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In this edition, we explore the evolving landscape 

of sustainability regulations and the ongoing 

conversations around  its impact on reporting and 

disclosures. 

We begin by exploring the UK before moving on 

to Europe and the US. We also consider the risks 

and opportunities for companies,  nature -related 

standards, data gaps and materiality 

considerations, as well as  the role Artificial 

Intelligence (AI) can play in supporting 

disclosures.
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Navigating the UK’s evolving regulatory landscape

1 UK Government - UK Sustainability Reporting Standards - GOV.UK
2 IFRS - IFRS - IFRS Foundation
3 FCA - Sustainability reporting requirements | FCA
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Sustainability Regulations

The UK Sustainability Reporting Standards (UK 

SRS) are set to be introduced in the first quarter 

of 2026, 1 marking a significant shift in the way 

companies are required to disclose climate and 

sustainability -related information. 

The Government is preparing to implement the 

UK SRS,  a set of guidelines aimed at standardising 

sustainability reporting for UK businesses. These 

are to be aligned to the International 

Sustainability Standards Board (ISSB), which is 

the standard setter for the International Financial 

Reporting Standards (IFRS). 2

The overarching aim of these standards is to 

enhance the comparability, transparency and 

reliability of Environmental, Social, and 

Governance (ESG) data within the UK’s capital 

markets . UK SRS will implement IFRS standard S1 

and S2 and will require companies to disclose 

sustainability risks and opportunities. 

The Financial Conduct Authority (FCA) 3 has 

proposed that the adoption of UK SRS S2 – the 

standard focused on climate -related disclosures – 

be made mandatory. In parallel, a ‘comply or 

explain’ approach is proposed for the UK SRS S1 

standard, which addresses general sustainability -

related financial information. 

This regulatory transition signals the growing 

maturity of climate reporting practices in the UK. 

It also reflects increasing demand from 

institutional investors for high -quality, decision -

useful data to inform their investment decisions.

With ongoing debates over the UK’s divergence 

from EU standards and the delayed 

implementation of certain frameworks (more on 

this in the next section covering Europe), 

companies and investors alike face ambiguity 

regarding future disclosure requirements and 

compliance expectations. 

https://www.gov.uk/guidance/uk-sustainability-reporting-standards
https://www.gov.uk/guidance/uk-sustainability-reporting-standards
https://www.gov.uk/guidance/uk-sustainability-reporting-standards
https://www.ifrs.org/
https://www.ifrs.org/
https://www.ifrs.org/
https://www.fca.org.uk/firms/climate-change-sustainable-finance/reporting-requirements


The EU was the first region to introduce a 

package of sustainability regulations designed to 

drive investments in low carbon activities 

supporting Europe’s transition to net zero. These 

included the Corporate Sustainability Reporting 

Directive (CSRD) and Corporate Sustainability 

Due Diligence Directive (CSDDD). In late 2024, 

the EU Omnibus Package was tabled to lessen 

unnecessary administrative burdens that 

companies face, while at the same time 

safeguarding the core principles of transparency 

and accountability. 4

Key EU proposals and implications  

A central suggestion within the Omnibus Proposal 

is to reduce the number of data points required 

under the CSRD. The proposal prioritises 

quantitative disclosures over qualitative ones, 

with the intention of simplifying compliance 

obligations for companies. 

However, this shift may come at the cost of 

narrative depth in sustainability reports, 

potentially changing the way organisations 

communicate their sustainability efforts and 

strategies to various stakeholders. The proposals 

also significantly reduce the number of in -scope 

entities (less than 10,000) required to disclose 

under CSRD. 

Interaction between CSRD and 

CSDDD

CSRD does not function in isolation. In practice, 

companies must also adhere to the stipulations of 

the CSDDD, which requires companies to identify 

and address adverse human rights and 

environmental impacts across their operations 

and value chains.

The interaction between these two frameworks is 

significant, as both work together to shape how 

companies report on material risks and impacts 

linked to their business activities. 
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4EU Omnibus - Omnibus I - European Commission

Although the initial focus of the UK SRS will be on 

large, ‘economically significant’ entities, the 

standards will have far -reaching consequences. 

