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For over 20 years, KLD Research has enabled investors to integrate 

environmental, social and governance (ESG) factors into their investment 

strategies and analysis.  Y[5Ωǎ ǇǊƻǇǊƛŜǘŀǊȅ 9{D ǊŜǎŜŀǊŎƘ ƳŜǘƘƻŘƻƭƻƎȅ ǇǊƻǾƛŘŜǎ 

our clients with accurate, comprehensive and comparative research data.  

Y[5 wŜǎŜŀǊŎƘ ǇǊƻǾƛŘŜǎ ŀƴ ŜƳǇƛǊƛŎŀƭ ŦƻǳƴŘŀǘƛƻƴ ŦƻǊ Y[5Ωs rating, scoring and 

analysis of the ESG performance of thousands of companies worldwide. 

 

 

This document presents the three stages of the KLD Research and Ratings process. 

 

Framework   5ŜǘŜǊƳƛƴƛƴƎ ǿƘƛŎƘ Řŀǘŀ ƎƛǾŜ ǘƘŜ ŦǳƭƭŜǎǘ ǇƛŎǘǳǊŜ ƻŦ ŜŀŎƘ ŎƻƳǇŀƴȅΩǎ 9{D ƛƳǇŀŎǘΦ  

Research  Gathering, evaluating, and updating ESG performance data. 

Ratings  Translating data into comparative, user-friendly metrics. 

 

The Scope of KLD Research Coverage 

Y[5Ωǎ ǊŜǎŜŀǊŎƘ ŀƴŘ ǊŀǘƛƴƎǎ 

encompass a comprehensive 

range of ESG issues, a broad 

sample of which is listed to the 

right.  In addition to ESG 

research, KLD analysts monitor 

company involvement in 

weapons, nuclear power, 

tobacco and other lines of 

business for which investors may 

want to limit exposure.   

 

ESG Research and Ratings 
Methodology   
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Framework  Determining which data ƎƛǾŜ ǘƘŜ ŦǳƭƭŜǎǘ ǇƛŎǘǳǊŜ ƻŦ ŜŀŎƘ ŎƻƳǇŀƴȅΩǎ 9{D ƛƳǇŀŎǘΦ  

Y[5Ωǎ 9{D wŜǎŜŀǊŎƘ CǊŀƳŜǿƻǊƪ organizes ƻǳǊ ŀƴŀƭȅǎƛǎ ƻŦ ŜŀŎƘ ŎƻƳǇŀƴȅΩǎ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ƛǘǎ 

environmental, social and governance performance. KLD measures the impact of each firm on five 

categories of stakeholders, and also develops a Company Indicator Framework to best capture the ESG 

challenges most relevant to each firm.  

KLD ESG Stakeholder Categories 

As ESG analysis seeks to understand the broader impact of business, KLD looks at each ŦƛǊƳΩǎ ƛƳǇŀŎǘ ƻƴ 

ŦƛǾŜ ŎŀǘŜƎƻǊƛŜǎ ƻŦ ǎǘŀƪŜƘƻƭŘŜǊǎΦ CƻǊ ŜȄŀƳǇƭŜΣ ά9ƴǾƛǊƻƴƳŜƴǘέ ǎǘŀƪŜƘƻƭŘŜǊǎ ǎƘŀǊŜ ǊŜǎƻǳǊŎŜǎ ƭƛƪŜ ǿŀǘŜǊ ŀƴŘ 

land with business, or are affected by its emissions. 

 

Environment  

Y[5Ωǎ ǊŀǘƛƴƎǎ ŎǊƛǘŜǊƛŀ ŦƻǊ 9ƴǾƛǊƻƴƳŜƴǘ ŎƻǾŜǊ ŀ ŎƻƳǇŀƴȅΩǎ ƳŀƴŀƎŜƳŜƴt of its environmental challenges, 

including its efforts to reduce or offset the impact of its products and operations. 

