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Uncertainty and ESG

In times of uncertainty, there is nothing more valuable than better information to 
inform action and create visibility and confidence in the path ahead. Giving in to the 
temptation of making quick decisions that are poorly informed is an ever-present 
danger. 

Decisions around ESG during this time are a minefield for good and bad decision-
making that will impact investor relations and shareholder sentiment for years. While 
good governance is relevant in all types of weather, boom or bust, there is no better 
way to test the effectiveness of governance than in a crisis. Companies with poor 
structures or poor decision-making will be exposed as they seek to rapidly amend 
glaring weaknesses in their policies. 

The leaders and executives responsible for these companies will be in the firing line 
of investors who will make judgements on these decisions through 2020 and 2021. 

This is an unenviable task. No company is perfect, or could have predicted today’s 
specific scenario, but past experience shows the better governed companies with a 
clear grasp on ESG and investor concerns will be better prepared to provide share-
holders certainty and confidence in their investments. 

Further, unlike prior crises, this time company responses and recovery will take place 
in the context of rapidly expanded investment stewardship. Investors have been 
building larger teams, analyzing wider swaths of businesses across a variety of time-
frames, covering not just what steps the board and management are taking but how 
they are taking them. In continuing signs of that trend, ESG shareholder resolutions 
were sharply up in early 2020 even before the pandemic hit and are seeing vastly 
higher levels of shareholder support. Even investors with historically restrained ap-
proaches to ESG have signaled far more willingness to take companies to task on 
ESG, including BlackRock, State Street and Neuberger Berman. 

This raises the stakes for companies across the market considerably, as ESG scrutiny 
continues to grow alongside the ongoing challenges of COVID-19. Decision-making 
needs to be clearly communicated, and an emphasis on engagement will offer clear 
advantages to smart corporate leaders. 

COVID-19: The New Rules for ESG
A practical guide to address investor concerns post-pandemic & 
how to best put your company's opinion directly in front of them

Coronavirus is challenging every company on the planet. In order to successfully navigate their firms through 
these uncharted waters, boards and executives must maintain the confidence of their investors who have 
also been hit hard and are now questioning their previously held assumptions. The volume, variety, com-
plexity and urgency of decision-making has rarely been higher and that’s before investors apply heightened 
and unforgiving scrutiny to those decisions.

Alongside the C-level and board directors, it is investor relations, corporate secretaries and general coun-
sels who will be on the frontlines navigating this perilous path.
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What ESG issues will the coronavirus pandemic impact?

In short, all.

For companies in the midst of proxy season, initial attention has been focused on 
the basics – not least, determining how to hold annual shareholder meetings safely 
and virtually.

With the dust settling and logistics (mostly) worked out, focus is quickly moving to 
decisions to be made on board composition, capital management, executive com-
pensation, risk mitigation, and every other element of ESG, as companies adjust to 
the new market reality for the foreseeable future. 

In times of crisis, natural or financial, macro or micro, it can be clearly observed that 
the contagion of one issue often spreads to other types of issues beyond those of 
most immediate or obvious concern. And that the reactions to a crisis often define 
longer lasting changes in behavior and market expectations. 

Things won’t be going back to normal. There will be a new normal.

In this new normal, it’s important to understand the factors that investors will be 
considering, and the key ESG areas where companies need to be prepared not just 
for meetings this year, but for the changes companies will inevitably need to make 
ahead of the 2021 proxy season.
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Disclosure and explanation

With circumstances and strategies changing minute to minute, clear communication is essential. Effective dis-
closure and rationales provided by companies will be particularly critical to investor assessments of whether 
changes made as a result of the pandemic are justified and address material concerns. Whether they are 
considering last-minute changes to the compensation program or a large and dilutive capital raising, inves-
tors are looking for reasonable and consistent decisions that are in proportion to the impact on shareholder 
interests and employees. 

Companies that have a good track record on governance, performance and the use of board discretion prior 
to the pandemic will likely be afforded more discretion than those that have not. If a company does not have 
such a track record, then additional explanation and disclosure is an effective way to address this and build 
more investor confidence over time.

Timing and certainty

In times of crisis, it is particularly important that the timing of decisions is not delayed or postponed signifi-
cantly on matters that are material to a company’s ability to address risks, manage operations and maximize 
shareholder returns. When uncertainty abounds, there is material value created by companies that can pro-
vide certainty to the market and receive it from their shareholders. That allows both parties to move forward 
with confidence in the company’s ability to respond and, in extreme cases, remain solvent. 

