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2021: ESG ASCENDS IN AN EVOLVING RISK LANDSCAPE
%\�&DWKHULQH�$OOHQ�DQG�*DU\�5RER̆

Environmental, social, and governance (ESG) concerns will be a top priority for boards in 2021 and
beyond. Boards will be increasingly focused on environmental, diversity, social responsibility, 
resource sustainability, appropriate governance, and other ESG issues. However, the United States 
lags other regions in its attention to ESG issues and too often both boards and investors do not 
see an economic advantage in pursuing them. A recent Royal Bank of Canada (RBC) Global Asset 
Management Responsible Investment Survey�IRXQG�WKDW�MXVW�����RI�¿UPV�LQ�WKH�8QLWHG�6WDWHV�YLHZ�
ESG issues as important in investment strategy and decision-making, versus 94% in Europe and 89% 
LQ�&DQDGD��)UXVWUDWHG�([[RQ�0RELO�VKDUHKROGHUV�DUH�PRXQWLQJ�D�VLJQL¿FDQW�H̆RUW�WR�RXVW�D�VHW�RI�
board directors because of an ongoing lack of attention to ESG issues. The unfortunate reality is that 
WRR�PDQ\�ERDUGV�DUH�QRW�VWUXFWXUHG�WR�RSWLPDOO\�FRQVLGHU�(6*�LVVXHV�DQG�XQGHUVWDQG�WKH�EHQH¿WV�WKDW�
would come from addressing their impact.

WHY IS ESG OVERSIGHT SO IMPORTANT TO BOARDS?
,QFUHDVLQJO\��ERDUGV�UHFRJQL]H�WKDW�WKH�ULJKW�(6*�SROLFLHV�FDQ�JHQHUDWH�VLJQL¿FDQW�HFRQRPLF�YDOXH�� 
Boards also recognize that failure to appropriately manage risks arising from ESG issues can lead 
to reputational issues, government regulation and enforcement actions, private litigation, and an 
increasingly negative impact on shareholder value. Adoption of ESG principles is growing globally, 
according to the recent 2020 RBC Survey. Overall, more than 75% of the respondents integrate ESG 
principles into their investment approach and decision-making. The pandemic has required boards 
and investors to pay greater attention to supply chain risks and a host of ESG issues, including 
workplace culture and safety. Investor advisory groups, such as Glass-Lewis and ISS, and large 
Investors, such as BlackRock (an ESG leader) and State Street Global Advisors, are increasingly 
HPSKDVL]LQJ�(6*�LQ�FRUSRUDWH�SUR[\�GLVFORVXUHV�DQG�GLUHFWRU�HOHFWLRQV�PDWHULDOV��7KHVH�¿UPV� 
understand the consequences of climate change, are uneasyabout social unrest, and acknowledge the 
increased scrutiny coming from regulators.

(6*�LV�D�SULRULW\�RQ�DGYLVRU\�¿UPV¶�VXJJHVWHG������ERDUG�DJHQGD�LWHPV��)RU�H[DPSOH��.30*¶V�%RDUG 
/HDGHUVKLS�&HQWHU¶V������Board Agenda�LGHQWL¿HV�&29,'�����KXPDQ�FDSLWDO�PDQDJHPHQW�DQG�&(2 
succession, combating systemic bias and racism, refocusing on ESG, and crisis readiness and 
UHVLOLHQFH�DVLWV�WRS�¿YH�IRFXV�DUHDV�



$�UHFHQW�3HZ�5HVHDUFK�6XUYH\�VKRZV���RI����FRQVXPHUV�EHOLHYH�FRUSRUDWLRQV�VKRXOG�EH�DFFRXQWDEOH�
IRU�PRUH�WKDQ�SUR¿W��<RXQJHU�JHQHUDWLRQV�VXFK�DV�0LOOHQQLDOV�DQG�*HQHUDWLRQ�=�ZDQW�WR�ZRUN�IRU�
companies that align with their personal missions and those cohort groups look at how companies are 
handling issues such as climate change and diversity and inclusion. To attract and retain talent now 
and in the future, boards need to understand the demographic changes that are driving attention to 
ESG.

