CFO BRIEFING

Responding to sustainability
disclosure requirements

Managing compliance risk as a minimum, while also
understanding the financial impacts, commercial opportunities
and reputational risks sustainability disclosure could pose to the
business should all now be key considerations for CFOs.

The importance of sustainability performance and disclosure to business is set to only
increase as sustainability-related risks and opportunities relating to environmental and
social performance have become inextricably linked to corporate strategy and operations.
Most of the top risks to business and the economy globally are now interconnected
sustainability-related risks, such as those linked to climate change, biodiversity loss and
societal issues.

The CFO and the finance teams they lead are crucial in helping their organizations
meet evolving sustainability disclosure and performance expectations from regulators,
investors, customers and other stakeholders.
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Companies that can leverage science-backed, high-quality data to manage and explain
their sustainability performance will be well placed to differentiate their products or
services and create competitive advantage such as access to new sources of green finance,
increased market share, enterprise value and protection from greenwashing accusations.

In this context, CFOs now have a broader role to play in helping their companies to
manage, monitor and report on enterprise value creation, as relevant to a wider group
of stakeholders. CFOs are well placed to contribute to sustainability performance and
disclosure in a range of ways including:

1. Sustainability data management - helping ensure the quality of sustainability data
reported from their team and that data is reported in a stakeholder-appropriate
manner. Being able to do so requires CFOs and their finance teams to stay on top of
the sustainability reporting requirements linked to new and upcoming regulations
and ensure that, where required, disclosure information is assured by a qualified
independent third-party assurance provider. It also requires maintaining a dialogue
with investors and ESG raters and rankers to understand their sustainability-related
data requirements.

2. Enterprise risk management - as a C-suite member working with the executive
team, CFOs can help ensure material sustainability-related risks and opportunities
are integrated into their organizations’ enterprise risk management processes. They
also have a responsibility to ensure that strategic responses are developed to manage
material sustainability-related risks and opportunities and that these responses are
integrated into corporate strategy.

3. Access to finance - having robust sustainability data can enable the organization to
access new forms of sustainable finance. CFOs can help their organizations seize new
opportunities in this area through developing their company’s understanding of the
range of sustainable financial products, identifying those that are best aligned with
the company’s needs and engaging lenders to discuss new sustainable finance options.

4. Transition plan development and implementation - achieving sustainability-related
goals, such as net zero targets, will require organizations to successfully implement
a detailed transition plan. This integrates both a top-down analysis of the optimal
mix between financial cost and sustainability impact potential of different possible
interventions with bottom-up activities that empower an organization’s personnel
to drive performance improvement in the areas where they work and have first-hand
knowledge.

Developing a detailed transition plan that focuses not just on the organization’s own
operations but also its broader value chain will enable the organization to manage
financial, compliance and reputational risks, capitalize on opportunities to develop
new services or products, reduce costs and enable others in its value chain, such as
suppliers and customers, to reduce emissions and improve performance. Given that
the financial costs and opportunities for most organizations will be significant, the
CFO has a critical role to play in helping ensure their organization develops and
implements a successful transition plan.
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Taking steps to improve disclosure

With sustainability data increasingly reported in the annual report, CFOs are becoming
responsible for their organizations’ reporting on a broad range of sustainability-related
information, as well as leading financing, capital allocation and strategic decision
making, based on sustainability data.

Following the five steps below will position companies well in their sustainability
performance and disclosure journey:

Discover: achieve a comprehensive understanding of the company’s position with respect
to the sustainability standards and frameworks relevant to the organization and the
associated reporting requirements, assessment gaps and material issues.

Design: develop an approach to disclosure and translate this into business outcomes,
including effective communication and engagement strategies.

Implement: utilize technological resources and tools to build and execute communication
and engagement plans and integrate the requirements of sustainability standards and
frameworks into operational site level management systems.

Report: disclose the required sustainability information on a timely basis and ensure any
findings from independent third-party assurance are understood and acted upon.

Transform: leverage insights from the previous four steps to drive business benefits
including enhanced product offering, purposeful stakeholder engagement and use non-
financial metrics to drive business and sustainability impact performance improvement.