Small and medium -sized enterprises (SMEs) 

should not assume they are outside the scope of 

these changes.

The ripple effects of the UK SRS will be felt 

throughout the supply chain, influencing the 

practices and reporting requirements of SMEs 

providing products and services to larger 

organisations.

For example, UK SRS  requirements may include:

• Scope 3 emissions : Disclosures on the 

emissions generated by the suppliers of the 

goods and services provided by the SME

• Climate risks : Information on the climate 

risks associated with the supply chain of the 

larger organisation

• Data consistency : SMEs will need to provide 

credible, consistent data to demonstrate their 

climate resilience and be seen as low -risk 

partners.

Making sense of the EU corporate reporting landscape

Sustainability Markets Insights
Sustainability Regulations           March  2026

https://commission.europa.eu/publications/omnibus-i_en
https://commission.europa.eu/publications/omnibus-i_en
https://commission.europa.eu/publications/omnibus-i_en
https://commission.europa.eu/publications/omnibus-i_en


Incorporating nature -related 

standards and the TNFD in the EU

The Taskforce on Nature -related Financial 

Disclosures (TNFD) has recommended that the 

European Sustainability Reporting Standards 

(ESRS) 5 nature -related standards  – specifically E2 

to E5 – be consolidated into a single, integrated 

standard. 

T his consolidation aims to lessen the complexity 

of reporting requirements while maintaining the 

rigour and integrity of the standards, ensuring 

that organisations can report effectively on 

nature -related matters without unnecessary 

duplication or confusion. 

The five Environmental Standards (ESRS E1 to E5) 

cover climate change, pollution, water and 

marine resources, biodiversity and circular 

economy , helping companies understand and 

disclose their environmental impacts.

The ESRS are mandatory guidelines for companies 

in the EU to disclose their sustainability impacts, 

risks and opportunities as part of the CSRD. 

4
5 ESRS - Draft Simplified ESRS | EFRAG

Reliable ESG data has become a cornerstone of 

investment decision -making, as stakeholders seek 

transparency around environmental impact, 

social responsibility and governance practices. 

While reducing the number of required data 

points may ease the compliance burden for 

companies, it introduces the risk of information 

gaps for investors and banks. 

This is particularly relevant for those assessing 

environmental, social and governance risks in 

industries with significant environmental 

exposure.

Such gaps may hinder investors’ ability to fully 

evaluate an organisation’s sustainability 

performance, potentially affecting investment 

decisions and overall confidence in reported data.

Potential data gaps and investor confidence across 
multiple jurisdictions
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https://www.efrag.org/en/draft-simplified-esrs
https://www.efrag.org/en/draft-simplified-esrs
https://www.efrag.org/en/draft-simplified-esrs
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6California climate disclosure - California Corporate Greenhouse Gas (GHG) Reporting and Climate Related 
Financial Risk Disclosure Programs

Materiality plays a pivotal role within both the 

CSRD and the International Sustainability 

Standards Board (ISSB) frameworks. Companies 

are encouraged to use the materiality process to 

ensure that their disclosures meet stakeholder 

expectations and are grounded in robust risk 

management practices.

The ISSB framework being adopted by the UK 

(SRS) focuses on single materiality, where only 

those sustainability matters directly influencing 

the company’s financial performance are 

disclosed.

In contrast, the EU CSRD introduces a double 

materiality approach, requiring companies to 

assess and report on both financial materiality 

(how sustainability issues affect the company’s 

financial position) and impact materiality (how 

the company’s activities affect the environment 

and society).

The materiality p rocess  in the UK and the EU 
reporting f rameworks

Making sense of the US corporate reporting landscape

The US regulatory landscape is notably complex 

and fragmented. Businesses and investors must 

contend with a wide variety of state laws and 

federal guidelines, each impacting operations and 

decision -making in different ways.

