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 This case study involves a hypothetical entity 
and is intended for demonstration purposes 
only. It does not represent an ESG Evaluation 
for any actual entity. The opinions and 
supporting commentary are illustrative and 
could change if applied to real entities. 

Environmental, Social, And Governance (ESG) Evaluation 

Oil And Gas Producer 
Executive Summary 
Oil and Gas Producer (OGP) is a state-owned, midsize hydrocarbon producer that 
operates globally with a focus on emerging markets. Sound corporate governance is 
the main factor supporting our ESG Evaluation score of 57 along with adequate 
preparedness. The company has satisfactory internal controls, transparent decision-
making processes, and good levels of disclosure for a company operating primarily in 
emerging markets. Substantial government and public scrutiny of this state-owned 
entity acts as a structural incentive for the company to continuously strengthen its 
transparency and governance processes. However, exposure to the inherent risks of 
the oil and gas sector dampens its overall ESG assessment. Despite the company's 
relatively good performance on some environmental factors, it has not achieved its 
own greenhouse emission reduction targets and has a consistently higher emission 
intensity than peers. OGP emphasizes sustainability and ESG considerations in its 
supplier selection and performs annual audits on all critical suppliers. Its health and 
safety record is sound. 

OGP embeds ESG considerations in its corporate strategy, growth goals, capital 
allocation, operations, and executive management key performance indicators (KPIs). 
This suggests to us that the company has a good degree of awareness on ESG 
factors. The importance of its role in helping its home country deliver on its energy 
policy and its need to allocate the large majority of its capital to replenish reserves 
over the next three to five years will limit its ability to shift its strategy away from 
hydrocarbons.  

 Entity Oil and Gas Producer 

Location (HQ) Emerging Market 
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Operation   
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Evaluation 57/100  Adequate 
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Component Scores 

Environmental Performance  Social Performance  Governance Standards 

Sector/Region Risk Level 15/50  Sector/Region Risk Level 15/50  Sector/Region Risk Level 22/35 

           

 

 
Greenhouse 
Gases 

Lagging  

 

 Workforce & 
Diversity  

Good  

 

 Structure & 
Oversight  

Good 

 
  Waste Good    Safety 

Management 
Strong    Code & Values Strong 

  Water Strong    Customer 
Engagement  

Strong    Transparency & 
Reporting 

Strong 

 

 Land Use Strong    Communities Good    Cyber Risks & 
Systems  

Good 

  General Factors 
(optional) 

N/A    
General 
Factors 
(optional) 

N/A    General Factors 
(optional) 

N/A 

           

E Profile (30%) 48  S Profile (30%) 50  G Profile (40%) 68 

           

Numbers may not add up due to rounding  ESG Profile (incl. any adjustments)  57/100 

     

Preparedness Summary   

OGP has adequate preparedness, supported by a traditional risk management framework for identifying and assessing long-term 
risks and opportunities. The company identifies risks through its internal risk function with expert consultation. The assessment 
tools deployed are industry standard, including strengths, weaknesses, opportunities, and threats (SWOT) analysis, materiality 
matrix analysis, and stress testing. The company is making some strides in the use of scenario analysis for climate-related risks but 
is in the early phases of scenario development. It has good business continuity and event management plans but may struggle to 
respond to the threat of disruptions quickly. Nonetheless, roles and responsibilities are well understood and the company has 
established and monitors risk tolerance thresholds for some material risks. A culture of fluid communication and a transparent 
attitude toward the long-term risks the company faces as a hydrocarbon producer have been embedded across the corporation 
through consistent communications and internal training. Senior executives have articulated long-term sustainability goals, but the 
capital expenditures set aside to help attain them are limited. 

