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Abstract: Over the past decade, the European Union (EU) has introduced a range of new sustainability reporting rules
designed, in part, to encourage sustainable finance and investment. However, over the past two years, a policy shift in
the EU has resulted in removing many of these rules on the basis that they imposed too many regulatory burdens on
companies and investors. While law clearly has the capacity to facilitate sustainable finance and investment, it also has
the capacity to impose unnecessary constraints on businesses, investors and lenders which inhibit economic
development and investment. Analysis of the EU’s legal innovations in this area can provide a unique insight into the
optimal legal framework to promote sustainable finance. Hence, this article aims to extract lessons from EU law reform

around sustainable finance and reporting.
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INTRODUCTION

Over the past decade, the European Union (EU)
has introduced a range of different legal measures
designed to encourage sustainable finance and
investment [1]. A main element of these measures
were new rules on sustainability reporting. The first of
these initiatives, introduced in 2014, was the
Non-Financial Reporting Directive (NFRD) [2] which
provided for certain companies to disclose
sustainability related information such as their
environmental and social impact. The European Green
Deal [3] and the Action Plan on Financing Sustainable
Growth [4] led to numerous other legal measures
focused on enhancing sustainable finance through
reporting. These include the 2019 Sustainable Finance
Disclosure Regulation (SFDR) [5], the 2020 Regulation
on Facilitating Sustainable Investment (the Taxonomy
Regulation) [6], and the Corporate Sustainability
Reporting Directive (CSRD) [7]. Together, these laws
required companies and investors to gather and
publish a raft of new information over and above
traditional financial disclosures.

However, over the past two years, a policy shift in
the EU has resulted in a rowing back on the legal
requirements introduced by the above Regulations [8]
and Directives [9]. The Letta [10] and Draghi [11]
reports both identified a widening innovation gap
between the EU and other global powers which
threatened the EU’s long-term prosperity. In response,
the European Commission has placed
“‘competitiveness” at the top of its policy agenda and
has proposed several frameworks which aim to enable
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the financing and scaling of businesses within the EU’s
Single Market [12]. Alongside these initiatives, the EU
has also focused on “simplification” and reducing the
regulatory burdens on European businesses. Omnibus
| [13], which entered into force on March 18 2026,
moves many companies outside the scope of the
CSRD and lowers the requirements on companies that
remain in scope. The Commission has also launched a
proposal to simplify the SFDR and reduce the
disclosure obligations on investors.

Amidst this shifting legal landscape, the EU retained
the objective of advancing sustainable finance and
investment through disclosures but decided that many
of its legal measures, only recently introduced, had
imposed too many burdens on companies and
investors. While law clearly has the capacity to facilitate
sustainable finance and investment, it also has the
capacity to impose unnecessary constraints on
businesses, investors and lenders which inhibit
economic development and investment. Analysis of the
EU’s legal innovations, and their more recent
simplification reforms, can provide a unique insight into
the optimal legal framework to promote sustainable
finance. Hence, this article aims to extract lessons from
EU law reform around sustainable finance and
reporting.

Part 1 briefly discusses European law rules on
financial disclosures and how they provide for
economic reliability. Part 2 explores the rationale for
sustainability focused reporting. Section 3 analyses the
EU legal landscape on sustainability disclosures,
particularly focusing on the SFDR and CSRD. Part 4
examines the recent changes through Omnibus | and
SFDR 2.0 and attempts to draw some lessons from the
EU’s approach to sustainable finance and disclosures.
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1. The Importance of Mandatory Reporting

