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Covid-19 is proving to be a game changer for

capital liquidity, and supply chain challenges, to

corporate executives, directors, and others

name just a few areas of intense concern. Companies

responsible for overseeing ESG risks. This pandemic

may also find they are being held to some new and

is underscoring the significance of issues as diverse

more stringent expectations. Not only are investors

as how companies treat their employees (human

and other stakeholders examining business and

capital management), the impact of climate change

operational risk management typically within the

and efforts to promote sustainability, supply chains,

purview of executive management, but they are also

and executive compensation. On the investor side, the

focusing on board oversight and the governance of an

pandemic is reinforcing the need for accurate data

expanding array of issues.

about corporate performance, as well as governance
oversight, around these diverse issues.

This article traces the increased attention given
to ESG that began before Covid-19 and provides

Climate change has been at the forefront of ESG

a disclosure-based review of the growth in board

issues for the past few years. Climate change remains

oversight of ESG. It also provides innovative examples

a high priority amid Covid-19, and as companies

from the 2020 proxy season for ways companies are

continue to navigate an uncertain economic

strengthening their own ESG governance practices

landscape and plan to resume operations, they must

and disclosures to meet the challenges of a

bear in mind that scrutiny of board oversight of ESG

post- Covid-19 world.

and the overall handling of the risk function are
more challenging and critical today than ever before.
In addition, this heightened scrutiny has important
implications both for company and board practices,
as well as for company disclosures about these
practices.
When considering board oversight of ESG, it’s worth
remembering that while interest in oversight was
gaining momentum before the pandemic, the rate of
change recently accelerated. As one example, over
1,000 global organizations had declared themselves
supporters of the Task Force on Climate-related
Financial Disclosures (TCFD) as of February 2020, up
from just 101 in June 2017.
Now that the world seems to grasp how deeply
individuals and institutions are interconnected,
recognition for the significance of ESG is expected
to accelerate. As companies make changes to both
strategies and operations to adjust to “the new
normal,” they are focused on employee health and
safety, business continuity, crisis management,
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Heightened Investor Expectations for ESG
One reason for greater attention to board oversight
of ESG issues is that institutional investors
increasingly recognize that ESG issues warrant serious
consideration. This recognition is conveyed, for
example, through letters to corporate boards and/
or management, white papers and other publications
related to engagement priorities or voting policies,
and shareholder proposals. As of Q1, 2020,
proponents had submitted at least 429 ESG-related
shareholder resolutions, up from 366 submitted at the
same time in 2019, according to As You Sow, a
non-profit, shareholder advocacy group.
Even with a brighter spotlight trained on ESG, some
investors have expressed concerns that progress has
not moved swiftly enough. In his January 28th letter
to CEOs about his firm’s 2020 proxy voting agenda,
State Street Global Advisors’ (SSGA’s) CEO Cyrus
Taraporevala said, “while many companies have made
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noise about enhancing ESG, few companies evaluated

Does your board provide ESG Oversight?

by SSGA have made genuine or measurable changes.
Fewer than 25% of the companies we’ve evaluated

2020 - Yes

have meaningfully identified, incorporated and
disclosed material ESG issues into their strategies.”
Similarly, in January 2020, BlackRock CEO Larry Fink
put companies on notice that ESG disclosures will
matter more than ever at the companies in which his
firm invests. Specifically, the world’s largest asset
manager said: “…. We will be increasingly disposed to
vote against management and board directors when
companies are not making sufficient progress on
sustainability-related disclosures and the business

2019 - Yes
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Increased board oversight of ESG issues is aligned
with greater attention awarded to ESG issues by
corporate management. When asked whether their
companies conducted a materiality assessment for
understanding the companies ESG risks, 17 percent
more said “yes” in 2020 than in 2019 (43 percent

practices and plans underlying them.”

versus 26 percent). Materiality can be subject to

Large institutional investors, writing in their annual

generally in the best position to determine which ESG

shareholder letters, have also expressed the view that
ESG should be a board priority. SSGA, Vanguard, and
Norway’s sovereign wealth fund (the “Oil Fund”) have
all emphasized the importance of boards’ addressing
relevant ESG issues and using a consistent reporting

debate. That said, a company’s management is
risks are financially material and thus necessitate
disclosure in the company’s SEC filings, and more
generally, which ESG issues are relevant to the
company’s business and its stakeholders and should
be discussed in a sustainability report.

framework for marking progress.

