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Sustainability reporting in Europe has reached a pivotal point. Following the first wave of
Corporate Sustainability Reporting Directive (CSRD) disclosures for FY2024 and the subsequent
FY2025 reporting cycle, companies are facing a great deal of complexity and significant cost,
while displaying a tendency to overreport. Although the introduction of the European
Sustainability Reporting Standards (ESRS) has significantly boosted transparency, it has also led
many organizations to adopt a compliance-driven approach, often at the expense of strategic
clarity and decision usefulness.

Indeed, our analysis of recent sustainability reporting practices reveals that most companies
continue to operate within a compliance-oriented paradigm. Reports frequently cover a broad
range of material topics, many of which are only loosely connected to the company’s underlying
business model or strategic priorities. This leads to lengthy disclosures, a heavy operational
burden, and limited value for decision makers.

The forthcoming introduction of ESRS Set 2 1s likely to change this dynamic. The revised standards
—applicable from FY2026 onward—reduce the number of required data points by approximately
60% to 70% and place greater emphasis on materiality and decision usefulness. As a result,
companies have an opportunity to fundamentally rethink their approach to sustainability
reporting.

BCG’s point of view is clear: companies can use this moment to make the transition from
compliance-driven reporting to a strategy-led sustainability reporting model based on smart
compliance. They have the opportunity not only to refine what they report, but also to redesign
how they carry out sustainability reporting. To support this change, we envision an approach
grounded on three core elements:

e Sustainability Strategy. Reestablish the linkage between disclosure and strategic priorities.
e Sustainability Reporting Process. Redesign reporting as an efficient, end-to-end process.

e Enablers. Use Al, governance, and organizational capabilities to scale impact.

Companies that act now—using FY2026 as a reset point—can reduce their reporting costs,
improve the clarity and relevance of their disclosures, and strengthen the connection between
sustainability and business strategy. Inaction, on the other hand, could carry the risk of further

entrenching inefficient processes, causing companies to miss a crucial opportunity to turn
sustainability reporting into a source of competitive advantage.

Seizing the Opportunity
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Over the past decade, sustainability reporting has undergone a far-reaching transformation. What
was once a largely voluntary exercise has evolved into a mandatory and increasingly complex
regulatory requirement. Anchored in the European Green Deal, the EU’s policy framework seeks
to guide capital allocation and corporate disclosures toward sustainability-related objectives.

The Corporate Sustainability Reporting Directive (CSRD), operationalized through the European
Sustainability Reporting Standards (ESRS), represents one of the most comprehensive attempts
to standardize sustainability disclosures globally. Its objective is to provide reliable,comparable,
and decision-useful information across a range of environmental, social, and governance
dimensions.

However, the early stages of its implementation have exposed significant challenges. The first
wave of CSRD reports, for FY2024, and the subsequent FY2025 reporting cycle, have
demonstrated that sustainability reporting under ESRS is both operationally demanding and
costly. Companies must collect, validate, and disclose large volumes of data across multiple
dimensions, often spanning complex value chains and involving numerous internal stakeholders.

As a result, sustainability reporting has evolved into a cross-functional process requiring input
from sustainability, finance, risk, IT, and legal teams—frequently supported by external advisors
and assurance providers. Recurring annual costs for large organizations exceed €1 million and
can be significantly higher when taking into account the full scope of internal and external
endeavors.

More importantly, the structure of the current standards has led to unintended behaviors. Faced
with a highly prescriptive framework, many companies opt for a broad interpretation of
materiality, resulting in disclosures that cover a multitude of topics. This has led to a tendency
toward overreporting, severing the envisioned linkage between disclosure and strategic priorities.

The result has been sustainability reports that may be lengthy, complex, and difficult to interpret
—both for preparers and for users. Recognizing these challenges, European policymakers have
Initiated a process of regulatory simplification. The initial EU Omnibus Package, introduced in
early 2025, extended implementation timelines and reduced the scope of the regulation. The
subsequent development of ESRS Set 2 marked a further adjustment of the underlying regulatory
intent. The revised standards reduce the number of mandatory data points by approximately 60%
to 70% and eliminate certain voluntary disclosures. They also clarify the application of double
materiality, which focuses on how sustainability issues affect the company’s position and how, 1n
turn, the entity impacts the environment and society at large. More fundamentally, the revised
standards signal a transition from a focus on completeness toward a stronger emphasis on
decision usefulness. This change presents companies with a unique inflection point. For the first
time since the introduction of CSRD, organizations are in a position to fundamentally reimagine
their sustainability reporting. FY2026 will be the first reporting cycle that fully enables this new
approach.

