ESG Investment Process

Saturna’s ESG Scoring

Quantitative Scoring

For strategies and funds that seek to invest in sustainable
and responsible issuers:

Saturna’s analysts routinely review and assess aggregated
data measures to evaluate the relevance of various data
sources and factors in contributing to our scoring. Our
analysts use the ESG scoring to help identify potential
investments.

Saturna Capital believes that companies proactively
managing business risks relating to environmental, social,
and governance (ESG) issues make better contributions
to the global economy and are more resilient. By using
a combination of negative and positive screening, along
with financial analysis and an emphasis on low debt,
the Funds seek issuers who outperform their peers on a
variety of ESG factors.
Saturna uses negative screening to exclude companies
primarily engaged in activities that the analysts believe
present higher ESG risks, including issuers engaged in:
• Alcohol
• Tobacco

• Weapons
• Gambling

• Pornography
• Fossil fuel extraction

Saturna Capital’s environmental, social, and governance
(ESG) scores provide our assessment of how well a
company performs relative to a blend of its industry,
sector, and country peers in each ESG category. In order
to assess the relevance of the data used to generate our
scores, we carefully examine the quantity and quality
of reporting for each scoring factor, including how
the reporting varies, both in response rates and in the
distribution of reported data, by industry, sector, country,
and region. We also compare our internal scores to the
other vendors to look for opportunities or risks that may
be overlooked.

Each ESG category is built up from related subcategories:

Environment

Social

Governance

• Energy
• Community • Board quality
• Climate
• Labor
• Corporate policies
• Water
• Executive compensation
• Waste
• Sustainability
Each of these subcategories, in turn, are based on related
factors collected from each company. We separately
evaluate companies according to their transparency
(i.e., whether they report data on a given factor) and
their quality (i.e., how their reporting compares to their
peers). Each factor is weighted by our assessment of
its importance within its economic sector or, when
appropriate, by its importance relative to its country or
regional peers.
After scoring each relevant factor for each subcategory,
we aggregate the subcategory scores into the relevant E,
S, or G category, and score each company within its sector,
normalized to a decile (1-10) scale where one is the best
and 10 is the worst.
Finally, we apply weights to the E, S, and G category
totals and again score each company within its sector to
determine the overall ESG score (quintile: A, B, C, D, or F).
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Qualitative Assessment

Application and Evolution

Qualitative screening involves an examination of industry
and company specific sustainability trends and areas of
concern or opportunity. We review a variety of third-party
reporting and analysis to develop a qualitative assessment
of the companies we consider for investment.

We expect our scoring methodology to evolve and
improve over time for a couple of reasons. First, we note
the increasing consideration companies are giving to ESG
issues, and we expect companies to increase the breadth
and quality of their ESG reporting. Second, we continually
assess the relationship between our scoring results and
companies’ subsequent results along various dimensions,
such as financial results, market returns, stakeholder
relations, and changes in the quality of their ESG reporting.
As we learn more, we will apply our insights to both our
scoring process and our investment process.

A portfolio manager may also assign or override a score
based on available information when a security issuer
does not report on these factors or for other reasons,
including material ESG events.

Step-By-Step Research Process
5,000 global stocks
Screened Monthly
~ 2,150 pass initial screens
Revenue, Balance Sheet,
& Industry Factors

Fundamental Attributes

~ 1,100 pass ESG screening
Rank A or B

Environmental Attributes

Competitive Position, Growth Markets, Strong
Management

Carbon Disclosure
Resource Efficiency

Global Sector Analysis Review

Social Attributes

Analysis in US & Malaysia

Employee Relations
Business Ethics & Products

Saturna Stock Qualification

Governance Attributes

Detailed Fundamental Analysis
Financial Modeling
Management Discussion

Board Effectiveness
Agency Conflicts
Senior Management Compensation

Peer Review
Sustainable Rating
Analyst Rating

Recommended List: 325 Securities
Investment Candidates as Determined by
the Chief Investment Officer
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Maintenance Research
Industry & Company
Risk Monitoring
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Step One: Collect Data, Calculate Weights, Calculate Benchmarks
This process builds a database of ESG benchmarks and weights from a universe of global equity securities.
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➜

Compile sample data from ESG
vendor(s) (1,800 companies)

Separate data by sector.
Calculate ESG field weights.

