Green Ash Primer on ESG Investing

Introduction

September 2021

ESG investment integrates an evaluation of a company’s environmental, social, and governance impact into the analytical
process. This approach has had its supporters for a long time, however it has really gained momentum since the onset of the
pandemic driven by increased shareholder engagement and policy support. Bloomberg estimate ESG assets are set to reach
$50 trillion by 2025, including a $3 trillion market in ESG ETFs and a $11 trillion market in debt.
ESG ETF AUM has more than tripled since the pandemic

ESG related debt issuance is set to top $1TN this year
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The industry is still evolving to establish what ESG investing actually means (and what ESG conscious investors want it to
mean). At its most simplistic, it can mean simply screening out certain companies based on a set of sustainability criteria.
Below is a comparison of the iShares S&P 500 ESG ETF versus the S&P 500. The ETF has 316 holdings, so has whittled away
about a third of the index; on a one year basis, the returns are nearly identical (see below). This could be seen as a good thing
(I, as an investor, can take a principled stance on certain ideals without harming my returns), or perhaps more cynically (We,
as investment managers, can package products easily and opaquely, to take advantage of investor interest in ESG and gather
AUM, while still tracking an index).
iShares
Top Weights
S&P 500 S&P 500
ESG ETF
1 Apple
6.17% 8.17%
2 Microsoft
5.99% 7.93%
3 Google
4.36% 5.78%
4 Amazon.com
3.73% 4.96%
5 Facebook
2.30% 0.00%
6 Tesla
1.44% 1.90%
7 NVIDIA
1.43% 1.89%
8 Berkshire Hathaway
1.43% 0.00%
9 JPMorgan Chase
1.26% 1.66%
10 Johnson & Johnson
1.21% 0.00%
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By the Letters

E
S

The ‘E’ in ESG tends to get the most attention. Addressing climate change has become one of the top
priorities amongst voters (and therefore policy makers), and this has coincided with several enabling
technologies finally reaching maturity in terms of both capability and unit economics. For example, we now
have options in renewable energy generation that are cost competitive with fossil fuels, we have rapidly
declining energy storage costs, and we have new tools to create smart grids through machine learning and
AI. There are also opportunities to effect change in carbon intensive industries, which will still play a major
role in the economy for years to come. The same is true of agriculture, where deforestation and water use
take a heavy toll on the environment. Pollution and waste is another important consideration, especially
given so much of our waste is non-biodegradable. No matter the sector, all companies have some scope to
improve their environmental footprint, and progress in this area can be monitored by their stakeholders.
That said, understanding and measuring the environmental impact of a large corporate entity is complex,
and disclosures are not yet fully standardised in the public markets.
Social concerns are also rising in prominence. How companies treat their employees is an important part of
corporate culture, and while there has been a lot of legislative progress on equal treatment, and health &
safety in the workplace, the rise of gig work has opened a loophole allowing employers to sidestep many of
these worker protections. Diversity and inclusion reporting is becoming more commonplace, and the SEC
added additional human capital disclosure requirements in August 2020. Increasingly, stakeholders are
looking for these considerations to extend to supply chains as well as just the corporations themselves.
Moving on to consumers, often the services provided by the largest technology companies are offered for
free and have become essential to our lives, however, in return, we as consumers have at least partially
surrendered ownership of our personal data and rights to privacy. In the digital age, all companies collect
customer data in some form, creating a huge attack surface for hackers and cybercriminals. Stakeholder
controversies, consumer protections, community relations, and corporate responsibility are all issues that
would fall under the ‘S’ in ESG. Many of these issues are qualitative and subjective in nature which poses
challenges to quantitative scoring.

G

Governance has arguably always featured fairly highly in a fund manager’s investment process, as bad
management rarely develops a successful company. An independent and diverse Board to provide
oversight, as well as transparent ownership & control are important to ensure the interests of all
stakeholders are aligned. Equally, good accounting practices and ethics help reduce the risk of fraud.
Monitoring management’s remuneration and bonus awards is also part of the ‘Governance’ evaluation, as
these packages need to be well constructed to avoid perverse incentives. As these considerations have
been in focus for a long time, there routine standards of transparency and disclosure, at least in public
markets, which are reasonably straightforward to track.

