The CSRD Will Have Far-Reaching
Sustainability Reporting Requirements
for Companies in Europe & Beyond

The European Union has recently issued the Corporate Sustainability Reporting Directive
(CSRD)* to standardize and enhance corporate sustainability reporting. The aim of this directive
is to promote the European Commission’s broader Sustainable Finance strategy. The CSRD
replaces the Non-Financial Reporting Directive (NFRD) with new, strengthened, and standardized
requirements.? Importantly, this new legislation means that companies domiciled outside the
E.U. may have to report and disclose against its standards, depending on their sales, assets,

and/or employees inside the bloc.

To comply with the CSRD, companies are required to
report sustainability information within management

reports following the guidance provided by the European

Sustainability Reporting Standards (ESRS).? The CSRD
uses a double materiality approach that considers

the impacts of environmental, social, and governance
factors on a company’s performance, as well as society
and the environment.*

Although there are similarities, the scope of the CSRD
is broader than the NFRD. Approximately 50,000
companies will be required to comply with the
mandatory reporting guidance over the next few years
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in a phased approach. This is a significant increase

from the 11,700 companies required to comply with the
NFRD today.® Many of the companies required to comply
with the CSRD will come from outside the E.U., and
notably, the scope of the CSRD extends to privately held
companies, including those held by private equity firms.

Privately held and PE-backed companies will likely
contend with some of the largest incremental gaps in
public disclosures and reporting processes. The CSRD
will shift priorities for some private companies from a
focus on minimizing reporting costs and operating as
efficiently as possible to a more rigorous, compliance-
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based reporting approach. These companies should
investigate the revenue thresholds and geographic
attributes that will determine their reporting timelines
and begin addressing these gaps.

Below, the authors present answers to common
questions about the CSRD, why it is significant, and what
to expect from this new regulation.

1. Which companies are required to comply with
the CSRD?

The scope of the CSRD introduces requirements for
all large companies in the E.U., companies listed on
E.U.-regulated markets, and non-E.U. companies with
subsidiaries or branches in the E.U.®

1. Large E.U. companies currently covered under
the NFRD will be required to comply with CSRD
reporting in 2025 for the financial year 2024” and
are defined as:

+ E.U.-listed companies with more than 500
employees

+ Designated E.U. public-interest entities (PIE)
such as banks and insurers with more than
500 employees ®

2. Remaining large E.U. companies and E.U.
subsidiaries are required to comply with CSRD
reporting in 2026 for the financial year 2025° and
are defined as companies located in the E.U. or
with securities listed on an E.U. exchange having
at least two of the following:

« Over 250 employees

+ Net turnover greater than €40 million

+ Assets greater than €20 million®

3. E.U.listed small- and medium-size enterprises
(SMEs) are required to comply with CSRD
reporting in 2027 for the financial year 2026 with
an option to opt out until 2028 and are defined
as satisfying two or more of the following criteria:

+ More than 10 employees

+ Balance sheet total asset values exceeding
€350,000

+ Net turnover exceeding €700,000*2
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4. Non-E.U.companies located outside of the E.U.,
are required to comply with CSRD reporting in
2029 for the financial year 2028 and are defined
as having one of the following:

« Net turnover greater than €150 million in
the E.U.

« Alarge or listed E.U. subsidiary or branch in
the E.U. generating revenues greater than
€40 million*

The CSRD allows companies to consolidate the reporting
at group level, exempting subsidiaries from publishing
individual reports. The relevant information must
however be included in the consolidated report and it
must be highlighted individually if the subsidiary has a
different risk profile.'®

2. What does the directive require?

The CSRD introduces, for the first time, mandatory
standards to provide capital markets and society with
relevant, comparable and reliable information about
companies’ sustainability performance. The E.U. aims
to achieve in sustainability reporting what was achieved
over decades in financial reporting and establish
‘generally accepted’ rules.*®

Required disclosures cover companies’ risks and impacts
in the field of sustainability as well as how sustainability
is integrated into companies’ business strategy—and
how the companies’ performance is affected as a result.
Furthermore, externalities and impacts on nature and
society must be disclosed even if the company does not
internalize them and does not affect the company’s
performance (‘double materiality’). CSRD-compliant
reports must also include forward-looking information
and cover impacts, risks and opportunities across the
entire value chain.”
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Figure 1: The ESRS drafts outline the information companies must report to European regulators to comply with the CSRD through two cross-cutting (general) standards and 10

topical standards covering environmental, social, and governance topics.

