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IMPLEMENTING ESG ANALYSIS IN PORTFOLIO CONSTRUCTION

EXCLUSION BASED 
APPROCH

OPPORTUNITY BASED 
APPROCH

VALUATION MODELS 
APPROCH

Performing ESG analysis to identify ESG factors that can be used, following 3 different approaches, 
to generate buy and sell orders, to set investment universes or to calculate weightings

3 DIFFERENT APPROACHES:

>50%

~25%
<10%
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EXCLUSION BASED APPROACH

Generic or sector specific thresholds on ESG data are used. Financial assets that fall short of the 
threshold are automatically excluded from the portfolio

GENERIC OR 
OVERALL ESG 

RATING/SCORE

ESG 
CONTROVERSIES 

ASSESSMENT

FACTOR 
SPECIFIC ESG 

RISKS

1. Create or use an 
externally provided ESG 
rating for each financial 

asset

2. Set a minimum rating and 
exclude all financial 

assets below the rating

1. For each financial asset, 
research any controversy, 

injustice or criminal 
offence committed by the 

issuer

2. Exclude all financial assets 
issued by those issuers

CO2

1. For each sector to whom 
the financial asset belong, 

set material ESG risks

2. Exclude all financial assets 
issued by issuers that 

score low on their material 
ESG risks
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OPPORTUNITY BASED APPROACH

ESG risks / opportunities are identified and materiality is defined. Financial assets that are set to have 
a managed exposure to risks or leading exposure to the opportunities are included in the portfolio

establish the most 
defining ESG risks and 

opportunities for a 
sector or asset category

PRODUCT GOVERNANCE

RESOURCES USED

HUMAN RIGHTS SPL CHAIN

Analyse corporate policies, 
management initiatives and company 

culture to asses how the company 
perform compared to its peers

Food quality and safety is a particular concern for food producers, which can lead 
to mass recalls, with associated brand value damage, as well as logistical and 
disposal costs

Food producers rely on water for cooking, processing and cleaning. Water is also 
essential element for animal farming and processing. Biodiversity is central for 
food quality and reliability and for government and investors is a sensitive topic

Producers face social challenges prevalent in the agricultural sector; low wages, 
poor working conditions and even human trafficking and slavery. violations that 
might occur can expose the company to disruptions and reputational damage

Select financial 
assets whose 
issuers have 

implemented 
leading policies 
to reduce ESG 
risks and take 

max advantage 
of ESG 

opportunities
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VALUATION MODELS APPROACH

Adjusting valuation models to factor ESG risks, opportunities and costs assessments together with 
financial data. Using the models’ results to select financial assets

COMPARABLE ANALYSIS DISCOUNTED CASH FLOWS
Compare the current value of a business to a similar business Forecasting unlevered FCF into the future and discount at WACC

RNW %
P/E 
22

P/E 
20

P/E 
19

P/E 
18

AVG

Verbung AG 80% 30 28 29 39 31

EDP Energias SA 44.% 20 29. 17 11 25

Iberdrola SA 28% 18 18 14 13 19

Enel SpA 21% 12 18 27 11 18

A2A SpA 11% 15 10 20 12 14

Endesa SA 10% 12 16 16 12 13

Average 
P/E=20

A) Higher % of renewable power in the energy mix commands 
higher multiples

B) Compute the premium currently paid by the market and use it 
against current and future development plans from EU utility 
companies.

2021 2022 2023 2024 2025

EBIT 771 758 804 861 908

TAXES (-) 73 78 82 88 93

NOPAT 698 686 728 780 822

D & A (+) 280 294 311 282 264

EBITDA 978 980 1039 1062 1086

CAPEX (-) 99 114 116 113 107

N Wkg Cap (-) 310 326 342 359 377

Unlevered FCF 569 541 581 590 602

DCF  7,089  M  EUR 494 408 382 337 300 5167

8% YOY ESG EBITDA BOOST + 0.5% LONG TERM GROWTH

DCF with ESG 
premium 
7,475 M EUR

494 439 420 372 331 5418



6

STRENGHTS AND WEAKENES OF ESG INTEGRATION APPROACHES

Each integration method has benefits and drawbacks that can not be avoided, but might be 
reduced or enhanced by using different approaches together or for different purposes

✓ CONSISTENT

✓ EASY TO USE ON LARGE UNIVERSE

✓ ADJUSTABLE FOR MATERIALITY

✓ SEND A MESSAGE TO COMPANIES 

✓ EASIER TO MESURE

✓ DEEPER CORPORATE UNDERST.

✓ FORWARD LOOKING APPROACH

✓ ADJUSTABLE FOR MATERIALITY

✓ FIT MODELS ALREADY IN USE

✓ DEEPER CORPORATE UNDERST.