What Can Boards Do?
• Talk to your investor relations executives as well as your investors about what your

RUJDQL]DWLRQ¶V�VWUDWHJ\�LV�DURXQG�(6*�
• Have regular discussions at the board level on ESG.
• Make sure your proxy statements have appropriate information about board oversight and

disclosure of issues.

HOW ARE REGULATORS IN THE US AND ABROAD LOOKING AT ESG?
Regulators are paying increasing attention to ESG risk issues, but until now not always with 
FRQVLVWHQW�GLUHFWLRQ��3UHVLGHQW�(OHFW�%LGHQ��KRZHYHU��KDV�PDGH�HQYLURQPHQWDO�DQG�VRFLDO�LVVXHV�D�NH\�
part of his policy agenda.

$W�D�JOREDO�OHYHO��WKH�)LQDQFLDO�6WDELOLW\�%RDUG¶V��)6%¶V��7DVN�)RUFH�RQ�&OLPDWH�UHODWHG�)LQDQFLDO
'LVFORVXUHV�KDV�LVVXHG�D�FRQVXOWLQJ�SDSHU�RQ�)RUZDUG�/RRNLQJ�)LQDQFLDO�6HFWRU�0HWULFV��comments 
accepted through January 27th). The European Banking Authority has an open consultation on 
an approach to incorporate ESG risks into the governance, risk management and supervision of 
¿QDQFLDO�VHUYLFHV�FRPSDQLHV��comments accepted through February 3rd���,Q�HDUO\�'HFHPEHU��WKH�8�6��
6HFXULWLHV�DQG�([FKDQJH�&RPPLVVLRQ¶V�$VVHW�0DQDJHPHQW�$GYLVRU\�&RPPLWWHH�LVVXHG�preliminary 
recommendations that would require the adoption of standards through which corporate issuers 
would disclose material ESG risks.

Boards should anticipate that ESG disclosure requirements (and eventually compliance 
responsibilities) will apply broadly and will extend to organizational supply chains, including 
mandatory requirements for vendor disclosures as part of periodic third party risk management due 
diligence.

What Can Boards Do?
• Make sure your organization examines current, and draft, ESG regulations to understand and

comment upon regulatory direction.
• (QFRXUDJH�PDQDJHPHQW�WR�UHYLHZ�\RXU�RUJDQL]DWLRQ¶V�(6*�ULVN�PDQDJHPHQW�VWUDWHJ\�ZLWK

regulators and to explain its thinking about particularly important ESG elements.
• Ensure your organization will be able to comply with ESG regulations as they are released.

ESG METRICS: THE ESSENTIAL - BUT NOT QUITE READY FOR PRIME 
TIME - RISK MEASUREMENT TOOL
,W�LV�GL̇FXOW�IRU�DQ\�RUJDQL]DWLRQ�WR�NQRZ�ZKHWKHU�LW�LV�PDQDJLQJ�(6*�ULVNV�H̆HFWLYHO\�ZLWKRXW�D�VHW�RI
widely accepted ESG metrics in place. In recent introductory language to rules limiting investment
DGYLVRUV¶�DELOLW\�WR�LQFRUSRUDWH�(6*�FRQVLGHUDWLRQV�LQWR�VRPH�UHWLUHPHQW�SRUWIROLRV��WKH�³(%6$�
FRQFOXGHG�WKDW�WKH�ODFN�RI�D�SUHFLVH�RU�JHQHUDOO\�DFFHSWHG�GH¿QLWLRQ�RI�µ(6*�¶�HLWKHU�FROOHFWLYHO\�RU�
VHSDUDWHO\�DV�µ(��6��DQG�*�¶�PDGH�(6*�WHUPLQRORJ\�QRW�DSSURSULDWH�DV�D�UHJXODWRU\�VWDQGDUG�´�2WKHUV�
have recognized the issue and are attempting to address it.



