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ESG INTEGRATION IN INVESTMENT PROCESS- Q4 2020

This material contains proprietary information and cannot be distributed without the prior written consent of DSM Capital Partners.



DSM’s investment team is responsible for DSM’s ESG integration, not an ESG specialist that is not 
involved in day to day investing
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DSM has a 6 person Green Team led by it’s 2 Deputy Chief Investment Officers (CIO’s). The team also includes the 
COO,  as well as team members from Compliance, Client Relations and Client Services.

The Green Team members focus on a wide range of ESG related matters including establishing and overseeing 
policies and procedures as well as tracking and monitoring these procedures.  

The Deputy CIO’s on the Green Team are also responsible for sharing information with the rest of the investment 
team.

ESG Policy and  

Governance

ESG Integration 
into Investment 

process

ESG Impact on 
Client Portfolios

Corporate 
Social 

Responsibility



ESG Investment Process Overview
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1 ESG is an important part of DSM’s investment process and is fully integrated into our stock selection, 
monitoring, and selling process.

2 DSM uses external research from MSCI to help identify ESG issues. 

3 DSM evaluates MSCI scoring and actions taken by companies in order to obtain superior insights.

4 DSM’s investment team creates its own proprietary ESG score for each company.

5 DSM actively engages with companies to further discuss ESG issues. 

6 ESG score is integrated into Portfolio decision making.

7 DSM uses its voting rights. 

8 DSM commitment to Principles for Responsible Investing (PRI).



1:  ESG is an important part of DSM’s investment process and is fully integrated into our stock 
selection, monitoring, and selling process. 
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• ESG integration is an extension of DSM’s investment process. We 

seek companies with strong revenue growth, stable earnings 

stream and quality management teams. These companies tend to 

have an elevated awareness of sustainable practices and good 

governance.

• DSM assigns a proprietary ESG score to every company that it 

researches. Scores range from 0 to 10 (with 10 being the best) 

and DSM utilizes MSCI’s ESG Controversies as a starting point to 

make adjustments to ESG scores. 

• Each Analyst/Portfolio Manager at DSM completes in-depth 

research on ESG issues impacting a company and assigns scores 

using a consistent in-house methodology

• DSM stores all ESG communications and developments in 

centralized folders so that companies’ ESG histories and DSM’s 

ESG activities are available to all Analyst/Portfolio Managers

• ESG scores are included in DSM’s internal summaries and have an 

impact on DSM’s investment decisions.   ESG considerations and 

the implementation of ESG scores and in-house research have 

both kept DSM from investing in certain companies and have led 

to DSM selling portfolio holdings.  
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2: DSM uses external research from MSCI to help identify ESG issues.
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Source: MSCI

Sample MSCI Controversy Report



3: DSM evaluates MSCI scoring and actions taken by companies in order to obtain superior insights
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Source: MSCI

DSM uses MSCI’s Controversy report system as a starting point and makes adjustments to ESG scores across five key 
categories: environment, customer, human rights & community, labor rights & supply chain, and governance.  

These five categories are then broken further into over 20 subcategories:

• Environment: Biodiversity & Land Use, Energy & Climate Change, Operational Waste (Non-hazardous), Supply 
Chain Management, Toxic Emissions & Waste, Water Stress and Other (Environment)

• Customer:  Anticompetitive Practices, Customer Relations, Marketing & Advertising, Privacy & Data Security, 
Product Safety & Quality and Other (Customers) 

• Human rights & community: Civil Liberties, Human Rights Concerns, Impact on Local Communities and Other 
(Human Right & Community) 

• Labor rights & supply chain: Child Labor, Collective Bargaining & Union , Discrimination & Workforce Diversity , 
Health & Safety, Labor Management Relations, Supply Chain Labor Standards and Other (Labor Rights & Supply 
Chain) 

• Governance: Bribery & Fraud, Controversial Investments, Governance Structures and Other (Governance) 

DSM leverages its own fundamental bottom up research along with MSCI’s input to create an adjusted 
score that better captures the risk and return associated with each stock.  



4: DSM creates its own proprietary ESG score for each company
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• For every stock that DSM invests in or is considering investing in, DSM assigns a proprietary ESG score to that 
company.   These scores are created by the Analyst/Portfolio Manager responsible for primary coverage.

• Scores range from 0 to 10 (with 10 being the best) and DSM uses MSCI’s Controversy Reports as a starting point 
to make adjustments to ESG scores.  Scores are updated when new information from MSCI or other fundamental 
research is obtained.

