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Introduction

In the 1990s and early 2000s, it was not unusual for corporate boards to be
composed predominantly of CEOs and CFOs. Yet today, progressive leaders and
board directors acknowledge that limiting a board to such narrow expertise is a
long-antiquated, and restricting, approach to governance. It is widely recognized
that boards lacking diversity in experience, functional expertise, age, gender, and
ethnicity open themselves to risk, short-sighted thinking, and limited financial
performance. Progressive boards of today are bringing in experts such as Chief
Marketing Officers, Chief Product Officers, Chief Human Resources Officers, and
Chief Revenue Officers. Through skill-set diversification and forward-thinking,
strategic companies leverage their boards to tackle their greatest imperatives
and proactively respond to issues that matter most to both society and
shareholders. We are now at the cusp of one of the greatest boardroom shifts of
our times - giving ESG executives a seat at the table.

Increasingly, environmental, social and governance (ESG) is one of the foremost
preas of concern by shareholders and stakeholders alike. ESG performance is a
focal point of pressure on boards, yet most are ill-equipped to respond. ESG
issues affect the end-to-end operations of businesses, from building a diverse
and inclusive workforce to adapting to global supply chain disruption due to
climate change. These issues shed light on the two greatest issues of the proxy

season: climate and racial equity.

A strong commitment to ESG, and a just-as-strong strategy, is both a moral and
financial imperative for boards. Just as CFOs and CEOs are placed on boards to
reflect a commitment to management and fiduciary responsibility, Chief
Sustainability Officers, Chief Diversity Officers, and other ESG executives must
have a presence in boardrooms around the world to strategically address these
ever-present business challenges.

This whitepaper covers how ESG relates to all areas of your business and every
stakeholder and outlines why a Chief Sustainability Officer, Chief Diversity Officer,
or similar ESG executive is an imperative on the boards of businesses that claim to
truly care about the world, climate change, environment, and society.

The Greatest Boardroom Shift of Our Times: Giving ESG a Seat at the Table



https://www.nasdaq.com/articles/a-record-year-for-esg-shareholder-resolutions-2021-06-28

~@ ATHENA

 ALLIANCE

The ESG business mandate

In 2020, the world was burning. Wildfires swept across the West, crippling
supply chains and wiping out billions of dollars in assets. The murder of
George Floyd also set society on fire with the call for equity and
accountability. In response, shareholders improved ESG
performance in record numbers.

Bill Gates, in his recent book How to ~ ™
Avoid a Climate Disaster, says of solving

the climate crisis, “The world has never B I L L G AT E s
done anything quite this big.” In ten
years, severe weather events, intensified

by climate change, will come with an H 0 w T 0
pnnual pricg tag of $35 billion.

Increasing severe storms, sea level rise,

high temperatures, and drought pose a Av 0 I D A
massive risk to business operations

continuity and, ultimately, profit. In

recent years, there has been a notable c L I M AT E
increase in severe storms, sea, drought,

and energy costs, shifting the patterns in

energy use and wind and solar. If D I S A S T E R
greenhouse gasses are not cut to levels
in the Paris Climate Accord, the US will

[ikely realizg a 10.7% reduction in GDP.
These overwhelming business risks have

THE SOLUTIONS WE HAVE AND THE
BREAKTHROUGHS WE NEED

an increased regulatory focus on
disclosure of climate risk by the

Securities and Exchange Commission.
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The tragic murder of George Floyd, and the long overdue societal outcry,
created an putpouring of demand for business accountability related to JEDI
practices. In response, boards are with JEDI issues with increased
urgency. Building a culture of diversity and inclusion is not only the right thing

to do, it also makes good business sense. A classic McKinsey study] found that

companies with strong diversity, both gender and racial, outperform their
industry’s median financial result. By 2045, the population of the US will be
populated by a majority of people of color, a notable business opportunity for
savvy businesses.

In the boardrooms of years past, issues related to Sarbanes-Oxley ruled
boardroom agendas. In the age of Sarbanes-Oxley, where corporations of all
sizes were rushing to meet new financial regulations, it was necessary to add
a Chief Finance Officer (CFO) on the board to lend credibility, expertise, and
guidance. There was a clear link between the greatest concerns of the board
and the experts who sat around the table to address them. The same is true
with the era of Digital Transformation, which resulted in the increased
presence of Chief Technology Officers (CTO) in the boardroom. Yet today — as
organizations around the world grapple with strategic responses to ESG issues
like climate change, JEDI, and more — many still hesitate to place an ESG
executive in the boardroom.
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ESG and brand value

Shareholders are not the only ones calling for change. Consumers have joined in
on the call for action, voting with brand loyalty and buyer choice.

Every company decision is a brand decision. Company strategy,
operations, and culture are inextricably intertwined into the
brand purpose, promise, and perception.

It is no secret that brands with a big vision and purpose — the ones that seek to
make the world a better place — have[stronger brand affinity in the hearts and

minds of consumers.

For example, a recent report by Accenture shared data from a survey of more
than 6,000 consumers worldwide about their buying preferences related to
sustainable products. More than half of respondents said they would be willing to
pay more for sustainable products. Additionally, Accenture reports that, “83% [of
respondents] believe it’'s important or extremely important for companies to
design products that are meant to be reused or recycled. Nearly three-quarters
(72%) of respondents said they’re currently buying more environmentally friendly
products than they were five years ago, and 81% said they expect to buy more
over the next five years.”

