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Sustainability Report 
Factsheet Template Interactive Annotation

OverviewThis document offers an interactive approach to learning more about the content found 
on the Sustainability Report factsheet template from Presentation Studio in 
Morningstar DirectSM. 

How do I use 
this document?

On each subsequent report page shown, click a blue, circled letter to jump to that 
section and learn more about it. Each section shows the following information:

gWhich applicable sustainable investing approaches would benefit from 
this content
gWhat content is shown in the section, and
gWhat other resources are available to help further understand this content.

 Note: When you finish reading a section and want to go back to the report page you 
previously visited, click the Return to Report button at the top of a page.

This video also explains why this guide was created and how to best use this PDF.

What other 
information is available?

The “Applicable sustainable investing approaches” item(s) in each section refer to the 
framework Morningstar uses to identify various motivations investors bring to 
sustainability. Read more about this framework in Appendix A: The Morningstar 
Sustainability Framework on page 45.

To see a compendium of all additional resources, see Appendix B: Additional Resources 
on page 47.

https://morningstardirect.morningstar.com/clientcomm/directtraining/ESGInteractiveReport.mp4
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A: Morningstar Sustainability RatingTM

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The Morningstar Sustainability RatingTM measures how well the investments within a 
fund’s portfolio are managing their ESG risk relative to the fund’s Morningstar Global 
Category peers. It is comprised of the following values:

gHistorical Corporate Score, and
gSovereign Sustainability Score.

These are proportional to the relative weight of the corporate and sovereign (long-only) 
positions in the fund’s portfolio. 

The Morningstar Portfolio Corporate Sustainability Score and Portfolio Sovereign 
Sustainability Score are each an asset-weighted average of Sustainalytics’ 
company-level ESG Risk Rating and Sustainalytics’ Country Risk Rating, respectively. 

g Apply Exclusions

g Limit ESG Risk
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The ratings are derived from the Historical Portfolio Corporate and Sovereign 
Sustainability Scores by ranking the respective Historical Sustainability Scores of all 
scored funds within a Morningstar Global Category. The final rating output is a scale of 
1-5 globes.
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Which holdings in a 
managed investment 
qualify for scores 
contributing to 
the Morningstar 
Sustainability Rating?

Each managed investment is first evaluated to identify its Qualified Holdings. Qualified 
Holdings are those potentially exposed to ESG risk, including the following types: 

g equities
g fixed-income instruments
g commodities
g real estate, and 
g alternatives. 

The following types are excluded from being considered as Qualified Holdings:

g short positions
g cash and currency, and
gderivatives and synthetic holdings. 

Next, a subset of Qualified Holdings—Eligible Holdings—are considered. Eligible 
Holdings are those for which Morningstar has developed a risk rating framework. 
Currently, a risk rating framework has been developed for corporate and 
sovereign-issued holdings. 

The following holding types are considered Not Eligible for a risk rating until a risk 
rating framework is developed for them:

gmunicipal bonds
g commodities
g real estate
g alternative investment types, and
g any other security type not explicitly covered by the risk rating framework.
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How do Qualified 
and Eligible Holdings 
contribute to 
the Morningstar 
Sustainability Rating?

Once the portion of Qualified Holdings and Eligible Holdings in a fund are determined, 
the value of Eligible Holdings is divided by the value of Qualified Holdings, with a 
requirement that at least 67% of the fund’s Qualified Holdings are eligible to be rated. 
In cases where less than 67% of the Qualified Holdings are eligible, the fund is 
considered unsuitable for a Morningstar Sustainability Rating. 

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gMorningstar Sustainability Rating Methodology
gMorningstar Sustainability Rating Methodology Change: Incorporating 

Sovereign Debt
gMorningstar Sustainability Rating Change Impact Statement

https://www.morningstar.com/content/dam/marketing/shared/research/methodology/744156_Morningstar_Sustainability_Rating_for_Funds_Methodology.pdf
https://www.morningstar.com/content/dam/marketing/shared/pdfs/Research/sustainability-sovereigndebt-faqs.pdf
https://newsroom.morningstar.com/newsroom/news-archive/press-release-details/2021/Morningstars-Sustainability-Ratings-Coverage-Expands-by-25000-New-Funds-with-the-Addition-of-Sustainalytics-Country-Risk-Ratings/default.aspx
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B: ESG Pillar Score

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approach to 
sustainable investing:

What content does 
this section show?

The Morningstar Portfolio Pillar Scores are a separate and complementary calculation 
to the Portfolio Sustainability Score. They provide a reliable, objective way to break 
down the Corporate Sustainability Score into separate Environmental (E), Social (S), 
and Governance (G) pillars. 

 Note: The Unallocated ESG Risk Pillar measures the portion of the portfolio's ESG Risk Score 
that has not been decomposed into E,S, and G pillar scores. 

Sustainalytics considers a range of Material ESG Issues (MEIs) for each company, 
mapping each one to relevant ESG pillars. These scores give users a sense to what 
degree environmental, social, and governance issues are contributing to the total 
unmanaged ESG risk score of a company. 

