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Agenda
From voluntary to mandatory Sustainability Reporting

» Corporate Reporting

» The BIG three proposals for standardised sustainability disclosures

> Interoperability and Building Blocks
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Beyond financial reporting ... main drivers

PRI, TCFD, EU Action plan
(ESG Taxonomy), EU
Directive on non financial
disclosures, impact on other
regulations: MiFID II,
AIFMD, UCITs, etc.

As baby boomers retire and
pass their wealth on to new
generations with a stronger
focus on long term
sustainable investments,
more wealth is invested into
ESG Strategies
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Regulatory & Industry

standards Customer expectations

Main Drivers

Demographic shift Sustainability focus

Macro-economy &
Geo-political trends

Paris Agreement, TCFD, SDG,
supply chain responsibility,
environmental degradation, etc.
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Investors are more sceptical of
financial markets and expect more
transparency over their
investments and the impact they
have on the wider world

a4

Long term sustainable
investment is a key focus of
asset owners and private
markets. This is driving the
increasing allocation of capital
to ESG strategies



Corporate Reporting

Financial Reporting + ESG Reporting =
Corporate Reporting

Accounting is
the language of business

Corporate Reporting is
the license to operate
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A comprehensive reporting framework ...?

International development®

Financial GAAP Sustainability GAAP
| | |
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Metrics relevant to
sustainable development

Accounting as foundation

Industry-agnostic unive:rsal topic
disclosures 1

2 perspectives on performance

: ’ assessment
Accounting as foundation

Outside-In Inside-Out

Metrics relevant to Integrated Impact
enterprise value creation Accounting Statement

(Enterprise (Contribution
Value) to Society)

Source: IFRS Foundation
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EU development

EEFRAG

Concept of double
materiality

(EU consultation Non-Financial
Reporting Directive)




Recap: Hierarchy of IFRSs (and GAAP)

House of IAS/IFRS

3. Level

2. Level

1. Level
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Recap: IFRS Conceptual Framework — Qualitative characteristics

To provide financial information that is useful to users in making decisions relating to providing
resources to the entity

Relevance Materiality Faithful representation

» information is relevant ifitis ™ inf.ormat.ion iS materiallif omitting, » information must faithfully
capable of making a misstating or obscuring it could represent the substance of what
difference to the decisions reasonably be expected to it purports to represent
made by users influence decisions that the » a faithful representation is, to the

primary users of general purpose

: _ maximum extent possible,
financial reports

complete, neutral and free from

» financial information is
capable of making a

difference in decisions if it » materiality is an entity-specific error
has predictive value or aspect of relevance » a faithful representation is affected
confirmatory value » no uniform quantitative by level of measurement

uncertainty

Comparability Verifiability Timeliness Understandability

The benefit of providing the information needs to justify the cost of providing and using the
information
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Applied materiality

Double materiality
> Financial materiality
> Impact materiality

Financial materiality

Financial materiality

FINANCIAL
MATERIALITY

ENVIRONMENTAL & SOCIAL
MATERIALITY

To the extent necessary for an understanding of the

company’s development, performance and position... ~ad of ks acinties

CLY: = @ ol A &)
A gl ?. '\;-"5------------' WA b 3

COMPANY

Primary audience:
INVESTORS

Primary audience:
CONSUMERS, CIVIL SOCIETY, EMPLOYEES, INVESTORS

RECOMMENDATIONS OF THE TCFD
NON-FINANCIAL REPORTING DIRECTIVE

The ISSB tentatively agreed in October 2022

> that the purpose of draft S1 is to require
entities to meet the information needs of the
primary users of general purpose financial
reporting;

> ‘material’ in draft S1 shares the same
definition as that used in IFRS Accounting
Standards;

> the definitions of ‘value chain’ and ‘reporting
entity’ as proposed in draft S1 should remain
unchanged,;

> further to amend draft S1 by removing the
definition of ‘enterprise value’ and the words
‘to assess enterprise value’ from the objective
and description of materiality ...; and

> to remove the word ‘significant’ from the
proposed requirements to describe which
sustainability risks and opportunities an entity
would be required to disclose ...

