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«%° The CSRDis designed to
accelerate progress towards
a sustainable economy. The
urgency of the climate crisis
demands business must
transform their business
models and modernize their

reporting of performance

Early signals on CSRD reporting

We like to begin with the end in mind. Mandatory sustainability
reporting is new for many companies, and determining best
practices can be challenging. From our work preparing
companies for these requirements and our experience in
voluntary reporting, we offer insights based on initial reports and
proven methodologies.

The first year of the EU’s Corporate Sustainability Reporting
Directive (CSRD) applicability is officially underway. Listed
companies and those subject to the EU’s Nonfinancial Reporting
Directive (NFRD) begin reporting on FY2024, while most non-EU
companies have an extra year to prepare. The typical company
needs 18-months or more to prepare for this transformative
disclosure regulation. At this stage, many companies have
completed their applicability analysis, selected their reporting
approach, and are wrapping up their double materiality
assessment.

As companies plan the content and format of their CSRD reports,
the 2023 reporting cycle sheds light on how to incorporate CSRD
concepts, language, and formats into annual reporting on
sustainability information. These examples can help bring CSRD
to life for companies and management teams.
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Overview of CSRD

A transformative step towards regulated sustainability reporting

As part of the EU’s broader Green Deal aimed at building a more equitable
and sustainable society, the CSRD provides updated reporting rules
concerning a corporate’s environmental and social performance. The scope
of companies required to report under CSRD is significantly expanded to
include companies listed in, operating in or doing business in the EU.

MANY COMPANIES TAKE 18+ MONTHS TO PREPARE, WITH THESE STEPS.

01 APPLICABILITY ASSESMENT AND REPORTING

* CSRD outlines criteria to determine if a legal entity is in scope for CSRD. Many scoped-in
US companies which are not listed in the EU are determining CSRD is applicable based on
the large undertaking criteria and required to report first in 2026 over fiscal year 2025 with
additional parent-level reporting required starting in 2028.

* CSRD offers multiple reporting options for companies based on their legal-entity structure.
For US companies, these include parent-level consolidated, EU large group, EU artificial
consolidation and entity-level.

02 DOUBLE MATERIALITY ASSESSMENT

* CSRD requires companies consider dual perspectives in assessing materiality of topics for
reporting, including financial materiality, wherein a topic potentially triggers financial
effects on the organization (“outside in”) and impact materiality, wherein a topic is
connected to actual or potential impacts on people or the environment (“inside out”).

03 PREPARE DISCLOSURES USING EUROPEAN SUSTAINABILITY REPORTING
STANDARDS (ESRS)

* The ESRS provide the cross-cutting and topical standards covering environmental, social
and governance topics for company reporting. Companies are also expected to report on
relevant sector and entity-level topics that are material.

* The ESRS cover topics, subtopics and sub-subtopics across ESG categories and include
connected and extensive disclosure requirements and data points.

04 REPORTING AND ASSURANCE

e CSRD reporting will be annual and needs to be tagged using the ESRS XBRL taxonomy.
CSRD reports will require limited assurance and are expected to transition to reasonable
assurance by 2028

*s. The CSRD establishes a common framework for sustainability disclosures
with four primary disclosure requirements:

POLICIES ACTIONS METRICS TARGETS
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Overview of CSRD

A transformative step towards regulated sustainability reporting

EU GREEN DEAL

Broad regulatory agenda
aims to set the EU on the path
to a green transition, with the
ultimate goal of reaching
climate neutrality by 2050

CSRD: CORPORATE SUSTAINABILITY REPORTING DIRECTIVE
Modernized reporting rules concerning a corporate’s
environmental and social performance

EU TAXONOMY
Classification system that establishes a list of
environmentally sustainable economic activities

SFDR: SUSTAINABLE FINANCE DISCLOSURE REGULATION
Regulation to improve transparency in the capital
markets for sustainable investment products

OBJECTIVES
* Redirect capital flows

towards sustainable @ EU GBS: EUROPEAN GREEN BOND STANDARD

companies Voluntary rules to improve the effectiveness, transparency,
¢ |ncrease transparency comparability & credibility of EU green bond market participants
R .

Reduce greenwashing CSDDD: CORPORATE SUSTAINABILITY DUE DILIGENCE DIRECTIVE'
Rules to ensure that businesses address adverse impacts of their
actions across their value chains inside and outside the EU

WHAT DO I NEED TO REPORT ON?

The ESRS provide the cross-cutting and topical standards covering environmental,
social and governance topics for company reporting. Companies are also expected to
report on relevant sector and entity-level topics that are material.

