and loss of consumer 
confidence. In the context of data security 
alone, an analysis by IBM and the Ponemon 
institute found, “In 2022, the average cost 
of a data breach has reached a record 
high of $4.35 million.”7 In January 2023, 
Forbes Councils member Iain Borner wrote, 
“With the increasing amount of personal 
information being collected and shared 
online, it is essential for businesses to 
have strong safeguards in place to protect 
this data and ensure it is used ethically 
and responsibly.”8 Social factors such as 
privacy protection and employment practices 
tend to be more material in Technology 
Software And Services industry.9

We met with technology companies to 
gain further insight into their data privacy 
practices, product offerings, and management 
of proprietary client information. 

SECTOR: 
TECHNOLOGY 

Technology Companies and Data Privacy
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Further complicating data privacy considerations is a 
changing regulatory landscape, which requires ongoing 
surveillance and adaptation. In one conversation, a 
representative described the approach as a continuous 
privacy compliance operating model. 

We observed during our engagement meetings that data 
privacy is moving from being a compliance function to 
be centered in consumer trust and transparency. Many of 
companies we spoke to discussed data privacy and security 
risk management effort within a consumer-driven context. 
They develop products with privacy-centric approach and 
respond to consumers’ expectations by developing policies 
that exceed legal requirements. Most companies tend to 
allow consumers to access, manage, and restrict their data; 
however, there is a range of applications used by companies 
to enable or disable ease-of-use of these tools. 

These companies also consistently seek data privacy industry 
leadership, often discussing with regulators the importance 
of breaking down nationalistic barriers to free international 
data flows. They tend to seek a role in the global data privacy 
and security environment as a leader. Our sense from the 
conversations with the aspiring leaders is that they believe 
that if they are perceived as leaders, they will have influence 
in helping to shape data privacy regulations going forward.
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ANALYST

WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?

ENGAGEMENT THEME

KEY TAKEAWAYS FROM OUR DISCUSSIONS

Senior Research Analyst

Comparing water management strategies among semiconductor companies 
means considering whether the business limits its work to designing 
chips, running a fabrication foundry to manufacture chips, or both. Water 
consumption  stems from the process in chip manufacturing that requires 
semiconductor wafers be cleaned by ultrapure deionized water (UPW). 
The companies we met with to discuss water risks shape their relative 
approaches to water risk management by their role in the industry.

Companies considering water use policies also address global corporate 
citizenship and decreasing their environmental footprints, which includes 
net positive water goals that return more water to local aquifers than they 
consume. Positive community relationships may ease permitting, while 
companies with poor relations may have more difficulty. In addition, it is 
considered best practice to include pay policies that tie executive performance 
bonuses with water conservation to encourage stewardship.

Significant water use management strategies discussed during our 
engagement meetings included: reducing water use, conservation, and 
reclamation; shifting manufacturing approaches; supplier oversight for 
chip companies that outsource fabrication; as well as integrating water 
considerations into the M&A due diligence process.

Reduction, conservation, and reclamation: These strategies can reduce costs, 
protect water quality, and preserve long-term supplies. Water use can be 
integral to new facility design and construction. One company representative 
described a water reclamation facility that treats water on site and returns it to 
the local aquifer or is reused in certain industrial or agricultural applications. 
Another company plans to recycle 50 percent of its water use by 2025.

Companies we spoke with acknowledged acquisitions that increase production 
and sales will further complicate water use and can lower recycling rates. 

To contextualize water usage, companies look for outside guidance. We 
spoke with companies that are consulting on water risks with the Carbon 
Disclosure Project (CDP), the World Resources Institute (WRI), which offers 
an Aqueduct Tool helpful in mapping water risks, the Responsible Business 
Alliance (RBA) Environmental Reporting Initiative, and TCFD.

Manufacturing approaches: Shifting manufacturing processes to use 
larger wafers can require less water in production. A larger wafer can 
yield significantly more chips, while decreasing water consumption per 
wafer, according to one company team. However, buildout of manufacturing 
facilities for new technologies requires long lead times and significant capital 
investment for companies with fabrication lines. Additionally, semiconductor 
capital equipment companies are beginning to integrate the principles 
of water reduction into their own design engineering, with the intention 
of passing along these technological improvements to the semiconductor 
manufacturers. This structural shift likely will have implications for company 
capital planning and allocations among chip fabricators. 

We met with companies that manufacture 
semiconductor or related equipment 
to learn how they consider water 
management in business practices.

Semiconductor Fabricators and Water Usage 

Semiconductor fabricators (fabs) are estimated 
to use 264 billion gallons of water per year.10 
By some estimates, a large chip fab can use 
up to 10 million gallons of water a day, which is 
equivalent to the water consumption of roughly 
300,000 households.11 Water is likely to become 
scarcer, in certain regions, in a changing 
climate. Drought conditions emphasize the 
risk presented by a lack of resource planning 
and water conservation for the semiconductor 
sector, and business risks increase in water-
stressed regions. Primary direct water use 
beyond manufacturing includes employee 
use, industrial use, including air conditioning, 
and irrigation. Business trends, including 
the transition to 5G technology, sales 
growth, product development, research and 
development (R&D), and M&A can contribute to 
increases in demand for water. Semiconductor 
companies that are able to increase the 
efficiency of water use during manufacturing 
will maintain a lower risk profile and face 
lower regulatory risks as local, regional, and 
national environmental laws place increasing 
emphasis on resource conservation.12

SECTOR: 
SEMICONDUCTORS

ABIGAIL INGALLS
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Water risks extend across sectors of business and society as 
water is an essential natural resource and, thus, a pervasive 
ESG concern. The water risk management programs of 
semiconductor companies often are intertwined with overall 
corporate sustainability programs because of a need for 
social license to operate. Leaders in this area consider water 
as a key input in their direct impact on their communities and 
their business operations. Important  strategic considerations 
include the industry’s impact and that of its customers and 
suppliers on water resources, and technology that can be 
used to advance sustainability on a global scale.

