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[Draft] European Sustainability Reporting Standard E1
Climate change

Objective

1 The objective of this [draft] standard is to specify Disclosure Requirements which will enable
users of the sustainability reporting to understand:

(@) the impact of the undertaking on climate change and its past, current, and future
mitigation efforts in line with the Paris Agreement and limiting global warming to 1.5°C;

(b) the plans and capacity of the undertaking to adapt its business jmodel(s) and
operations in line with the transition to a sustainable economy andgo contribute to
limiting global warming to 1.5°C;

(c) the nature, type and extent of the climate-related risks and opp@rtunities towhich the
undertaking is exposed; and

(d) the effects of climate-related risks and opportunities @i the Jundettaking’s existing
assets and liabilities and ability to generate future cash-flews’and therefore to create
enterprise value in the short, medium and long terg;

2 This standard derives from the (draft) CSRD stating ‘thatsthey sustainability reporting
standards shall specify information to disclose aba@it climate change mitigation and climate
change adaptation.

3 This standard covers Disclosure Requirements developed primarily from the perspective
and for the reporting purpose of non-finapei@hundertakings®. However financial undertakings
shall apply this standard in relation to theiflewn operations and value chain, it being
understood that they are in addition subjectto specific regulatory and other sector-specific
Disclosure Requirements as their main impactsfrisks and opportunities are indirect via their
portfolio of financial products and serviges.

4 This standard covers Discl@suredRequirements related to “Climate change mitigation” and
“Climate change adaptation” and covers “Energy” matters.

5 “Climate change mitigation” relatesto the undertaking’s endeavours to the general process
of holding the increaseiin| the“glébal average temperature to well below 2 °C and pursuing
efforts to limit jtfto 135 °Ciabove pre-industrial levels, as laid down in the Paris Agreement.
This standar@ljcoversgPisclosure Requirements related to the seven Greenhouse Gases
(GHG) cakbon “dioxide (CO2), methane (CHa), nitrous oxide (N20), hydrofluorocarbons
(HFCs)§ perflu@rocarbons (PCFs), sulphur hexafluoride (SFe) and nitrogen trifluoride (NF3).
It also/\covers Disclosure Requirements on how the undertaking addresses its GHG
emissions as well as the transition risks associated with them. Other impacts on climate
change (e:g%*from land use changes, black carbon, tropospheric ozone etc.), are not yet
explieitly, addressed by this standard.

6 *Climate change adaptation” relates to the undertaking’s process of adjustment to actual and
expected climate change. This standard covers Disclosure Requirements regarding climate-
related hazards that can lead to physical climate risks for the undertaking and adaptation
solutions that can reduce these risks. It also covers transition risks arising from the
adaptation needs to climate-related hazards.

7 “Energy” covers all types of energy production and consumption.

1 A non-financial undertaking means an undertaking that is subject to the disclosure obligations laid down in Articles 19a
and 29a of Directive 2013/34/EU and is not a financial undertaking, i.e. an asset manager, a credit institution as defined in
Article 4(1), point (1), of Regulation (EU) No 575/2013 of the European Parliament and of the Council22, an investment firm
as defined in Article 4(1), point (2), of Regulation (EU) No 575/2013, an insurance undertaking as defined in Article 13, point
(1), of Directive 2009/138/EC of the European Parliament and of the Council23, or a reinsurance undertaking as defined in
Article 13, point (4) of Directive 2009/138/EC [Disclosures Delegated Act of the (EU) 2020/852 Regulation, commonly
referred to as the Taxonomy Regulation
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Additional performance measures deemed relevant for the future enhancement of the
climate standard are presented as part of the Basis for conclusions although they have not
been prioritised for this standard. They relate to energy intensity, use of green hydrogen,
breakdowns of GHG emissions and breakdowns of GHG intensity.

Should the undertaking wish to provide information on these matters on a voluntary basis, it
may consider best practices and preliminary orientations presented in the Basis for
conclusions.

Interactions with other ESRS

10

11

12

Ozone-depleting substances (ODS), nitrogen oxides (NOx) and sulfur oxides (SOx), among
other significant air emissions, are connected to climate change, but are coveredunder the
reporting requirements on Pollution (ESRS E2). Fair transition is covered dnder the social
ESRS. In particular, unemployment linked to the decommissioning of stranded@ssets(€.qg.
shut down of production of power plants) is covered under the repasting requitements on
workforce.

The contents of this standard on Strategy and business#'model, “Goyernance and
organisation and Impacts, risks and opportunities, as well as‘®olicigs, targets, action plans
and resources shall be read in conjunction respectively with cross-cutting standards ESRS
2, ESRS 3, ESRS 4 and cross-cutting reference standard ESRS 5.

This standard covers sector-agnostic Disclosure Requirements. Sector-specific Disclosure
Requirements are developed separately and in aécordance'with the classification following
ESRS SEC 1.

Disclosure Requirements

Strategy and business model, govVemanee and organisation, Impacts, risks and

opportunities

13

14

15

16

17

The Disclosure Reguirements®fegarding climate change and (i) Strategy and business
model, (i) Governance ‘and organisation, and (iii) Impacts, risks and opportunities are
defined below,

The spegific@limate-related Disclosure Requirements hereafter (Disclosure Requirements 1
to 6) shall be read as’'complementary to the relevant cross-cutting standards (ESRS 2, ESRS
3 and ESRS 4) and they are to be reported upon by the undertaking under the related cross-
cutting standards. The information to be covered by Disclosure Requirements 1 to 6 are
thase that due to their importance to the undertaking are prioritised and monitored directly
by thewdndertaking’s highest governing bodies.

With, regards to the climate-related Disclosure Requirements in ESRS 2 Strategy and
business model, this topical standard includes two specific Disclosure Requirements.
Disclosure Requirement 1 covers the information to be provided on the 1.5 °C transition plan
of the undertaking and Disclosure Requirement 2 covers the information to be provided on
the resilience of the strategy and business model to principal climate-related transition and
physical risks.

With regards to the climate-related Disclosure Requirements in ESRS 3 Governance and
organisation, this topical standard includes two specific Disclosure Requirements.
Disclosure Requirement 3 covers the information to be provided on climate-related targets
and performance indicators in relation to compensation schemes and Disclosure
Requirement 4 covers the information to be provided on internal carbon pricing schemes.

With regards to the climate-related Disclosure Requirements in ESRS 4 on Impacts, risks
and opportunities, this topical standard includes two specific Disclosure Requirements.
Disclosure Requirement 5 covers the information to be provided on the processes to identify
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material climate-related impacts, risks and opportunities and Disclosure Requirement 6
covers the information to be provided on material climate-related impacts, risks and
opportunities.

Specific climate-related disclosures for the implementation of ESRS 2 Strategy and
business model

[Disclosure Requirement 1] — Transition plan in line with the Paris Agreement

18

19

20

The undertaking shall disclose its plans to ensure that its business model and
strategy are compatible with the transition to a climate-neutral economy and with
limiting global warming to 1.5 °C in line with the Paris Agreement.

The principle to be followed under this Disclosure Requirement isg4to provide an
understanding of the transition plan of the undertaking and its compatibilitys with fimiting
global warming to 1.5°C in accordance with the Disclosure Requirements 7 amd 8 under
ESRS 2.

The disclosure required by paragraph 18 shall include:

(@) by reference to the short medium- and long-term targetste, reduce GHG emissions in
own operations and along the value chain (Disclosuke Requirement 8), an explanation
of their alignment with limiting global warming to 1.8°C;

(b) by reference to GHG reduction targets (Dis€losure Requirement 8) and the climate
change mitigation action plan (Disclosu@ Requirement 9), an explanation of the
decarbonisation levers identified and key ag€tions planned, including the adoption of
new technologies;

(c) by reference to the information provided under Disclosure Requirement 10, an
explanation of the financial resourcesSupporting the implementation of the transition
plan;

(d) the locked-in GHG emiSSiens,from key assets and products, including a discussion
about if and how the§e can,jeopardise the achievement of GHG emission reduction
targets and drive tfansitien risk, and the plans to manage GHG- and energy-intensive
assets and products;

(e) an explanationof/the“rele of aligning its economic activities with the provisions of
Delegatefl” Act (EU). 2021/2139 for its transition to a climate-neutral economy,
includifig, thegplans for future Taxonomy-alignment;

() anrexplanation of how the transition plan is embedded in and aligned with its overall
business strategy;

(9) |\ anexplapation of the progress made in implementing the transition plan.

[Disclosure'Requirement 2] - Resilience of the strategy and business model to
principahclimate-related transition and physical risks

21

22

23

The undertaking shall disclose information on the resilience of the strategy and
business model(s) of the undertaking to principal climate-related transition and
physical risks.

The principle to be followed under this Disclosure Requirement is to provide an
understanding of whether the undertaking’s strategy and business model(s) can withstand
principal climate-related risks over time and under different plausible future states. It shall
be disclosed in accordance with the Disclosure Requirement 8 under ESRS 2.

The disclosure required by paragraph 21 shall include the following information:

(@) the scope of the resilience analysis, particularly the activities — in own operations and
the value chain — and related principal transition and physical climate-related risks
covered;
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(b)  how the resilience analysis has been conducted, including:

® whether it has been conducted by comparing a diverse range of climate-related
scenarios;

(i) which climate scenarios were used for the assessment and why, along with the
sources of the scenarios and critical assumptions made;

(i) the time horizons over which the analysis has been conducted;

(c) the results of the resilience analysis.

Specific climate-related disclosures for the implementation of ESRS 3 Governance
and organisation

[Disclosure Requirement 3] — Climate-related targets and performancetindicators
in relation to compensation schemes

24

25

26

The undertaking shall disclose whether and how it integratesgelimate-related targets
and performance indicators in compensation schemes.

The principle to be followed under this Disclosure Requitement is to provide an
understanding of how the undertaking’s compensationf'sghemesyinvolve climate-related
performance indicators and incentivise the achievement 'of climate-related targets. It shall
be disclosed in accordance with the Disclosure Regtiitement4d under ESRS 3.

The disclosure required by paragraph 24 shall include;

(@) a description of whether and how climateelated performance indicators are
incorporated into the undertaking.s’remuneration’practices;

(b)  the link with the achievement of GHG €mission reductions.

[Disclosure Requirement 4] — Internakeasbon pricing schemes

27  Theundertaking shall disclose whether and how the internal carbon pricing schemes
applied support its climate-related decision making.

28 The principle toghbe “followed“under this Disclosure Requirement is to provide an
understanding©f whetheriand how internal carbon pricing schemes incentivise the reduction
of an undeftaking’smGHG™ emissions and support the assessment, anticipation and
management of\€limate-related transition risks and opportunities. It shall be disclosed in
accordance with ESRS 3.

29  The\diselosure required by paragraph 27 shall include the following information:

(@) “a deseription of whether and how the undertaking applies internal carbon pricing

Sehemes, including the type of internal carbon pricing scheme such as:

(i)  shadow prices for CapEx or R&D investment decision making;

(i) internal carbon fee or fund affecting the internal results of the business units or
operating segments (internal transfer from high emitting entities to fund low
carbon projects that may be more costly);

(iii)  other schemes;

(b)  the specific scope of application of the carbon pricing scheme (activities, geographies,
entities, etc.);
(c) the carbon prices applied according to the type of scheme and critical assumptions;
(d) the approximate current year GHG emission volumes covered by these schemes.
ESRS E1 Climate change Page 7 of 128
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Specific climate-related disclosures for the implementation of ESRS 4 Impacts,
risks and opportunities

[Disclosure Requirement 5] — Processes to identify material climate-related
impacts, risks and opportunities

30 The undertaking shall disclose its processes to identify and assess its:
(@) climate-related impacts;
(b) climate-related physical risks and opportunities;
(c) climate-related transition risks and opportunities.

31  The disclosure required by paragraph 30 shall include a description of the precesses to
identify those impacts, risks and opportunities that due to their importance for the
undertaking are prioritised and monitored directly by the undertaking’s highesi¢géversing
bodies. It shall be disclosed in accordance with ESRS 4, Disclosure Re@uirement 1.

[Disclosure Requirement 6] — Material climate-related impaéts, riskSyand
opportunities

32  Theundertaking shall disclose a description of its:
(@) climate-related impacts;
(b) climate-related physical risks and oppartunities;
(c) climate-related transition risks and opportunities.

33 The principle to be followed undergthis’ Disclosure Requirement is to provide an
understanding of the climate-related [impaets,“hisks and opportunities that due to their
importance to the undertaking are§priofitised and monitored directly by the undertaking’s
highest governing bodies. It shall beydis€lesed in accordance with ESRS 4, Disclosure
Requirement 2.

34  The disclosure required by ‘paragtaph 32 shall rely on the outcome of the processes to
identify and assess climatesrelated impacts, risks and opportunities (Disclosure
Requirement 5).

Policies, targets,‘action®plans and resources

35 TheyDisclosure Requirements developed hereafter refer to ESRS 5 Definitions for policies,
targets, aetionglans and resources.

[DiseloSure Requirement 7] — Policies implemented to manage climate change
mitigation and adaptation

36  Theundertaking shall disclose separately its policy for climate change mitigation and
its policy for climate change adaptation.

37 The principle to be followed under this Disclosure Requirement is to provide an
understanding of the undertaking’s ability (i) to mitigate its negative impacts and maximise
its positive impact on climate change throughout the value chain and (i) to monitor and
manage its physical and transition risks and opportunities.

38  The disclosure required by paragraph 36 shall include:
(@) asummarised description of the policy, including its general objectives;

(b)  adescription of the scope of the undertaking’s policy, including own operations, value
chain activities and other business relationships;
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(c) a description of the allocation of responsibilities, including oversight, for the
implementation of the policy across all relevant operational levels;

(d)  adescription of third-party standards of conduct, if any, that the undertaking commits
to respect through the implementation of the policy such as the recommendations of
the Task Force on climate-related financial disclosures (TCFD) or the Science-based
Targets Initiative (SBTi); and

(e) adescription of the considerations given to the interests of stakeholders in setting the
policy.

[Disclosure Requirement 8] — Measurable targets for climate change mitigation
and adaptation

39 The undertaking shall disclose its adopted climate-related targets.
40 The principle to be followed under this Disclosure Requirement s 10, provideran
understanding of the GHG emission reductions that the undertaking ifntends t@yachieve in

the future and their effectiveness in ensuring compatibility with limiting:globalwarming to 1.5

°C. In addition, it may include other climate-related targets the undertaking has adopted,

such as climate change adaptation targets to provide angunderstanding of how the
undertaking manages physical risks resulting from climatey change and reduces its
vulnerability to these risks.

41  The disclosure required by paragraph 39 shall include:

(@) anexplanation of what each target intends 46 achieve\(e.g., GHG emission reduction,
net zero, physical or transition risk mitigation, inérease’of CapEx or others) and how
it is embedded in the undertaking’s climate-related policies;

(b) the scope of the target and the explanation of any limitations as to organisational and
geographical boundaries or activities;

(c) the baseline value and base‘yeariagainstwhich progress is measured;

(d) the timeframe to achieventhe, target and the target values to be achieved, including
any milestones or intérimtargets;

(e) the methodologies and<significant assumptions used to define targets, including
where applicable; the underlying scenarios and alignment with science-based
methodologies;

) any chafges in targets or underlying methodologies and assumptions adopted within
the defineddtimémherizon together with an explanation of the rationale for those
changes and their effect on comparability;

(g) . the overall progress towards the defined target, including information on whether the
pregress s in line with what had been initially planned, and an analysis of trends or
signifieant changes in performance of the undertaking towards achieving the target;
and

(h),  whether the target is absolute or intensity-based and in which unit it is measured.

42  The"disclosure required by paragraph 41 shall include the undertaking’'s GHG emissions
reduction targets for Scope 1, 2, and 3 and in addition:

(&) an explanation of the expected contributions from different decarbonisation levers to
the achievement of the target (e.g., electrification and deployment of renewable
energy; energy or resource efficiency; reduced lifecycle emissions of products);

(b) a presentation of the information over the target period preferably in five years rolling
periods and at least including target values for the years 2030 and 2050;

(c) a presentation of the information over the target period with reference to a 1.5°C
climate scenario or, if not available, with reference to the -55% EU GHG emissions
reduction target in 2030. It may be presented as a graphical pathway or trajectory.

43  If the undertaking has not adopted targets meeting the criteria included in paragraphs 41
and 42, it shall disclose:
ESRS E1 Climate change Page 9 of 128
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(@) if and when such targets will be adopted; or
(b)  reasons why there is no plan to adopt such targets;
(c) how progress is measured without specific climate-related targets and;

(d) the progress made in terms of climate change mitigation and adaptation.

[Disclosure Requirement 9] — Climate change mitigation and adaptation action

plans

44  The undertaking shall disclose its climate change mitigation and adaption action
plans.

45  The principle to be followed under this Disclosure Requirement is to provide transparency
on the key actions taken and planned to achieve climate-related targets and togmanage GHG
emissions, transition and physical risks and opportunities, supporting the dnderstanding of
achieved performance improvements and the credibility of the undertaking’ststrategy and
business model.

46  The disclosure required by paragraph 44 shall include:

(@) the list of key actions taken in the reporting year and plannedJor thedfuture, covering
own operations and the value chain;

(b)  the period during which each key action is intendeditobe,implemented;

(c) the expected outcomes of each key action apdtheir ¢ontribution to achieving climate
targets (for the climate change mitigation plan, the\achieved or expected GHG
emission reductions of each key action);

(d) an explanation of changes in the aetion plan‘apd any further explanation deemed
useful to understand key actions{

[Disclosure Requirement 10] — Resourges allocated to climate change mitigation
and adaptation actions plans

47

48

49

The undertaking shalljdisclase fipancial and other resources allocated to climate
change mitigation and adaptatign action plans.

The principle tombe followed™ under this Disclosure Requirement is to provide an
understandinggof the 'seriolisness of actions taken and planned in order to achieve climate-
related targets, apnd®topymanage GHG emissions, transition and physical risks and
opportunitiesy, particularly where the implementation of the action plan requires substantial
capital/@éxpendituresyand/or other resources.

Thédiselosure required by paragraph 47 shall include:
a) the resources needed in order to implement the action plans;

b) areconciliation of the monetary amounts disclosed with the most relevant amount
presented in the financial statements.

Performance measurement

[Disclosure Requirement 11] — Energy consumption & mix

50 The undertaking shall provide information on its energy consumption.
51 The principle to be followed under this Disclosure Requirement is to provide an
understanding of:
(@) the undertaking’s energy consumption to allow a monitoring of the reduction of
absolute energy consumption and improvement in energy efficiency; and
ESRS E1 Climate change Page 10 of 128
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(b) theincrease of the share of renewable energy in the overall energy mix to succeed in
the transition to a climate neutral European Union.

This Disclosure Requirement supports the information needs of financial market participants
subject to the Sustainable Finance Disclosure Regulation (EU) 2019/2088 (SFDR).

The disclosure required by paragraph 50 shall include the total energy consumption in MWh
as follows:

(@) total energy consumption from non-renewable sources, broken down by:
(i)  fuel consumption from coal and coal products;
(i)  fuel consumption from crude oil and petroleum products;
(iii)  fuel consumption from natural gas;
(iv)  fuel consumption from other non-renewable sources;
(v)  consumption from nuclear products;

(vi) consumption of purchased or acquired electricity, heat, steam, a@nd cagling from
non-renewable sources;

(b) total energy consumption from renewable sources, brokén down by

® fuel consumption for renewable sources (including Bi@mass, biogas, non-fossil
fuel waste, hydrogen from renewable sources, ete.);

(i)  consumption of purchased or acquiredel@gtricitys heat, steam, and cooling from
renewable sources;

(i)  consumption of self-generated non-fuelfrenewable energy.

