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Board Oversight of ESG Gains 
Momentum

The pandemic has shone a spotlight on a range 
of ESG issues as diverse as how companies treat 
their employees (human capital management) 
to the impacts of climate change and efforts to 
promote sustainability, both within a company 
and within its various supply chains. For investors, 
the pandemic reinforced the need for accurate 
data about corporate performance related to ESG 
and governance oversight. Responding to Covid-19 
has required enormous quantities of time and 
energy from executives and boards, and now these 
individuals are taking their learnings and dedicating 
themselves to a new and increasingly important 
challenge: assessing and overseeing ESG risk.

Before the global pandemic, there was a growing 
shift in what interested stakeholders. This shift was 
identified by the Business Roundtable’s 2019 embrace 
of “stakeholder capitalism,” a term that includes 
employees, customers, communities, and suppliers 
when it comes to assessing the long-term risks 
and opportunities that ESG programs present for 
a corporation. The ongoing Covid pandemic, global 
social unrest, and increasing focus on ESG have all 
placed boards at a critical inflection point. Gone are 
the days of boards debating whether to consider the 
interests of stakeholders in ESG and sustainability 
issues; rather, the burning question has become 
how boards can best address these issues more 
proactively.

The legal rules surrounding the board and 
management oversight of ESG have yet to change. 
What has changed is the deeper and wider interest 
from stakeholders in greater transparency, oversight 
of ESG, and access to the board on all critical ESG 
matters. These newer interests must, of course, 
be aligned with long-term value creation and best 
practices in risk management.

What is happening now can be viewed as a perfect 
storm that is elevating ESG concerns, which remained 
on the backburner for many years, to the top of 
agendas for boards, executives, investors, and other 
stakeholders.

As the ESG movement gains momentum, regulators 
in the US and abroad are taking note. The SEC has 
announced that it is drafting new requirements about 
climate-change disclosures, which are very likely 
to be mandatory. And boards are stepping up, too, 
codifying their responsibility for ESG oversight in 
board and committee charters and disclosing more 
information about individual directors and how they 
can link ESG practices with overall business strategy.

This article looks not only at the forces propelling 
ESG to the front and center in boardrooms across 
America, but shows examples of companies that 
understand the new dynamics at play and are 
addressing the need for information and insights in 
groundbreaking ways.

ESG Front and Center in 2021 Proxy 
Season 

In this past proxy season, interest in social and 
environmental issues was clearly reflected in the vote 
tallies. Proposals on social issues rose 37 percent 
from the previous year (2020), while environmental 
proposals grew by 13 percent. The two most popular 
proposal topics in 2021 were 1) antidiscrimination and 
diversity and 2) climate change.

A growing appetite by shareholder activists for ESG 
oversight was only part of the story. In a year where 
average support for all shareholder proposals voted 
on rose to 36.2 percent, up from 31.3 percent in 
2020, environmental proposals overtook governance 
proposals to receive the highest average levels of 
support at 42.3 percent. Support for social proposals 
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grew substantially, as well. In 2020, social proposals 
received just 21.5 percent support, up from 30.6 
percent in 2021.

Some ESG proposals are winding up with 
unprecedented voting support. In 2020, only 12 E&S 
proposals achieved majority support, while 36 E&S 
proposals—three times as many— won majority 
support in 2021. [Source: DFIN’S Planning for the 2022 
Proxy Season.]

“It is worth noting that at 50% support,” says EY in 
a recent report on the 2021 proxy season, “many 
investors consider voting against incumbent directors 
the following year if the company is deemed to have 
taken insufficient action to address the proposal.” 
High vote tallies mean that directors could be facing 
votes of no-confidence if they don’t convincingly 
demonstrate that they’re working to better oversee 
ESG risk. https://www.ey.com/en_us/board-matters/
esg-developments-in-the-2021-proxy-season

Regulatory Changes Will Shape the 
Debate 

On February 24, 2021, Acting SEC Chairman Allison 
Herren Lee clearly signaled that US regulators would 
be taking climate change to heart by establishing new 
disclosure mandates.

Lee told the Division of Corporate Finance “to 
enhance its focus on climate-related disclosure 
in public company filings and to update the 
Commission’s 2010 climate change disclosure 
guidance.” In response to this proposal for new 
climate-change disclosure rules, the SEC recevied 
550 unique comment letters, three-fourths of which 
supported mandatory climate disclosure rules. “When 
it comes to disclosure,” said SEC Chair Gary Gensler, 
“investors have told us what they want.” Gensler 
is convinced that it’s time for the SEC to act given 
robust demand for climate information that investors 
increasingly find relevant for making sound decisions. 

https://corpgov.law.harvard.edu/2021/09/01/the-
secs-upcoming-climate-disclosure-rules/

Gensler’s remarks on July 28, 2021, indicate that 
climate disclosures are likely to be mandatory for 
publicly-listed companies. He is exploring whether 
these disclosures should be made in the Form 10-K 
and whether they should be quantitative, as well 
as qualitative. In addition, Gensler has asked SEC 
staff to consider whether companies should provide 
metrics around greenhouse gas emissions and the 
financial impacts of climate change. Gensler also 
asked that SEC staff consider whether there should 
be unique metrics for specific industries, such as 
banking, insurance, or transportation.