CROSS-CUTTING
ESRS 1 General requirements ESRS 2 General disclosures

ENVIRONMENTAL

ESRS E1 ESRS E2 ESRS E3 ESRS E4 ESRS E5
Climate change Pollution Water & marine Biodiversity & Resource use &
resources ecosystems circular economy
SOCIAL
ESRS S1 ESRS S2 ESRS S3 ESRS S4
Own workforce Workers in the value chain Affected communities Consumers & end users

GOVERNANCE

ESRS G1 Business conduct

-«+ The CSRD establishes a common framework for sustainability disclosures
* with four primary disclosure requirements:

POLICIES ACTIONS METRICS TARGETS
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Overview of EU Taxonomy

A legal classification system for sustainable economic activities

To better understand a company’s financial contributions toward
environmental objectives, companies required to report under CSRD need
to disclose economic activities based on the EU Taxonomy, a
classification system of environmentally sustainable economic activities.

The EU Taxonomy has been phased in for companies already reporting
under NFRD. Its application will be expanded to companies scoped into
CSRD and will be subject to assurance.

HOW ALIGNED IS YOUR BUSINESS TO THE TRANSITION?

The EU Taxonomy includes reporting on the share of taxonomy-eligible and
taxonomy-aligned activities with the following KPls. You will also report the
relevant methodology, eligible activities considered, assessment conducted
and contextual information on any changes.

* Turnover
* Capital expenditures (CapEx)
* Operating expenditures (OpEXx)

Financial undertakings (e.g., loan or investment portfolios) will report on
similar metrics but adjusted for their activities, for example based on share of
investments and assets.

HOW ARE ACTIVITIES DETERMINED? A TWO-PART TEST.

ELIGIBLE ACTIVITIES ALIGNED ACTIVITIES

Does my business contribute to Do we contribute in a sustainable
the transition? manner?

An economic activity is eligible if it An eligible activity is considered aligned
contributes to at least one of if it meets all three:

sixenvironmental objectives: Technical Screening Criteria (TSC)

« Climate change mitigation the activity makes a substantial
« Climate change adaptation contribution to at least one of the six
* Sustainable protection of water and objectives
marine resources Do No Significant Harm (DNSH)
* Transition to a circular economy the activity does not create a negative
* Pollution prevention and control effect on any of the other five
* Protection and restoration environmental objectives
of biodiversity and ecosystems Minimum Safeguards (MS)

the activity adheres to minimum social
safeguards for labor and human rights



Early examples for CSRD:
Double materiality assessment

Double materiality assessments have many inputs, making it difficult to
presentin a manner that is clear and easily understood. We like the example
below where Royal Philips used multiple visuals to present its results.

ROYAL PHILIPS

In its 2023 Annual 4 high
Report, Philips presents
an overall ranking of its
environmental, social
and governance topics
in a 2x2 matrix based on
external and internal
importance to
stakeholders. Although
the process indicates
the ESRS were used as
an input, the topics
included in the results
do not strictly align with
the ESRS.
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Philips also summarizes
results showing financial
and impact materiality
ratings at the overall topic
level although ESRS also
disaggregates information
by sub topic and sub sub
topic. We expect Philips may
disclose more detail once
CSRD is in force.

Philips provides information on its material topics and impacts, risks and opportunities
throughout the report sharing relevant KPIs, boundaries and time horizon.

Key material topics

Reference
Environmental Impacts, Risks and Opportunities KPI Boundaries Time horizon
- Climate change Maessage from the CEO , starting on page 5 Operational Carbon Footprint, Green/ Supply chain, operations,  Short-, Medium-, and
Strategy and Businesses, starting on page 9 EcoDesigned Revenues use-phase Long-term

Environmental performance, starting on page 46
Environmental statements, starting on page 239

Strategic risks, starting on page 90 - ESG

Operational risks, starting on page 93 - GBP and regulations

Source: Creating value with sustainable impact: 2023 - a strong foundation




Early examples for CSRD:
Visualizing the value chain

Reporting on CSRD requires consideration across the value chain.
Each company defines and represents the interactions with their value
chain differently. The following are examples of how some companies
define their value chain.

ORSTED

Orsted, a Danish multinational energy company, includes a value chain
mapping in its 2023 Annual Report, though non-exhaustive, it shows material
sustainability-related impacts and risks pictorially.
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SCHNEIDER ELECTRIC

In its 2023 Universal Registration Statement, Schneider Electric states that it
performs its materiality assessment across its entire value chain of the Group and
its stakeholders: suppliers and subcontractors, financial transactions, customers,
as well as Schneider Electric’s scope — on cross-functional, environmental, social,
and societal topics. It then

discloses the results of its risk e e
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Sources: Orsted Annual Report 2023
Schneider Electric 2023 Universal Registration Statement




Early examples for CSRD:
Policies, actions, metrics and targets

Although no company is claiming to report in full alignment with the CSRD,

these company disclosures are starting to integrate some of these elements

and can be used for inspiration.

