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Executive Summary: A medium-sized power generation and real estate management firm, Harbert Management Corporation (HMC), is increasing its environmental, social, and governance (ESG) responsibility reporting. Exploring HMC’s history and the general landscape of ESG reveals relevant information related to their reasoning for improving their ESG reporting. Examining relevant research has revealed three relevant observations: 

Alternative asset management firms that use certain reporting structures show better ESG performance. 
Different asset classes have different average integration of ESG in their practices.
Larger asset management firms tend to have higher levels of ESG integration. 

Nonetheless, this information is purely correlational, and the causes for these results may be due to different reasons. Comparing HMC’s approach to ESG reporting and inquiring about how they decided to pursue the reporting approach that they chose, the determining factors align with the common motivators for other firms integrating ESG into their practices. Ultimately, factors including the methods which they chose to report, feedback from GRESB and UNPRI, and the interests of various stakeholders show reasons to believe that HMC’s ESG integration may continue improve over time.
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Introduction: Alternative assets are any asset class that aren’t among the traditional categories of stocks, bonds, and cash are considered alternative assets. As such, numerous categories of alternative assets exist, including real estate, hedge funds, venture capital, and private equity. Compared to cash, stocks, and bonds, alternative assets tend to be less liquid, sometimes due to the physical nature of the asset (i.e. real estate), and sometimes due to other structural complexities like gradual appreciation (i.e. venture capital). As with traditional assets, companies that invest in alternative assets vary in sizes, locations, strategies, etc. And just like companies that invest in traditional assets, alternative asset management companies have been under increasing scrutiny in recent years related to ESG performance. Harbert Management Corporation (HMC) is a medium-sized alternative asset management company, and an example of such a company that has responded to the increased interest in ESG. 
Officially founded in 1993, HMC is based in Birmingham, Alabama. It has about 175 employees and manages around $7.7B in assets. About 86% of their assets under management (AUM) are in “real assets”; a combination of real estate and infrastructure investments. Infrastructure primarily refers to electrical power generation, and HMC currently only manages infrastructure assets within the US. The real estate strategies manage a mix of multifamily housing in the US, multifamily housing in Europe, and senior housing complexes in the US. The remaining 14% of HMC’s assets are split between private capital and absolute return assets, but as a minor part of the company’s investments, these categories will not be explored in this project. The project will instead focus on the real assets, HMC’s commitments, disclosures, and strategies related to ESG with a focus on those assets. These will then be compared to competing firms, and both will be critiqued to address room for improvement. 

HMC’s History: Harbert Corporation was formed in 1949 as a civil contractor. The company diversified into construction aggregates, mining, barging, and natural gas distribution. They acquired 240,000 acres for hydrocarbon mining before delving into residential real estate in the 1970s. In 1981, the company sold its hydrocarbon assets to Amoco, funding investments in independent power, oil and gas exploration, private equity, real estate, and public securities, as well as expansion of their construction operations. In early 1993, Raymond Harbert became the CEO and sold the construction operations to Raytheon. As most other branches of the company were divested, the company officially transformed into Harbert Management Corporation, and began focusing more on investments. From then until 2010, HMC funds delivered nearly double the returns of the market (Helyar, 2012) as the company increasingly focused on alternative assets (primarily real estate and power generation), expanded to Europe, and found great success partnering with a hedge fund, Harbinger Capital. Of note, in 1998 HMC also rolled out their Harbert Employees Reaching Out (HERO)	 foundation to give back to the community. The 2008 financial crisis resulted in significant losses, and 2009 saw the end of the Harbinger partnership.
Recovering from the financial crisis, Harbert continued to lean into alternative investments. By 2013, they were working with the California Public Employees’ Retirement System (CalPERS) (HMC, 2013). This partnership would become the reason for HMC’s first endeavor into sustainability reporting frameworks within just a few years as CalPERS encouraged HMC to participate in the Global Real Estate Sustainability Benchmark (GRESB). In 2016, HMC and CalPERS invested in the Desert Sunlight projects in the Mojave Desert which centered around two of the largest solar farms in the US (HMC, 2016). The next year, they also invested in a majority cash equity share in Rocky Caney Wind LLC., which operated wind farms in Kansas and Oklahoma (HMC, 2017). Since then, HMC has continued to shift more of their infrastructure funds from fossil fuels and into renewables. In recent years, two of their projects have also seen the decommissioning and repurposing of two coal-fired power stations.
Within the three years prior to 2023, the company had started taking intentional steps to address investors’ concerns related to responsible investing. They created an ESG Committee, which included top management. The committee led efforts to assess HMC’s operations, and eventually concluded that the company should become a UNPRI signatory. Since that didn’t involve having any sharable results until later in 2024, they chose to first create a company sustainability report to help inform investment partners. 