It is a truism to say that the disclosure of reliable
information is a pre-requisite for investment. In a legal
context, this principle is most clearly expressed through
rules which require companies to disclose financial
information through a public register managed by the
state. While this obligation imposes costs on
companies, it is necessary to allow parties dealing with
companies to take informed decisions and protect
themselves against potential losses [14]. As described
in the Anatomy of Corporate Law, modern financial
reporting regimes developed along two different tracks
[15]. In 17" century continental Europe, disclosure laws
emerged primarily to protect lenders [16]. Because a
company has separate legal personality, the claims of
lenders are generally limited to the company’s assets
and cannot be asserted against the personal assets of
the company's shareholders or directors [17]. Hence,
should a company enter insolvent liquidation [18] the
creditor may not receive full satisfaction of their debt
[19]. This risk of corporate insolvency increases the
importance of corporate financial transparency which,
assuming the information is reliable, allows a lender to
make an informed decision on whether to advance
credit to a company and if so, for what amount and at
what rate of interest. In the Anglo-American tradition,
financial disclosures developed along different lines,
the principal objective being to offer transparency to
investors and to enhance the capacity of existing
shareholders to monitor their investments [20]. Despite
having a different emphasis, financial reporting rules
developed to offer protections to lenders, investors and
shareholders; the costs imposed on individual
companies being justified by the need to encourage
investment through the provision of reliable
information.

In an EU context, financial reporting rules have
always been the corner stone of European company
law. The very first company law Directive [21]
introduced in 1968 required both private and public
companies to disclose the company’s capital, balance
sheet and the profit and loss account [22]. The
Directive also imposed an obligation on all Member
States to open a central register where the information
was to be filed and access was to be given to the public
for a fee not exceeding the administrative cost [23].
The First Directive has since been amended multiple
times [24] and the rules on financial disclosures have
been consistently expanded. This process started with
the Fourth company law Directive which set out how
annual accounts should be maintained and disclosed
[25] and was continued by the Seventh Directive which
provided rules on consolidated accounts for corporate
groups [26] and the Eighth Directive which regulated

the statutory audits of accounting documents [27].
These Directives, and more recent Directives [28], are
now part of the EU Accounting Directive [29],
introduced in 2013, which consolidated the various
accounting, audit and financial disclosure rules.

The Accounting Directive requires companies [30]
to prepare annual financial statements which include,
at a minimum, the balance sheet, the profit and loss
account and supplementary notes [31]. The Directive
also requires companies to prepare a management
report which reviews the development and
performance of the undertaking's business together
with a description of the principal risks and
uncertainties that it faces [32]. The guiding principle of
the Directive is that the statements must present a true
and fair view of the company’s assets, liabilities,
financial position and profit or loss [33]. True and fair
view generally referring to accounts that are free from
material misstatements, are factually correct and have
been prepared in accordance with the relevant
accounting standards [34]. Accordingly, the Directive
includes detailed Annexes which outline what
information must be included in both the balance
sheets [35] and profit/loss accounts [36] while
public-interest entities [37] and medium and large
undertakings are required to have their financial
statements audited by one or more statutory auditors
[38].

This brief description of the EU financial reporting
landscape demonstrates that a core aim of these rules
is to ensure what Stefan Grundmann term ‘economic
reliability’ [39]. Grundmann describes much of
European company law as being focused on ‘outsider
reliability’ — ‘outsider’ meaning lenders and investors —
who often give large, long-term investments and need
a reliable basis on which to form a productive
relationship [40]. This reliability is upheld through
professional accounting standards, auditing
requirements and the harmonisation of rules across the
EU’s single market. However, Grundmann also notes
that these elements, in and of themselves, are
insufficient to provide reliability and legal measures
must also allow for information to be located in one
place and be presented in an understandable format
[41]. Accordingly, Grundmann highlights the
importance of the European Register system, originally
created in the First company law Directive [42], where
information can now be shared between Member
States through the Business Registers Interconnection
System (BRIS) [43]. The EU Commission’s proposed
28" Regime or “EU Inc [44].” further promises to
streamline the way in which disclosures are made and
shared. The proposal allows for a completely digital
registration that can be completed within 48 hours [45]
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and a new digital interface [46] allowing for “once only”
registration [47], the information being shared with
national registers through BRIS. The EU are also
embracing technology such as the European Single
Access Point [48] introduced in 2023. The ESAP is a
centralized, EU-wide digital platform designed to
provide free, public access to financial, non-financial,
and sustainability-related information about European
companies and investment products. It aims to
increase transparency, reduce information
asymmetries but also streamlines the process of
reporting for companies through the use of data
platforms and dedicated collection bodies.