One of the defining characteristics of the US 

sustainability regulatory environment is its lack of 

uniformity. Individual states have adopted their 

own measures, some supporting ESG initiatives 

and others opposing them. For example,  

California’s climate disclosure requirements 

mandate large companies to disclose greenhouse 

gas emissions and climate -related financial risks. 6

This divergence compels companies operating 

across state lines to develop a nuanced 

understanding of the specific compliance 

requirements applicable in each jurisdiction. 

As a result, uncertainty is heightened for 

investors, who must assess risks and opportunities 

in an environment where the rules are neither 

standardised nor predictable.

Compliance challenges for 

companies in the US

Navigating the US patchwork of regulations 

presents significant challenges for businesses, 

especially for those with national or multi -state 

operations. The fragmented regulatory approach 

means organisations must establish 

comprehensive compliance programmes that 

account for the nuances of each state’s laws, 

often requiring specialised legal counsel and 

compliance officers. 

This inevitably increases operational costs, as 

processes and disclosures must be adapted, 

sometimes repeatedly, to stay in line with 

changing expectations.

To maintain effective governance and robust risk 

management, it is essential for companies to 

monitor regulatory developments at both the 

federal and state levels. Only by remaining vigilant 

and proactive can organisations avoid legal 

pitfalls, manage their reputational risk, and 

ensure their long -term viability in a complex and 

evolving commercial environment.
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https://ww2.arb.ca.gov/our-work/programs/california-corporate-greenhouse-gas-ghg-reporting-and-climate-related-financial
https://ww2.arb.ca.gov/our-work/programs/california-corporate-greenhouse-gas-ghg-reporting-and-climate-related-financial
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7 S&P DJSI - Sustainability -  Indices | S&P Dow Jones Indices
8 MSCI ESG Index - Sustainability Indexes | MSCI Indexes

Securing and maintaining high -quality ESG ratings 

remains crucial for companies, especially in the 

context of bond issuance and inclusion in leading 

indices such as the Dow Jones Sustainability Index 

(DJSI) 7 and MSCI Index. 8

There is a real possibility that streamlined 

reporting requirements could impact ratings 

unless companies opt to provide voluntary 

additional disclosures that complement the 

mandated information. 

Companies should therefore consider carefully 

how they balance regulatory simplification with 

the need for comprehensive communication.

Impact on ESG ratings

In this evolving landscape, the importance of data 

has grown exponentially for investors. 

Increasingly, investors rely on accurate, timely and 

consistent disclosures to assess a company's long -

term value, resilience and risk profile. 

Companies that fall short by failing to provide 

robust, accurate and consistent sustainability 

disclosures risk negative consequences. 

Such shortcomings can erode investor confidence, 

damage a company’s reputation and even lead to 

the withdrawal of capital. On the other hand, 

reliable sustainability reporting can strengthen 

stakeholder trust, enhance a company’s public 

image and open the door to broader access to 

investment and partnership opportunities.

Investor expectations
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https://www.spglobal.com/spdji/en/index-family/sustainability/sustainability/#overview
https://www.spglobal.com/spdji/en/index-family/sustainability/sustainability/#overview
https://www.spglobal.com/spdji/en/index-family/sustainability/sustainability/#overview
https://www.msci.com/indexes/category/sustainability-indexes


The integration of AI and digital tools is expected 

to enhance sustainability reporting efforts 

significantly. Emerging AI frameworks are 

streamlining efficiency, optimising operations and 

improving data analysis and predictive modelling.

Why AI is a game changer

Speed and scale

AI can scrape, map and cross -reference 

environmental and climate data from multiple 

sources almost instantly.

Enhanced insights

Investors can now build a more holistic view of 

ESG risks and opportunities, improving decision -

making.

Improved sustainability reporting

AI can clean, standardise and validate raw data, 

as well as identify errors and anomalies to ensure 

its accuracy . This reduces the  need for data 

estimation.

The challenges

Actionable intelligence

Raw data needs context and interpretation to 

become meaningful for investment strategies.

Reliance on corporate disclosures

Despite AI’s reach, some data such as internal 

emissions metrics or supply chain details still 

depends on company reporting.