Community & Society 

Y[5Ωǎ /ƻƳƳǳƴƛǘȅ ϧ {ƻŎƛŜǘȅ ǊŀǘƛƴƎǎ ŎǊƛǘŜǊƛŀ ƳŜŀǎǳǊŜ Ƙƻǿ ǿŜƭƭ ŀ ŎƻƳǇŀƴȅ ƳŀƴŀƎŜǎ ƛǘǎ ƛƳǇŀŎǘ ƻƴ ǘƘŜ 

communities where it operates, including its treatment of local populations, its handling of human rights 

issues and its commitment to charitable giving. 

Employees & Supply Chain 

Y[5Ωǎ 9ƳǇƭƻȅŜŜǎ ϧ {ǳǇǇƭȅ /Ƙŀƛƴ ǊŀǘƛƴƎǎ ŎǊƛǘŜǊƛŀ ŀǎǎŜǎǎ ŀ ŎƻƳǇŀƴȅΩǎ ǊŜŎƻǊŘ ƛƴ ƳŀƴŀƎƛƴƎ ƛǘǎ ŜƳǇƭƻȅŜes, 

contractors and suppliers.  Issues of particular concern include labor-management relations, anti-

discrimination policies and practices, employee safety and the labor rights of workers throughout the 

company supply chain. 

Customers 

Y[5Ωǎ ǊŀǘƛƴƎǎ ŎǊƛǘŜǊƛŀ ŦƻǊ /ǳǎǘƻƳŜǊǎ ƳŜŀǎǳǊŜ ǘƘŜ ǉǳŀƭƛǘȅ ŀƴŘ ǎŀŦŜǘȅ ǊŜŎƻǊŘ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ǇǊƻŘǳŎǘǎΣ ƛǘǎ 

marketing practices, and its involvement in anti-competitive controversies. 

Governance & Ethics 

Y[5Ωǎ DƻǾŜǊƴŀƴŎŜ ϧ 9ǘƘƛŎǎ ǊŀǘƛƴƎǎ ŎǊƛǘŜǊƛŀ ŀŘŘǊŜǎǎ ŀ ŎƻƳǇŀƴȅΩǎ ƛƴǾŜǎǘƻǊ ǊŜƭŀtions and management 

practices, including company sustainability reporting, board accountability and business ethics 

programs. 
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Major Issues for each ESG Stakeholder Category 

 

Company Indicator Framework 
άLƴŘƛŎŀǘƻǊǎέ ŀǊŜ ƛƴŘƛǾƛŘǳŀƭ ƳŜǘǊƛŎǎ ƻŦ 9{D ǇŜǊŦƻǊƳŀƴŎŜΦ {ƻƳŜ ƻŦ Y[5Ωǎ ƳƻǊŜ ǘƘŀƴ нул LƴŘƛŎŀǘƻǊǎ ŀǊŜ 

universal ς they apply to every firm we study. Others may be more relevant to companies in one 

industry sector, but less relevant to firms in other sectors. For example, quantifying the environmental 

impact of a mining company will require different metrics than an assessment of a bank. 

Each Company Indicator Framework includes nation-, region-, peer group- and company-specific 

metrics, and universal ESG indicators that are relevant to all companies regardless of region or industry.   
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Research  Gathering, evaluating, and updating ESG performance data. 

KLD has developed its analyst teams, data sources and research process over more than two decades of 

experience.  

KLD Analyst Teams 
Y[5Ωǎ analysts come from academic and professional backgrounds including law, economics, finance, 

international relations, environmental policy and corporate responsibility.  Analysts are organized into 

sector-specific research teams, each led by a senior analyst.  KLD senior analysts average more than 10 

years of ESG research experience. 

ESG Data Sources 

Analysts collect and analyze data from sources in three categories, as illustrated below.  
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Research Process 

Monitoring of Media Sources 

KLD searches media sources for relevant 

ESG information, and analysts note 

significant controversies or performance 

ƛƳǇǊƻǾŜƳŜƴǘǎ ƛƴ ŜŀŎƘ ŎƻƳǇŀƴȅΩǎ ǇǊƻŦƛƭŜ. 