At the same time, the SEC is considering a role in 
developing a universal ESG reporting framework so 
disclosures will be consistent and decision-useful, 
both here and abroad. Acting Director of Corporate 
Finance John Coates has intimated that a lack of 
“consistent, comparable, and reliable ESG information 
available upon which to make informed investment 
and voting decisions” carries a hefty price tag: 
investments may be withheld in the absence of that 
type of information. https://www.whitecase.com/
publications/alert/sec-focuses-esg-and-climate-
disclosure?s=ESG%2010-K

While interest in broader ESG oversight was gaining 
momentum before the pandemic, the rate of change 
has accelerated. As an example of the sheer number 
of companies looking for ways to present climate 
information, consider this: the TCFD (Task Force on 
Climate-related Financial Disclosures) had over 2,300 
supporters globally as of October 2021, up from just 
101 in June 2017. https://www.fsb-tcfd.org/support-
tcfd/

Another sign of changing priorities is seen in the 
annual letter by Larry Fink, CEO of BlackRock. In 
his 2021 letter, Fink expressed a belief that “the 
pandemic has presented such an existential 

https://www.ey.com/en_us/board-matters/esg-developments-in-the-2021-proxy-season
https://www.ey.com/en_us/board-matters/esg-developments-in-the-2021-proxy-season
https://corpgov.law.harvard.edu/2021/09/01/the-secs-upcoming-climate-disclosure-rules/
https://corpgov.law.harvard.edu/2021/09/01/the-secs-upcoming-climate-disclosure-rules/
https://www.whitecase.com/publications/alert/sec-focuses-esg-and-climate-disclosure?s=ESG%2010-K
https://www.whitecase.com/publications/alert/sec-focuses-esg-and-climate-disclosure?s=ESG%2010-K
https://www.whitecase.com/publications/alert/sec-focuses-esg-and-climate-disclosure?s=ESG%2010-K
https://www.fsb-tcfd.org/support-tcfd/
https://www.fsb-tcfd.org/support-tcfd/
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crisis—such a stark reminder of our fragility—that it 
has driven us to confront the global threat of climate 
change more forcefully and to consider how, like the 
pandemic, it will alter our lives.” He points to the 
billions of dollars in climate-related write-downs on 
stranded assets that energy companies have taken. 
And he says: “No issue ranks higher than climate 
change on our clients’ lists of priorities. They ask us 
about it nearly every day.”

In voicing these concerns, BlackRock is hardly alone. 
SSGA, Vanguard, and Norway’s sovereign wealth fund 
have all noted the importance of boards’ addressing 
ESG and using a consistent reporting framework for 
marking progress.

Tellingly, institutional investors have begun to shift 
from conversations with boards and executives to 
concrete action. Increasingly, large institutions are 
teaming up with shareholders to support proposals 
demanding that boards step up their ESG oversight.

Board’s Oversight of ESG Grows Rapidly, Too

When DFIN surveyed companies over the past 3 years, 
it found that in just one year’s time a dramatically 
higher number of companies were reporting board 
oversight of ESG –increasing to 73% in 2020 from 
56% in 2019. During our 2021 surveys, that trend is 
continuing ti increase, with up to 75% of companies 
responding “yes”. Here, as with other topics, 
companies may have progressive practices (such as 
board ESG oversight) but unless they disclose them, 
they won’t “get credit” with investors, proxy advisors 
and ESG raters and rankers, among other audiences. 

One unmistakable sign that change is afoot is the 
growing number of boards amending board-level and 
committee charters to reflect the fact that oversight 
of ESG risk is part of the board’s fiduciary duties. As 
directors’ responsibilities for ESG become codified, 
directors have no choice but to take these new duties 
to heart. 

For many directors, heightened attention to ESG 
comes as a relief. The board can now show investors 
that they’re managing ESG and that ESG is aligned 
with business strategy—and in some cases—with 
executive’s goals, as well.

What’s more, it’s clear that speaking about ESG 
oversight is not enough; directors need to set 
measurable ESG goals and then benchmark progress 
made towards meeting these goals. Placing board 
skills matrices within the proxy is an excellent way to 
showcase what a company is doing on this front.

Below are some recent corporate examples of 
innovative ways that boards are signaling their new 
role in ESG risk oversight.