[Disclosure Requirement 12] — Energy\intensity

54

55

56

57

The undertaking shall provide infagmatien”on the energy consumption associated
with activities in high climate impacti Sectors per net turnover.

The principle to be followed taderthis Disclosure Requirement is to support the information
needs of financial market participantS’subject to the SFDR.

The disclosure required byaparagraph 54 shall provide the information in MWh/Monetary
unit.

The undertaking shalindisclose a reconciliation of the net turnover reference to the most
relevant ameuntipresented in the financial statements.

[Disclosuke Requirement 13] — Scope 1 GHG emissions

58

59

60

61

dheyundertaking shall disclose its gross Scope 1 GHG emissions in metric tons of
CO: equivalent.

The) principle to be followed under this Disclosure Requirement is to provide an
understanding of the direct impacts of the undertaking on climate change and the part of its
GHG emissions that are regulated under emission trading schemes. This information is also
a prerequisite to understand the undertaking’s climate-related transition risks.

The Disclosure Requirements on GHG emissions also serve the purpose of allowing
financial institutions to fulfil their reporting obligations under the SFDR.

The disclosure required by paragraph 58 shall include:
(@) the gross Scope 1 GHG emissions in metric tons of CO2 equivalent; and

(b)  the share of Scope 1 GHG emissions under regulated emission trading schemes (%).
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[Disclosure Requirement 14] — Scope 2 GHG emissions

62

63

64

The undertaking shall disclose its indirect energy Scope 2 GHG emissions in metric
tons of CO; equivalent.

The principle to be followed under this Disclosure Requirement is to provide an
understanding of the impacts on climate change caused by the undertaking’s consumed
energy whether externally acquired or purchased.

The disclosure required by paragraph 62 shall include:

(@) its gross location-based Scope 2 GHG emissions in metric tons of CO2 equivalent;
and

(b) its gross market-based Scope 2 GHG emissions in metric tons of CO2 equivalent.

[Disclosure Requirement 15] — Scope 3 GHG emissions

65

66

67

The undertaking shall disclose its gross indirect Scope 3 GHG gmissions,in metric
tons of CO; equivalent.

The principle to be followed under this Disclosure Requifement s, t@* provide an
understanding of the GHG emissions that occur in the undertaking’sivalue ‘chain. For many
undertakings, Scope 3 GHG emissions are the main componentsyef the GHG inventory and
an important driver of their transition risks.

The disclosure required by paragraph 65 shall inelude GHG emissions from significant
Scope 3 categories and presented as a breakdown by \GHG emissions from: (i) upstream
purchasing, (ii) downstream sold products, (iii)“good§” transportation, (iv) travels and (v)
financial investments.

[Disclosure Requirement 16] — Total GHG emissions

68

69

70

The undertaking shall disclose it§, tota"GHG emissions in metric tons of CO;
equivalent.

The principle to be followed“undenthis Disclosure Requirement is to provide an overall
understanding of the undertakihg’'s“GHG emissions and whether they occur from own
operations or the value|ehain. The disclosure is a prerequisite for measuring progress
towards reducingm@HGyemissions in accordance with the undertaking’s climate-related
targets and thefEU policy‘geals as well as for the assessment of the undertaking’s transition
risks.

The disglosureyrequired by paragraph 68 shall be the sum of Scope 1 GHG emissions under
Disclosure Requirement 13, Scope 2 GHG emissions under Disclosure Requirement 14 and
Scope 3,GHG emissions under Disclosure Requirement 15 and be presented in terms of
location-based’and market-based approaches.

[Optiegal Disclosure Requirement 17] — GHG removals

71

72

73

The undertaking may disclose GHG removals from its own operations as well as in
the value chain in metric tons of CO; equivalent.

The principle to be followed under this optional Disclosure Requirement is to allow the
undertaking to disclose in a comparable manner its actions taken to permanently remove or
support the removal of GHG from the atmosphere. If permanently stored, removals of GHG
emissions from the atmosphere are an important means of combatting climate change. The
undertaking shall therefore provide transparency on whether and to what extent it removes
GHG from the atmosphere.

If the undertaking discloses the information according to paragraph 71, it shall include a
description of whether removals are nature-based, geological or hybrid; it shall also provide
technological details of the removals, calculation assumptions, methodologies and
frameworks applied.

ESRS E1 Climate change Page 12 of 128
Working paper, January 2022



[Draft] ESRS E1 Climate change

[Optional Disclosure Requirement 18] — Financing GHG mitigation projects
outside of the undertaking’s value chain

74

75

76

The undertaking may disclose the financing of GHG mitigation projects outside its
value chain.

The principle to be followed under this optional Disclosure Requirement is to provide an
understanding of the extent and quality of the funding of projects that avoid, reduce or
remove GHG emissions outside the undertaking’s value chain (also commonly referred to
as carbon offsets), as carbon offsets purchased from or sold to the voluntary market are a
frequent manner of complementing actions to reduce GHG emissions.

If the undertaking discloses the information according to paragraph 74, it shall include:
(a) the total purchased carbon offsets in metric tons of CO2 equivalent if any;
(b)  the total sold carbon offsets in metric tons of CO2 equivalent if any;

(c) adescription of the quality criteria applied and the standards that the,carien offsets
fulfil.

[Optional Disclosure Requirement 19] — Avoided GHG emissions from products
and services

77

78

79

The undertaking may disclose its estimated totalgavolded GHG emissions from its
products and services in metric tons of CO, gquivalent.

The principle to be followed under this optional DisClosure Requirement is to to provide
transparency on the methodologies usedgand assumptions made by undertakings when
estimating and communicating about the GHG impacts of their products and services in
comparison to other products and servicesforiin comparison to a situation where their
products and services would not€existy considering that there is currently no generally
accepted framework for accounting angd reparting on such avoided emissions.

If the undertaking discloses he nformatiemaccording to paragraph 77, it shall provide details
on:

(@) the assumptions made;

(b) data sourcesyused and methodologies applied to estimate the comparative impacts
(baseling’andjreference products for assessing additionality); and

(c) identifieditr@de-offs'with other (non-GHG) environmental impacts.

[DisclosUre'Requirement 20] — GHG intensity

80
8T

82

83

The undertaking shall disclose its total GHG emissions per net turnover.

The prin€iple to be followed under this Disclosure Requirement is to support the information
needs of financial market participants subject to the SFDR.

The disclosure required by paragraph 82 shall provide the GHG emissions in metric tons of
CO2 equivalent per turnover, in monetary units.

The undertaking shall disclose a reconciliation of the net turnover reference to the most
relevant amount presented in the financial statements.

[Taxonomy Disclosure Requirements] - Taxonomy Regulation for climate change
mitigation and climate change adaptation

84  The undertaking shall disclose information required by Article 8 of the Regulation (EU)
2020/852 (Taxonomy Regulation) in conjunction with Annex | and Annex Il of Commission
Delegated Regulation (EU) 2021/2139 of 4 June 2021 and with the Commission Delegated
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Regulation (EU) 2021/2178 of 6 July 2021, both supplementing Regulation (EU) 2020/852
of the European Parliament and of the Council.

The Taxonomy Regulation in its Article 8(2) requires undertakings to disclose information on
the proportion of the turnover, capital expenditure (‘CapEx’) and operating expenditure
(‘OpEX’) associated with economic activities that qualify as environmentally sustainable, and
in particular under the objectives of ‘climate change mitigation’ and ‘climate change
adaptation’.

The information to be disclosed under the climate-related provisions of the Taxonomy
regulation is complementary to the information disclosed under the provisions of this
standard. The undertaking may elect to locate the climate-related Taxonomy Disclosure
Requirements as a Disclosure Requirement additional to the ones mandated by this
standard. If the undertaking is not electing to do so, it should disclose the location of the
Taxonomy Disclosure Requirements by an appropriate cross-reference.

[Disclosure Requirement 21] — Financial exposure to physical risks

87
88

89

90

The undertaking shall disclose its financial exposure to physicaliisks.

The principle to be followed under this Disclosure Regquirement 1§, 10" provide an
understanding of how principal climate-related physical risks“may affect the undertaking’s
financial position and performance over the short, medium and 1oRg term, considering that
those potential future financial effects of climate-related physigeal risks may not meet at the
reporting date the recognition criteria set for financial statements:

The disclosure required by paragraph 87 shallfprovide infermation on how its principal
climate-related physical risks (Disclosure Requirement'6) may affect its future performance,
position and development in terms of:

(& amounts (monetary unit) of asset§ exposed to physical risks;
(b)  share (%) of turnover from its business activities exposed to physical risks.

The undertaking shall disclose a recongiliation of these assets and share of turnover to the
most relevant amounts presentediimthe financial statements.

[Disclosure Requirement 22] — Financial exposure to transition risks

91 The undertaking®shall*disclose its financial exposure to transition risks.

92  The principlejto degfollowed under this Disclosure Requirement is to provide an
understanding offthow principal climate-related transition risks may affect the undertaking’s
financigl position and performance over the short, medium and long term, considering that
those potential future financial effects of climate-related transition risks may not meet at the
repaltingydate the recognition criteria set for financial statements.

93 The, disclosure required by paragraph 91 shall provide information on how its principal
climatesrelated transition risks may affect its:

(@) future financial position in terms of:
0] assets (monetary unit) exposed to transition risks over the short, medium, and
long-term;
(i)  liabilities (monetary unit) that may have to be recognised over the short,
medium, and long-term;
(b)  future financial performance in terms of share (%) of turnover from its business
activities exposed to transition risks.

94  The undertaking shall disclose a reconciliation of these assets and turnover to the most
relevant amount presented in the financial statements.
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[Optional Disclosure Requirement 23] — Financial opportunities related to climate
change mitigation or adaptation other than the Taxonomy Regulation

95

96

97

The undertaking may disclose its financial opportunities that relate to climate change
mitigation or adaptation and that complement the Taxonomy Regulation related ones.

The principle to be followed under this Disclosure Requirement is to provide information
allowing for an overall understanding of the financial opportunities related to climate change
mitigation and climate change adaptation, complementing the information requested under
the Taxonomy Regulation.

If the undertaking discloses the information according to paragraph 95, it shall include an
assessment of the market size for low carbon products and services or adaptation solution
over the short-, medium-, and long-term, explaining how these are defined, how financial
amounts are estimated and which critical assumptions are made.

Application provisions

98

99

In order to ease the first-time application of this standard, the applicatien of the following
aspects of the four Disclosure Requirements listed below may bé"deferred bysne year:

(@) Disclosure Requirement 2 on Resilience of the strategy‘@anddhe business model: the
undertaking may elect not to disclose the assessment{demonstrating how the
undertaking’s financial performance supports the, resilience of its strategy and
business model over the short, medium and leng termfas required under paragraph
AGS. (b);

(@) Disclosure Requirement 15 on Scope 3 GHGgemissions: the undertaking may elect
not to apply this Disclosure Requirement;

(b) Disclosure Requirement 16 on fiotal GHG emissions: based on the provisions for
Disclosure Requirement 15, the\undertaking may elect to exclude Scope 3 GHG
emissions from the total GHGjemissions;

(c) Disclosure Requirementi2dgen Financial exposure to physical risks, the undertaking
may elect not to applfathisiRisclostire Requirement with regards to:

® its share of|turnover from its business activities exposed to physical risks
requiredyunder paragraph 89 (b);

(i)  itsalve chain.

(d) Disclosute Requirement 22 on Financial exposure to transition risks: the undertaking
mayselectnot to apply this Disclosure Requirement with regards to:

()] Its\future financial performance in terms of share of turnover from its business
activities exposed to transition risks under paragraph 93 (b);

(ii) its value chain.

The undertaking shall indicate if the deferral option is retained or if it complies fully with the
above-mentioned Disclosure Requirements.
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Appendix A: Defined terms

This appendix is integral part of the [draft] ESRS.

(Anthropogenic) Removals refer to the withdrawal of
GHGs from the atmosphere as a result of deliberate
human activities. These include enhancing biological
sinks of CO2 and using chemical engineering to achieve
long-term removal and storage. Carbon capture and
storage (CCS) from industrial and energy-related

(Anthropogenic) Removals sources, which alone does not remove CO: in the
atmosphere, can reduce atmospheric CO:2 if it is
combined with bioenergy production (BECCS). Seé"also
Anthropogenic emissions, Bioenergy withg carbon
dioxide capture and storage (BECCS) ampd “Carbon
dioxide capture and storage (CCS). (IPCC§2018: Annex
I: Glossary)

A 1.5° climate target is a specifi¢ objective“telated to
GHG emissions reduction using reduction pathways at a
global and sectoral level that arevaligned with the
remaining budget to limit global wanmingito 1.5°C with a
50% probability which _isgabout 500 GT of CO:2 (IPCC,
2021).

1.5°C climate target

Attributional approach “estimates the difference in total
life cycle GHGwemissions) between an undertaking’s
product and somefalternative product that provides an
equivalentifunction. (WRI 2018)

Attributional approach

Aveided emissions are understood as estimated GHG
reductionsSief an undertaking’s products in comparison to

Avoided emissions other“products that fulfil an equivalent function or to a
sitbationdwhere the product does not exist. (Note: the
notiondof “products” includes services)

Base year Base year is_ a historical (_jatum against which a
measurement is tracked over time. (GRI 305:2016)

Biomass is the biodegradable fraction of products,
waste, and residues from biological origin from
agriculture, including vegetal and animal substances,
Biomass from forestry and related industries, including fisheries
and aquaculture, as well as the biodegradable fraction of
waste, including industrial and municipal waste of
biological origin. (Art. 2 (24) Directive (EU) 2018/2001)

Boundaries of Scope 3 categories are the activities over
the value chain that should be accounted for in each
Scope 3 category, in particular in the ‘Purchased goods

Boundaries of Scope 3 and services’ and ‘Use of product sold’ categories; the

categories GHG Protocol Scope 3 standard has defined minimum
boundaries by Scope 3 category; Scope 3 boundaries
will require developments in future sector-specific
standards to improve the comparability.
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Business activities exposed to climate-related physical
Business activities exposed risks refer to potential future increases or decreases in
to climate-related physical revenues and costsi.e., financial performance, for
risks example due to business interruptions, increased supply

prices, etc. resulting in potential margins erosions.

Carbon dioxide (CO2) equivalent is the universal unit of
measurement to indicate the global warming potential
(GWP) of each greenhouse gas, expressed in terms of
the GWP of one unit of carbon dioxide. It is used to
evaluate releasing (or avoiding releasing) different
greenhouse gases against a common basis. (GHG
Protocol Scope 2 Guidance Glossary)

Carbon dioxide (CO,)
equivalent

Climate change adaptation means thefprocess, of
Climate change adaptation adjustment to actual and expected climate change and
its impacts. (based on the RegulationgEU)2020/852)

Climate change mitigation meansgheiprocess of holding
the increase in the glebaltaverage temperature to well
Climate change mitigation below 2 °C and pursting efforts to limit it to 1,5 °C above
pre-industrial levels,"§as laid down in the Paris
Agreement. (based on the,Regulation (EU) 2020/852)

Climate,Change Mitigation Taxonomy-aligned economic
activity Ispaneeenomic activity that complies with the
reguirements, laid down in Art. 3 Regulation (EU)

Climate change mitigation 2020/852 Trelated to climate change mitigation in
Taxonomy-aligned canjunction with the provisions of the Commission
economic activity Delegated Regulation (EU) 2021/2139 (Climate

Pelegated Act). (ased on Art 1 (2) Commission
Delegated Regulation (EU) 2021/2178 supplementing
Art. 8 of Regulation (EU) 2020/852)

Climate hazards refer to the potential occurrence of a
natural or human-induced climate-related physical event
or trend that may cause loss of life, injury, or other health
impacts, as well as damage and loss to property,
infrastructure, livelihoods, service
provision, ecosystems, and environmental resources.

Climate hazaxds

Climate-related physical risks are risks that arise from
the physical effects of climate change. They typically
include acute physical risks, which arise from particular
events, especially weather-related events such as
storms, floods, fires or heatwaves, and chronic physical
risks, which arise from longer-term changes in the
climate, such as temperature changes, rising sea levels,
reduced water availability, biodiversity loss and changes
in land and soil productivity. (adapted from Commission
Communication C(2019) 4490 final)

Climate-related physical risk
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Climate-related transition
risk

Climate scenario

Climate target

Consequential approach

Cost rate

Direct GHG emissions
(Scope 1)

Energy Attribute Cerfificate

(EAC)

Financrabexposure to
climate-related physical
risks

Financial exposure to
climate-related transition
risks

Global warming potential
(GWP)
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Climate-related transition risks are risks that arise from
the transition to a low-carbon and climate-resilient
economy. They typically include policy risks, legal risks,
technology risks, market risks and reputational risks.
(adapted from Commission Communication C(2019)
4490 final).

A climate scenario allows an entity to explore and
develop an understanding of how the physical and
transition risks of climate change may impact its
businesses, strategies, and financial performance over
time.

A climate target is a specific objective related tofGHG
emissions reduction containing a target (absoldte GHG
emissions value and intensity terms), ap petimeter
(activities and scopes), a target years and a baseline
year’s emissions.

Consequential approach estimates the sumf of all
system-wide changes in GHG emissions or removals
occurring because of the product. (WRI 2018)

Cost rate is the factorgused togconvert non-monetary
impacts like tonnesghectares,im? etc. into monetary
units. Cost rates should be’based’on monetary valuation
studies, need to be seience-based and the methods
used to obtaimmithem transparent. Guidance on these
methods can be obtained, e.g., from the EU-LIFE-project
TRANSPARENT (see recital (38) of the draft CSRD).

Direct GHG, emissions (Scope 1) are those originating
from), soureesyowned or controlled by the undertaking.
(adapted from GHG Protocol Corporate Standard)

Energy Attribute Certificates (EAC) are a category of
contractual instruments that represents certain
information (or attributes) about the energy generated.
This category includes instruments which may go by
several different names, including certificates, tags,
credits, or generator declarations [GHG Protocol Scope
2 Guidance]. Most recognized ones are Guarantee of
Origin from renewable sources in Europe, Renewable
Energy Certificate (REC) in North America or
international REC in the rest of the world (iREC).

Financial exposure to climate-related physical risks
refers to the point-in-time estimated proportion in
amount or extent of a company’s financial position or
performance exposed to climate-related hazards.

Financial exposure to climate-related transition risk
refers to the point-in-time estimated proportion in
amount or extent of a company’s financial position or
performance exposed to transition risks.