Those companies that move decisively during a time of crisis, in cooperation with their shareholders, are 
more likely to contain the damage and identify opportunities for positive outcomes that are in all parties’ 
interests. 

Engaging with your shareholders on these matters to get their support sooner rather than later is not only 
sound advice but may also surface new opportunities or risks not previously considered by your company 
that your investors have observed at other portfolio companies. 

Voting and meeting conduct

Shareholder voting is a primary tool for shareholders, particularly for passive and index investors, to ensure 
that the timing, disclosure and certainty of such decisions is prioritized. Many matters require a shareholder 
vote despite the current crisis. This is a primary reason why investor groups have been open to switching 
2020 annual shareholder meetings to a virtual-only format with little notice.

That said, companies should be mindful not to use the crisis to dismiss or hamper the ability of shareholder 
proponents to put forward their resolutions, speak at virtual meetings and have shareholders vote on such 
ESG matters.

Investor groups are already coordinating to hold companies accountable if they are disenfranchised at com-
pany meetings. Poor behavior or treatment towards shareholders is an open invitation to activists and law-
suits and will certainly be reflected in  shareholder sentiment, votes at future meetings and recommendations 
from proxy advisors.

Three Pillars to Establish Shareholder Confidence 
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Risk management & oversight 

Shareholders have always been vocal about the traditional risk oversight respon-
sibilities of boards, particularly with regards to fraud, capital management and 
business operations. With the rise in stewardship the scrutiny of emerging risk 
oversight across climate, human capital and cyber have become particularly pro-
nounced. The pandemic has found many companies and boards wanting, with 
insufficient risk oversight exposed by all too frequent reliance on government bail-
outs, poor quality debt and dilutive placements rather than robust risk manage-
ment. 

In particular, the level of scrutiny applied to climate risk prior to the pandemic is 
likely to be dwarfed going forward, after so many companies have struggled with the 
largely temporary impacts of COVID-19 (including stranded oil and gas assets) vs the 
very permanent impacts of climate change.

Boards' risk and audit committees should be prepared to engage with shareholders, 
and for far higher scrutiny of their oversight of emerging, black-swan and long-term 
risks. This is of immense concern to all shareholders, and boards should be reassess-
ing how they determine, weight and manage for known and unknown risks; what 
they should be considering that they haven’t in the past; and how they can give con-
fidence to their investors that they are capable of effective oversight. 

Diversity is now more important than ever

For boards, there is particular risk in the lack of age and gender diversity among 
company directors, and to a lesser extent management, given men and those aged 
65 and over are much more likely to die or become seriously ill. 

Much like shareholder concerns with overcommitment, this lack of diversity presents 
a systematic risk to portfolios. Directors typically sit on several boards, and one sick 
or deceased director can have a compound effect on the capacity of other directors 
at those companies, which then spreads to the other companies those directors sit 
on, and so on.

If your shareholders haven’t raised it yet, expect the systematic risks of your board’s 
age and gender to be the next topic in a push to further diversify boards.

ESG in Focus
Boards

Directors have experienced immense growth in the demands on their time and investor scrutiny of board 
decisions and elections well before the virus shook the markets. Crises like the pandemic are why. Boards 
that heeded investor calls are well-positioned from a risk and ESG perspective to navigate the sea of for-
merly unthinkable scenarios. Those that didn’t now need to rapidly adapt, as investor scrutiny will increase 
further post-pandemic.
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Succession planning & board renewal programs will be put to the test

Already an area of shareholder focus, board composition is only going to get more 
attention. Reduced attendance rates and changes in committee and board inde-
pendence are the most likely early consequences, with directors, particularly those 
already overcommitted, reducing their board seats as the crisis increases demands 
on their capacity. 

Given the demographic time bomb of most boards, companies need to ensure their 
plans reflect the potential for increased director and management turnover beyond 
prior assumptions. This is an opportunity to expand succession and renewal planning, 
identify new talent before it becomes highly sought, and find a respectful way to 
communicate those plans internally and externally. 

Survival requires adaptability

There may be a risk to the effectiveness of board meetings and decision-making 
from going entirely remote without specialized software or clear governance pro-
cedures. Demands on directors’ time are increasing, complicating the adjustment to 
new processes. However, that risk is strongly preferable to the director community 
infecting themselves by not practicing social distancing standards and avoiding the 
physical board room.