Supplier Oversight: When a company outsources fabrication 
risks, use of UPW simply shifts to suppliers with implications 
for the outsourcing company. Ongoing supplier audits help to 
track water use among suppliers while addressing social and 
environmental indicators within a broader ESG plan. Depending 
on the volume of business a company conducts with a supplier, 
it can leverage the importance of its supplier relationship to 
encourage water-use risk management and mitigation. 
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During our engagement on climate risks in the chemical sector, we spoke 
with companies that are monitoring and seeking to manage both transition 
and physical climate risks. Major themes included GHG emission reductions, 
clean energy generation, production innovations for more sustainable 
chemical products, reputational risks, and the effects of climate change on 
supply chain sustainability.

Chemical companies seeking to address GHG emissions face multi-
dimensional challenges. One petrochemical company has relatively modest 
near-term GHG Scope 1 and 2 reduction goals and a 2050 net neutrality goal. 
Its strategy to reach the goals includes $1 billion in capital expenditures 
annually. A fertilizer producer, on the other hand, estimates 70 percent of 
its GHG emissions stem from customers' agricultural activities. Its strategy 
includes transforming 75 million acres globally to sustainable farming 
and climate-smart agriculture practices, including maximizing carbon 
sequestration potential of soil and helping growers access the carbon credit 
markets. (See Carbon Credits: Tools for Offsetting or Removing Emissions on 
page 25  for a brief explanation of carbon credits.)

Several of the companies are seeking to adapt current or expand developing 
technologies to address their goals for reducing GHG emissions, including 
carbon capture and storage as well as low- and zero-carbon hydrogen power 
generation.

Companies with which we engaged acknowledged certain of their efforts 
are underway in anticipation of further regulations around carbon, as 
jurisdictions advance NZ aspirations. Others attributed at least some of their 
efforts to countering reputational risk associated with changing customer or 
community perceptions of a company’s contribution to or detraction from a 
transition to a lower-carbon economy. 

The physical and operational risks associated with climate change also 
remain prominent concerns for companies in the chemical sector. An 
unprecedented freeze in the U.S. in 2022 that caused supply chains to fail 
prompted one company that we engaged with to acquire an upstream raw 
material provider to bring greater resilience to its operations. 

Some of the largest near-term emissions reductions that companies within 
the sector expect to realize stem from the use of  virtual power purchase 
arrangements (VPPAs), contracts that help energy users hedge against price 
volatility, reduce Scope 2 emissions, and contribute to growth of renewable 
power generating capacity. (See Lowering GHG Emissions Through Virtual 
Power Purchase Agreements on page 19.)

Hydrogen also factors into plans for generating carbon-free energy. Blue 
and green hydrogen are still emerging energy production technologies, but 
the companies we spoke with are making strides in commercializing it for 
applications ranging from their own power supplies to products in other 
sectors such as transportation.

JOSHUA PEREZ, CFA

The chemical industry is vulnerable to 
operational, financial, legal, and regulatory 
risks related to climate change with 
implications for businesses and communities. 
For example, chemical plants located in low-
lying coastal areas are exposed to damage 
from extreme weather events. Weather 
events and related conditions can trigger 
industrial disasters affecting workers and 
nearby communities. In addition, the sector 
generates high levels of GHG emissions 
which brings increased regulatory risks. 
Companies that cost-effectively manage GHG 
emissions through greater energy efficiency, 
the use of alternative fuels, or manufacturing 
process advances may benefit from improved 
operating efficiency and reduced regulatory 
risk, among other financial benefits.13

We engaged with companies in the chemicals 
sector to better understand the relative risks 
posed by climate change and how companies 
are responding to mitigate the risks.

SECTOR: 
CHEMICALS

Chemical Companies and 
Climate Change Risks
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One manufacturer acknowledged, “Demand for sustainable 
products from multiple end markets” is increasing, 
demonstrating that both risks and opportunities can 
emerge from climate change mitigation and adaptation 
for companies that are focusing on the challenges and 
developing innovative strategies to overcome them.

For several companies we met with, the mitigation of 
risks posed by climate change includes changing the 
products they manufacture and the way they are created. 
One company involved in plastics is investing in molecular 
plastic recycling. The technology breaks down waste plastic 
to molecular components to create feedstock for new 
plastic products, including at food-grade quality. A pricing 
premium on plastics made with recycled feedstock due to 
strong customer demand prompted one company to set a 
goal to increase the amount of plastic waste recycled into 
new products by 2030 by nearly 40 times above 2021 levels. 

The pursuit of more sustainable chemical products extends 
across industries in the chemicals sector. A fertilizer 
manufacturer is planning a clean ammonia plant built using 
autothermal technology with the ability to capture 90 percent of 
emissions. A coatings manufacturer found that sustainability-
advantaged products in its portfolio offer superior life cycle 
emissions footprints when compared to other coatings. 

LOWERING GHG EMISSIONS THROUGH 
VIRTUAL POWER PURCHASE AGREEMENTS 

Virtual power purchase agreements 
(VPPAs) are low hanging fruit for 
chemical companies seeking to 
reduce GHG emissions. VPPAs cost-
effectively lower emissions reduction 
measurements, while providing a net 
positive environmental benefit to society, 
demonstrating the concept of additionality. 

A form of virtual offtake agreement, VPPAs 
are long-term fixed-cost agreements, 
whereby a company agrees to purchase 
a certain amount of electricity generation 
capacity from a renewable energy project 
for a fixed fee. In return, the renewable 
energy developer provides the company 
with renewable energy certificates 
(RECs) that enable the virtual offtaking 
company to green its electricity generation 
by retiring the RECs and offsetting its 
physical electricity generation (Scope 2 
emissions) footprint. These agreements 
can also serve as a hedge against 
volatile floating-rate electricity prices, 
though this seemed to be a secondary 
consideration for the companies that 
we engaged with during our effort.
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Management representatives that we spoke with are addressing a number 
of climate risk issues. Several are integrating physical and transition climate 
risk strategies across their enterprises through initiatives with clearly 
stated objectives. Reducing GHG emissions often is primary among these 
goals, with interim, measurable reduction targets set for 2030, and 2050 NZ 
emissions goals. 