Global warming potential (GWP) is a factor describing
the radiative forcing impact (degree of harm to the
atmosphere) of (GWP) one unit of a given GHG relative
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to one unit of CO2. [GHG Protocol Scope 2 Guidance
Glossary]

Greenhouse Gases (GHG) are those gaseous
constituents of the atmosphere, both natural and
anthropogenic, that absorb and emit radiation at specific
wavelengths within the spectrum of terrestrial radiation
emitted by the Earth’s surface, the atmosphere itself and
by clouds. This property causes the greenhouse effect.
Water vapour (H20), carbon dioxide (CO3), nitrous oxide
(N20), methane (CH4) and ozone (Oz) are the primary

Greenhouse Gases (GHG) GHGs in the Earth’s atmosphere. Moreover, there are a
number of entirely human-made GHGs _in" the
atmosphere, such as the halocarbons and other
chlorine- and bromine-containing substances$; dealtwith
under the Montreal Protocol. Beside CO2¢4N-0 and CHl4,
the Kyoto Protocol deals with the GHGS" sulphur
hexafluoride (SFs), hydrofluorocaspons (HFCs)" and
perfluorocarbons (PFCs). (IPGC, 2018: “Annex I:
Glossary)

High climate impact sectors\are these isted in NACE
Sections A to H and®Section” L. (Draft Regulatory

High climate impact sectors  Technical Standards with Jregatds to the content and
presentation of disclosures pursuant to Article 8(4), 9(6)
and 11(5) of Regulation'(EU) 2019/2088)

Indirect GHG emissions are a consequence of the
operations\\of the undertaking but occur at sources
owned opcontrolled by another company. This includes
Seope. 2 and Scope 3 GHG emissions. (adapted from
GHG,ProtoéabCorporate Standard)

Indirect GHG emissions
(Scope 3)

Interpmal carbon price is a price used by entities to assess
the fimancial implications of changes to investment,
production, and consumption patterns, as well as
potential technological progress and future emissions
abatement costs. (adapted from IFRS Climate
Prototype)

Internal carbon pricé

Internal carbon pricing scheme is an organizational
arrangement that allows an undertaking to apply carbon
prices in strategic and operational decision making.
There are two types of internal carbon pricing schemes
commonly used by undertakings. The first type is a
shadow price, which is a theoretical cost or notional
amount that the undertaking does not charge but that
can be used in assessing the economic implications or
trade-offs for such things as risk impacts, new
investments, net present value of projects, and the cost-
benefit of various initiatives. The second type is an
internal tax or fee, which is a carbon price charged to a
business activity, product line, or other operating
segment based on its GHG emissions. (adapted from
IFRS Climate Prototype)

Internal carbon pricing
scheme
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Key assets are owned or controlled, existing or planned
assets (such as stationary or mobile installations,
facilities, and equipment) that are significant direct and
energy indirect GHG emission sources

Key assets

Location-based method quantifies Scope 2 GHG
emissions based on average energy generation

Location-based method emission factors for defined locations, including local,
subnational, or national boundaries. (GHG Protocol
Scope 2 Guidance Glossary)

Market-based method quantifies Scope 2 GHG
emissions based on GHG emissions emitted by the
generators from which the reporter contragttally
purchases electricity bundled with instruménts, /or
unbundled instruments on their own. (GHG PRrotocol
Scope 2 Guidance Glossary)

Market-based method

Monetised GHG emission means the multiplieation of a

Monetised GHG emission unit of CO2eq emission by a pre-defined cost rate.

Monetised impact refers to the /monetary value of an
Monetised impact environmental or sociaffimpact,\€aused by or contributed
to the undertaking.

Net turnover means the ‘amounts derived from the sale
of productsfand thg, provision of services after deducting

Net turnover sales rebates aftd“Wwalue added tax and other taxes
directlyly, linked to/ turnover. (Art. 2 (5) Directive
2013/34/EUV).

A netizero target is a specific GHG emissions reduction
target using pathways at the global and sectoral level
that are aligned with the remaining global budget to limit
glebal warming to 1.5°C and achieve net-zero GHG
emissions by 2050 and applying those to an
undertaking.

Net zero target

Non-renewable energy is the energy which cannot be
identified as deriving from renewable sources. [Draft
Regulatory Technical Standards with regard to the

Nonarenewableenérgy content and presentation of disclosures pursuant to
Article 8(4), 9(6) and 11(5) of Regulation (EU)] Fossil
fuels such as oil, natural gas, and coal are examples of
non-renewable resources.

Carbon offsets are reductions in emissions of carbon
Offsets dioxide or other greenhouse gases made in order to
compensate for an emission made elsewhere.

Operating segments are defined as component of an
Operating segments entity that engages in business activities from which it
may earn revenues and incur expenses (IFRS 8)

Risks to the company that arise from the physical effects
of climate change. They include acute physical risks and
chronic physical risks. (EU Guidelines on reporting
climate-related information)

Physical risks
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Product operating lifetime is the time interval from when
a product is sold to when it is planned to be
decommissioned. The product operating lifetime can be
an estimation.

Product operating lifetime

Purchased or acquired ‘Purchased or acquired’ is used when the undertaking
energy has received the energy from a third party.

Recognised quality standards for carbon offsets are
those that are verifiable by independent third parties,
make requirements and project reports publicly available
and at a minimum ensure additionality, permanence,
avoidance of double counting and rules for calculation,
monitoring, and verification of the project's #GRG
emissions.

Recognised quality
standards for carbon offsets

Renewable energy is the energy taken from'sourcesithat
are inexhaustible. As such, renewableSenergy covers
wind, solar (solar thermal and solagsphotovoltaic)”and

Renewable energy geothermal energy, ambient energy, tide, Wwave and
other ocean energy, hydropower, Riomass, landfill gas,
sewage treatment plant gasy,and biegas. (Art. 2 (1)
Directive (EU) 2018/2001)

Renewable hydrogenfis hydrogen produced through the
electrolysis of water(ingan electrolyser, powered by

Renewable hydrogen electricity), and with “the electricity stemming from
renewable sources. (EUp Hydrogen Strategy COM
(2020)301 final)

A scenario“analysis is a process for identifying and
Scenario analysis assessinga potential range of outcomes of future events
under conditions of uncertainty.

Scope 2'GHG emissions are indirect emissions from the
generation of purchased or acquired electricity, steam,
heat] or cooling consumed by the undertaking. (adapted
from GHG Protocol Scope 2 Guidance Glossary)

Scope 2 GHG emissions

Scope 3 category is one of the 15 types of Scope 3
emissions identified by the GHG Protocol Corporate
Standard and detailed by the GHG Protocol Corporate
Value Chain (Scope 3) Accounting and Reporting
Standard [adapted from GHG Protocol Scope 3
Accounting and Reporting Standard Glossary]; these 15
categories should be grouped for purpose of simplified
presentation as follows: a) upstream purchasing, b)
downstream sold products, ¢) goods transportation, d)

travels and e) financial investments:
Scope 3 category

(@) Upstream purchasing includes the GHG protocol

categories “purchased goods and services”, “capital

goods”, “fuel- and energy-related activities (not

included in scope 1 or scope 2)”, “upstream leased
assets” and “waste generated in operations”;

(b) Downstream sold products comprises “processing
of sold products”, “use of sold products”, “End-of-life
treatment of sold products”, “Downstream leased

assets”, “Franchises”;
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(c) Goods transportation comprises  “upstream
transportation and distribution” and “downstream
transportation and distribution”;

(d) Travels comprises business travels and employee
commuting;

(e) Financial investments reflects the respective GHG
Protocol category.

Scope 3 GHG emissions are all indirect emissions (not
included in scope 2) that occur in the value chain of the
reporting company, including both upstream and
downstream emissions. [GHG Protocol Scope 3
Accounting and Reporting Standard Glossary]; Scope 3
GHG emissions are considered as estimated emis
Scope 3 GHG emissions in comparison with Scope 1 & 2 as their calcula
based on a combination of methods an
secondary data ranging from precise fi
specific or sites-specific methods
figures (average-data or spe
(derived from GHG Protocol
Guidance)

Risks to the company that ar
low-carbon and clim ilie
Transition risks Policy risks, Legal Fi
and Reputational ri
climate-related informat

conomy. They include
gy risks, Market risks
U Guidelines on reporting

Undertakings c udget is the cumulative amount of
GHG issions expressed in tons of COzeq available
Undertakings carbon budget over a in od of time (e.g., until 2030 and or
ieve the 1.5°C climate mitigation target; of
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Appendix B: Application Guidance

The provisions of this appendix shall be applied in conjunction with the [draft] Disclosure
Requirements defined in paragraphs 1 to 97.

This appendix describes how to apply the Disclosure Requirements, has the same authority as the
Disclosure Requirements and is an integral part of the proposed [draft] ESRS E1 Climate change.

Strategy and business model, governance and organisation, Impacts, risks and

opportunities

Additional climate-related disclosures for the implementation of ESRS#2%Strategy
and business model

[Disclosure Requirement 1] — Transition plan in line with the Parig A@reement

AG2.

AG3.

AG4.

AGS.

AG6.

@)

(b)

(©)

(d)

©

When disclosing its transition plan, the undertaking is expécted to pravide a high-level
explanation on how it will adjust its strategy and business medel'to ensure compatibility
with the transition to a climate-neutral economy andgwith limiting of global warming to
1.5°C in line with the Paris Agreement. The undertaking shall, where applicable, refer to
and contextualise information presented under_ether dis¢losures requirements of this
[draft] standard.

When disclosing the information required undefyparagraph 20 (d), the undertaking shall
include:

the cumulative locked-in GHG/emissions associated with key assets from the
reporting year until 2030 and 2050 intC0O2eq, calculated as the sum of estimated
Scope 1 and 2 GHG emissions oftactive and planned key assets over their operating
lifetime;

the cumulative lockedsin GHG emissions associated with the direct use-phase GHG
emissions of sold @roduets MtCO2eq, calculated as the sales volume of products in
the reporting yearn multiplied by the estimated direct use-phase GHG emissions of
over their expectediifetime;

assumptions madeder the calculation of the locked-in GHG emissions from key assets
and préducts;

apfexplanation on if and how the locked-in GHG emission can jeopardise the
achievement'of GHG emission reduction targets and drive transition risk; if available,
acomparison of the locked-in emissions against the undertaking’'s GHG emission
budget derived from a science-based target;

an explanation of the plans to manage, i.e. to transform, decommission or phase-out,
GHG- and energy-intensive assets and products.

When disclosing the information required under paragraph 20 (e), the undertaking shall
make a reference to the information disclosed with regards to Art. 8 of the Taxonomy
Regulation by explaining how the alignment of its economic activities with the provisions
of the Delegated Act (EU) 2021/2139 supports its transition to a climate-neutral economy
and net-zero COz emissions.

When disclosing the information required under paragraph 20 (f), the undertaking shall
explain how its strategy for quantitative and qualitative business development interacts
with the achievability of its transition plan and GHG emission reduction targets.

The undertaking may support the presentation of the information as appropriate by
summarising graphs or tables e.g. as a roadmap made towards net-zero CO2 emissions
or by comparing its locked-in emissions to a carbon budget derived from its GHG
reduction targets.
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[Disclosure Requirement 2] - Resilience of the strategy and business model to
principal climate-related transition and physical risks

AGTY. When disclosing the information required under paragraph 23 (a), the undertaking shall
explain the scope of the analysis, including but not limited to:

(@) if the analysis relates to the whole undertaking or part of it, such as specific business
models, subsidiaries, business units or sites, and, if applicable, which own operations
it has excluded and why;

(b)  which up- and downstream activities in the value chain it has covered in the analysis
or why value chain considerations where excluded.

(c) by reference to Disclosure Requirement 5, which principal climate-related risks and
opportunities (transition and physical) are covered by the resilience analysis and, if
applicable, which principal climate-related risks and opportunities it has ded and
why.

AGS. When disclosing the information required under paragraph 23 (b), aking may
directly reference the information disclosed under paragraph 30 ( i junction
with AG 19, if the climate scenarios considered for the analysis o ilience are the
same as those considered to identify and assess its princi
and physical risks.

AG9. When disclosing the information required under para h 2
explain the results of the analysis to determine the res

models, including but not limited to:

), the undertaking shall
trategy and business

(@) implications of the scenarios considered
shifts) and operational changes that may
sources, technology deployment, feedstocks @
or, in case of physical climat d risks
repairment or update of assets);

q

aw materials, reskilling of workforce
e reallocation, decommissioning,

(b) by reference to Disclosure
how the undertaking’s financ
resilience of its strate

ment21 and 22, an assessment demonstrating
and financial performance supports the
s model over the short, medium and long term.

NY

Additional climate-related disclesures for the implementation of ESRS 3
Governance and or i

[Disclosure Requli ent 3] — Climate-related targets and performance indicators
in relation to tion schemes

AG10.

ure Requirement 4] —Internal carbon pricing schemes

AG11. e information required by paragraph 29 may be presented by using the following table:

Internal carbon Volume at Prices applied Perimeter
pricing stake (tCO2eq) (€/tCO2eq) description

CapEx shadow
price

R&D investment
shadow price
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Internal carbon

fee/fund

(internal fee
transfer from
high emitting
entities to low
carbon projects)

Carbon prices
assumptions

Other

Additional climate-related disclosures for the implementation @f ESRS 4 fmpacts,
risks and opportunities

[Disclosure Requirement 5] — Processes to identify material climate-related
impacts, risks and opportunities

AG12.

When disclosing the information required under paragraph 30 (a), the undertaking shall

describe its processes and applied methodalogies to identify its impacts on climate

including:

@)

(b)

(©)

AG13.

(@)

(©)

(©

the methodologies to screen its aetivities in order to identify its actual and potential
GHG emission sources in its own activifies,and along the value chain;

how it has calculated its GHGlemissions by reference to Disclosure Requirements 13
to 16 on GHG emissions;

how it has assessedjthe“materiality of the actual and potential impacts on climate
change based ongsevelity (Scale, scope, remediability) and likelihood criteria and
whether these impacts have been prioritised and monitored by the undertaking’s
highest governing bedies due to their importance to the undertaking.

When discla$§ingithe information required under paragraph 30 (b), the undertaking shall
explain whether@nd how it has identified its principal physical climate risks including:

thesmethodelogies to screen the activities to identify which physical climate risks from
the list ofthe‘¢lassification of climate-related hazards (see table below), and based at
least on a worst-case climate scenario analysis, may impact the assets and activities
in‘its own operations and in the value chain during their expected lifetime;

where the activity is identified as being impacted by one or more of the physical
climate hazards listed, a vulnerability assessment of the undertaking’s activities shall
be conducted to assess the materiality of the negative physical impacts on the
financial position and performance of the undertaking;

the description of adaptation solutions that can reduce the identified physical climate
risks, as referred to under Disclosure Requirements 7 to 10 related to the
implementation of adaptation policies, action plans and resources.

Table X: Taxonomy Requlation classification of climate-related hazards

Temperature-related Wind-related Water-related Solid mass-
related
Chronic | Changing temperature (air, | Changing wind | Changing Coastal
freshwater, marine water) patterns precipitation patterns | erosion
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and types (rain, halil,

show/ice)
Heat stress Precipitation or | Soll
hydrological variability | degradation
Temperature variability Ocean acidification Soil erosion
Permafrost thawing Saline intrusion Solifluction
Sea level rise
Water stress
Acute Heat wave Cyclone, hurricane, | Drought Avalanche
typhoon

Cold wave/frost Storm (including | Hea:
blizzards, dust, and
sandstorms)

Landslide

Wildfire Tornado
ial, ground water)

/

(coastal, fluvial, | Subsidence

Glacial lake outburst

AG14. The screening of activities required in paragraph®AG12. (a) shall cover a description of
whether and how it has:

(a) analysed the potential climate-r rds using different climate scenarios and
at least a worst-case scenari d on IPCC scenario RCP 8.5 over a period
consistent with the expected i the activities and assets and with which

(b)  covered own opernatio e value chain (own assets, suppliers and potentially
clients’ activities) land mapped their geographical locations with potential climate-
related hazards,tosi i
physical cli

aining the assessment of the undertaking’s vulnerability to physical risks
ioned in AG12. (b), the undertaking shall describe whether and how it has listed its
and activities and assessed the likelihood, magnitude and duration of events (e.g.
isruptions, scarcity of water, climate-sensitive materials, geographic concentration of
ppliers/ cluster tendency, increased cost of supplies due to scarcity, weather sensitivity
of production and operation process, physical damage to assets, loss of revenue due to
failed delivery or service disruption; etc.) according to own methodologies depending on
the undertaking’s industry and organisation specific climate-related risk management as
the maturity of these methodologies is still limited.

AG16. The undertaking may use the table below to present the information required.

TCFD categorisation Description of the undertaking’s Description of the
of climate-related processes to assess the materiality of undertaking’s

physical risks climate-related physical risks material climate-

E.g.; use of climate-related scenario; relEise lnpsiee] el

mapping of the geographical location of
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business activities; analysis of the
likelihood, magnitude and duration of

hazards

Acute

Increased severity of
extreme weather events
such as cyclones and
floods

Chronic
Changes in precipitation

patterns

Extreme variability in
weather

Rising mean
temperatures

Rising sea level

AG17. When disclosing the infor ired under paragraph 30 (c), the undertaking shall

describe whether and h

€) ee table below) informed by climate-related scenario
aris Agreement, for example based on scenarios of the

y (Net zero Emissions by 2050, Sustainable Development

(b) ities through the lens of transition risk events taking into

their likelihood, magnitude and duration according to selected scenario
y using most material events (e.g. increased pricing of GHG emissions,
gulationjof existing products and services, exposure to litigation; substitution of
dsting products and services with lower emissions options, unsuccessful investment
new technologies, costs to transition to lower emissions technology, increased cost
aw materials; shifts in consumer preferences);

assessed the materiality of the actual and potential climate-related transition risks on
the financial position and performance of the undertaking based on severity (scale,
scope, remediability) and likelihood criteria and whether these impacts have been
prioritised and are monitored directly by the undertaking’s highest governing bodies
due to their importance to the undertaking.

AG18. The undertaking may use the table below to present the information required.

TCFD categorisation Description of the undertaking’s Description of the
of climate-related processes to assess the materiality of undertaking’s
transition risks climate-related transition risks material climate-
related transition
risks

E.g.; use of climate-related scenario;
screening of the harmful activities to
climate change mitigation; analysis of the
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Policy and legal

Increased pricing of GHG
emissions

Enhanced emissions-
reporting obligations

Mandates on and
regulation of existing
products and services

Exposure to litigation
Technology

Substitution of existing
products and services
with lower emissions
options

Unsuccessful investment
in new technologies

Costs to transition to
lower emissions
technology

Market

Changing customer
behavior

Uncertainty in market
signals

Increased cost of raw
materials

Reputation

Shifts in consumer
preferences

Stigmatization of sector

Increased stakeholder
concern

ESRS E1 Climate change
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likelihood, magnitude and duration of

transition risk events
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Negative stakeholder
feedback

AG19. When disclosing the information required under paragraph 30 (b) and (c), the undertaking
shall explain how it has used climate-related scenario analysis to inform the identification
and assessment of its principal physical and transition risks over the short, medium- and
long-term, including:

(@) which scenarios were used and the sources of the scenarios;

(b) narrative, time horizon, and endpoints used with a discussion of why it believes the
range of scenarios used covers its plausible risks and uncertainties;

(c) the key forces and drivers taken into consideration in each scenario and why they are
relevant to the undertaking, such as policy assumptions, macreeconomic trends,
energy usage and mix, and technology assumptions;

(d)  keyinputs and constraints of the scenarios, including their level'of détail (e.g. whether
the analysis of physical climate-related risks is based4dn geospatial”coordinates
specific to the undertaking’s locations or national- or regional-level bread data).

AG20. Regarding the use of climate-related scenario analysis,for thetidentification of transition
risks, the undertaking shall in particular explain whether and,how:

(@) it has atleast considered a 1.5°C and 2°C segénario;

(b) the analysis is compatible with the time hotizons of national, EU or and international
climate goals, including at least the years 2030 and 2050.