Board meetings, investor roadshows and engagement meetings going forward will 
all be affected, so companies need to demonstrate to shareholders that they are both 
comfortable and familiar with conducting meetings and making decisions virtually. 
Don’t be the U.S. telecommunications firm who in 2020 couldn’t figure out how to 
run a virtual meeting that allowed shareholders to speak from another location. 

Ultimately, the ability to successfully navigate the crisis and outperform competitors 
will highlight the stark differences in the effectiveness of boards, directors, and their 
governance structures. Past crises have shown well governed companies who made 
the right decisions during the good times are well prepared and durable during a 
crisis, and far better positioned to deliver shareholder returns afterwards.
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Salary cuts are a good start, but they’re not a compensation policy

Responsible companies hit hard by the shock have already taken early and decisive 
action to roll back planned salary increases or above-target bonus outcomes, shar-
ing the pain felt by employees and shareholders. It’s a good start, and one that will 
be appreciated by investors and employees. But it’s only a start. The overwhelming 
value of executive pay is in incentives and equity. 

As companies reassess their businesses, they’ll need to rethink metrics, goals, and 
wider incentive structures to ensure that the compensation policy remains fit for 
purpose. This is not an easy task, is fraught with shareholder danger and difficult 
conversations with executives. Transparency and thoughtful explanations are key.

No need to rush

It may be clear that the existing policy is no longer appropriate, and executives may 
be demanding changes, but making wholesale changes, without a compelling align-
ment to the company’s strategy or clear line of sight to a return to normalcy, risks 
compounding one problem into many. Boards are ultimately accountable to share-
holders and they should remain focused on the long term, even when experiencing 
short term shocks.

Boards should be cautious and generally defer to thoughtful disclosure while ask-
ing shareholders for flexibility and relying on discretion in the short term. Sweeping 
changes will only serve to heighten shareholder concerns  on repricing, dilution, burn 
rates, hurdle adjustments, changes to vesting periods, caps and cuts on incentives, 
and the quality of disclosure. 

ESG in focus
Executive compensation

Investor losses sustained in the initial market shock will be the context for assessing Say-on-Pay, equity 
plans, and overall compensation outcomes over the coming years. Companies with strong pay structures 
will be challenged to abide by them, and firms with less robust programs will be forced to choose between 
lying in the bed they’ve made or changing arrangements and all but guaranteeing shareholder ire.
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Keep outcomes aligned…

The stark reality is that for many workers, including executives, they should not ex-
pect to be worth as much as they were before the crisis, because their free mar-
ket value as human capital has now changed. There is a heavy burden of proof for 
boards and executives to justify their compensation levels in a drastically different 
market for talent.

Trying to make executives whole at even further expense to shareholders and other 
employees is a certainty for proposals to be rejected and boards to get thrown out. 
Even those companies who project a “business as usual” approach to executive pay 
will face opposition if employees and shareholders see their own “paychecks” cut. 
Companies would be wise to avoid this.

…but not too aligned

With many companies’ strategic priorities up in the air, a return to heavy stock op-
tion grants presents a simple way of tying executive pay outcomes to shareholder 
experience – perhaps too simple. After the global financial crisis, shareholders saw 
much of their capital paid out to executives based on market-wide recovery. 

This time around, shareholders will be looking for additional performance criteria, 
and reviewing whether the exercise price reflects a fair average or the stock’s nadir. 
IAMGOLD’s decision to shift 2020 grants from options to performance-based equity 
“in order that executives do not unduly benefit from a depressed share price” pro-
vides an instructive counter to the path not to follow, as illustrated by Sonic Automo-
tive and their 2020 decision to switch performance-based equity at higher prices 
with lower priced equity with no hurdles other than turning up to work.
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Be highly sensitive to what you’re asking of investors

Some companies will need to seek more flexibility in their approach to dividends, 
buybacks and particularly in carrying out capital raisings that are well beyond the 
levels shareholders are used to granting in accordance with their strict best practice 
approaches. 

This is an area where disclosure and explanation are key. Investors are exceptionally 
sensitive to dilution and loss of income and will need to be convinced that it is in their 
long term interests not to dogmatically apply their pre-existing balance sheet policy 
standards.

