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Our Approach to ESG
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ESG Overview 
A STRUCTURED, ENGAGED AND MEASURED APPROACH 

6

• Ellerston Asia has developed a proprietary, structured and measurable approach to ESG which is embedded in 

the investment process. Our multi-step approach to ESG is shown below. 

• We believe that ESG in Asia is generally not as bad as perceived, and ESG in Developed Markets, including 

Australia, is generally not as good as perceived. The gap is smaller than investors think. 

• Ellerston Asia is a new economy centric portfolio. The ESG issues we face are therefore different than those 

facing a typical domestic or Developed Market portfolio. 

• We have a DIY approach to ESG given our time on the ground and Asian language capabilities. We use third 

party ESG providers for initial screens and ESG risk measurement across portfolios and markets.*
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* We use Bloomberg for initial ESG screens, Sustainalytics for ESG measurement and ISS for voting recommendations. All other steps are proprietary to Ellerston Asia 
and Ellerston Capital.
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ESG Screening
NEGATIVE SECTOR SCREENS

• Ellerston Asia has negative screens in place for the sectors listed below. 

• A 0% revenue threshold is used for significant harm sectors and a 5% revenue threshold is used for the other 

negatively screened sectors. 

Sector Revenue Threshold

Tobacco Production 0%

Armaments & Weapons 0%

Tobacco Distribution 5%

Coal 5%

Gambling 5%

Palm Oil Production 5%

Nuclear Energy 5%

Pornography 5%
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ESG Integration 
ESG SCORE IS INTEGRATED INTO INVESTMENT PROCESS 

8

3 Year EPS growth. Score of 0 to 3. <10% EPS = 0, 10-20% = 1, 20-30% = 2, > 30% = 3. 

Upside to 3 year Price Target. Score of 0 to 3. <50% = 0, 50-75% = 1, 75-100% = 2, >100% = 3. 

Score of 0 or 1. 0 for unattractive industry, 1 for attractive.  

Score of 0 or 1. 1 if the stock fits one of the 4 thematics. 0 if no thematic fit. 

Score of -1 to +1. Knocked out for poor management. 

Score of -1 to +1. Knocked out for poor ESG. 

Growth

Upside

Industry 
Structure

Thematic

Mgmt

ESG

• Our Conviction Scorecard is a series of quantitative filters, qualitative assessments and knock outs. Stocks 

must have a score of 5 of greater to be considered for the portfolio. 

• Stocks with a score of -1 on ESG are “knocked out” of the process and are not eligible portfolio inclusion even 

if they have a score of 5 or greater on the other metrics. 



9999

ESG Measurement
PORTFOLIO ESG RISK VS BENCHMARK

• ESG Measurement using Sustainalytics data shows that our ESG process is effective in reducing ESG risks. 

• The prevalence of Severe ESG Risk in the Fund is zero versus the benchmark at 6%. 

• The prevalence of companies with weak management of ESG issues is lower than the benchmark, and the 

prevalence of companies with strong management of ESG issues is higher than the benchmark. 

• There are no companies in the Ellerston Asia portfolio with a Sustainalytics Category 5 ESG risk event. 

Overall ESG Risk Rating EAI vs MSCI Asia Ex Japan

Portfolio as of July 30, 2020. 30 out of 32 (98%) stocks in the portfolio were rated by Sustainalytics. 1,131 stocks out of 1,338 stocks in the benchmark (96%) were rated by 
Sustainalytics. The unrated stocks are primarily A shares.  
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ESG Measurement
PORTFOLIO CARBON RISK VS BENCHMARK

• Measurement using Sustainalytics data shows that our ESG process is effective in reducing carbon risk in the 

portfolio. 

• The prevalence of High/Severe Carbon Risk in the Fund is lower than in the benchmark. 

• The carbon intensity of the portfolio is significantly lower than the benchmark. 

• The portfolio has 82% less exposure to Fossil Fuels than the benchmark and 0% stranded assets. 

• The portfolio has 13% stronger management of carbon risk that the benchmark. 

Portfolio as of July 30, 2020. 30 out of 32 stocks (98%) in the portfolio were rated by Sustainalytics. 998 stocks out of 1,338 stocks in the benchmark (94%) were rated by 
Sustainalytics. The unrated stocks are primarily A shares.  