The Portfolio Pillar Scores, in turn, are calculated as an asset-weighted average of the 
corresponding company-level ESG risk scores. To receive Portfolio Pillar Scores, the 
managed investment must be eligible to receive a Portfolio Sustainability Score. This 
means at least 67% of a portfolio’s eligible assets under management must have a 
company ESG Risk Rating. 

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following content:

gMorningstar Sustainability Pillar Scores Methodology
gSustainalytics Introductory Video for ESG Risk Ratings

g Limit ESG Risk

g Practice Active Ownership

https://www.morningstar.com/content/dam/marketing/shared/pdfs/Research/951513.pdf
https://youtu.be/bJgMM31wiRs
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C: Corporate ESG Risk Breakdown

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The Overall Sustainalytics ESG Risk Score for a company is measured by evaluating its 
exposure to and the management of Material ESG Issues (MEIs). For each issue, 
exposure can be considered either as Manageable or Unmanageable risk. 

Unmanageable risks are those outside the boundaries of a management’s control 
based on the assumption that the company continues its inherent business. That is, 
these risks cannot fundamentally change what a company is doing, because they are a 
core part of the business. For example, a company producing oil cannot completely 
manage its environmental exposure risk because that is inherent to its work.

For a company’s risk portion that is manageable, a management assessment is applied 
based on the strength of company commitments, actions, and outcomes demonstrating 
how well a company is managing its ESG exposure. The portion of manageable risk that 
is managed is considered Managed Risk, and the portion not managed is a 
Management Gap. Any risk to an ESG issue not properly managed by the company or 
that is unable to be managed by the company is considered Unmanaged Risk.

The resulting measure of risk for each issue is summed to provide one score 
representing the company’s overall ESG risk. Overall Risk or Exposure is the sum of the 
Managed Risk and Unmanaged Risk. The Unmanaged Risk measurement determines 
the ESG Risk Score.

The ESG Risk Ratings are considered an absolute risk assessment, which means the 
output is comparable across sectors, industries, and subindustries, as opposed to 
relative risk assessments which calculate performance relative to peers and which may 
not be directly comparable to non-peers. 

g Apply Exclusions

g Limit ESG Risk
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, do the following in 
Morningstar Direct: 

1. From the Home module, select the Research Portal. 

2. Search for ESG Risk Rating.

3. Select the following articles:

g Morningstar Globe Rating for Companies FAQ
g Morningstar Globe Rating for Companies - An Overview, and
g Our New Rating Measures a Stock’s ESG Risk.

 Note: After clicking each article, repeat steps 1-2 to find the other article(s).

Search for the correct phrase, then open each article to read it.
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D: Corporate ESG Risk Distribution & ESG Risk AUM Coverage​ 

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

Sustainalytics' ESG Risk Ratings measure a company's exposure to industry-specific 
material ESG risks and how well a company is managing those risks. This 
multi-dimensional way of measuring ESG risk combines the concepts of management 
and exposure to arrive at an absolute assessment of ESG risk (see section B). Corporate 
entities are assigned to one of five categories of ESG risk severity that could impact a 
company's enterprise value: Negligible, Low, Medium, High, and Severe. The ESG Risk 
Assets Under Management (AUM) Coverage dial shows the percentage of assets 
under management of corporate holdings that have a calculated risk rating.​

g Apply Exclusions

g Limit ESG Risk
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the ESG Risk Rating 
Assessment paper and ESG Risk Rating Assessment FAQ document by doing the 
following in Morningstar Direct:

1. From the Home module, select the Research Portal. 

2. Search for ESG Risk Rating.

3. Select the following articles:

g Morningstar Globe Rating for Companies FAQ
g Morningstar Globe Rating for Companies - An Overview, and
g Our New Rating Measures a Stock’s ESG Risk.

 Note: After clicking each article, repeat steps 1-2 to find the other article(s).

Search for the correct phrase, then open each article to read it.
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E: Corporate Controversy Distribution & Controversy AUM Coverage​ 

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The chart here shows the number of holdings with each Morningstar Controversy 
Rating. Each “incident” is a key building block of the Morningstar Controversy Rating. 
An incident is a company activity with unintended and/or undesired negative 
environmental and/or social impacts on stakeholders. Incidents are primarily assessed 
based on the negative environmental and/or social impact of the company activity as 
well as the reputational risk this activity poses to a company. 

 Note: Sustainalytics covers 47 incident types. 

Isolated incidents or related incidents pertaining to the same ESG issue are grouped 
and scored from 1 to 10 to form an Event. Events are classified into 40 Event Indicators. 
The Incidents comprising Events and the Event itself are assessed on the following 
scale: 

g Low
gModerate
gSignificant
gHigh, and
gSevere. 