ESG in Focus
Balance Sheets & Capital Management

For most issuers, the balance sheet is the epicenter. Widespread pausing of buyback programs and sus-
pension of dividends has occurred. Companies and industries unable to access government stimulus have 
found that private equity and the capital markets still have a healthy appetite for both stock and debt.
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Stay alert and expect the unexpected

Broadly speaking, the current disruption could result in delays to existing campaigns, 
if only given the mechanics of moving meeting dates, holding virtual meetings and 
the use of short-term poison pills.  That said, these same market conditions have re-
vealed new opportunities for activism. Some activity will be driven by survival or op-
portunism but it seems with inexpensive debt and record high dry powder in private 
equity, firms, and likely some issuers, are already stalking the hardest hit sectors. 

Where boards prefer to maintain management focus on day-to-day business health 
and stability,  the ongoing trend for settlements with investors is likely to continue. 
Other boards are choosing to use short-term poison pills, with the support of proxy 
advisors such as Glass Lewis, to prevent distractions and focus their attention on 
more immediate coronavirus concerns. 

Big fish, little fish

Activity will likely vary by market cap. Larger firms have been more willing to pur-
sue settlements to avoid potentially costly and distracting shareholder campaigns, 
whilst mid-level and smaller firms with more variable quality in boards and activist 
ideas may be inclined to slug it out, taking campaigns to a shareholder vote.

As conditions begin to stabilize, the number of contests and deal volume is expected 
to increase in the second half of this year and into 2021, with an increase in share-
holder votes to follow if settlements are not widespread – particularly as poison pill 
protections expire, and outside of the largest listed companies.

ESG in Focus
Activism and M&A

As the wake of the pandemic becomes clearer in the water expect to see a significant increase in activity. 
During the global financial crisis, poor governance and shareholder returns, particularly when avoidable, 
inspired a wave of shareholder activism, M&A, lawsuits and consolidation as macro conditions improved. 
The current crisis will likely unfold along similar lines.
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Shifting timeframes and priorities

Investors will still be approaching ESG issues from a long-term perspective, but en-
suring that companies are able to operate in the short- to medium-term is also a very 
important consideration. Issues that appeared accretive in the context of a strong 
market may not make as much sense in the midst of this crisis and the very material 
challenges that many companies are now facing in the short to medium-term. 

Companies should feel comfortable in explaining to shareholders why undertaking 
some  resource-intensive actions or reporting immediately could undermine their 
ability to respond to more immediate concerns that are also in shareholders’ inter-
ests. Assurances that such issues will be addressed following these more immediate 
concerns will be warmly welcomed by shareholders.

Nobody is prepared for climate change risk

The impact and lessons from exposure to the temporary risk of the pandemic has 
highlighted how poorly equipped not just companies, but investors and govern-
ments truly are for the largest permanent risk that is known to the world.

Companies should prepare for shareholder concerns and questions around climate 
risk to reach record levels next year. There is likely little tolerance remaining for inac-
tion and poor disclosure after the shock of a relatively smaller risk in the form of this 
pandemic.

Human capital needs more attention

Despite vast and increasing automation and use of technology, the pandemic has 
made clear the very “essential” value in human labor and capital. With widespread 
layoffs, varied treatment of employees, concerns regarding quality healthcare and 
the failure to provide safe working environments at many companies, this sharehold-
er concern is likely to have a breakout moment in shareholder proposals next year. 

This concern has been bubbling away for a number of years, but companies should 
be well preparing additional action, disclosure and engagements on human capital 
concerns to head off a likely increase in related shareholder proposals.

ESG in Focus
Shareholder Proposals

Investors assess shareholder proposals regarding environmental, social and governance concerns on the 
bases of materiality to the business’ risk and returns. While that basic calculus hasn’t changed, the context 
has, significantly.
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Expect more proposals next year

Both investors and issuers should be mindful that many of the shareholder proposals 
this proxy season may not adequately account for companies’ current circumstances 
or constraints. With filing deadlines months in advance, the content of most share-
holder proposals will likely not include any consideration of the pandemic or related 
crisis. And yet there has been a sharp increase in shareholder proposals on ESG in 
2020. 

