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Key Takeaways

• Several global regulators moved ahead in 2021 to establish new public reporting requirements 
relative to the governance and climate policies and practices among security issuers.

• Regulations related to enhanced ESG disclosure are being discussed and examined in the U.S. 
as well as the European Union.

• Changes will have implications for asset managers, investors, regulators, and consumers.

Members of Breckinridge’s corporate bond research team, who monitor reporting requirements, 
recently offered their perspectives regulatory developments during 2021 intended to standardize 
disclosure. A companion article (Updated Global ESG Reporting Standards Move Toward More 
Consistency) touches on recent developments by non-governmental organizations to advance 
ESG disclosure. 

https://www.breckinridge.com/insights/details/updated-global-esg-reporting-standards-move-toward-more-consistency
https://www.breckinridge.com/insights/details/updated-global-esg-reporting-standards-move-toward-more-consistency
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In the U.S., the Securities and 
Exchange Commission (SEC) 
rulemaking on governance issues.

Director, ESG Research Rob Fernandez: 
The SEC published its rulemaking plan 
related to disclosures regarding diversity 
and human capital—both are key corporate 
governance matters. This is in addition 
to proposed reporting requirements for 
climate risks. It is possible the SEC will 
share the proposed standards in early 
2022, allowing for comments from market 
participants. Publication of final rules will 
follow sometime after that.

Co-Head, Research Nick Elfner: Reporting 
disclosures are a significant issue in the 
SEC’s history going back to the Sarbanes-
Oxley Act of 2002 and the Dodd-Frank Act 
of 2010. Those were primarily focused on 
audit and financial reporting standards 
rather than the human capital and climate 
matters that some of the SEC’s 2021 
proposals seek to address. The efforts are 
consistent with our belief that ESG factors 
require more transparency, as they are key 
drivers of sustainable growth and long-
term value creation.

Considerations regarding the 
materiality of key human capital 
and workforce diversity issues.

Senior Research Analyst Abigail Ingalls: 
Related to human capital, the SEC is 
weighing whether to require disclosure 
of metrics on workforce turnover, skills 
and development training, compensation, 
benefits, workforce demographics, and 
health and safety considerations. 

Some contend these are issues for 
human resources management reporting 
more than SEC periodic reports. Others, 
including Breckinridge, point out that 
inadequate or ineffective policies and 
practices in these areas represent material 
risks to an issuer’s financial performance.

Senior Research Analyst Josh Perez: In 
risk areas like fraud, employee health and 
safety, and illegal operations, the links are 

clear between effective policies and better 
overall long-term corporate performance. 
For other areas, such as board member or 
management diversity, the linkage between 
effective policies and performance may be 
less clear, but they do exist nonetheless. 

There are studies that support these 
principles. A 2018 McKinsey Global Institute 
study found that company executive teams 
with great ethnic and cultural diversity 
were 33 percent more likely to have 
industry leading profitability.

For more than five years, McKinsey has 
explored the role of women in business and 
noted those companies that lead in gender 
diversity also often lead their sectors in 
performance over time. 

AI: There is also evidence1 that comprising 
a workforce that demographically is 
representative of a company’s clientele can 
help support revenue expansion. Similarly, 
ongoing training and education can 
enhance the skillset of the workforce for 
the benefit of the company and its clients.

Legislative efforts in 2021 targeted 
ESG disclosures.

Senior Research Analyst Brian Garcia: In 
addition to the SEC in the U.S., Congress is 
looking at ESG disclosure. In June, the U.S. 
House of Representatives passed H.R. 1187—
the ESG Disclosure Simplification Act of 2021. 

Specifically, it would mandate that public 
companies listed with the SEC disclose to 
shareholders a description of management’s 
view of the link between ESG metrics—like 
those based on governance practices—and 
the long-term business strategy of the 
company. That disclosure would also cover 
processes used to determine the impact of 
ESG metrics in the long-term.

