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A. What is ESG Integration?
Γ. Υπό Διαχείριση ΚεφάλαιαΒ. Επαγγελματικό

Investment performance critically depends on the investment manager’s ability to
correctly identify drivers that affect the future return and risk of investments.
Macroeconomic and fundamental analysis are usually employed to identify such
drivers. However, issues that are difficult to quantify and that do not form part of
traditional macroeconomic or financial metrics also affect the risk and return of
investments—at times, decisively. Among these issues, the most prominent are the
Environmental, Social, and Governance (ESG) issues, which, according to our
research, are closely linked to the fundamental drivers of return and risk.
Various labels are used to describe investments that consider ESG issues, such as
the relatively traditional “socially responsible investing” or the more recent
“sustainable investing”. “Socially responsible investing” is most closely associated
with avoiding morally questionable businesses, whereas “sustainable investing” is
usually characterized by identifying investment risks and opportunities with the help
of ESG analysis.
The purpose of this report is to show how AssetWise Capital Management integrates
sustainability holistically across all equity & fixed income strategies. Our process to
integrate sustainability into the investment process begins with defining our ESG
investment principles:

ESG Investment Principles
Companies that use their resources wisely should have an economic advantage
1 over those that do not
We see ESG information as complementary to other inputs we use to evaluate
investment opportunities, in part because ESG generally represents long-horizon
2
information. ESG allows us to develop a more complete understanding of the
opportunities and risks faced by companies
We believe that companies with better governance exhibit higher quality and
3
lower risk
We believe that ESG will help enhance return and decrease risk, over time and
4 at the margin
Diversity allows companies to better preserve their profitability by withstanding
5
competitive forces
The ESG scores we use in portfolio construction add value to our investment
6 decisions
We see ESG integration as a holistic approach to investment analysis, where
7 material factors—ESG factors and traditional financial factors—are identified and
assessed to form an investment decision
We are continuously expanding our research in this area to further refine our
8 understanding and implementation of ESG insights into our investment process
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Having defined our ESG investment principles, we will determine the appropriate
framework to integrate ESG into our investment process. A key component of ESG
integration is reducing risk and/or enhancing returns. ESG integration techniques are
used to uncover hidden risks that might remain undiscovered without the analysis of
ESG information and ESG trends and/or uncover investment opportunities to
enhance returns. Our framework consists of three main components:

1. Research: Gathering financial and ESG information from multiple sources
and analyzing material financial and ESG factors affecting a company, a
sector, and/or a country. Calculating of ESG scores through our proprietary
scoring system to form a more complete picture of the hidden opportunities
and risks (see also section D).
2. Security and portfolio analysis: Assessment of the impact of material
financial and ESG factors on the corporate and investment performance of a
company, a sector, a country, and/or a portfolio: this can lead to adjustments
to the forecasted financials, valuation-model variables, valuation multiples,
forecasted financial ratios, internal credit assessments, and/or portfolio
weightings.
3. Investment decision: The traditional macroeconomic, financial and ESG
factors that are identified and assessed, influence our decision to either
buy/increase weighting, hold/maintain weighting, sell/decrease weighting, or
do nothing/not invest.
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Research
 Red-flag indicators: Securities with high ESG risk are added to a watch
list for regular monitoring.
 Internal ESG research: Based on a variety of data sources, proprietary
ESG research/views/scores are created for all securities in the portfolio
and investment universe.
 SWOT analysis: ESG factors are included in the traditional SWOT
(strengths, weaknesses, opportunities, and threats) analysis.
 ESG agenda at (investment committee) meetings: Investment teams have
a dedicated ESG item on all agendas of investment team meetings.
Committees meet to discuss ESG strategy, ESG performance of
portfolios, and/or controversial securities.