The highest Event Rating under a controversy indicator becomes the Controversy 
Rating. The Controversy Assets Under Management (AUM) Coverage dial shows the 
percentage of assets under management of corporate holdings evaluated 
for controversies.

g Apply Exclusions

g Limit ESG Risk

g Practice Active Ownership
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gControversies Research Methodology
gControversies FAQ
gControversies Research deck

https://connect.sustainalytics.com/hubfs/INV/Methodology/Controversies%20Research%20Methodology.pdf
https://morningstardirect.morningstar.com/clientcomm/SustainalyticsControversiesEventsIncidentsIntroduction.pdf
https://morningstardirect.morningstar.com/clientcomm/Sustainalytics_ControversiesResearch_FAQ.pdf
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F: Morningstar Portfolio Product Involvement

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The Morningstar Portfolio Product Involvement metrics measure a portfolio's exposure 
to involvement in a range of products, services, and business activities. The metrics are 
holdings-based calculations using company-level research from Sustainalytics. A 
company is considered involved and incorporated in the product area's product 
involvement percentage calculation if the minimum revenue threshold is greater than 
or equal to the range defined for each Product Involvement Area. 

Sustainalytics evaluates direct product involvement from producing, manufacturing, or 
operating a product as well as indirect involvement from distributing or selling related 
products and services. 

 Note: The first page of the Sustainability Report template also highlights the Top 3 Product 
Involvement categories.

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following content:

gMorningstar Portfolio Product Involvement Methodology
gProduct Involvement Introduction Video

g Apply Exclusions

g Practice Active Ownership

https://www.morningstar.com/content/dam/marketing/shared/research/methodology/812380_PortofioProductInvolvement.pdf
https://www.youtube.com/watch?v=sJ2DemOu-kc
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G: Holdings-Level ESG Risk Analysis 

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The central building blocks of Sustainalytics' ESG Risk Ratings are material ESG issues, 
or MEIs. For Sustainalytics, an ESG issue is material if it is likely to have a significant 
effect on the enterprise value of a typical company within a subindustry. 

First, a company's exposure to each MEI is identified to be relevant for the subindustry. 
Exposure is a company's vulnerability to ESG-related risk factors capable of posing 
financial risks. Next, based on the relevant subindustry MEI selection, a company's risk 
exposure to the material issues is assessed along with how well it manages this 
exposure to risk. Although this subindustry-level assessment is the starting point, each 
company is assessed individually to determine where it deviates from 
subindustry norms.

The final score is the sum of the unmanaged risk scores for the company's MEIs. Scores 
range from 0 (no risk) to an open-ended maximum, although for 95% of the cases, the 
unmanaged ESG Risk score is below 50. 

 Note: This score is also known as the Sustainalytics ESG Risk Score. 

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities 

g Practice Active Ownership
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Based on their quantitative scores, companies are grouped into one of the following 
ESG Risk Rating Assessment classifications: 

The ESG Risk Rating Assessment for companies offers a way for the whole market to 
speak a common language about ESG risks across all audiences, workflows, and 
investment vehicles.
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the ESG Risk Rating 
Assessment paper and ESG Risk Rating Assessment FAQ document by doing the 
following in Morningstar Direct:

1. From the Home module, select the Research Portal. 

2. Search for ESG Risk Rating.

3. Select the following articles:

g Morningstar Globe Rating for Companies FAQ
g Morningstar Globe Rating for Companies - An Overview, and
g Our New Rating Measures a Stock’s ESG Risk.

 Note: After clicking each article, repeat steps 1-2 to find the other article(s).

Search for the correct phrase, then open each article to read it.
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H: Company-Level Controversy Analysis 

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The ESG Risk Rating Assessments from Sustainalytics use Material ESG Issues (MEIs) 
to judge a company's management based on its stated policies and programs. The 
controversy research from Sustainalytics, in contrast, offers an analysis as to how well 
a company puts those stated policies into practice. 

 Note: For preliminary information on the Controversy Rating, see E: Corporate Controversy 
Distribution & Controversy AUM Coverage​ on page 19. 

Sustainalytics defines a Controversy as an Event relating to an ESG topic. Event Ratings 
are derived from an aggregation of Incident scores and provide an indication of the 
severity of the impact of an issuer's misconduct on the environment and/or society, as 
well as the reputation risk generated by the misconduct. An Incident is a company 
activity with unintended and/or undesired negative environmental and/or social 
impacts on stakeholders and is tied to one company, one location and one date.

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities 

g Practice Active Ownership
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Incidents are assigned an event indicator which rolls up to a Controversy indicator. 
Sector analysts apply an additional layer of analysis at the Event level. 

The highest event rating under a controversy indicator becomes the Controversy Level 
for a company. A company may have multiple controversy topics.

The following diagram provides an overview of how the Controversy rating is reached 
and projected into an outlook assessment:

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following paper:

gSustainalytics Controversies Research PDF

https://connect.sustainalytics.com/hubfs/INV/Methodology/Controversies%20Research%20Methodology.pdf
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I: Morningstar® Portfolio Carbon Metrics 

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The Morningstar Low Carbon DesignationTM is awarded to portfolios with both low 
carbon-risk scores and low levels of exposure to fossil fuels. It is designed to help 
investors easily identify low-carbon funds across the global universe. The designation 
indicates that the companies held in a portfolio are in general alignment with the 
transition to a low carbon economy. 

To receive the designation, a portfolio must meet the following criteria: 

1. A 12-month trailing average Morningstar Portfolio Carbon Risk Score below 10. Such 
portfolios are considered to have low carbon risk. 