Nevertheless, realizing this opportunity calls for more than simply adjusting disclosures.
Companies should rethink the design and execution of their sustainability reporting across
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strategy, processes, and underlying capabilities.

Challenge: Sustainability
Reporting Between Market
Practice and Regulatory Intent

The latest State of Play study from the European Financial Reporting Advisory Group (EFRAG),
published in early July 2026 and more than 900 reports for FY2025, summarizes how companies
currently approach sustainability reporting. Because these reports were prepared under the
existing ESRS Set 1, they strongly reflect current market practices rather than the intended future
state under ESRS Set 2.

EFRAG’s analysis is based on a structured framework of 18 key questions spanning areas such as
materiality assessment, target setting, and report structure. (See Exhibit 1.) Building on their
insights, BCG further established distinct archetypes that permitted the identification and
classification of observed market practices.
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EXHIBIT 1

Identification of Emerging Markets and Best Practices in the EFRAG
State of Play 2026 Report

Archetypes
Standard/topics  Questions Type 1 Type 2 Type 3
@ What is the company’s DMA methodology? Eetionin - EPEED
@ How many IROs has the company identified? <25 - >31
DM o How many material topics has the company identified - - -
(excluding entity-specific topics)?
1 %]
o o How many material subtopics has the company identified 1 - =73
5’, (excluding entity-specific topics)?
(o] .
s ) How many topics are covered by measurable and = - -3
o= time-bound targets?
T  Strategy
= @ /e targets for material topics embedded into incentive . _ -
o schemes/remuneration?
(=
g @ What is the number of pages? <90 - >110
e © What is the number of characters? <200,000 - 350,000
topics o What is the share of the annual/management report dedicated a0 - a0
to the CSRD report?
© Does the company use an executive summary for its - _ ;
CSRD report? e
Transition
? _
plan (CTP) €@ Has the company adopted a CTP? No -
E ® Do companies state that nearterm and long-term targets are — " -
. . o, o disclosure [-]
Nonclimate. compatible with 1.5°C?

metrics ® What is the level of geographic disaggregation for
E2-E5 metrics?

%’

Regional

@ What is the company’s unadjusted gender pay gap? <10% >15%

Own
g workforce i Do companies report on discrimination and human

and S2-S4 rights incidents?

® Do companies have human rights policies covering ESRS

z
9
I | | | I

Supplier o Do companies take into account ESG criteria in the selection o
management of suppliers?
€@ Do companies disclose an average payment term for SMEs? No -

B Market practice None

Sources: EFRAG State of Play 2026; BCG analysis.

Note: CSRD = Corporate Sustainability Reporting Directive; CTP = climate transition plan; DG Clima = Directorate-General for Climate Action; DMA = double
materiality assessment; E = environmental; ESG = environmental, social, and governance; ESRS = European Sustainability Reporting Standards; G =
governance; IRO = impact, risk, and opportunity; S = social; SME = small or medium-size enterprise.

A Compliance-Driven Equilibrium

Across different industries, a consistent pattern emerges. Most companies approach
sustainability reporting primarily as a compliance exercise. Although there are some notable
exceptions, the dominant pattern involves fulfilling regulatory requirements rather than using
sustainability reporting as a strategic tool.

This is particularly apparent from the number of material sustainability topics that companies
cover in their reporting that are only partially covered by concrete targets or incentive schemes.

©2026 Boston Consulting Group



This broken connection between strategic priorities and disclosures has several undesirable
consequences. The large number of material topics increases the amount of required disclosures,
intensifies data collection efforts, and ultimately drives up the cost and complexity of reporting.
And crucially, 1t diverts the report’s focus away from the 1ssues that matter most.

Al as a Promised Step Change, but One
That Has Yet to Matenalize

Across the sustainability reporting ecosystem, software providers and advisors increasingly
characterize Al as a potential game changer. The promise is compelling: faster data processing,
reduced manual effort,improved report quality, and more decision-useful disclosures.

In principle, a wide range of Al use cases could arise along the end-to-end sustainability reporting
cycle. (See Exhibit 2.)