Working with organizations including the Net Zero Banking Alliance (NZBA), 
the Partnership for Carbon Accounting Financials (PCAF), the TCFD, these 
banks are making progress on reduction targets for Scope 1 and 2 GHG 
emissions, which are direct emissions they own or control. 

These banks seek to address Scope 3 GHG emissions, which they admit is 
challenging. Scope 3 emissions result from assets and activities the bank 
doesn’t own or control. For example, Scope 3 emissions often are financed 
by a bank through its lending and investment portfolios, for example, often 
called financed emissions. 

Measuring Scope 3 GHG emissions is difficult because the banks depend on 
the emitter to accurately measure and report emissions. Data aggregation 
and quality is difficult to manage. 

Banks we spoke with are working with clients to enhance Scope 3 reporting. One 
issuer established a sustainable finance program, with a goal of $1.5 trillion in 
loans and financing for clients to help reach the bank’s 2030 Scope 3 emissions 
reduction goal. Several banks we had conversations with are working closely 
with clients in the energy and transportation sectors to address Scope 3 GHG 
emission because these sectors are vulnerable to transition risk, in their view. 

A third bank we spoke with developed an approach for its clients that includes, 
among other strategies, aligning selected loan portfolios with NZ objectives that 
incorporate the International Energy Agency Sustainable Development Scenario, 
which is designed to meet climate, energy access, and air quality goals and is 
fully compliant with the Paris Agreement, while maintaining a strong focus on 
energy reliability and affordability for a growing global population.

Financial Inclusion

In our discussions, we found most of the banks we held engagement meetings 
with were already addressing key diversity, equity, and inclusion (DEI) goals 
through their efforts to respond to the Community Reinvestment Act (CRA). 
Through the CRA, enacted in 1977, the Federal Reserve (Fed) and other federal 
banking regulators encourage financial institutions to help meet the credit needs 
of the communities in which they do business, including low- and moderate-
income neighborhoods. Our discussions revealed that banks typically seek to 
distinguish financial inclusion and CRA efforts, although the goals are similar.

• Climate accounting: Climate transition is 
the most material environmental factor 
for banks for both stakeholders and 
credit.14 The quality of bank accounting 
practices with regard to financed GHG 
emissions is material because accounting 
discipline may bring into sharper focus 
risks that climate transition presents with 
implications for lending portfolios and 
capital risk weights, as well as market, 
credit, and reputational risks for business 
and lending operations and financing 
opportunities to support transition.

• Financial inclusion: Access and affordability 
is the most material social factor for 
banks from a stakeholder point of view 
and one of the four most important from 
a credit perspective.15 Components of 
financial inclusion are material because 
they can be a business opportunity and 
risk. Expanding services to historically 
underserved markets may offer top- and 
bottom-line benefits. In contrast, failing 
to address them may cause regulatory 
scrutiny, fines, and reputational risks. 

We spoke with several large banking 
institutions about climate accounting 
and financial inclusion.

NICHOLAS ELFNER

SECTOR: 
BANKS

Banks, Financial Inclusion 
and Climate Accounting

Co-Head of Research
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One bank already has loaned $450 million of a targeted 
$1.25 billion commitment focused on advancing racial 
equality and opportunity. The effort includes $350 million 
in investments in Black, Indigenous, and People of Color 
(BIPOC)-businesses. Another initiative created a $30 billion 
racial equity lending goal, with $13 billion of the goal 
disbursed already, largely through affordable housing loans. 

A third bank committed $30 billion in new financing by 2025 
for single family and affordable homes for Black and Latino 
households in rural and urban areas. The pledge also targets 
assisting one million people to access low-fee checking and 
savings accounts and $2 billion in philanthropy for Black and 
Latino nonprofit organizations. 

We discussed participation in Project REACh (Roundtable for 
Economic Access and Change) sponsored by the Office of the 
Comptroller of the Currency (OCC) during one engagement 
session. The initiative brings together leaders from the 
banking industry, national civil rights organizations, 
business, and technology to identify and reduce barriers 
that keep underserved and minority communities from full, 
equal, and fair participation in the economy. Project REACh 
is an important adjunct to the DEI efforts for the bank we 
spoke with during the meeting.

Consistently, the banks we spoke with had staff and conduct 
programs to attract and retain a diverse workforce and set goals 
related to diversity and inclusion. While financial inclusion is 
a focus of their investors, as we heard from one bank, efforts 
to date suggest that for most of the banks we spoke with DEI 
processes were in place before shareholders focused on it.

BRECKINRIDGE JOINS PCAF 
STANDARD-SETTING EFFORT

We highlighted the Partnership for Carbon 
Accounting Financials (PCAF) in our 2021 
Issuer Engagement report. PCAF enables 
financial institutions to assess and disclose 
GHG emissions of loans and investments. 

We noted at that time that banks were in 
the early stages of measuring this major 
source of Scope 3 emissions largely 
due to the lack of a globally recognized 
reporting framework. We learned this 
year that many of the banks we spoke with 
are now signatories to PCAF believing 
its methodology has become a credible 
industry standard. Joining PCAF enables 
banks to collaborate with peers and 
contribute to development of PCAF’s 
standard for various financial asset classes.

Breckinridge became a PCAF member 
in 2022. We joined because it supports 
our work in the Net Zero Asset Managers 
Initiative (NZAM). It also reflects insights 
gained from our engagement discussions 
with banks over the past two years. 

We are using the PCAF standard to 
account for financed emissions stemming 
from our corporate bond assets under 
management. Our financed emissions 
calculations are utilized in two ways: 1) 
incorporated into our model that assesses 
a company’s climate transition risk, and 
2) disclosed to clients who are seeing 
to achieve a NZ emissions pathway.
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THE COMPREHENSIVE AGENDA WAS: 

The Breckinridge municipal bond research team held 30 engagement 
discussions with issuers and SMEs during 2022. 