2. A 12-month trailing average exposure to fossil fuels less than 7% of assets, which is 
approximately a 33% underweighting to the global equity universe. A portfolio’s 
fossil-fuel exposure is a key driver of its overall carbon intensity. 

The Portfolio Carbon Risk ScoreTM is an assessment of overall unmanaged carbon risk 
at the following stages along the company’s value chain: 

1. Own Operations and 

2. Products and Services. 

The Portfolio Carbon Risk Score rests on the following dimensions: 

1. Exposure (the degree to which a company is exposed to sub-industry and company 
carbon risk) and

2. Management (a company’s preparedness and track record in managing carbon risk). 

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities
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Management is a measure of the ability of the firm to manage, and the quality of the 
management approach, to reduce emissions and related carbon risks. The carbon-risk 
rating is the remaining unmanaged carbon risk of a company after taking accounting 
for its efforts to mitigate carbon risk through its management activities. 

The accompanying time series chart indicates the change to a portfolio’s Morningstar® 
Portfolio Carbon Risk ScoreTM over time. 

Fossil Fuel Involvement considers how much revenue a company obtains from activities 
related to fossil fuels. As global economies shift toward low carbon futures, less 
demand for fossil fuels will exist, thus increasing future carbon risk. Companies are 
considered involved in fossil fuels if they derive at least an aggregate 5% share of total 
revenue from the activities listed in the Fossil Fuel Related Activities chart on page 6 of 
the Sustainability Report template. For more information on this aspect, see M: Fossil 
Fuel Related Activities on page 34.

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gMorningstar Low Carbon Methodology
gMorningstar Low Carbon Designation Methodology

https://www.morningstar.com/content/dam/marketing/shared/research/methodology/859224-LowCarbonDesignation.pdf
https://s21.q4cdn.com/198919461/files/doc_news/2018/Morningstar-Low-Carbon-Designation-Methodology-Final.pdf
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J: Corporate Carbon Risk Distribution & Carbon AUM Coverage

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

Sustainalytics offers a Carbon Risk Rating for approximately 4,500 companies. The 
rating sorts the underlying scores into the following risk categories: 

gNegligible
g Low
gMedium
gHigh, and
gSevere. 

The scores are absolute, meaning one point of risk is the same across industries and 
across companies. At least 67% of portfolio assets must have a Carbon Risk Rating 
from Sustainalytics for a portfolio score to be calculated. 

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following paper:

g FAQs about Morningstar Portfolio Carbon Metrics, the Morningstar Portfolio 
Carbon Risk ScoreTM, and the Morningstar Low Carbon DesignationTM

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities

https://morningstardirect.morningstar.com/clientcomm/CarbonFAQ.pdf
https://morningstardirect.morningstar.com/clientcomm/CarbonFAQ.pdf
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K: Corporate Carbon Emissions Metrics

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

Direct (or Scope 1) emissions include greenhouse gas emissions from sources owned or 
controlled by the companies held in a fund. They come from the following sources:

g fossil fuels burned on site
g emissions from entity-owned or entity-leased vehicles, and 
g other direct sources. 

The value is the Direct Emissions calculated in Millions of Metric Tons (MMT). 

Indirect (or Scope 2) emissions include greenhouse gas emissions from the generation 
of purchased electricity consumed by the companies held in the fund. Indirect 
emissions physically occur at the facility where electricity is generated. The value is the 
Indirect Emissions calculated in Millions of Metric Tons (MMT). 

Ideally, a company’s overall emissions will decrease over time. Measurement of this 
metric allows for benchmarks to set goals for reduction of emissions in the future. 

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities

g Practice Active Ownership

g Target Sustainability Themes 
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, do the following in 
Morningstar Direct:

1. From the Home module, select the Research Portal page.

2. In the Research Portal, select the Topics tab.

3. On the Topics page, scroll to find and click the Sustainable Investing topic.

4. Look under the Author column and click Jon Hale’s name. You are brought to a page 
with all articles by Jon Hale.

On the Topics page, look for this tile and select it.

Click on Jon Hale’s name.
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5. Scroll down to select the article from May 1, 2018 titled, A Closer Look at Our New
Tools to Assess Carbon Risk in a Portfolio.

Look for this article and click the headline to open it.
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L: Portfolio Fossil Fuel Involvement and Carbon Solutions Involvement

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The charts in this section indicate whether the holdings in this portfolio (compared to 
its Morningstar Global Category benchmark) are involved in activities considered to be 
“in demand” as global economies transition to low carbon futures. In making this 
transition, it is expected that less fossil fuel will be consumed. This poses a risk, then, 
for companies involved in fossil fuel-related activities. In addition to a loss of revenue, 
these companies will have to manage the write down of the stranded assets or capital 
they invested in fossil fuel activities. 

On the other hand, the transition to a low-carbon future lends itself to opportunities for 
innovation and increased demand in carbon solutions at the household and public 
infrastructure levels.