Overall Carbon Risk Rating EAI vs MSCI Asia Ex Japan Carbon Intensity (tCO2e/Mil USD) EAI vs MSCI Asia Ex Japan 
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Our Own ESG
WALKING THE TALK

11

• Ellerston Capital is a signatory to the Principles of Responsible Investment. 

• Ellerston Capital is a signatory to Climate Action 100+. 

• Ellerston Capital has been recognised as a leading responsible investor by RIAA.

• The Asia team is represented on the firm wide Ellerston Capital ESG Committee. 

• Our team’s international travel is carbon neutral. 

• Our team is highly diverse. 

* 130,000 kms of air travel for 2019 resulting in 16.47t of C02e offset required. 
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Stock Discussion
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Negative Screening Example

6

HM SAMPOERNA – INDONESIA

• HM Sampoerna is a tobacco company in Indonesia. 

• As shown in the Conviction Scorecard below, the stock meets (met) our other investment 

criteria but is in a negatively screened sector so gets an ESG score of -1. 

• The stock is therefore “knocked out” and is ineligible for further analysis or portfolio inclusion. 

HM Sampoerna Conviction Scorecard Negative Sector Screens

Growth

Upside

Industry 
Structure

Thematic

Mgmt

ESG

3 Year EPS CAGR of >10% (1) 

3 Year upside of >50% (1) 

High barriers to entry, consumer loyalty (1)

Asian consumer (1)

Have not met management (0)

ESG screen out (-1)

Sector Revenue 

Threshold

Tobacco Production 0%

Armaments & Weapons 0%

Tobacco Distribution 5%

Coal 5%

Gambling 5%

Palm Oil Production 5%

Nuclear Energy 5%

Pornography 5%
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Negative Scoring Example

6

SAMSUNG BIOLOGICS – KOREA

• Samsung Biologics is a Korean biotech company. It does not operate in any of the negatively 

screened sectors. 

• The stock meets the other investment criteria in our process and was therefore eligible for a 

deep dive analysis. 

• The deep dive analysis revealed major governance related issues namely accounting fraud, 

failure to inform shareholders of material events and destruction of evidence. 

• As such, the stock was scored -1 on both ESG and management. This score was integrated 

into the Conviction Scorecard making Samsung Biologics ineligible for further analysis or 

portfolio inclusion. 
Controversy Alert Integration of ESG Score into Conviction Scorecard

Growth

Upside

Industry 
Structure

Thematic

Mgmt

ESG

3 Year EPS CAGR of 10% (1) 

3 Year upside of >50% (1) 

Good 5 forces except competition (1)

Technological disruption, Asian consumer (1)

Issues with mgmt team (-1)

ESG unacceptable (-1)
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Positive Scoring Example

6

TSMC – TAIWAN  

• TSMC is the world’s largest semiconductor foundry in the world. 

• It does not operate in any of the negatively screened sectors. 

• At the time of purchase, TSMC met our growth, upside, industry, thematics and management 

criteria. 

• TSMC is also assessed a score of 1 for ESG as we consider it ‘best in class’ amongst tech 

manufacturers globally. It has a strong focus on the environment, has good social practices, has 

good corporate governance and no major controversies. 

TSMC ESG related achievements Integration of ESG Score into Conviction Scorecard

Growth

Upside

Industry 
Structure

Thematic

Mgmt

ESG

3 Year EPS CAGR of 10% (1) 

3 Year upside of >50% (1) 

Good 5 forces (1)

Technological disruption (1)

Experience/respected mgmt (1)

ESG best in class (1)
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Engagement and Retention Example

6

RELIANCE INDUSTRIES – INDIA

• Reliance is an Indian conglomerate with 3 main business units: Telecom, Retail and Energy.

• Reliance is the only Energy stock in the EAI portfolio and the only stock that is rated a Severe ESG risk by Sustainalytics,

The team has done significant engagement to gain comfort in the stock’s ESG. 

• In the last 3 years, the EAI team has had 4 meetings with Reliance management on the ground in India and has conducted 

4 calls/VCs with management since COVID began earlier this year.

• We have voted on all resolutions for the last 3 AGMS and attended the virtual AGM in 2020. 

• The team has engaged with CA100+ on this stock, as Reliance is a company we have common interest in improving 

disclosure. 

