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INDEX NO. 452044/2018
NYSCEF DOC. NO. 567 RECEIVED NYSCEF: 12/10/2019

SUPREME COURT OF THE STATE OF NEW YORK

NEW YORK COUNTY
PRESENT:. HON. BARRY R. OSTRAGER PART 61
Justice '
X
5 INDEX .

PEOPLE OF THE STATE OF NEW YORK, BY LETITIA - No. 452044/2018
JAMES, ATTORNEY GENERAL OF THE STATE OF NEW
YORK, s

Plaintiff, DECISION AFTER

TRIAL
- v -

EXXON MOBIL CORPORATION,

Defendant.

OSTRAGER, J.:

Following twelve days of trial and ;estimony from eighteen witnesses, the Court finds
that the Office of the Anoméy General has failed to establish by a preponderance of the evidence
that ExxonMc;biI either violated the Martin Act or Executive Law § 63(12) in connection with its
public disclosures concerning how ExxonMobil accounted for past, present and future climate
change risks.

The trial was the culmination of three and one-half years of investigation and pre-trial
discovery that required ExxonMobil to produce millions of pages of documents and dozens of
witnesses for interviews and depositions. During the investigation and pre-trial discovery phase

" of the c#se, ExxonMobil produced, voluntarily and at the Court’s direction, reams of propﬁe@
information relal.ing. to its historic and contemplated investments. In additlion, multiple non-

parties, including various financial institutions, were interviewed or deposed.

1 of 55
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INDEX NO. 452044/2018

NYSCEF DOC. NO. 567 RECEIVED |[NYSCEF: 12/10/2019

potential stockholders can compare on an apples-to-apples basis across the portfolios of oil and
gas companies.” Tr. 734:15-20. As noted supra, there is no claim in this case that any disclosure
in ExxonMobil’s Form 10-K is misleading, and Ms. Bannister's credible testimony demonstrates
that ExxonMobil’s public disclosures in its Form 10-K submissions were true and correct with_

respect to ExxonMobil’s proved reserves.

IV.  The Office of the Attorney General Failed to Establish Any Alleged i
Misrepresentation was Material to Investors.

As discussed infra, this Court rejects the contention that reasonable investors would

N

attach material significance to the fact that ExxonMobil internally determines when it Iis

appropriate to apply GHG costs with respect to specific projects. An alleged misstatc&ncm is
material to a reasonable investor only if it is “sufficiently specific” to “guarantee somt:1 concrete
fact or outcome.” City of Pontiac Policemen’s & Firemen's Ret. Sys. v. UBS AG,752F¥.3d 173
(2d Cir. 2014). ExxonMobil investors had no insight into the criteria ExxonMobil used to
determine when or whether ExxonMobil would consider it appropriate to apply GHG costs toa
specific project. .
Significantly, there is no allegation in this case, and there was no proof adduced at trial,

that anything ExxonMobil is alleged to have done or failed to have done affected ExxonMobil’s

balance sheet, income statement, or any other financial disclosure. More importantly, the Office

of the Attorney General’s case is largely focused on projections of proxy costs and GH'G costs in
2030 and 2040. No reasonable investor during the period from 2013 to 2016 would mz‘;kc
.investment decisions based on speculative assumptions of costs that may be incurred 20+ or 30+

years in the future with respect to unidentified future projects. See Singh v. Cigna Corp., 918

452044/2018 PEOPLE OF THE STATE OF NEW vs. EXXON MOBIL CORPORATION -34-
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ESG Reputation Risk Matters: An Event Study Based

on Social Media Data *

Maxime L. D. Nicolas'!, Adrien Desroziers®?, Fabio Caccioli*, and Tomaso
Astel?

lDepartment of Computer Science, University College London, UK
2CES, University of Paris 1 Pantheon-Sorbonne, France
3 Department of Management, University of Bologna, Italy
4 Systemic Risk Center, London School of Economics and Political Sciences, London, UK

Abstract

We investigate the response of shareholders to Environmental, Social, and Governance-
related reputational risk (ESG-risk), focusing exclusively on the impact of social media.
Using a dataset of 114 million tweets about firms listed on the S&P100 index between
2016 and 2022, we extract conversations discussing ESG matters. In an event study
design, we define events as unusual spikes in message posting activity linked to ESG-
risk, and we then examine the corresponding changes in the returns of related assets.
By focusing on social media, we gain insight into public opinion and investor senti-
ment, an aspect not captured through ESG controversies news alone. To the best of
our knowledge, our approach is the first to distinctly separate the reputational im-
pact on social media from the physical costs associated with negative ESG controversy
news. Our results show that the occurrence of an ESG-risk event leads to a statis-
tically significant average reduction of 0.29% in abnormal returns. Furthermore, our
study suggests this effect is predominantly driven by Social and Governance categories,
along with the “Environmental Opportunities” subcategory. Our research highlights
the considerable impact of social media on financial markets, particularly in shaping
shareholders’ perception of ESG reputation. We formulate several policy implications
based on our findings.