Analysis at the Security Level

Security Valuation—Equities
 Forecasted financials: Adjustments are made to forecasted financials (e.g.,
revenue, operating cost, asset book value, capital expenditure) for the
expected impact of ESG factors.
 Valuation-model variables: Adjustments are made to valuation-model
variables (e.g., discount rates, perpetuity growth, terminal value) for the
expected impact of ESG factors.
 Valuation multiples: Adjustments are made to valuation multiples to calculate
“ESG-integrated” valuation multiples. These multiples are then used to
calculate the value of securities.
 Forecasted financial ratios: Forecasted financials and future cash flow
estimates are adjusted for ESG analysis and the effect on financial ratios is
assessed.
 Security sensitivity/scenario analysis: Adjustments are made to variables
(sensitivity analysis) and different ESG scenarios (scenario analysis) are
applied to valuation models to compare the difference between the base-case
security valuation and the ESG-integrated security valuation.
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Security Valuation—Fixed Income
 Credit analysis
 Internal credit assessments: ESG analysis is used to adjust the
internal credit assessments of issuers.
 Forecasted financials and ratios: Forecasted financials and future
cash flow estimates are adjusted for ESG analysis and the effect on
financial ratios is assessed.
 Relative ranking: ESG analysis impacts the ranking of an issuer
relative to a chosen peer group.
 Relative value analysis/spread analysis: An issuer’s ESG bond spreads and
its relative value versus those of its sector peers are analyzed to find out if all
risk factors are priced in.
 Duration analysis: The impact of ESG issues on bonds of an issuer with
different durations/maturities is analyzed.
 Security sensitivity/scenario analysis: Adjustments to variables (sensitivity
analysis) and different ESG scenarios (scenario analysis) are applied to
valuation models to compare the difference between the base-case security
valuation and the ESG-integrated security valuation.

Analysis at the Portfolio Level
Risk Management
 ESG and financial risk exposures and limits: Companies, sectors,
countries, and currency are regularly reviewed and monitored for changes
in ESG risks and opportunities and for breaches of risk limits.
 Value-at-risk analysis: ESG analysis feeds into value-at-risk models.
 Portfolio scenario analysis: Different ESG scenarios are run to assess the
impact of ESG factors on portfolio risk and return.

December 2020

p. 6/15

Portfolio Construction
 ESG profile (versus benchmark): The ESG profile of portfolios is
examined for securities with high ESG risks and assessed relative to the
ESG profile of a benchmark.
 Portfolio weightings: Adjustments are made to weightings of companies,
sectors, countries, and/or currency in a portfolio to mitigate ESG risk
exposures and avoid breaching ESG risk limits and other risk limits.
 Portfolio scenario analysis: Different ESG scenarios are run to assess the
impact of ESG factors on portfolio risk and return.

Asset Allocation
 Strategic asset allocation: Strategic asset allocation (SAA) strategies
factor in ESG objectives and analysis to progressively mitigate the ESG
risks and enhance financial performance.
 Tactical asset allocation: Tactical asset allocation (TAA) strategies factor
in ESG objectives and analysis to mitigate short-term ESG risks.
 Portfolio scenario analysis: Different ESG scenarios are run to assess the
impact of ESG factors on SAA strategies and TAA strategies.
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B. ESG in Equity Analysis
Governance, environmental, and social issues are impacting share prices more often
than bond prices. Some arguments to back this claim include the following:
1. Share prices are more reactive to news flow and market sentiment than bond
prices. When an ESG controversy that impacts a company becomes public
knowledge, the effect on the company’s share price is greater than the effect
on the company’s bond prices.
2. The upside potential of bonds is limited, which can act as a buffer to bond
price movements.
3. Macroeconomic factors, in particular interest rates, are key drivers of bond
prices and override the impact of ESG issues.
4. Due to the fixed-income market’s size, variety of instrument types, maturities,
capital structure positioning, and issuing entities, ESG factors impacting an
issuer may manifest themselves differently depending on the bond
characteristics.
As a result, it is very important to apply qualitative & quantitative ESG analysis to
better facilitate investment decisions. Our ESG scores are determined by our
proprietary ESG Scoring System. The reason we use a proprietary scoring system is
that there is no market standard for ESG scoring, and no supplier is able to fully
address all dimensions to our satisfaction. Our quantitative scoring system seeks to
build robust ESG scores by bringing together best-of-breed providers, applying
qualitative expertise, and mitigating unintended biases. The framework is built around
three pillars: environment (E), social (S), and governance (G) criteria. The scores are
computed from the ground up, based on various items within each pillar (upon
availability), and weighted appropriately. We believe this process captures the most
comprehensive, holistic view of a company’s ESG threats and opportunities. Details
are included in Section D.
The second step is to determine the appropriate implementation model to integrate
ESG into the investment process. We begin with a quantitative & qualitative
screening of all companies in our global investment universe, based on a set of
carefully selected (financial) criteria. Fundamental analysis also produces the alpha
score for each investment. The riskiness of each stock is then calculated using a
multifactor risk model. The risk and return assessments for each company in the
investment universe are input to our Portfolio Construction Optimizer, along with
several key parameters and constraints (such as exposures to industries, sectors,
countries, and risk factors; stock position and active weight limits; client-specific
restrictions; and trading costs). This is where the ESG integration is applied.
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 Our objective is to maximize the risk-adjusted return by building welldiversified portfolios with superior fundamentals and modest active exposures
to common risk factors and an improved ESG profile relative to the client’s
selected benchmark.
 When necessary according to the client’s mandate, we exclude specific
companies and business lines from entering the optimization. We provide the
companies’ ESG scores as additional inputs to the portfolio construction
module. The idea is to consider ESG scores alongside return and risk
considerations and other constraints. We define an additional expected utility
term that is proportional to the company’s ESG score in the objective function.
 When the ESG score suggests large divergence between an investment and
its peers, we also estimate the impact of ESG factors and traditional financial
factors on company valuations by adjusting future revenue growth rates,
future operating costs, future capital expenditures, discount rates, terminal
value, and other variables. This approach adjusts financial information when
necessary.