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following paper:

gMorningstar Low Carbon Designation Methodology

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities

g Practice Active Ownership

https://s21.q4cdn.com/198919461/files/doc_news/2018/Morningstar-Low-Carbon-Designation-Methodology-Final.pdf
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M: Fossil Fuel Related Activities

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

Companies are considered involved in fossil fuels if they derive at least an aggregate 
5% share of total revenue from one of the following activities: 

g Thermal Coal Extraction
g Thermal Coal Power Generation
gOil & Gas Production
gOil & Gas Generation
gOil & Gas Products & Service
gArctic Oil & Gas Exploration, or 
gOil Sands Extraction. 

 Note: Companies involved in Arctic Oil & Gas Exploration and Oil Sands Extraction are included 
only if no involvement exists in Oil & Gas Production. 

g Apply Exclusions

g Limit ESG Risk

g Seek ESG Opportunities

g Practice Active Ownership
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, read the following paper:

g Low Carbon Economy Press Release

To learn more about the transition to a low-carbon economy, do the following in 
Morningstar Direct:

1. From the Home module, select the Research Portal. 

2. Search for Low Carbon Economy.

3. Select Preparing for a Low Carbon Economy: Investing in the Era of Climate Change.

Search for the correct phrase, then open the highlighted article.

https://newsroom.morningstar.com/newsroom/news-archive/press-release-details/2019/Morningstar-Launches-New-Low-Carbon-Risk-Index-Family--Emphasizing-Companies-Aligned-with-the-Transition-to-a-Low-Carbon-Economy/default.aspx
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N: Average Product Revenue % by SDGs

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

This table shows the aggregated percentage of corporate product revenue per United 
Nations Sustainable Development Goal (UN SDG). The Coverage % shows the 
percentage of assets under management of corporate holdings with reported data on 
each UN SDG.

g Seek ESG opportunities

g Practice active ownership

g Target Sustainable Themes

g Assess Impact
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Because these metrics currently apply only to the corporate portion of a portfolio 
(mostly equities and corporate bonds), it is important to understand that the 
percentages calculated may be derived from a partial portfolio only, especially in the 
case of allocation, balanced, or fixed-income portfolios. The coverage metrics should 
provide the relevant context for a user to easily understand what portion of the 
portfolio is included in the calculation.

Each underlying metric maps to at least one of the Morningstar Sustainalytics Impact 
Themes and one of the UN SDGs. 

Benefits exist for using either of these, or a combination of them, depending on your 
goals, your audience, and what you are trying to communicate. The Morningstar 
Sustainalytics impact themes are comprehensive and well defined, so they encompass 
most if not all the environmental and social areas covered by the SDGs. The SDGs are a 
global standard and provide a framework to help investors understand to what extent a 
portfolio may align to various impact objectives. Moreover, if your portfolio targets a 
specific theme that may directly align with one of the SDGs, then it would be worth 
prioritizing the particular theme or SDG that will help you best measure and represent 
this alignment.

The Morningstar 
Sustainalytics Impact Themes
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What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gMorningstar Sustainalytics Portfolio Impact Metrics Methodology, and
gMorningstar Sustainalytics Portfolio Impact Metrics Fund Frequently Asked 

Questions

https://www.morningstar.com/api/v1/research/download/1079999?timestamp=16491654600000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzk5OTl9LCJpYXQiOjE2NTgxNzg1NzN9.SxkU1P5PtW9N8-pe8hdRctuemxl_O9_bYF3dNyNrUqA
https://www.morningstar.com/api/v1/research/download/1079999?timestamp=16491654600000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzk5OTl9LCJpYXQiOjE2NTgxNzg1NzN9.SxkU1P5PtW9N8-pe8hdRctuemxl_O9_bYF3dNyNrUqA
https://www.morningstar.com/api/v1/research/download/1073173?timestamp=16401829800000600&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzMxNzN9LCJpYXQiOjE2NTgxNzg1NzN9.1I2JyM7no3dBdmcKqRrZJ2fmvXRRpk3diO8GO_DLm78
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O: Average Product Revenue % by Impact Themes

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

This table shows the average percentage of corporate revenue per Morningstar 
Sustainalytics Impact Theme. The Coverage % shows the percentage of assets under 
management of corporate holdings that have available data on each theme. 

g Seek ESG opportunities

g Practice active ownership

g Target Sustainable Themes

g Assess Impact
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Because these metrics currently apply only to the corporate portion of a portfolio 
(mostly equities and corporate bonds), it is important to understand that the 
percentages calculated may be derived from a partial portfolio only, especially in the 
case of allocation, balanced, or fixed-income portfolios. The coverage metrics should 
provide the relevant context for a user to easily understand what portion of the 
portfolio is included in the calculation.

The impact themes are considered exhaustive and are intended to encompass all 
potential environmental and social impacts that can be attributed to an entity's 
activities. Furthermore, they are meant to capture direct and indirect impacts across 
the value chain. 

At the micro level, the Impact Framework comprises impact metrics, which are 
quantitative measures of environmental or social outcomes (either positive or negative) 
attributable to the activities of an entity. Each of the topics outlined in the UN SDGs is 
represented within the Impact Framework. All impact themes and all impact metrics 
have been mapped to at least one SDG.