AG21l. Regarding the use of climate-relatedfscenario analysis for the identification of physical
risks, the undertaking shall in particular explain whether and how:

(@) ithas considered scenarios cansistent with'increased projected physical impacts from
climate change, such as IPCC seenarto RCP 8.5 or relevant regional scenarios;

(b) the analysis relates t@yits capital pfanning and investment horizons and the useful life
of its key assets.

AG22. The undertaking may considerthe TCFD Technical Supplement on “The Use of Scenario
Analysis in Disclosure of Climate-Related Risks and Opportunities” (2017). Non-financial
undertakings'may consider in addition the TCFD “Guidance on Scenario Analysis for
Non-Finangial Companies” (2020).

DisclosurelRequirement 6] — Material climate-related impacts, risks and
opportunities

AG23%, “When disclosing the information required under paragraph 32 (a), the undertaking shall,
by reference to Disclosure Requirements 7 to 10 of this Standard, explain the significant
GHG emission sources in its own operations and its value chain and, if any, include
further significant non-GHG emission climate impacts, such as emissions of black carbon
or tropospheric ozone or land use changes.

AG24. When disclosing the information required under paragraph 32 (b), the undertaking shall
disclose the result of the assessment of its climate-related physical risks and vulnerability
and consider the Taxonomy DNSH adaptation criteria and TCFD risk categorisation.

AG25. When disclosing the information required under paragraph 32 (c), the undertaking shall
disclose the result of the assessment of its climate-related transition risks and consider
the Taxonomy DNSH mitigation criteria and TCFD risk categorisation.

Policies, targets, action plans and resources
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The Disclosure Requirements developed hereafter refer to ESRS 5 Definitions for
policies, targets, action plans and resources.

[Disclosure Requirement 7] — Policies implemented to manage climate change
mitigation and climate change adaptation

AG27.

Policies related to climate change mitigation and adaptation shall be disclosed separately
as their goals, people involved, actions and resources needed to implement them are
different. The disclosure of the undertaking’s climate change mitigation policy relates to
the reduction of GHG emissions through different decarbonisation levers and specific
actions (investments in electrification, energy efficiency, renewable energy deployment
or low-carbon product development). The undertaking’s policies for «limate’ .change
adaptation relate to managing the undertaking’s climate-related physical*and transition
risks and vulnerability.

[Disclosure Requirement 8] — Measurable targets for climdte changewitigation
and adaptation

Calculation rules and principles

AG28.

AG29.

AG30.

AG31,

AG32.

When disclosing information under paragraph, 44, the undertaking shall disclose all
climate-related targets it has adopted that are material to understand its plans to reduce
climate-related impacts, in particulargitS8®Scope 1,2 and 3 GHG emissions, its overall
transition plan and its plans to addfess priAgipal climate-related transition and physical
risks and opportunities.

The requirements in paragraph 41itemsa@) to (h) apply to all climate-related targets an
undertaking discloses. Additional,requirements for the disclosure of GHG emission
reduction targets are speeifiedyin paragraphs 42 respectively. If the undertaking has not
yet adopted or doesfnot iatendyto adopt climate-related targets and GHG reduction
targets in particular, it shall follew the requirements under paragraph 43.

When disclosiag, thejinformation required under paragraph 41 (a), the undertaking shall
specify for gach targetjithe type, what it intends to achieve and how it is embedded in the
undertakings climate,change mitigation policy, climate change adaptation policy or other
policiess(e.g-‘f€muneration policies, investment policies, supply chain policies etc.). The
undértakingishalhexplain how the targets are related to other information disclosed under
this standard.

Whenddiselosing the information required under paragraph 41 (b), the undertaking shall
in particular explain the boundaries of the target, i.e. whether it relates to the whole
undertaking or specific subsidiaries, sites, countries or activities and whether it is limited
to own operations or also including (parts of) the value chain. When disclosing GHG
emissions reduction targets, the undertaking shall explain how they ensure consistency
with the GHG inventory boundaries for its disclosed Scope 1, 2 and 3 GHG emissions
under Disclosure Requirements 13-16. If the GHG emission reduction target is not
consistent with the GHG inventory, the undertaking shall disclose the percentage of the
GHG emissions (Scope 1, 2, 3 and total) covered by the target.

When disclosing the information required under paragraph 41 (c), the undertaking shall
briefly explain how it has ensured that the baseline value, against which the progress
towards the target is measured, is representative in terms of activities covered or
influences from external factors (e.g. temperature anomalies in a certain year influencing
the amount of energy consumption and related GHG emissions), for example by the use
of concepts such as normalisation. The undertaking may disclose a base year that is
derived from a three-year average if this increases representativeness and allows a more
faithful representation.
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AG34.

AG35.

(a)

(b)

(©

AG36.

(a)

(b)

(©

(d)

AG37.

AG38,

AG39.

(@)

(b)

(©
(d)

[Draft] ESRS E1 Climate change

To improve comparability, when setting new targets, the undertaking shall select a recent
base year preceding the first reporting year of the new target period by a maximum of 3
years. For example, for 2030 as the target year and a target period between 2025 and
2030, the base year shall be selected between 2022 and 2025.

The baseline value and year shall not be changed unless significant scope changes
occur. In such case, the undertaking shall explain how the new baseline value affects the
target, its achievement and presentation of progress over time. From 2025, the
undertaking may update its base year in relation to the target years in five-year rolling
periods. For instance, for the target year 2030 the base year would be 2025; in 2030 the
new target year would 2035 and achievement is measured against the baseline value
from 2030 etc.

When disclosing the information required under paragraph 41 (d) the undertaking shall
include:

whether the target is short, medium or long term, where short-term relates to 1-5 years
from the reporting year, medium-term to 5-10 years and long-term,to“>1@"yearspbut
no later than 2050;

the target and milestone years and the respective end or interim, target values to be
achieved;

an explanation how the targets relate to national, EU oriintesfiational climate change
mitigation or adaptation policy targets, if applicable;

When disclosing the information required under paragtaphi4dy(e) the undertaking shall
explain how it has developed the target, igcluding\@ brief description of critical
assumptions and applied methodologies. £0r GHG emission reduction targets, in
particular, the undertaking shall disclose:

whether the target is science-based and the applied approach (e.g. sectoral
decarbonisation or absolute contraction);

whether the undertaking has used a diverse range of climate scenarios, at least
including a 1.5°C and a 2°C scenariogte’determine the target;

which scenarios were, used (name, seference date, provider) and critical assumptions
made;

critical assumptions relatiig to its future activities (e.g. sales volumes, customer
preference andidemandsytegulatory factors) and new technologies and how these may
increase gffdecrease potential GHG emissions.

When dis€lesing the,information required under paragraph 41 (f) the undertaking shall
specifyawhat'€hanges were made and why they were made (e.g., due to a recalculation
of thie' basejyyeaninventory, an update to the emissions scenario, a significant perimeter
change, etc.).

Whenteomplling the information required under paragraph 41 (g) for GHG emissions
reduction targets, the undertaking shall not count removals, carbon offsets or avoided
emissions as means to achieve these targets.

When disclosing the information required under paragraph 42 (a), the undertaking shall
explain:

by reference to its climate change mitigation action plan, the decarbonisation levers
and planned and foreseeable key actions it expects to significantly contribute to the
achievement of its short-, medium and long-term GHG emission reduction targets
(Scope 1, 2 and 3);

whether it plans to adopt new technologies and the role of these to achieve its GHG
emission reduction targets and net-zero CO2 emissions;

the progress made over time;

whether and how it has considered a diverse range of climate scenarios, at least
including a 1.5°C and 2°C scenario, in order to detect relevant environmental-,
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societal-, technology-, market- and policy-related developments and determine its
decarbonisation levers.

AG40. When disclosing the information required under paragraph 42 (b), the undertaking shall
include the target and interim targets for its Scope 1, 2 and 3 GHG emissions in absolute
value and, if deemed meaningful, in intensity value. Guidance on intensity targets will be
available from sector-specific ESRS. The undertaking shall disclose targets for every five
years from 2025 onwards but shall at least disclose values for 2030 and 2050.

AG41. To foster comparability and acknowledge past progress made, the undertaking may
disclose past GHG emission reductions. In doing so, the undertaking shall ensure that
the information is consistent with the requirements of this standard and explain possible
methodological differences, among others regarding baseline GHG emissions and
perimeter of activities covered.

AG42. When disclosing a net zero target, the undertaking shall specify the me
frameworks applied, to which scopes the target applies and how thg
emissions are intended to be neutralised, e.g. by permanent remog
carbon.

AG43. When disclosing a net zero target the undertaking shall consi
target initiative (SBTi) corporate net-zero standard (version

AG44. GHG emissions reduction targets may be presented as showing the different
decarbonisation levers, such as the following: N

Base year
total

Target value and contribution of

decarbonisation levers (% and tCO.eq)

emissions

2025 2030 Up to 2050

GHG emissions reduction targets
pathway (Scope 1, 2 & 3)

Decarbonisation lever example: n/a
Industrial Energy Efficiency

Decarbonisation lever example: n/a
Building Energy Efficiency

Decarbonisation lever example: n/a
Fuel Switching

Decarbonisation lever example: n/a
Electrification

Decarbonisation lever example: n/a
Use of renewable energy

Decarbonisation lever example: n/a
CCU and CCS technologies

AG45. GHG emissions reduction targets may be presented as a graphical pathway or trajectory
over time, including the contribution of different decarbonisation levers to target
achievement.
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Activity Reductions planned in Reductions expected
tCOe Growth Own operations in Value chain
2025-30

. Industrial
_ __,,,EI‘,EIEV,,,TFmswt.

Efficiency

Fuel Buildings
Switching Energy
Efficiency Industrial
Electri-

N Use of - XX
fication  genewables X%
Supply Chain
I th Decarbonistion
nventory Efficiency in
products use !
phase Decarbonisation:
of electricity mix
in operating
countries GhG
nventory
I
-
Base year Target,year
2025 2050

Connectivity with financial reporting

AG46.

AGA47.

When disclosing the information required under paragraph AG28., the undertaking shall
include a statement of consistency illustrating how the'seenarios<and critical assumptions
made for the financial statements and the sustainabilityistatements are consistent.

The statement of consistency required under garagraph AG45. shall include a reference
to the relevant paragraphs of the financial statemeénts. When the assumptions are not
consistent, the statement of consistency shall state that fact and explain the reason.

[Disclosure Requirements 9 & 10]  Climate change mitigation and adaptation
action plans & resources

AGA48.

AGA49.

AGS50.

AG51.

AG52.

AG53.

Key actions undertaken_to implementya climate change mitigation or adaptation policy
shall be disclosed in SihgleWer separated action plan(s). The action plan has a
retrospective component, ineluding key actions accomplished during the reporting period,
and a forward-loaking(component, including key actions planned in the short-, medium-
and long-term,

Informatioafon resources,needed and allocated may be disclosed at the level of the entire
action planter by key#action taken or planned.

Thegdinformatiomien resources allocation shall be presented in the form of a table and be
broken down between capital expenditures and operating expenditures, and across the
relevant time horizons, at minimum for the current reporting year resources, and the
plannediallocation of resources over specific time horizons.

Where the action plan requires significant capital expenditures the undertaking shall
report such information, in particular if it implies the adoption of new technologies, R&D,
refurbishment or replacement of key assets (e.g., to address locked-in emissions as part
of its transition plan). The undertaking shall at least make a reference to the disclosure
of its CapEx plan for taxonomy alignment. Where the ability to implement the action plan
does not depend on specific capital expenditures, the undertaking shall provide
explanatory information instead.

The amounts of capital expenditure shall be consistent with the Taxonomy Regulation
related key performance indicator and the CapEx plan. The undertaking may structure
its action plan to accommodate the CapEx plan for taxonomy alignment. In case of
differences between capital and operating expenditure disclosed under this standard and
the EU taxonomy, the undertaking shall provide an explanation.

If the undertaking has not yet defined specific actions because it is in a process of
devising a policy, the process and its current implementation status shall be reported
instead.
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Performance measurement

[Disclosure Requirement 11] — Energy consumption & mix

AG54. The transition to a climate-neutral European Union necessitates urgent action to increase
energy efficiency and reduce absolute energy consumption in buildings, transport and
industrial processes, among others, as well as to increase the share of renewable energy
in the overall energy mix.

Calculation rules

AG55.  When compiling the information required under paragraph 53, the ua@ertaking shall:

(@) only report energy consumed from processes owned or controlled by'the undertaking
applying the same perimeter as for reporting on GHG emissiens ‘Scope 4"and 2;

(b)  provide the required information for the reporting year;

(c) exclude feedstocks and fuels that are not combusted for energy purposes. The
Undertaking that consumes fuel as feedstocks Gan“disclose information on this
consumption separate from the required disclesures;

(d) ensure all quantitative energy-related infoermation is\keported in Mega-Watt-hours
(MWHh) in Lower Heating Value or net calorifig@alue. If raw data is available in energy
units other than MWh, such as Giga-Joules (GJ) or British Thermal Units (Btu), in
volume units, such as cubic feet0r gallons, or in"mass units, such as kilograms (kg)
or pounds (Ib), it shall be converted to MWh, using suitable conversion factors (see for
example the Annex Il of the &ifth"Assessment report of IPCC). Conversion factors for
fuels shall be made transparentandiapplied in a consistent manner.

(e) ensure all quantitative “energy=related information is reported as final energy
consumption, refemringito the, amount of energy the undertaking actually consumes
using for example the table in Annex IV of the EU Directive 2012/27 on energy
efficiency.

) avoid doubleycounting of fuel consumption when disclosing self-generated energy
consumption./If thepundertaking generates electricity from a non-renewable or
renewable fuel“séurce and then consumes the generated electricity, the energy
censumption, shall be counted only once under fuel consumption;

(g) . not offsetienergy consumption even if onsite generated energy is sold to and used by
athird party;

(Fy. ot count energy that is sourced from within the organisational boundary under
“purchased or acquired” energy;

@ account for steam, heat or cooling received as ‘waste energy’ from a third party’s
industrial processes under “purchased or acquired” energy;

)] account for renewable hydrogen as a renewable fuel. Hydrogen that is not completely
derived from renewable sources shall be included under “fuel consumption from other
non-renewable sources”.

(k)  adopt a conservative approach when splitting the electricity, steam, heat or cooling
between renewable and non-renewable sources based on the approach to calculate
market-based Scope 2 emissions. The undertaking shall only consider these energy
consumptions as deriving from renewable sources if the origin of the purchased
energy is clearly defined in the contractual arrangements with its suppliers (renewable
PPA, standardised green electricity tariff, market instruments like Guarantee of Origin
from renewable sources in Europe or similar instruments like Renewable Energy
Certificates in the US and Canada, etc.).
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The Disclosure Requirement shall be presented following the table below.

Energy consumption and mix

Fuel consumption from coal and coal products (MWh) (1)

Fuel consumption from crude oil and petroleum products (MWh) (2)

Fuel consumption from natural gas (MWh) (3)

Fuel consumption from other non-renewable sources (MWh) (4)

Consumption from nuclear products (MWh) (5)

Consumption of purchased or acquired electricity, heat, steam, and cooling from
non-renewable sources (MWh) (6)

Total non-renewable energy consumption (MWh) (7)

(calculated as sum of lines 1 to 6)

Share of non-renewable sources in total energy consumption (%)

Fuel consumption for renewable sources (including biomass, biogas, non-fossil
fuel waste, renewable hydrogen, etc.) (MWh) (8)

Consumption of purchased or acquired electricity, heat, steam, and cooling from
renewable sources (MWh) (9)

The consumption of self-generated non-fuel renewable energy (MWh) (10)

Total renewable energy consumption (MWh) (11)

(calculated as sum of lines 8 to 10)

Share of renewable sources in total energy consumption (%)

Total energy consumption (MWh)

(calculated as sum of lines 7 and 11)

The total energy consumption broken down between renewable and non-renewable
energy consumption can be graphically presented in the sustainability statement,

showing developments over time (e.g., in a bar chart).
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AG58. If the undertaking has set energy reduction or energy efficiency targets that relate to its
total energy consumption or total renewable energy consumption, it may include them in
the graphical presentation of the total energy consumption.

[Disclosure Requirement 12] — Energy intensity per revenue

Calculation rules

AG59.  When compiling the information required under paragraph 54, the undertaking shall:

(@) calculate the energy intensity ratio by the following formula:
Total energy consumption from activities in high climate impact sectors (MWh),

Net turnover from activities in high climate impact sectors (Monetary unit)

(b)  express the total energy consumption in MWh and the net turnover j
(e.g., million Euros);

(c) include in the numerator and denominator only the fraction
consumption and net turnover that can be associated with a
impact sectors;

(d) calculate the total energy consumption in line with Disc equirement 11;
(e) calculate the net turnover in line with the accounti inciples,applicable for financial
statements.

AG60. The quantitative information shall be presentm following table.

Energy intensity per revenue % N/ N-1

Total energy consumption from activities in
high climate impact sectors per net turnover
from activities in high climate impact sectors

(MWh/Monetary unit) ‘
in
he reconciliation to the most relevant amount presented in the

ructured as follows:

Connectivity with financial rep

AG61. For the net turnaxer,
financial statemen

the undertaking shall provide a quantitative reconciliation table between
over per this ESRS E1 and the financial statements. The undertaking may
able for reconciliation shown below:

activities in high climate impact
isclosure Requirement 12 “Energy

Turnover (other)

Total turnover (Financial statements)

[Disclosure Requirements 13, 14, 15 & 16] — GHG emissions

Calculation rules
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AG62. When compiling the information for reporting of GHG emissions according to Disclosure
Requirements 13, 14, 15 and 16 the undertaking shall:

(@) consider the principles, requirements and guidance provided by the GHG Protocol
Corporate Standard (version 2004) and GRI 305 (version 2016);

(b) [disclose and consistently apply the chosen consolidation approach; whether equity
share, financial control, or operational control and any further assumption and sources
taken to determine its GHG emissions] [use the operational control consolidation
approach] [use the financial control consolidation approachl];

(c) include emissions of CO2, CH4, N20O, HFCs, PFCs, SFs, NFs;

(d)  use the most recent GWP values published by the IPCC based on a 100-year time
horizon to calculate CO2 equivalent emissions of non-CO:2 gases;

(e) report on the methodologies and emissions factors used to calculate or méasure GHG
emissions, providing a reference or link to any calculation tools usedg¢

AG63. When compiling the information required under paragraph 61 (a) forgross Seope 1 GHG
emissions, the undertaking shall:

(a) calculate or measure GHG emissions from stationary combustion;imobileg€€ombustion,
process emissions and fugitive emissions;

(b) use suitable activity data that, amongst others, includefthe non-renewable fuel
consumption;

(c) use suitable and consistent emission factors;

(d) disclose biogenic emissions of CO2 from thig. combustion or biodegradation of biomass
separately from the Scope 1 GHG emissionsalnclude emissions of other types of GHG
(such as CH4 and N20), and emissigns of COz{that occur in the life cycle of biomass
other than from combustion ogfbiodegradation (such as GHG emissions from
processing or transporting biomass) ingScope 1;

(e) exclude any purchased, sold*or. transferred GHG emission offsets or allowances.