The above analysis shows the EU’s ongoing
commitment not only to mandatory financial
disclosures but also to the streamlining of the process
involved. Reliability is important, but so too is ease of
access, and reducing the compliance costs imposed on
companies. The fundamental objective being for
financial disclosures to facilitate and promote
investment by reducing information asymmetries and
providing accurate information to ensure ‘economic
reliability’. While high profile corporate collapses [49]
and the financial crisis [50] have demonstrated that
legal rules on financial disclosures and mandatory
auditing do not guarantee economic reliability, such
measures still provide important protection for creditors,
investors and shareholders.

2, Sustainability Reporting

Section 1 demonstrated that while financial
disclosure rules impose burdens on companies, they
are justified by their capacity to facilitate investment
through the provision of accurate information. The
debate around disclosures becomes more complex
when it comes to the reporting of non-financial or
sustainability information such as a company’s impact
on human rights or the environment. Disclosures on
such topics have long been viewed as an important
aspect of developing more socially responsible
business practices [51]. The rationale is that
companies that want to disclose positive information
and boost their reputation will take steps to reduce their
negative impacts on the environment and improve their
human rights practices [52]. Sustainability reporting
also has a clear economic value by revealing
sustainability related risks that have potential financial
consequences [53] and by its capacity to influence the
decisions of socially conscious shareholders,
customers and investors [54]. Many companies
voluntarily report information on such matters [55] to
enhance their reputation within capital markets -
particularly for Environmental, Social Governance
(ESG) orientated investors [56] - and with customers
and the public more generally. However, the difficulty

with voluntary disclosures of sustainability information
is the incentives that exist for companies to report
inaccurate or unreliable information. Companies may
fail to gather important information or fail to report
unfavourable information (cherry picking) [57], report
false information (greenwashing) [58] or produce
vacuous reports with non-material information (boiler
plate reporting) [59].

A solution to this reliability problem is to apply the
legal rules of financial reporting to sustainability
reporting i.e. impose mandatory reporting rules to be
produced in accordance with detailed standards and
auditing procedures. If companies are required to
produce standardised and independently verified
reports, the potential for greenwashing and cherry
picking is reduced and they will have to engage in an
information gathering process on their external impact.
Such mandatory rules have the potential to make
companies more aware of their external impact, and
force companies who want to avoid negatively affecting
their reputation to reduce their negative impacts on the
environment and human rights [60]. Such rules also
have the capacity to improve the reliability of
sustainability information for interested external parties
such as ESG orientated investors.

Despite the potential of mandatory reporting rules
on sustainability related information, legal jurisdictions
have failed to introduce strong rules that are
comparable to financial reporting. An early example of
sustainability reporting was the UK’s Operating and
Financial Review (OFR) [61] which was to function as
part of the Enlightened Shareholder Value Framework
[62]. The OFR was to include information about (a) the
company’s impact on the environment, (b) the
company’s employees, and (c) about social and
community issues [63], was to be audited and prepared
in accordance with a reporting standard created by the
Accounting Standards Board [64]. However, the OFR
was withdrawn [65] and replaced by a much less
demanding ‘Business Review [66] that had no
alignment to a reporting standard and led to unreliable
information being reported [67]. Reporting
requirements in the UK have since been amended and
expanded [68], but these reforms do not seem to have
resulted in any increase in the quality of reporting [69].

The first sustainability reporting measures from the
EU followed a similar track, where reporting rules were
primarily voluntary and fell far short of the requirements
in the financial reporting context. The European
Commission first began exploring non-financial
reporting obligations in 2001 in a Green Paper on
corporate social responsibility (CSR) [70]. The Paper
noted that many multinational companies were
producing ‘social responsibility’ reports but that the
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content of such reports varied widely between
companies. The Commission believed that to be useful
the content and format of such reporting must be
standardised and that there needed to be a reliable
auditing procedure [71]. While no action was taken for
a decade, the Commission returned to the issue in
2011 in a Communication on boosting growth [72]. The
Communication emphasised the importance of
sustainable development and investment as well as the
need to protect the environment and recommended the
development of a legislative proposal on the disclosure
of social and environmental information [73]. This
ultimately led to a proposed Directive on the disclosure
of non-financial information in 2013 [74] which
ultimately became the NFRD [75].