     

  Preparedness Opinion  Adequate 
     

ESG Evaluation     

ESG Profile  57/100  

57/100 Preparedness Opinion  Adequate (neutral impact)  

Further Adjustment (if any)  0  
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ESG Profile 

Overview  
 

OGP’s exposure to hydrocarbon production is the main drag on 
its environmental score of 48. The company’s smaller 
operating footprint and mostly offshore operations further 
crystalize environmental risk compared with larger, more 
diversified operators. The company tightened health and 
safety and internal processes after a catastrophic oil spill in 
2009. Detailed and publicly communicated environmental 
policies, targets, and performance, including on greenhouse 
gas (GHG) emissions, waste and water usage, support its 
environmental score. However, OGP recently lowered its 
emission intensity targets reduction to -5% by 2020 from a 
2012 baseline, from an earlier target of -20%. The company 
expects to achieve the reduction through lower production 
rather than improving environmental performance.  
 
OGP’s Social Profile (50) is broadly in line with industry peers. 
The company discloses its management of social issues, 
including health and safety, staff training, community service, 
and supplier quality and oversight, in its corporate and 
management KPIs. It also has clearly stated public targets for 
achievements, which it tracks. OGP places an emphasis on the 
sustainability of its suppliers and measures to reduce the risk 
they face. ESG factors are also considered in the supplier 
selection process and incorporated into contractual clauses. 
The company performs yearly audits on all critical suppliers. Its 
safety record over the past five years and that of its contractors 
is sound with no fatalities. In addition, the company has seen 
marginally improving trends in lost-time injury frequency (LTIF) 
and total recordable incident rates (TRIR) over the past three 
years. 
 
OGP’s Governance Profile (68) is a relative strength for our ESG 
assessment and is broadly consistent with best practices we 
observe at international oil companies. The company has well-
established and documented governance structures in place 
and sound internal processes. It acted swiftly to investigate and 
implement changes to internal audits following a recent high-
profile bribery allegation. The company’s corporate governance 
and strategic direction are largely driven by Parent Co. because 
of OGP’s strategic role as a key supplier for other group 
companies and its status as a large energy producer in its home 
market. We believe any major strategic shifts away from its 
hydrocarbon producing operations are unlikely given the group’s 
wider strategy and ambitions as an integrated oil and gas 
company. 

 Environmental Profile (30%) 

 
 

 Social Profile (30%) 

 
 

 Governance Profile (40%) 
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Environmental Factor Analysis  

 

Greenhouse Gas 
Emissions 

Lagging 
 

 

 
Waste Good 

 

 Detailed and publicly available policy on greenhouse gas 
emissions, as well as clearly defined targets. 

 Performance against the targets has been mixed – absolute 
emissions were reduced in 2017 in line with targets but this 
was primarily driven by lower production rather than a 
deliberate policy shift by the company. 

 Progress toward reducing carbon emission intensity has 
been slow and the company revised in 2018 its reduction 
target to 5% by 2020 from a 2012 baseline (versus a 
previous 20% target). 

 
 Detailed and publicly available policy on waste 

management, as well as clearly defined targets.  

 Company is tracking air pollution metrics against 
International Assn. of Oil & Gas Producers peers--it stands 
below average in sulfur oxide intensity but marginally above 
average in nitrogen oxide and volatile organic compound 
intensity, with broadly stable absolute levels. 

 Company triggered a sizable environmental event in 2009 
(when an oil spill took place after a fire in a wellhead). We 
believe the company has strengthened its operating 
processes since then, including by bolstering health and 
safety and thoroughly reviewing its oil spill contingency 
plan. Changes included more precise processes for health 
and safety monitoring, overseen at board level, and 
intensified due diligence audits and corporate governance 
of its subsidiaries.  

 The company has not experienced a catastrophic 
environmental issue since 2009, though structural risk 
regarding hydrocarbon spillage persists because of the 
company's concentrated asset base. 

 Consistent achievement of its policy target of near zero 
hazardous waste disposal.  

       

 
Water Strong 

 
 

 
Land Use Strong 

 

 Detailed and publicly available policy on water usage, as 
well as a water risk assessment tool used across 
operations. 

 The company has constantly increased it water intensity 
over the past six years. Further, the entity’s water intensity 
seems much higher than that of its global peers. 
Nevertheless, we note that OGP reinjects nearly 90% of the 
water used into underground reservoirs, substantially 
limiting water pollution and supporting our water 
assessment. The company does not operate in water 
stressed regions and releases higher quality water than it 
extracts.  