EXHIBIT 2
Existence of Various AI Use Cases Across the End-to-End ESG
Reporting Journey
QP = oooo
] £ & R 5
—— ol
e Qﬁ 101 {é\} | o ==
Scope and Materiality Disclosure Data Calculation,  Narrative, Publication
e e | and ESG and KPI collectionand rollup,and  review,and and continuous
& scoping design processing control assurance improvement
e | _
« Process site « Automate PCF « Prepopulate « Produce internal
and entity calculations data reports ESG reports for
ESG data « Accelerate that follow a management
@ « Collect access to ESG standard use
value-chain data and structure
Automation ESG data reporting « Validate
« Conduct data workflows regulatory
‘ quality checks compliance
) | [ I [ [ [

« Map and * Analyze » Run ESRS « Close ESG data  « Interpret and « Draft « Benchmark ESG
reconcile large-scale historical and gaps with explain KPI qualitative ESG disclosures
required ESG documents regulatory gap suppliers, using variances across  reports with « Generate
data points « Assess analysis Al-supported entities and consistent internal
across stakeholder and  « Align KPI and data estimates methodologies content documentation
reporting material ESG sustainability and reports for
standards inputs targets different

« Evaluate stakeholders
materiality
/ « Continuously « |dentify potential « Validate « Coordinate A
ool monitor IFRS, materiality signals received CO, assurance
;@; EFRAG, and driven by recent data for preparation,
(LDS’ other events plausibility and and audit
R regulators for consistency responses
Agentic Al potential
updates
(N P4

Sources: News reports and industry publications; BCG analysis.
Note: EFRAG = European Financial Reporting Advisory Group; ESG = environmental, social, and governance; ESRS = European Sustainability Reporting
Standards; IFRS = International Financial Reporting Standards; KP| = key performance indicator; PCF = preduct carbon footprint.
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These include applications focused on three elements:

e Automation of repetitive tasks such as data collection and validation
e Advanced analytics and interpretation of sustainability data

e More recent agentic solutions that aim to orchestrate workflows and support end-to-end
reporting processes with limited human intervention

However, discussions with reporting teams and preparers point to a growing disconnect between
ambition and reality. While expectations—often reinforced by vendor narratives and internal
management pressure—are rising rapidly, actual deployment of Al in sustainability reporting
remains limited in both scope and impact. Many current applications fail to achieve anticipated
efficiency gains or quality improvements.

Several underlying factors help explain this gap between vision and results. First, use cases often
lack sufficient alignment with specific pain points of the reporting process, leading to solutions
that are technically feasible but operationally irrelevant. Second, fragmented data landscapes
and weak data governance can limit the effectiveness of Al models. Third, the implementation
process may not be properly integrated into broader reporting workflows, resulting in isolated
pilots rather than scalable solutions. And finally, organizational readiness—incorporating skills,
processes, and a general confidence in what Al can achieve—may lag behind the technological
ambition.

As a result, Al in sustainability reporting today contributes less to transformation at scale and
more to experimentation at the margins. Realizing its full potential will require a more disciplined
focus on high-impact use cases, stronger data foundations, and a systematic integration of Al into
the end-to-end reporting process.

Proposed Solution: A Strategy-
Led Sustainability Reporting
Model Based on Smart
Compliance

The transition to ESRS Set 2 offers companies a unique opportunity to redefine their
sustainability reporting. However, capturing this opportunity requires more than piecemeal
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adjustments. It calls for a shift from compliance-driven reporting to a strategy-led model grounded
in what BCG refers to as smart compliance. Smart compliance does not entail less rigor. Rather, it
reflects a more focused and structured approach that prioritizes matenrial, decision-useful
disclosures while minimizing unnecessary complexity and effort. To effect this change, we propose
a three-layer approach involving strategy, the reporting process, and enablers. (See Exhibit 3.)

EXHIBIT 3

Proposal to Approach Sustainability Reporting Holistically

ESG strategy Strategy
Scope and
.. 7 governance A
Publication .
and Materiality
continuous and ESG
improvement scoping
= v
End-to-end Narrative, DIRtioSe
ESG reporting ':;"si‘:_";:r z:’nd .K:I
process esig|
Calculation, Data

roll-up, and collection and
control ¢ processing

Source: BCG analysis.
Note: ESG = environmental, social, and governance; KPI = key performance indicator.

Sustainability Strategy: Reestablishing
the Linkage Between Materality and
Strategic Priorities

A refined approach to double materiality lies at the core of the framework, moving away from a
purely bottom-up, compliance-driven exercise. Although this orientation has always been
permissible, ESRS Set 2 places stronger emphasis on a more explicit top-down perspective,
allowing companies to use their strategic understanding of the business as a starting point to
identify material topics.
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This strategic approach helps reduce the complexity and burden of the assessment. Rather than
cataloging an exhaustive list of potential sustainability topics,companies can apply a more
sharply focused lens, guided by their business model and peer practices. The end result is a more
disciplined and prioritized set of material issues.

