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In today’s rapidly evolving financial landscape,
Environmental, Social, and Governance (ESG) factors have
become a central focus for investors. Traditional ESG scoring
methods, while useful, often fall short in predicting future
trends and assessing the true innovation capacity of companies
in critical ESG domains. Dattico, in collaboration with an
advanced market intelligence and search platform, has
pioneered a novel approach to ESG analysis. Instead of
relying solely on conventional ESG scores, we have developed
an ESG dictionary using large language models (LLMs) that
derive insights directly from company filings such as annual
reports and shareholder meetings.
Our innovative approach not only maps the ESG landscape as
it exists today but also forecasts which companies are poised
to lead in key ESG areas tomorrow. By leveraging LLMs, we
predict future trends and identify potential ESG leaders,
offering investors forward-looking insights that traditional
methods miss. This white paper outlines our methodology, the
challenges it addresses, and the value it brings to investors
seeking to integrate ESG factors into their decision-making
process.
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The integration of ESG factors into investment strategies is fraught
with challenges, largely due to the backward-looking nature of
existing ESG rating systems and the fragmented, inconsistent data
available. Current ESG scores are often based on historical data and
may not accurately reflect a company's ongoing initiatives or future
potential in sustainability. Additionally, these scores are derived from
various sources with differing methodologies, leading to
inconsistencies and a lack of comparability across companies and
industries. Investors are left navigating a complex landscape, where
ESG data is often ambiguous, outdated, and unreliable, making it
difficult to make informed decisions.
Moreover, there is a significant gap in identifying and predicting
emerging ESG trends and leaders. Traditional ESG analysis focuses
heavily on what has already happened, providing limited insight into
future risks and opportunities. This backward-looking approach fails
to capture the dynamic nature of ESG factors, where the real value
lies in understanding how companies are preparing for and adapting
to future challenges.
Dattico addresses these challenges by shifting the focus from merely
assigning ESG scores to creating a robust ESG dictionary using
LLMs. This dictionary, built from the rich textual data found in
annual reports, shareholder meetings, and other corporate disclosures,
allows us to not only assess the current ESG landscape but also
predict which companies will be at the forefront of innovation in key
ESG themes. Our approach enables investors to gain a forward-
looking perspective, helping them identify tomorrow’s ESG leaders
today.
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Dattico’s approach begins with the creation of an ESG dictionary that is
continuously refined and expanded using LLMs. Our process involves several key
steps:
1.Data Collection: We start by extracting text from a variety of corporate filings,
including annual reports, earnings call transcripts, ESG reports, and shareholder
meeting minutes. This data provides a comprehensive view of how companies
discuss and address ESG topics over time.
2.Text Cleaning and Transformation: The extracted text is then cleaned and
transformed to prepare it for analysis. This involves removing irrelevant content,
such as HTML tags and formatting symbols, and breaking down the text into
manageable sentences for further processing​.
3.ESG Topic Identification: Using advanced natural language processing (NLP)
techniques, particularly BERT-based models like BERTopic, we classify the text
into ESG-relevant categories. This allows us to identify specific ESG topics that are
being addressed by companies.
4.Trend Analysis and Prediction: The identified ESG topics are then analyzed to
determine their importance over time. By tracking the frequency and context of
these topics across different years and companies, we can forecast future trends and
predict which companies are likely to lead in key ESG areas​.
5.Continuous Learning and Refinement: Our ESG dictionary is not static; it evolves
over time as new data is collected and analyzed. We employ a learning mechanism
that adds new ESG-related words and phrases to the dictionary, ensuring that our
analysis remains up-to-date and relevant​.
6.Sentiment and Materiality Analysis: To enhance our predictions, we incorporate
sentiment analysis to assess whether the tone surrounding an ESG topic is positive
or negative. Additionally, we compare the identified topics with industry-specific
materiality frameworks to ensure that our focus is on the most relevant and
impactful ESG issues​.
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USE CASE
SCENARIOS

O U R  A P P R O A C H  P R O V I D E S  S E V E R A L  A C T I O N A B L E  I N S I G H T S  F O R
I N V E S T O R S :

Identifying Emerging Leaders: Investors can identify which
companies are most likely to emerge as leaders in critical ESG
areas, based on their current focus and future potential. For
instance, if waste management is predicted to become increasingly
important in the non-alcoholic beverage industry, our model can
highlight companies like Coca-Cola that are best positioned to
address this challenge​.
Anticipating ESG Risks: By tracking the evolution of ESG topics,
investors can anticipate potential risks before they materialize.
This forward-looking capability is particularly valuable in volatile
markets where regulatory changes and shifting public sentiment
can quickly alter a company’s ESG standing​.
Enhancing Portfolio Management: Portfolio managers can use our
insights to adjust their asset allocation strategies, ensuring that
they are not only compliant with current ESG standards but also
prepared for future developments. This proactive approach to
ESG investing helps mitigate risks and capitalize on emerging
opportunities.
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Conclusion

Dattico’s innovative approach to ESG analysis marks a

significant departure from traditional, backward-looking ESG

scores. By leveraging advanced LLMs to create a dynamic ESG

dictionary, we provide investors with a forward-looking tool that

captures both current and future trends in ESG. Our

methodology addresses the key challenges of data inconsistency,

ambiguity, and outdated information, offering a more accurate

and predictive analysis of ESG factors.

In a world where sustainability is increasingly linked to financial

performance, Dattico’s solution empowers investors to make

more informed, confident decisions. By identifying tomorrow’s

ESG leaders and anticipating emerging risks, we help investors

align their portfolios with the future of sustainable business

practices.

As the ESG landscape continues to evolve, Dattico is committed

to staying at the forefront of innovation, ensuring that our

clients have access to the most relevant and actionable insights.

Our approach not only enhances transparency and accountability

in ESG reporting but also drives positive change by promoting

sustainable practices across industries.

This white paper outlines the foundation of our approach and its

potential to transform ESG investing. We invite investors,

companies, and stakeholders to join us in shaping a more

sustainable and profitable future.
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Having passed CFA Level  II  and currently undergoing a
Business  Data Analytics  master  at  the Erasmus
University of  Rotterdam, he is  an enthusiast  of  the
intersect ion between f inancial  investments and
technologies.  He has an art  for continuous learning and
is  a crit ical  thinker.  He aims to bring a business
perspective to data.  
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