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Sustainalytics’ ESG Risk Ratings



ESG Risk Rating – Overview 

4© 2021 SUSTAINALYTICS – CONFIDENTIAL & PROPRIETARY

Sustainalytics’ ESG Risk Ratings measure 

companies’ exposure to and management of 

financially material ESG issues. The ESG 

Risk Rating score measures unmanaged ESG 

risk (i.e. lower score = better)

The rating measures and adds up the unmanaged risks of 

a company vis-à-vis a set of ESG issues that are 

considered material from a financial perspective.

Companies are exposed to different ESG issues to 

different degrees. Their exposure is driven by sub-industry 

and company-specific factors. 

An ESG issue is considered material, if the company is 

sufficiently exposed to this issue. Corporate Governance is 

considered to be material for all companies.

Companies are allocated across five risk rating categories, 

(negligible, low, medium, high, and severe risk).



ESG Issues as a Building Block for the Risk Rating
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» ESG issues that are likely to have a significant 

effect on the enterprise value of companies 

within the subindustry, and are selected based 

on:

» Quant view (e.g. incidents data) 

» Corporate view (e.g. GRI reports)

» Expert view (e.g. SASB, Sustainalytics 

analysts)

» The key ESG issues are sub-industry specific, but 

Corporate Governance is assessed for all 

companies. A company can have up to 10 key 

ESG issues not including Corporate Governance

The risk rating assesses a company’s unmanaged risk of ESG issues

© 2021 SUSTAINALYTICS – CONFIDENTIAL & PROPRIETARY



Exposure Differs by Subindustry
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These differences are the starting point for calculating exposure

» Subindustries face different levels of ESG risk; divergence can be very significant;

» Level of risk is determined by exposure to different ESG issues;

» Exposure is driven by industry affiliation, business model, cultural background, 

financial strength, geographic structure of revenues and assets, etc. 
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Exposure Differs by Company
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» Subindustry exposure scores between 2 and 10 are assigned for each material ESG issue at the subindustry level

» The beta factor is a way of refining subindustry exposure to accurately reflect company-specific levels of risk

Production/ 
Product

What a company produces, and how it makes its 
products, affects its exposure

Financial A company’s financial health affects its ability to invest 
in ESG opportunities or mitigate ESG risks

Events
Previous ESG related controversies can raise regulatory 

and stakeholder scrutiny, increasing exposure, or 
indicate weak management systems

Geographic 
Where a company operates affects its exposure based 

on a variety of factors

Production/product 

beta comp. 

Financial 

beta comp. 

Events 

beta comp. 

Geographic 

beta comp. 

Quant Issue 

Beta

Ensuring a company-specific assessment 
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Assessing the Management Dimension
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Indicator-based assessment using management and event indicators

» The Management Score for each material ESG issue 

is determined by a weighted average of 

management indicator scores and an event-driven 

discount factor.

» The weights of management indicators within an 

issue have been determined during the Consultation 

Process and will be reviewed on an annual basis

» The within-issue weights of an individual indicator 

are aggregated across all material issues taking the 

Exposure Contributions of these issues into 

account.

» ESG management indicators are scored on a range 

between 0 to 100. 

Management indicators Event indicators

Policies

Programmes & 
Management Systems

Disclosure & 
Compliance

Performance, e.g.
carbon intensity

Management Score
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Management Indicators
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Assessing how well companies manage material ESG issues

» Systemic assessment of 

standardized criteria result in a raw 

indicator score

» Each indicator has a weight, 

depending on the importance of the 

indicator within the issue and the 

company’s exposure to the issue.

» Indicators can be built based on 

various criteria (“tick boxes”) or have 

a individually written rationale.
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How Does the ESG Risk Rating Work?

10

Management gaps and unmanageable risks are added up across all material ESG issues

Total Exposure

Manageable Risk

Unmanageable 
Risks

Managed Risk

Management 
Gap

Unmanaged Risk

Starting point is a company’s exposure to material ESG issues.

Some companies have unmanageable risks, e.g. an oil company will 

always face risks related to carbon until it changes its business model.

Of the manageable risk a portion is managed through a company’s 

policies, programs, management systems, etc.; the remainder is 

considered unmanaged (Management Gap).

The ESG Risk Rating evaluates unmanaged ESG risk.
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Events Assessments
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Based on news data from more than 60,000 news sources, we assess risks to the company

» Analysis of key impacts, the quality of the company’s management, and risks to the company.

» Forward looking statement referring to the event development we expect over the next 24 months.

Assessment at 
Incident level

Analysis at 
Event level

» Severity

» Accountability

» Exceptionality

» Operational

» Business

» Legal

» Reputational

» Policy/Programs

» Management

» Response

» Trend

Severity Accountability Exceptionality Notoriety Reputational Exposure

STAKEHOLDER IMPACT REPUTATIONAL RISK

Impact Risk Management
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Events Methodology
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Capturing how well companies have been managing ESG issues in practice

Low

The event has a 
low impact on the 
environment and 
society, posing 

negligible risks to 
the company.

Moderate

The event has a 
moderate impact 

on the environment 
and society, posing 

minimal risks to 
the company.

Significant

The event has a 
significant impact 

on the environment 
and society, posing 
significant risks to 

the company.

High

The event has a 
high impact on the 
environment and 
society, posing 
high risks to the 

company.
This category often 
reflects structural 

problems in the 
company.

Severe

The event has a 
severe impact on 
the environment 

and society, posing 
serious risks to the 

company.
This category 
represents the 
most severe 

corporate conduct.

1 2 3 4 5

1 2 3 4 5 6 7 8 9 10

Qualitative Events 

assessment

Events category

Incident level: Impact and 

Risk assessment
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Copyright © 2021 Sustainalytics. All rights reserved.

The information, methodologies, data and opinions contained or reflected herein are proprietary of Sustainalytics and/or 

its third parties suppliers (Third Party Data), intended for internal non-commercial use, and may not be copied, distributed 

or used in any way, including via citation, unless otherwise explicitly agreed in writing. They are provided for 

informational purposes only and (1) do not constitute investment advice; (2) cannot be interpreted as an offer or 

indication to buy or sell securities, to select a project or make any kind of business transactions; (3) do not represent an 

assessment of the issuer’s economic performance, financial obligations nor of its creditworthiness.

These are based on information made available by third parties, subject to continuous change and therefore are not 

warranted as to their merchantability, completeness, accuracy or fitness for a particular purpose. The information and 

data are provided “as is” and reflect Sustainalytics’ opinion at the date of their elaboration and publication. Sustainalytics 

nor any of its third-party suppliers accept any liability for damage arising from the use of the information, data or 

opinions contained herein, in any manner whatsoever, except where explicitly required by law. Any reference to third 

party names or Third Party Data is for appropriate acknowledgement of their ownership and does not constitute a 

sponsorship or endorsement by such owner. A list of our third-party data providers and their respective terms of use is 

available on our website. For more information, visit http://www.sustainalytics.com/legal-disclaimers.

Legal Disclaimers
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http://www.sustainalytics.com/legal-disclaimers
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