Sustainability disclosure as an opportunity for continuous performance improvement

Stage 1 Stage 2 Stage 3
Discover Design Implement
Identify material impacts, risks -  Generate and finalize - Test and implement data
and opportunities; understand actionable sustainability management systems and
competitive positioning targets and defensible metrics process controls
Map KPIs and processes - Strengthen governance, - Upskill personnel on
required by in scope documentation and sustainability performance
sustainability standards and organizational capacity to management and regulatory
frameworks enable the business to manage planning
material sustainability issues < Plan and execute internal and
Finalize implementation external communications
roadmap, leveraging an
assurance perspective and a
strategic narrative
Stage 5 Stage 4
Transform < Report <
- Recast operational performance - Meet assurance requirements
through a sustainability lens - Finalize and publish reporting that
Translate non-financial metrics in a meets the organization’s compliance
manner that drives performance requirements for sustainability
Assess your business model disclosures
to eliminate risks and - Publish voluntary reporting
improve valuation - Leverage information via
114, communications/marketing activities
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CFOs should start now to prepare for impending reporting requirements

The details of upcoming sustainability reporting requirements such as the EU Corporate
Sustainability Reporting Directive (CSRD) are complex, but regulators won’t expect
reporting to be perfect from the start. Rather, they will expect an honest attempt to make
a good start. Conducting a gap assessment of the company’s readiness to disclose is a
great way for an organization to take a critical first step toward compliance.

Reporting timelines will vary for companies, based on size and scope and according to
applicable sustainability regulations and frameworks. Table 1 provides a summary of
three of the main upcoming sustainability disclosure frameworks, including which types
of organizations are in scope and the effective date.

Regardless of whether companies are immediately within scope of mandatory reporting,
CFOs and their finance teams will benefit from leveraging the latest sustainability
standards and frameworks for their internal and external reporting on a voluntary basis.
Taking this approach will mean their organization’s data will be readily understood to
many stakeholders, facilitating comparability with peers. It can also help future-proof
organizations that will be brought into mandatory reporting in subsequent reporting
cycles.
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Table 1: Key sustainability reporting regulations and frameworks

The sustainability reporting landscape continues to evolve and there have been important
regulatory and framework updates, including from reporting initiatives in the EU, US and
globally. Some of these are summarized in the table below.

Many jurisdictions, as in the draft SEC climate disclosure rule, have started to mandate
climate-related financial reporting in line with the Taskforce on Climate-related Financial
Disclosures (TCFD) recommendations. In the UK, premium-listed companies have been
required to report on a “comply or explain” basis on whether their disclosures meet the
recommendations of the TCFD since 2021. The UK requirement was extended to standard-
listed companies the following year. Similar global mandatory disclosure requirements
may eventually apply in the use of the new Taskforce on Nature-related Financial
Disclosures (TNFD), released in September 2023.

Applicability
Corporate Mandatory for:
Sustainability .
Reporting Directive Companies listed on EU regulated markets
(CSRD) - Companies that exceed at least 2 of the following 3 criteria:
o 250 employees
o net turnover of EUR 40m
o balance sheet total of EUR 20m.
Non-EU companies with substantial activity in the EU market: net turnover of
>EUR150m & at least 1 subsidiary or branch with net turnover >EUR 40m.
Insurance undertakings and credit institutions regardless of their legal form.
International Universally applicable standards that enable companies to use for their reporting
Sustainability on a voluntary basis. In addition, jurisdictions, such as the UK, are currently
Standards Board working towards plans for how the standards will be mandated at national level.
(ISSB)
SEC Climate Once finalized, mandatory for: US SEC companies, or international companies
Disclosures registered with the SEC.

Key components and functions

CSRD Double materiality assessments, which require organizations to consider their
sustainability risks and opportunities as well as the impacts they have on
people and the planet, determine the information to be reported through the
European Sustainability Reporting Standards.

ISSB Comprehensive baseline of sustainability disclosure standards, starting with
IFRS S1 and IFRS S2 (standards for general sustainability-related and climate-
related disclosure requirements respectively), which can be mandated and
combined with jurisdiction-specific requirements.