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gMorningstar Sustainalytics Portfolio Impact Metrics Methodology, and
gMorningstar Sustainalytics Portfolio Impact Metrics Fund Frequently Asked 

Questions

https://www.morningstar.com/api/v1/research/download/1073173?timestamp=16401829800000600&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzMxNzN9LCJpYXQiOjE2NTgxNzg1NzN9.1I2JyM7no3dBdmcKqRrZJ2fmvXRRpk3diO8GO_DLm78
https://www.morningstar.com/api/v1/research/download/1079999?timestamp=16491654600000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzk5OTl9LCJpYXQiOjE2NTgxNzg1NzN9.SxkU1P5PtW9N8-pe8hdRctuemxl_O9_bYF3dNyNrUqA
https://www.morningstar.com/api/v1/research/download/1079999?timestamp=16491654600000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzk5OTl9LCJpYXQiOjE2NTgxNzg1NzN9.SxkU1P5PtW9N8-pe8hdRctuemxl_O9_bYF3dNyNrUqA
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P: Operational Impact Metrics

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

The Research team at Morningstar Sustainalytics has developed operational metrics to 
measure the impact of a company's own operations on the environment or society. 
These include measuring greenhouse gas emissions, water consumption and 
withdrawal, as well as percentage of women serving on the board. Several of these 
operational metrics are already available at the portfolio level, such as the Carbon 
Intensity metric (aka Scope 1 and Scope 2 Greenhouse Gas Emissions Intensity) that is 
a part of the Morningstar Portfolio Carbon metrics. Only one operational metric is 
newly introduced at the portfolio level—the Water Withdrawal Intensity measure. The 
Coverage % tells you the percentage of assets under management of corporate 
holdings that have data on each operational metric.

Because these metrics currently apply only to the corporate portion of a portfolio 
(mostly equities and corporate bonds), it is important to understand that the metric 
values may be derived from a partial portfolio only. The coverage metrics provide the 
relevant context for a user to easily understand what portion of the portfolio is included 
in the calculation. The “Not Eligible” portion refers to the percentage of assets under 
management that are not applicable to the operational metric. The value of the metric 
is calculated based on the “Covered” portion. The “Not Covered” portion refers to the 
percentage of assets under management that are applicable to the operational metric 
but are not considered in the value provided.

g Seek ESG opportunities

g Practice active ownership

g Target Sustainable Themes

g Assess Impact



P: Operational Impact Metrics

Morningstar Direct June 2022 42
© 2022 Morningstar. All Rights Reserved.

Return to Report

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gMorningstar Sustainalytics Portfolio Impact Metrics Methodology, and
gMorningstar Sustainalytics Portfolio Impact Metrics Fund Frequently Asked 

Questions

https://www.morningstar.com/api/v1/research/download/1073173?timestamp=16401829800000600&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzMxNzN9LCJpYXQiOjE2NTgxNzg1NzN9.1I2JyM7no3dBdmcKqRrZJ2fmvXRRpk3diO8GO_DLm78
https://www.morningstar.com/api/v1/research/download/1079999?timestamp=16491654600000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzk5OTl9LCJpYXQiOjE2NTgxNzg1NzN9.SxkU1P5PtW9N8-pe8hdRctuemxl_O9_bYF3dNyNrUqA
https://www.morningstar.com/api/v1/research/download/1079999?timestamp=16491654600000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzk5OTl9LCJpYXQiOjE2NTgxNzg1NzN9.SxkU1P5PtW9N8-pe8hdRctuemxl_O9_bYF3dNyNrUqA
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Q: Principal Adverse Impact (PAI) Metrics

Which applicable 
sustainable investing 
approaches would 
benefit from this content?

This content would work well with investors interested in the following approaches to 
sustainable investing:

What content does 
this section show?

This section contains a list of Principal Adverse Impact metrics as defined by the EU 
Sustainability Finance Disclosure Regulation (SFDR). This list includes the mandatory 
aggregated metrics of the holdings in an investment. Metrics for corporate holdings 
are aggregated separately from sovereign country fixed-income holdings.

To calculate this data, Morningstar first attempts to “look through” any funds held by a 
portfolio to find underlying, indirectly held holdings. The “look though” function goes 
up to 10 portfolios '"deep,” —that is, when a portfolio holds a fund and in turn that 
fund holds other funds, the “look through” process will assess 10 “levels” of portfolios. 
The exception to this rule is for synthetically replicated funds; for the purpose of the 
PAI calculations, they are treated as being equivalent to a portfolio holding derivatives. 
The derivative holding is not “looked through” and for the purposes of the calculations 
these are treated as “other holdings”—that is, neither corporate nor 
sovereign holdings. 

g Seek ESG opportunities

g Practice active ownership

g Target Sustainable Themes

g Assess Impact



Q: Principal Adverse Impact (PAI) Metrics

Morningstar Direct June 2022 44
© 2022 Morningstar. All Rights Reserved.