ESG Reporting: Without a single standardized way of reporting on their sustainability related practices, companies have generally chosen from two options: reporting independently or utilizing frameworks or processes provided by other organizations. Many companies do some combination of the two, often including information from their work with outside organizations in their independent reports.
Independent reports provide one main advantage to firms in that they leave format, focus, content, timing, and essentially everything up to the company. There is no meaningful standardization around this type of report, though common practices may be observed across industries and related firms. The ability to determine all factors related to the reports provides an opportunity for firms to effectively use their ESG reports as marketing tools, but reporting responsibly can be difficult and many firms have been accused of various types of greenwashing in their publications (Yu, 2020; Boiral, 2020). One of the main reasons for firms to utilize outside organizations and frameworks is to avoid greenwashing and add legitimacy to their reporting. Nonetheless, greenwashing can still be a concern, largely due to the lack of standardization and consistency across the various reporting formats (De Silva Lokuwaduge, 2022). 
Currently, there are well over a dozen different organizations that provide some sort of framework and/or data validation related to ESG. They vary significantly in many factors including scope, industry, and output (some produce ratings for firms, others certify buildings, some don’t rate or score companies at all). Some of the most popular ones right now are the Sustainability Accounting Standards Board (SASB), Global Reporting Initiative (GRI), and Task Force on Climate-Related Financial Disclosures (TCFD) (KPMG, 2022). SASB provides a framework that addresses key issues based on what sector/industry a company operates in, but then allows the company to report the information through its own disclosure processes. Similarly, GRI provides a very detailed set of standards that companies then can report on in their own publications, stating that they are reporting in accordance with GRI standards. As the name implies, TCFD focuses more on the financial disclosures that are climate related, but still provides the frameworks for the company to then utilize independently. These three are also expected to provide a guide on which the Securities and Exchange Commission seems to be basing their upcoming disclosure requirements (BSR, 2023).
In contrast to these frameworks that essentially just act as guidelines, organizations like the Global Real Estate Sustainability Benchmark (GRESB), United Nations’ Principles for Responsible Investment (UNPRI), and CDP (formerly the Carbon Disclosure Project) all use their own methods to rate companies based on the data the companies report to them. GRESB adds a layer of validity to its process by verifying the data being reported by the companies. UNPRI also utilizes data verification to some extent, and CDP requires data to be verified by an appropriate third party. Once the data is verified, GRESB will score a company’s individual assets or, if the company reported data for all assets in a given fund, they will score the fund itself. UNPRI doesn’t rate assets or funds, but rather the asset management company as a whole. Finally, CDP will grade the company and publish a list of companies each year and their associated grade in categories focused on Climate, Water, and Forests, depending on which categories are relevant with the data the company provides. 

Figure 1: CDP’s graphic depicting their three scoring categories and how many companies received top scores
HMC ESG Reporting: Harbert has been reporting through GRESB for years, is a UNPRI signatory (but has yet to report), and is in the process of publishing their inaugural ESG report for investors/partners. These reporting strategies partially developed separately because of the independence of the different asset class strategies within the firm.
Prior to any ESG reporting, HMC’s infrastructure strategy began working with CalPERS, which was already leaning into clean energy sources like solar and wind. Around the mid 2010’s, CalPERS convinced the infrastructure team to start reporting through GRESB. Despite GRESB also being set up for real estate reporting, HMC only chose to report on the infrastructure side. Over time, their GRESB scores improved, while the infrastructure team moved away from coal (closing or selling off coal assets) and became further invested in solar farms, wind farms, and natural gas peaker plants. 
In 2020, when the ESG committee was formed, it quickly assessed the need to communicate to investors and potential partners that they were investing responsibly. The committee brought forth the idea of utilizing UNPRI for ESG reporting. In 2021, the firm became UNPRI signatories. Due to the processes in place for UNPRI reporting, HMC then had a grace period, followed by a data collection period, and is now in the report processing phase. Their first UNPRI report will be completed in the next couple of months. Because UNPRI requires reporting for asset classes that exceed a certain size, HMC will be reporting on both their infrastructure and real estate strategies, but their other strategies (with asset classes like venture capital, private equity, etc.) will not be included.
In August of 2023, HMC hired a Sustainability Intern to assist the committee in preparing for UNPRI reporting and engage in developing an ESG report. Over the course of the fall and part of the winter, the team created the company’s inaugural ESG report. The report focused primarily on real estate and infrastructure strategies, but also included information on various other aspects of the organization. This includes information on their Harbert Employees Reaching Out (HERO) foundation, through which the company and its employees engage in fundraising for various charitable causes. It also includes information on organizations designed to support and empower certain groups – like women and young professionals – within the company, but that don’t directly relate to investing or specific asset classes. 
Each of these reporting processes is intended to become a yearly process with at least one of each report being completed each year. This ideally allows HMC to not only receive regular feedback from GRESB and UNRPI, but also to utilize internal data tracking (which would be included in their ESG report) to demonstrate their progress over time. Similarly, the GRESB and UNPRI scores can demonstrate progress made by HMC in improving their ESG performance.

