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Introduction to the
CSRD and the ESRS

The European Commission has taken a significant step towards

the enhancement of corporate disclosure on sustainability matters
by adopting the Corporate Sustainability Reporting Directive
(CSRD) in April 2021 and presenting the first set of 12 European
Sustainability Reporting Standards (ESRS), as part of the European

Green Deal.

The objective of these standards is to ensure transparency and
comparability of information, while standardising ESG information
disclosed by companies operating within the EU. Furthermore,

by mandating the disclosure of company-relevant ESG data, the
CSRD aims to strengthen investor and stakeholder confidence,
facilitate and ensure informed decision-making, foster responsible
business practices and contribute toward the achievement of

the environmental and social ambitions of the EU, including the
reduction of greenwashing practices.

This Directive represents a promising shift towards a more
sustainable and resilient economic landscape across Europe.

It encourages companies to integrate sustainability into their
operational and business culture, as well as in their reporting
streams, leading to a more transparent and sustainable business

ecosystem in Europe, driving change across the world.

The standards

After the public consultation and the
feedback process on the first set of draft
standards, the European Commission
adopted the Delegated Act on the first
set of ESRS on 31st of July 2023. Taking
into consideration the feedback and

the proposed moderation to the draft
standards, EFRAG and the Commission
made a series of modifications to the

standards. The key changes include:

. All the standards, disclosure
requirements and data points are now
subject to companies' materiality
analysis results, with the only exception
being the disclosure requirements
in ESRS 2 which are mandatory for all
companies.

«  Based on the results of the materiality
analysis, for the topical ESRS
standards that are not considered
material, the companies are not required
to include an explanation. However,
in the case of the ESRS E1 Climate
change, it is now mandatory to provide
a detailed explanation of why the
company has deemed the topic to
not be material, taking into account the
significance and gravity of such matters

for the environment and society.




To ensure the effective application
of standards, reduce the pressure on

companies and the associated costs,

some phase-ins (i.e., a time extension)

for specific disclosures were introduced

(see timeline section below).

Additionally, certain data points were

converted to voluntary, while for some

of the mandatory data points, some
flexibility is allowed. For example,
biodiversity transition plans and
particular indicators related to 'non-
employees' are part of the disclosures

that were converted to voluntary.

Besides the cross-cutting ESRS 1 and ESRS

2 standards, with the 10 topical ESRS on
Environmental, Social and Governance
matters, sector-specific standards, along

with proportionate standards for listed

SMEs and standards for non-EU companies

are expected to be adopted in the future.

Eight sector-specific standards have been

announced, giving priority to Oil and Gas,

and Coal, Quarries and Mining.
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Cross-cutting standards

ESRS 1 General requirements

ESRS 2 General disclosures

Topical Standards

Environment

Ete

ESRS E1
Climate change

ESRS E2
Pollution

ESRS E3
Water and marine
resources

ESRS E4
Biodiversity and
ecosystems

ESRS E5
Resource use and
circular economy

Social Governance
R B
OQ& O
ESRS S1 ESRS G1
Own workforce Business conduct

ESRS S2

Workers in the
value chain

ESRS S3
Affected
communities

ESRS S4
Consumers and
end-users



Timeline and thresholds’

The EU has set a timeline for eligible companies to comply with the
CSRD, starting with certain large companies which meet specific

criteria, that must report in 2025 on the 2024 data. The rest of the
companies will gradually start reporting until 2029, as explained in

more detail below:

Companies previously subject to the Non-Financial Reporting
Directive (NFRD) (large companies that are Public Interest
Entities (PIEs) exceeding on their balance sheet date the average
number of 500 employees during the financial year), as

well as large non-EU companies with transferable securities in
an EU regulated market with more than 500 employees

will need to begin in financial year 2024, with the first
sustainability statement published in 2025.

All other large companies, including other large non-EU
companies with transferable securities in an EU regulated
market will need to begin in financial year 2025, with the first
sustainability statement published in 2026.

SMEs with securities listed in an EU regulated market (excluding
micro-undertakings), including non-EU listed SMEs will need to
begin in financial year 2026, with first sustainability statements
published in 2027. However, listed SMEs may decide to opt out
of the reporting requirements for a further two years. The last
possible date for a listed SME to start reporting is the financial
year 2028, with the first sustainability statement published in
2029. This category also includes small and non-complex
institutions and captive insurance/ reinsurance undertakings

under certain conditions.