AI hallucinations

Verification is crucial to ensure the accuracy, 

reliability and trustworthiness of output.

7

Utilising AI and digital tools  in sustainability 
d isclosures

Sustainability reporting is rapidly evolving as 

jurisdictions integrate ISSB -aligned frameworks 

into regulation. The UK SRS reflects this shift, 

positioning sustainability as a core element of 

business strategy, risk management and financial 

performance. 

Non -listed organisations also face growing 

expectations from stakeholders, financiers and 

supply chains to demonstrate credible 

sustainability practices. For SMEs, consistent 

disclosures can reduce costs, build trust and 

improve reputation supporting growth in a low 

carbon economy.

As frameworks continue to evolve, firms must 

strengthen materiality assessments and risk 

processes. AI -enabled tools and proactive 

stakeholder engagement can help address data 

gaps.

Overall, robust sustainability reporting can 

enhance credibility, competitiveness and access 

to capital.

Conclusion
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To contact us directly giving us permission to add you to our 
mailing list, or to unsubscribe, please email: 
sustainabilitymarketsinsights@lloydsbanking.com

All editions in the Sustainability Markets Insights series can be 
found at lloydsbank.com/ sustainabilitymarketsinsights
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This edition of Sustainability Markets Insights is authored by guest writer Shafna Chowdhury.
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These recommendations should be treated as a marketing communication for the purposes of UK law. Consequently, it has 
not been prepared in accordance with legal requirements designed to promote the independence of investment research 
and is not subject to any prohibition on dealing ahead of the dissemination of investment research.

By accessing, viewing or reading this Communication you confirm, represent, warrant and undertake that you understand, 
acknowledge and agree to comply with the contents of this disclaimer.
                                                       
This communication (1) does not constitute or form part of any offer to sell or an invitation to subscribe for, hold or 
purchase any securities or any other investment; (2) shall not form the basis of or be relied on in connection with any 
contract or commitment whatsoever; (3) is provided for information purposes only and is not intended to form, and should 
not form, the basis of any investment decision; (4) is not and should not be treated as investment advice, investment 
research or a research recommendation; (5) has been prepared by, is made by, and is subject to the copyright of, Lloyds 
Bank Corporate Markets plc (‘Lloyds Bank’) and may not, in whole or in part, be reproduced, transmitted, stored in a 
retrieval system or translated in any other language without the prior written consent of Lloyds Bank; (6) is intended only f or 
and directed at persons who are not classified as an EU Retail Investor in the European Economic Area (EEA) and for these 
purposes an “EU Retail Investor” means a person who is one (or more) of: ( i)  a retail client as defined in point (11) of Article 
4(1) of Directive 2014/65/EU (as amended, “EU MiFID II”) or (ii) a customer within the meaning of Directive 2016/97 (as 
amended, the “EU Insurance Distribution Directive”), where that customer would not qualify as a professional client as 
defined in point (1) of Article 4(a) of MiFID II) (7) is intended only for and directed at persons who are not classified as a U K 
Retail Investor in the United Kingdom (“UK”) and for these purposes “UK Retail Investor” means a person who is one (or 
more) of: a retail client, as defined in point (8) of Article 2 of Regulation (EU) No 2017/565 as it forms part of domestic l aw 
by virtue of the European Union (Withdrawal) Act of 2018 (“EUWA”);  (ii) a customer within the meaning of the provisions of 
the Financial Services and Markets Act 2000 (the “FSMA”) and any rules or regulations made under FSMA which were relied 
on immediately before exit day to implement the EU Insurance Distribution Directive, where that customer would not 
qualify as a professional client as defined in point (8) of Article 2(1) of Regulation (EU) No 600/2014 as it forms part of 
domestic law by virtue of the EUWA; (8) is confidential, intended only for the internal use of authorised recipients and may 
not be disclosed, reproduced or redistributed, in whole or in part, to a third party without the prior written consent of 
Lloyds Bank; (9) is in summary form, is based on current public information, and although Lloyds Bank has exercised 
reasonable care in its preparation, no representation or warranty, express or implied, is made as to the accuracy, reliabilit y 
or completeness of the facts and date contained herein by Lloyds Bank, its group companies and affiliates, and its or their 
directors, officers, employees, associates and agents (altogether, “Lloyds Bank Persons”).

