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What is ESG?

How a company performs as a 
steward of the physical 
environment by utilizing 
natural resources impacting 
environment, both through 
direct operations and across  
supply chains.

How can a company manage its 
relationships with all its 
stakeholders (its workforce, the 
societies in which it operates, 
and the political environment)

Transparency of decision-making 
and distribution of rights and 
responsibilities among different 
participants in corporations, 
including the board of directors, 
managers, shareholders, and 
stakeholders.
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• ESG- Evolution and recent developments

• E - Environmental - Sustainability matters with impending physical and transition risks of climate change

• S - Social Considerations- Human capital is more important than ever in Post COVID world

• G - Governance - Stakeholder demands on Accountability and Transparency continue rising

• Challenges and strategies to prepare



ESG and Sustainability are two sides 
of same coin

In 2015, 193 UN 
member states 
defined 17 
Sustainable 
Development 
Goals as a call to 
solve the world’s 
most urgent 
development 
challenges
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ESG and cost of mitigating the risks has captured 
the mindshare of investors and corporate boards

Mentions of “ESG” and “cost” in global corporate documents
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There has been a flurry of recent pronouncements regarding 
climate risk impacts- and it is just the beginning

First voluntary set of reporting standards for the 
investment industry, aimed at providing 
transparency and comparability of investment 
products with ESG-related features.

Beginning on November 4th, restaurants, convenience stores and other food-service businesses are required to comply with 
a new NJ state law that prohibits them from providing customers with single-use plastic drinking straws unless the customer 
has specifically requested one.

Companies to be covered by the new legislation include UK registered companies, trading on a UK registered market, with 
more than 500 employees, as well as private companies with over 500 employees and £500 million in revenue.

New Publications

• The Impact of Climate Change on Housing 
& Housing Finance
Mortgage Banker’s Association - 09/2021

• A Roadmap to Building a Climate Resilient 
Economy
White House - 10/2021

• Climate Action Plans 
HUD, VA, USDA – 10/2021

• Report on Climate Related Financial Risk
Financial Stability Oversight Council – 10/2021
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What has changed in momentum 
around ESG/sustainability?

HAS BEEN
1. Optional and public relations-oriented

2. An inconvenient business nuisance often given 
minimal attention and/or lip-service

3. Qualitative disclosures in annual and quarterly 
financial reports

4. Minimal and voluntary standards by rulemaking bodies

5. General consideration of climate change in industry 
sector regulatory policy

BECOMING
1. Standard practice or obligation to stakeholders

2. Credible commitments and embedded in strategic 
decision-making due to public emphasis and 
commercial relevance

3. Quantitative risk estimates and sensitivities 
consistent with reporting standards set by 
organizations like Climate Disclosure Standards 
Board

4. RFI published by agencies like SEC and FHFA

5. Quantification and sensitivity analysis around total 
portfolio emissions or climate-stressed losses
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What is ESG?

• Climate change: contribution & GHG emissions/tracking
• Climate change: prevention & resiliency/adaptation
• Energy: uses & efficiency
• Air quality: pollutants/controls
• Water: uses, rate & pollution
• Waste: management/recycling
• Ecosystem usage: impacts dependency; mitigation
• Innovation: eco-friendly products & services
• Capital investment: hardened or natural systems

Physical Risks
Acute & Chronic

Transition Risks
Policy, Behavioral & Technology Shifts
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• Increased property damage

• Rise in mortgage default and prepayment risks

• Rise in volatility of house prices

• Impairment of NFIP (National Flood Insurance Program)

• Higher costs and litigation risks 

• Climate-related requirements in building codes/ HVAC systems

• Impact of carbon taxes on energy intensive materials

• Higher costs of new development and construction

• Expensive retrofitting

• Availability of sufficient insurance to mitigate these risks

Risk impacts of “E” are varied 
and multi-dimensional

• Insurance cannot provide a solution when… 
(1) the actuarially-fair price of insurance becomes too expensive to purchase; 

(2) the probability distribution of the event to be insured against is impossible in practice to estimate; or 

(3) the event to be insured against is no longer a risk, that is, it is a certainty (or near certainty). These limits to insurance apply equally to all other 
forms of risk sharing and risk transfer.