SEC Climate The SEC Climate Disclosures, which draw heavily on the TCFD and Greenhouse

Disclosures Gas Protocol, will require companies to disclose a range of climate-related
disclosures including their scope 1 and 2 greenhouse gas (GHG) emissions, scope
3 emissions if material plus climate-related risks and their actual or likely
material impacts on the organization.
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Current status

CSRD Expected phasing in from fiscal year 2023 for in scope EU entities.

Phase in for non-EU parents due in 2029.

ISSB General and Climate Standards guidelines approved in early 2023. Other

Standards (e.g. Biodiversity & Human Rights) due to be developed in upcoming

periods.

SEC Climate
Disclosures

Primary audience

Initial reports expected 2024 but this is subject to change given the delay in

final rules.

CSRD Multi-stakeholder
ISSB Investor

SEC Climate Investor
Disclosures

Materiality

CSRD Double materiality
ISSB

Financial materiality

SEC Climate

Financial materiality

Disclosures

Disclosure location

CSRD Annual report

ISSB Annual report

SEC Climate

- Annual report and 10-K
Disclosures

External assurance

CSRD External assurance required (limited assurance in year 1, increasing to

reasonable assurance in year 5)

ISSB Not required

SEC Climate

- Required in certain situations
Disclosures
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Common themes between the different sustainability standards and frameworks

Despite some important differences between the main sustainability standards and
frameworks, common themes include:

- aclear direction of travel towards more standardization between frameworks

- aclimate-first approach

- 1increased focus on scope 3 GHG reporting, which includes companies’ supply chains

- increasing focus on the importance of external assurance and mandatory reporting.
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CSRD: sustainability data disclosure in the spotlight

SEC:
ISSB: Fall 2023: ISSB: SEC:
March 2022: Expected to 2024: 2024:
Issued Exposure publish final set ISSB standard to Large companies to
drafts of disclosures come into effect begin compliance
[ | [ :
! T T .
| December2022: | 2025:
June 2021: | Directive (EU) Undertakings
Publication of | 2022/2464 ! already in scope for 2027:
CSRD Proposal by | published in EU | the NFRD report on Listed SMEs report
EU Commission I official journal : 2024 data on 2026 data
[
| |
' |
[
[ [ [
I I I
| | |
: November 2022: : July 2023: : 2026: 2029:
| EU Parliament | The Commission | Large undertakings Third-country undertakings
I & Council | adopts the | currently not in with net turnover > €150
I gives its final I European I scope for the NFRD million in the EU (at least one
I approval to the I Sustainability I report on 2025 data subsidiary/branch exceeding
I CRSD I Reporting [ certain reporting thresholds)
l I Standards l to on 2028 data
| | |
ISSB: ISSB: SEC: Key:
November June 2023: 2025: NFRD - Non-financial Reporting
2021: ISSB board approves Smaller companies birective, o )
Published and publishes compliance begins SMEs - Small and Mid-size Enterprises
Prototypes Sustainability
Standards

One of the most important sustainability reporting requirements that will impact

CFOs is the EU’s CSRD. The CSRD will impact organizations not just in the EU but also
in the UK and globally. According to data from Refinitiv, at least 10,000 organizations
headquartered outside the EU will likely have to comply - 31% of these are in the US

and 11% in the UK. Though initially only in-scope entities will have to comply, parent
companies will eventually be required to report on their entire global operations and not
just those located in the EU.

The first CSRD reports are due on 2024 fiscal year data. Reporting entails up to 1,000 non-
financial data points and requires companies to run a double materiality assessment on
both financial and sustainability impact materiality before identifying what to report in
their core annual report.
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In addition, the disclosure requirements for transition plans in the CSRD, contained
within the European Sustainable Reporting Standards (ESRS), in particular E1 Climate
change, E4 Biodiversity and ecosystems and ES Resource use and circular economy, will
require organizations to gradually merge strategy and business model with sustainability
strategy. This brings the financial and non-financial strategic implications of climate
change mitigation and respect of planetary boundaries of the biosphere into the domain
of the CFO and finance function.

The move to increased sustainability reporting in the annual report also coincides with

a trend towards increased external assurance. Under the CSRD, external assurance will

be mandated for all in-scope companies for their reporting years starting on or after

1 January 2024. Assurance will initially be at a limited assurance level but with the

intent that companies will need to progress to reasonable assurance by 2028 fiscal year.
This requirement will pressure-test the limited number of qualified independent third-
party verifiers, particularly those with the appropriate technical depth in non-financial
information. There is also a clear trend towards digitalization — under the CSRD, reporting
entities will need to report in a digital format aligned with XBRL.