At the same time, any top-down perspective need not merely reflect the status quo. Existing
strategies may themselves be incomplete or evolving, and external stakeholder perspectives—
including those from civil society and NGOs—offer a critical counterbalance. A robust double
materiality assessment therefore supports strategic judgment with structured bottom-up
validation, ensuring identification and assessment of sometimes overlooked but relevant topics.

The objective 1s to reestablish a clear and credible linkage between matenal topics and strategic
priorities. Companies should explicitly connect material sustainability issues to their strategic
agenda, supported by defined targets and embedded in management processes. This strengthens
the internal relevance of sustainability and boosts the external credibility of disclosures.

Double matenality should serve not merely as a reporting requirement, but also as a tool to forge
a stronger and more responsive sustainability strategy. When applied effectively, it can help
companies concentrate on what really matters in terms of impact and financial relevance,
enabling them to build a foundation for more decision-useful, strategically aligned reporting.

Smart Compliance and the
Sustainability Reporting Process:
Designing How Reporting Works End-
to-End

Building on a clear strategic foundation, companies should design sustainability reporting as an
end-to-end process. Unfortunately, in practice, many organizations still suffer from fragmented
setups characterized by siloed responsibilities, multiple handovers, and a large amount of
manual intervention. This not only increases cost and effort, but also introduces inconsistencies,
weakens controls, and complicates assurance.

A smart compliance approach tackles these challenges by structuring sustainability reporting
across seven clearly defined and interconnected steps, from initial scoping to final publication
and subsequent continuous improvement:

1. Scope and Governance—Define Scope and Decision Logic. The first step in the process
involves defining the reporting boundary—covering legal entities, sites, and joint ventures—
and establishing a suitable approach to consolidation (that is, financial versus operational
control). This approach enables companies to translate regulatory requirements such as
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CSRD/ESRS into an organization-specific framework, supported by clear governance
structures, roles, timelines, and sign-off processes.

2. Materiality and Sustainability Scoping—Minimize Scope with a Defensible Rationale. A
structured double matenality assessment identifies and prioritizes impacts, risks, and
opportunities throughout the value chain,including upstream activities, own operations, and
downstream activities. Using defined scoring methodologies, the assessment determines
material topics and translates them into a focused set of ESRS disclosures and data points,
takinginto account phase-ins and justified exclusions. Robust documentation ensures
transparency and auditor alignment.

3. Disclosure and KPI Design—Design Once, Control Systematically. This step involves
translating reporting requirements into a clear disclosure architecture, including defining
KPIs and the underlying data model (such as units, boundaries, and frequency). The company
establishes methodologies such as carbon accounting rules to ensure consistency over time.
In parallel, it designs a control framework that defines validation thresholds, evidence
requirements, and control points across the process.

4.Data Collection and Processing—Industrialize Data Capture. The approach captures
sustainability data, including primary activity data (for example, metered energy), at the
source, and integrates the data points into controlled, repeatable data flows across systems
such as enterprise resource planning, EHS, HR, and procurement. Where required, the
assessment collects value-chain data through supplier engagement and audits. Data quality
triage—covering completeness checks, outlier detection, and initial plausibility assessments
—ensures early identification of data issues.

5.Calculation, Roll-up, and Control—Make Sustainability Numbers Finance-Grade. Defined
calculation methodologies (such as carbon accounting) transform collected data into
reportable sustainability metrics, consolidating results across business units and at group
level, supported by systematic reconciliations and plausibility checks. Mechanisms for
restatements and version control ensure transparency and auditability in case of
methodological or boundary changes.

6. Narrative, Review, and Assurance—Explain, Validate, and Assure. The method then
translates quantitative results into ESRS-aligned narratives, ensuring clear linkage between
KPIs and disclosures. Consistency checks validate the coherence of the overall reporting
story. Internal reviews across functions (such as finance and legal) ensure accuracy and
alignment, while structured evidence packs, walkthroughs, and sampling facilitate a smooth
external assurance process.

7.Publication and Continuous Improvement— Close, Communicate, and Improve. The final
step is to prepare disclosures for publication, with full digital readiness, distributing
sustainability information across multiple channels such as integrated reports, corporate
websites, and sustainability rating submissions. Reporting outcomes provide a basis for
tracking progress against internal targets and inform strategic steering. The process
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consistently captures feedback from the reporting cycle to reinforce continuous
improvement.