Flag Score Description

R 0
Indicates that a company has been involved in one or more very severe controversies 

over the past 3 years that have not been resolved or addressed

O 1
Indicates that a company has been involved in or or more severe structural 

controversies that are ongoing and have not been adequately resolved or addressed

2
Indicates that a company has been involved in or or more severe controversies that 

have not been adequately resolved or addressed

3
Indicates that a company has been involved in or or more moderate controversies 

that have not been adequately resolved or addressed

4
Indicates that a company has been involved in or or more minor controversies that 

have not been adequately resolved or addressed

5
Indicates that a company has been involved with recent very severe or severe 

controversies that have been adequately addressed

7
Indicates that a company has been involved with moderate controversies that have 

been adequately addressed

8
Indicates that a company has been involved with minor controversies that have been 

adequately addressed

10 Indicates no ESG issues that we are aware of

Y

G

MSCI



5: DSM actively engages with companies to further discuss ESG issues 

DSM’s investment team is responsible for engaging with companies directly by reaching out to investor relations, executive management 
or the board of directors, when appropriate, in order to better understand ESG matters and potentially influence or identify the need to 
influence relevant corporate practices.

• Engagements may be in the form of: 

• In-person meetings

• Telephonic or video calls

• Emails 

• Letters

DSM recognizes that the risk and return potential related to ESG issues are dynamic and may evolve over time and therefore it
continues to monitor this activity and the need for active engagement.
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5: DSM actively engages with companies to further discuss ESG issues 
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Amazon (AMZN)and Microsoft (MSFT)

DSM emailed both the Board and the management team of Amazon and Microsoft informing them that DSM had seen
reports from various sources, including the US State Department, regarding the use of forced labor in certain parts of
China and repression of certain minority populations including Uyghurs, ethnic Kazakhs, ethnic Kyrgyz, and other
members of Muslim minority groups.

DSM inquired as to what action they had taken to ensure that each company had not promoted, enabled, or 
benefitted from the aforementioned practices.  Additionally, DSM outlined its expectation that each company should 
conduct an audit of their Chinese supply chain and taken appropriate steps to eliminate any exposure to forced labor 
or other forms of exploitation.  

DSM also urged the Boards and the companies to address the issue publicly and to keep shareholders informed 
regarding the progress you are making.

Amazon coordinated a phone call with DSM and their Head of ESG Engagement to discuss the accusations.  Amazon 
confirmed they investigated the accusations and determined they had no direct engagement with the offending 
companies.   Amazon also provided links to their published a corporate policy guide.

Micrsoft’s ESG Engagement Director emailed DSM providing assurance that they are committed to ethical and 
responsible sourcing.  Microsoft shared their corporate Supplier Code of Conduct as well data and audit results of 
their FY20 Devices Sustainability Report.

Where appropriate,  Analyst/Portfolio Manager's reach out to company management teams on ESG issues and those interactions 
help formulate DSM’s ESG assessment.  All active engagements are documented.



5:DSM actively engages with companies to further discuss ESG issues 
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Coca-Cola Femsa SAB de CV's (KOF)

DSM engaged Coca-Cola Femsa SAB de CV's ("KOF") to gain insight regarding their environmental impact 
and sustainability practices involving production, supply chain, and usage.  DSM observed sustained progress 
as company reported improved metrics in relation to a number of areas including: 

• KOF improved water use ratio from 1.59 liters at the end of 2018, to 1.54 liters at the end of the third 
quarter in 2019.

• Increased use of recycled PVC from 20.8% at the end of 2018 to 23.5% at the end of the third quarter 
2019.  In Mexico, recycled PVC builds now up to 30%.

• 68% of energy in manufacturing comes from clean energy sources. A net increase of 18% over the 50% 
achieved at the end of 2018.

• KOF has been included as part of the Dow Jones Sustainability Emerging Markets Index, the only Latin 
American beverage company included for seven consecutive years.



5: DSM actively engages with companies to further discuss ESG issues 
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Royal Caribbean Cruises (RCL)

DSM initiated a conference call with Royal Caribbean Cruises Ltd.’s (RCL) investor relations to investigate 
data regarding crime statistics aboard cruise ships and the implications to the health and safety of 
passengers and to gain insight regarding RCL’s reporting practices, what RCL has done to address this 
issue, and what the RCL knows about the risk factors that might drive a higher incidence.

• RCL's investor relations made RCL's Chief Security Officer available for the call to discuss security and 
passenger safety protocols on the ships in detail: 

• RCL explained that every ship has a response team of between 12-35 people and an average response 
time of 1 minute or less. These include crew members who are FBI trained and will separate, provide 
medical assistance, and preserve the crime scene. The same response team can handle a medical crisis.

• RCL also works with a non-profit org called RAINN in Washington who have the gold standard training 
programs and expertise on sexual violence, safety and prevention, and they provide expertise on victim 
services, trauma, and support.