These meetings were in addition to the numerous 
interactions the analysts routinely had with 
issuers and SMEs in the conduct of new security 
research and ongoing surveillance on the more 
than $34 billion in tax-efficient bonds held in our 
clients’ portfolios as of December 31, 2022.

DURING THE LAST FIVE YEARS, 
OUR RESEARCH ANALYSTS 
HAVE CONDUCTED MORE THAN 
150 DIRECT ENGAGEMENT 
DISCUSSIONS WITH 
MUNICIPAL BOND ISSUERS.
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Inpatient healthcare is ranked by the EPA as 
the second-largest commercial energy user 
in the U.S. Healthcare facilities consume 
close to 10 percent of the total energy used 
in U.S. commercial buildings. The healthcare 
sector is responsible for 8.5 percent of U.S. 
GHG emissions. Legislative attempts to limit 
these impacts and to incentivize energy 
efficiency and renewable energy may result 
in price volatility associated with fossil 
fuels and conventional electricity. Systems 
that are able to improve energy efficiency 
can decrease costs and limit exposure to 
fluctuations in energy pricing.16 Healthcare 
delivery organizations have realized that to 
best achieve their key mission of helping 
patients, they must also be good stewards 
of the environment, including the reduction 
of GHG emissions. Increased levels of GHG 
emissions have negative health impacts 
and have disproportionally impacted 
many poor and minority communities. In 
addressing climate change, management 
are confronting adaptation and mitigation 
challenges while ensuring care continuity 
and quality and patient safety.

We spoke with nonprofit hospitals 
to better understand their GHG 
reduction plans and NZ goals.

ANALYSTS
Our engagement meetings with hospital management teams focused on 
steps taken to achieve the goal of NZ GHG emissions, the tracking and 
reporting of data, and key challenges. Hospitals understand the importance 
of GHG emissions reductions, and, increasingly, they acknowledge an 
intersection of climate, environment, and social determinants of health. 

Very few health systems across the county have committed to an NZ emissions 
goal, largely due to the complexity of the challenges that the sector faces. 
None of the hospitals participating in our engagements have an NZ emissions 
goal. For example, older facilities can be a key issue in committing to NZ. In 
urban locations space for renewable projects is limited and older facilities are 
expensive to retrofit. Clean, renewable energy power generation can also be 
a challenge. The necessary increase in renewable energy capacity must come 
from electric services companies. One management team maintained that 
the only way to currently to accomplish NZ in the absence of new renewable 
energy projects, will be to purchase significant amounts of carbon offsets.

Hospitals recognize that energy investments can provide future benefits. 
Despite no formal NZ commitments from the hospitals we engaged with, actions 
are underway. In 2019, one healthcare system pledged to power 100 percent 
of its operations with renewable energy by 2030, which would reduce Scope 1 
and 2 emissions by 54 percent. Another system is working with an engineering 
consultant to reduce energy use intensity by approximately 13 percent by 2027. 
A third targeted a 50 percent reduction in GHG emissions by 2032, through the 
Better Buildings Challenge, whose participants pledge to cut energy use by 20 
percent over 10 years and share strategies and results. Another seeks to bring 
all facilities to Energy Star (ES) 100 standards and allows ES75 operations.

Several systems are taking proactive steps to integrate climate and energy 
considerations in new construction planning. One established a goal for all 
new construction projects to achieve Leadership in Energy and Environmental 
Design (LEED) Silver status and retrofit existing facilities to reach LEED Silver 
where possible. Similarly, another stated that construction or renovation 
projects that cost $1 million or more focus on LEED certification. That 
system expanded its space by 17 percent, while cutting energy consumption 
by 4 percent over the same time frame. 

Third-party organizations are working with the healthcare industry to 
address climate and energy concerns. Practice Greenhealth (previously, 
Healthier Hospitals Initiative) tracks international hospital sustainability 
efforts. The Low Carbon Pilot focuses on helping reduce CO2 emissions in 
buildings and manufacturing plants. The National Renewable Energy Lab 
(NREL) collaborates and facilitates financing for low carbon projects. Climate 
Central is focused on building more resilient power infrastructure to make 
reliable power available to the healthcare system during heavy storms and 
environmental disasters. The We Act: Waste, Energy/Water, Agriculture/Food, 
Chemicals, Transportation effort involves clinicians in sustainability plans.

SECTOR: 
HOSPITALS

Hospitals and GHG Emissions

Senior Research Analyst
DAVID STENHOUSE, CFA

Senior Research Analyst
RUTH DUCRET
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CARBON CREDITS: TOOLS FOR OFFSETTING 
OR REMOVING EMISSIONS

We raised the topic of carbon credits in several 
of our climate-related engagement discussions. 
Specifically, we asked management teams of 
companies, hospitals, and airports if they intended 
to use carbon credits to help meet their GHG goals. 

In general, we found the responses to be thoughtful 
and well-reasoned. As we would hope, respondents 
prioritized absolute emissions reductions, by 
securing new sources of renewable power, for 
example. Carbon credits would only be used as 
a secondary or last resort if certain emissions 
proved impossible to eradicate. Interestingly, 
one hospital system representative we spoke 
with said that “everyone [in the sector] will have 
to purchase offsets” at some point given the 
energy intensive nature of healthcare delivery.

Carbon credits have been around since 1997, 
originating with the climate agreement known 
as the Kyoto Protocol. Yet, the market for the 
securities started to pick up recently after being 
dormant for many years.17 Given the increase 
in activity as well as relevance of transition risk 
discussions, we thought it would be helpful to 
provide a short explanation of carbon credits. 

