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SEC Investor Advisory Committee 
Recommends SEC Address ESG Disclosure 

For years, investors have pushed for increased mandatory disclosure by corporate issuers of 

environmental, social, and governance (“ESG”) information and argued that current ESG disclosure 

requirements are inadequate. In a May 14, 2020 report issued by the Securities and Exchange 

Commission’s (the “SEC’s”) Investor Advisory Committee (the “IAC”), the IAC – an internal advisory 

committee of the SEC that advocates on behalf of investors – has weighed in on the matter and stated 

that the “time has come” for the SEC to address ESG disclosure.1 The IAC Report recommends that the 

SEC take the lead in establishing a principles-based ESG disclosure framework requiring issuers to 

disclose material ESG information. 

Overview of the ESG Disclosure Landscape 

Noting that the US SIF Foundation identified $11.6 trillion in U.S.-domiciled sustainable assets as of the 

end of 2018 and that over 2,300 asset owners and asset managers representing close to $80 trillion of 

invested funds were signatories of the United Nations Principles of Responsible Investment as of the end 

of 2019, the IAC Report stresses that ESG disclosure has become a mainstream investment priority. 

There is international pressure on both corporate issuers and investors to address sustainability issues, 

whether required by financial regulators,2 by statutorily imposed fiduciary duties, or by market forces. For 

asset owners and asset managers, in particular, there is a need for material ESG data from corporate 

issuers in order to make investment and voting decisions. 

Given the patchwork approach to ESG disclosure outside the United States and the lack of clear 

disclosure requirements for U.S. reporting companies, an industry of third-party ESG data providers has 

sprung up to fill the gap. As of 2016, there were more than 125 ESG data providers, and by 2019, the 

global market for ESG data providers was approximately $200 million.3 However, there are inherent 

                                                      

1  For purposes of the recommendations in the IAC Report, the IAC uses the term “ESG” to refer to a broad set of 

topics, as highlighted in the recent Statement on the Purpose of a Corporation issued by the Business 

Roundtable in August 2019, which refers to a corporation’s multiple stakeholders, including customers, 

employees, suppliers, and the community, as well as shareholders.  

2  For example, the European Union’s Non-Financial Reporting Directive, which came into effect in 2018, requires 

listed companies, banks, and insurance companies with more than 500 employees to include a non-financial 

statement as part of their annual public reporting obligations. Similarly, the China Securities Regulatory 

Commission, in collaboration with the Ministry of Environmental Protection, has mandated that listed companies 

and bond issuers disclose ESG risks associated with their operations by 2020. 

3  Billy Nauman, Credit rating agencies join battle for ESG supremacy, Financial Times (Sept. 16, 2019). 

https://www.friedfrank.com
https://www.sec.gov/spotlight/investor-advisory-committee-2012/recommendation-of-the-investor-as-owner-subcommittee-on-esg-disclosure.pdf
https://opportunity.businessroundtable.org/wp-content/uploads/2020/04/BRT-Statement-on-the-Purpose-of-a-Corporation-with-Signatures-Updated-April-2020.pdf
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limitations on the usefulness of such third-party data, as each provider uses different information sources 

and assigns different weights regarding the materiality of ESG issues, resulting in inconsistent ESG 

scoring4 – often without full transparency on how these determinations are made. Corporate issuers are 

inundated with requests for ESG information from these third-party data providers, leading to 

“questionnaire fatigue,” which can be particularly problematic for smaller companies, given the time and 

effort required to respond to the requests. 

Issuers have taken a variety of approaches in providing ESG information to the market, with some 

publishing standalone sustainability reports, some providing ESG information in their annual reports or 

Securities Act filings, some replying to third-party surveys of ESG data providers (which, in turn, provide 

the ESG information or ESG scores to investors), and some engaging in a combination of these and other 

methods. Moreover, companies use different third-party ESG disclosure standards, such as the GRI, the 

Sustainability Accounting Standards Board (“SASB”), the Task Force on Climate Related Financial 

Disclosure (“TCFD”), and others.5 The IAC Report concludes that “despite a great deal of information in 

the mix, there is a lack of consistent, comparable, material information in the marketplace and everyone is 

frustrated.” 

Recommendations in the IAC Report 

Given the challenges noted above that are faced by investors, issuers, and regulators alike, the IAC 

Report sets forth the following recommendations and considerations for the SEC in addressing ESG 

disclosure: 

 Investors need reliable, material ESG information relevant to their investment and voting 

decisions, and this need is not being met by the current system of ESG disclosure. 

 Issuers (rather than third-party ESG data providers) should provide material ESG information. 