• RCL has a see something/say something policy. Every crew member is trained on how to deal with 
situations that may arise and potentially escalate to create a safety threat



5:Examples of companies DSM has actively engaged with and divested out of due to ESG issues
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Wynn Resorts Limited (WYNN)

▪ Reports regarding Steve Wynn, CEO of Wynn Resorts, were released alleging sexual misconduct and 
potential governance issues.   

▪ DSM drafted a letter to the Board of Directors of Wynn Resorts contending that if there was found to be a 
pattern of misconduct, DSM would insist that he be removed from his position at the company immediately.

▪ Mr. Wynn ultimately resigned his position as CEO of Wynn Resorts.  

▪ DSM sold their position in Wynn Resorts as a result of these developments. 

AMP Limited (AMP)

▪ On April 16, 2018, AMP Limited (AMP) appeared at the Royal Commission in regard to inquiries related to 

misconduct in the banking, superannuation and financial services sector, specifically related to the issue of 

“fees for no service”.

▪ In AMP’s submission to the Royal Commission they identified 81 advisers as engaging in behavior that was 

either "dishonest", "illegal", "fraudulent", "negligent", "incompetent" or "grossly negligent." The financial 

services giant identified another 440 advisers with what it described as "other compliance concerns."

▪ While the actual remediation costs and client disadvantage requiring remediation were small (~$1m for that 

issue, $4.7m overall), the bigger issues highlighted were acts of misleading both Australian Securities and 

Investments Commission (ASIC) and clients about the practice, and cultural issues relating to putting the 

interests of clients behind shareholders. 

▪ DSM was concerned about the long-term damage to AMP’s strong brand position and the resulting revenue 

and profit impacts from the cultural and ethical failings evidence in the Royal Commission’s investigation, and 

as a result DSM sold its position in AMP.    



6: DSM monitors reaction of companies over time

12

VALUATION

QUALITY

DSM US
LARGE CAP 

GROWTH

Source: MSCI

• DSM stores all ESG related communications and developments in centralized folders so that a company’s ESG history 
and DSM’s ESG activities are transparent and easily accessed by the entire investment team.

• Standardized templates are used to track engagements 

• DSM also monitors response from companies over time



6: ESG score is integrated into Portfolio decision making
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ESG scores are also included in DSM’s internal summary portfolio spreadsheets that include other key information such as 

earnings growth and valuation.  These spreadsheets are used by DSM's Chief Investment Officer and the investment team as part

of the portfolio decision making process.

This material is for informational purposes only. Characteristics and performance of individual client accounts may vary. It does not contain any recommendations to buy or sell or a 

solicitation of an offer to buy or sell any securities or adopt any investment strategy. Past performance is no guarantee of future results. There is no guarantee DSM will deliver on its 

investment philosophy and/or that investment decisions will be based only on the information presented. Earnings per share, price to earnings ratios and other valuation 

metrics/models do not guarantee investment success. DSM may not be successful in predicting EPS growth and/or P/E ratios and, as a result, investors may experience losses materially 

worse than “Low Case” presented above. Please see Important Legal Information at the end of this presentation for additional details. 



7: DSM uses its voting rights 

DSM’s policy is to vote all proxies solely in the best interests of the beneficial owners of the securities.

• DSM uses a third party service Institutional Shareholder Services (“ISS”)to provide issue analysis and vote recommendations with
respect to proxy proposals.

• If the PM/Analyst identifies an ESG issue DSM can vote differently than the ISS recommendation. DSM can apply custom voting 
policies at a client’s request.
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8: DSM’s commitment to PRINCIPLES FOR RESPONSIBLE INVESTMENT (PRI)

• DSM became a signatory to the Principles for Responsible Investment (PRI) in October 2017.

• DSM utilizes the PRI’s Collaboration Platform and completes the annual transparency reports which can be provided upon 
request and are available for download through the PRI website.  Link to the PRI website can be found in Appendix B. 

• DSM is committed to improving PRI ratings and will become a signatory to initiatives where appropriate such as:

-Global Investor Statement to Governments on Climate Change (2018)

-Task Force on Climate-related Financial Disclosures (2019)

• DSM also accepts PRI’s Japanese Stewardship Code
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APPENDIX A: 
ESG INTEGRATION POLICY

Environmental, social, and governance (“ESG”) criteria consider both the ethical and sustainability implications of investment decisions.  ESG criteria 

provide a qualitative framework for evaluating investments, as they are non-financial and not readily quantifiable in monetary terms.

ESG criteria consider, among other relevant matters, the following issues:

• Environmental – energy and climate change, biodiversity and land use, toxic emissions and waste, sustainability, supply chain management, etc.

• Social – human rights concerns, impact on local communities, child labor, workplace diversity, civil liberties, anticompetitive practices, 

marketing and advertising, privacy and data security, etc.