Colloquially, the terms carbon credit and offset are 
often used interchangeably. According to Ceres, 
however, they have different meanings. A carbon 

credit is equivalent to one metric ton of carbon 
dioxide equivalent (CO2) that has either been avoided 
or removed from the atmosphere. A carbon credit 
represents an offset that has been verified against 
the standards of a third-party registry. Examples of 
registries include Verra, which is the market leader in 
verifying credits, and the Gold Standard. Offset refers 
to the action of financing a climate mitigation activity, 
such as securing renewable power, to counterbalance 
a company’s own emissions. Companies can purchase 
carbon credits to offset their GHG emissions.18 

A carbon credit is generated in one of two ways: 1) 
through the avoidance of emitting carbon dioxide, or 
2) through the removal of carbon dioxide from the 
atmosphere. Avoidance projects include improved 
forestry and wetland management, while removal 
projects include reforestation and direction air 
carbon capture facilities. Credits are purchased 
under either compliance or voluntary regimes. 
A compliance market is regulated by mandatory 
national, regional, or international market emissions 
targets. An example is the California Cap and Trade 
program. The voluntary market enables companies 
as well as individuals to purchase carbon credits 
to offset their emissions on a voluntary basis.

An important element of a credit is that the end 
user, such as a corporation, can only use its 
carbon benefit when the credit has been officially 
retired. The process of terminating the credit, 
and labeling it as such in a registry, prohibits it 
from being improperly claimed by another.19

We met with Health Care Without Harm (HCWH) as part of 
our engagement effort. HCWH’s goals is to reduce health 
care’s environmental footprint, helping industry members to 
become community anchors for sustainability, and leaders 
for environmental health and justice. HCWH’s NZ guidance 
is aligned with the Science-Based Targets initiative (SBTi). 
HCWH members must make significant decarbonization 
progress by 2030. Selected by UN for Race to Zero Campaign, 
HCWH recruits hospitals to its campaign. Some 14,000 
hospitals/health centers in 21 countries joined the UN Race 
to Zero through HCWH. 

Related to the focus of GHG emissions, while speaking with 
hospital management teams, we took the opportunity to ask 
about investment policies with regard to energy transitions. 

Two systems have chosen to join the Healthcare Anchor 
Network to focus on social determinants of health, including 
housing, food insecurity, job creation, employment, violence 
prevention, and access to primary care/behavioral health. 
One of these systems already set aside $10 million to address 
social determinants of health. Another system allocates 
about 2 percent of investments to green energy, like solar 
financing and water infrastructure projects in its service 
area. The investment committee of another system’s Board 
voted to eliminate all Carbon Underground 200 investments, 
which are the 200 largest coal and oil/gas companies in terms 
of potential emissions in reported reserves. Investment 
committees at other systems are considering restructuring 
their investment approaches to have more positive impact.
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We are speaking with management 
at airports to learn more about their 
efforts to reduce their carbon footprint 
to achieve NZ GHG emissions by 2050.

The aviation sector accounts for 2.5 percent 
of global GHG emissions.20 Airports account 
for 2 percent of the sector’s total carbon 
emissions,21 with airlines representing the 
remaining 98 percent. At airports, GHG 
emissions are caused by gasoline and 
diesel fuel for airport vehicles and ground 
support equipment (GSE), fossil fuel for 
electricity and heating, jet fuel for auxiliary 
power units (APUs) that power aircraft at 
airport gates, and other sources. Airports 
that pursue NZ goals address a significant 
operating cost—energy consumption—and 
leverage business opportunities to help 
customers reach their own NZ goals.

While the aviation sector’s GHG emissions may be a small portion of global 
emissions relative to other industries, the fact is the significant amounts of 
energy required to move travelers through the air and to support operations 
on the ground creates a significant carbon footprint. Reducing that footprint 
is an ongoing challenge, especially as air travel demand grows.

Airports face a difficult balancing act; responding to increased demand 
for services from airlines serving passengers and cargo, while addressing 
sector’s commitment to achieve NZ GHG emissions by 2050.22 

Airports are targeting aggressive GHG reduction goals. Several management 
teams told us they seek 80 percent reductions by 2030 and NZ emissions in 
operations by 2050.22

GHG reduction plans at airports we reviewed during our engagement tend to 
target Scope 1 and 2 GHG emission reductions. Strategies to reduce Scope 
1 and 2 emissions often include energy efficiency through energy retrofits, 
proactive maintenance, and electric building and ground transportation 
systems. One airport is targeting 100 percent renewable energy by 2035, with 
all concourse expansion projects featuring roof top solar. Another requires 
all new building construction to achieve LEED Gold-certification. Another 
airport highlighted additional initiatives including using crushed concrete 
from onsite demolition projects to construct new runways. This activity 
lowers trucking costs and related emissions.

Because they do not control aircraft fuel use or passenger vehicle trips to and 
from an airport (both sources of Scope 3 emissions), Scope 3 GHG emissions 
are typically not included in airport GHG emission calculations. However, 
airport management teams we spoke with are alert to opportunities to 
address Scope 3 emissions in cooperation with airlines and passengers as a 
potential business opportunity.

Airports are helping airlines source sustainable aviation fuel (SAF), while 
providing improved energy consumption tracking and reporting to tenants. 
Airports also are improving passenger access to their facilities, which can 
reduce travel times and related GHG emissions. Newer airplanes, more 
fuel-efficient models, planes powered by lower-carbon fuel alternatives, and 
airfield modernization also can help the aviation sector more broadly achieve 
its emission reduction goals.

There are a number of third-party organizations that are working with airports 
to address GHG emissions. Airport Council International (ACI) develops 
policies, programs, and best practices to advance airport standards. ACI set 
an NZ goal by 2050 for all airports. Airports use Airport Carbon Accreditation 
(ACA) standards for carbon reporting. ACA independently assesses and 
recognizes airport efforts to manage and reduce carbon emissions. The 
Federal Aviation Administration can help secure environmental grants to fund 
projects that can lower emissions. One airport we engaged with works with the 
Carbon Disclosure Project’s Public Authorities initiative. 

SECTOR: 
AIRPORTS

Airports and Carbon Emissions 
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Most of the airport management teams participating in our 
engagement effort do not make the use of carbon credits 
a central component of their GHG reduction efforts (See 
Carbon Credits: Tools for Offsetting or Removing Emissions 
on page 25 for a brief explanation of carbon credits.). They 
want to reduce emissions as much as possible before buying 
credits. One management team said that use of carbon 
credits is considered the “last mile” after all other possible 
reductions are made, while another stated, “quite a lot can 
be done to reduce energy use and emissions first.”