Companies that are dedicated to growing brand and mindshare must embed ESG
into their brand strategy. Generations X and Z, especially, are willing to

for products that deliver on the sustainability promise. Companies with
strong ESG performance lead the way in terms of financial returns and consumer
loyalty and reputation. ESG executives bring strategic expertise to boards that is
good for business.
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ESG issues: high risk and high visibility

Another pressing ESG-related issue at the
board level is the company-wide risk
presented by not addressing these challenges
at the highest ranks of leadership. While
boards are tasked with reducing risk to the
business, led by the Audit Committee, the
breadth of risks ignited by ESG is often
overlooked. ESG challenges require even the
most reluctant businesses to plan for
unimaginable scenarios. From site locations
and where to open a warehouse to how goods
are distributed in a way that will not be
severely impacted by extreme weather,
businesses are increasingly vulnerable to the
impact of the planet, and rising insurance
costs continue to prove it.

Consider climate change, which is causing real
disruption in energy supply, water supply,
commodities markets, and real estate
investment. These disruptions have a material
impact on company profitability, such as the
recent deep freeze in Texas where billions of
dollars of economic loss were tied to shifting
weather patterns. Scientists that
society can anticipate ongoing disruptions in
our supply chains due to increasingly severe

weather, and it will impact every industry
across the planet, from agriculture to banking
to SaaS.
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Harvard Business Review reports

“...the growing importance of material ESG issues in creating
financial risk and opportunity: Studies have shown an outperformance
of companies exhibiting good performance on material ESG issues
driven by operational efficiencies (i.e. reduction in waste, less volatile
supply chains), innovation (i.e. new technologies that change the
category such as Nike's Flyknit sneakers), improved employee relations
(i.e. lower turnover and higher productivity) and risk mitigation (i.e.
regulatory, operational, market, and reputational). A significant portion
of a company’s value is tied to its reputation, and management of ESG
issues can negatively or positively affect public perception of a
company. These are clear indications of the emerging relevance of
material ESG factors for which most boards are unprepared.”

All boards must thoughtfully consider strategic planning when it comes to
climate mitigation, risk assessment, and adaptation — or pay the price. With the
recent Securities and Exchange Commission focus on ESG disclosures, a
climate savvy board is more urgent than ever. The right ESG executive on your
board brings instant expertise to elevate climate oversight.
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Impact on employee happiness and wellness

The “S” in ESG — societal issues — directly relates to employee health and
wellness, which perhaps has never been more in the spotlight given the last year
of social unrest compounded by a global pandemic. Progressive organizations
are taking notice by examining how workplace health and wellness, including
JEDI, culture, workforce policies, and benefits, intertwine into a broader stance
on ESG.

The Wall Street Journal fecently reported that “The importance of human capital

was highlighted in a 2019 report from the Society for Human Resource
Management, which said one-fifth of Americans reported having left a job due to
workplace culture, and a quarter didn’t feel safe voicing their opinions and didn’t
feel valued at work. Over the past five years, the cost of turnover due to culture
is estimated at $223 billion, according to the Bureau of Labor Statistics and the
Center for American Progress, a liberal research and advocacy agency.”

Beyond being intricately tied into company culture, ESG plays a powerful role in
recruiting new talent. ESG affects all stakeholders, and those stakeholders
include future employees and how they perceive and feel about a company. 70%
of the Millennial generation, who will soon make up three-quarters of the
workforce within the next few years, are likely to work with a company that has a
strong environmental agenda — and 10% are willing to do so for less pay.
Businesses with a strong ESG strategy will recruit and retain more talent.

I
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ESG board directors: highly strategic and
interdisciplinary

Corporate boards seek members with the ability to govern on a multitude of
issues. ESG board directors bring a wealth of experience implementing
strategies across multiple business functions. Their work spans operations,
communications, public relations, governmental affairs, stakeholder relations,
finance, supply chain, supply chain, human capital, employee engagement, brand
value, and more. In fact, few functions at a business have such a far-reaching
and strategic role and impact. As bridge-builders within a business, ESG
executives are well versed in building broad strategies that return business
results and do good. ESG executives are uniquely positioned to add value to a
board by contributing ESG strategic experience and beyond.

The best-performing companies of the future will welcome ESG executives to the
board room, and in turn, will outperform their competitors.
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About Brenna Davis

Brenna Davis is an ESG pioneer and the CEO of Organically Grown Company, a board
advisor for Retrolux, and a member of Athena Alliance. For more than two decades, Davis
has partnered with some of the world’s most innovative companies across industries
ranging from food to energy to retail that create measurable market value and build a
more sustainable world. As a leader at the forefront of ESG, Davis has been honored to
contribute to national and global climate initiatives, including with the Obama White House

and on a Climate Reality Project panel facilitated by Vice President Al Gore.

About Athena Alliance

Athena Alliance is an executive development community for women leaders who are
advancing into the C-suite or boardroom. Athena is a platform that brings together
women leaders, investors, CEOs, board directors, and corporations in one global, digital
ecosystem. We offer live and on-demanding learning (including self-guided curriculum,
focused peer groups, and learning circles), a supportive networking community, access

to hundreds of hours of executive learning content, and 3+ live Salons each week. Learn

more at pthenaalliaonce.com.
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