AG64. When compiling the infornfationgrequired under paragraph 61 (b) for the share of Scope
1 GHG emissions underfregulated emission trading schemes, the undertaking shall:

(@) consider GHG emissions, from installations it operates and that are subject to
regulated Eur@pean Emission Trading Scheme (EU-ETS), national ETS and non-EU
ETS, if applicable;

(b)  do notificlude other‘emissions than those of CO2, CH4, N20O, HFCs, PFCs, SFe, NFs3;
(c) ensure consistency with the chosen consolidation approach;

(d) ensure the same accounting period for gross Scope 1 GHG emissions and GHG
emissions regulated under EU and national ETS;

(e) “calculate the share by using the following formula:

GHG emissions from EU ETS installations (t CO,eq) + GHG emissions from national ETS installations (t CO,eq)

Scope 1 GHG emissions (t CO,eq)

AG65. When compiling the information required under paragraph 64 for gross Scope 2 GHG
emissions, the undertaking shall:

(@) consider the principles and provisions of the GHG Protocol Scope 2 Guidance
(version 2015);

(b) include purchased or acquired electricity, steam, heat, and cooling;
(c) avoid double counting with GHG emissions reported under Scope 1 or 3;

(d) apply the location-based and market-based method to calculate Scope 2 GHG
emissions;
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disclose biogenic emissions of CO2 from the combustion or biodegradation of biomass
separately from the Scope 2 GHG emissions, include emissions of other types of GHG
(such as CH4 and N20), and emissions of CO: that occur in the life cycle of biomass
other than from combustion or biodegradation (such as GHG emissions from
processing or transporting biomass) in Scope 2;

exclude any purchased, sold or transferred GHG emission offsets or allowances from
the calculation of Scope 2 GHG emissions;

adhere to the rules as set out in chapter 7.1 of the GHG Protocol Scope 2 Guidance
(version 2015) and disclose the required information accordingly.

AG66. When compiling the information required under paragraph 67 for gross Scope 3 GHG
emissions, the undertaking shall:

(a)

(b)

(©)

(d)

(e)
()
(9)
(h)
@
)
(k)
o

(m)

consider the principles and provisions of the GHG Protocol Corporate Value Chain
(Scope 3) Accounting and Reporting Standard (Version 2011);

if it is a financial institution, consider the GHG Accounting and Reperting,Standaré’for
the Financial Industry from the Partnership for Carbon Accounting Financial (PCAF);

screen its total Scope 3 GHG emissions based on the 15 Scope S)categorigs identified
by the GHG Protocol Corporate and Scope 3 Standards ySingiapprepriate estimates;

identify its significant Scope 3 categories based on theifestimated GHG emissions
following the criteria provided by GHG Protocol @erporate,Value Chain (Scope 3)
Accounting and Reporting Standard (Version 2001, “pm63)%er ISO 14064-1:2018
Annex H.3;

calculate or estimate GHG emissions in sighificant Scape 3 categories;

at least update the Scope 3 inventory every thtee years and in case of major changes
(Explanatory note: Scope 3 GHG_emissions need to be disclosed every year, but a
full inventory update is only expetted evéry three years unless major changes occur);

disclose the percentage of €missions calculated using primary data obtained from
suppliers or other value chain partners;

disclose for each significant“Seope 3 GHG emissions category: the boundaries
considered, the calculation“methods for estimating the GHG emissions as well as if
and which calculation tools wete applied.

avoid double cauntingawith, GHG emissions reported under Scope 1 or 2;
discloseg@ listjof Scope 3 categories included in and excluded from the inventory;
disclose‘ajustification for excluded Scope 3 categories;

disclosebiogenic emissions of CO2 from the combustion or biodegradation of biomass
that occur in its value chain separately from the gross Scope 3 GHG emissions,
inelude emissions of other types of GHG (such as CH4 and N20), and emissions of
COz>"that occur in the life cycle of biomass other than from combustion or
biodegradation (such as GHG emissions from processing or transporting biomass) in
seope 3;

exclude any purchased, sold or transferred GHG emission offsets or allowances from
the calculation of Scope 3 GHG emissions.

AG67. When compiling the information required under paragraph 70 for the total GHG
emissions, the undertaking shall:

(@) apply the following formulas to calculate the total GHG emissions:
Total GHG emissions;,q4tion—pasea (t C02€q)
= Gross Scope 1 + Gross Scope 2;,cation—pasea + Gross Scope 3
Total GHG emissions,,, g;xet—pasea (t CO2€q)
= Gross Scope 1 + Gross Scope 2,,4rket—pasea + Gross Scope 3
(b) disclose total GHG emissions under the location-based method for Scope 2 GHG
emissions and under the market-based method
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AG68. The quantitative information shall be presented according to the table below.

Retrospective Milestones and target years

Base Annual %

2025 j 2030

year Comparative N % N/ N-1

target / Base
year

Scope 1 emissions

Gross Scope 1 GHG emissions
(tCO2eq)

Share of Scope 1 GHG
emissions  under  regulated
emission trading schemes (%)

Scope 2 GHG emissions

Gross location-based Scope 2 ‘
GHG emissions (tCOeq)

Gross market-based Scope 2
GHG emissions (tCO.,eq)

Scope 3 GHG emissions

Total Gross indirect (Scope 3)
GHG emissions (tCO,eq)

Upstream purchasing

Downstream sold products

Goods transportation

Travels

Financial investments

Total GHG emissions

Total GHG emissions (location-
based) (tCO.eq)

Total GHG emissions (market-
based) (tCO.eq)

AG69. The Scope 3 GHG emissions shall be presented by significant overarching Scope 3
categories as shown in the above table to highlight the major sources of emissions in the
value chain.

AG70. The total GHG emissions shall be disclosed broken down by major countries (to highlight
potential transition risks; Scope 3 GHG emissions can be excluded if data is not readily
available). The number of countries used in the breakdown shall rely on the amount of
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the undertaking’s emissions in these countries in order to provide a faithful overview of
where the emissions of the undertaking occur.

AG71. The total GHG emissions shall be disclosed broken down by Operating Segments the
undertaking is active in. Scope 3 GHG emissions may be excluded if data is not readily
available.

AG72. The total GHG emissions, broken down by Scope 1, 2 and 3 GHG emissions, can be
graphically presented in the sustainability statement (e.g., as a bar or pie chart) showing
the split of GHG emissions over the value chain (Upstream, Own operations, Transport,
Downstream).

[Optional Disclosure Requirement 17] — GHG removals

AG73. Inaddition to their GHG inventories, undertakings may provide transpare ow and

to which extent they enhance natural sinks or apply technical solutions HGs
from the atmosphere. While generally agreed concepts and ols for
accounting of GHG removals are still missing, this Standard all taking to

disclose efforts to remove GHGs from the atmosphere in its own d'its value
chain.

Calculation rules

AG74. When compiling the information required under para
shall:
(@) consider, as far as applicable, the GHG Pratoco rate Standard (version 2004),
Product Standard (version 2011), Agric GUi (version 2014), Land use,
land use change, and forestry Guidance for € project accounting (version 2006);

(b)  apply consensus methods on a ing for GHG removals as soon as they are
available;

(c)  consider removals from ope at it @wns or controls and/or removals in its value
chain; removals from own opetati d from the value chain shall be disclosed
separately;

(d) in case different t
removals in metri

removals exist, add them up to derive the total GHG
r CO2z equivalent;

(e) e of removals for its climate mitigation policy;

4) i : f all removals included in the disclosure, especially the GHGs
gmovals are nature-based, geological or hybrid and how long-term

(9) escribe {the” assumptions made, methodologies and frameworks applied for

. antitative information shall be presented by using the following table.

Total GHG removals from own operations
(tCO2eq)

Total GHG removals from value chain (tCO.eq)
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[Optional Disclosure Requirement 18] — Financing GHG mitigation projects
outside of the undertaking's value chain

AG76. Financing GHG reduction projects outside the undertaking’s value chain, that fulfil high
quality standards, can be a useful means to mitigate climate change. Consequently, this
Standard allows to disclose, separately from the GHG inventory, if, and to which extent
and with regard to which quality criteria and standards, carbon offsets were purchased
or sold by the undertaking during the reporting period.

Calculation rules

AG77. When compiling the information required under paragraphs 74 and 76, the undertaking
shall:

(@) only report carbon offsets purchased from or sold to the voluntary market that are

verified against the requirements of recognised national or intern quality
standards;

(b) disclose the list of projects financed to acquire carbon offsets, | lity
criteria and standard they fulfil, their category (agriculture i cesses,

energy efficiency and fuel switching, forestry and land use, tral tion, household
devices, renewables, waste disposal, etc.), location and generated
volume by project.

(c) disclose the list of projects implemented or plann
the quality criteria and standards they fulfil;

(d) if applicable, explain the role of carbon offset ate mitigation policy;

(e) notinclude carbon offsets in the GHG inve its total GHG emissions;

) not disclose carbon offsets as a means to reach, GHG reduction targets.

AG78. The information shall be presented usme following table.

Financing GHG mitigation projects Comparative % N / N-1
outside of an undertaking's value
chain

Total purchased carbon offsets emissions
(tCOeq)

Total sold carbon offsets (tCO.eq)

AGT9. bon offsets emissions, a table may be presented detailing the list of

ling their:

untry;

quality standards;

(d) ~ current year generated volume.

[Optional Disclosure Requirement 19] — Avoided GHG emissions from products
and services

AG80. Accounting for an undertaking’s Scope 1, 2 and 3 GHG emissions and for avoided
emissions from products based on comparative assessments are complementary but
fundamentally different concepts. This Standard requires undertakings to foremost
disclose Scope 1, 2, and 3 emissions and related reduction targets. Comparative
assessments shall neither take precedence over nor detract an undertaking in this
regard. Comparative impacts shall not be used to adjust Scope 1, 2, and 3 emissions or
claim GHG reduction target achievement. Given the persisting methodological
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challenges on accounting and reporting on avoided emissions, this Standard insists that
undertakings rigorously disclose information on methodologies used and assumptions
made.

Calculation rules

AG81. When compiling the information required under paragraphs 77 and 79, the undertaking
shall:

(@) in the absence of generally accepted accounting methodologies, consider the
recommendations from the World Resource Institute Working Paper “Estimating and
reporting the comparative emissions impacts of products” (WRI 2018);

(b)  use the following formulas to calculate avoided GHG emissions:
0] when using the attributional approach:

Avoided GHG emisSionSg;iriputional
= life cycle emissions of reference product - life cycle emissions of dSsessed duct

whereas total avoided GHG emissions are the sum | ctsassessed,
(i)  when using the consequential approach:

Avoided GHG emissionS onsequential
= emissions in baseline scenario

ions,in policy scenario

whereas total avoided GHG emission th m of all products assessed;
(c) disclose as part of the description of appl odolggies:

0] the percentage of the product(s), on w avoided emissions are disclosed, in
terms of the undertaking’s roduct portfolio;

(i)  whether attributional or consequential approaches have been used for the

assessment;

approach, the assessed and reference products,
e cycle GHG emissions of each, which life cycle
en omitted, if at all;

(i) when using the
why they weregel

uential approach, the baseline and policy scenarios, why
he GHG emissions of each, which GHG emissions have

(iv)

guantitative estimate or qualitative description of the uncertainty of the results,
ell as the range of results from sensitivity analyses for key parameters and
Ssumptions.

explain why GHG reductions are additional, i.e., why they would not have
occurred in the absence of the product sales to customers and demonstrate
that the reference products (attributional approach) or the baseline
(consequential method) are above the average market performance and
exceed EU and Member states’ regulatory requirements.

(d) if applicable, explain the role of avoided GHG emission for its climate mitigation policy.

AG82. The quantitative information shall be presented by using the following table.

Avoided GHG emissions from products | Comparative N % N/ N-1
and services
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Estimated total avoided GHG emissions from products
(tCOeq)

[Disclosure Requirement 20] — GHG intensity per revenue

Calculation Rules

AG83. When disclosing the information required under paragraph 82, the undertaking shall:

(@) calculate the GHG intensity ratio by the following formula:

Total GHG emissions (t COzeq) .

Net turnover (Monetary unit)’

(b)  express the total GHG emissions tCOzeq and the net turnover in mo 9.,
million Euros);

(¢) include in the denominator its overall net turnover;

(d) calculate the total GHG emissions as per Disclosure -'

(e) calculate the net turnover in line with the provisions for finan aI statements.

AG84. The quantitative information shall be present% Qe following table.

GHG intensity per revenue % N/ N-1

Total GHG emissions per net turnover
(tCO.eq/Monetary unit)

Connectivity with financial reporting
AGS85. For the net turnover, theyre

ciliation to the most relevant amount presented in the

financial statements red as follows:
(a) a cross-reference to the related line item in the financial
statemen
(b) If the 't be directly cross-referenced to a line item in the financial

rtaking shall provide a quantitative reconciliation table between
s required in the Disclosure Requirement 20 “GHG intensity”] and the

Turnover‘(other)

Total turnover (Financial statements)

[Disclosure Requirement 21] — Financial exposure to physical risks

AG86. Principal climate-related physical risks as described under Disclosure Requirement 6
may affect the financial position (owned assets) and performance (potential future
increase/decrease in revenues and costs due to business interruptions, increased supply
prices, etc. resulting in potential margins erosions) of the undertaking. The purpose of
this Disclosure Requirement is to provide transparency on the estimated potential
financial effects of these physical risks.
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Calculation rules

AG87. When disclosing the information required under paragraph 89 (a) and (b), the undertaking
shall explain whether and how it has conducted a vulnerability assessment of the assets
and activities to determine effects on future financial performance and position. The
process to be followed by the undertaking shall:

(@) start from the outcome of the physical risk identification and assessment process
described in Disclosure Requirement 5. The detailed vulnerability assessment
calculation rules and methodology may be based on free definitions as they depend
on the undertaking’s industry and organisation specific climate-related risk
management. On the contrary, the description of the methodologies and definitions
used by the undertaking, including at least the scope of application, the methodology
assumptions and limitations and the critical parameters used, shall be disclosed both
for the net assets and the share of turnover from business activities osed to
physical risks;

(b) assess the amount (monetary unit) of assets exposed to physical s of
net assets value, resulting from the sum of owned assets consi following
the vulnerability assessment;

(c) assess the share of business activities exposed to physi of business
activities, possibly by operating segment, with their pe revenues, the
vulnerability factors (location, hazards, events) and whenjp@ssible the magnitude of
the potential financial effects in terms of margin er overihe short-, medium- and

long-term.

AG88. The disclosures shall not include amounts th
statements.

AG89. The amount (monetary unit) of assets exposed toghysical risks may be presented as a
range of net assets value.

AG90. The undertaking may use the f

Estimated Comment s
range in

Physical risks Potential financial impact

Eg: related business
activities; vulnerability factor
(location, hazards, events)

future
years

Acute Reduced revenue from decreased
production capacity (e.g., transport
difficulties, supply chain interruptions)

Increased severity
of extreme weather
events such as
cyclones and

floods workforce  (e.g.,  health, safety,
absenteeism)

Reduced revenue and higher costs from
negative impacts on

Chronic
Write-offs and early retirement of existing
assets (e.g., damage
Changes in to property and assets in “high-risk”
precipitation locations)
patterns

and extreme .
Increased  operating costs  (e.g.,

va;?ﬁg:,ty n inadequate water supply for
patterns hydr_oelectric plants or to cool nuclear and
fossil fuel plants)
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Rising mean .

temperatures Inc!’t_egsed capital costs (e.g., damage to
facilities)

Rising sea level
Reduced revenues from lower
sales/output

Increased insurance premiums and
potential for reduced

availability of insurance on assets in “high-
risk” locations

Connectivity with financial reporting

AGI1.

@)

(b)

For the net assets, the reconciliation to the most relevant amount presented in the
financial statements shall be structured as follows:

The undertaking shall include a cross-reference to the related lip€item inthe financial
statement.

If it can’t be directly cross-referenced to a line item in he fihanecial statement, the
undertaking may provide a quantitative reconciliation table between[the net current
assets value as required in ‘Financial exposure to physical risks’ and financial
statements. The undertaking may use the format of\theytablefer reconciliation shown
below:

Net current assets value used to calculate the
current assets exposed to physical risks
(‘Financial exposure to physical risks’)

Net current assets value (other)

Net current assets value (Financial statements)

AG92.

(a)

(b)

For the financial datapoint§,(cufkent year) related to the share of revenues from business
activities exposed to|physical risks, the undertaking shall include a reference to the
related line item ifythe financialistatement as follows:

The underfaking shall include a cross-reference to the related line item in the financial
statement.

If itseannot’be directly cross-referenced to a line item in the financial statement, the
undertaking“may provide a quantitative reconciliation table between [the financial
datapoints) related to the share of business activities exposed to physical risks as
reguired /in ‘Financial exposure to physical risks’ and financial statements. The
undertaking may use the format of the table for reconciliation shown below:

Tumnover / OpEx / R&D [/ investments / write off /
impairments (current year) related to ‘share of
business activities exposed to physical risks’,
(‘Financial exposure to physical risks’)

Turnover / OpEx / R&D/ investments / write off /
impairments (current year) (other)

Turnover / OpEx / R&D / investments / write off /
impairments (current year) (Financial
statements)

AG93. The undertaking shall include a statement of consistency illustrating the consistency of
data and of assumptions made in sustainability reporting to assess the financial exposure
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to physical risks with the corresponding data and assumptions used for the financial
statements (e.g. impairment of assets, useful life of assets, estimates and provisions).

A reference to the relevant paragraphs of the financial statements shall be included in
the statement of consistency. If the assumptions are not consistent, the statement of
consistency should state that fact and explain the reason. (e.g., the full financial
implications of climate-related risks are still under assessment or are not deemed
material).

The undertaking may consider areas such as climate-related indicators of impairment of
assets, impacts of climate-related matters on useful life of assets, assessment of
provisions to reflect new environmental laws and climate-related commitments by the
entity, etc.

[Disclosure Requirement 22] — Financial exposure to transition risks

AG96.

Currently no commonly agreed methodology exists to assess or medsurejhiow climate-
related transition risks and opportunities may affect the future financial pasition and
performance of the undertaking, the disclosure required by paragraph 91 remains largely
based on the exercise of judgement. In this context, the undertaking, shall'disclose an
estimation of the potential effects of its principal transition risks in relation to (i) the
potential future financial position in terms of assets and liakilities and (ii) the potential
future financial performance in terms of revenu@s, and “gosts and explain the
methodologies applied and critical assumptions made.

Calculation rules

AG97.

AG98.

@)

(b)

©

When disclosing the information required undergparagraph 93 (a) (i) concerning the
potential future effects on assets, the undertakingyshall at least include an estimation of
the amount of potentially strandedgassets (in monetary unit). Stranded assets are
understood as currently owned or [Operatédyassets of the undertaking with significant
locked-in GHG emissions over their'@peratinglifetime. The amount may be expressed as
a range of net asset value basedin different'transition scenarios, including a 1.5°C and
2°C scenario.