“an item of information as material if there is any
substantial likelihood that a reasonable investor
would consider the information important in
deciding how to vote or make an investment
decision” (U.S. Supreme Court Justice)

“expected to influence an investment decision
that users make on the basis of their assessment
of future enterprise value”

(SASB definition of materiality)
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EFRAG | final draft ESRS | Double Materiality

Source: EFRAG
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Vs

MANDATORY INFORMATION TO BE
DISCLOSED

| The following disclosures/datapoints are to

be disclosed and do not follow the materiality
assessement:

A. ESRS 2 - General Disclosures

B. EU legilsation datapoints (SFDR, EU
Benchmarks, Pillar Ill, EU Climate law ..).
These are in ESRS 2 and topical
standards ~ refer to Appendix D of ESRS
2 for a full list.

C. E1 - Climate Change

D. $1 - Own workforce -Disclosure
Requirements 1 to 9 for the
undertakings with 250 employees or
more,

DISCLOSURES SUBJECT TO THE MATERIALITY ASSESSMEN"I‘\_\

To identify the material impacts, risks and opportunities for the
undertaking within the short-, medium- and long-term.

At topical standards
MATERIAL
To disclose the information NOT MATERIAL
(including, policies, actions and Brief explanation

targets)

-

At Disclosure Requirement and/or datapoint (Metrics)

MATERIAL
To disclose the information

NOT MATERIAL

The undertaking may omit the
Disclosure Requirement/datapoint

* Content Index / List of all Disclosure Requirements reported
* When a topic (ESRS) is not material, brief explanation required
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Jurisdictions and Major Standardsetters
(simplified presentation)

Financial Statements

Reporting

European Union

EU-Directives
EU-Regulations
IFRS Endorsement with EU safeguards

Differentiated application for PIE and Non-
PIE entities and size criteria
(mixed model)

Capital Markets

Financial and capital market as part of the
European internal market (free movement of
goods, services, capital and people

equivalence approach; mutual recognition;
reconciliations

European Supervisory Authorities
(ESMA with CESR etc.)

EU-Directives/ delegated acts
(TCFD/ Taxonomy/ CSRD)

EFRAG as de facto ESG-standard setter

Expanding the content of current sustainability
reporting to full ESG

Concept of ,Double Materiality*
(Impact Materiality, Financial Materiality)

Differentiated application for PIE and Non-PIE
entities and size criteria (to be enhanced for
sector-based disclosures) — mixed model

Extraterritoriality
Multi-Stakeholder approach
Behavioral change objective - see Green Deal

IFRS Foundation

IASB Standards and IFRS IC
(Standards & Interpretations)

Specific standards for SMEs

.Need" for recognition or adoption by state
authorities

IFRS IC to address requests from market
supervisory authorities

ISSB Sustainability Disclosure Standards
Global Baseline

Heavily relying on existing frameworks,
mandating SASB for industry-based climate
disclosures principles as a starting point

Climate-first approach
Investor focus
Transparency as primary objective

United States

.Generally Accepted” Accounting Principles

Private Sector with substantial authoritative
support: FASB, AICPA, etc.

(Standards, Interpretationen and Sector-
Guidelines)

Securities and Exchange Commission
(governmental)

SEC Rules and Regulations

Acceptance of full IFRS* for Foreign Private
Issuers only

SEC Climate Disclosure Rules

» Investor focus

» Climate-related disclosure requirements only
» Internal controls

Private Sector authoritative guidance: SASB
Support for ISSB

Transparency as primary objective
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EU Sustainability Reporting
Measures within the EU Green Deal

The

wopean ) | Framework for a

European Green Deal (?.'::."

sustainable future

Action Plan on Financing Regulatory plan to shape

Sustainable Growth a sustainable EUU

. Precise measure of the

The EU is to become the first climate-neutral continent by
2050, establish a circular economy and promote efforts to
protect biodiversity

Corporat'(E_ EU Action Plan
Sustainability

eporting Directive
(CSRD)

The CSRD is a legislative measure of the EU Action Plan:
> Promotion of transparency and long-termism

> Tightening of regulations on disclosure of sustainability
information & accounting

> Introduction of an obligation to report according to a binding
EU standard for sustainability reports
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EU Sustainability Reporting
Corporate Sustainability Reporting Directive (CSRD)