The NFRD applied to ‘large’ companies [76] or
parent companies of a large corporate group with an
average number of 500 employees during the financial
year [77]. These companies were to report, to the
extent necessary for an understanding of its
development, performance, position and impact,
information relating to environmental, social and
employee matters, respect for human rights and
anti-corruption matters [78]. In producing the
information, the company was to provide a) a brief
description of the undertaking's business model; (b) a
description of the policies pursued by the undertaking
on the listed matters (c) the outcome of those policies;
(d) the principal risks related to the listed matters and
how the undertaking manages those risks; (e)
non-financial key performance indicators relevant to
the particular business [79]. The NFRD followed a
‘comply or explain model [80] such that if the
undertaking did not pursue policies in relation to the
listed matters, it was to provide ‘a clear and reasoned
explanation for not doing so’ [81] and it did not have
any auditing requirement or have any standard for what
information was to included or how it was to be
presented. The Commission did publish
non-mandatory guidelines in 2017 [82], which included
a detailed outline of what information should be
included under the various headings [83]. However, the
guidelines remained non-binding and could simply be
ignored in the preparation of reports.

The NFRD'’s potential impact was undermined by its
comply or explain model, the lack of any auditing
procedure and the non-binding nature of the Guidelines
[84]. At the time, Szabo and Sorensen argued that the
NFRD without ‘detailed rules and standards on the
collection and processing information, is not likely to
have a significant effect’ [85]. Their analysis has been
borne out and a 2021 Commission report on the NFRD
[86] showed that many companies were failing to
disclose material information while simultaneously

reporting significant amounts of immaterial information
making it harder for users to find the information sought
[87]. The report also noted a lack of consistency in both
the content and presentation of information [88] and
that there was little evidence that the Commission’s
guidelines had addressed these issues given their
voluntary nature [89]. The ultimate conclusion of the
Report was that the NFRD was not ‘fit for purpose’ [90].
In other words, the NFRD failed to create a framework
which produced reliable information.

3. Mandatory Sustainability Reporting and
Sustainable Finance

The commitments set out in the European Green
Deal, and the limitations of the NFRD, meant that new
rules on sustainability disclosures became a priority for
the EU. The first reforms were introduced in 2019 by
the SFDR [91]. The SFDR aimed to harness private
funding to facilitate the shift to net-zero by increasing
transparency regarding the sustainability of financial
products [92] and to allow ESG orientated investors
select companies and projects which support
sustainability focused activities [93]. The SFDR applies
to ‘financial market participants’ which includes credit
institutions, investment firms providing portfolio
management and financial advisers [94]. The SFDR
required these market participants to disclose their
policies on ‘sustainability risks’ defined as ‘an
environmental, social or governance event or condition
that, if it occurs, could cause a negative material impact
on the value of the investment’ [95]. It also required
financial market participants to publish and maintain on
their websites principal adverse impact statements and
their due diligence polices [96]. The SFDR also
introduced a legal definition for “sustainable investment”
providing that investee companies follow good
governance practices and the precautionary principle
of ‘do no significant harm’ is followed such that neither
the environmental nor the social objective is
significantly harmed [97]. In 2022, the European
Commission enacted a delegated Regulation on
regulatory technical standards which specifies the
details of the content, methodologies, and presentation
of these disclosures [98].