Keywords: ESG, ESG-Risk, Lexicon, Dictionary, Social media, Event study
JEL classification:

*This research was funded by Innovate UK project No: 10021201, which funds a consortium led by
Kennedys Law LLP and includes Kennedys IQ Limited, University College London, H/Advisors, University
of Manchester, and RiskCovered

*Comaponding author: m.nicolas@ucl.ac.uk
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Table 2: Shareholders’ response to ESG-risk events by sub-topics

SCAAR(_;;q) SCAAR{_;;;; SAAR(t_;) SAAR(fo) SAAR(ty;) n

Environment

Climate Change 0.059 0.056 0.021 0.062 0.015 88
(0.633) (0.578) (0.253) (0.615) (0.138)

Natural Capital 0.011 -0.007 0.051 -0.036 -0.027 70
(0.077) (-0.051) (0.404) (-0.292) (-0.241)

Pollution and Waste 0.009 -0.012 0.143 -0.129 -0.033 91
(0.083) (-0.113) (1.211) (-1.061) (-0.288)

Environmental Opportunities -0.337** -0.333** -0.143 -0.334**  -0.100 53
(-2.521) (-2.157) (-1.202) (-2.177) (-0.508)

Social

Human Capital -0.231 -0.311 -0.284* -0.042 -0.213 17
(-1.135) (-1.574) (-1.799) (-0.174) (-1.619)

Product Liability -0.322** -0.275* -0.164 -0.291* -0.022 31
(-2.321) (-1.907) (-1.187) (-1.937) (-0.008)

Stakeholder Opposition -0.282 -0.380* -0.154 -0.244 -0.260 24
(-1.676) (-1.954) (-1.200) (-1.371) (-0.998)

Social Opportunities 0.496* 0.410 0.223 0.479 0.009 5
(2.401) (1.642) (1.834) (1.787) (0.024)

Governance

Corporate Governance -0.334*** -0.248*** -0.109*+ -0.363**+ 0.043 465
(-4.876) (-3.717) (-1.971) (-4.497) (0.839)

Corporate Behavior -0.114 -0.122 -0.326* 0.165 -0.051 33
(-0.594) (-0.665) (-1.702) (0.919) (-0.255)

The table displays the shareholder response following Environmental-, Social- and Governance-risk events
sub-topics. The sample includes firms in the S&P100 index between 2016 and 2022. Column (1) and (2)
report the SCAAR[_y,0) and the SCAAR(_;;) which are the standardized cumulative average abnormal
returns in percentage from one day before to the ESG-risk events, and from one day before to one day after
the ESG-risk events, respectively. Column (3) to (5) report the SAARs which are the standardized average
abnormal returns in percentage from one day before to one day after the ESG-risk events, respectively.
Column 6 report the n number of events analyzed. Environment, Social and Governance sub-topics are
based on ESG-risk events typology. Table A2 provides more details on the typology of ESG-risk events.
Abnormal returns are assessed using an estimating window of 120 days. All results include robust standard
errors. Boehmer et al. (1991) t-values appear in parentheses. ***p < 0.01,**p < 0.05,*p < 0.1..

5 Conclusion

To the best of our knowledge, this study is the first to examine how shareholders respond
to ESG related reputational risk events and how social media shapes their perception on

the matter. By focusing solely on social media, we distinguish the financial consequences

associated with ESG events from the reputational impacts influenced by public opinion on
ESG matters. On the event date of an ESG-risk event, we observe a statistically significant
decrease of approximately 0.29% in abnormal returns. Furthermore, this effect is stronger
for Social and Governance-related risks, specifically “Product Liability”, “Stakeholder Op-

10
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position”, and “Corporate Governance”. Environmental-risk events don’t have a significant
impact on stock prices, unless they are about “Environmental Opportunities”. This sug-
gests shareholders may focus more on the tangible costs of environmental incidents than
purely reputational aspects. Hence, our findings underline the powerful role of social me-
dia in financial markets, primarily in influencing how shareholders perceive a firm’s ESG
reputation.

This study offers several important policy recommendations. Firstly, it highlights the role
of both policy makers and firms in strengthening the monitoring of ESG controversies on
social media platforms. Secondly, The study also advocates for the integration of ESG factors
into investment strategies to mitigate potential ESG-risk exposure. Finally, it underscores
the need to amplify investor awareness regarding ESG-risks and opportunities.

Future research could explore sectorial and geographical variations. Indeed, certain sec-
tors may have higher exposure to specific ESG risks, and examining these differences could
enhance our understanding of ESG reputation’s impact on shareholder perception. Addition-
ally, geographical specificities could offer further insights into this relationship. Lastly, while
our current work concentrates on the effects of negative ESG events, it would be valuable to

balance this perspective by investigating the potential benefits of positive ESG reputation.
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