The regulatory sustainability requirements are brought together under the umbrella of the CSRD

A\

Corporate
sustainability reporting

<_ ____________________
_ in accordance with CSRD
and EU taxonomy

3 fields of reporting

Strategy Implementation Measurement

Environmental (Umwelt)

Social (Soziales
Governance (Unternehmensfiihrung

3 topics

Definition of sustainable economic activities

EU Taxonomy _ Social & Extended Taxonomy

At the activity level, companies report
the proportion of sales, capital
expenditures and operating expenses
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Regulations on human rights and
sustainable corporate governance

Lieferkettensorgfaltspflichtengesetz |l
(LKSG)

EU Directive on Corporate
Sustainability Due Diligence




EU Sustainability Reporting

EFRAG | final draft ESRS

Already published

Cross-cutting standards

ESRS 1
General requirements

ESRS 2
General disclosures

Topical sector-agnostic standards

Environment Social Governance

ESRSE1 ESRS 51 ESRS G1
Climate change Own workers Business conduct

ESRS 52
Workers in the
value chain

ESRSE2
Pollution

ESRSE3 ESRS S3
Water and Affected
marine resources communities

ESRS E4 ESRS 54
Biodiversity and Consumers and
ecosystems end-users

ESRS ES
Resource use and
circular economy
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Coming later

ORAFT [UROPLAN SUSTAINABILITY
RIPORTING STANDARDS

November 2022
First setof ESRS
(cross-cutting and
sector-agnostic
Standards) submitted
to the EU Commission
~ Consultation of the
Member States and
various advisory bodies,

» EU Commission Analysis
» L-month public

e a0
s
B
November 2022 Q42023 2024 2025 2026 2028
Applicable for 8 Applicable for listed Applicable f
, Transposition of the Applicable for large pplicable for ls pplicable for
SSTU -w;mvﬂé!» . Directve by Member | COMPanies subject o the Cm,}dm&.: o SMEs, small and non- | third-country companies
afiament and Counci States NFRD (reporting subject to NFRD complex insiitutions. (reporting in 2029
in 2025 on 2024 data) (reporting in 2026 and captive insurance | on 2028 data)
January 2023 on 2025 data) companies (reporting in
Publication in EU Federal HY 212023 Limited assurance 2027 0n 2026 data
Gazette; 18 month Directive on Corporate
wansition into national law | Sustainability Due
Diligence (CSDD)
22 2023 2024 2025 2026 2028

HY 12023 INEE—
(EFRAG) June 2023
Set 1. (Commission)
 Finalisation of
the “basis for
conclusions’

Planned adoption as
Delegated Acts of
the firstsetof ESRS | Expected adoption of the second set
B ?:Ql;‘mm (cross-cutting and of ESRS (sector-specific standards.

v secter.agnoste standards for SMES, standards for
Set 2: standards) non-EU companies and

June 2024

» 10 sector-specific Effectiveness of Set | complementary information
ESRS Lirom 2025 (or

L ESRS for fsted  2024) for first group Mandatory Review
Shiee (NFRD) in the scope

of the CSRD

consultation (~ April 2023) | » Cross-Sector review and possible amendment
» Translation of the final text }‘]\'ﬁ;‘ﬁjﬁ“ lad
» 2-month review period for | | iions

advice and houses of
Parliament
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Each ESRS is subject to a mandatory

OMAFT [UROPEAN

Overall architecture

Four reporting areas

Governance

Strategy

Impact, risk and opportunity management
Metrics and targets

Three topics

> Environmental
> Social

> Governance

Three disclosure layers
> Sector-agnostic

> Sector-specific

> Entity-specific



current status — May 2023
EU Developments — EFRAG

Implementation Support (3 Pillars)

Y

Facilitating transition to and
implementation of ESRS

Privileged access to EFRAG
comprehensive ESRS documentation
center (ESRS e-Hub)

Educational support to
stakeholders

Source: EFRAG
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10/03/2023 - EFRAG ISSUES THE SET OF BASIS FOR CONCLUSIONS FOR ITS FIRST SET OF DRAFT ESRS

EFRAG issues the set of Basis for conclusions to complement the first set of draft ESRS developed by the EFRAG SRB with the support of the EFRAG SR TEG. The first set of draft ESRS was
submitted to the p ission in 2022. No are req on the Basis for conclusions.