A Look Ahead

If the events of the past 18 months and the Covid-19 
pandemic are any indication, enormous changes can 
come swiftly. That’s why companies that do not want 
to be blindsided are making sure that their boards 
understand and monitor ESG risks—even those risks 
that may appear to be only remote possibilities. 

It now seems obvious that boards will play a key role 
in ensuring that ESG risks and opportunities are being 
properly assessed. Few would argue against the idea 
that greater board oversight is in directors’ futures.

In the final analysis, those boards that update 
their charters, cultivate a mix of skills within their 
boardrooms, clearly articulate their ESG oversight 
strategies, and create benchmarks for marking 
progress on ESG goals will be positioned to meet the 
challenges that lie ahead. Change is coming swiftly, 
and the savviest boards are taking steps to document 
and disclose their board’s oversight practices in their 
proxies and in their engagement with shareholders.
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Update Charters and Governance Documents:

Fifth Third Bancorp 2021 Proxy Page 27

Investors want to know that ESG oversight (as well as broader enterprise risk oversight) is a formal part of the 
board’s responsibilities, whether this resides at the full board or a primary committee level. As ESG is rising 
in importance, companies increasingly are codifying this into board and committee charters, and how those 
responsibilities are disclosed in the proxy. Some companies are even broadening the relevant committee name(s) 
to reflect this increased focus, such as the “nominating, governance & sustainability”, or “compensation and 
human capital” committee.
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Fifth Third Bancorp 2021 Proxy Page 31
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The Macerich Company 2021 Proxy page 13
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Nasdaq 2021 Proxy page 50
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How ESG Risks & Opportunities Factor Into Long Term Business Strategy:

While creating an initial ESG report is a significant milestone on a company’s ESG and reporting journey, it 
isn’t the end game. Rather, once ESG risks and opportunities are identified, decisions need to be made about 
which are most actionable and then, incorporated into the company’s business strategy and operating plan, 
with appropriate measurement of progress.  There should not be an “ESG strategy” separate from the overall 
“company strategy”.

Dow 2021 Proxy page 42 
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Glatfelter 2021 Proxy page 5 
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Republic Services 2021 Proxy page 49
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Board members should be conversant with ESG issues and their impact on company strategy: 

Directors serving on committees with ESG or Human Capital oversight should have relevant experience or 
competencies in these areas to enable them to provide effective oversight of what can be highly technical issues.  
Investors will “follow the chain” from your disclosure of the committee with oversight responsibility, to the bios of 
those committee members. Increasingly, companies are elevating the visibility of these competencies into board 
skills matrices, alongside “traditional” skills like CEO experience, industry, finance, global and other competencies.

Dominion Energy 2021 Proxy page 9 
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Prudential Financial 2021 Proxy page 11 
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Companies Should Disclose Their Approach to ESG Oversight:

Effective ESG programs require buy-in and collaboration throughout an organization, starting with the board, 
C Suite, and management and employee working groups. Describing this could require many pages of dense 
narrative.  For impact and digestibility, increasingly companies are summarizing the interrelationships and 
cascading flow of these responsibilities through process flow or other visual means.

Global Payments 2021 Proxy page 6 
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Blackrock 2021 Proxy page 34 
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Humana 2021 Proxy page 16 
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Disclose which board committees and functions engage in monitoring ESG risks and opportunities 
and executing ESG initiatives:

Building upon the earlier discussion of indicating where board oversight of ESG lies, companies can use a range 
of devices and disclosures to add color to oversight of the ESG program. Most companies reserve the full ESG 
discussion to web-site disclosures and reports – the proxy should contain ESG program and oversight highlights.

Devon Energy 2021 Proxy page 19
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Goodyear Tire 2021 Proxy page 1
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Boards should evaluate whether to incorporate ESG metrics into compensation plans:

A key tenet of compensation strategy is that “behaviors follow rewards”.  Incorporating non-financial metrics 
into executive compensation programs, specifically ESG-related metrics, is rapidly expanding. Investors want 
to understand the link between pay programs and the larger company strategy. As ESG elevates in strategic 
importance, companies understandably are linking elements of executive pay to achievement of appropriate  
ESG-related targets or outcomes.

American Water Works 2021 Proxy page 48
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Chevron 2021 Proxy page 49 
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Verizon Communications 2021 Proxy page 33 
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How to Incorporate Awareness of ESG and HCM Information Into Every Job Function:

Prologis 2021 Proxy page 41 

An end goal of a rigorous, data driven ESG program or “journey” is to make ESG part of the company culture, 
imbued through all levels of the organization, central to business strategy and integrated across company 
operations. This creates the competitive advantage relative to less prepared companies.

http://DFINsolutions.com