When disclosing the infermation required under paragraph 93 (a) (ii) related to the
potential future effects on liakilities;

undertakings that Operate installations regulated under an emission trading scheme
shall includeya fange of“potential future financial liabilities originating from these
schemes;

undertakings subject to the EU ETS, in particular, shall disclose the potential future
lighilities, ofthe allocation plan over the period 2021-2030, including the number of
guotas toy be” purchased yearly on the market (gap between estimated future
emissiong under various transition scenarios and free allocations that are known for
thedpeniod 2021-2030) and the estimated yearly cost per ton to be purchased;

the undertaking may also include its monetised gross Scope 1, 2 and total GHG
emissions (in monetary unit) calculated as follows:

0] monetised Scope 1 and 2 GHG emissions in the reporting year by the following
formula:

(gross Scope 1 GHG emissions (t CO,eq) + gross Scope 2 GHG emission (t CO,eq))
)

X GHG emission cost rate
(t CO,eq

(i)  monetised total GHG emissions in the reporting year by the following formula:

Total GHG emissions (t CO,eq) X GHG emission cost rate (-

t CO,eq

(i) by use of a lower, middle and upper cost rate for GHG emissions (e.g. market
carbon price and different estimates for the societal costs of carbon) and
reasons for selecting them.
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AG99. Other approaches and methodologies may be applied to assess how climate-related risks
may affect the future financial position of the undertaking. In any case, the disclosure of
financial exposure shall be completed by a description of the methodologies and
definitions used by the undertaking, including at least, the scope of application, the
methodology assumptions and limitations, the scenario analyses that were conducted
and the critical parameters used.

AG100. When disclosing the information required under paragraph 93 (b) concerning the potential
future financial performance, the undertaking shall include a description of how it may be
affected by climate-related transition risks in terms of the turnover related to its business
activities. Even if no detailed calculation rules are generally agreed-upon, there is a
market convergence on existing methodologies to consider the following steps:

(@) screening of the activities to identify on the one side significantly harmful activities with
regards to climate change mitigation that are unable by nature to transitio 3 d on the

the techmcal screening criteria of the Taxonomy Regulation;

(b) mapping of the activities through the lens of transition

analyses. This mapping shaII be carried out by u3|
comprehensive) list: increased external carbon i
increased costs due to regulation or substitution
(shifting energy use toward lower emission adopting energy-efficiency
solutions, etc.) ; loss of revenues due to te innovation such as renewable
energy, battery storage, energy efficiency, pture and storage ; increase

disclosed as an estimated sha
segment) and shall be co
used by the undertakingy, in
assumptions and limi
parameters used.

description of the methodologies and definitions
east the scope of application, the methodology
nd how scenario analyses were applied and critical

table below to present the information required under

AG102. The undertaki
paragrapw

Transition risks

Potential financial impact Estimated § Comment
range in

future
years

Policy and legal

Increased pricing of GHG Increased operating costs (e.g., higher
emissions compliance costs, increased insurance

L premiums)
Enhanced emissions-

reporting obligations

Write-offs, asset impairment, and early
retirement of existing assets due to
policy changes

Mandates on and
regulation of existing
products and services

Exposure to litigation
Increased costs and/or reduced demand
for products and services resulting from
fines and judgments

Technology
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Write-offs and early retirement of
existing assets

Reduced demand for products and
services

- Costs to transition to lower

emissions technolo . .
4 R&D expenditures in new and

alternative technologies

Capital investments in technology
development

Costs to adopt/deploy new practices and
processes

Market

- Changing customer Reduced demand for goods and
behaviour services due to shift in

- Uncertainty in market consumer preferences

signals

- Increased cost of raw Increased production costs due to
materials changing input prices (e.g., energy,
water) and output requirements (e.g.,

waste treatment)

Abrupt and unexpected shifts in energy
costs

Change in revenue mix and sources,
resulting in decreased revenues

Re-pricing of assets (e.g., fossil fuel
reserves, land valuations, securities

valuations)
Reputation
- Shifts in consumer Reduced revenue from decreased
preferences demand for goods/services

- Stigmatization of sector

Reduced revenue from decreased

- Increased stakeholder . .
production capacity (e.g., delayed

concern or . f
planning approvals, supply chain
- negative stakeholder interruptions)
feedback

Reduced revenue from negative impacts
on workforce management and planning
(e.g., employee attraction and retention)

Reduction in capital availability

Connectivity with financial reporting

AG103. For the net stranded assets, the reconciliation to the most relevant amount presented in
the financial statements shall be structured as follows:
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The undertaking should include a cross-reference to the related line item in the
financial statement.

If it can’t be directly cross-referenced to a line item in the financial statement, the
undertaking should provide a quantitative reconciliation table between [the net current
assets value as required in ‘Financial exposure to transition risks’ and financial
statements. The undertaking may use the format of the table for reconciliation shown
below:

Net current assets value used to calculate the
current assets exposed to transition risks
(‘Financial exposure to transition risks’)

Net current assets value (other)

Net current assets value (Financial statements)

AG104. For the liabilities, the undertaking shall make a referencegtopthefdescription of the

AG105.

@)

(b)

emission trading schemes in the financial statements.

If such reference cannot be made, under circumstances wheteffinancial statements are
silent on emission trading schemes, the reconciliationgto thejmost relevant amount
presented in the financial statements shall be structured as/follews:

The undertaking shall include a cross-refetgnce to thekelated line item in the financial
statement.

If the financial information cannot be directly“¢ross-referenced to a line item in the
financial statement, the undertakiitg Shall provide a quantitative reconciliation table
between the information related to thefemission trading schemes and the financial
statements. The undertakinggmayjuse the/format of the table for reconciliation shown
below:

Liabilities related to the regulatofypemission
trading schemes (‘Financial exposute to
transition risks’)

Liabilities related to the“regulatory emission
trading schemes (e@ther)

Liabilities related tgpthelregulatory emission
trading schemes (Financial statements)

AG106, Faorthedinancial datapoints (current year) related to the share of revenues from business

@

(b)

(©

activities exposed to transition risks, the undertaking shall include a reference to the
related line item in the financial statement as follows:

The undertaking shall include a cross-reference to the related line item in the financial
statement;

If it can’t be directly cross-referenced to a line item in the financial statement, the
undertaking may provide a quantitative reconciliation table between [the financial
datapoints related to the share of business activities exposed to physical risks as
required in Disclosure Requirement 22 “Financial exposure to transition risks”] and
the financial statements.

The undertaking may use the format of the table for reconciliation shown below:

Turnover / OpEx / R&D/ investments / write off /
impairments (current year) related to “share of
business activities exposed to physical risks”,
(“Financial exposure to transition risks”)
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Turnover / OpEx / R&D/ investments / write off /
impairments (current year) (other)

Turnover / OpEx / R&D / investments / write off /
impairments (current year) (Financial
statements)

AG107. The undertaking shall include a statement of consistency illustrating the consistency of
data and of assumptions made in sustainability reporting to assess the financial exposure
to physical risks with the corresponding data and assumptions used for the financial
statements (e.g. impairment of assets, useful life of assets, estimates and provisions).

AG108. A reference to the relevant paragraphs of the financial statements shall be included in
the statement of consistency. If the assumptions are not consistent, the statement of
consistency shall state that fact and explain the reason. (e.g., the i
implications of climate-related risks are still under assessment or, a
material).

AG109. The undertaking may consider areas such as climate-related indicators'of impairment of
assets, impacts of climate-related matters on useful life sets, ssment of
provisions to reflect new environmental laws and climate co ments by the
entity, etc.

pportunities other than the
ftigation and adaptation

[Optional Disclosure Requirement 23] — Finan€ia
Taxonomy regulation relating to climate change

AG110. The information disclosed under paragra related to the market size for low carbon
products and services or adaptati uti over the short-, medium-, and long-term
shall be linked with the i sed under the provisions of the Taxonomy
Regulation.

To be furt
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Basis for conclusions

Context

BC100. This [draft] Basis for conclusions accompanies but is not part of [draft] ESRS E1 Climate
change. It summarises the considerations and references of the [EFRAG Sustainability
Standards Board (the ‘Board’)] in developing the contents of the [draft] standard. [Individual
Board members may be giving greater weight to some factors than to others.]

BC101. The general approach followed by (the Board) covers the following steps:
(@) complying first with the requirement of the draft CSRD;

(b) seeking guidance if necessary from the existing NFRD and it 2017_and 2019
implementation guidelines;

(c) analysing the current international frameworks as recital 37 of the CSRD, requiresithat
“sustainability reporting standards should take account of existing standards and
frameworks for sustainability reporting and accounting whete appropriate. Those
include the Global Reporting Initiative, the Sustainability Acceunting Standards Board,
the International Integrated Reporting Council, the Internaftonal Accounfing Standards
Board, the Task-Force on Climate-related Financial Diselosures (TCFD), the Carbon
Disclosure Standards Board, and CDP. Guidancg, from and coherence with these
existing standards and frameworks have been sought;

(d) analysing the key findings and path to imprevement indicated in the European
Reporting Lab of EFRAG report issued infFebruary 2020: How to improve climate-
related reporting;

(e) analysing the concordance and compatibility With the prototype on climate-related
disclosures published on 3 Novémber 2021 by the Technical Readiness Working
Group (TRWG) of the IFRS [Eoundatioh for consideration of the International
Sustainability Standards Boatd (ISSB).

Objective of the [draft] standatd

BC102. Based on the gelevant| provision from CSRD proposal, other EU legislation and the
mandate andfapproach*ef the EFRAG PTF-ESRS, the objective of the [draft] standard is
to specify DiselostreasReguirementDisclosure Requirements which will enable users of the
sustainability reporting to understand:

(a) the impadt of the undertaking on climate change and its past, current, and future
mitigation gfforts in line with the Paris Agreement and limiting global warming to 1.5°C,

(b) the plans and capacity of the undertaking to adapt its business model(s) and
eperations in line with the transition to a sustainable economy and to contribute to
limiting global warming to 1.5°C,

(c)” the nature, type and extent of the climate-related risks and opportunities to which the
undertaking is exposed, and

(d) the effects of climate-related risks and opportunities on the undertaking’s existing
assets and liabilities and ability to generate future cash-flows and therefore to create
enterprise value in the short, medium and long term.

BC103. The [draft] standard derives from the draft CSRD stating that the sustainability reporting
standards shall specify information to disclose about climate change mitigation and climate
change adaptation.

BC104. The [draft] standard in addition covers Disclosure Requirements for energy consumption,
as it is an important determinant of undertaking’s GHG emissions and driver for climate-
related transition risk.
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“Climate change mitigation” relates to the undertaking’s endeavours to the general process
of holding the increase in the global average temperature to well below 2 °C and pursuing
efforts to limit it to 1.5 °C above pre-industrial levels, as laid down in the Paris Agreement.
The standard covers Disclosure Requirements related to the seven Greenhouse Gases
(GHG) carbon dioxide (CO2), methane (CH4), nitrous oxide (N20), hydrofluorocarbons
(HFCs), perfluorocarbons (PCFs), sulphur hexafluoride (SF6) and nitrogen trifluoride
(NF3). It also covers Disclosure Requirements on how the undertaking addresses its GHG
emissions as well as the transition risks associated with them. Other impacts on climate
change (e.g., from land use changes, black carbon, tropospheric ozone etc.), are not yet
explicitly addressed by this standard.

“Energy” covers all types of energy production and consumption.

“Climate change adaptation” relates to the undertaking’s process of adjustment to actual
and expected climate change. The standard covers Disclosure Requirements,regarding
climate-related hazards that can lead to physical climate risks for the unéertaking and
adaptation solutions that can reduce these risks. It also covers transition risks asising,from
the adaptation needs to climate-related hazards.

The [draft] standard covers Disclosure Requirements develop@d pgimarily from the
perspective and for the reporting purpose of non-financial updestakifigs?. £Following an
assessment of the suitability of the [draft] standard for financial undertakings, financial
undertakings shall also apply this [draft] standard in relation‘te th€ir own operations and
value chain, it being understood that they are in additiomsubjectite specific regulatory and
other sector-specific Disclosure Requirements as ‘theifgmainy impacts, risks and
opportunities are indirect via their portfolio of finaneial prody€ts and services.

Additional performance measures deemed relevant/for the future enhancement of the
climate standard are presented as part of this BaSisdor conclusions although they have not
been prioritised for the [draft] standard. They relate to energy intensity, use of green
hydrogen, breakdowns of GHG emissions and breakdowns of GHG intensity.

Should the undertaking wish to provide information on these matters on a voluntary basis,
it may consider best practices and preliminary orientations presented in this Basis for
conclusions.

2 A non-financial undertaking means an undertaking that is subject to the disclosure obligations laid down in Articles 19a
and 29a of Directive 2013/34/EU and is not a financial undertaking, i.e. an asset manager, a credit institution as defined in
Article 4(1), point (1), of Regulation (EU) No 575/2013 of the European Parliament and of the Council22, an investment firm
as defined in Article 4(1), point (2), of Regulation (EU) No 575/2013, an insurance undertaking as defined in Article 13, point
(1), of Directive 2009/138/EC of the European Parliament and of the Council23, or a reinsurance undertaking as defined in
Article 13, point (4) of Directive 2009/138/EC [Disclosures Delegated Act of the (EU) 2020/852 Regulation, commonly
referred to as the Taxonomy Regulation
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Specific Climate-related Disclosure Requirements on Strategy

Strategy and Business Model

BC111. The Disclosure Requirements related to the undertaking’s strategy and business model
are defined in the dedicated cross-cutting standards ESRS 2.

BC112. This section relates to the proposals for climate-related disclosures on the 1.5°C transition
plan of the undertaking and the resilience of the business model and strategy to principal
climate-related transition and physical risks. These disclosures provide transparency for
investors and other stakeholders how the undertaking considers climate-related impacts,
risks and opportunities in defining and adjusting its overall strategic direction aformation
on the implementation of a “climate strategy” including policies, action plans@nd reésources
is provided in the “Policies & Targets” and “Actions & Resources” of this werking paper.

EU legislation and recommendations

BC113. The Non-Financial Reporting Directive® (‘NFRD’) requires ihat the undertaking disclose
information about their business strategy and the resilience“ef the business model and
strategy to risks related to sustainability matters.

BC114. In the European Commission’s proposal for a Corporate Sustainability Reporting Directive*
(‘CSRD’), Article 19a (2) asks the undertaking®to“tepott on the business model and
strategy, including:

(a) “the resilience of the undertaking's business“model and strategy to risks related to
sustainability matters”;

(b) “the opportunities for the undertaking rélated to sustainability matters”;

(c) “the plans of the undertaking®to ensurefthat its business model and strategy are
compatible with the trangition to aysustainable economy and with the limiting of global
warming to 1.5 °C in line with the"Paris Agreement”;

(d) “how the undertaking’s business model and strategy take account of the interests of
the undertaking’s stakeholders and of the impacts of the undertaking on sustainability
matters”;

(e) how theglindertakingis strategy has been implemented with regard to sustainability
matters™

BC115. The European“@Commission’s Guidelines on reporting climate-related information®
recommend the description of the “impact of climate-related risks and opportunities on the
company's business model, strategy and financial planning”. In addition, the Guidelines
recommengdga description of the “ways in which the company’s business model can impact
the, climate both positively and negatively”, taking account of the double materiality
concept.

BC116.%he Guidelines also recommend the disclosure of the “resilience of the company’s
business model and strategy”, taking into consideration different climate related scenarios
over different time horizons. “Companies are encouraged to consider a 1.5°C scenario, in
light of the conclusions of the Intergovernmental Panel on Climate Change (‘IPCC’) 2018
Special Report”.

3 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 amending Directive 2013/34/EU
as regards disclosure of non-financial and diversity information by certain large undertakings and groups. Available here.

4 Proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

5 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.
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BC117. The Guidelines finally provide “further guidance” by recommending the disclosure of:

(&) any changes in the company’s business model and strategy to address transition
and physical risks and to take advantage of climate-related business
opportunities,

(b) the company’s key resources are dependent on natural capitals, such as water,
land, ecosystems or biodiversity that are at risk because of climate change,

(c) how any changes in the company’s business model and strategy to address
climate change mitigation and/or adaptation will change the company’s human
capital needs,

(d) opportunities related to resource efficiency and cost savings, the adoption of low-
emission energy sources, the development of new products and services, access
to new markets, and building resilience along the value chain.

BC118. The EU Taxonomy Regulation® establishes the overarching framewori that @llows to
classify economic activities as environmentally sustainable. Article 8gof thefTaxonemy
Regulation and the related Delegated Act require the undertakings ufider the Sseope of the
NFRD/CSRD to report a share of turnover, capital expendituresf”and ®perating
expenditures from taxonomy eligible, and taxonomy alignedgagtivities, which — when
monitored over time — could be considered as a meastre ofijhow@éan undertaking
progresses in the transition to a climate-neutral economy.

Global reporting frameworks

BC119. The climate-related disclosures prototype devélopeddy thefsTRWG of the IFRS’ proposes
Disclosure Requirements on strategy with the objective to understand the strategy for
addressing climate-related risks and oppeitunities. €@ansequently, the prototype suggests
to disclose:

(a) “the significant climate-related Vxisks and opportunities that [the undertaking]
reasonably expects could affechits‘businéss model, strategy and cash flows over the
short, medium or long tefm;

(b) the impact of significantclimate-related risks and opportunities on its business model;

(c) the impact of significant ‘€limate-related risks and opportunities on management’s
strategy and degisiongmaking;

(d) the impactfof significant climate-related risks and opportunities on its financial position,
financial perfoffnance’and cash flows at the reporting period end, and the anticipated
effects overthe short, medium and long term; and

(e) the resilience'of the entity’s strategy to significant climate-related risks associated with
the physical impacts of climate change and the transition to a lower-carbon economy”.

BC120. The) CDSB* Framework® recommends that companies report on management’s
enviranmental policies, strategy and targets, including the indicators, plans and timelines
used o assess performance and that the company’s management summarises their
conclusions about the effect of environmental impacts, risks and opportunities on the
organisation’s future performance and position.

BC121. The SASB Standards® recommend that companies disclose the entity’s strategic approach
regarding actual and potential impacts of topic-related risks and opportunities on the
organisation’s businesses, strategy, and financial planning, over the short-, medium-, and

6 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.

"TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.

8 CDSB, “CDSB Framework for reporting environment & climate change information Advancing and aligning disclosure of
environmental information in mainstream reports”, December 2019. Available here.

9 SASB Standards. Available here.
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long-term. Each industry specific SASB Standard includes climate-related risks and
opportunities that are likely to be material in a given industry.

BC122. The IR Framework!® recommends reporting on the company’s short-, medium- and long-
term strategic objectives, the strategies it has in place, or intends to implement, to achieve
those strategic objectives, the resource allocation plans it has to implement its strategy
and how it will measure achievements and target outcomes for the short-, medium- and
long-term. The IR framework defines a company’s business model as its system of
transforming inputs, through its business activities, into outputs and outcomes that aims to
fulfil the organization’s strategic purposes and create value over the short-, medium- and
long-term.

BC123. The Task Force on Climate-Related Finassncial Disclosures (‘TCFD’) recommends
disclosing on the actual and potential impacts of climate-related risks and opportunities on
the organisation’s businesses, strategy, and financial planning. TCFD _asgues that
“‘investors and other stakeholders need to understand how climate-relatgd issues may
affect an organisation’s businesses, strategy, and financial planning “Qver dhegshort,
medium, and long term. Such information is used to inform expectatigns abaut the future
performance of an organization.” TCFD consequently recommends reporting, on “the
climate-related risks and opportunities the organization has identifie@d” oven the short,
medium, and long term” (Strategy recommended disclosure4a)); “the‘impatt of climate-
related risks and opportunities on the organization’s busin€sses /strategy, and financial
planning” (Strategy recommended disclosure b)); and “the resilience of the organisation’s
strategy, taking into consideration different climate-relatédyscenarios, including a 2°C or
lower scenario” (Strategy recommended disclosure c¢)).