Example of Topical ESRS Standard: E2 Pollution

ESRS2 Pollution

I
Policies, targets, action plans and resources

Disclosure Requirement E2-1 - Policies
implemented to prevent and control pollution

Disclosure Requirement E2-2 — Measurable
targets for pollution

Disclosure Requirement E2-3 - Pollution action
plans and resources

Performance measurement

Disclosure Requirement E2-4 - Pollution of air,
water, and soil

Disclosure Requirement E2-5 - Substance of
concern and most harmful substances

Taxonomy regulation for pollution prevent and
controlincluding enabling activities

Disclosure Requirement E2-6 - Pollution-related
incidents and deposit impacts and risks, and
financial exposure to the undertaking

Disclosure Requirement E2-7 - Financial effects
from pollution-related impacts risks and
opportunities

Disclosure Requirement E2-4 - Pollution of air, water and soil
I

32. The undertaking shall disclose the list of pollutants that are generated or used during production processes or that are
procured, and that leave its facilities as emissions, as products, or as part of products or services.

33. The principle to be followed under this Disclosure Requirement is to provide an understanding of the emissions that
the undertaking generates in the air, water and soil.

34. The pollutants to be disclosed by the undertaking shall comprise those listed in Annex Il of the E-PRTR Regulation 6, to
be grouped in accordance with paragraph AG 15 if the undertaking meets or exceeds the threshold for releases stipulated
in Annex Il of the E-PRTR Regulation within the reporting period. This threshold shall be assessed at the level of the
undertaking, and not individually for each facility.

35. The disclosure required by paragraph 32 shall include emissions to air, emissions as effluents or other entries to water
and pollutants to soil resulting from its operations, products and services all along the value chain and product life-cycle.

36. For the pollutants to air, water or soil, the undertaking shall disclose:

(a) the total amount of emissions in a defined period, using standard measures such as tons, kilograms, cubic meters;
(b) the specific loads of emissions put in relation to production outputs (e.g. activity level, production volumes);

(c) where defined, the targets as described under ESRS E2 Disclosure Requirement 2 above; and

(d) where relevant, the land or water affected (in km2).

37. The undertaking shall put its disclosure into context with:

(a) the local air quality indices (AQI) for the area where the undertaking’s pollution to air occurs;

(b) the degree of urbanisation (DEGURBA) for the area where pollution to air occurs; and

(c) the undertaking’s percentage of the total emissions of pollutants to water and soil occurring in areas of high-water
stress [as defined in the ESRS E3, Appendix A].

38. Where the undertaking’s activities are subject to the Industrial Emission Directive (IED) and relevant Best Available
Techniques Reference Documents (BREFs), irrespective on whether the activity takes place within the European Union or
not, the undertaking shall disclose:

(a) a list of installations operated by the undertaking that fall under the IED and EU BAT Conclusions;
(b) a list of any non-compliance incidents or enforcement actions;

(c) the actual performance, as specified in the BAT BREF/BAT conclusions for installations, of the undertaking against the
BAT-AEL conclusions.;

(d) the actual performance of the undertaking against BAT-AEPLs as applicable to the sector and installation; and

(e) a list of any compliance schedules or derogations associated with the implementation of BAT-AEL.

Figure 2: The guidance outlined with each ESRS standard is detailed and prescriptive and covers material impacts, management, policies, targets, action plans, performance

measurement, and E.U. taxonomy aligned activities.*®
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The spectrum of topics covered by the ESRS spans
broadly across Environmental, Social, and Governance
(see figure 1) including detail on a company’s climate
transition plan, impacts from pollution, chemicals added
to products, channels for affected communities to raise
concerns, and workforce characteristics among other
topics.”® Many data points must be disclosed regardless
of their materiality, and KPIs aligned with the E.U. Green
Taxonomy of sustainable economic activities must also
be included by all companies in scope. A description of
the materiality assessment process is also part of the
required disclosures, as well as disclosures covering

the governance and internal controls established for
sustainability reporting. Additionally, the report must
be digitally tagged with the European Single Electronic
Format (ESEF) to make reports machine readable.?’

3. How will the requirements of the directive
be enforced?

A company’s sustainability disclosures will be integrated
into its regulatory reporting via the (consolidated)
management report. It will therefore be subject to the
same penalties and collective responsibility of those
charged with governance, as required for financial
reporting today. The responsibility of the Board and the
Audit Committee will thus be extended to sustainability,
as well as the role of competent public authorities. The
statutory auditor will have to provide assurance on the
sustainability report integrated into the audit report.
The level of assurance will be limited until 2028 and then
increased to a level of reasonable assurance (i.e., the
same threshold used for financial reporting) thereafter.?*

4. What are the next steps?

The European Financial Reporting Advisory Group
(EFRAG), the independent body responsible for
developing the reporting standards, is expected to
finalize the ESRS by June 2023, potentially providing
additional guidance on important aspects such as the
double materiality assessment and a definition of the
value chain, and the European Commission is expected
to adopt ESRS into law in June 2023.%
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E.U. member states are required to transpose the CSRD
requirements into national law by June 6, 2024, no

later than 18 months after the directive took effect in
January 2023. As E.U. countries individually codify the
CSRD, more information will become available regarding
country-specific requirements along with the penalties
for non-compliance.?