• Governance – bribery and fraud, controversial investments, executive compensation, management structures, board composition, executive 

behavior, etc.

ESG is an important part of DSM’s investment process and is fully integrated into its stock selection, monitoring, and selling processes. DSM assigns 

a proprietary ESG score to every company that it researches. Scores range from 0 to 10 (with 10 being the best), and DSM utilizes MSCI’s ESG 

Controversies as a starting point to make adjustments to ESG scores across five key categories: environment, customers, human rights / community, 

labor rights / supply chain, and governance. These categories are then broken down further into over 20 subcategories. Each Analyst/Portfolio 

Manager at DSM completes in-depth research on ESG issues impacting a company and assigns scores using a consistent in-house methodology. DSM 

stores all ESG communications and developments in centralized folders so that companies’ ESG histories and DSM’s ESG activities are available to all 

Analyst/Portfolio Managers. In addition to weekly updates from MSCI, DSM’s investment team utilizes in-depth ongoing monitoring to identify ESG 

issues not fully captured by MSCI.

ESG scores are included in DSM’s internal summaries and have an impact on DSM’s investment decisions.   ESG considerations and the 

implementation of ESG scores and in-house research have both kept DSM from investing in certain companies and have led to DSM selling portfolio 

holdings.  

At a client’s request, DSM can apply exclusionary restrictions that accommodate responsible investment considerations and restrictions specified by 

a client that may generally prohibit the purchase of certain securities, either individually or by region, sector or both.  
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APPENDIX B: 
ACTIVE OWNERSHIP – PROXY VOTING AND ENGAGEMENT

Proxy Voting 

It is DSM’s policy that all proxies be voted solely in the best interests of the beneficial owners of the securities.  DSM’s proxy voting 

policy lists positions DSM would typically take on certain proxy proposals. In addition, DSM has contracted with an independent third 

party, (currently, Institutional Shareholder Services, LLC) (the “Third-Party Administrator”), to provide issue analysis and vote 

recommendations with respect to proxy proposals.  The Third-Party Administrator receives proxies for all of DSM’s holdings and 

typically votes all proxies received, unless the voting policy recommendation favors withholding on a particular proposal.  While it is 

DSM’s policy to follow the vote recommendations of the Third-Party Administrator, DSM retains the authority to vote differently than 

the recommendation on any proxy proposal. 

Engagement 

DSM’s investment team is responsible for engaging with companies directly by reaching out to investor relations, executive management 

or the board of directors, when appropriate, in order to better understand ESG matters and potentially influence or identify the need to 

influence relevant corporate practices. Engagements may take the form of direct in-person meetings, calls, emails, or letters. The length 

of each engagement will vary based on the materiality of the issue, a company’s response, and how the information gathered is integrated 

into DSM’s investment process.  DSM monitors its engagements on an ongoing basis to evaluate the actions, if any, taken by a company as 

well as what further action may need to be taken by DSM.  

While DSM engages with companies on a regular basis, and in some cases has seen actions taken by companies which reflect its 

engagement suggestions (such as share buy-backs or dividend initiations), the companies DSM tend to own have strong management 

teams and governance practices, extensive intellectual property, few or no competitors, sound and sensible employee practices, very few 

or negligible ESG issues and reasonably long runways to growth. Thus, DSM recognizes that the risks and return potential related to 

ESG issues are dynamic and may evolve over time and therefore it continues to monitor this activity and the need for active engagement.
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APPENDIX C: 
PRINCIPLES FOR RESPONSIBLE INVESTMENT 

DSM utilizes the PRI’s Collaboration Platform, and DSM will become a signatory to relevant initiatives, such as the 2018 Global 

Investor Statement to Governments on Climate Change, where appropriate.  DSM completes the annual transparency reports 

which can be provided upon request and are also available for download through the PRI website. DSM’s signatory profile and 

transparency reports can be viewed at: https://www.unpri.org/signatories/dsm-capital- partners-llc/2163.article
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APPENDIX D: 
TASK FORCE ON CLIMATE-RELATED FINANCIAL DISCLOSURES (TCFD)

DSM became a supporter of the Task Force on Climate-related Financial Disclosures (TCFD) in April of 2020.  The TCFD sets out 

to develop effective climate related financial disclosures that consider the physical, liability and transition risks associated with 

climate change.  These disclosures can then be used by companies to provide relevant climate related information to stakeholders.  

Additional information regarding the TCFD can be found at https://www.fsb-tcfd.org/.  
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APPENDIX E: 
EXAMPLES OF DSM CORPORATE SOCIAL RESPONSIBILITY INITIATIVES

• Participated in an online Capital Introduction Event Benefitting Victims of COVID-19

• The event raised approximately $1.875 million for food security which will be distributed to 9 food focused charities around the
world.
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