Relating ESG Reporting and Strategy: A focus for this report is tom further flesh out the relationship between a firm’s ESG reporting and their incorporation of ESG into investment strategies and other behaviors. HMC provided an interesting niche due to its size: relatively small compared to the main companies in alternative asset management, but large enough that it has had time to establish itself and grow prior to the recent surge in ESG interest. While there is limited research related to ESG reporting and strategy at medium-sized alternative asset firms, some relevant research helps shed light on the relationship between ESG reporting and ESG performance in general.
A report from the European Institute for Knowledge & Value Management (EIKV) contains insights from researching 117 alternative asset investment firms with a total AUM of 4.93 trillion USD, about three quarters of the world’s AUM in alternative assets (Hoellermann, 2020). Among its insights are a rating of how firms investing in alternative asset classes score on a standardized ESG performance scale. Using a point system from zero to six, the author scored firms. One point was awarded for each of the following factors: Referencing ESG on the firm’s website or fund documents, integrating ESG into their due diligence process, screening out assets based on lack of ESG viability, divesting from investments if/when ESG red flags are found, utilizing shareholder activism for ESG, and measuring and reporting ESG publicly or to investors. The author compared ESG performance across asset classes. Infrastructure had an average of 4.06 points, real estate an average of 3.1 points, and the other three asset classes’ (private equity, private debt, and venture capital) averages were between 3.15 and 2.64 points. 

Figure 2: Average ESG performance scores of different alternative asset classes
This indicates that infrastructure may have significantly better ESG performance than other alternative asset classes, though real estate is closer to the norm. One potential reason for this discrepancy is that infrastructure assets have relied on significant data collection for their base businesses, making it easier for them to view their own ESG performance, especially since efficiency is a major factor in their functioning. Another reason may be that the level of government regulation has contributed, and yet another may be from greater pressure to improve ESG performance simply because power generation has long been a central aspect of environmental concern. Regardless, infrastructure assets on average are still meeting only two thirds of the expectations set by the author for full ESG integration.
The same report also measured the ESG performance of UNPRI signatories against the performance by firms that were not signatories. The average scores here were 3.57 and 1.51 respectively. 
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Figure 3: Average ESG Performance scores for UNPRI signatories and firms that aren’t UNPRI signatories
It is important to note here, this shows correlation not causation. While scoring over two points higher on average, the UNPRI signatory group has at least one of their points guaranteed because one is awarded simply for reporting on ESG. The non-signatory group may still receive that point for reporting through methods other than UNPRI, but some of the two-point difference is likely accounted for by this difference. While it is possible that signatories improve their ESG integration because they are reporting to UNPRI, it is also possible that those with better ESG integration are more inclined to become signatories. The difference between scores may be significant, but further research would be needed to determine why the difference exists.
Finally, the author also compared performances of different sizes of firms, determined by the firms’ AUMs. An AUM less than $10B qualified as small, over $100B qualified as large, and the middle range were considered medium (note that despite being medium sized by usual business standards based on employee count, HMC would be considered small for this grouping). In this case, 51% were small, 37% medium, and only 12% large. For this, the small firms scored 1.97, medium 2.73, and large 4.5 for their averages. As the author points out, this variation seems unsurprising due to availability of resources for larger firms. 
UNPRI also published some statistics that compare to the research from EIKV. While categories and point systems don’t align perfectly, the data from UNPRI indicates that infrastructure is one of the asset classes with the highest percentage of UNPRI signatories scoring in their top categories for sustainability outcome indicators (UNPRI, 2022). This data also revealed that “…signatories focused primarily on real estate were approximately twice as likely to describe targets compared to those reporting on a more diverse mix of asset classes” (UNPRI, 2022). This is of particular interest when considering HMC due to its variety in asset classes, as well as its infrastructure reporting history before becoming a UNPRI signatory (note that having not yet reported through UNPRI, HMC would not be included in the data from the UNPRI report). While describing ESG targets is an important aspect of sustainability outcomes, it is easy to imagine that defining targets for one asset class has fewer barriers than defining targets across multiple asset classes. Nonetheless, real estate specifically having a higher performance is intriguing as an indicator that real estate may have clearer, more achievable, or otherwise more accessible targets.