Several of the airport management teams we spoke with 
also are participating in efforts undertaken by their home 
city or state to achieve wider GHG reduction goals. Airports 
also are working cooperatively with airlines operating in 
their facilities, other businesses, and with energy providers 
that often have their own GHG reductions plans.

PURSUING AIRPORT BEST PRACTICES

The Airports Council International (ACI), 
a trade association, represents 1,950 
airports worldwide. A few of the airports 
we engaged with highlighted ACI’s value, 
with one noting that it “brings intellectual 
capital to build best practices.” In addition 
to programs and services related to a 
variety of airport operations, including 
air cargo and security, ACI established an 
NZ emissions by 2050 goal that applies to 
emissions that airports directly control. 

In a report, the ACI described several ways 
in which airports can decarbonize. Most of 
the airports we engaged with are already 
pursuing some of them, including shifting to 
zero- or low-carbon emission vehicle fleets 
and installing onsite renewable power.
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KEY TAKEAWAYS FROM OUR DISCUSSIONSANALYSTS

ENGAGEMENT THEME
We met with management teams at water 
utilities as well as municipal cybersecurity 
experts to learn more about the approaches 
being taken to protect against security 
breaches of water management systems.

WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?
The average total cost of a data breach in 
critical infrastructures was $4.82 million 
in 2022 for organizations in the financial 
services, technology, energy, healthcare, 
education, and public sectors.23 For 
example, during 2021 and 2022, media 
reported hacks either intended to 
interrupt or successfully affect operations 
and services at a health care facility, a 
municipal water company, and a public 
school district, to name three examples. 
An effective cybersecurity regime can 
protect organizations’ information 
technology (IT) systems and data from 
digital attacks, including ransomware. 
Material credit implications can include 
service interruptions, the costs to 
recover from attack, delayed revenue 
collections, reputational risk, and loss 
of public confidence. Rating agencies 
continue to develop their approach 
to considering cybersecurity in risk 
management assessments. Uncertainty 
about an issuer’s risk exposure 
and preparedness could negatively 
influence agency credit risk analysis.

During our engagements with water utilities management teams and experts 
in the field of cybersecurity, we learned that the threat to critical information 
infrastructure is growing quickly. As we heard during a meeting: It is not a matter 
of if an attack will occur, but rather when an attack will occur. Preparedness for 
what has become a virtual inevitability varies among corporate and municipal 
bond issuers across sectors. Reported incidents of cybersecurity attacks 
demonstrate that public safety and private information are at risk.

While efforts to defend against the threats are numerous, perhaps a 
testimony to the rapidly evolving skills of potential attackers is the fact 
that there is not an out-of-the-box solution at this time. IT security talent 
is expensive and hard to attract. Insurance premiums are rising quickly, 
creating an affordability issue. Nevertheless, water systems need to prepare 
defenses against an eventual attack, ready a strategic response when an 
attack occurs, and identify ways to manage the impact of any exposure.

Practical efforts we discussed included a multi-layered information security 
program focused on security maintenance, enhancements, training, and 
response activities integrated and prioritized with other routine information 
systems work. Separating IT and cyber teams is intended to enable more 
urgent response to cyber events. One utility’s cyber team is in biweekly 
contact with the FBI to share information.

Another agency’s program includes separating operating systems from 
the internet, so it does not overlap with the administrative IT system, with 
communication between facilities employing microwave technology rather 
than the internet. A simulated cyberattack drill included the utility’s IT 
staff as well as the National Guard, the FBI, and private sector utilities. A 
cybersecurity notification system that connects all utilities in one state, 
allows one utility to alert all other participants in the notification system in 
the event of a cyber incident. 

We learned there are efforts underway in certain governmental and non-
governmental organizations to reduce the likelihood and severity of damage 
cyber incidents can present to economies, critical infrastructure, or public- 
and private-sector computer networks.

In one example, a statewide agency is working with cities and towns to 
encourage municipalities to boost their efforts to assess cyber vulnerabilities, 
offers workshops and training with goals for team training, threat sharing, 
response training, and best practices to help with next steps. 

In addition, industry groups, including the American Water Works Association 
develops and provides educational and training programs about best 
practices. An assessment tool helps utilities examine how they are using 
various technologies and generates a customized, prioritized list of controls 
that are most applicable to utilities' IT infrastructure. Utilities can use the 
tool to guide implementation of critical controls to mitigate cybersecurity 
vulnerabilities and comply with cybersecurity mandates in America’s Water 
Infrastructure Act of 2018.
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As part of our engagement program, we met with an 
academic with cyber defense experience and expertise in 
critical urban infrastructure, renewable energy policy, and 
water equity in older American cities. This SME consults with 
municipal issuers on cybersecurity readiness. In general, 
his view is that municipalities are not adequately prepared to 
prevent a cybersecurity attack. He maintains that a credible 
municipal cybersecurity program is inexpensive, requiring 
a half-time employee and $10,000 in yearly software and 
resources expenses. With the guidance of an 18-question 
survey, the employee could conduct inventories, patch 
software, and review vendors and online partners to enhance 
cyber defense readiness.
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WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?

ENGAGEMENT THEME

A secular trend of declining enrollment and 
more school choice options could negatively 
impact school district credit fundamentals. 
Some districts could receive less state 
aid, face more competition, or suffer 
weaker tax base and economic growth.

We met with representatives of public 
school districts to better understand 
enrollment trends and implications 
for future creditworthiness.