✓ FORWARD LOOKING APPROACH

! BACKWARD LOOKING APPROACH

! LESS ADJUSTABLE FOR MATER.

! DEPENDENT ON THIRD PARTY

! STANDARDIZED

! LOW CORPORATE UNDERERST.

! HARD TO USE ON LARGE UNIVER.

! LACK OF CONSISTENCY

! WEAK MESSAGE TO COMPANIES

! HARD TO USE ON LARGE UNIVER.

! HARD TO MESURE

! HIGHLY ALEATORY

! NO MESSAGE TO COMPANIES



Active ownership and 
fiduciary duties



ACTIVE OWNERSHIP
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The fiduciary duty implies acting in the best interest of clients. Since ESG factors appear to be financially material, 
especially in a transitioning world, being an active owner means seeking to influence company’s decisions 
towards more sustainable business practices. 

UN Environment Programme Finance 
Initiative (UNEP FI)

The Principles for Responsible Investment principle 2 states ‘we will be active owners 
and incorporate ESG issues into our ownership policies and practices’

ENGAGEMENT/ACTIVE DIALOGUE

Individual or collective dialogue with a 
specifc company or a group of companies 
with the aim to produce a change towards 
better sustainability practices

VOTING

Opportunity to express shareholders’ views 
on financial issues and other corporate 
governance non financial issues



ENGAGEMENT PROCESS
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Dialogue with a company or group of companies targeted at producing change, carried out on an individual or 
collective basis. 

IN-DEPTH
UNDERSTANDING

Engagement topic 
framing and 

evaluation of long-
term implications 

for the stakeholders

GOAL-SETTING
AND

PRIORITISATION

Value-adding 
trending themes 

more likely to 
generate improved 
corporate practices

GOALS AND 
MILESTONES

Setting realistic
goals and clear 

indicators to 
measure investor’s
expectations and 

clarification of 
escalation process

LOCAL
APPROACH

Consideration of
cultural and local

context, as
governance

practices have high 
degree of

heterogeneity

FOLLOW-UP
AND

ESCALATION

Evaluation of
additional steps to

generate the
aimed change



ENGAGEMENT IN PRACTICE
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Investor coalitions offer a great way to increase effectiveness, as they increase proportion of share and 
enhance knowledge-based engagement

 Carbon Disclosure Project  Europe’s Institutional Investor Group on Climate Change  Ceres 
Principles for Responsible Investing (UN)  Climate Action 100+

Strong governance framework on climate change

Action to reduce GHG emissions across value chain

Enhanced corporate disclosure

CASE STUDY: CLIMATE ACTION 100+
The largest investor-led initative to promote action on climate 
change, with three key asks:



ENGAGEMENT IN PRACTICE: 
INDICATORS
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VOTING
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Shareholders have the right to vote at general meetings, in proportion to the percentage shareholding in the 
company. The results of voting are usually announced publicly by the company, and thus voting decisions are a 
pretty visible element of stewardship and active ownership. Here are some common voting areas with ESG 
aspects which should be considered:

Financial decisions

Approval of financial statements

Approval of profit allocation ▪ Consistency in dividend distribution policies 
▪ Adequacy with results achieved

Authorisation to purchase own shares

Remuneration

Approval of remuneration policy ▪ Time consistency
▪ Consistency with peers
▪ Internal consistency: CEO pay ratio, gender pay gap, 

executive pay onf total HR expenses
▪ ESG-linked remuneration

Governance

Appointment of Directors to Board ▪ Quality of the Board’s work
▪ Level of independence
▪ Gender representation
▪ CEO duality
▪ ESG/sustainability committee

Statutory audit ▪ Engagement and remuneration
▪ Duration of the mandate to avoid conflict of interests



VOTING IN PRACTICE
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EFAMA Stewardship Code, Principle 5:
Asset managers should exercise their voting rights in a considered way. 
They should not automatically vote in favour of resolutions proposed by the board or management but 
evaluate each item separately. They should register an abstention, if permitted in the relevant market, or 
vote against the resolution if they deem it to be in the best interests of their clients.

CASE STUDY: AN ITALIAN 
BANK

Proposal: Update of an equity-based
incentive scheme with a stock option
repricing, where the option is amended to
provide for a lower exercise price.
Considerations: The move was
unprecedented and targeted only to some
employees (top managers) and thus not
particularly fair. Underwater stock options
were a common phenomenon in this
period, however, such a proposal was not
undertaken by anyone in the peer group.

CASE STUDY: AN AMERICAN 
INSURANCE BROKER

Proposal: Renewal of the auditor mandate
with Enrst&Young for another year.
Considerations: The auditor was in charge
for 47 years in a row. An auditor turnover is
to be suggested in order to avoid problems
linked with independence and possible
conflict of interests. In Europe, changing
the auditor every nine years is considered
as a best practice.
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