Real estate Financial Institutions
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Example: Climate Change - Coastal Flooding
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Capital Investment Risk
Operational Risk

Legal/Regulatory Risk
Environmental Risk

Financial / Lending Risk

Evaluating Risk –
Business/Facility/Legal Risk Factors
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A Due Diligence Road Map
• Identify potential impacts/risks: mapping where & what kind

• Sort the impacts/risks: physical/capital, operational, environmental, legal, 
financial/lending categories

• Create a schedule of impacts/risks: projected timetable for impacts/risks and 
evolving patterns and related variables

• Consider local/state/national conditions, policies and responses: surrounding land 
use trends and policy reactions to projected impacts/risks (defend, adapt, retreat)

• Consider financial and insurance markets: current and expected availability of 
equity/loans and insurance to address projected needs and mitigate risks

Evaluating Climate Change Risks for Business 
Properties and Security Interests
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Financial Institutions are under pressure to disclose 
Scope 3 emissions, which is a complex undertaking

Scope 3 emissions include a 
corporate's upstream and 
downstream value chain as well 
as business travel, leased 
assets, and even bank lending 
exposure. It is typically the 
most difficult to calculate and 
involves a lot of estimation. 
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Scope 3 emissions: banks can make use of 
sector-based insights as the first step

Above Average

Agribusiness
Autos & Auto Parts
Building Materials
Chemicals
Forest & Paper Products
Tech (Hardware/Semiconductors)
Metals & Mining
Oil & Gas
Power Generation
Transportation

Average

Aerospace
Capital Goods
Consumer Products
Containers & Packaging
Homebuilders/Developers
Retail

Below Average

Business & Consumer Services
Defense
Engineering & Construction
Healthcare
Leisure
Media & Entertainment
Regulated Utility Networks
Tech (Software/Services)
Telecoms

Above Average

Autos & Auto Parts
Consumer Products
Defense
Engineering & Construction
Forest & Paper Products
Tech (Hardware/Semiconductors)
Leisure
Media & Entertainment
Metals & Mining
Oil & Gas
Power Generation
Regulated Utility Networks
Tech (Software/Services)
Telecoms

Average

Aerospace
Agribusiness
Business & Consumer Services
Chemicals
Containers & Packaging
Healthcare
Homebuilders/Developers
Retail
Transportation

Below Average
Building Materials
Capital Goods

Relative Exposure to Environmental
Factors by Sub-Industry

Relative Exposure to Social Factors by Sub-
Industry
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What is ESG?

• Workforce:
• Diversity & equity
• Training & education
• Health & safety

• Customer:
• Health & safety
• Info transparency
• Privacy

• Community:
• Poverty, displacement & disparate impacts
• Engagement opportunity

• Supply chain: risks & oversight
• Product risk control & liability

Businesses exist to serve multiple 
stakeholders—including customers, 
employees, communities, the 
environment, and suppliers—in 
addition to shareholders



Social issues are broad and cover a variety 
of public policy objectives

Source: Porter and Kramer (2006)Source: Deutsche Bank AG
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What is ESG?

• Corporate Governance 
• Codes of conduct & business principles
• Accountability
• Transparency & disclosure
• Executive pay
• Board diversity & structure
• Bribery & corruption
• Stakeholder engagement
• Shareholder rights 
• Corporate governance
• Corporate behavior

Historically, poor corporate governance practices 
have stood at the core of some of the biggest 
corporate scandals.

Governance risks and opportunities will likely increase 
as social, political, and cultural attitudes continue to 
evolve.
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ESG issues are complex and challenging. 

• Challenges exist around data access and availability, particularly around supply chains and disparate internal systems
• Lack of standardization and clarity around reporting standards
• Need to balance ESG initiatives with other business impacts

• Doing well and doing good go hand in hand
• Data visibility is the key to intelligent analysis and accurate decision making

No wonder, even large corporates find their executives and directors deficient or inconsistent in 
tackling the issues

9
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• What is credit exposure to 
different industries and 
sustainability-related risks and 
opportunities?

• What is the approach to the 
incorporation of ESG factors into 
financing, lending and decision-
making process

• Understanding climate change 
projections and impact models to 
forecast nature and timing of 
risks

Owners, executives and Boards need to closely monitor a variety of 
topics to ensure resilience of their businesses in the new landscape

• How does the company identify 
and address vulnerabilities and 
threats as well as prevent data 
security breaches?

• How do the company's lending 
practices promote small 
businesses, community 
development, and financial 
literacy? 