Signs of Greater Board Oversight of
ESG Issues

Does your Company conduct a materiality assessment?

2020 - Yes

2019 - Yes

The evidence indicates that boards are taking ESG
oversight more seriously than ever.
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When DFIN surveyed public companies in 2019 and

Companies are not alone when it comes to assessing

again in 2020 across a variety of industries and

materiality. These decisions can be aided by

market capitalizations, one striking finding was that

looking to the Sustainability Accounting Standards

in just one year’s time a dramatically higher number

Board’s (SASB’s) industry-specific standards and

of companies had begun reporting on board oversight

its materiality map, which is an interactive tool for

of ESG. In fact, when asked whether their boards

identifying and comparing relevant disclosure topics

provided ESG oversight, 73 percent of companies

across different industries and sectors. Finally, the

responded “yes” in 2020, relative to only 56 percent

same DFIN survey found a clear evolution toward

that said the same in 2019.

reporting both SEC and non-SEC data in sustainability
reports, using leading standards such as those of the
Global Reporting Initiative (GRI), the TCFD, and SASB.
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Considerations for Effective Board Oversight of ESG
While board oversight of ESG issues is moving into the

DFIN’s annual update to its Guide to Effective Proxies,

mainstream, we are seeing more of an evolution than

the Emerging Topics Disclosures Human Capital

a revolution.

Management and ESG edition, identified several areas
in which companies are closing the gap and providing

One threshold challenge to enhancing board oversight

strong board oversight and disclosure. Below are

of ESG issues is identifying the specific issues that a

some recommendations, with sample proxy statement

board should oversee. This is particularly challenging

disclosures related to each recommendation provided

because there are no one-size-fits-all answers. Most

for reference. Note, however, that the disclosures

experts agree that shareholder engagement is a key

recommended can also be placed in corporate

element of identifying perceived risks and oversight

sustainability reports and on websites.

challenges. Once the company has identified the
ESG risks and opportunities relevant to its business,
there are a number of concrete steps it can take to
strengthen its board oversight of those issues.

Companies should update board charters and governance documents as
necessary to reflect oversight practices.
Codifying the board’s role in overseeing ESG-related risks is an important step in ensuring that oversight
activities do occur and occur regularly.
Essential Utilities: p. 26

Nasdaq: p. 42

Baxter International p. 27
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Companies should disclose how ESG risks and opportunities factor into a
company’s long-term vision, strategy, and objectives.
It’s important to note that using ESG reporting frameworks is not solely a compliance exercise. Using these
frameworks requires deep thinking about how ESG factors feed into strategy development to account for both
risks and opportunities for executing on business goals.
Speaking about ESG oversight is not enough. Directors should be clear that the ESG issues the board oversees
are integrated into a company’s long-term strategy. Directors should also confirm that, when possible and
practicable, measurable ESG goals are established and disclosed, and progress in meeting those goals
is tracked.
AT&T p. 31
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Honeywell p. 3

Prologis p. 40

Board members should be conversant with how a company’s ESG priorities, risks,
and opportunities impact the business strategy.
Companies should ensure that their boards are well equipped to oversee material ESG risks and opportunities. To
the extent directors’ skills are aligned with those risks/opportunities, such skills should be disclosed in the proxy
statement, possibly in a board skills matrix.
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In its January 2020 report titled “BlackRock Investment Stewardship’s (BIS) approach to engagement on the TCFD
and the SASB aligned reporting,” BlackRock stated, “When assessing a board’s oversight of climate risks, BIS
does not expect to see a specific climate expert on the board. Rather, we expect all board members to be able
to speak to the subject of business relevant climate risk…”
Dominion Energy: p. 18
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Prudential Financial p. 17
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Companies should disclose their approach to ESG risk oversight.
Ideally, ESG risk oversight disclosures would include the process that the board uses to review management’s
enterprise risk management (ERM) assumptions, as well as a company’s materiality assessments and/or prioritization
of the various risks a company faces.
Paypal Holdings, Inc: p. 38