The next development was the Taxonomy
Regulation [99] introduced in 2020 which creates a
classification system for ‘environmentally sustainable’
economic activities. The Taxonomy Regulation applies
to certain high impact sectors [100] and is based
around six objectives: (1) climate change mitigation, (2)
climate change adaptation, (3) the sustainable use and
protection of water and marine resources, (4) the
transition to a circular economy, (5) pollution
prevention and control, and (6) the protection and
restoration of biodiversity and ecosystems [101]. To
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qualify as ‘environmentally sustainable’ an economic
activity must: substantially contribute to one or more of
these objectives while no doing significant harm to the
other objectives. The rules are mandatory and financial
market participants must disclose how much of their
activities are aligned with the Taxonomy.

The next development was the CSRD which was
proposed in 2021 [102], enacted in 2022 [103] and
entered into effect in January 2024. The CSRD
amended the NFRD and follows a similar format by
requiring certain companies to disclose information
related to their impacts on environmental and human
rights issues. The CSRD replaces the term
‘non-financial information’ used in the NFRD with
‘sustainability information’ in recognition of the fact that
sustainability information can be financially material,
through, for example, environmental risks that could
create financial liabilities [104]. The CSRD’s aim is to
make public sustainability information that is of interest
to investors, citizens, customers and civil society actors
[105]. This aim was based on a belief that high quality
sustainability reporting could improve companies
reputation, access to capital and help companies
identify and manage their sustainability risks [106].

The scope of the CSRD was to expand over time in
three waves. For the financial year 2024, it applies to
the same companies as the NFRD, namely large [107]
companies and parents of large groups [108] with an
average number of over 500 employees during the
year (wave 1) [109]. For the financial year 2025, the
CSRD was to apply to large companies and parent
companies with an average number of over 250
employees during the year (wave 2) [110]. For the
financial year 2026, the CSRD was to expand to
include small [111] and medium-sized undertakings
[112] with securities listed on an EU regulated market
(wave 3)[113]. From 2028, the Directive was to apply to
companies registered outside the EU who generate
more than EUR 150 million in net income per year
inside the Union and that has at least one subsidiary
company that exceeds income of €40 million or a
subsidiary that qualifies as a large, medium or a small
company listed on an EU regulated Market [114]. The
expansion in scope would have resulted in an increase
in reporting from approximately 11,700 companies
under the NFRD to approximately 50,000 companies
[115].

The information required by the CSRD includes:

. a description of the company’s business model
and strategy, particularly for sustainability
matters [116];

. a description of time-bound sustainability-related
targets, including potential GHG emission

reductions, a description of progress made to
achieve these targets [117];

. a description of the role of administrative,
management, and supervisory bodies in
sustainability matters and their expertise and
skills to these to fulfil this role; [118]

. a description of the company’s
sustainability-related policies [119];
. a description of the due diligence processes

[120], the principal actual or potential adverse
impacts in the company’s own operations and
‘value chain,’ actions taken to identify and track
these impacts, and actions to mitigate these
adverse impacts [121];

. a description of sustainability-related risks and
how these risks are managed [122];

The CSRD further provides that reports include
information regarding environmental factors such as:
climate change mitigation; [123] resource use;
pollution; and biodiversity [124] and human rights
factors including measures against violence and
harassment in the workplace [125]. However, most
detail is provided by accompanying standard to which
the CSRD delegates the details of what must be
reported [126].

Unlike the NFRD, the CSRD must be prepared
accompanied by a reporting standard known as the
European Sustainability Reporting Standards (ESRS)
[127]. The ESRS are divided across 12 sections,
starting with ESRS 1 and 2 which set out general, cross
cutting reporting requirements followed by 10 specific
standards on ESG matters [128]. Under each of the
headings, the ESRS provides a detailed account of
what companies must report, subject to a double
materiality test based on financial materiality and
impact materiality [129]. A sustainability matter is
material from a financial perspective if it triggers or
could reasonably be expected to trigger material
financial effects on the undertaking i.e. where the
matter generates risks or opportunities that have a
material influence, or could reasonably be expected to
have a material influence, on the company’s
development, financial position or performance, cash
flows, access to finance or cost of capital over the
short-, medium- or long-term [130]. A sustainability
matter is material from an impact perspective when it
pertains to the company’s material actual or potential,
positive or negative impacts on people or the
environment over the short, medium- or long-term
including from it upstream and downstream value chain,
through its products and services, as well as through its
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business relationships that are not limited to direct
contractual relationships [131]. It is this ‘double
materiality’ standard that is the core metric for
companies to determine what information should be
disclosed and once a ‘matter’ meets the test, it is
mandatory to disclose it. The CSRD requires the
reports to be audited to ensure its compliance with the
ESRS [132].