 
 Operations are mostly offshore, so onshore land usage does 

not appear to be a material issue for the company. Still, 
OGP has a detailed and publicly available policy on land use 
that includes positions on community engagement and 
biodiversity.  

 Biodiversity impacts offshore are regulated, and the 
company contracts local biologists to monitor and report on 
the impact of operations on critical species. The company 
also has implemented a strategy to build and maintain 
habitats through its Rigs to Reefs program.  

 

       

 
General Factors <None> 

 We have not made any adjustments to the Environmental Profile. 
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Social Factor Analysis 

 
Workforce & Diversity  Good 

 
 

 
Safety Management Strong 

 

 Large number of publicly disclosed policies in place 
regarding talent management, employee and contractor 
training, and employee engagement, along with annual 
publicly disclosed data on workforce skills, workforce 
demographics, and salary gaps.  

 Positive trends over the past three years on gender diversity 
and female representation in the workforce at management 
and senior leadership positions (about 30%) and the gender 
pay gap (the ratio was about 0.8, up from 0.66 in 2015). 

 Workforce diversity is in line with peers.  

 
 Large number of publicly disclosed policies and targets 

regarding both own workforce health and safety, and that 
of contractors. These policies and targets address factors 
such as fatalities, TRIR, LTIF, illness, and safety.  

 Own workforce and contractors consistently trained on best 
practices or after any incident. 

 As a result, safety metrics appear sound--no fatalities in 
the workforce or at contractors since 2014. Personal safety 
(contractors and own workforce) have been either stable or 
marginally improving since 2015 and metrics (such as LTIF 
and TRIR) have met targets over the period. Product safety 
is not applicable to this company given the very basic 
nature of its products (oil and gas). 

       

 
Customer Engagement Strong 

  

 
Communities Good 

 

 We consider this aspect less important to our assessments 
of oil and gas company social profiles, given the 
commoditized nature of the products they sell; for OGP, we 
also take into account that its parent is effectively the sole 
recipient of OGP’s production. 

 The relationship between the company and its sole 
customer remains strong and the company delivers high-
quality products in a timely manner.  

 
 Involvement in communities, though we note that this 

appears less relevant for OGP given that almost 90% of its 
producing assets are offshore (asset localization in onshore 
production such as mining can be more disruptive for 
communities). 

       

 
General Factors <None> 

 We have not made any adjustments to the Social Profile. 
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Governance Factor Analysis  

 
Structure & Oversight Good 

 
 

 
Code & Values Strong 

 

 Governance structure and oversight is in line with large 
international oil and gas companies, and includes various 
committees (audit, nomination, remuneration), extensive 
and public policies regarding anti-money laundering, 
whistleblowing, political donations, and audits. 

 The company holds 16 board meetings a year, and the 
board is largely independent. Board performance is 
evaluated based on detailed and public guidelines. 

 We believe the company has swiftly addressed high profile 
allegations of bribery related to a sourcing contract. The 
case is ongoing. We consider the case to be a one-off event.  

 OGP’s core subsidiary status as the key supplier of 
feedstock within Parent Co. could potentially hamper its 
ability to deal with long-term operational challenges as an 
upstream-focused hydrocarbon producer. 

 
 There is extensive disclosure of the company’s values and 

codes, including a code of conduct (and associated staff 
and contractor training), which investors can view to 
understand the company’s stance. The company also 
discloses metrics of compensation, with ratios tracking 
median pay levels, and ratios of CEO and executive pay over 
the rest of the staff.  

 The company also has a fair taxation policy and appropriate 
disclosure on this topic. 

       

 

Transparency &  
Reporting 

Strong 
  

 
Cyber Risks & Systems Good 

 

 Reporting practices in line with larger, listed oil and gas 
companies and generally sounder transparency and 
reporting than at certain other fully state-owned oil and gas 
companies in the region or in emerging markets. 

 OGP tracks and reports relevant information about its 
auditors and their remuneration, and nonauditing 
businesses undertaken with auditors; the company also 
has a publicly availably country breakdown of taxes. 
Disclosure is regular, swift, detailed, and in plain English. 
No major restatements have been performed. The company 
is starting to implement carbon accounting in its decision-
making. 