Styles
The industry is still finding its feet when it comes to categorising responsible and sustainable investment, which can include:
Socially Responsible Investing – This is arguably one of the weaker approaches, as it involves simply applying negative screens
to weed out investments based on defined ethical guidelines. Examples include investments in alcohol, tobacco, gambling, or
weapons manufactures or perhaps companies that cause environmental damage such as coal producers.
ESG Investing – As outlined above, this approach seeks to incorporate ESG considerations into the investment process, while
still retaining significant flexibility in terms of the universe of investments available to allocate to. The broad subset of values
and practices housed under the ESG umbrella are desirable on their own merits, and in theory this should translate to better
financial performance. The development of more sophisticated scoring methodology by independent agencies allows managers
to apply a more analytical process and there is scope for nuance via an additional layer of qualitative assessment.
Impact Investing – This is more of an investment theme in its own right, as it has a specific aim to invest only in companies that
have a positive impact on society or the environment. As such it is restricted to a smaller subset of qualifying business areas or
sectors.
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Methodology
ESG scoring in the public markets is a huge task which relies on standardisation of reporting from corporates (much like
financial accounting), review by independent agencies (akin to credit ratings in the corporate bond market), and some kind of
regulatory guidelines governing related financial products.

E

By way of an example, here is a brief summary of the methodology used by MSCI. As the producer of some of the most widely
used indices in the world, with over 3,000 employees (200 on the ESG team) and a market cap of over $50BN, they are well
placed to offer this kind of scoring to the industry. MSCI ESG Ratings covers more than 14,000 equity and fixed income
issuers, linked to over 600,000 equity and fixed income securities.

MSCI ESG Key Issue Hierarchy
3 Pillars

10 Themes

35 ESG Key Issues

Environment

Climate Change

Carbon Emissions
Product Carbon Footprint

Financing Environmental Impact
Climate Change Vulnerability

Natural Capital

Water Stress
Biodiversity & Land Use

Raw Material Sourcing

Pollution & Waste

Toxic Emissions & Waste
Packaging Material & Waste

Electronic Waste

Environmental
Opportunities

Opportunities in Clean Tech
Opportunities in Green Building

Opportunities in Renewable Energy

Human Capital

Labour Management
Health & Safety

Human Capital Development
Supply Chain Labour Standards

Product Liability

Product Safety & Quality
Chemical Safety
Consumer Financial Protection

Privacy & Data Security
Responsible Investment
Health & Demographic Risk

Stakeholder Opposition

Controversial Sourcing
Community Relations

Social Opportunities

Access to Communications
Access to Finance

Access to Healthcare
Opportunities in Nutrition & Health

Corporate Governance

Ownership & Control
Board Composition

Executive Compensation
Accounting

Corporate Behaviour

Business Ethics
Tax Transparency

Social

Governance

MSCI use 100+ datasets from governments, NGOs, and academia, monitor 3400+ media sources, as well as scouring 10Ks/company disclosures. Analysts then prepare company and industry reports. They also engage with company management
teams and allow the right of reply to their reports. The final score is the product of a model that places weights on each ESG
issue, which vary by industry. This creates relative ESG ratings winners and losers within each industry – e.g. you can be an oil
and gas producer and achieve a AAA rating if you score better than the peer group in the O&G sector model. Equally a
company can operate in an industry that has a positive impact on the environment, such as renewable energy, and yet
receive a poor rating due to low relative scoring according to the methodology in that particular industry.
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Other Providers
Credit Ratings Agencies

Financial Data Companies

Independent Research

Pureplay

It is a rational step for S&P
Global
(covers
7,300
companies),
Moody’s
(5,000+), and Fitch to
append ESG scoring to their
credit ratings reports, and
that is what they are doing

Refinitiv, Factset, FTSE
Russell, and Bloomberg all
have an ESG offering,
though some are less
focused
on
scoring
individual companies

There are independent
providers
starting
to
include ESG scoring in their
company
research,
especially on the corporate
bond side of things (e.g.
CreditSights)

Sustainalytics was the first
pure
ESG
ratings
companies. They cover
>4,000 companies. Their
approach is a little different
as it gives much more
credit to ESG friendly
industries, and lower credit
to polluting ones. In this
regard it is a step closer to
the ‘Impact Investing’ ethos

E

The United Nations’ Sustainable Development Goals (SDGs)
In 2015, the UN General Assembly agreed a resolution outlining 17 global goals to provide a "blueprint to achieve a better and
more sustainable future for all“, which includes a detailed set of targets to be achieved by 2030. Known as Agenda 2030, 193
countries have signed up to the resolution. Agenda 2030 provides a framework for managers building strategies around
impact investing – normally a given strategy would focus on a subset of these goals.
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The Sustainable Finance Disclosure Regulation (SFDR)
The Sustainable Finance Disclosure Regulation (SFDR) was devised by the European Commission following two years of expert
consultation between 2016-2018, and came into effect on 10th March 2021. It applies to all financial participants and
advisers operating in EU jurisdictions, and its goal is to prevent ‘greenwashing’ in financial products. SFDR is quite wideranging – the full legal text can be found HERE. The provisions that are most applicable to investment managers such as
ourselves are:
Article 6: Transparency of the integration of sustainability risks
This requires:
•
•

The manner in which sustainability risks are integrated into their investment decisions; and
The results of the assessment of the likely impacts of sustainability risks on the returns of the financial products
they make available.