Monitoring of Government  

& NGO Data  

Analysts update company reports 

periodically when relevant ESG data is 

released by government agencies, ESG 

research providers, and non-

governmental organization (NGOs).  

Annual Review 

KLD performs an annual review of each 

ŎƻƳǇŀƴȅΩǎ ǊŀǘƛƴƎǎ ŀƴŘ profile. The review 

updates our analysis with the latest  

company-reported information,  

including ESG performance data from 

regulatory filings, company websites and 

sustainability reports. 

Dialogue with Companies 

As part of the annual review process, KLD enters into a formal dialogue with each company in order to 

solicit feedback on our analysis and to gather additional ESG data. 

Quality Assurance 

Y[5Ωǎ ǉǳŀƭƛǘȅ ŀǎǎǳǊŀƴŎŜ ǇǊƻŎŜǎǎ ƛƴŎƭǳŘŜǎ: 

 Peer editing of all company profiles 

 Monitoring company analyses for consistency across industries and issues 

 Development of new ratings when applicable 
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Ratings Translating data into comparative, user-friendly metrics. 

To describe a ŎƻƳǇŀƴȅΩǎ ESG performance, KLD uses both numerical scores and a letter-based rating 

scale.  The diagram below illustrates the 6-level progression from raw ESG data to ratings and scores. 

To evaluate a company, analysts can review more than 2,000 Performance Data Points and score more 

than 200 Performance Indicators. (See Level 5 and Level 6 of the diagram.) 

The scores generated from these data points and indicators are aggregated in a 4-step process (see 

below) from Performance Ratings, to Impact Ratings, to individual ESG Ratings to the overall Company 

ESG Rating.  (Note that the ESG Ratings at Level 2 correspond with the Stakeholder Categories described 

in the Framework section. The Level 3 Ratings correspond with the άaŀƧƻǊ LǎǎǳŜǎέ ƛƴ ǘƘŜ ŘƛŀƎǊŀƳ ƻƴ 

page 4.) 

 

The Company Indicator Framework in Action 

As explained in the Framework section, KLDΩǎ Company Indicator Framework encompasses both 

universal and company/region-specific metrics. This ensures that KLD Ratings capture how a company 

manages its most relevant ESG issues.   

Certain Indicators will have a larger impact on a given ŎƻƳǇŀƴȅΩǎ {ŎƻǊƛƴƎ ϧ wŀǘƛƴƎǎΦ For example,  the 

Climate Change Impact Assessment Rating has a higher weight for electric utilities  than it does for 

banks, and has a larger impact on both the Level 2 Environment rating and the Level 1 Company ESG 

rating. 
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The following graphic illustrates how climate change-related Level 5 Performance Indicators ς which 

includŜ мт ƻŦ Y[5Ωǎ ƳƻǊŜ ǘƘŀƴ нлл [ŜǾŜƭ р LƴŘƛŎŀǘƻǊǎ ς ǎƘŀǇŜ ŀ ƘȅǇƻǘƘŜǘƛŎŀƭ ŜƭŜŎǘǊƛŎ ǳǘƛƭƛǘȅΩǎ 9ƴǾƛǊƻƴƳŜƴǘ 

Rating. 

How Performance Indicators Shape Company Scoring & Ratings 

 

Level 1 

Company Rating 

The overall Company Rating score is aggregated from ESG Ratings for 5 stakeholder 

categories, including Environment. 

Level 2 

ESG Ratings 

The Environment ESG Rating is aggregated from the 5 corresponding Environment 

Impact Ratings, including Climate Change. 

Level 3 

Issue Ratings  

The Climate Change score is aggregated from the 5 corresponding Performance 

Ratings. 

Level 4 

Performance Ratings 

The Climate Change Performance Ratings are composed from measures of 5 aspects of 

ESG management. 

Level 5 

Performance Indicators      

hŦ Y[5Ωǎ ƳƻǊŜ ǘƘŀƴ нлл 9{D tŜǊŦƻǊƳŀƴŎŜ LƴŘƛŎators, 17 are most applicable to an 

analysis of a ŎƻƳǇŀƴȅΩǎ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ-related ESG performance.  