ANALYSTS
Through our engagement effort, we explored trends underlying school district 
enrollment losses for students in kindergarten through grade 12 that have 
disproportionately affected large urban school districts. For example, based 
on data from Return 2 Learn, during the COVID pandemic large school districts 
experienced higher rates of disenrollment (-3.3 percent) from 2020 to 2022 
compared with small- and medium-sized school districts (-2.4 and -2.7 percent, 
respectively). In fact, small- and medium-sized districts saw small enrollment 
increases during 2021 to 2022, while enrollments in large districts declined 0.4 
percent. During the same 2020 to 2022 period, urban school districts experienced 
a 5 percent enrollment decline, while suburban and town/rural schools districts 
saw declines of 2.5 percent and 1.6 percent, respectively. In fact, town/rural 
districts saw a 1 percent improvement in enrollment from 2021 to 2022.24

We met with management teams guiding some of the largest public-school 
districts in terms of student enrollment in the U.S. Enrollment in each of 
the districts exceeds 100,000 students. All but one experienced enrollment 
losses over the last decade, with most losses exceeding 20 percent in 
aggregate during that time. While disenrollments in large, urban school 
districts accelerated during the COVID pandemic, long-term pandemic 
effects are still evolving and uncertain.

Other more longstanding trends underlying enrollment changes are not 
new phenomena but, rather, continuations of issues that have emerged 
over time.

The sources of enrollment pressures beyond the pandemic vary across 
districts, with factors including demographics, cost-of-living, charter 
school proliferation, and state statutory frameworks—including school-
choice options. Each contributes to enrollment trends in different orders of 
magnitude from district to district.

Demographic and cost-of-living influences are related and typically have 
significant influence on enrollment. In addition to live births, demographic 
patterns are influenced by inward and outward migration to and from 
school districts. Housing costs are a key determinant of migration patterns. 
Districts that are located in areas where housing is increasingly unaffordable 
are likely to experience continued difficulty retaining school-age children.  

We learned that, as they relate to public school enrollment trends, the appeal 
of charter schools may be waning in some parts of the country. For one school 
district we reviewed, we noted the pace of enrollment in charter schools and 
market share losses for public schools is slowing as the charter-school 
experience ages. This could suggest perceived issues of school quality or 
reliability have emerged for charter schools operating in that district.

In addition, political and legislative context matters. We spoke with school 
district leadership in areas where state statutory frameworks including 
recent legislation tend to support increased competition for public schools. 
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Even in the one-district we spoke with that is seeing growth 
in school-aged population and increased K-12 enrollment 
in public schools, legislative support of school choice and 
voucher programs may negatively influence public school 
enrollments in the future.

Creativity and branding of their program offerings by public 
school districts may have influence on enrollment decisions 
going forward. One district spoke in detail about its efforts to 
tailor educational programming based on a range of personal 
and educational factors, to bring greater diversity to their 
curriculum in an effort to retain current students and attract 
new students. Another district is focusing on improving the 
school experience for its youngest students—kindergarten-
aged children—with one goal being to potentially retain 
those students through older grades.

Public schools will continue to wrestle with cost pressures 
related to labor—including part-time and non-academic 
staff—and aging infrastructure that, over time, may not align 
with present student needs. The impact of these pressures 
on maintaining and, perhaps, growing enrollments will 
continue to combine with other trends moving forward to 
influence the ability of public schools to attract and retain 
students and funding support. 

Our conversations suggested that, while enrollment losses 
may create financial challenges for public school districts, 
we could not establish a direct relationship between student 
counts and credit quality. Our observation is based on the 
fact that, all districts involved in our engagement effort 
actually saw improved financial health over the decade, 
based on 10-year general fund balance trends through 2021.
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WHY ARE THESE ISSUES 
MATERIAL CONSIDERATIONS?
Risks posed from SLR include infrastructure 
and property damage and functional loss, 
land use changes, adverse environmental 
impacts, freshwater loss, public safety 
and health risks, population loss and 
inconvenience and economic disruption. 
These risks and attendant investment costs 
of adjustment, protection, and restoration 
have implications for the credit quality 
of city and county bond issuers. SLR, 
including coastal erosion, and nuisance 
flooding resulting from increasingly intense 
storms that can affect property values, with 
negative consequences for the tax base, 
operational costs, and capital expenditures. 
Municipalities can adapt to SLR: protecting 
the coastline with flood defenses; reducing 
the impact of coastal flooding by upgrading 
and adapting buildings and infrastructure; 
and retreating from at-risk areas. 
Addressing SLR and flooding risks increases 
demands on limited financial resources.

We explored the ways in which coastal 
municipalities are addressing the challenges 
of sea-level rise (SLR) and flooding risks 
through gray and green infrastructure, 
changes to building and zoning codes and land 
use management, as well as managed retreat.

During our engagements with municipal bond issuers dealing with threats 
from SLR and flooding, we learned that while there are many tactics to adapt, 
manage, and mitigate these risks, a one-size-fits-all solution does not exist. 
States, the federal government, and regional partnerships can help move the 
ball forward, while assets owned by city-, state-, county-, and federal-level 
governments in SLR-exposed areas create cross jurisdictional issues that can 
complicate planning. 

Among the tactics considered by municipalities addressing climate risks 
are the use of natural infrastructure, manufactured physical structures, and 
policies that control or eliminate increasing SLR exposure and flooding risks—
including building codes in at-risk areas and moving people to higher ground. 
We also learned that demographics and socioeconomic changes can influence 
the trajectory of SLR/adaptation planning.

Among the planning steps we discussed with municipal management teams 
were conducting vulnerability assessments which helps inform capital 
planning, incorporating climate resiliency in zoning and land use planning, 
reviewing potential building code changes, establishing maps detailing areas 
at heightened risk from SLR, working with those homeowners exposed to 
elevated SLR risk, exploring green infrastructure solutions, and looking at 
the equity impact of SLR on neighborhood housing, transportation, and safety 
using an environmental justice framework.

Adaptation, risk mitigation, and management tactics of SLR range from 
the technological—using flood sensors in vulnerable locations to better 
understand where and when flooding occurs to using satellite navigation 
software on smartphones to direct drivers away from impacted areas in real-
time —to the physical such as surge barriers, tidal gates, floodwalls, levees, 
pump stations, and green infrastructure measures to control flooding, such as 
rain gardens, berms, and bioswales.

Municipalities are partnering with a number of governmental and non-
governmental organizations in their planning and responses. Entities cited 
in our discussions included the Army Corps of Engineers as well as various 
public-private partnerships, academic institutions, and large taxpayers that 
may be developing their own climate resiliency programs.