Each Basis for conclusions appear under the standard covers, click here to access them.

0n 22 November 2022, EFRAG delivered the first set of draft ESRS to the European Commission in its role as technical adviser. This first set, approved by the EFRAG SRB, with the support of the
EFRAG SR TEG, reflects the input from the public consultation on the draft ESRS EDs.

EFRAG now issues the set of Basis for conclusions ('BfC') to supplement the draft ESRS. The BfC accompanies but is not part of the draft ESRS and, as such, its content has no authoritative
status.

It illustrates the objective and context of the draft standards, the process followed in their preparation, the reasons to include in the standards a disclosure requirement, when relevant the
alternative considered, the references to other standard-setting initiatives or European or other relevant regulations and, where appropriate, the argument supporting the need for granular
guidance.
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current status — May 2023
EU Developments — EFRAG

15 March Ursula von der Leyen publicly advocates a 25% reduction in reporting requirements

21 March Mairead McGuinness calls for the prioritization of application guidance for the first set of ESRS (this
consequently goes along a postponement of the work and consultation on the sector-specific standards)

5 April The European Commission publishes new drafts for the delegated legal acts of the EU taxonomy
(technical assessment criteria for the environmental goals 3-6, adapted reporting forms for the reporting
obligations according to Art. 8, adaptation of the climate legal act) with a comment period until 3 May 2023

Public Commission consultation on the first set of the ESRS drafts still pending

> announced for early/mid-May

> "intra-services consultation" not yet started

> publication by August 30 is mandatory for ESRS to apply for the 2024 reporting period
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EU Sustainability Reporting
Timeline CSRD and ESRS
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2022

November 2022

CSRD approval by
Parliament and Council

January 2023

Publication in EU Federal
Gazette; 18 month
transition into national law

November 2022

First set of ESRS
(cross-cutting and
sector-agnostic
Standards) submitted
to the EU Commission

» Consultation of the
Member States and
various advisory bodies,
e.g. European
Supervisory Authorities
(~ until the end of January)

» EU Commission Analysis

» 1-month public
consultation (~ April 2023)

» Translation of the final text

» 2-month review period for
advice and houses of
Parliament

Q4 2023

States

HY 2/2023

2023

Transposition of the
Directive by Member

Directive on Corporate
Sustainability Due
Diligence (CSDD)

2024

2024

HY 1/2023 | —

(EFRAG)

Set 1:

> Finalisation of
the "basis for
conclusions"

» Digital
Taxonomy

Set 2:

» 10 sector-specific
ESRS

> ESRS for listed
SMEs

» Cross-Sector
implications for
Financial
Institutions

June 2023
(Commission)

Planned adoption as
Delegated Acts of
the first set of ESRS
(cross-cutting and
sector-agnostic
standards)

Effectiveness of Set
1 from 2025 (for
2024) for first group
(NFRD) in the scope
of the CSRD

Applicable for
companies subject to the
NFRD (reporting

in 2025 on 2024 data)

Limited assurance

2025

Applicable for large
companies not
subject to NFRD
(reporting in 2026
on 2025 data)

2025

June 2024

Expected adoption of the second set
of ESRS (sector-specific standards,
standards for SMEs, standards for
non-EU companies and
complementary information

2026

Applicable for listed
SMEs, small and non-
complex institutions,
and captive insurance
companies (reporting in
2027 on 2026 data

2026

2028

Applicable for
third-country companies
(reporting in 2029

on 2028 data)

2028

Mandatory Review

Each ESRS is subject to a mandatory
review and possible amendment
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2029

Commission to publish first
report on CSRD
implementation

Subject to

(moving
towards

) to be

released as a single part
of the management report
filed with the audited
financial statements




ISSB current status (May 2023)

ISSB Standards will build on investor-focused
standards and frameworks

[ Consolidated into the IFRS Foundation |

INTEGRATED SASB CDSB
> REPORTING m STANDARDS Framework Tcm |

BE3IFRS

Sustainability

S1 General Requirements for Sustainability-related I FRS

Disclosure: Sustainability
Key concepts

O Emphasises need for consistency and connections between
c financial statements and sustainability disclosures