Senior Research Analyst Josh Perez: H.R. 
1187 was drafted by the House Financial 
Services Committee. It also includes 
proposed reporting requirements on 
corporate governance matters including 
executive pay and political spending.
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While it may not ultimately become law, H.R. 1187’s 
provisions are consistent with trends among a growing 
number of shareholders and consumers who expect 
companies to meet corporate responsibilities described in 
the U.N. Guiding Principles on Business and Human Rights.

Disclosure proposals in the U.S. similar to 
efforts globally that target ESG disclosures.

RF: A United Nations Principles for Responsible Investment 
(PRI) survey of U.S. PRI signatories, found that 87.5 percent 
of respondents want the SEC to establish mandatory 
baseline ESG disclosure requirements that provide 
consistent, comparable data needed to fully consider ESG-
related risks and opportunities in investment decisions.

The disclosures we are discussing—specifically reporting 
on ESG metrics and their effect on long-term business 
strategy—are similar in many respects to requirements in 
the European Union’s (EU) Sustainable Finance Disclosure 
Regulation (SFDR).

Senior Research Analyst Evan Lassow: The EU 
Commission took a substantial step to standardize 
important aspects of sustainable operations in December 
2019. It introduced the EU Taxonomy. (See Setting the Rules 
of the Road for Sustainable Markets.) 

The EU’s Non-Financial Reporting Directive, which is being 
revised and will be renamed the Corporate Sustainability 
Reporting Directive, and the SFDR, in combination with the 
EU taxonomy, create one reporting framework. 

Reflecting the EU’s commitment under the Paris Agreement 
to achieve carbon neutrality by 2050, the Taxonomy 
Regulation and technical screening criteria initially focuses 
on climate change issues. The Taxonomy’s climate mitigation 
and climate adaptation requirements will apply to reporting 
on January 1, 2022, according to S&P Global.2

Senior Research Analyst Josh Stein: The SEC and the 
Biden administration are pushing for international 
collaboration on ESG transparency requirements. Just 
a few days ahead of the COP26 climate conference in 
November, the UK government announced plans to 
introduce legislation requiring mandatory climate-related 
disclosure by companies and financial institutions. That 
legislation is expected to become law in April 2022. If 
it does, the UK’s largest publicly listed companies and 
financial institutions will be required by law to provide 
reporting in line with the recommendations of the Task 
Force on Climate-Related Financial Disclosures (TCFD).

Breckinridge responds to SEC rulemaking 
efforts on climate risk.

RF: Breckinridge responded to the SEC’s request for public 
comment in June 2021. We also had the opportunity to 
participate in a constructive SEC staff listening session on 
climate disclosure with other institutional investors. The SEC 
was receptive to investor input while investors on the call 
had a lot of ideas for ways that companies could more clearly 
articulate their exposure to physical as well as transition risks. 

NE: Overall, we support the attention being paid to ESG 
disclosure from regulators and legislators. The point is that 
improved disclosures and reporting standards across ESG 
matters—including human capital management, climate, 
and governance policies and practices—can improve our 
ability as investors to gauge management’s accountability, 
transparency, responsibility, fairness, and, we believe, 
prospects for long-term sustainable success. 

We will monitor the progress in the U.S. of legislation 
like H.R. 1187 and the SEC’s rulemaking, as well as the 
global implementation of the EU Taxonomy and the SFDR 
throughout 2022.

https://www.breckinridge.com/insights/details/setting-rules-of-the-road-for-sustainable-markets/
https://www.breckinridge.com/insights/details/setting-rules-of-the-road-for-sustainable-markets/
https://www.sec.gov/comments/climate-disclosure/cll12-8915611-244866.pdf
https://www.sec.gov/comments/climate-disclosure/cll12-8915611-244866.pdf
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FOOTNOTES:
1. “Creating a Culture of Diversity Can Help Your Business Grow and Thrive,” Career Attraction, 2021, Kermes, Kevin.
2. “EU Taxonomy Timeline,” EU Taxonomy Info, December 7, 2021.

