Reuters Legal News

Top 5 ESG considerations for US investors under the

Trump-Vance administration

By Levi McAllister, Esq., Celia Soehner, Esq., and Daja Apetz-Dreier, Esq., Morgan Lewis

FEBRUARY 11, 2025

The 2024 US presidential election has ushered in significant

shifts in the regulatory environment surrounding environmental,
social, and governance (ESG) issues. With the Trump-Vance
administration now in office, the administration has made clear its
anti-ESG agenda, signaling a rapidly evolving landscape that could
profoundly impact ESG strategies, disclosure requirements, and
compliance efforts.

At the same time, ESG-related legislative and regulatory initiatives
from individual US states and the EU are also on track to bring
further changes to this space in the coming months and years. As
federal, state, and international ESG regulatory frameworks evolve,
careful monitoring of these developments will be key to adapting to
new risks and opportunities.

The polarization of ESG investment
policies at the state and federal levels
presents unique challenges for asset

managers and retirement funds.

Here, we outline the top five ESG considerations for US investors
in 2025, including those that will be affected by the new
administration.

1. The SEC’s climate disclosure rules and leadership
changes

The US Securities and Exchange Commission (SEC) plays a
pivotal role in shaping ESG regulations, and the incoming
administration’s influence is expected to shift its priorities. Under
the Biden administration, the SEC adopted climate-related
disclosure rules in March 2024, requiring public companies to
report certain climate-related risks in registration statements and
annual reports.

However, implementation of these rules was voluntarily stayed
following legal challenges, now consolidated in the US Court of
Appeals for the 8th Circuit. These challenges invoke the major
questions doctrine, First Amendment issues, and administrative
law.
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Paul Atkins, President Trump’s nominee for SEC Chair, has been

a vocal critic of the climate disclosure rules. His appointment
signals the possibility of regulatory rollbacks or a less aggressive
defense of the rules’ legality. Regardless, companies must adhere
to existing guidance, including the SEC's 2010 interpretative
guidance on climate disclosures, and continue to assess whether
disclosure, if any, would be necessary regarding material risks
related to climate.

2. State-level ESG regulations: spotlight on California

California remains a trailblazer in climate legislation, with three
pieces of legislation that demand robust corporate compliance.
Passed in October 2023, this trio of laws will impact a wide range
of companies with operations in the Golden State. In brief, they
are:

*  SB 253, the Climate Corporate Data Accountability Act, which
requires companies with over $1billion in revenue to report
Scope Tand Scope 2 greenhouse gas emissions starting in
2026, with Scope 3 disclosures mandated by 2027;

*  SB26], the Climate-Related Financial Risk Act, which obligates
companies with revenue exceeding $500 million to disclose
climate-related financial risks by 2026; and

*  ABT1305, the Voluntary Carbon Market Disclosures Act, which
mandates reporting on net-zero claims and carbon offset
transactions beginning in 2025.

These laws — applicable to businesses operating in California
regardless of their headquarters — are already facing legal
challenges on First Amendment grounds. Early rulings have favored
the state, but ongoing litigation creates uncertainty. Noncompliance
carries steep financial penalties, ranging from $50,000 to
$500,000 annually, alongside reputational risks. Companies must
act swiftly to enhance data collection and reporting systems to meet
these ambitious requirements.

3. Voluntary carbon markets under scrutiny

Voluntary carbon markets, a cornerstone of corporate greenhouse
gas reduction strategies, are under increasing regulatory scrutiny.
Concerns about additionality, permanence, and verification have
raised alarms about potential fraud, including double counting
offsets and conflicts of interest in price setting.
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The Commodity Futures Trading Commission (CFTC) has flagged
risks of manipulation and fraud in these markets. Recent adoption
of UN-backed standards for global voluntary carbon markets

offers US companies an opportunity to align with international
frameworks. Nevertheless, businesses must navigate these markets
cautiously, addressing legal risks such as fraud allegations and
potential antitrust scrutiny.

4. The EU’s ESG framework and implications for U.S.
investors

The European Union’s ESG regulations, particularly the Corporate
Sustainability Reporting Directive (CSRD) and Corporate Sustainability
Due Diligence Directive (CSDDD), extend compliance obligations to
US-based multinational corporations with significant EU operations.

Robust data collection and reporting
systems should be developed to
meet both US and international

disclosure requirements.

CSRD’s phased implementation, starting in 2028, will require
non-EU companies with substantial EU activities to adhere to
European sustainability standards. Meanwhile, CSDDD, effective
in 2027, imposes due diligence obligations for human rights and
environmental impacts on companies operating in the EU.