HMC ESG Reporting and Strategy: To determine the relationship between ESG reporting and the strategies used to manage investments at HMC, a series of formal and informal interviews were conducted. Three patterns emerged that clarified HMC’s approach. First, was a general sentiment that HMC’s nature involved responsibilities that overlap with ESG. Second, the real estate branch sees UNPRI as a logical step given their investing strategies and intentions. And third, the infrastructure branch started with GRESB, has integrated ESG thoroughly, and welcomes UNPRI reporting as well.
A common theme that emerged from the various conversations was that HMC invests responsibly. Their website proudly displays a “Responsible Investing Policy” (HMC, 2022) which states: “We believe a sustained focus on environmental, social and governance (“ESG”) factors can lead to a healthier global economy with lower systemic risk resulting in greater asset appreciation and enhanced returns.” This was explained as essentially meaning that when an investment had competitive returns and showed good ESG performance, HMC would see it as a priority over one with competitive returns but without good ESG performance, and this is true across strategies.
UNPRI largely made sense for HMC because of this pre-existing mentality. Essentially, since HMC already incorporated many of the framework’s relevant ESG practices, reporting on their practices would help make that clear to stakeholders and would involve minimal additional effort. The choice to specifically use UNPRI was because of perceived fit, partially because UNPRI is better designed for alternative asset management firms compared to most other options. Since the infrastructure strategy already reported to GRESB, it would be well prepared to do so with UNPRI as well, and the real estate strategies could use infrastructure’s example to help them prepare. 
Finally, infrastructure began reporting to GRESB when encouraged by CalPERS. The pension giant was a key partner for the infrastructure strategy, so it was in their interests to figure out GRESB reporting. Since then, GRESB reporting has become a familiar and welcome process that has helped the infrastructure strategy improve its practices over time. 

Stakeholders: An important factor in both HMC’s and many other firms’ decisions to integrate ESG into strategies and/or reporting is the relevant stakeholders. Primarily referring to investors, employees, and the community affected and affecting a firm, stakeholders can have significant power over the decisions that a company makes. A study from Novethic shows the top five reasons investment managers integrate ESG criteria as: better managing risks, meeting the requirements of institutional investors, reducing investment manager’s reputational risk, improving the valuation of investments, and to facilitate fundraising (Blanc, 2011). 
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Figure 4: Percentage of repondants that listed each reason for integrating ESG criteria
Each of these criteria can be tied to the interests of at least one of the three groups of stakeholders. For example, the first one about better managing risks can benefit all three. Risks can result in detriments to investments (investors), additional challenges for the company (employees), and pull-back from positive community engagement (community). Aligning with HMC’s reasoning, improving the valuation of investments primarily links to investors. In fact, it is common for firms to assess materiality for stakeholders as a part of ESG integration. 

Conclusion: ESG integration and reporting have become much more popular in recent years. Alternative asset management firms may not be leading the adoption of ESG, but they are certainly involved in it. As a medium-sized (or small-sized, depending on your metrics) firm, HMC is less expected to demonstrate a strong ESG performance when compared to a larger firm, but their infrastructure strategy and status as a UNPRI signatory indicate that they may be likely to outperform firms of a similar size. Regardless, the combination of interests from their investors and other stakeholders has led them to increase their ESG reporting. 
It is unclear whether firms tend to report because they have good ESG integration, or they tend to achieve good ESG integration because of their reporting, the process of reporting may help HMC improve their ESG integration over time. Given HMC’s history with reporting about their infrastructure assets via GRESB, especially the gradual improvement of their scores using the feedback they received in the process, the firm seems at least poised to improve their ESG integration with the assistance of additional feedback from UNPRI and communications with investors and other stakeholders that view the annual ESG report.
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