Article 7: Transparency of adverse sustainability impacts at financial product level
This requires:
• A clear and reasoned explanation of whether, and, if so, how a financial product considers principal adverse
impacts on sustainability factors
• A statement that information on principal adverse impacts on sustainability factors is available in the information
to be disclosed

Article 8: Transparency of the promotion of environmental or social characteristics
This requires:
• Information on how those characteristics are met
• If an index has been designated as a reference benchmark, information on whether and how this index is
consistent with those characteristics
Article 9: Transparency of sustainable investments
This requires:
• Information on how the designated index is aligned with that objective
• An explanation as to why and how the designated index aligned with that objective differs from a broad market
index
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The Green Ash Approach
In layman’s terms, Articles 7, 8, and 9 have created three categories of ESG financial products, which somewhat mirror the
three styles of ESG investment outlined on Page 2:

E
•

Article 7 Funds – Funds with this designation incorporate ESG considerations into their investment process, and
perhaps employ some negative screening to avoid certain industries

•

Article 8 Funds – These go one step further, aiming to actively promote pre-disclosed social or sustainabilitylinked characteristics

•

Article 9 Funds – More akin to impact investment, these funds have sustainable investment as their main
objective

All other, or non-ESG funds are essentially categorised as Article 6 funds under EU regulations.
Over the last 18-24 months, we at Green Ash have sought to formalise our commitment to promoting ESG characteristics and
incorporating them into our investment process. In the last year or so, we have launched two funds which are designated
Article 8 products under SFDR.

Green Ash incorporates negative and positive ESG
screening and selection criteria to overweight portfolio
exposure to companies that are taking positive steps to
improve their ESG characteristics

Green Ash has developed its ESG Integration policy by
combining internal analysis with external industry
expertise from providers such as MSCI, and applying both
quantitative and qualitative elements to the process

The firm’s ESG investment methodology excludes sectors
and companies that score poorly in terms of key ESG
criteria including tobacco, weaponry and coal

As well as integrating ESG considerations into our investment process, we also engage in two-way dialogue with our investee
companies and the ratings providers themselves. In the case of the ESG providers, the huge universe of companies in their
coverage and the number of datapoints that need to be tracked can lead to anomalous results.
By way of an example, we have been long term investors in Hannon
Armstrong on both the equity and credit side. Hannon Armstrong is a
specialty REIT focused on financing renewable energy and sustainable
infrastructure projects. Management estimate their climate solutions
are mitigating 5.4MM tonnes of CO2 per annum. Despite this positive
impact, the company received a low Environmental score from an ESG
ratings provider as they had miscategorised them as a traditional REIT.
After some discussions, the rating was reviewed and upgraded by two
notches. This illustrates the role investment managers can play in the
evolution of ESG scoring.

Hannon Armstrong Sustainable Infrastructure
Capital, Inc.
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Green Ash Sustainable Short Duration Credit Fund
The charts on the left show the ESG ratings distribution
for the Green Ash Sustainable Short Duration Fund,
compared to both the Global High Grade Bond Index1
and Global High Yield Bond Index1.

E

This shows that the high yield bond market has
considerably weaker ESG characteristics than in high
grade.
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Incorporating the Green Ash ESG methodology into the
investment process has achieved a significantly better
ESG ratings distribution than the broader indices, with
an overall portfolio rating of AA. This compares to an
ESG rating of A for the Global High Grade and BBB for
the Global High Yield Index. In addition, the fund’s
holdings show strong positive ESG ratings momentum
of +20.6% on a net basis.
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More information on the Green Ash Sustainable Short
Duration Fund can be found HERE.
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Green Ash Sustainable Horizon Fund
The Green Ash Sustainable Horizon fund’s overall ESG
score of AA3 compares to A for the MSCI World Index.
Though the positive ESG ratings distribution pattern is
less pronounced versus the MSCI World Index than
the GA Sustainable Short Duration Credit Fund against
its respective bond indices, the Horizon fund benefits
from similarly positive ESG ratings momentum.
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More information on the Green Ash Sustainable
Horizon Fund can be found HERE.
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Being an equity fund that focuses on disruptive
innovations, the Green Ash Sustainable Horizon Fund
also provides significant direct and indirect exposure
to technologies that address environmental
degradation and climate change. These span key
investment themes from renewable energy and
associated materials, AI, digitalisation, and
connectivity, as well as the electrification megatrend.
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1 Global