This brief description of the SFDR, the Taxonomy
Regulation, the CSRD and ESRS demonstrates that
over the past five years, the EU made a concerted
efforts to raise the standards of sustainability reporting
in line with those that exist in financial reporting. The
EU did this by making sustainability disclosures
mandatory for certain companies and investors,
requiring the reports to be detailed, standardised and
independently verified. During this process, the EU
repeatedly emphasised that the measures were not
only designed to create more sustainable business
practices but also to facilitate sustainable finance by
creating a reliable reporting framework.

4. Omnibus I, SFRD 2.0 and Lessons from the EU’s
Sustainability Reporting Regime

The SFDR, the Taxonomy Regulation, the CSRD
and ESRS created the most comprehensive legal
framework in existence and had the potential to
significantly increase the breadth and reliability of
sustainability reporting. However, in 2024, the EU
signalled a policy reversal, moving away from
sustainability focused regulation, based on the Green
Deal, toward fostering “competitiveness”. The basis for
this policy reversal lay in the reports by Enrico Letta
and Mario Draghi which emphasised the need for
Europe to create a regulatory landscape that facilitated
the competitiveness and resilience of European
Business. The Draghi report particularly emphasised
that the regulatory burden on European companies is
high compared to other jurisdictions [133] and
expressed concerns at the ‘innovation gap’ between
Europe and China and the United States [134]. In
response, the European Council called for “a
simplification revolution, ensuring a clear, simple and
smart regulatory framework for businesses and
drastically reducing administrative, regulatory and
reporting burdens” [135]. This was followed by the
European Commission’s Competitiveness Compass
[136] which also emphasised the importance of
“simplifying the regulatory environment, reducing
burdens and favouring speed and flexibility” [137].

The first piece of legislation introduced under this
simplification agenda was Omnibus | [138] which
entered into force on March 18 2026. The most
significant amendment introduced by Omnibus | is to

raise the CSRD’s thresholds such that it will now only
apply to EU companies with more than a €450 million
net turnover and 1,000 employees [139]. This increase
in threshold will take approximately 80% companies
outside the scope of the CSRD, and now all small and
medium sized companies fall under a new voluntary
reporting framework [140]. Recital 20 of Omnibus |
provides that the EU will also introduce a new
delegated legislation to revise the ESRS in order to
simplify its structure and presentation. More specifically,
the Recital provides that the new ESRS will: remove
several data points; further distinguish between
mandatory and voluntary datapoints; clarify the
materiality principle to ensure that undertakings are
only required to report material information; and
improve consistency with other pieces of legislation,
including financial services legislation. The EU has
published a draft of the new delegated legislation and
the new ESRS [141] which proposes to reduce
mandatory reporting data points by approximately 60%
and total data points by approximately 70% [142].
Alongside these changes to the CSRD, on November
20 2025 the Commission proposed a set of changes to
the SFDR, again with the aim of simplification and
reducing the burdens on companies. The proposed
changes include the removal of the requirement to
publish a principal adverse impact statement and
removes the definition of "sustainable investment"
[143].

This overview of the main changes introduced to the
CSRD and SFDR serve to demonstrate the shift in the
EU’s approach to sustainability reporting [144].
Between 2020 and 2024, the EU was on track to raise
the standard of sustainability reporting to close to the
level of financial reporting in the sense that it was
mandatory for a high number of companies and
investors as well as being detailed, standardised and
independently verified. Yet, in the last two years, the
EU has deregulated this area, exempting many
companies from mandatory sustainability reporting and
reintroduced voluntary reporting for SMEs and is
lowering the standard for companies still subject to the
CSRD through a revised ESRS. This will impact both
the breadth and the reliability of the sustainability
reporting under EU law. While this can be explained by
reference to the new focus on competitiveness, and the
EU’s perceived need to reduce the regulatory burden
on EU businesses, it is perhaps not the only reason for
the rowing back on mandatory sustainability reporting.