FIELD WEIGHTS DETERMINE HOW EACH COMPANY SCORES IN THE ESG CATEGORIES, BASED ON SECTOR.
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CALCULATE QUALITY BENCHMARKS

Transparency points are assigned based on whether or not a
company has acceptably reported voluntary, numeric information
among 40 ESG fields within 10 ESG subcategories. Transparency
benchmarks reflect the percentage of companies that report.

Quality points are broken into two categories. Points assigned
are based on how important each field is to each sector.

DOES THE COMPANY REPORT INFORMATION
ON VOLUNTARY, NUMERIC FIELDS?

➜

➜
Yes

No

Yes
True

No
False

➜

VOLUNTARY, NUMERIC: What is your lost time to injury rate?

Determine how the company’s
reporting in each numeric ESG field
compares to its peers (by sector,
industry, and/or country) and award
points based on tercile scoring.

➜

BINARY: Does the company set specific objectives for resource efficiency?

Measure the percentage of
companies that report in a specific
ESG field. If the company reports
acceptably, assign points.

➜

EXAMPLES OF QUESTIONS

NUMERIC VALUES

➜

(no points)

BINARY POINTS

➜

(add points)

➜

CALCULATE TRANSPARENCY BENCHMARKS

Worst

Middle

Best

Tercile

Tercile

Tercile

COMPULSORY, NUMERIC: Percentage of independent board members

The 1,800 representative companies are scored in order to build weights and benchmarks based
on sector, industry, and country. Simultaneously, the program calculates the maximum points a
company could earn. After all points are assigned for the company being scored in Step Two, the
total is compared to the maximum in a statistical model and given a score of 0 - 1 (its percentage
of the maximum) and then located along a distribution curve.
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Step Two: Run Each Company Through the Database
This process evaluates individual companies. The goal is to find how the company’s reporting compares to its ESG
benchmarks from Step One, and consolidate the results
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➜

➜

Compile sample data from ESG
vendor(s) (1,800 companies)

Transparency Points

Quality Points

Yes

(add points)

No

(no points)

➜

➜

➜

➜

DOES COMPANY REPORT ON THE
VOLUNTARY, NUMERIC FIELDS?

BINARY POINTS

NUMERIC VALUES

Measure the percentage of
companies that report in a specific
ESG field. If the company reports
acceptably, assign points.

Determine how the company’s
reporting in each numeric ESG field
compares to its peers (by sector,
industry, and/or country) and award
points based on tercile scoring.

➜

➜

➜
No
False

➜

➜
Yes
True

Worst

Middle

Best

Tercile

Tercile

Tercile

POINTS ASSOCIATED WITH TRUE
OR FALSE RESULTS ARE BASED ON
SECTOR WEIGHTS ESTABLISHED
IN STEP ONE.

COMPANY RECEIVES FOUR SEPARATE SCORES:
E - S - G - and - OVERALL
ESG scores are assigned in deciles, 1 through 10, with a score of 1 being the highest, and 10
being the lowest. Overall scores are assigned a letter grade that captures the company’s decile
in ESG scores, factoring in the different field weights.

10 ESG Subcategories
•

Emissions

•

Energy

•

Water

•

Waste
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•

Sustainable
Practices

•

Board

•

Community

•

Corporate Policies

•

Labor

•

Compensation
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Example: Unilever

*

➜

➜

Pull company data from
ESG data vendor(s)

Quality Points

Transparency Points

Yes

No

(no points)

BINARY POINTS

NUMERIC VALUES

Measure the percentage of
companies that report in a specific
ESG field. If the company reports
acceptably, assign points.