In short, the impact of the pandemic and related crisis may not be immediately obvi-
ous by looking at the shareholder proposals on a company’s 2020 AGM agenda. All 
companies and shareholders are now thinking the unthinkable across a wide variety 
of ESG risks that were routinely dismissed by many companies in the past. That won’t 
be permitted by shareholders going forward, so companies should engage early and 
often, preparing for an inevitable wave of shareholder proposals coming in 2021. 
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Oil and Gas

There are risks all across the current landscape, but oil and gas companies are facing 
a unique triple threat. The accumulation of high and poorly rated debt, the Saudi-
driven plunge in oil prices and shrinking demand due to the pandemic, social dis-
tancing measures and resulting long-term changes in consumer behavior threaten 
the continuing business of many companies in the sector. The threat will be particu-
larly notable for companies involved in fracking, where higher levels of poor debt are 
now harder to repay or refinance as the price of crude oil falls toward and below the 
cost of shale oil production. 

Investors will be closely monitoring how companies respond to protect shareholder 
value in exceptionally challenging conditions that will likely include many restruc-
tures and bankruptcies. They will also be monitoring how the closely-related plastics 
industry is impacted given the high level of shareholder concern and proposals re-
lated to plastics we expect to see this year.

Consumer Discretionary, Consumer Staples & Industrials 

From travel, hospitality and retail, to food, transport and manufacturing, companies 
relying on consumer spending are facing a test. For certain sectors the COVID-19 
crisis has merely accelerated ongoing trends, such as the shift of shopping habits 
from physical to digital that have brought several traditional retailers to bankruptcy. 

The pandemic is serving as a diagnostic for strong shareholder oversight, illumi-
nating underlying problems with risk management where boards and management 
gave themselves insufficient margin for error – including excessive buybacks and 
distributions to shareholders at the expense of investing in the long-term growth 
and development of the company and its ability to withstand such shocks.

Companies should be well prepared to not only answer what they’re doing as a re-
sult, but explain to shareholders what they failed to do and could’ve done better be-
fore and during the coronavirus pandemic. Not doing so will simply encourage more 
scrutiny and skepticism, dampening shareholder confidence and inviting activists 
over time as companies in certain industries struggle to recover.

Sector-Based Risk

While companies across the board will be hard hit, a few sectors truly stick out. 
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How can Glass Lewis help?

Glass Lewis is the advisory firm that your investors trust as the experts in ESG. We also help companies navi-
gate these issues successfully and with confidence. We offer open engagements with our analysts on all ESG 
issues, free data checking and policy change notifications. However, it is abundantly clear that context and 
targeted communication on ESG issues is more important than ever in advance of your company’s meeting.

To ensure that issuers can speak directly to investors when they are making their voting decisions, Glass Lewis’ 
Report Feedback Statement (RFS) gives every company we cover the opportunity to have their unedited 
opinions included with our research and delivered directly into the hands of the voting decision-makers at 
investors with $35 trillion in AUM.

Why use the RFS?
Global – Available for all annual and special meetings, including transactions and contests.

Uncontested – Glass Lewis will not edit a company’s feedback or include its own competing statement, 
maintaining the independence of both parties’ views.

Integrated – Company feedback is included with every report for every investor client, enhancing trans-
parency and allowing investors to conveniently and directly compare the opinions of company manage-
ment to those of Glass Lewis.

Delivery – Every investor will be directly notified, emailed and have access to the company’s feedback 
on Glass Lewis’ voting and research platforms.

Voting – Every investor making a vote decision will receive the company’s feedback with the time and 
ability to still make or change their voting decision.

Timing – Companies will be granted up to 7 days to respond, without delaying Glass Lewis’ market lead-
ing timeliness of delivering independent research.

Accuracy – Glass Lewis will continue to correct any errors found in its research, including when a com-
pany is unable to pre-screen the data used by Glass Lewis.

Cost – Any company who purchases a specific Glass Lewis report will automatically have the right to 
submit an RFS at no extra cost.

Engagement – Companies and investors will be equally informed, saving them precious time and re-
sources by no longer having to include specific discussions of Glass Lewis research in their private en-
gagements.

Consistency – Prior research reports, without company feedback, will be removed so companies have 
the certainty that every investor has access to the same research report and recommendations.

How to use the RFS?

Any company that purchases a Glass Lewis report will now automatically have the right to submit an RFS at 
no extra cost.

To learn more about how Glass Lewis can help you and your company visit https://www.glasslewis.com/issuer-
overview/ or email us at engagegl@glasslewis.com

https://www.glasslewis.com/issuer-overview/
https://www.glasslewis.com/issuer-overview/
mailto:engagegl%40glasslewis.com?subject=IR%3A%20More%20info%20about%20the%20Report%20Feedback%20Service
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