Large companies
that are PIEs and
over 500 employees,
previously covered
by NFRD:

Financial Year 2024
(reporting in 2025)

2025

SMEs with securities
listed in an EU
regulated market
(excluding micro-
undertakings):
Financial Year 2026
(reporting in 2027)

2026

All other large
companies
(meeting 2 of the 3

following criteria):

- Total assets/ balance
sheet total: more than
EUR 25 mil.

- Net turnover: More
than EUR 50 mil.

- Employees:

More than 250.

Financial Year 2025

(reporting in 2026)

Non-EU companies that generate over
EUR 150 million in the EU and that have
in the EU either a branch with a turnover
exceeding EUR 40 million or a subsidiary
that is a large company or a listed SME
will have to report on the sustainability
impacts at the group level of that non-
EU company as from the financial year
2028, with first sustainability statement
published in 2029.

To ease this transition, especially for smaller
companies, the Commission established a
phase-in period, where organisations are
allowed to omit the disclosure of specific

metrics for one, two or three years.

For instance, companies with less than

750 employees may skip the disclosure of
scope 3 GHG emissions, along with some
disclosure requirements in ESRS S1 Own
workforce for the first year of applying the
standards. Similarly, they may omit selected
disclosures on biodiversity, value chain
workers, affected communities, as well as
specific information on consumers and end-

users in the first two years.

* As of November 2023

Non-EU companies
with branches/
subsidiaries:
Financial Year 2028
(reporting in 2029)




For all reporting companies, omission
options include the anticipated

financial effects related to non-climate
environmental issues, as well as selected
data points related to their own workforce,

for the first year they apply the standards.

Detailed phase-ins can be found in
Appendix C: List of phased-in Disclosure
Requirements of Annex 1 of CSRD.

The challenges
for companies
and how to

manage them

While the CSRD represents a significant
step in corporate sustainability reporting
and accountability for Europe, it does
create several challenges for companies.
Organisations that fail to meet these
requirements and stakeholders’
expectations, are likely to face reputational,
legal and compliance risks. Therefore,
businesses are encouraged to understand
and identify the new requirements that will
affect them, and to begin the transition

Nnow.

Enhanced reporting requirements and data

collection:

Given the increased scope of reporting

requirements set out by the ESRS, companies

will be asked to disclose additional and,
potentially, new information. This may require the establishment of
new systems and procedures to collect and analyse the necessary
ESG data and at the same time, it could also require adoption of
different performance indicators to track the progress and new
sets of ESG targets. We believe that companies may need to invest
additional financial and/or human resources to advance the existing
approach to sustainability reporting, for instance by going through
specific training courses, recruiting experts, seeking external support
and/or incorporating new technologies in the day-to-day business

for information management.

We therefore recommend that companies start by performing a
gap analysis of the ESG data they already disclose against the ones
that they will be asked to include based on the ESRS. This will help
them identify the weaker areas, delegate the required information
to different corporate functions, engage the relevant internal
workstreams and finally, develop processes to start collecting and
reviewing this new information. A practical way would be to start
developing or using existing online data collection platforms to
facilitate and accelerate the gathering of information from the
different "data owners". Potentially, collecting data on a regular
basis (e.g., every three or six months) instead of once at the end

of the financial year could be more time-efficient and create a
regular cadence that will help build the internal culture around data

collection and analysis.
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https://ec.europa.eu/finance/docs/level-2-measures/csrd-delegated-act-2023-5303-annex-1_en.pdf
https://ec.europa.eu/finance/docs/level-2-measures/csrd-delegated-act-2023-5303-annex-1_en.pdf

Materiality assessment:

The double materiality assessment proposed
by the ESRS is an enhanced and more
demanding process compared to traditional
methods and refers to both financial

and impact materiality, i.e., identifying and assessing risks and
opportunities in the short, medium and long term, and actual and
potential positive and negative impacts. Organisations are required
to include and use appropriate quantitative and/or qualitative
thresholds in the process.

When conducting the exercise, in order to develop the list of the
sustainability matters, companies should consider the 10 topical
standards including additional ESG topics that are relevant and
significant for their industry and/or the company itself. Companies
may incorporate the analysis of risks and opportunities in their

risk management approach (e.g., Enterprise Risk Management
system). As for the assessment of impacts, with the absence of a
global standardised framework to support the calculation, as well
as the subjectivity and interconnectedness of impacts, companies
will be challenged to assess their impact across their entities and
value chain. Therefore, for both materiality dimensions (impact and
financial materiality), using relative prioritisation techniques vs.
absolute quantitative terms seems like a more realistic and practical

approach for most instances and organizations.