High Grade Index: LEGATRUU, Global High Yield Bond Index: H23059US
ESG ratings are portfolio weighted, based on MSCI ESG scoring methodology; as at 26/08/21
3 Excludes 9% of the portfolio that does not have an ESG rating, due to being comprised of smaller or earlier-stage companies
2
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LEGAL DISCLOSURES
FOR EU INVESTORS
The information contained in this document is issued by Green Ash Partners LLP (hereinafter "Green Ash"), at 11 Albemarle Street, Mayfair,
London, W1S 4HH who is authorised and regulated by the Financial Conduct Authority: Firm Reference Number (FRN) – 500315. This disclaimer is
not intended to exclude or restrict any liability under the rules of the Financial Conduct Authority ("the FCA Rules") or FSMA.
This presentation reflects the opinion of Green Ash as of the date of issue. This document is not intended for distribution, publication, or use in any
jurisdiction where such distribution, publication, or use would be unlawful, nor is it directed to any person or entity to which it would be unlawful
to direct such a document. This presentation is for information purposes only and does not constitute an offer or a recommendation to purchase
or sell any security. It does not constitute investment research or a research recommendation and is not intended for distribution to the public or a
large number of persons. The opinions herein do not take into account individual clients’ circumstances, objectives, or needs. Before entering into
any transaction, each client is urged to consider the suitability of the transaction to his particular circumstances and to independently review, with
professional advisors as necessary, the specific risks incurred, in particular at the financial, regulatory, and tax levels.
All examples of financial strategies/investments set out in this document are for illustrative purposes only and do not represent future
performance. The information and analysis contained herein have been based on sources believed to be reliable. However, Green Ash does not
guarantee their timeliness, accuracy, or completeness, nor does it accept any liability for any loss or damage resulting from their use. All
information and opinions as well as the prices indicated are subject to change without notice. Past performance is no guarantee of current or
future returns and you may consequently get back less than he invested. From time to time the partners of Green Ash Partners LLP may enter into
personal transactions in the securities and strategies discussed in this presentation. The firm has a personal account dealing policy that manages
such conflicts and ensures the fair treatment of its clients.
This document may not be reproduced (in whole or in part), transmitted, modified, or used for any public or commercial purpose without the prior
written permission of Green Ash.
FOR SWISS INVESTORS
This document is issued by Green Ash Partners LLP. This document is exclusively intended for qualified investors within the meaning of article 10
paragraph 3, 3bis, 3ter and 4 of the Swiss Collective Investment Schemes Act (“CISA”). The information and data presented in this document are
not to be considered as an offer or solicitation to buy, sell or subscribe to any securities or financial instruments. Information, opinions and
estimates expressed in this document reflect a judgment at its original date of publication and are subject to change without notice. Green Ash
Partners LLP has not taken any steps to ensure that the securities referred to in this document are suitable for any particular investor and this
document is not to be relied upon in substitution for the exercise of independent judgment. Tax treatment depends on the individual
circumstances of each investor and may be subject to change in the future. You should obtain specific professional advice before making any
investment decision. The value and income of any of the securities or financial instruments mentioned in this document can fall as well as rise and,
as a consequence, investors may receive back less than originally invested. Risk factors are not intended to be reproduced in full in this document.
Past performance is no guarantee nor a reliable indicator of future results. This material is not intended to be a substitute to the full, legal
documentation and to any information which investors must obtain from their financial intermediaries acting in relation to their investment in the
funds mentioned in this document. Please note that none of the management company, the registrar and transfer agent, the central
administration or the custodian of the relevant fund has independently verified any information contained herein and no party makes any
representation or warranty as to the accuracy, completeness, or reliability of such information. Further information about Woodman SICAV Green Ash Global High Yield Fund, its prospectus, its KIIDs and its latest annual and semi-annual report may be obtained free of charge, in English
language, from MultiConcept Fund Management S.A., Luxembourg, the CH Legal Representative, Credit Suisse Funds AG, the appointed
distributors or online at www.greenash-partners.com and www.credit-suisse.com/ Multiconcept.

Private and Confidential - This material is provided for information purposes only and is only intended for persons who would be categorised as professional clients or eligible counterparties.
11 Albemarle Street, London W1S 4HH Tel: 020 3170 7420 Fax: 020 3170 7426. E-mail: info@greenash-partners.com Web: www.greenash-partners.com