2QH�LPSRUWDQW�H̆RUW��OHG�E\�WKH�:RUOG�(FRQRPLF�)RUXP��:()�� issued suggestions last September.
:()¶V�SURSRVHG�FURVV�VHFWRU�PHWULFV��GHVLJQHG�WR�ZRUN�DFURVV�DOO�LQGXVWULHV��ZHUH�EDVHG�RQ�¿YH�NH\
criteria:
-consistency with existing frameworks and standards
-materiality to long-term value creation
-extent of actionability
-universality across industries and business models
-monitoring feasibility of reporting

:H�EHOLHYH�D�WZR�WLHU�VHW�RI�PHWULFV�ZLOO�HYHQWXDOO\�HPHUJH�±�¿UVW��D�VPDOOHU�VHW�RI�(6*�PHWULFV�WKDW�DUH�
DSSURSULDWH�WR�RUJDQL]DWLRQV�DFURVV�DOO�VHFWRUV��DQG�VHFRQG��VHWV�RI�LQGXVWU\�VSHFL¿F�(6*�PHWULFV�

What Can Boards Do?
• Make sure your organization is paying close attention to emerging ESG Metrics.
• %H�VXUH�WKDW�\RXU�RUJDQL]DWLRQ�R̆HUV�FDUHIXOO\�FRQVLGHUHG�SHUVSHFWLYHV�ZKHQ�UHJXODWRUV�DUH�

requesting feedback on proposed ESG metrics (many are).
• Establish and track progress to achieving a clear set of ESG organizational goals.
• Ensure your organization will be able to comply with ESG regulations as they are released.

HOW ARE BOARDS ADDRESSING ESG ISSUES FROM A 
GOVERNANCE AND STRUCTURAL PERSPECTIVE?
Many boards are approaching ESG discussions either at the full board level or parsing issues to 
various committees, including:
-Audit or risk committees to oversee ESG related risks,
-Compensation committees to ensure diversity and inclusion,
-Corporate governance committees often to add a responsibility for overseeing sustainability issues,
�3XEOLF�UHVSRQVLELOLW\�FRPPLWWHHV�ZKLFK�RYHUVHH�PDWWHUV�VXFK�DV�VXVWDLQDELOLW\�DQG�RWKHU�SXEOLF�SROLF\
LVVXHV�WKDW�UHÀHFW�RUJDQL]DWLRQDO�FKDUDFWHU�DQG�FDQ�LPSDFW�UHSXWDWLRQ�DPRQJ�DOO�VWDNHKROGHUV�

Board risk committees can bring unique value-add when overseeing ESG related risks because they 
FDQ�EHVW�SODFH�WKRVH�ULVNV�ZLWKLQ�DQ�RUJDQL]DWLRQ¶V�RYHUDOO�ULVN�IUDPHZRUN��7KDW�LV�LPSRUWDQW�EHFDXVH�
one group of risks will likely impact others and overseeing any set of risks in a vacuum may create a 
sometimes strikingly incomplete picture of the risks actually facing an organization.

What Can Boards Do?
• Ensure that ESG oversight responsibilities are distributed to committees with appropriate

expertise.
• 5HFUXLW�(6*�WDOHQW�WR�WKH�ERDUGV�DQG�HVWDEOLVK�UHJXODU�IXOO�ERDUG�(6*�EULH¿QJV��DW�OHDVW�RQ�D

quarterly basis.
• 5HYLHZ�\RXU�RUJDQL]DWLRQ¶V�(6*�SROLFLHV��VWUDWHJLHV��DQG�ULVN�DSSHWLWH�RQ�D�UHJXODU�EDVLV�
• 8SGDWH�WKH�RUJDQL]DWLRQ¶V�ULVN�SUR¿OH�WR�LQFOXGH�DOO�LVVXHV�UHODWHG�WR�(6*�
• Invite outside experts to brief the board on such issues as climate change, diversity

(including board diversity) and inclusion, and social unrest.
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