Measure the ratio of median results
by sector to median results for the
universe for each specific ESG field

➜

➜

➜

(add points)

➜

➜

➜

➜

DOES COMPANY REPORT ON THE
VOLUNTARY, NUMERIC FIELDS?

SEE FIGURES 1, 2, & 3 ON PAGE 7.

ADD POINTS

TOTAL POINTS: 30.62 (out of 41.18 possible)
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ENVIRONMENTAL SCORE
SOCIAL SCORE
GOVERNANCE SCORE
ESG SCORE

66%
82%
82%
74%

ENVIRONMENTAL DECILE
SOCIAL DECILE
GOVERNANCE DECILE

2
2
1

OVERALL ESG GRADE:

A
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ENVIRONMENT
Subcategory
Points Earned Maximum Possible Pct Score
Emissions
3.61 7.13
51%
Energy
2.99 13.97
21%
Water
4.09 6.07
67%
Waste
5.33 8.98
59%
Sustainability
2.37 7.39
32%
TOTAL ENVIRONMENT POINTS: 21.69 / 43.54 (50%)

FIGURE 1
SOCIAL
Subcategory
Points Earned Maximum Possible Pct Score
Community
1.16 4.49
26%
Labor
8.25 8.25
100%
TOTAL SOCIAL POINTS: 9.41 / 12.74 (74%)

FIGURE 2
SOCIAL
Subcategory
Points Earned Maximum Possible Pct Score
Board
7.29 9.32
78%
Corporate Governance
5.81 11.24
52%
Compensation
4.97 5.03
99%
TOTAL GOVERNANCE POINTS: 18.07 / 25.58 (71%)

FIGURE 3
ESG DECILE SCORES (1 best - 10 worst)
ENVIRONMENTAL DECILE
SOCIAL DECILE
GOVERNANCE DECILE
OVERALL ESG GRADE
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2
1
1
A
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The strategies and funds that follow this investment process
limit the securities they purchase to those consistent with
sustainable principles. This limits opportunities and may
affect performance.
Investing involves risk, including possible loss of principal.
Generally, an investment that offers a higher potential return
will have a higher risk of loss. Stock prices fluctuate, sometimes
quickly and significantly, for a broad range of reasons that
may affect individual companies, industries, or sectors. When
interest rates rise, bond prices fall. When interest rates fall,
bond prices go up. A bond fund’s price will typically follow
the same pattern. Investments in high-yield securities can
be speculative in nature. High-yield bonds may have low or
no ratings, and may be considered “junk bonds.” Investing in
foreign securities involves risks not typically associated directly
with investing in US securities. These risks include currency and
market fluctuations, and political or social instability. The risks
of foreign investing are generally magnified in the smaller and
more volatile securities markets of the developing world.
This material is for general information only and is not a
research report or commentary on any investment products
offered by Saturna Capital. This material should not be
construed as an offer to sell or the solicitation of an offer to
buy any security in any jurisdiction where such an offer or

solicitation would be illegal. To the extent that it includes
references to securities, those references do not constitute
a recommendation to buy, sell or hold such security, and
the information may not be current. Accounts managed by
Saturna Capital may or may not hold the securities discussed
in this material.
We do not provide tax, accounting, or legal advice to our
clients, and all investors are advised to consult with their
tax, accounting, or legal advisers regarding any potential
investment. Investors should not assume that investments
in the securities and/or sectors described were or will be
profitable. This document is prepared based on information
Saturna Capital deems reliable; however, Saturna Capital
does not warrant the accuracy or completeness of the
information. Investors should consult with a financial adviser
prior to making an investment decision. The views and
information discussed in this commentary are at a specific
point in time, are subject to change, and may not reflect the
views of the firm as a whole.
All material presented in this publication, unless specifically
indicated otherwise, is under copyright to Saturna. No part
of this publication may be altered in any way, copied, or
distributed without the prior express written permission of
Saturna.
© 2019 Saturna Capital Corporation

1300 North State Street

Bellingham, WA 98225

1-800-728-8762

www.saturna.com