Revenue: To forecast revenue, we also integrate ESG factors into our
revenue forecasts by increasing or decreasing the company’s revenue
growth rate(s) by an amount that reflects the level of investment
opportunities or risks.
Operating Costs, Operating Margin, and EBIT Margin: We estimate
the influence of ESG factors on future operating margin and adjust
them directly. For example, a variety of initiatives that will reduce the
company’s energy consumption and reliance on fossil fuels should
reduce future operating costs of a company.
Beta and Discount Rate Adjustment: When there is an apparent ESG
risk to a company, but it is difficult to price it into the company’s
valuation, we adjust the beta or discount rate used in company
valuation models to reflect ESG factors. To do this, we run a peer
analysis of companies within the sector and then rank them by an
ESG factor(s) and increase/decrease the beta/discount rate for
companies considered to possess high/low ESG risk, which in turn
reduces/increases the fair value.

 Given the ESG score and the alpha score relative to its peers, each company
receives higher/lower weight allocations in the ESG-integrated portfolio than
they would in the absence of ESG integration. Overall, the ESG-integrated
portfolio has an improved ESG profile, while maintaining a similar risk profile
and ex-ante risk-adjusted returns as the non–ESG-integrated portfolio.
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C. ESG in Fixed-Income Analysis
Γ. Υπό Διαχείριση ΚεφάλαιαΒ. Επαγγελματικό
Additional aspects should be considered when analyzing ESG risks and opportunities
in fixed-income investing as compared to equity investing. Bonds come in all shapes
and sizes, with different issuer types, credit quality, duration, payment schedules,
embedded options, seniority, currencies, and collateral. Bond prices are strongly
influenced by fundamentals, macroeconomic factors, interest rates, and liquidity,
which require a multilayered analysis of credit risk, interest rate risk, yield curve risk,
and liquidity risk. All these variables require a sound understanding of how ESG
issues can affect a bond. For example, due to the long-term nature of ESG risks,
short-dated bonds issued by a company could be investible while the company’s
long-dated bonds may not be, if the ESG risk is not likely to materialize within the
next five years.

Corporate Credit Analysis
The material ESG issues for a company remain the same regardless of whether the
investor is a shareholder or a bondholder. For example, health and safety remains a
top ESG issue for mining companies and their owners and lenders.
Materiality/sustainability frameworks—a regularly reviewed list of sector-specific
and/or country-specific ESG issues—are used to incorporate the impact of material
ESG issues in our credit risk analysis. The main approach is to use third-party ESG
scores and/or our proprietary ESG scores along with traditional credit analysis when
making investment decisions.

Sovereign Credit Analysis
As compared to their use with corporate bonds, ESG integration practices in
sovereign debt are less widespread, due to the lack of clear path of how to integrate
ESG issues into sovereign debt, the difficulties with sourcing ESG data on countries
as compared to sourcing company data, and the fact that ESG issues are less
material for sovereign debt compared to their impact on shares and corporate bonds.
However, it is apparent that a government’s ability and willingness to meet its
financial obligations are also influenced by politics, governance, social
considerations, natural disasters, and the longer-term impact of environmental
factors.
For the aforementioned reasons, we emphasize on social information on a country
rather than on environmental information, especially as the time scale of social
issues is more aligned with the investment horizon for sovereign debt. Our approach
is to include scores on social information into the credit analysis of an issuer, which
leads to adjustments to credit ratings. This is done by assessing the link between a
country’s social score and its willingness and ability to pay.
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D. ESG Scoring System & Policies
Γ. Υπό Διαχείριση ΚεφάλαιαΒ. Επαγγελματικό
Our ESG scoring algorithm examines the corporate behavior in three fields:
Environment, Social, and Governance (ESG). We assess each company’s exposure
to risks and opportunities and the management of these challenges.

E. Environmental dimension
There are positive and negative sides to environmental issues, and this analysis
examines companies’ ability to control their direct and indirect environmental
impact, by limiting their energy consumption, reducing their greenhouse
emissions, fighting resource depletion and protecting biodiversity.