Financial statements and sustainability disclosures published
'] at the same time, but with transitional relief

financial reporting and allows for additional information, to

@ Does not specify a location for disclosure within general purpose
@ facilitate application in different jurisdictions

Source: IFRS Foundation

Forthcoming publication:
Exposure Draft
Methodology for Enhancing

the International
Applicability of the SASB
Standards

IFRS e

Sustainability

Request for Information

ISSB seeks
feedback on its

priorities for the
next two years

Consultation on Agenda Priarities
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The International Sustainability
Standards Board expects to
publish Exposure Draft
Methodology for Enhancing the
International Applicability of the
SASB Standards on 11 May 2023.

BK3IFRS

Sustainability



Corporate Goverance

Building Blocks
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The ,BIG three*

Proposals for standardised sustainability disclosure

EU Commission/ EFRAG IFRS Foundation US-SEC
Focus Multi-Stakeholder; (two main groups: Investor Investor
(i) affected stakeholders,
i) users)
Coverage * FullESG Climate — first; eventually enhanced ESG later; Climate — only;
industry-agnostic first; industry-specific to industry-specific industry-agnostic
follow
* Enhanced by EU Taxonomy
Scope * Mandatory for entities in scope of CSRD Need for jurisdictional adoption Mandatory for SEC registrants
(staggered approach) Reliance on I0SCO (domestic and foreign)
* NFRD entities first
* Non-listed, SME and non-EU companies to
follow
Timeline » Staggered approach via CSRD Final IFRS S1 and S2 to be issued by Final rules to be issued in first half-year 2023
« Starting with 2024 reporting period for June 2023 Staggered approach starting w/ 2023 reporting
NFRD entities Transitional relief available for 2024 reporting period for large accelerated filers
* Final ESRS to be published in 06-08/ 2023 period
Materiality * Double Materiality Financial Materiality Financial Materiality

(financial and impact materiality)

(similar to financial reporting definition)

(consistent with Supreme Court‘s definition)

Reporting Standards

* 12ESRS

Global baseline objective

2 IFRS Sustainability Disclosure Standards
(incorporating SASB for industry-specific)

1 disclosure proposal
(w/o reference to specific reporting standards)

Framework

* (TCFD)
* GHG

TCFD « SASB * GHG
IIRC * GRI

TCFD
GHG
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The ,BIG three*

Proposals for standardised sustainability disclosure (cont.)

Location of disclosures

EU Commission/ EFRAG

Separate section in Management Report
Limited options for cross-referencing

IFRS Foundation

Flexible, but as part of general-purpose financial
reporting
Option to cross-reference

US-SEC

Non-financial statement disclosures

» Separate section for GHG emission
disclosures

» Other disclosures on identify, assess, manage
risks

Certain quantified climate-related risks in new

Note to Financial Statement and in scope of ICFR

Incorporation by reference possible (eg risk
factors)

Audit * Limited assurance * nla + Financial statement impact metrics and ICFR
* Reasonable assurance subject to audit (resonable assurance)
(option to move-in) « GHG (Scope 1 & 2) emission disclosures
(phased-in assurance)
Issuance » Same time as financial statements » Same time as financial statements » Same time as financial statements

Subject to digital taxonomy

Page 20
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EFRAG | final draft ESRS
Interoperability

> Intensive dialogue between EFRAG and ISSB

> Significant progress underway
> Structure
> Terminologie
> Reporting boundaries
» Climate-related targets and transition plans

» GHG emission coverage (Scope 1-3)

» Ultimate goal
> Interoperability/ alignment
> Mapping table

> No double reporting

Quelle: EU @ COP 27, EU ESG disclosures and ESRS
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Objective

1. mwwmtmmlmsstwm Disclosure

d is to require an entity to
Il related risks and

Wumhmlnhmmdmww

financial reporting when they assess enterprise value

whether 1o provide resources 1o the entity.

Note: on the basis of the ISSB tentative deliberations the final version of

IFRS S1 will not refer anymore to enterprise value.

