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Meanwhile, several third-
party consultantsand advisers
areoftering ESG scoresto com-
panies, but alack of standardi-
zation has lent littde credence to
such scores or rtings.

Since 2020, when many rat-
ing agencies made their ESG
rutings public for companies, a
significant disparity was
noticed in ratings provided to
the same company. For
instance, NSE's ESG index
methodology comes from Sus-
tainanalytics and BSE's from
S&P Global's Corporate Sus-
tainability Assessment. Both do
not have the same set of top 10
comypxanies by weightage. Only
six are common to both, but
thevaren'tin the same order,

“Divergence in ESG ratings
can be largely attributed to
individual methodologies and
weightages adopted by rating
agendies; another factoris pos-
sibly lack of data which results
in the use of proxies. Regula-
tory standards will address
that," the second person said.

Stressing on the need for
standardization of ESG scoring

livelmint
Sebi to soon issue paper on rating ESGs

metrics, Sankar Chakraborti,
CEO, Acute Ratings, said,
"presently, different ratingand
scores providersare following
different interpretations of
ESG, and many of them are
unsustainable in the longrun.”

“The chamcteristic ofa mting

tematically reporting the
impact of climate risks and
opportunities, making it casier
for investors to analyze a com-
pany's potential financial
impact due to climate change.

The other major issue that
the paper wouldseek totackle

s that it shoukd be undercontin- | isa conflict of interest. Rating
uous coverage, use a scientific | agencies under prevailing
taxonomy and shouldbebased | normscannot offernon-rating-
on high-quality data, whichisa | related services that are based
matter of concern on financial met-
in the bulk of the Third-party rics. This regula-
cases. Clarity on consultants are tory gap has
how rating agen- ffering resulted in rating
ciesshould be pro- < but aEngi‘sg?fes. agencies either
viding ESG rat- standardization has offering ESGasan
ings/scores and lent little cred advisory service
how itcan be used or setting up dif-
by users (mutual tosuch scores ferent rating firms
fund and inves- such as one by
torstwould helpin Acute Ratings
adoption of ESG principles,” | called ESG Risk AL

Chakrabortisaid, In some cases, certain third-

The Sebi paper may also seek
10 understand how firms are
implementing recommenda-
tionsofatask force on climate-
related financial disclosures
(TCFD). The recommenda-
tions, which were issued last
year, provide firms with a
broad-based framesworkon sys-

peaty acdvisory services, spawned
due toregulatory gaps, provide
both the scores and advice on
Improving ESG scores.

“Many agencies are provid-
ing grading of ESG scores as
partof their researchand con-
sultancy businesses as pres-
entlynon-ratings related servi-

ces are not allowed to be
offered by credit rating agen-
cies. So, clarity on that front
should be welcome. In the
longer term, ESG inalysismay
become inseparable from the
detailed financial and non-fi-
mancial analytics done toassess
ratings.” said Ajay Mahajan,
CEQ, Care Ratings.

The third majorareathe ESG
ratings paper will tackle is dis-
closure from asset manage-
ment companies (AMCs) on
how they use ESG disclosures
and ratingsto make investment
decisions, In the past vear,
AMCs have launched seven
ESG funds, with their assets
under management crossing
2,500 crore as of December
2021,

“As the ones who use ESG
ratings, their disclosureswillbe
equally important,” the first
personsaid.

Thewholeideabehind stan-
dardization is to avoid the
so-called “greenwashing, the
personadded. Greenwashing
is the process of conveying a
false impression about how a
company and its products are
environmentally sound,