Assurance:

This directive places increased emphasis on the
assurance and the verification process. Companies

will need to engage with external assurance
providers and be prepared to undergo the review
process for the disclosures provided to ensure credibility and
transparency of the sustainability information. Organisations that
are already familiar with the assurance process will find it easier
to comply, whilst entities that have not undergone the process
before, will have to establish the appropriate internal controls

to prepare accordingly. Such controls could refer to a suitable
governance model that allows for multiple levels of internal review

and accountability regarding the text and data provided by content

owners, supported by robust data collection processes and systems.

Timing:

Most companies
publish their
sustainability reports
and detailed ESG

data within the first six months from

the financial year-end. Going forward,
though, in order to comply with the
CSRD, companies will have to include

the ESRS ESG disclosures in their annual
financial reports, similar to the current
practice for the Non-Financial Statement,
only much more demanding in terms of
content requirements. On top of that,

the sustainability statements must go
through the assurance process at the
same time as the financial statements. For
most companies, this indicates that their
data collection and consolidation, content
development and internal review must be
moved much earlier in the year, thereby

affecting resource planning.

Therefore, we recommend that companies
use this transitional period to revisit

their current data collection timeframes
and reevaluate their data governance
mechanisms. As a proactive step to

get ahead and ensure prompt content
development, companies could use the
coming months to raise awareness within
the company regarding the CSRD and
promptly inform the relevant information
owners to explore ways to efficiently collect
and disclose ESG information during 2024.

Going a step further, companies should
start the transformation of their 2023
Non-Financial Reports that they already
include in their financial statements,
within the context of incorporating

more CSRD-relevant disclosures (e.g.
disclosures relevant to ESRS 2 such as
policies and governance of material issues,
risks opportunities, positive and negative
impacts, risk management and due
diligence etc.) and test their readiness of for

further disclosures earlier in the year.




Value chain:

CSRD extends the
scope of sustainability
information to include
the full value chain.
When identifying and
assessing their material risks, opportunities
and impacts, apart from their own
operations, companies must look both up
and down the value chain, by focusing on
the most material issues of different parts

of the value chain.

So far, companies have taken into account
concerns and issues related to the supply
and value chain when conducting their
materiality analysis, the due diligence
processes or the supplier assessments,

to the extent convenient for them. With
this legislation, companies will need to

ask for specific and actual sustainability
information, which undoubtedly creates
new challenges. For example, suppliers
might not be ready to provide the ESG
information required, which also applies

to cases where the suppliers are SMEs

or companies that do not fall under

the CSRD scope, hence they are not
required to collect and report this kind of
information. However, in cases where the
efforts to collect ESG data are not fruitful,
the reporting company is required to
somehow include relevant data by making
appropriate assumptions and estimations,
using sector-average data or proxies, while
also explaining why the information is not
available and disclosing a future timeframe
of when it will be. It is understandable

and justified that when it comes to the
value chain, the disclosures will be far from
perfect or complete in the first years of
reporting until the companies establish
specific policies and procedures for the

full chain.

Conclusion

With the CSRD, companies must adjust to a new sustainability
reporting landscape, adopt new ESG standards, establish suitable
data collection mechanisms and adapt to a different reporting
timing, and also upgrade their monitoring and internal control
systems over non-financial reporting. This will create additional cost
and administrative work, which can be difficult for some companies,
especially the smaller ones, despite the intentions of the EU to

minimise this effect.

We suggest that companies start processing the components of
this new directive as soon as possible. Companies should try to
make 2024 a 'test’ year to challenge their reporting systems, their
time management and their internal governance protocols. The next
two years will be a transitional period, even for large companies.
However, investing in CSRD alignment from 2024, is an opportunity
to showcase robust leadership in reporting, enhance the company's
brand name and perception of stakeholders, and contribute to

building long-term value and business resilience.
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Contact us

Tina Passalari
Global Lead of ESG & Sustainable Strategies
tina.passalari@consultdss.com

About dss*

dss* is a leading provider of operations management consulting
services with a purpose of saving lives and creating a sustainable
future. dss* enables organizations to build organizational and
human capabilities, manage risk, improve operations, achieve

sustainability goals and operate more responsibly.

Find out more at www.consultdss.com
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