• How does the company manage 
financial inclusion and capacity 
building with risks associated with 
lending to unbanked, 
underbanked, or underserved 
customers?

• How has the company performed on 
preventing fraud, insider trading, anti-
trust, anti-competitive behavior, market 
manipulation, malpractice, or other 
illegal activities? 

• How does the company ensure the 
effectiveness of its whistleblower policies 
for timely identification of illegal 
activities within the firm?

• How does the company manage its 
capital requirements and is it well 
positioned to absorb shocks arising from 
financial and economic stress? 

• How is the company positioned to meet 
regulatory requirements and respond to 
changes in regulation? How does this 
vary geographically? Source: SASB

Business Model/Innovation Leadership/GovernanceSocial Capital
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Navigating ESG Disclosure 
Regulation for US Companies
Steps Actions
Practical Guide 1: Determining what 
to include in your sustainability story

 Lengthy CSR/Sustainability/ESG reports are becoming a thing of the past. 

 Reach agreement on whether you will use materiality as a standard for your disclosures and what you mean by “material.” 

 Take a fresh look at your analysis and process for determining what issues meet your disclosure standard.

 Regardless of the disclosure standard and analytical framework you use, stakeholder input is vital. 

Practical Guide 2: Telling your 
sustainability story authentically and 
effectively

 Align your sustainability story with your company’s business strategy. 

 Engage your employees 

 Tell your story through a tiered approach, including a main narrative focused on the highest priorities and supplemental data-
heavy communications focused on specific areas of stakeholder interest. 

 Perhaps the biggest challenge facing companies is accommodating business partners. 

Practical Guide 3: Stakeholder 
engagement and telling your 
sustainability story reliably

 Embrace balance in your disclosures. 

 Maintain a dialogue and transparency during a sustainability-related crisis.

 Consider ramping up the use of external sustainability assurance services to ensure the reliability of your reporting.

Practical Guide 4: Dealing with 
regulations, reporting frameworks, 
and rating agencies

 Prepare for increased and multitiered regulation of ESG disclosure

 The reporting frameworks may be consolidating, but don’t expect much change in the near term

 Don’t go chasing after all the ESG rating firms
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A holistic approach is necessary to make strides in 
understanding and mitigating ESG related risks

Pressure has increased to mitigate 
climate risks and adapt to the new
expected conditions Adjustments required across

risk management framework

Physical Risks
Acute & Chronic

Transition Risks
Policy, Behavioral & 
Technology Shifts

Risk Measurement & Tools
Climate Scenario Analysis

Incorporation in borrower and deal-level 
credit risk assessments (risk ratings and 

underwriting)

Metrics & Targets
Climate-related Limits
Sector Exclusion Policy

Climate Risk Identification
Risk Reporting

Business / Risk Strategy
Strategic / Financial Planning Concentration 

Limits
Pricing

Risk Organization and Governance
Governance Risk Organization

Risk Appetite
Climate Risk Appetite Statement

Opportunities

Floods
Hurricanes
Wildfires

Rise in sea level
Rise in temp.

Changes in precipitation
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Diagnostic Phase Set-up Phase Reporting Phase

ESG HEALTH 
CHECK & DATA 
FOUNDATION

ESG REPUTATIONAL
RISK ASSESSMENT

ESG 
FOUNDATIONS

ESG 
REPORTING

 Where is Bank today?
 What is being measured and 

reported?
 What are the data sources?
 Where does Bank want to be?
 What data is required to get there?
 Identify any data holes & solutions 

to plug them.

 How is Bank ESG initiatives 
perceived by market?

 How do Bank disclosures 
and market perception 
compare to peer banks?

 Set ESG risk appetite statement
 Establish risk organization and 

governance around ESG
 Aid in development of risk 

measurement tools, metrics and 
targets for ESG related risk.

 Set up Board reporting of 
appropriate ESG metrics  

How to address ESG related risks
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QUESTIONS?

hpollard@williamsmullen.com
(804) 420-6537 abhargava@srarisk.com

(804) 201-7628

Denise.counce@townebank.net
(757) 673-1888

Please note: The presentation contains 
general, condensed summaries of actual legal 
matters, statutes and opinions for information 
purposes. It is not meant to be and should not 
be construed as legal advice. Individuals with 
particular needs on specific issues should 
retain the services of competent counsel.
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