SCHNEIDER ELECTRIC

In its 2023 Universal Registration Statement, Schneider Electric lists its sustainability
risks, opportunities and impacts. It identifies the relevant policies, systems, actions,

2023 performance and opportunity created. While Schneider Electric has begun its
double materiality assessment, the following results are for its single materiality

assessment.

Risk description and |ll'|!.'l.3r.'1
Ethical business conduct
Competition law

Non-compliance with
competition laws and
regulations could result n;

Policies and systems

Trust Charter
Competition Law Policy

Competition Law Guidelines

Main acticns and 2023 performancs

»  MNew Comgelilion Law Guidelines
and Processes issued

»  Competition law e-learnings
Issued

Opportunity created

Increase trust amang our
customers, pariners and
larger community

« Flnes 2 i B Increase business
- Brand and reputational Channel Contract Review and Gammersialt.q ”-"'Il"j CEFIogrRam - gnportunities
impact Approval Poliey « Refreshed channel contract
pa o &

Increase employes risk
AWAreness

lemplates
« S5 47 82% achieved in 2023
(slable since 2022)

+  Other consequences L
Other consequence Conflict of Interest Policy
E-learnings

Trust Line whistleblowing zystem

AIRBUS

Although not stated as ESRS-aligned, components of Airbus’s 2023 Annual Report
are starting to follow the expectations of CSRD. For example, Airbus includes topics
that are consistent with ESRS in its disclosures:

* Double materiality process

» Stakeholder engagement

* Remuneration

* Enterprise risk management and internal audit

Its climate KPls also include some of the historical information required by the ESRS,
such as target, baseline, prior year, current year and changes against prior year and
the baseline.

2015 2023 2023
KFls Target bazefina 2022 2023 ve. 2022 va. baseline
2030 -63% in fna
1 I with T.5°C pattiwey. =) e ;
CO,e Scope 1 & 20 kians) a m?ﬂ”f:;g PE;W 1118 57 £45 14.8% 425,
rezidual emizaions
it 2030: -20% 3,403 2,584 9,534 1.8% 18.3%
CO,e Scope 3 intengity
Deliverad aircraft efficlency intenalty 2035: -d6% 8.8 4.4 g2.0 -2.45% -20.2%
[0k pax]
“Maintain at least 75% of sowcing
Supply chain COP engagement volume of suppliers mwvited 1o COP TH% B01% +21pp
wha have responded”

Sources: Schneider Electric 2023 Universal Registration Statement
Airbus 2023 Annual Report



Early CSRD examples: EU Taxonomy activities

Companies have encountered challenges with the EU Taxonomy regulation,
especially with the Technical Screening Criteria. However, NFRD reporters
offer examples of the required tables for eligible and aligned turnover,
CapEx, and OpEx.

Reporting on the EU Taxonomy can signal a company's commitment to
sustainability, showcasing transparency and adherence to ESG standards,
which can attract investors and stakeholders. Due to the complexity of the
requirements, particularly in determining taxonomy alignment, it is advisable
for companies to start early, create a reporting plan, and begin to address
gaps. A proactive approach can turn EU Taxonomy reporting into a strategic
advantage for attracting customers and investment.

ORSTED EU TAXONOMY KPIS

Orsted reports on the EU Taxonomy in its 2023 Annual Report following the
mandatory template required by Article 8 of the Disclosures Delegated Act.
Given the relative complexity of reporting templates, Orsted also translates the
results for users stating:

* Taxonomy-aligned share of revenue in 2023 was 86%, up from 69% in 2022
* Taxonomy-aligned share of CapEx in 2023 stayed at 99%
* Taxonomy-aligned OpEx was 79%, a 1% decrease from 2022

Because Orsted’s business is primarily developing renewable energy, it shows
high percentages of alighment with the taxonomy.

An analysis performed by EY over EU Taxonomy disclosures for 277
nonfinancial entities indicates that companies are struggling to demonstrate
aligned turnover, CapEx and OpEx, with average alignment at 8%, 15% and
12% respectively. According to the report, the reason for low alighment
varies by sector and could be due to information availability at the level of
detail required by the Technical Screen Criteria.