While rules ensuring the reliability of sustainability
reporting is undoubtedly important to prevent cherry
picking, greenwashing, and boiler plate reporting, so
too is not overburdening companies with unnecessary,
unclear or excessively costly regulation. One failure of



Advancing Sustainable Finance Through Law

Journal of FinTech and Sustainable Finance, 2026, Vol. 2 119

the EU’s sustainability reporting model that it was too
disjointed leading to complexity. Instead of introducing
a single directive covering sustainability reporting and
finance, the EU introduced the Taxonomy and the
SFDR, while the CSRD made a vast number of
amendments to the NFRD. These pieces of legislation
also included further cross references to further pieces
of legislation, such as the ESRS and the Accounting
Directive. The result was a highly complex framework
that lacked an integrated approach that could be simply
understood by investors and companies [145].
Somewhat ironically, the more recent changes
introduced by the EU fails to address this fundamental
problem and instead introduces a raft of new
amendments adding further complexity, especially for
those who had invested in compliance for the CSRD
and SFDR. The other difficulty sustainability reporting
model was the introduction of many new legal concepts,
such as “double materiality” in the ESRS and
“sustainable investment” in the SFDR, which
introduced uncertainty. While novel concepts and
definitions are clearly necessary to develop new
mandatory rules, it also creates extensive uncertainty
around compliance which in turn increases the
compliance burden. This point demonstrates the
difficulty in moving from voluntary standards to
mandatory legal frameworks [146]. In some cases,
such as double materiality, the EU is attempting to
clarify its meaning. However, in others, the EU has
chosen to deregulate by moving approximately 80%
outside the CSRD’s scope and by proposing to remove
the definition of “sustainable investment” from the
SFDR.

Based on the above analysis, it seems clear that the
EU could have introduced mandatory, standardised
and independently verified reporting rules without
imposing such complexity on businesses. Further, it is
not clear that the most recent changes introduced by
the EU through Omnibus | and SFDR 2.0 will in fact
simplify the framework. While this may sound critical,
the EU is the first jurisdiction to attempt to develop a
comprehensive mandatory legal framework for
sustainability disclosures — it is understandable that the
end result was not a streamlined, integrated model. Yet
the lesson for future jurisdictions examining this area
must be that while ensuring the reliability of
sustainability disclosures is important, it must be
introduced in as simple and straightforward way as
possible.

It is here where Regulatory Technology and
dedicated ESG data platforms emerge as vital
mechanisms to mitigate compliance burdens. As
mentioned above, the EU is already using regulatory
technology via its European Single Access Point, it is

perhaps surprising that greater digitalisation did not
feature as part of Omnibus | to alleviate the complexity
caused by the various EU reporting laws. For example,
the complexity could have been reduced by providing a
framework for data ingestion and algorithmic mapping
to translate raw corporate data into standardised,
compliant disclosures. Ultimately, while lawmakers
struggle to find a simple regulatory equilibrium,
regulatory technology could provide a pragmatic bridge
- lowering the compliance costs for companies while
simultaneously ensuring reliable disclosures.

CONCLUSION

It is undoubtedly a difficult task to find the
appropriate balance between creating a regulatory
landscape that encourages and facilities reliable
sustainability disclosures and sustainable finance while
also not imposing undue burdens on businesses. The
EU has been the first jurisdiction to attempt to do this,
and is continuing to try and find the right balance
through a series of recent amendments. Certain
lessons can be drawn from the EU’s efforts, including
the methods through which sustainability disclosures
can be made reliable and the importance of reducing
the complexity of the legislative measures. However,
the main lesson may be that technology may provide
the solution in the attempt at finding this balance.
Future regulatory frameworks should look to regulatory
technology solutions to maintain reliability while also
minimising compliance burdens.
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