S. Social dimension
The objective here is to measure how a company defines a strategy to develop
its human capital, drawing on fundamental principles with a universal reach. It
covers two distinct concepts: the social aspect linked to a company’s human
capital, and the one linked to human rights in general.

G. Governance dimension
This dimension is set to ensure that a company’s management is able to
organize a collaborative process between the different stakeholders that
guarantees it will meet long-term objectives (therefore guaranteeing that
company’s value over the long term). This dimension provides an analysis of how
a company integrates all of its stakeholders in its development model: not only its
stakeholders, but also its employees, clients and suppliers, local communities
and the environment.
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Criteria for ESG scoring
The specific criteria that we include into our scoring algorithm are the following, per
category:

The ESG scoring is a weighted average of the ratings for E, S and G dimensions,
each dimension being itself the weighted average of the internal reference values.
The weighting of criteria is a crucial element of ESG analysis. Our approach uses an
equal weighting scheme which has the benefit of being simple, transparent and more
comparable across industries. At the end of this process, companies are awarded a
score ranging from 01 to 7.

Data unavailable

0

1

Worst

1

Best

2

3

4

5

6

7

Score 0 when data unavailable.
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ESG ratings are updated quarterly based on the data provided by the rating
agencies. Companies’ news is followed closely and continuously, and controversies
and alerts are instantly taken into account for an update of the analysis.
Our goal is for each of our managed portfolios to contain at least 60% of companies
whose score is greater than or equal to 5, according to our ESG score. This ensures
that our portfolios comply with our ESG investment principles and also gives our
investment team freedom to capture opportunities unconstrained.

Exclusion Policies
We apply targeted exclusion to all our investing strategies and exclude companies
that do not comply with our ESG principles, internationally recognized frameworks,
and national regulations. Thus we exclude the following:

We constantly evaluate and enrich the criteria used in our exclusion policies.
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Disclaimer
This material has been prepared by Asset Wise Capital Management S.A. ("the Company") and is being
forwarded to you for general information purposes only. It contains information from sources the
Company believes to be reliable - but which it has not independently verified; the Company accepts no
responsibility or liability as to its accuracy or completeness. This material expresses present individual
opinions of the authors subject to change at any time without notice. Such opinions or recommendations
have not been reviewed in light of your individual circumstances, thus this document should not be
considered as legal or tax advice or as an Investment Advice or as an offer - or solicitation of an offer to sell or purchase or subscribe for any investment. Any information contained in this material is not and
should not be regarded as Investment Research of the Company because it has not been prepared in
accordance with regulatory requirements designed to promote the independence of investment
research.
Past performance or simulation of past performance or forward-looking statements are not a reliable
indication of future performance. Investment markets are subject to unforeseen fluctuations; the value of
any investment or income may go down as well as up and you may not get back the full amount
invested. Figures, prices and availability are indicative as of the stated date subject to change without
notice. Where an investment is denominated in a currency other than the local currency of the recipient,
changes in the exchange rates may have an adverse effect on the value, price or income of that
investment. The tax treatment of any investment or transaction depends on the individual circumstances
of each client, subject to change in the future. Certain financial instruments - such as derivatives – are
complicated and risky and may not be eligible for sale in all jurisdictions or to certain categories of
investors. In case of investments for which there is no regulated market, it may be difficult for investors
to sell their investments or to obtain reliable information about its value or the extent of the risk
exposure. The Company's officers, directors, agents and employees may have positions in any
securities mentioned in this document or in any related investment and may from time to time add to or
dispose of any such securities or investments. This material has not been reviewed by any financial
regulator. Should you wish to enter into investment business or transaction, you should consult your
investment adviser or relationship manager and independent tax advisor. This document is intended for
the sole use of the recipient and may not be further distributed in whole or in part; its distribution in other
jurisdictions may be restricted by law. The Company has implemented and follows a policy for the
conflict of interests and procedures that restrict communication between its departments (Chinese
Walls) in order to comply with market abuse and inside information dealing regulations.
Asset Wise Capital Management SA is registered with General Commercial Registry (no
129933960000) and regulated by the Hellenic Capital Markets Commission under license no
1/677/17.3.2014.
© Copyright. Asset Wise Capital Management S.A. 2014, ALL RIGHTS RESERVED. No part of this
document may be reproduced, stored in a retrieval system, or transmitted, on any form or by any
means, electronic, mechanical, photocopying, recording or otherwise, without the prior written
permission of Asset Wise Capital Management S.A.
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