 An SEC requirement for material ESG disclosure will level the playing field between large issuers 

with greater resources to produce ESG data and small, mid-cap, and capital constrained 

companies. 

 Given that investors view material ESG data to be drivers of investment risks and returns, 

requiring the disclosure of material ESG information will facilitate the flow of capital to U.S. 

issuers. 

                                                      

4  One study by MIT concluded that ESG ratings from different data providers aligned in about 6 out of 10 cases, as 

compared to credit ratings, which align 99% of the time. Some commentators have suggested that ESG ratings 

will never achieve the homogeneity of credit ratings, and instead are more akin to sell-side research. See id. 

5  The IAC Report notes the 2020 annual letter of Larry Fink, Chairman and Chief Executive Officer of BlackRock, 

to the chief executives of companies in which BlackRock invests, asking the companies to “(1) publish a 

disclosure in line with industry-specific SASB guidelines by year-end, if you have not already done so, or disclose 

a similar set of data in a way that is relevant to your particular business; and (2) disclose climate-related risks in 

line with the TCFD’s recommendations, if you have not already done so.” 
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 The SEC should take the lead in establishing a principles-based ESG disclosure framework, or it 

risks that standards developed by other jurisdictions will become the default for global issuers.6 

In making the above recommendations, the IAC Report acknowledges that new reporting can come with 

related litigation risk, but concludes that a principles-based ESG disclosure regime, if well constructed, 

should be no different than current disclosure risk, and that forward-looking analysis is already an aspect 

of certain SEC disclosure requirements, such as MD&A disclosure. 

The IAC asks the SEC to begin the process “in earnest” of updating the SEC’s reporting requirements to 

include “material, decision-useful, ESG factors” by, for example, undertaking outreach efforts to market 

participants, such as roundtables and requests for information. The IAC notes that, in developing an ESG 

disclosure framework, the SEC can draw from existing third-party standards (such as GRI, SASB, and 

TCFD), but does not recommend or endorse any particular standard. 

Views of SEC Commissioners 

The 23-member IAC endorsed the recommendations in the IAC Report at a virtual meeting on May 21, 

2020, notwithstanding dissents from certain committee members questioning whether the SEC had the 

authority to create a mandatory ESG disclosure framework and whether a new ESG disclosure framework 

would stray from the SEC’s touchstone materiality requirement. In comments made during the meeting, 

SEC Commissioner Hester Peirce, who has been a vocal skeptic of mandatory ESG disclosure and ESG 

ratings, stated that a new SEC disclosure framework for ESG information “seems an unnecessary 

response when our existing securities disclosure framework is very good at handling all types of material 

information.” SEC Chairman Jay Clayton indicated in his public statement that the SEC would review the 

recommendations, but that he believes that the “E, S and G are quite different baskets of disclosure 

matters and that lumping them together diminishes the usefulness, including investor understanding, of 

such disclosures."7 

Conclusion 

It remains to be seen whether the SEC will take any action to begin to develop a comprehensive ESG 

disclosure framework in response to the recommendations in the IAC Report. Given the current pandemic 

and the publicly expressed views of certain SEC commissioners, it appears unlikely that significant 

changes will forthcoming in the near term. However, investor calls for the SEC to develop a framework for 

the consistent, decision-useful disclosure of material ESG information are also unlikely to go away any 

time soon. 

* * * 

                                                      

6  See our article To Lead or Not to Lead: Contrasting Recent Statements by SEC and ESMA Chairs on ESG 

Disclosure for a comparison of the different views of securities regulators in the U.S. and the European Union on 

the role of market regulators in promoting ESG disclosure. 

7  See the following January 30, 2020 statements of Chairman Clayton, Commissioner Peirce and Commissioner 

Allison Herren Lee for a more detailed summary of their views regarding the need for a mandatory ESG 

disclosure framework. 

https://www.sec.gov/news/public-statement/peirce-statement-investor-advisory-committee-meeting-052120
https://www.sec.gov/news/public-statement/clayton-statement-investor-advisory-committee-meeting-052120
https://corpgov.law.harvard.edu/2020/03/16/to-lead-or-not-to-lead-contrasting-recent-statements-by-sec-and-esma-chairs-on-esg-disclosure/
https://corpgov.law.harvard.edu/2020/03/16/to-lead-or-not-to-lead-contrasting-recent-statements-by-sec-and-esma-chairs-on-esg-disclosure/
https://www.sec.gov/news/public-statement/clayton-mda-2020-01-30
https://www.sec.gov/news/public-statement/lee-mda-2020-01-30#_ftn10
https://www.sec.gov/news/public-statement/lee-mda-2020-01-30#_ftn10
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