The information contained in this Communication has not been independently verified by Lloyds Bank.  The information and 
any opinions in this Communication are subject to change at any time and Lloyds Bank is under no obligation to inform any 
person of any such change.

This Communication may refer to future events which may or may not be within the control of Lloyds Bank Persons, and no 
representation or warranty, express or implied, is made as to whether or not such an event will occur.

To the fullest extent permitted by applicable law, regulation and rule of regulatory body, Lloyds Bank Persons accept no 
responsibility for and shall have no liability for any loss in relation to this Communication, however arising whether direct , 
indirect, consequential or loss of profit.  Lloyds Bank Persons may have an interest in any financial material mentioned in t his  
Communication.

In Australia, LBCM does not hold an Australian financial services licence (AFSL) and is exempt from the requirement to hold 
an AFSL. LBCM is authorised by the Prudential Regulatory Authority (PRA) and is regulated by the PRA and the Financial 
Conduct Authority under the laws of the United Kingdom, which differ from Australian laws. LBCM is not an authorised 
deposit -taking institution under the Banking Act 1959 ( Cth ). Any services provided in Australia or to Australian customers are 
intended for Wholesale Clients only (as defined under the Corporations Act 2001.

Lloyds Banking Group plc and its subsidiaries may participate in benchmarks in any one or more of the following capacities; 
as administrator, submitter or user. Benchmarks may be referenced by Lloyds Banking Group plc for internal purposes or 
used to reference products, services or transactions which we provide or carry out with you. More information about Lloyds 
Banking Group plc’s participation in benchmarks is set out in the Benchmark Transparency Statement which is available on 
Lloyds Bank website.

Lloyds Bank is a trading name of Lloyds Bank plc, Bank of Scotland plc, Lloyds Bank Corporate Markets plc and Lloyds Bank 
Corporate Markets Wertpapierhandelsbank  GmbH. Lloyds Bank plc. Registered Office: 25 Gresham Street, London EC2V 
7HN. Registered in England and Wales no. 2065. Bank of Scotland plc. Registered Office: The Mound, Edinburgh EH1 1YZ. 
Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Registered office 25 Gresham Street, London 
EC2V 7HN. Registered in England and Wales no. 10399850. Authorised by the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the Prudential Regulation Authority under registration number 119278, 169628 and 
763256 respectively. Lloyds Bank Corporate Markets Wertpapierhandelsbank  GmbH is a wholly -owned subsidiary of Lloyds 
Bank Corporate Markets plc. Lloyds Bank Corporate Markets Wertpapierhandelsbank  GmbH has its registered office at 
Thurn -und -Taxis Platz 6, 60313 Frankfurt, Germany. The company is registered with the Amtsgericht  Frankfurt am Main, 
HRB 111650. Further regulatory information is available via https://www.lloydsbank.com/business/corporate -
banking/important -information/commercial -banking -regulatory -information.html .

Lloyds Bank is reliant upon third party data sources to support the disclosure of environmental, social and governance 
(“ESG”) information and data within this Communication and in the context of any ESG support offered. The data relied 
upon may be produced based on methodologies which are not transparent to Lloyds Bank and both the data and the 
methodology used are subject to change without notice which may impact the integrity of any ESG support. The regulatory 
environment impacting investors’ ESG reporting obligations and attitudes towards investee companies is complex and fast 
paced. Accordingly, any ESG support is intended to be generic in nature, and not specific to a determination as regards the 
materiality or financial impact of a company’s ESG performance for any specific investor. Any ESG support provided is not 
intended to constitute regulated investment advice and accordingly, any investor protection regimes afforded to regulated 
advice do not apply to this service. Lloyds Bank corporate support services are not a substitute for you obtaining 
independent verification and advice on the accuracy of ESG and / or sustainability disclosures and the ability to substantiat e 
such statements.
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