Return to Report

Morningstar calculates portfolio weights based on the proportion of a portfolio a 
holding represents once any fund holdings have been “looked through.” The weights 
are based on the market value of the securities. For the EU Principal Adverse Impact 
(PAI) calculations, the following additional steps are taken to calculate the final 
portfolio weights: 

1. Securities with both long and short positions are “netted out”—that is, the short
position weight is subtracted from the long position weight.

2. Any remaining short positions are removed.

3. Any currency offsets are removed.

4. The portfolio weight is then recalculated on the netted-out long positions only

The “Not Eligible” portion refers to the percentage of assets under management not 
applicable to the PAI. The value of the PAI metric is calculated based on the “Covered” 
portion. The “Not Covered” portion refers to the percentage of assets under 
management applicable to the PAI metric but not considered in the value provided.

What additional 
resources are 
available on this topic?

For more information on the content seen in this section, see the following papers:

gMorningstar Principle Adverse Impact Indicators Methodology, and
gPrinciple Adverse Impact Indicators Frequently Asked Questions

https://www.morningstar.com/api/v1/research/download/1077080?timestamp=16481962200000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzcwODB9LCJpYXQiOjE2NTgxNzg1NzN9.n4v0rdQw5cBq5VV-N-ScQZ6gfb04QLvePL-W_1-nlP0
https://www.morningstar.com/api/v1/research/download/1077082?timestamp=16437255600000600&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzcwODJ9LCJpYXQiOjE2NTgxNzg1NzN9.Y1TdL6zmlHXFk1Wva-EfbjYqspJOQ3aOKR5s76pQJB0
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Appendix A: The Morningstar Sustainability Framework

OverviewConnecting investor objectives with investment decisions requires more than just a 
one-size-fits-all approach. To help cut through this complexity without sacrificing the 
nuanced motivations making investing so personal, the Morningstar sustainable 
investing framework is foundational in outlining the various paths investors can take to 
act on their sustainability objectives. And because sustainability objectives sit on a 
spectrum, from avoiding negative outcomes to advancing positive ones, this set of 
approaches is exhaustive and flexible enough to fit into any investing process.

This section provides a description of each approach to sustainable investing in the 
framework, and offers a reference table to help you quickly identify which sections of 
the Sustainability Report template are most applicable to each one.

What approaches to 
sustainable investing 
exist in the framework?

The following table lists the various approaches Morningstar has identified for 
sustainable investors, and a description of each:

This approach 
to sustainable investing… Attempts to…

Apply exclusions Avoid investment in companies, industries, or sectors 
that may negatively affect the planet or society, such as 
those tied to fossil fuels or tobacco

Limit ESG risk Consider industry-relevant sustainability risks that could 
materially affect a company’s value

Seek ESG opportunities Identifies the leaders in sustainability and the companies 
actively improving their ESG practices to build a 
competitive advantage

Practice active ownership Focus on investor engagement, shareholder proposals, 
proxy voting, and public advocacy to improve corporate 
sustainability, transparency, and performance

Target themes Focus on investments created with targeted exposure to 
companies affecting long-term trends – like renewable 
energy, clean water, or gender equity

Assess impact Evaluate the social and environmental impacts of 
underlying investments
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Which report 
sections appeal 
to each sustainable 
investing approach?

The following table shows which parts of the Sustainability Report appeal to the 
various approaches Morningstar has identified for sustainable investors:

For this approach 
to sustainable investing… Use these sections in the Sustainability Report…

Apply exclusions A, B, D, E, F, G, H, I, J, K, L, M

Limit ESG risk A, B, C, D, E, G, H, I, J, K, L, M

Seek ESG opportunities G, H, I, J, K, L, M, N, O, P, Q

Practice active ownership E, F, G, H, K, L, M, N, O, P, Q

Target themes K, N, O, P, Q

Assess impact N, O, P, Q
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Appendix B: Additional Resources

OverviewThis section offers a centralized list of all resources mentioned in each section. The 
following content is available:

gMorningstar Sustainability RatingTM resources on page 47
g ESG Risk Rating resources on page 48
gCompany controversy resources on page 48
gProduct Involvement resources on page 48, and
g Low Carbon resources on page 49.

Morningstar 
Sustainability 
RatingTM resources

For more information on the content seen in this section, see the following papers:

gMorningstar Sustainability Rating Methodology
gMorningstar Sustainability Rating Methodology Change: Incorporating 

Sovereign Debt
gMorningstar Sustainability Rating Change Impact Statement
gMorningstar Sustainability Pillar Scores Methodology

https://newsroom.morningstar.com/newsroom/news-archive/press-release-details/2021/Morningstars-Sustainability-Ratings-Coverage-Expands-by-25000-New-Funds-with-the-Addition-of-Sustainalytics-Country-Risk-Ratings/default.aspx
https://www.morningstar.com/content/dam/marketing/shared/research/methodology/744156_Morningstar_Sustainability_Rating_for_Funds_Methodology.pdf
https://www.morningstar.com/content/dam/marketing/shared/pdfs/Research/sustainability-sovereigndebt-faqs.pdf
https://www.morningstar.com/content/dam/marketing/shared/pdfs/Research/951513.pdf
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ESG Risk 
Rating resources

In addition to the Sustainalytics Introductory Video for ESG Risk Ratings, to learn more 
about the company-level globe rating for a stock, do the following in 
Morningstar Direct: 

1. From the Home module, select the Research Portal. 

2. Search for ESG Risk Rating.

3. Select the following articles:

g Morningstar Globe Rating for Companies FAQ
g Morningstar Globe Rating for Companies - An Overview, and
g Our New Rating Measures a Stock’s ESG Risk.