EER81 gt;mmuw-mmwnnm
the general requirements that undertakings shall

wwmh-n-n
mmmmmm Directive as

by the Corporate Suluh-blhy Reporting
Dncm-(csan)

ESRS1§2.2: The

affect
dovdopﬂmﬂ.pn’wmmlndmﬂm

(
ESRS 2 § 1: nu[amlssnsmmmw-

Both standards set the general principles to be
followed in the preparation of sustainability reports.

IFRS S1 and ESRS 1 both focus on sustainability-
related risks and opportunities. In ESRS S1 and §2
the dimension of impacts is explicit, while in IFRS
Stitis asa of risks and
opportunities.

ESRS 1 refers to a broader group of stakeholders

DRAFT EUROPEAN SUSTAINABILITY
REPORTING STANDARDS

Appendlxv IFRS S
andards RS

5

HEEFRAG

Comparison IFRS 52 versus ESRS E1

2. A reporting entity shall disclose material information about all of the

ated risks and to which it is
exposed. The assessment of materiality shall be made in the context of
the information necessary for users of general purpose financial reporting
10 assess enterprise value.

ESRS 1, chapter 1.1. Complying with Drat ESRS and
3 Double as the basis for

disclosures

ESRSISITM shall disclose, in
summ (ESRS), all the material hfa'manonmuamhg
impacts, risks and opportunities

in relation

ESRS 1§25
mmnwmmmmmmumuu
defined and explained in this chapler.

3. An enlity's q-\-ral wrpou ﬁmn:h'
complete, neutral and it
financial information.

reporting shall include a
of its relatod

ESRS 1 chapler 2 Oy

ESRS!!ZS When preparing its sustainability
statements, the undertaking shall apply:

ESRS 1 has incorporated the text of IFRS S1 on
of (plus

cludes those greenhouse
m 21{a)(vi)}3), it shall state the reason
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All IFRS S2 disclosures are covered in ESRS.
on sectoral

Sector-specific standards 1o be developed at a later stage but
ESRS 1 §133 b) allows the use of Appendix B of IFRS 52
(industry-specific)

Additions in ESRS E1 are:

«  Energy consumplion and mix and energy intensity
per revenue required by SFDR

- manumoucm:mumu1

on reporting
control approach required by ESRS E1)
s Morp details and oxamples on potential financial
effects from physical and transition risks
«  Taxonomy-alignment ratios (Green Tumover) and

more details on opportunities (cost savings and
market size for low carbon products and services)

planning; location difference
(ESRS) and Metrics (IFRS S2)

*  Specific target on GHG emission reduction and
remunaration tied to this target in ESRS

- Dmdmmdm general climate-
targets, GHG emission reduction targets, and
Mmmwmmrydm




Interoperability

IFRS
Standards
only

ISSB-specific
requirements

Area of intersection

Requirements in this area could be
applied interchangeably

Collaboration between ISSB and EU bodies
would maximise the area of intersection

ESRSs only

ESRS-specific requirements
may be driven by EU legislation
or European priorities

Content could be presented together providing that ISSB content is not obscured

Source: KPMG
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Disclosure requirements
in the intersection may be

‘| mandatory under ESRS,

or material under ESRS
but not ISSB



Key takeaways

» Transformation requires a clear objective, a specific time (period) reference and consistent project
management

» Corporate reporting replaces traditional financial accounting — externally as well as internally (managerial)

» Key changes triggered by ESG reporting transformation include:

Double materiality

Consideration of the entire value chain

Link between business model & strategy

Transparency on methodology & assurance

Application of the RMS & CMS model to ESG (in a manner similar to COSO Framework)
Expansion of data capacity and data quality

YV Vv Vv ¥V V V

» The responsibilities of management and the supervisory board (board of directors), auditors and
regulators are not different for financial accounting/ reporting and ESG reporting

» Standardsetters need to establish interoperability

» The "language of the business" becomes a holistic "license to operate*
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Thank you!

Prof. Dr. Sven Hayn

Wirtschaftsprifer | US Certified Public Accountant (lllinois)

Mail: sven.hayn@WPHayn.com (primary) or sven.hayn@uni-hamburg.de (secondary)
linkedin.com/in/sven-hayn