Financing SLR projects is a challenge. State and federal support can be 
helpful, while local governments are challenged to fund SLR projects due to 
pressure to limit tax hikes or imposition of new assessments or taxes. During 
engagement discussions, we learned that inflation is a concern and could 
lead to  projects being downsized or put on the backburner, for example. In 
addition, municipalities discussed how they are addressing climate resiliency 
and environmental justice in previously neglected neighborhoods. 
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Municipalities must balance sometimes differing levels of 
willingness among residents to support the advancement 
of SLR adaptation projects. One method we discussed was 
building engagement and support among citizens through 
forums and surveys to gauge residents’ sentiments and 
interests. In one engagement, we learned that certain 
demographic segments of residents were less interested 
in paying for climate projects and were hesitant to change 
anything in the community. Often these long-time residents 
were house-rich and cash-poor, as prices of coastal properties 
have appreciated dramatically over time. 

Newer, more affluent residents appeared to be less sensitive 
to additional taxes or fees, more open to change, and are 
anxious to address physical climate change and the risks it 
presents for their properties.
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Breckinridge continued its participation in efforts of 
Climate Action 100+ (CA100+) in 2022. CA100+, an 
investor-led initiative, advocates for the world’s largest 
corporate GHG emitters to take action to address 
climate risks. Three high-level goals relate to climate 
action: 1) reducing GHG emissions, 2) improving climate 
risk oversight by Boards of Directors, and 3) enhancing 
climate risk disclosures. In total, 700 investors with $68 
trillion in assets under management engage with 166 
companies on the CA100+ list that represent 80 percent 
of global industrial emissions. 

Breckinridge is co-lead engagement investor with three 
U.S.-based large-capitalization industrial companies 
on the CA100+ list. The companies are in the aerospace 
& defense, construction machinery, and retail sectors. 
Climate topics raised during our engagement meetings 
reflect each company’s unique business models, as 
well as their relative performance on the CA100+ Net 
Zero Benchmark Report, an annual report assessing 
execution and progress on the three CA100+ goals.

Breckinridge participated in 11 CA100+ engagement 
discussions in 2022. While the conversations covered 
a variety of topics for each company, an overarching 
theme surfaced. Scope 3 emissions measurement and 
management emerged as an important issue in which 
all three companies need to improve. Quantifying and 
managing Scope 3 emissions can be challenging, and 
in the end, may be based on reasonable estimations. 

While acknowledging the difficulties, participants 
in our engagement meetings urged the companies 
to make progress in the areas of Scope 3 disclosure, 
assessment, and target setting. For example, we 
encouraged one company to connect its largest and 
most material Scope 3 emissions more clearly with 
initiatives that may be in place to mitigate them. The 
enhanced disclosure would benefit investors and could 
be included in the company’s ESG reporting.

Climate Action 100+

BRECKINRIDGE IS CO-LEAD 
ENGAGEMENT INVESTOR 
WITH THREE U.S.-BASED 

LARGE CAPITALIZATION 
INDUSTRIAL COMPANIES ON 

THE CA100+ LIST.

We asked another company to consider setting a 
GHG reduction target approved by the SBTi, which 
would include a target for cutting Scope 3 emissions. 
Management offered well-reasoned arguments for 
deciding against pursuing SBTi approval at this time. 
However, the representatives communicated interest 
in learning more. In response, the engagement team 
will organize a meeting with the company and an SBTi 
expert in early 2023. 

The third company we met with is trailing industry 
peers in terms of transparency and goals related to 
the emissions from the use of its vehicles, a Scope 3 
category. The company has neither measured nor a set 
target to reduce this important source of emissions, 
while several of its peers already have done so. The 
CA100+ Benchmark Report also highlighted the 
company’s lack of emission reduction ambitions. 
Favorably, due in part to our ongoing engagement, the 
company pledged to publish its product-use phase 
emissions in 2023.
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Conclusion
Our 2022 ESG Issuer Engagement Report 
summarizes more than 130 constructive dialogues 
held by Breckinridge analysts with bond issuers and 
SMEs. Our proactive, two-way interactions continue 
to add research insights about material risks that 
can affect the values of our investments and the 
enterprise operations of issuers.

We do this work because it explores real-world 
financial risks related to the environment, our 
society, and governance of corporate and municipal 
operations. From an investment and operational 
management perspective, engagement discussions 
also focus on tactics and efforts that can improve 
the way in which these risks are addressed.

We value the role of issuer engagement in our 
investment process and are committed to continue it.

Our materiality-based engagements in 2023 will 
include meeting with the companies representing 70 
percent of our financed GHG emissions, in alignment 
with our Net Zero Asset Managers commitment.

If you would like to learn more about ESG 
engagement, you may be interested in additional 
reading such as How ESG Engagement Creates Value 
for Investors and Companies, from the United Nations 
Environment Programme Finance Initiative and the 
United Nations Global Compact.
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DISCLAIMERS:

This report is intended for investment professionals and institutional investors.
Nothing contained in this report should be construed as a solicitation or offer of Breckinridge services or products or as legal, tax or investment 
advice. The content is current as designated within the material. All information, including the opinions and views of Breckinridge, is subject 
to change without notice. 

There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material 
will be accurate or prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’s research, 
analysis and assumptions. Other events that were not considered in formulating such projections could occur and may significantly affect the 
outcome, returns or performance.

Breckinridge believes that the assessment of ESG risks, including those associated with climate change, can improve overall risk analysis. 
When integrating ESG analysis with traditional financial analysis, Breckinridge’s investment team will consider ESG factors but may conclude 
that other attributes outweigh the ESG considerations when making investment decisions.

Breckinridge’s ESG analysis is based on third party data and Breckinridge analysts’ internal analysis. Analysts will review a variety of sources 
such as corporate sustainability reports, data subscriptions, and research reports to obtain available metrics for internally developed ESG 
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among others.

All investments involve risk, including the loss of principal. Diversification cannot assure a profit or protect against loss.
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