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ARTICLE

ESG: It's here to stay
Cue the  eye -ro l l .  Ou tsi de  the  C-su i te ,  the  th ree  l e t te rs ESG can  evoke  strong  em ot i ons,  f rom  a  posi t i ve  and  sa l u ta ry fee l i ng  tha t  a  com pany i s act i ng
responsi b l y and  respond i ng  to  i nvesto rs'  dem ands,  to  con tem pt fo r panderi ng  to  the  uber-woke .

I f  you  d i g  i n to  read i ng  m ate ri a l  on  ESG, however,  you  d i scover som e unexpected  t ru ths:

M any,  i f  no t  m ost ,  Canad i an  o i l  and  gas p roducers and  m i dstream ers were  a l ready h i t t i ng  ESG benchm arks be fo re  ESG b rand i ng  a rri ved ,  i n  pa rt
because  ou r regu l a to ry envi ronm ent i s so  st ri ct ;

T here  i s a  bu rgeon i ng  i ndustry i n  ESG ra t i ng  and  ana l ysi s,  bu t  i n  m any cases i t ’s no t  cl ea r how these  ra t i ngs a re  actua l l y de te rm i ned  (i .e .  a re  the
ra t i ngs based  on  ri go rous sci ence-based  ana l ysi s,  o r on  m ore  nebu l ous po l i t i ca l  p rem i ses?);

L i ke  i t  o r no t ,  ESG i s he re  to  stay because  i nvesto rs dem and  i t .  T hose  p roducers tha t  a re  h i gh l y ra ted  and  te l l  a  convi nci ng  sto ry abou t  the i r ESG
program  wi l l  a t t ract  m ore  i nvestm en ts than  those  tha t  t rea t  ESG as fodder fo r the  annua l  report .

What is ESG anyway?

ESG i s an  acronym  fo r Envi ronm enta l ,  Soci a l ,  and  Governance .  Som e i nst i tu t i ona l  i nvesto rs and  pensi on  funds a re  l ooki ng  to  ESG perfo rm ance ,  i n
add i t i on  to  conven t i ona l  m e tri cs such  as deb t  to  cash  f l ow o r ea rn i ngs pe r sha re ,  to  ra te  and  rank com pan i es i n  a  pa rt i cu l a r secto r.  T h i s i sn ’t  fo r vi rtue -
si gna l l i ng ;  o f ten ,  em phasi s on  ESG i s an  i nd i ca to r o f  o the r facto rs,  l i ke  p roduct i vi ty;  ope ra t i ona l  e ff i ci ency and  waste  reduct i on ;  and  usi ng  energy
transi t i on  to  d ri ve  h i gher m arg i ns.
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Th i s a rt i cl e  appears i n  the  February 2021  i ssue  o f  The  Nego t i a to r.  Repri n ted  w i th  pe rmi ssi on  f rom the  Canad i an  Associ a t i on  o f  Pe tro l eum Landman
(CAPL).
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