Concho Resources: pp. 4-5
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Companies should disclose which board committees and functions engage in
executing ESG initiatives and monitoring ESG risks and opportunities.
Outstanding disclosures include information on how often specific committees and functions discuss ESG issues.
In addition, companies should have a mechanism in place to ensure that the board continues to be kept abreast
of ever-changing risks. A strong risk oversight program is one that looks at whether the board is appropriately
informed about the types and magnitude of risk within the company’s principal, “mission-critical” areas.
Fortive Corp p. 32
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General Mills (maybe) p. 21-22

Lear Corporation p. 17 p.18
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Boards should evaluate whether to incorporate ESG metrics into compensation plans.
Many investors appreciate when a board’s approach to measuring and rewarding performance is predetermined and transparent, using company-specific performance metrics, or KPIs, that are aligned with the
overall business strategy. Increasingly, companies are incorporating ESG metrics into their compensation plans.
This approach can still leave room for the appropriate exercise of discretion in determining actual payouts.
Blackrock p. 7
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Intel p. 77 and bottom of p. 78
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Chevron p. 42
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A Glimpse at the Future
Publication of corporate ESG and sustainability

Does your company use GRI, TCFD, or SASB in your ESG reporting?

reports is clearly on the rise. In 2020, DFIN found
that nearly two-thirds (or 64 percent) of issuers
responding to our survey are producing ESG reports, a

2020 - Yes

significant increase over the 51 percent that reported
publishing ESG reports in 2019.

2019 - Yes

In addition, DFIN found that a higher percentage of
companies reporting on their own ESG activities are
turning to recognized reporting standards. In 2020,
23 percent of companies told DFIN they were
producing ESG reports that conformed to GRI, up from
just 11 percent that said the same in 2019.
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Another finding confirms an uptick in companies
producing a single integrated report, which includes
both financial and ESG information. Although
integrated reports are still relatively rare in the US,
five percent of DFIN respondents in 2020 said that

Does your company produce an ESG or Sustainability report?

they had produced an integrated report, relative to
just one percent in 2019.

2020 - Yes

While ratings agencies, disclosure frameworks, and
influential institutional investors are shaping the
debate today, ESG risk oversight—and a determination

2019 - Yes

of what is material for a given company and should
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therefore be reported—is still largely decided by
management and boards.
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This might change, however, if regulators mandate

the board or relevant committees would ideally ask

certain ESG disclosures for companies. On May 14, 2020,

a company’s executives to discuss the most likely

the Securities and Exchange Commission’s Investor

sources of material future risks and how a company is

Advisory Committee submitted recommendations

addressing these. It’s also important to remember to

from the Investor as Owner Subcommittee, advocating

investigate opportunities that might arise alongside new

that ESG disclosures are material and should be

and emerging risks.

incorporated into the integrated disclosures for SECregistered issuers. The recommendations assert that

If the events of 2020 and the Covid-19 pandemic are any

the time has come for the SEC to address this issue.

indication, enormous changes can come swiftly. Simply
consider how only a year ago, global pandemics were

When engaging with stakeholders, employees,

considered powerful risks but risks that were highly

customers, communities, and investors today, a few

unlikely to occur any time soon.

common themes emerge. One increasingly hears that
climate risk is material and important, while the various

In the final analysis, company executives and boards

stresses brought about by Covid-19, social unrest, racial

need to make sure that they understand and monitor

inequities, and economic injustice have quickly moved

ESG risks—even those that may appear to be only

to the forefront of stakeholders’ attention.

remote possibilities. Boards may face a number of new
hurdles, but those that regularly update their charters,

Although the challenges are many, a board’s ability to be

cultivate a mix of backgrounds and skills, clearly

proactive when anticipating future risks is a key element

articulate their ESG oversight activities, and actively

for avoiding or mitigating any of those risks before they

monitor progress on ESG goals will be best positioned

escalate into crises. In reviewing risk management,

to handle whatever challenges lie ahead.

Learn more about DFIN’s end-to-end risk and compliance solutions.
Visit DFINsolutions.com | Call us +1 800 823 5304
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