BC124. In a publication entitled “Guidance on Metrics, #argets and\Transition plans™!, the TCFD
gives further guidance on disclosure of (1) characteristics of effective transition plans, (2)
transition plan considerations, and (3) disclosing transition plan information under the
TCFD recommendations.

BC125. As part of the GRI Universal Standafds, GRI 2}? asks for a disclosure of a statement on
sustainable development strategyi(diselosure 2-22, p. 34).

BC126. The CDP climate change questionnaire™ asks companies in Section C3 to explain how
climate-related risks and @pportunitiestinfluenced the company’s strategy and/or financial
planning, whether thergl is fow-Carbon transition plan and if it is a scheduled resolution
item at Annual GenerallMeetings, ifthe company intends to publish a low-carbon transition
plan in the next twQyyears, if the”organization uses climate-related scenario analysis to
inform its strategy, and"how climate-related risks and opportunities have influenced the
organisations’strategy.

Usersl needs

BC127. TEGEDanalyses that investors and other stakeholders need to understand how climate
change ‘canfaffect an undertaking’s business strategy over the short, medium, and long
term, \since this information informs the expectations about the undertaking’s future
performance.*

BC128. Reeital 41 of the draft CSRD states that “with regard to climate-related information, users
are interested in knowing about undertakings’ physical and transition risks, and about their
resilience to different climate scenarios”.

BC129. Civil society organisations, governmental bodies, consumers, workers and people affected
by the consequences of climate change, among others, are increasingly interested to

10 IR Framework, January 2021. Available here.

11 TCFD, “Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.
12 GRI Universal Standards 2021. Available here.

13 CDP, “Climate Change Questionnaire”, 2021. Available here.

1 TCFD, “Final Report Recommendations of the Task Force on Climate-related Financial Disclosures”, 2017, p. 20.
Available here.
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understand how the undertaking’s current business model and strategy cause and drive
GHG emissions in own operations but also along the value chain and if the undertaking
has a credible transition plan in place that is compatible with limiting of global warming to
1.5°C.

Conclusions

BC130. Limiting global warming to 1.5°C in line with the Paris Agreement necessitates a transition

to a climate neutral economy by the mid of this century. In order to be able to create value
over the mid- and long-term, undertakings need to ensure that their business model and
strategy is compatible with the transition ahead. Therefore, it is important that undertakings
create transparency on how resilient the current business model of an undertaking is
towards climate-related risks and how it plans to ensure that its business model and
strategy are compatible with the transition to a climate-neutral economy and"'with limiting
global warming to 1.5 °C in line with the Paris Agreement.

BC131. Some sectors, notably those with high direct GHG emissions, face higher challenges

related to the transition to a climate-neutral economy than others¢The materialisation of
physical climate risks also greatly differs among entities depending, among others, on the
type of their activities and business relationships and the docation ofythéir assets. To
conclude, despite entity-specific differences, all undertakingSywill face the*need to assess
how climate change can affect them, to test their current businéss models and practices
against transition risks and the physical hazards of climatéaxghange; and to disclose plans
of how to be part of the transition ahead.

BC132. Limiting such information to an undertaking’'sfown jOperations might disguise principal

climate-related impacts, risks and opportunitiesythat” are linked to its broader business
context. Hence, reporting should take into accountthe whole value chain of an undertaking.

BC133. Notably the TCFD and CDP, amaofig other reporting frameworks, have led to an

improvement climate-related reporting on stratégy and business model, especially among
larger undertakings.

Choice of specific disclosures

Transition plan_in.withithe Pafis Agreement

BC134. The [draft}{ standard ‘includes the following Disclosure Requirement 1: “The

undertaking‘shall dis€lose its plans to ensure that its business model and strategy
are compatiblejqwith the transition to a climate-neutral economy and with limiting
global warming te’ 1.5 °C in line with the Paris Agreement”.

BC135. Stakehelders sieed to understand how the undertaking plans to ensure that its business

mode| and“strategy are compatible with the transition to a climate-neutral economy and
withylimiting global warming to 1.5 °C in line with the Paris Agreement.

BC136;Axtransition plan is essentially a cross-cutting instrument that contains different elements

related to strategy, policies, targets, action plans and resources. Consequently, the
disclosure should include information that is material to understand the undertaking’s
strategic direction, including references but not duplicating, information from other sections
of the [draft] standard.

BC137. An undertaking’s transition plan is different from its climate change mitigation action plan.

While the transition plan is understood as part of an undertaking’s overall strategy that
includes a set of targets and actions supporting its transition towards a climate-neutral
economy. A climate change mitigation action plan is considered to be a part of the overall
transition plan which is smore specific and provides an overview of key actions taken or
planned to achieve a GHG emission reduction targets or to implement a climate change
mitigation policy, including timelines, responsibilities, (expected) outcomes and allocated
resources.
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BC138. Locked-in emissions: Locked-in emissions are estimates of future GHG emissions that

are likely to be caused by an undertaking’s assets or sold products within their operating
lifetime. The amount of locked-in emissions indicates to investors and other stakeholders
the viability of an undertaking’s transition plan and climate targets, as well as the risk for
stranded assets.

BC139. Taxonomy’s alignment: Given the intention of the EU Taxonomy to classify economic

activities as substantially contributing to the objective of climate change mitigation, among
others, the role of an undertaking’s Taxonomy-alignment is meaningful information an
undertaking should reflect upon in the context of its transition plan.

BC140. EU legislation and global reporting frameworks: This disclosure relies on the CSRD

and is compatible with TCFD and IFRS. Article 19a (2) (iii) of the CSRD asks undertakings
to report on “the plans of the undertaking to ensure that its business model and strategy
are compatible with the transition to a sustainable economy and with the limiting of global
warming to 1.5 °C in line with the Paris Agreement”. TCFD guidance on meéfrics) targets
and transition plans refers to "plans for transitioning to a low-carbon econdmy, whieh,could
include GHG emissions targets and specific activities intended to redu€e GHG emissions
in their operations and value chain or to otherwise support the traasition IFRS, climate-
related disclosure prototype directly refers to "transition plans".

Disclosure Required specifically | Required by othefEU Otherinternational
Requirement (DR#) by CSRD legislation and framework references
recommendatiens / compatibility
1,5°C transition plan | Article 19a, 2. (a) (iii) TCFD, Guidance on

metrics, targets, and
transition plans
(2021), Strategy -
Recommendation (b)

IFRS, Climate-related
disclosure prototype
(2021), Disclosure 8

Resilience of the sirategy andbusiness model to principal climate-related transition
and physical risks

BC141. The [draft]l#standard “includes the following Disclosure Requirement 2: “The

undertaking@shall™disclose information on the resilience of the strategy and
busings§®model(s) of the undertaking to principal climate-related transition and
physical risks”.

BC142. Resilience is generally understood as the ability of a system and its component parts to

anticipateabsorb, accommodate, or recover from the effects of a hazardous event in a
timelyaand efficient manner, including through ensuring the preservation, restoration, or
improvement of its essential basic structures and functions.'> When describing the
resilience of the strategy and business model(s) towards climate-related risks, an
undertaking should therefore reflect on how the materialisation of its principal transition
and physical risks could affect the way it creates value and the mechanisms with which the
strategy and business model(s) can absorb or recover from these effects.

BC143. Climate-related scenario analysis: Climate-related scenario analysis is a highly useful

approach to identify principal climate-related risks (and opportunities) and test, if the
current business model of the undertaking will withstand in different conceivable futures.
(see also section “Impacts, Risks and Opportunities” for more information on scenario
analysis).

BC144. EU legislation and global reporting frameworks: This disclosure relies on the CSRD

and the European Commission’s Guidelines on reporting climate-related information. It is

15 |PCC, “Fifth Assessment Report (AR5) Climate Change: Impacts, Adaptation, and Vulnerability”, 2014. Available here).
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also compatible with TCFD and the IFRS/TRWG climate prototype. Article 19a (2) (a) of
the CSRD asks undertakings to report on “the resilience of the undertaking's business
model and strategy to risks related to sustainability matters”. The European Commission’s
Guidelines on non-financial reporting demand the description of “the resilience of the
company’s business model and strategy, taking into consideration different climate related
scenarios over different time horizons, including at least a 2°C or lower scenario and a
greater than 2°C scenario”. TCFD final report recommendations propose to “describe the
resilience of the organization’s strategy, taking into consideration different climate-related
scenarios, including a 2°C or lower scenario”. IFRS climate-related disclosure prototype
requires undertakings to “disclose an analysis of the resilience of the entity’s strategy to
significant climate-related risks (physical and transition)”.

Requirement (DR#)

Other international

Disclosure Required specifically

by CSRD

Required by other EU
legislation and
recommendations

Resilience of the
strategy and
business model to
principal climate-
related transition and
physical risks

Article 19a, 2. (a) (iii)

Commission,
Guidelines on non-
financial reporting:
Supplement on

reporting climate-
related information

(2019),

isclosure prototype
(2021), Disclosure 10
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Governance

BC145. The Disclosure Requirements related to sustainability governance are defined in the
dedicated cross-cutting standard ESRS 3.

BC146. This section relates to the proposals for specific disclosures on internal climate-related
incentive mechanisms applied by an undertaking, including climate-related targets and
performance indicators in relation to compensation schemes and internal carbon pricing
schemes.

EU legislation and recommendations

BC147. Article 19a lit. (c) of the draft CSRD?® requires entities to disclose “a descriptiéf'of the role
of the administrative, management and supervisory bodies with regardsd0 sustainability
factors”.

BC148. Annex IV of the EMAS Regulation!’ states that the environmental sfatemeht shall contain
“a brief description of the governance structure supporting the environméntal management
system of the organisation”.

BC149. The European Commission’s Guidelines on reporting climate-related information'®
underline that “governance and control systems are keyfte,stakefelders’ understanding of
the robustness of a company’s approach to climate-relatedhissues. Information on the
involvement of the board and management, in padi€ular their respective responsibilities in
relation to climate change, informs stakeholderson the level of the company’s awareness
of climate-related issues. When describing the rale @f'the board, the company may wish to
make a reference to any corporate governance statement that it is required to publish.”
More specifically, and so as to coverthe TCFD®recommendations, the guidelines
recommend the disclosure of thel board’s) oversight of climate-related risks and
opportunities and of the management's role in assessing and managing climate-related
risks and opportunities and explainWthe 4fationale for the approach. Moreover, it
recommends disclosing the description of whether and how the company’s remuneration
policy takes account of climatesrelate@performance, including performance against targets
set. Finally, it recommendsadisclesing how scenarios and/or internal carbon pricing are
used for risk management actigns such as mitigation, transfer or adaptation.

Global repoding framewerks

BC150. The climate-related disclosures prototype developed by the TRWG of the IFRS?® proposes
DisclaSure Reguitements on governance with the objective to understand the governance
processes, controls and procedures used to monitor and manage climate-related risks and
opportunities. Lonsequently, the prototype suggests to disclose:

(&) “the identity of the body or individual within a body responsible for climate-related risks
and opportunities;

(B). how the body’s responsibilities for climate-related risks and opportunities are reflected
in terms of reference, board mandates and other relevant entity policies;

(c) how the body ensures that the correct skills and competencies are available to oversee
strategies designed to respond to climate-related risks and opportunities;

16 Proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

17 The Revised Annexes of the EMAS Regulation, 2018. Available here.

18 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

19 TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.
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(d) the processes and frequency by which the body and its committees (audit, risk or other
committees) are informed about climate-related matters and the associated climate-
related risks and opportunities”.

Complementary to this, the prototype proposes cross-industry metrics with regards to
internal carbon prices and climate-related remuneration.

The CDSB Framework?® recommends undertakings to describe the governance of
environmental policies, strategy and information.

The SASB Standards?! suggest that companies should disclose the entity’s governance
around the risks and opportunities related to the topic, including board oversight of and
management’s role in assessing and managing such risks and opportunities.

The IR Framework?? highlights that an integrated report should answer the following
guestion: How does the organisation’s governance structure support its ability, to create
value in the short-, medium- and long-term? Thus, an integrated report provides insight
about how such matters as the following are linked to its ability to create value,

TCFD recommends that an organisation should disclose on governance around climate-
related risks and opportunities. It argues that “investors, lenders, iAsuramnce underwriters,
and other users of climate-related financial disclosures (...) are interested in understanding
the role an organisation’s board plays in overseeing climate-related issyes as well as
management’s role in assessing and managing those issues? as “such information
supports evaluations of whether material climate-relategyissuesteceive appropriate board
and management attention”?3. Consequently, TCFD recommends réporting on the board’s
oversight of climate-related risks and opportunitiesg@&overhance recommended disclosure
a)) and the management’s role in assessinggand managing climate-related risks and
opportunities (Governance recommended disclasurefb)).

According to TCFD 2021 guidance on mettics, targets,and transition plans?*, TCFD argues
that companies should disclose the proportion of executive management remuneration
linked to climate consideration”. As(stated”infthe guidance, “remuneration policies are
important incentives for achievinglan arganization’s goals and objectives and may provide
insight on an organization’s governancemoversight, and accountability for managing
climate-related issues”. Thetd@eument,adds that “the ways in which organizations link
executive compensation tdjperfasmance on issues related to climate change will be specific
to their company and governancestructure”, as “some organizations choose to report the
percentage of the executive’s pay linked to climate considerations, while others discuss
weighting factors ortetalfameunt of compensation that could be impacted”.

In addition, T€FD fecommends disclosure of internal carbon prices. The rationale is that
carbon pricing has'emerged as a critical forward-looking metric that can help organisations
managegelimate-related transition risks and opportunities, as an incentive to drive energy
efficighcies tayreduce costs, and to guide capital investment decisions.

Basedyion TCED’s 2021 consultation, effective internal carbon prices should be sourced
from, credible’reputable scientific research on carbon prices necessary to meet climate
goalsy An effective internal carbon price is also consistent with prices implied by the
organisation’s climate-related targets, increase over time to reflect diminishing carbon
budget, are calculated regularly and incorporate geographical and sectoral granularity.

GRI 102 (2016)?° requires reporting on the highest committee or position that formally
reviews and approves the organisation’s sustainability report and ensures that all material
topics are covered. In the proposed update of the Universal Standards, GRI suggest a

20 CDSB,

“CDSB Framework for reporting environment & climate change information Advancing and aligning disclosure of

environmental information in mainstream reports”, December 2019. Available here.

21 SASB Standards. Available here.

22 IR Framework, January 2021. Available here.

2 TCFD,

here.

2 TCFD,

‘Final Report Recommendations of the Task Force on Climate-related Financial Disclosure”, 2017, p.19. Available

“Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.

%5 GRI 102: General Disclosures 2016. Available here.
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whole range of governance disclosures, including: Governance structure and composition,
Nomination and selection of the highest governance body, Chair of the highest governance
body, Role of the highest governance body in overseeing the management of impacts,
Delegation of responsibility for managing impacts, the highest governance body in
sustainability reporting, Conflicts of interest, Communication of critical concerns, Collective
knowledge of the highest governance body, Evaluation of the performance of the highest
governance body, Remuneration policies, Process to determine remuneration Annual total
compensation ratio (Disclosures 2-9 until 2-21).

BC160. The CDP?® points out four governance topics in relation to climate change: board oversight,
management responsibility, employee incentives and retirement schemes. Firstly, CDP
recommends undertakings to disclose whether a board level oversight exists and, on the
contrary, why it does not and identify the specific positions of the board members with
responsibilities encompassing climate change issues. Secondly, the CDP recommends
undertakings to provide the highest-level management position(s) or committée(s) with
responsibility for climate-related issues and explicit where such position(s)@r committee(s)
stand in their organisational structure. Thirdly, the CDP recommends companiesto indi€ate
whether they are linked to target-achievements and provide any relévant details. Lastly,
the CDP recommends companies to disclose whether they offér, theif emplayees an
employment-based retirement scheme that incorporates Envisonmental,#Social and
Governance (‘ESG’) principles, including climate change.

BC161. Furthermore, CDP has developed one scenario analysis framéwork called the Carbon
Pricing Corridors?’, which provides a range of carbon priGegevelsito meet a 2°C scenario
at five-year intervals. Through the Corridors Initiative, CBPgandyits partners are working
with industry leaders to develop reference scenarios, forispecific sectors and provide a
carbon price which companies can apply to risk.assessment decisions. The Corridors can
be used as a reference guide/proxy that encompasses the multiple changes occurring in a
transitioning market as carbon pricing matures and@volves as a key driving force to a low-
carbon economy.

Users’ needs

BC162. TCFD argues that “remuaneration policies are important incentives for achieving an
organisation’s goals ahd “Qbjectives and may provide insight on an organisation’s

governance, oversight,/and acéeuntability for management climate-related issues”.?8

BC163. Internal carbon_pricing schémes and prices provide investors and data users with an
understanding”of \Whether key assumptions in an organisation’s risk and opportunity
assessment are reasonable. Moreover, they indicate how an undertaking incentivises the
reduction of itSIGHG emissions to stakeholders requiring information on the climate-related
impacts of the undertaking.

€onclusions

BE€164 Based on the above, information on internal carbon pricing schemes and the consideration
of.climate targets and performance indicators in an undertaking’s compensation schemes
are meaningful supplementary elements to the disclosure of an undertaking’s overall
sustainability-related governance structures, ensuring alignment with TCFD
recommendations and guidance and the IFRS/TRWG climate prototype.

Choice of specific disclosures

% CDP, “Climate Change Questionnaire”, 2021. Available here.
27 CDP, “Carbon Pricing Corridors”, May 2017. Available here.

28 TCFD, “Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.
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Climate-related targets and performance indicators in relation to compensation
schemes

BC165. The [draft] standard includes the following Disclosure Requirement 3: “The

undertaking shall disclose whether and how it integrates climate-related targets and
performance indicators in compensation schemes”.

BC166. This disclosure aims to provide transparency on the governance tools an undertaking has

implemented to reduce GHG emissions and ensure the achievement of GHG-reduction
targets. This is considered important information for stakeholders to gain insights whether
the financial interests of the board and the management and operation levels are aligned
with climate-related targets.

BC167. EU legislation and global reporting frameworks: This disclosure relies on the CSRD

and the European Commission’s Guidelines on reporting climate-related information. It is
also compatible with TCFD and the IFRS/TRWG Climate-prototype. Article 19a2(e) of the
CSRD requires entities to disclose “a description of the role of theadministrative,
management and supervisory bodies with regards to sustainability facters”. Th& European
Commission Guidelines suggests reporting on “whether and fiow the “eompany’s
remuneration policy takes account of climate-related performance,‘including performance
against targets set”. The TCFD recommends the description ofg¢Whether andfhow related
performance metrics are incorporated into remuneration golicies’. ThefIFRS climate-
related disclosure prototype introduces the following metticgfor remuneration, “the
proportion of executive management remuneratign, affected by climate-related
considerations in the current period”. CDP asks if the organiSation‘provides incentives for
the management of climate-related issues, includingythe attainment of targets.

Disclosure
Requirement (DR#)

Required specifically
by CSRD

Requiteddy other EU
legislation and
recommendations

Other international
framework references
/ compatibility

Integration of climate-
related targets and
performance in
compensation
schemes

Article 19a, 2. (g)

Commission,
Guidelines on non-
financial reporting:
Supplement on
reporting climate-
related information
(2019),
Recommended
disclosures and
further guidance 3.2

TCFD, Final Report
Recommendations
(2017), Metrics and
Targets —
Recommended
disclosure (a)

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

(@)

CDP, Questionnaire
(2021), C1.3

Intesnal carbon pricing schemes

BC168. The [draft] standard includes the following Disclosure Requirement 4: “The

undertaking shall disclose how the internal carbon pricing schemes applied support
its climate-related decision making”.