 Note: After clicking each article, repeat steps 1-2 to find the other article(s).

Company 
controversy resources

For more information on company controversies, see the following papers:

gControversies Research Methodology
gControversies FAQ
gControversies Research deck

Product Involvement 
resources

For more information on Product Involvement, see the following content:

gMorningstar Portfolio Product Involvement Methodology
gProduct Involvement Introduction Video

Search for the correct phrase, then open each article to read it.

https://youtu.be/bJgMM31wiRs
https://connect.sustainalytics.com/hubfs/INV/Methodology/Controversies%20Research%20Methodology.pdf
https://morningstardirect.morningstar.com/clientcomm/Sustainalytics_ControversiesResearch_FAQ.pdf
https://morningstardirect.morningstar.com/clientcomm/SustainalyticsControversiesEventsIncidentsIntroduction.pdf
https://www.morningstar.com/content/dam/marketing/shared/research/methodology/812380_PortofioProductInvolvement.pdf
https://www.youtube.com/watch?v=sJ2DemOu-kc
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Low Carbon resourcesFor more information on Low Carbon investing, see the following papers:

gMorningstar Low Carbon Methodology
gMorningstar Low Carbon Designation Methodology
g FAQs about Morningstar Portfolio Carbon Metrics, the Morningstar Portfolio 

Carbon Risk ScoreTM, and the Morningstar Low Carbon DesignationTM

g Low Carbon Economy Press Release

To learn more about the transition to a low-carbon economy, do the following in 
Morningstar Direct:

1. From the Home module, select the Research Portal. 

2. Search for Low Carbon Economy.

3. Select Preparing for a Low Carbon Economy: Investing in the Era of Climate Change.

Additionally, see this paper from Jon Hale: 

1. From the Home module, select the Research Portal page.

2. In the Research Portal, select the Topics tab.

3. On the Topics page, scroll to find and click the Sustainable Investing topic.

Search for the correct phrase, then open the highlighted article.

On the Topics page, look for this tile and select it.

https://www.morningstar.com/content/dam/marketing/shared/research/methodology/859224-LowCarbonDesignation.pdf
https://s21.q4cdn.com/198919461/files/doc_news/2018/Morningstar-Low-Carbon-Designation-Methodology-Final.pdf
https://morningstardirect.morningstar.com/clientcomm/CarbonFAQ.pdf
https://morningstardirect.morningstar.com/clientcomm/CarbonFAQ.pdf
https://newsroom.morningstar.com/newsroom/news-archive/press-release-details/2019/Morningstar-Launches-New-Low-Carbon-Risk-Index-Family--Emphasizing-Companies-Aligned-with-the-Transition-to-a-Low-Carbon-Economy/default.aspx
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4. Look under the Author column and click Jon Hale’s name. You are brought to a page 
with all articles by Jon Hale.

5. Scroll down to select the article from May 1, 2018 titled, A Closer Look at Our New 
Tools to Assess Carbon Risk in a Portfolio.

Assess Impact resourcesTo learn more about the Principal Adverse Impact themes and metrics, as well as the 
UN Sustainable Development Goals, see the following papers:

gMorningstar Principle Adverse Impact Indicators Methodology
gPrinciple Adverse Impact Indicators Frequently Asked Questions
gMorningstar Principle Adverse Impact Indicators Methodology, and
gPrinciple Adverse Impact Indicators Frequently Asked Questions.

Click on Jon Hale’s name.

Look for this article and click the headline to open it.

https://www.morningstar.com/api/v1/research/download/1077080?timestamp=16481962200000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzcwODB9LCJpYXQiOjE2NTgxNzg1NzN9.n4v0rdQw5cBq5VV-N-ScQZ6gfb04QLvePL-W_1-nlP0
https://www.morningstar.com/api/v1/research/download/1077082?timestamp=16437255600000600&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzcwODJ9LCJpYXQiOjE2NTgxNzg1NzN9.Y1TdL6zmlHXFk1Wva-EfbjYqspJOQ3aOKR5s76pQJB0
https://www.morningstar.com/api/v1/research/download/1077080?timestamp=16481962200000500&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzcwODB9LCJpYXQiOjE2NTgxNzg1NzN9.n4v0rdQw5cBq5VV-N-ScQZ6gfb04QLvePL-W_1-nlP0
https://www.morningstar.com/api/v1/research/download/1077082?timestamp=16437255600000600&token=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJkYXRhIjp7ImRvY3VtZW50SWQiOjEwNzcwODJ9LCJpYXQiOjE2NTgxNzg1NzN9.Y1TdL6zmlHXFk1Wva-EfbjYqspJOQ3aOKR5s76pQJB0
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