Additionally, EFRAG is expected to publish sector-specific
and third-country guidance although delays to the
sector-specific standards, originally set to take effect in
2026, have been announced without further updates
ontiming.**

5. What can companies do in the meantime
to prepare?

Companies should begin preparing now, as there will be
limited time between the adoption of the standards in
June 2023 and their initial application in January 2024.
Companies can take several steps now to strengthen
their understanding of the impending regulation and
begin compiling the resources and disclosures needed to
meet the new reporting requirements. This may include,
but not be limited to the following:

1. Monitor updates to reporting standards and
implementation timelines.

« CSRD reporting timelines vary based on
geography and revenue.

« Despite the stated timelines listed above, recent
delays to the sector-specific standards call into
question whether additional delays or shifts to
reporting timelines are possible.

2. Review entity structures to understand how
organizational boundaries, subsidiaries, and
operations located in the E.U. affect your
reporting options.

« The decision to report at the consolidated
parent company-level or the subsidiary-level
could shift a company’s required reporting
timeline between 2026 and 2029 for entities
domiciled and listed outside of the E.U.
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3. Assess current gaps and identify information and internal controls necessary for CSRD compliance.

+ Refresh company materiality assessment to align with the CSRD’s double materiality approach and specific

ESRS topics.

+ Assess the availability, tracking, cleansing, assignment of owners, and implementation of internal controls

around data needed to meet ESRS disclosure requirements.

+ Strengthen alignment with the recommendations of the Taskforce on Climate-Related Disclosure in
preparation for future disclosure requirements around climate transition plan under ESRS E1 - Climate

change.

+ Identify gaps and risk associated with new information required under CSRD compared to information
included in past public disclosures. Prepare messaging to accompany new disclosure requirements to
position the company’s sustainability performance accurately and authentically.

6. How can FTI Consulting support your efforts to prepare for CSRD?

Our broad range of expertise supports a unique combination of services related to CSRD preparedness that can be

tailored to your company’s needs. Our capabilities span:

ESG Program
Development

S

Design and implement an ESG & Sustainability program to
align the organization’s risk and opportunity priorities
with its value-proposition

Emissions Measurement
Q|2 & Management
Assess, measure and report Scope 1, 2 and 3 emissions;
advise on emissions reduction and net zero strategies

Climate Scenario
Planning & Risk Analysis

Model impacts of climate change on an organization's

operating model and long-term business strategy,
including scenario risk analysis and stress testing

Decarbonization
Strategies

Strategy design and implementation, and transaction

support in transitioning to clean energy, fuels, and related
products

Mergers
= B

& Acquisitions
Buy-side and sell-side ESG due diligence and transaction
advisory services

ESG
Integrity

ﬁ;i\

AT
Prevent, detect and respond to greenwashing allegations
through data management, internal controls design, and
central point of truth reporting

Modern Slavery & Human
Trafficking Prevention

2

Prevent and detect modern slavery and human trafficking
through effective risk management programs, including
alignment with ethical supply chain

ESG Risk &
Compliance

Design and implement effective programs for ethics,
compliance and risk management across Governance
imperatives

Diversity, Civil Rights &

Workplace Fairness
Design and implement programs to establish and
maintain a diverse, equitable, inclusive and fair working
environment for employees

Cybersecurity &

Data Protection
Design and implement cybersecurity and data protection
programs, including enhancing an organization’s
readiness and incident response

(s Ethical
|.I1|:|ﬂ Supply Chain

Fisk management and tranformation advsory services to
achieve an
ESG priorities

Data Integrity, Statements
& Reporting

S

Design and i systems

<@ Environmental
Solutions

Develop natt ive solutions to business

based on

and controls around key data supporting
statements and reporting

and with
envumnmemal footprint of operations

wirfrere Corporate Reputation

Management
Connect ESG priorities to business strategy and
positioning - shape perception, enhance reputation, gain
recognition and demonstrate purpose

Public and
Government Affairs

z

Integrate ESG and sustainability goals into public and
government affairs strategies to underpin
transformational business objectives

Stakeholder
Engagement

4%
A
ek
Understand and respond to requirements of all relevant
stakeholders, e.g. investors, regulators, customers,
suppliers, employees, proxy advisors, policy makers,

and NGOs

Crisis
Communications

®

Provide support when navigating crisis, including
eDiscovery, fact-finding and analysis, stakeholder
communications and remediation

=| Activism Defense
8.2 Strategy
Engage with companies, boards, shareholders, and proxy

advisors to identify and mitigate ESG risks and respond to
activists

281 workforce Engagement & Change
Management
Enable organizational change and embed ESG principles

within your culture in ways that make the change
sustainable

Data
Privacy
Solutions that help organizations reduce the risk

associated with privacy compliance obligations, and
recognize value in their personal data

Get in contact with one of our experts to learn more about how FTI Consulting can support your ESG reporting, program
development, and CSRD preparedness efforts.
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