 
 The company’s cybersecurity and systems have some 

exposure to cyberrisks, given the company’s moderate size, 
the relatively limited importance of data for the its 
upstream oil and gas business, and limited consumer-
related data or web-based operations. 

 The company's geological data is its most sensitive. The 
risk of hacking or theft is real, even though we believe this is 
somewhat mitigated by the company’s position as a major 
oil and gas producer in emerging markets (where most of its 
assets are located) and its strong links with the government 
that awards licenses. As a result, the implications of any 
loss of earnings or public fallout from data theft would 
likely be moderate for OGP. 

       

 
General Factors <None> 

 We have not made any adjustments to the Governance Profile. 
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Preparedness Opinion 

Preparedness Low Emerging Adequate Strong Best-in-class 

      

Awareness Developing Good Excellent   

Assessment Developing Good Excellent   

Action Developing Good Excellent   

Culture Developing Good Excellent   

Decision-Making Developing Good Excellent   

Summary Opinion 

OGP has adequate preparedness, supported by a traditional risk management framework for 
identifying and assessing long-term risks and opportunities. The company identifies risks 
through its internal risk function with expert consultation. The assessment tools deployed are 
industry standard, including SWOT analysis, materiality matrix analysis, and stress testing. The 
company is making some strides in the use of scenario analysis for climate-related risks but is in 
the early phases of scenario development. It has good business continuity and event 
management plans but may struggle to respond to the threat of disruptions quickly. The company 
has established and monitors risk tolerance thresholds for some material risks. A culture of fluid 
communication and a transparent attitude toward the long-term risks the company faces as a 
hydrocarbon producer have been embedded across the corporation through consistent 
communications and internal training. Senior executives have articulated long-term 
sustainability goals, but the capital expenditures set aside to help attain them are limited.  

 

 

OGP is aware of the long-term strategic risks it faces from current attitudes toward fossil fuels 
and other disruptive forces affecting its industry. Through public disclosures, the company has 
explicitly acknowledged environmental, energy, and sustainability risks it faces in the long term. 
The risk identification process is conducted on a quarterly basis by the risk and control 
department through internal brainstorming sessions that explore precedents and consider 
information from external consultants. The department produces a traditional risk report for 
biannual review by the board.  

 

 

 

The company uses traditional strategic planning tools, including SWOT analysis, a materiality 
matrix, and stress testing to prioritize and assess long-term risks and opportunities and 
determine strategic options. The company’s capabilities and its responses to risk factors are 
assessed annually, along with potential changes to the materiality and risk tolerance thresholds 
for identified risk factors. The company is exploring the use of scenario analysis, particularly a 
scenario in which global temperatures rise by 2 degrees Celsius, but has yet to develop and 

Awareness Developing Good Excellent 

Assessment Developing Good Excellent 
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disclose the set of assumptions to support its chosen scenario and the implications for its 
business. 

 

 

We regard OGP’s risk management framework to be fairly robust and believe it addresses the 
company’s identified long-term risks. The framework includes strong business continuity and 
crisis management processes that have been developed and enhanced following past 
experiences and based on industry standard practices. There is clear accountability of executive 
management to the board and good board clarity of long-term risks. We believe, however, that as 
an upstream-only focused oil and gas producer, OGP may have struggle to quickly change its 
business model in the case of rapid environmental change. However, the company has 
successfully anticipated regulatory changes in the past. While OGP has been highlighting a few 
areas of future expansion opportunities outside of hydrocarbon production over the past few 
years, the company has made very little progress in diversifying its business away from upstream 
hydrocarbon production. Its position as a major supplier of feedstock to sister companies within 
Parent Co. and as a large domestic energy producer also complicates its ability to rapidly take 
strategic actions without threatening the viability of the rest of the group or the energy security of 
its domestic market.  

 

 

The company has a relatively sound culture of transparency. The long-term challenges faced by 
the business and its long-term sustainability considerations are communicated throughout the 
company. Its communications suggest an executive commitment to sustainability-related 
aspects of the operations and innovation goals. These goals are communicated to the different 
corporate layers (and to suppliers and other stakeholders) through consistent internal 
communications and trainings. Public disclosure on strategic direction is in line with other 
international oil and gas companies.  

