Why

ESG

Is Important

Today financial results are not the
only measure by which firms are
valued on the market. Social
and environmental outcomes of
a company are critical to the
sustainability of company growth.

long-term performance.
“ESG” is now mainstream investment lingo. There are a variety of reasons why the new environmental, social and governNow that sustainability issues are thought of by society as less
ance minded investor mindset is becoming more common.
of an experiment, and more of an immediate necessity, most
However, in one word, the answer is, Millennials. This generainvestors agree that ESG issues are a crucial factor when
tion holds an activist attitude which has begun reshaping many
evaluating the financial health of a company. They're investing
aspects of how US business works, including the need for comin sustainability itself.
panies' to incorporate ESG strategies into their business modThe term for this investment
els. This massive generation, at
mindset moved from “Socially
least 71 million of them in the
Progress on ESG isn’t just a nice-to-have
Responsible Investing” (SRI) to
US, consistently shows a tenanymore. It’s something shareholders will ESG when the landmark study
dency to crave social responsiCares Wins’ came out in
bility. From the products they
demand, because they believe it’s going to ‘Who
2005.
Unlike SRI, which is
purchase, the organizations they
drive
everything
else
they
care
about.
based on ethical and moral
work for, and their investment
criteria and uses mostly negative
portfolios, they require different
Growth, market share, profitability. So,
screens, such as not investing in
corporate consciousness than
for any company keen to attract capital,
alcohol, tobacco or firearms,
previous generations.
ESG investing is based on the
sustainability has to become a focus.”
Born between 1981 and 1996
assumption that ESG factors
-Alison Beard, Harvard Business Review
the youngest Millennials will
have financial relevance. It
turn 24 in 2020. By the sheer
offers an understanding of
size of this generation their habits and attitudes are of growing
corporate purpose, strategy and management quality. A
importance to all US industries. Now consider Baby boomers,
company with notoriously unsafe practices or a history of
another huge demographic. The average boomer will be 65 in
environmental catastrophe for example is commonly considered
2020. They are poised to pass their money down to the next
an inherently poor investment. Conversely, asset manager
generations, with an unprecedented $30 trillion expected to
Arabesque found that S&P 500 companies in the top quintile in
come under new stewardship over the course of the next few
terms of ESG attributes, outperformed those in the bottom
decades.
quintile by more that 25 percent points from the start of 2014
to the end of 2018. High ranking ESG companies’ stock prices
The non-financial factor for investors is gaining momentum in
were also less volatile.
the oil and gas industry. A clear indication of changing
investment strategy is the performance of oil and gas compaFor professionally managed assets, ESG information about cornies on the S&P 500. Today, most brokerage firms and mutual
porations is vital. Investors are offered predefined portfolios
funds invest in companies that follow ESG criteria. Asset
that are socially responsible and ESG friendly. It isn’t a niche
Managers and Investors want oil and gas executives to focus on
interest anymore. In the Millennial investors’ mind, just
ESG metrics. To keep up with the evolution of investor mindbecause an issue isn't financially material to a company doesn't
set, most companies are transitioning from a corporate
mean it doesn't matter. There will be occasions when a socially
responsibility perspective into an environmental, social and
responsible investor will buy or sell because it is the right things
governance perspective. The concepts of ESG provide a
to do, regardless of the issue's direct financial impact.
broader context of assessing risks and opportunities, and they
can be integrated into business planning processes. Socially
Social responsibility is a hot topic in the investor communiconscious investors practice ESG investing not only for moral
ty and regardless of the legal requirements, it is something you
or environmental reasons but also because they believe that
should address inside your organization.
rewarding these kinds of values will support a company’s

“

ESG

ENVIRONMENTAL
The information in the environmental portion of a company’s ESG
document explains how that company performs as a steward of nature.
It documents the company’s energy use, water, pollution, natural resources, conservation, animal treatment and benefits to the environment.

SOCIAL

The information in the social portion
of a company’s ESG document
looks at a company’s business
relationships with employees,
suppliers, customers and
communities where it operates.

Governance

$

Governance information in an ESG document looks at a company’s
leadership, executive pay, audits, internal controls and shareholder
rights. An argument could be made that if you have the appropriate
corporate governance at the board level, then the relevant environmental
and social issues will be managed properly.

How do we get started?
Visit the DEPA website
for more information about
how to get started creating
an ESG report, and to
find links to sample ESG
reports as well as the Tudor,
Pickering, Holt & Co “Data
Disclosure Wish List” for
Domestic US E&P companies.
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Service

In our ever changing
society, transparency
on the issues of
environment, social
responsibility and
corporate leadership
are becoming more
important. Investors
are turning their backs
on companies that don’t
offer information on these
topics. There is a need to
“tell our story” to compete
in the investment world.
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