" 28% 284%
2Th 364N
25% 354
154 12%
a%
2021 2022 2021 2022 2021 2022
M Average of total eligible turnover B Average of total eligible CapEx B Average of total eligible OpEx
Average of total aligned turnover Average of total aligned CapEx Average of total aligned OpEx

Sources: Orsted Annual Report 2023
EY EU Taxonomy Barometer 2023 Fiscal year 2022 reporting practices and results




Capturing value and driving impact
through your CSRD agenda

Preparing for CSRD is a resource-intensive exercise that requires input from
across the organization to get it right. The short timeline to stand up this reporting
process means that compliance alone can seem overwhelming. Our experience
shows that companies can seize opportunities to create value for the
organization and drive better decision making.

*s. CAN REPORTING
" FRAMEWORKS
DRIVE IMPACT?

Increased transparency
through corporate
disclosure is one crucial
action on the pathway to a
more sustainable and
regenerative future. When
business activities are
reported on, they are forced
to be re-examined. Leading
organizations will use these
frameworks to re-evaluate
their business models and
reshape their strategy. As
markets more accurately
price risks from this
increased transparency, the
cost of capital will further
accelerate impact at scale.

QUESTIONS TO SUPPORT VALUE CREATION

01 ASSESS APPLICABILITY AND REPORTING APPROACH

Organizational model: Is our current legal entity structure fit for
purpose in today’s environment? Was it built on value propositions
that no longer make sense for our business?

Reporting: How will the reporting approach we select help us better
communicate our sustainability activities and progress? Where can
this create a competitive advantage?

02 CONDUCT DOUBLE MATERIALITY ASSESSMENT

Resilience: How can the double materiality assessment enhance
your organization’s enterprise risk management capabilities and
build the resilience of your business?

Collaboration: How can we use the double materiality assessment
to engage with external stakeholders about sustainability and
integrate the results into our operations?

Transformation: How does our existing business model need to
transform in the new economy? What signals can we take from the
double materiality assessment results to harden our strategy?

03 ASSESS DISCLOSURE GAPS

Decision making: Collecting data on new metrics is important, but
how can we use this new data to improve decision making on
business decisions within the organization?

Real action: Metrics and policy can often be the focus, but what
actions does our business need to take to drive meaningful impact
on topics that are material to our business?

04 REMEDIATE GAPS AND PREPARE FOR ASSURANCE

Resource allocation: How can identified disclosure gaps help us
prioritize, formalize and effectively deploy resources for policies,
action plans and targets related to material sustainability topics?

Communications: How can assurance help us communicate our
sustainability results in a more credible manner?
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Sustainable actions, communicated well,
pay off in the capital markets.

How Impact Pathways can support throughout your CSRD journey

SUSTAINABLE ACTIONS

Double materiality assessment: Assess company ESG impacts, risks and
opportunities

Sustainability strategy: Develop company-wide sustainability strategy
Material risk and opportunity deep dive: Conduct ESG risk and impact
assessments for material topics including climate, water, biodiversity,
workforce

Target setting: Create and disclose forward-looking sustainability ambitions
and goals accretive to business strategy

Policy assessment: Identify and support creating policies for management
of material ESG topics

COMMUNICATED WELL

Reporting and disclosure assessment: Assess existing company ESG
disclosures against ESRS

CSRD roadmap: Develop actionable roadmap to prepare for CSRD
requirements

PMO: Manage initiatives to prepare for CSRD while building management
capabilities

Communications review: Review external communications for alignment in
ESG value creation narrative across annual reports, investor presentations,
proxy statement, website

Understand how ESG is integrated by investors and

target incremental pools of long-term capital

Monitor impact of ESG efforts and resulting shifts in
perspective on prioritized stakeholders:
* Investor engagement
* ESGraters/ credit agencies
* Employees perception & engagement
* Customer retention

Leverage increased ESG data to identify

operational improvement opportunities and integrate learnings into decision
making
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About Impact Pathways

The views expressed in this article are those of the author and do not necessarily reflect the official policy or position of any organization mentioned. This content is
for informational purposes only and should not be construed as legal, financial, or professional advice. Readers are encouraged to conduct their own research and

Impact Pathways is helping accelerate

the transition to a regenerative future.

We attract purpose-driven talent, provide authentic,
evidence-based advice and invest in impact solutions.

Our global, impact-led consulting firm empowers organizations to
create value for society while creating value for their business.

Margaret Weidner
DIRECTOR, Primary Report Author

Margaret.Weidner@impactpathways.com

Chris Hagler
CO-FOUNDER

Chris.Hager@impactpathways.com

Sheffield Goodrich

CO-FOUNDER
Sheffield.Goodrich@impactpathways.com

IT’S JUST GOOD BUSINESS

Value for business. Value for society.

consult with relevant experts on their specific facts and circumstances before making decisions based on the information provided.
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