Across these seven steps, the objective of smart compliance is to redesign report execution
without compromising on rigor. This involves minimizing unnecessary data points, standardizing
workflows, clarfying ownership, and embedding robust governance and controls throughout the
process. Meanwhile, a well-structured end-to-end process builds the foundation for targeted
technology and Al enablement, allowing organizations to automate repetitive tasks and enhance
data quality to create tangible value.

Companies should treat sustainability reporting not as a sequence of disconnected activities, but
rather as an integrated process with clear accountability and seamless data flows. In this way,
they can reduce cost, enhance reliability, and meet growing regulatory and assurance
expectations.

Enablers: Embedding Al and
Strengthening Governance and
Organization

To achieve the desired impact from sustainability reporting transformation, companies need to
adopt a more disciplined and integrated approach to Al. Rather than pursuingisolated pilots,
leading organizations focus on systematically embedding the technology along the end-to-end
reporting process and on prioritizing high-impact, process-aligned use cases.

These use cases typically span three categories:
e Automation of repetitive and rules-based tasks such as data collection, validation, and
reconciliation

* Advanced analytics to derive insights, identify anomalies, and strengthen management
decision making

e Emerging agentic solutions that orchestrate workflows and support the drafting and
refinement of disclosures

Crucially, the effectiveness of these applications depends on their integration into existing
processes and control frameworks, as well as on the availability of reliable, well-structured data.
In parallel, organizations need to invest in targeted capability building, equipping sustainability,
finance, and data teams with the skills necessary to interpret, challenge, and continually improve
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Al-driven outputs. In this way, Al can cease to be merely a technology experiment and instead
become a core operational capability within reporting.

It is equally important to establish robust governance and an organizational setup that enables
cross-functional interoperability. Sustainability reporting naturally sits at the intersection of
sustainability, finance, risk, and IT. In many organizations, however, responsibilities remain
fragmented and the decision-making process is unclear. To resolve this issue, companies need to
clearly define roles and accountability across the end-to-end process, supported by governance
mechanisms that ensure consistency, escalation pathways, and alignment with financial reporting
standards.

Effective models typically combine centralized coordination (such as through a dedicated
sustainability reporting function or steering body) with distributed ownership of data and content
across business units. At the same time, governance must evolve to accommodate Al-enabled
processes, including oversight of model use, validation of outputs, and alignment with assurance
requirements. Working together, a fit-for-purpose organizational model and strong governance
structures provide a firm foundation for scaling sustainability reporting in a manner that is
controlled, efficient, and audit-ready.

Conclusion: What Should
Happen Now

The evolution of sustainability reporting in Europe has reached a pivotal moment. The
introduction of ESRS Set 2 gives companies a unique opportunity to reset their approach and
move beyond compliance-driven reporting. FY2026 will be the first reporting cycle that fully
incorporates this new direction. Organizations that take advantage of this moment to rethink
their reporting model can achieve significant benefits—reducing cost, improving clarity, and
strengthening the link between sustainability and business strategy.

On the other hand, companies that persist in following the approaches of the past may find
themselves locked into inefficient processes that burden them with continuing cost pressure and
prevent them from deriving full value from their reporting efforts.

To navigate this essential transition, organizations should prioritize three actions:

» Revisit double materiality as a strategic lens. Reduce and prioritize material topics to
ensure alignment with business strategy and stakeholder relevance.
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* Implement smart compliance through process redesign. Transform sustainability reporting
into an integrated, end-to-end process that focuses on efficiency and decision usefulness.

e Strengthen Al, governance, and organizational capabilities. Build the necessary foundation

to scale reporting effectively and sustainably.

Companies should view sustainability reporting not as a regulatory imposition, but as a strategic
capability. Companies that embrace this perspective and act decisively will be in a good position
to create value, manage risk, and compete in an economy that increasingly focuses on

sustainability.

Thank you to Constantine Karlis, LuAnn Buck, Anas El Baghdadi and Bianca Catricala.
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ABOUT BOSTON CONSULTING GROUP

Boston Consulting Group bridges the gap between ambition and outcomes for the world's leading
companies and organizations. We are built for this era of unprecedented change — bringing
strategic clarity rooted in over 60 years of deep domain knowledge, combined with applied Al
shaped by our practitioners. BCG works shoulderto-shoulder with CEOs across industries and
geographies to deliver transformative impact at scale: stronger returns, transferred capabilities,
and change that sticks. For more information, visit bcg.com.
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