DISCLAIMER: This material provides general and/or educational information and should not be construed as a solicitation or offer of Breckinridge services or 
products or as legal, tax or investment advice. The content is current as of the time of writing or as designated within the material. All information, including 
the opinions and views of Breckinridge, is subject to change without notice. 
There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material will be accurate or 
prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’s research, analysis and assumptions. Other 
events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or performance.
Not all securities or issuers mentioned represent holdings in client portfolios. Some securities have been provided for illustrative purposes only and should not 
be construed as investment recommendations. Any illustrative engagement or ESG analysis examples are intended to demonstrate Breckinridge’s research 
and investment process. 
Past performance is not a guarantee of future results. Breckinridge makes no assurances, warranties or representations that any strategies described herein will 
meet their investment objectives or incur any profits. Any index results shown are for illustrative purposes and do not represent the performance of any specific 
investment. Indices are unmanaged and investors cannot directly invest in them. They do not reflect any management, custody, transaction or other expenses, 
and generally assume reinvestment of dividends, income and capital gains. Performance of indices may be more or less volatile than any investment strategy.
Performance results for Breckinridge’s investment strategies include the reinvestment of interest and any other earnings, but do not reflect any brokerage 
or trading costs a client would have paid. Results may not reflect the impact that any material market or economic factors would have had on the accounts 
during the time period. Due to differences in client restrictions, objectives, cash flows, and other such factors, individual client account performance may differ 
substantially from the performance presented.
All investments involve risk, including loss of principal. Diversification cannot assure a profit or protect against loss. Fixed income investments have varying 
degrees of credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice versa. 
This effect is usually more pronounced for longer-term securities. Income from municipal bonds can be declared taxable because of unfavorable changes in 
tax laws, adverse interpretations by the IRS or state tax authorities, or noncompliant conduct of a bond issuer.
Breckinridge believes that the assessment of ESG risks, including those associated with climate change, can improve overall risk analysis. When integrating 
ESG analysis with traditional financial analysis, Breckinridge’s investment team will consider ESG factors but may conclude that other attributes outweigh the 
ESG considerations when making investment decisions. 
There is no guarantee that integrating ESG analysis will improve risk-adjusted returns, lower portfolio volatility over any specific time period, or outperform 
the broader market or other strategies that do not utilize ESG analysis when selecting investments. The consideration of ESG factors may limit investment 
opportunities available to a portfolio. In addition, ESG data often lacks standardization, consistency and transparency and for certain companies such data 
may not be available, complete or accurate.
Breckinridge’s ESG analysis is based on third party data and Breckinridge analysts’ internal analysis. Analysts will review a variety of sources such as 
corporate sustainability reports, data subscriptions, and research reports to obtain available metrics for internally developed ESG frameworks. Qualitative ESG 
information is obtained from corporate sustainability reports, engagement discussion with corporate management teams, among others. A high sustainability 
rating does not mean it will be included in a portfolio, nor does it mean that a bond will provide profits or avoid losses.
The effectiveness of any tax management strategy is largely dependent on each investor’s entire tax and investment profile, including investments made 
outside of Breckinridge’s advisory services. As such, there is a risk that the strategy used to reduce the tax liability of the investor is not the most effective for 
that investor. Breckinridge is not a tax advisor and does not provide personal tax advice. Investors should consult with their tax professionals regarding tax 
strategies and associated consequences.
Federal and local tax laws can change at any time. These changes can impact tax consequences for investors, who should consult with a tax professional 
before making any decisions.
Separate accounts may not be suitable for all investors.
Some information has been taken directly from unaffiliated third-party sources. Breckinridge believes such information is reliable but does not guarantee its 
accuracy or completeness. Any third-party websites included in the content has been provided for reference only.
Certain third parties require us to include the following language when using their information:
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg does not approve or endorse 
this material or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained 
therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. 
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https://careerattraction.com/creating-a-culture-of-diversity-can-help-your-business-grow-and-thrive/#:~:text=In%20short%2C%20well%2Dmanaged%20diversity,for%20growth%20and%20economic%20success.
https://eu-taxonomy.info/info/eu-taxonomy-timeline

