
VALUES INVESTING: ESG FRAMEWORKS THAT 
MINIMIZE RISKS AND MAXIMIZE RETURNS



EVERTHING OLD IS NEW AGAIN:
A BRIEF HISTORY OF ESG EXTERNALITIES

INFO@IDESCAPITAL.COM 1



Public Sector Intervention & Action
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Government Action

Environmental Rivers and Harbors Act 
of 1899

Social Safety Appliance Act of 
1893

Governance SEC’S 1974 Penn 
Central Proceedings
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Private Sector – Self-Regulation
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Self-Regulation

Environmental Institute of Nuclear 
Power Operations

Social
Business Roundtable’s 

Statement on the 
Purpose of a 
Corporation

Governance NYSE Listing 
Standards

INFO@IDESCAPITAL.COM



The Media and Public Pressure
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THE STICK:
ESG FAILURES AND VALUE DESTRUCTION
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Value Destruction from ESG Controversies
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More than $500B in value destruction due to ESG controversies
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Environmental Controversy: BP’s Gulf Oil Spill
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• On April 20, 2010, BP’s Deepwater Horizon 
drilling rig exploded in what is considered to be 
the largest marine oil spill in the history of the 
petroleum industry

• 11 people were tragically killed and 17 were 
injured

• More than 210 million gallons of petroleum 
were discharged into the Gulf of Mexico

• BP pled guilty to 11 counts of manslaughter, 2 
misdemeanors and felony count of lying to 
Congress

• BP paid more than $65 billion in costs 
associated with clean up costs and legal fees

• BP paid more than $20 billion to settle federal 
and state claims

• BP’s market capitalization plummeted by more 
than 40% in the months after the accident and 
12 years later, remains 50% below prices seen 
prior to the deadly explosion
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Social Controversy: Misconduct at Wynn Resorts 
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• On January 26, 2018, allegations surfaced 
against Wynn Resorts Chairman and CEO 
Steve Wynn of a long pattern of sexual 
misconduct with casino employees

• Multiple parties had filed complaints through 
proper channels with no repercussions

• The board’s counsel instructed directors to not 
reveal to investigative commissions the 
existence of a $7.5mm payment by Wynn to a 
former employee to settle harassment claims

• The Nevada Gaming Commission levied a 
$20mm fine, four times the size of any prior 
fine, against Wynn Resorts, highlighting the 
“failure of a corporate culture to effectively 
govern itself”

• The Massachusetts Gaming commission 
levied a $35mm fine

• Wynn Resorts’ market capitalization fell by 
20% in the months following the report and 
remains 30% below pre-scandal prices
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Governance Controversy: Boeing’s 737 Max Crisis
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• On March 13, 2019, the US FAA grounded 
Boeing’s 737 Max after the October 2018 Lion 
Air Flight 610 and March 2019 Ethiopian 
Airlines Flight 302 crashes, which tragically 
killed 346 passengers and crewmembers

• Whistleblower engineers had sent numerous 
communications to management and the board 
over years raising concerns about the 737 Max 
program with no response

• On February 19, 2019, one engineer sent a 
letter to the board raising safety concerns; the 
board took no action and less than 3 weeks 
later Ethiopian Airlines Flight 302 crashed

• Boeing recently paid a $2.5b settlement 
including criminal penalties; this does not 
protect former employees from prosecution

• To date, the total financial costs sustained are 
$80b; Boeing’s market value decreased by 
30% after the groundings is now more than 
40% below those prior valuations
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ESG Failures Destroy Brand Value  
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“Lose money for the firm, even a lot of money, and I will be understanding; lose 
reputation for the firm, even a shred of reputation, and I will be ruthless.”

- Warren Buffett

Corporate balance sheets have never been more exposed to ESG risk factors
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THE CARROT:
STRONG ESG MAXIMIZES LONG-TERM VALUE
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ESG Factors are Best Predictors of Alpha
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ESG factors exhibit superior alpha-generation when compared to Quality factors
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Strong ESG Minimizes Earnings Risk
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Companies with the strongest ESG ratings have lower earnings volatility over the 
subsequent five years
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Lower Cost of Capital
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Strong ESG performers have better risk profiles and, on average, have debt 
borrowing costs that are nearly 2% lower than the weakest ESG performers
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Strong ESG Performers Generate Stronger ROE’s
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Strong ESG performers generate returns on equity that are, on average more than 4% 
higher than the weakest ESG performers
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Business Roundtable Signatories Outperform
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The Social Factor: S&P 500 Business Roundtable Signatories posted annualized 
returns that outperformed the broader S&P 500 over 3 and 5 year periods
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Multiple Re-ratings for Strong ESG Performers
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Over a twelve year period, investors ascribed a steadily rising relative forward P/E 
multiple re-rating for the strongest ESG performers v. the weakest ESG performers
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ENGAGEMENT AND STEWARDSHIP:
VALUES DRIVE VALUE
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Case Study: Arcosa, Inc. (ACA)

Initiated ESG Reporting, Has Substantial SOTP Value and Is Up +120%

19

Investment Thesis Activist Strategy Progress to Date
§ Infrastructure-focused conglomerate with undervalued 

crown jewel aggregates and clean energy segments
§ Recession-resistant, consistent cash generator with 

pristine balance sheet, strong management team and 
significant strategic interest

§ Opportunity for tax-efficient transactions to unlock value
§ Opportunity to enhance boardroom/C-suite diversity, 

focus on employee safety and wellbeing and initiate 
environmental objectives and sustainability reporting

§ Non-core segment monetization, organic growth, bolt-on 
acquisitions and operational/ESG execution drive 20%+ 
IRR compounder opportunity

§ Engage with management and board to enhance 
diversity across workforce including boardroom and C-
suite and materially improve employee wellbeing

§ Initiate environmental goalsetting and objectives and 
begin sustainability reporting

§ Strategic opportunity to grow crown jewel segments
§ Opportunity to streamline business model through tax-

efficient transactions
§ Opportunity to improve corporate governance including 

a focus on shareholder rights

§ ACA has generated returns in excess of 120%+ from 
initial buy-in and continues to perform

§ ACA initiated sustainability reporting and has identified 
key material ESG performance targets to incorporate 
into LT strategy

§ ACA initiated process to declassify the boardroom
§ ACA announced accretive bolt-on ESG-friendly 

acquisition to core aggregates segment and has 
acknowledged continued opportunity to grow superior 
businesses and streamline overall corporate structure

§ ACA has committed to boosting diversity across 
workforce including board, C-suite and frontline
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Investment Stewardship: Values Drive Value

CONFIDENTIAL 20

Shareholder Engagement is an Essential Component in Tipping the 
Weighing Machine Towards Sustainable and Profitable Outcomes

§ Shareholder engagement is an essential component in tipping the long-term weighing machine towards sustainable 
corporate performance

§ As shareholder activists, Ides is often presented with an opportunity to remedy two common public company issues:

§ The Agency Problem

§ The Collective Action Problem

§ Value Investors are also uniquely positioned to act as a countervailing force against disengaged fiduciaries and 
disengaged shareholder bases, threats to long-term corporate sustainability

§ We do deep dives, so we can ask tough questions

§ We seek to reduce risk and drive safe, steady and profitable growth

§ We are long-term – even when they want us to, we often don’t go away!

§ Consider: 

§ How do you use your voice as an owner?

§ How do you vote your proxy?

§ How do you exercise the tremendous responsibility that comes with the privilege of being an asset owner?