While some US legislators have criticized the extraterritorial
nature of these directives, private ordering and investor demands
may outweigh regulatory pushback and compel compliance.
Noncompliance risks reputational damage and enforcement
actions, emphasizing the importance of proactive preparation for
these requirements.

5. State and federal divergence on ESG investing

The polarization of ESG investment policies at the state and
federal levels presents unique challenges for asset managers and
retirement funds.

A number of Republican-led states such as Texas and Florida have
enacted legislation prohibiting certain social and political ESG
considerations in state-managed funds, while some Democratic-
leaning states have rules that favor ESG integration in state assets.
This fragmented landscape creates compliance complexities for
asset managers and public retirement funds operating across
jurisdictions.

At the federal level, the Department of Labor (DOL) is likely to revisit
ESG investment rules under ERISA. Stricter regulations could limit
the integration of ESG factors in private retirement plans unless
they are demonstrably pecuniary. Litigation challenging ESG
considerations under fiduciary duty standards is also expected to
rise, potentially creating a chilling effect on ESG-driven investment
strategies in retirement plans.

Preparing for the new ESG landscape

Investors must remain agile as the regulatory environment
evolves under the new administration. Monitoring regulatory
developments will be essential, as changes to SEC policies, state-
level laws, and federal ESG investment rules unfold. Robust data
collection and reporting systems should be developed to meet
both US and international disclosure requirements. Evaluating
legal risks, including exposure to litigation tied to voluntary
carbon market practices and fiduciary duty claims under ERISA,
will also be critical.

In addition, aligning strategies with global standards is imperative.
Companies must prepare for the extraterritorial application of EU
ESG frameworks while balancing compliance with restrictive US
policies. Proactive advocacy — collaborating with policymakers and
industry groups to shape balanced ESG regulatory frameworks —
can further mitigate risks.

As the Trump-Vance administration’s approach to ESG
regulation takes shape, investors must navigate a dynamic
landscape of opportunities and challenges. Proactive
engagement with these evolving legal standards will be critical
to managing risks and capitalizing on new opportunities in the
years ahead.

©2025 Thomson Reuters



Thomson Reuters Attorney Analysis

About the authors

Levi McAllister (L), a partner at Morgan Lewis, is head of its electric
vehicles (EV) working group, energy decarbonization working group, and
energy commodity trading and compliance working group, and helps
energy companies navigate the regulatory and investment environment
for both conventional and emerging energy technologies. He guides
clients seeking to reduce their carbon footprints and take advantage of
new and evolving energy storage and infrastructure assets, while also
advising on energy commodity trading and the deployment of EVs and
EV infrastructure in U.S. markets. He is resident in the Washington, D.C., office and can be reached at levi.mcallister@morganlewis.com.
Celia Soehner (C), a partner at the firm, is a co-leader of the firm’s ESG and sustainability advisory practice and its capital markets

and public companies practice. She focuses her practice on counseling public companies and their boards with respect to corporate
governance, federal securities, stock exchange, shareholder engagement, ESG, and executive compensation matters. Drawing on her
previous tenure as an attorney-advisor with the US Securities and Exchange Commission in the Division of Corporation Finance, she

has experience with securities disclosure issues that impact public companies’ ongoing reporting obligations and proxy-related matters
that impact public companies and their officers and directors. She is resident in the Washington, D.C., office and can be reached at
celia.soehner@morganlewis.com. Daja Apetz-Dreier (R), a partner at the firm, is a co-leader of the firm’s ESG and sustainability advisory
practice and routinely advises companies in relation to environmental matters such as climate change, greenwashing, and regulatory
and enforcement questions. Her broad disputes practice encompasses complex commercial litigation and business disputes as well

as international arbitration, often in cross-border conflicts. She also has an extensive background handling complex post-M&A and
corporate disputes, and her work covers a wide range of industries, including finance, insurance, life sciences, energy, and real estate-
related matters. She is resident in the Munich office and can be reached at daja.apetz-dreier@morganlewis.com.

This article was first published on Reuters Legal News and Westlaw Today on February 11, 2025.

© 2025 Thomson Reuters. This publication was created to provide you with accurate and authoritative information concerning the subject matter covered, however it may not necessarily have been prepared by persons licensed to practice
law in a particular jurisdiction. The publisher is not engaged in rendering legal or other professional advice, and this publication is not a substitute for the advice of an attorney. If you require legal or other expert advice, you should seek the
services of a competent attorney or other professional. For subscription information, please visit legalsolutions.thomsonreuters.com.

3 | February 1, 2025 H H ©2025 Thomson Reuters