 

 

The recognition of long-term disruptive environmental and social threats to the hydrocarbon 
production business has led OGP to incorporate annual sustainability targets as part of its KPIs 
to cover most material long-term risks. Senior executives have made verbal commitments to 
improving their sustainability performance alongside these targets, but the company’s capital 
expenditures mainly focus on addressing reserve depletion. There is a lack of clarity on how the 
company will execute its underlying sustainability strategy. Executive compensation is aligned 
with safety metrics, as it is with many peers in the industry.   

Action Developing Good Excellent 

Culture Developing Good Excellent 

Decision-making Developing Good Excellent 
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Sector/Region Risk  

Primary Sector(s) Oil and Gas  

Primary Operating Region(s) Emerging Market 

Sector Risk Summary 

Environmental exposure  

The oil and gas sector is inherently exposed to GHG emissions, pollution from well heads and 
transport spills and leaks, and water use and contamination risks. The combustion of carbon-
based fuels results in CO2. Natural gas (largely methane) is another GHG, though when burnt for 
power generation it is much less polluting than coal. The role of gas as a bridge fuel as the world 
moves toward more environmentally friendly power sources should support demand over the next 
two decades or so. Oil production can also be a direct source of GHGs through methane leaks or 
gas flaring. Also, pollution is material for companies producing and transporting hydrocarbons 
and may cause financial and reputational damage. The environmental impact of plastic waste is 
also a consumer focus, especially for disposable plastics. Plastics are largely derived from 
petrochemicals, which account for about 14% of crude oil production. Consumers switching to 
recyclable or reusable materials may moderate overall growing demand for plastics. Plastics 
used in construction have much longer useful lives and thus have less immediate visible impacts 
on the environment. Water use and the risk of land and aquifer contamination is particularly 
relevant for tight oil and gas producers because of hydraulic fracturing (fracking) activities. Many 
countries have stringent development, operating, and decommissioning requirements and 
potential penalties for companies that extract hydrocarbons. 

Social exposure  

Safety management is a key risk for the oil and gas sector given drilling activities and sometimes 
harsh environmental conditions, especially offshore. Companies typically track and manage 
incidents and have specific programs to educate their workforces. Social cohesion is another key 
risk, specifically license to operate, given the land use and disruptions that drilling and 
production sites can typically create for nearby communities. In addition, relationships to 
communities and governments are important in that a lack of shared benefits could create 
opposition. Long-term consumer behavior will likely become more influential in the energy 
transition away from carbon fuels and disposable plastics or those uneconomical to recycle. The 
adoption of low-carbon electric cars won't significantly affect oil demand in the next decade. A 
mitigating factor for producers could be the natural decline of oil and gas fields (4%-5% per year), 
which may help balance supply and demand.  



Appendix Hypothetical Oil And Gas Company Case Study 

 

S&P Global Ratings  |  Environmental, Social, And Governance (ESG) Evaluation This product is not a credit rating April 11, 2019  
10 

 

 

Sector/Region Risk 

Nearly 80% of the company’s assets are in emerging markets, in places such as Southeast Asia, 
Africa, and Brazil. The summary below reflects our country risk summary for Indonesia. 

Regional Risk Summary  

Social standards are in line with most other major developing economies, but there is significant 
disparity among Indonesian society. Rules for worker protection are strong but enforcement is 
patchy. Corporate governance standards are generally weak, particularly for smaller or unlisted 
companies. Indonesia's financial services regulator Otoritas Jasa Keuangan did release a 
roadmap to improve corporate governance in 2014, but the implementation of best practices is 
still lacking. This exacerbates the fact that many listed companies often fail to comply with 
mandatory regulations. Boards often lack independence and diversity, while compensation 
disclosures are scant. Transparency is limited and ESG disclosure is below other developing 
countries. Corruption remains an issue like many other countries in the region. The judicial 
system is inefficient and outcomes can be unpredictable. 
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Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P) receives compensation for the provision of the S&P Global 
Ratings ESG Evaluation product, including the report (Product). S&P may also receive compensation for rating the entity covered by 
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