The development of the CSRD compliments other recently launched EU sustainability
initiatives, aimed at the finance sector, including:

the EU taxonomy, a classification system which came into force in 2020,
established to clarify which investments are environmentally sustainable, in

the context of the European Green Deal. The aim of the taxonomy is to help
prevent greenwashing and to help investors make greener choices. Investments are
judged by six objectives: climate change mitigation, climate change adaptation,
the circular economy, pollution, effect on water and biodiversity.

the EU’s Sustainable Finance Disclosure Requirements (SFDR), which seeks to force
financial institutions to publicly explain how they are approaching sustainability
topics and goals in their products, so that key stakeholder groups including regulators
and consumers can more easily assess the credibility and ambition of those claims.
SFDR requires managers to assess and disclose how sustainability risks are considered
in their investment processes, and how they consider investment decisions that might
result in negative effects on sustainability factors, known as Principal Adverse
Impacts.

The EU is set to continue adding further rules and raising the bar for companies on
sustainability. The European Parliament approved the Corporate Sustainability Due
Diligence Directive in 2023, requiring companies to address sustainability challenges
throughout their supply chain and report on improvement. As these examples show, the
regulatory environment is rapidly evolving, and CFOs at many organizations that are
either headquartered in the EU or with a significant presence there, will need to ensure
that their organizations meet mandatory sustainability reporting requirements and
broader stakeholder expectations.
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Integrating sustainability into business operations

Below is a list of key questions to be considered by CFOs and their finance teams when
operationalizing sustainability disclosures based on what ERM commonly sees in the
market:

Which sustainability aspects within our business and value chain may negatively
impact the valuation of the company? What can be done to avoid or mitigate them?

What opportunities does sustainability present for the organization to develop new
products or services?

Which sustainability issues should we prioritise, and do we understand how to
implement changes which will deliver improvement?

What investment is needed to enable the company to meet its sustainability reporting
requirements, future-proof the business from sustainability-related risks and to
capitalize on the opportunities?

What targets should be set to stimulate progress, and which metrics need to be
developed to measure performance?

Is our current data gathering system able to cope with new sustainability reporting
requirements? Do we collect the sustainability data we need and have sufficient digital
systems across the organization to process this data?

Are the organization’s non-financial data flows, controls, and documentation ready for
reporting externally and for assurance?




Navigating this landscape and operationalizing sustainability disclosures is a complex
task requiring a programmatic approach and corporate-wide management with clear
roles and responsibilities. As companies can be organized differently, approaches to
sustainability can differ. However, to move beyond disclosure towards sustainability
integration across an organization, there are three primary components that a company
should consider: people, process and technology.

People engagement is important to help a company understand all individuals
impacted by the implementation of sustainability standards and frameworks.

Processes will undoubtedly change with a company’s approach to sustainability, and
any gaps that may hinder a company’s compliance process should be identified.

Upon disclosure, companies should utilize digital resources to ensure their disclosures
are accurate, consistent and easily accessible.

Sustainability is now part of core business. The importance of sustainability issues, such
as those related to climate change, will only increase as more companies globally are
mandated to report on their risks, opportunities and performance, due to intensifying
scrutiny from a wide range of concerned stakeholders. As a result, CFOs need to

take responsibility for helping ensure their organizations are able to report robust
sustainability data.

The significant cost implications and opportunities of transitioning to more sustainable
and net zero businesses place sustainability firmly on the CFO’s agenda in terms of
understanding the financial risks and opportunities to their organization. Thinking
through how their organization can achieve these longer-term commitments without
compromising short-term financial performance is a key issue CFOs need to consider.

CFOs will need to understand how leading on material sustainability topics can help
their company gain and maintain a competitive advantage and drive performance
improvement. The rapid growth and diversification of new sustainable financial
instruments such as green and blue bonds mean that CFOs also need to understand this
evolving landscape and the potential opportunities for their organizations to access new
sources of finance.
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