• The main ESG issues for this stock arise in the Energy business. Our engagement with management makes us 

comfortable that the telecom and retail businesses will be sold off within the next 2 years at which time we do not anticipate 

holding any of the energy assets. 

• The following diagram summarizes the ESG topics discussed with management. 

Emissions, Water Usage and Safety and 
Security in Energy and Petrochemical Business

Governance issues arising 
from JV partners

Dividend 
Policy

Executive 
Pay

Improved 
Disclosure

Board 
Diversity
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Engagement, Divestment and Reinvestment Example 

6

JD.COM – CHINA

Engagement with JD

• JD is one of the largest e-commerce companies in China. It meets all of our growth and investment criteria and 

has been an important alpha generator for the Fund. 

• In September 2018, CEO Richard Liu was detained in America for alleged criminal sexual misconduct. 

• As shown below, Ellerston Asia has a consistent and long standing relationship with JD management and IR but 

they were not disclosing any details or providing investors with any comfort as to the governance risks associated 

with the event. As such, the scores for both management and ESG were moved to -1 and we divested the 

company. 

• Later in the year criminal charges were dropped. Once this had occurred and there was sufficient visibility as to 

the role and conduct of the CEO going forward, we reinvested in the stock.  

JD Scorecard During Late 2018

Growth

Upside

Industry 
Structure

Thematic

Mgmt

ESG

3 Year EPS CAGR of >10% (2) 

3 Year upside of >50% (1) 

High barriers to entry via logistics and mkt share (1)

Asian consumer, tech disruption (1)

CEO charges (-1)

ESG screen out (-1)

Date PM/Analyst

January 2017 Mary Manning

May 2018 Eric Fong

Aug 2018 Fredy Hoh

May 2019 Eric Fong

January 2020 Eric Fong 

April 2020 Eric Fong

June 2020 Eric Fong
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Disclaimer

This presentation is issued by Ellerston Capital Limited (ACN 110 397 674) (Manager or Ellerston Capital). The Manager have made every effort to ensure that the
information in this presentation is accurate. However, its accuracy, reliability or completeness cannot be assured. To the maximum extent permitted by law, neither the
Company nor the Manager accepts any liability for any error or omission or for any loss or damage suffered as a result of others acting on the basis of the information
contained in this presentation. Copyright in this document is owned by the Company and the Manager. Its contents may not be copied, reproduced or embodied in any
other document or distributed to a third party without the prior written consent of the Company and the Manager.

This presentation does not constitute an offer of interests in the Company. You should not rely on this presentation if or when deciding whether or not to make an
investment in the Company. This document must not be circulated and is confidential in nature. By accepting this document you are agreeing to comply with such
confidentiality requirements.

This presentation has been prepared without taking into account any investor's objectives, financial situation or needs. An investment in the Company carries potential
risks and fees which are described in the relevant documentation. This presentation is for general informational purposes only and is not intended to be a definitive
statement on the subject matter.

Neither the Company, the Manager nor any other person guarantees the investment performance, earnings or return of capital invested in the Company. The information
provided in this document is current only as at the date indicated on this document and is subject to change without notice. This document is not necessarily exhaustive of
the relevant subject matter. This material has been prepared based on information believed to be accurate at the time of publication, including actual and estimated returns.
Past performance of the Manager is not indicative of future performance. Assumptions and estimates may have been made which may prove not to be accurate. The
Company undertakes no responsibility to correct any such inaccuracy. Subsequent changes in circumstances may occur at any time and may impact the accuracy of the
information. To the fullest extent permitted by law, none of the Company, the Manager or any member of the Ellerston Capital Group of companies makes any warranty as
to the accuracy or completeness of the information in this document and disclaims all liability that may arise due to any information contained in this document being
inaccurate, unreliable or incomplete.

This presentation is not available to persons for which it would be a contravention of a law to provide or offer interests in the Company. By attending this presentation, or
reading this document, you are representing that you are not such a person.
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Thank you

MELBOURNE OFFICE

Level 4, 75-77 Flinders Lane, 

Melbourne VIC, 3000 

+612 9021 77901

info@ellerstoncapital.com

SYDNEY OFFICE

Level 11, 179 Elizabeth Street, 

Sydney NSW 2000 

+612 9021 7701

info@ellerstoncapital.com