BC169. This disclosure aims to provide an understanding of how climate-related impacts, risks and

ESRS E1 Climate change

opportunities are integrated in an undertaking’s strategic and operational decision-making
processes, as internal carbon prices influence the reduction of an undertaking’'s GHG
emissions and support the assessment, anticipation and management of climate-related
transition risks and opportunities. Companies should disclose how internal carbon pricing
schemes are used to systematically assess climate-related transition risks and
opportunities and incentivise the reductions of GHG emissions in their operations and in
the value chain and describe which internal carbon price levels are used, how they are
selected and which GHG emission volumes they are applied to.
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BC170. With regards to the assessment of potential financial impacts of transition risks, carbon
prices can be used in different contexts, such as informing investment decisions (R&D,
assets, acquisitions, etc.), liabilities valuation (monetised gross GHG emissions or quotas
to be purchased) or financial scenarios (impairment tests, fair value measurement, growth
scenarios, etc.). A reconciliation between the carbon prices used in these various contexts,
and comments on the assumptions made is useful to understand the consistency of
undertaking’s practices.

BC171. EU legislation and global reporting frameworks: This disclosure relies on the European
Commission’s Guidelines on reporting climate-related information. It is also compatible
with TCFD and the IFRS/TRWG climate prototype. The European Commission Guidelines
suggest reporting on “how internal carbon pricing are used for risk management actions
such as mitigation, transfer or adaptation”. TCFD final report recommendations propose
organisations to provide “their internal carbon prices”. IFRS climate-related disclosure
prototype introduces the following metric for internal carbon prices, “the pri€€yfor each
metric tonne of greenhouse gas emissions used internally by an entity, i how the
entity is applying the carbon price in decision-making (for example, inv;

Disclosure Required specifically i international
Requirement (DR#) by CSRD amework references
/ compatibility

Internal carbon
pricing schemes

TCFD, Final Report
Recommendations
(2017), Metrics and
Targets —
Recommended
disclosure (a)

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

(f)

CDP, Questionnaire
(2021), C11.3

further guidance 3.4

N
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Impacts, Risks & Opportunities

BC172. The Disclosure Requirements related to material sustainability impacts, risks and
opportunities are defined in the dedicated cross-cutting content standard ESRS 4.

BC173. This section relates to the proposals for specific disclosures on the identification and
assessment process and its outcome for the undertaking’s impacts on climate change as
well as it’s climate-related risks and opportunities, covering own operations and the value
chain. The aim is to establish transparency for investors and other stakeholders on (1)
what the principal impacts on climate change and climate-related risks and opportunities
are and (2) how the undertaking identifies and assesses impacts on climate change (as
part of the due diligence process) and climate-related risks and opportunities. Information
on the financial effects of climate-related risks and opportunities is to be provided under
Disclosure Requirement 21 “Financial exposure to physical risks”, DisclosuregRequirement
22 “Financial exposure to transition risks”, and Disclosure Requirement 23 ZFinancial
opportunities related to climate change mitigation or adaptation other thanthefTaxonemy
Regulation”. Information on principal climate-related impact, risks and opportunities are
considered a necessary foundation for the climate-related informationddisclosed under
ESRS 2 (strategy and business model) and Disclosure Requirements‘dand 2.

EU legislation and recommendations

BC174. Article 19a (1) of the draft CSRD?° requires undertakings i@ include in the management
report information “necessary to understand theé"undertaking’s impacts on sustainability
matters, and information necessary to underStand how sustainability matters affect the
undertaking’s development, performance and position” (concept of double materiality). In
this regard, Article 19a (2) lit. (e) (i) draft, CSRD reguires a description of the “principal
actual or potential adverse impacts conhectedwwith the undertaking’s value chain, including
its own operations, its products and servi€esyits business relationships and its supply
chain” (impact materiality). Articléfd9ai(2) lit. (f) of the draft CSRD requires “a description
of the principal risks to the undertaking®félated to sustainability matters, including the
undertaking’s principal dependengies,on, such matters, and how the undertaking manages
those risks” and Article 19a, (2)lit. (a) (ii) refers to “the opportunities for the undertaking
related to sustainabilitylmattets” (fihancial materiality®°).

BC175. Already under Article, 19ax(1) lit.(d) NFRD entities under its scope are required to report
on the principadgrisks felated to sustainability matters and how the undertaking manages
those risks.

BC176. Annex IV_of ‘Régulation (EC) No. 1221/2009 (Eco-Management and Audit Scheme -
EMASY*! requireSjorganisations that participate in EMAS to disclose in their environmental
statements “a\description of all the significant direct and indirect environmental aspects
whichtesult in significant environmental impacts of the organisation, a brief description of
theapproach used to determine their significance and an explanation of the nature of the
impacts as related to these aspects.”

BC1%#%. The EU Taxonomy3? Climate Delegated Act specifies in its Annex |, Appendix A a generic
process for the identification and assessment of physical climate risks and a classification
of climate-related hazards as follows.

2 Proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

%0 As conceptualised in the PTF-NFRS final report “Proposals for a relevant and dynamic EU sustainability reporting
standard-setting”, pp. 74-82, March 2021. Available here.

%1 The Revised Annexes of the EMAS Regulation, 2018. Available here.

32 Commission Delegated Regulation (EU) 2021/2139 supplementing the EU Taxonomy Regulation. Available here.
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Temperature-related Wind-related Water-related Solid mass-
related
Chronic | Changing temperature | Changing wind | Changing Coastal
(air, freshwater, marine | patterns precipitation erosion
water) patterns and types

(rain, hail, snowl/ice)

Heat stress Precipitation or | Sall
hydrological degradation
variability

Temperature variability Ocean acidification |[_Soil erosion

Permafrost thawing Saline intrusion Solifluction

Sea level rise

Waterfstress

Acute Heat wave Cyclone, hurricane, | .Drought Avalanche
typhoon
Cold wave/frost Storm (inclyding\ Heavy precipitation | Landslide
blizzards, dust, and’| (raif, hail, snow/ice)
sandstorms)
Wildfire Tornado Flood (coastal, | Subsidence
fluvial, pluvial,
ground water)
Glacial lake
outburst
BC178. Articles 4 and 6 df,the,Sustainable Finance Disclosure Regulation (‘SFDR’)3® require

BC179.

BC180.

transparency frem, financial market participants on adverse sustainability impacts and the
integration off'sustainability risks, including climate-related risks, into their investment
decisions. Thereforemgfinancial market participants rely on information of their investee
companies,to disclose their principal climate-related risks.

Based on the'‘fecommendations of the TCFD, the European Commission’s Guidelines on
reéporting climate-related information® under the NFRD recommend to describe “the
companyisgprocesses for identifying and assessing climate-related risks over the short,
medium, and long term”, the “principal climate-related risks the company has identified
overthe short, medium, and long term throughout the value chain”, as well as “how
ptocesses for identifying, assessing, and managing climate-related risks are integrated into
the’ company’s overall risk management”. An important aspect of this description is how
the company determines the relative significance of climate-related risks in relation to other
risks.

They add that “many companies are dependent on natural capital”. “If the natural capital
itself is threatened by climate change then the company will be exposed to climate-related
risks, especially physical risks”. “Companies should therefore carefully consider their
natural capital dependencies when identifying and reporting on their climate-related risks”.

33 Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-related
disclosures in the financial services sector. Available here.

3 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.
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BC181. The European Commission’s Guidelines define transition risks as risks to the company
that arise from the transition to a low-carbon and climate-resilient economy. They include:

(a) Policy risks, for example as a result of energy efficiency requirements, carbon-pricing
mechanisms which increase the price of fossil fuels, or policies to encourage
sustainable land use.

(b) Legal risks, for example the risk of litigation for failing to avoid or minimise adverse
impacts on the climate or failing to adapt to climate change.

(c) Technology risks, for example if a technology with a less damaging impact on the
climate replaces a technology that is more damaging to the climate.

(d) Market risks, for example if the choices of consumers and business customers shift
towards products and services that are less damaging to the climate.

(e) Reputational risks, for example the difficulty of attracting and retaining“customers,
employees, business partners and investors if a company has reputatign for damaging
the climate.

BC182. They also define physical risks as risks to the company that arise fram thegphysieal effects
of climate change. They include:

(a) Acute physical risks, which arise from particular eventsy especiallyyweather-related
events such as storms, floods, fires or heatwaves, that, may damage production
facilities and disrupt value chains.

(b) Chronic physical risks, which arise from longer-termichanges. in the climate, such as
temperature changes, rising sea levels, red@ced, watér availability, biodiversity loss
and changes in land and soil productivity.

Global reporting frameworks

BC183. Sustainability reporting frameworks aRd standards ask undertakings to report on risks and
opportunities arising from climatejchangeWith possible effects on the undertaking’s
performance and position aggwell asjon the impact of the undertaking’s operations on
climate change.

BC184. The CDSB framework, SASBistandards, IR Framework and the TCFD recommendations
focus on the reporting Of risks @amd opportunities related to the effects of climate change,
among others, on the, finanAeial performance, value creation and general position of the
undertaking, having investors and other financial market participant as the primary target
group. The @RI standardsifocus primarily on the impact of the undertaking on sustainability
matters, includidg climate change. The CDP, in its climate change questionnaire®, asks
inform@ation“an climate-related impacts, risks and opportunities.

BC185. The climate-related disclosures prototype developed by the TRWG of the IFRS36 proposes
Diselosure Réquirements on risk management with the objective to understand how
climate-related risks are identified, assessed and managed. Consequently, the prototype
suggests to disclose:

(@) “the process by which climate-related risks are identified,;

(b) the process, or processes, by which the entity assesses the significance of climate-
related risks, including, where relevant:

0] how it determines the likelihood and impact of such risks (such as the qualitative
factors or quantitative thresholds used);

(i) how it prioritises climate-related risks relative to other types of risks, including
the use of risk assessment tools (for example, science-based risk assessment
tools or other sources);

3% CDP, “Climate Change Questionnaire”, 2021. Available here.
% TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.
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(i)  which significant input parameters it uses (for example, data sources, the scope
of operations covered and the level of detail used in assumptions); and (

(iv)  whether it has changed the processes used compared to the prior reporting
period;

(v) the extent to which, and how, these climate-related risk identification,
assessment and management processes are integrated into the entity’s overall
risk management process”.

The CDSB Framework®’ recommends undertakings to explain in their disclosures the
material current and anticipated environmental risks and opportunities affecting the
organisation.

The SASB Standards® suggest that companies should disclose the entity’s process to
identify, assess, and manage topic-related risks, and how these risks are integrated into
the entity’s overall risk management process. Each industry specific SASB Standard
includes climate-related risks and opportunities that are likely to be materialdn®angiven
industry.

The IR Framework® highlights that an integrated report should“ansWer the following

guestion: what are the specific risks and opportunities that affe€t'the organisation’s ability
to create value over the short-, medium- and long-term, and h@w is the orgafisation dealing
with them? Thus, an integrated report should identify the key“tisks and opportunities that
are specific to the organisation, including those that reldteyto the'@rganisation’s effects on,
and the continued availability, quality and affordability of, relevant’capitals in the short-,
medium- and long-term.

TCFD* recommends that an organisation shotlld dis€lose low they identify, assess, and
manage climate-related risks. TCFD argues thatinvestors and other stakeholders need
to understand how an organization’s climate-relatedyrisks are identified, assessed, and
managed and whether those proceSses are integrated in existing risk management
processes. Such information suppofts users of climate-related financial disclosures in
evaluating the organization’s ovetall risk praofile and risk management activities.” TCFD
consequently recommends that organisations should describe “their risk management
processes for identifying and assSessing climate-related risks” (Risks and opportunities
recommended disclosute a)); “the organization’s processes for managing climate-related
risks” (Risks and opportunities “secommended disclosure b)); “how processes for
identifying, assessing,'|and managing climate-related risks are integrated into the
organization’s overall | riskmmmanagement” (Risks and opportunities recommended
disclosure ¢))«

GRI 201* requirgs féparting on financial implications and other risks and opportunities due
to climaté®ehange, specifically “Financial implications and other risks and opportunities due
to climate change®

GRI 305*2 specifies that the reporting organisation can identify other indirect (Scope 3)
GHG, emissions by assessing which of its activities’ emissions contribute to climate
change-related risks such as financial, regulatory, supply chain, product and customer,
litigation, and reputational risks.

The CDP climate change 2021 questionnaire*® requires information on “management
processes” of risks and opportunities, including: if the organisation has a process for

37 CDSB,

“CDSB Framework for reporting environment & climate change information Advancing and aligning disclosure of

environmental information in mainstream reports”, December 2019. Available here.

3% SASB Standards. Available here.

3 IR Framework, January 2021. Available here.

4 TCFD,
Available

“Final Report Recommendations of the Task Force on Climate-related Financial Disclosures”, 2017, p. 21.

here.

41 GRI 201: Economic Performance 2016. Available here.

42 GRI 305: Emissions 2016. Available here.

43 CDP, “Climate Change Questionnaire”, 2021. Available here.
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identifying, assessing, and responding to climate-related risks and opportunities; how it
defines short-, medium- and long-term horizons; how it defines substantive financial or
strategic impact on the business; the risk types that are considered in the organisation’s
climate-related risk assessments; if the organisation assesses the portfolio’s exposure to
climate-related risks and opportunities; if the organisation requests climate-related
information from its clients and investees as part of the due diligence and/or risk
assessment practices; and why the organisation does not have a process in place for
identifying, assessing, and responding to climate-related risks and opportunities, and if it
plans to introduce such a process in the future.

BC193. Additionally the CDP requires information on “risk disclosure” (including: if the organisation
has identified any inherent climate-related risks with the potential to have a substantive
financial or strategic impact on your business; the details of risks identified with the
potential to have a substantive financial or strategic impact on the business; and if so why
the organisation does not consider itself to be exposed to climate-related #iSks, with the
potential to have a substantive financial or strategic impact on thegbusingss) and
“opportunity disclosure” (including: if the organisation has identified any ‘climate-related
opportunities with the potential to have a substantive financial or strategic impact on the
business, the details of opportunities identified with the potentialt® have a substantive
financial or strategic impact on the business; and if so why the,organisation does not
consider to have climate-related opportunities).

Users’ needs

BC194. In the draft CSRD**, the EU Commission statesgdhat®¥ The primary users of sustainability
information disclosed in companies’ annual réports are investors and non-governmental
organisations, social partners and other stakéholders. Investors, including asset
managers, want to better understandgthe risksWef, and opportunities afforded by,
sustainability issues for their investments, asavell as the impacts of those investments on
people and the environment. Non-gavernngental organisations, social partners and other
stakeholders want to hold undertakingsyto greater account for the impacts of their activities
on people and the environment.” (p=4)

BC195. Regarding climate-relatedginformationffRecital 41 of the draft CSRD argues that “users are
interested in knowing aboutyundertakings’ physical and transition risks, and about their
resilience to different climate seenarios. They are also interested in the level and scope of
greenhouse gas eMissions.and removals attributed to the undertaking, including the extent
to which the undertaking uses offsets and the source of those offsets.”

BC196. Different us€rs require climate-related information for different purposes. Some users, like
non-governmental organisations, may require information in order to assess whether an
undertaking’s,impact on climate change is compatible with limiting global warming to 1.5
°C inline withathe"Paris Agreement. Investors, too, need climate-related information as
assessment of an investee company’s risks increasingly need to include assessments of
thettisksielimate change poses to the undertaking’s operations throughout the entire value
chainy Physical assets may be located in places where climate change related events such
as floadings, wildfires or severe storms occur more frequently. The value of some physical
assets may deteriorate rapidly if the assets cannot be transformed in line with increasing
regulatory or demand side focus on climate impact (stranded assets). And the undertaking
may face the risk of severe reputational damage if the undertaking or it's suppliers become
the target of critique because of the way in which climate impact is taken into consideration.
Undertakings may also find themselves in a situation where they can gain competitive
advantages of climate change, e.g. by adapting rapidly and better to climate change than
competitors or by developing products or services that help society or other businesses to
mitigate or adopt to climate change. Thus, the risks and opportunities that climate change
and impacts on climate change represent is of increasing strategic importance for
undertakings — over the short, medium and longer term — and therefore to investors.

4 Proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.
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BC197. The SFDR requirements for financial market participants aim to ensure that end investors
receive proper information regarding how financial market participants integrate climate
change and other sustainability issues into their investment decisions, and regarding
investment products’ climate and sustainability performance. The Capital Requirements
Regulation (‘CRR’)* and the European Banking Authority (‘'EBA’) require credit institutions
to disclose their “processes to identify, measure and monitor activities and exposures (and
collateral where applicable) sensitive to environmental risks, covering relevant
transmission channels”, the “implementation of risk tools for identification, measurement
and management of environmental (climate change and other environmental) risks” and
“the estimated impact of environmental risk on capital and liquidity risk profile”. Investors
are increasingly aware that sustainability issues can put the financial performance of
companies at risk and, consequently, request information that can demonstrate how
investee companies monitor and manage sustainability risks and opportunities in order to
create value.

Conclusions

BC198. Due to their activities and business relationships most, if not all, undertakings contribute —
to varying extents — to global climate change. Climate changegWilhincreasingly affect the
operations of undertakings and their ability to create valugf'may /it be*thifough physical
hazards induced by climate change or policy and market respanseés in the EU and beyond
to limit climate change in line with the Paris Agreementh@n the“other hand, the transition
to a low carbon economy and the need for climate change“adaptation solution can also
bring along opportunities, e.g. for undertakingsmeffering®products and services that
contribute to climate change mitigation or adaptation.

BC199. There is a well-founded need among the publictinfgeneral, and among investors, credit
institutions and other stakeholders, who_rely on anjundertaking’s ability to create value
over the short-, medium- and long term, to understand how it impacts climate change, is
exposed to climate-related transition and”physical risks and identifies opportunities,
including the value chain. To achieveisuch a/comprehensive understanding, there is a
need to create transparency on theprincipalfimpacts, risks and opportunities as such but
also the processes the undeftakingshasimplemented to identify, assess and manage them.

BC200. With the European Commission'syGuidelines on reporting climate-related information and
the global reporting frameworks, netably the recommendations of the TCFD, generally
accepted reporting@approaches for this information already exist and it is suggested to rely
on these.

BC201. In summarygrepogting onthe impacts on climate change as well as climate-related risks
and opportunities, covering own operations and the value chain, is considered to be
materjglforiall Undertakings.

BC202. The identification, assessment and management of the adverse impacts on climate change
reflecta part of an undertaking's climate-related due diligence process. Since due diligence
as Such™1s¥a cross-cutting concept, it is reflected in different sections of the Climate
protetype working paper and the cross-cutting content standards on strategy (ESRS 2, 3
and 4)¥Information on the management of adverse impacts on climate change are further
wnderpinned by disclosures on “Governance” and “Climate Policies”. Actions to mitigate
these adverse impacts are addressed in section “Climate Targets” and “Climate Action
Plans and Dedicated Resources”. Indicators to measure and monitor performance are
covered under the respective Disclosure Requirements in the reporting area “Climate
Performance Measurement”.

BC203. The description of the undertaking’s impacts on climate change is to a large extent covered
by the reporting on Scope 1, 2 and 3 GHG emission under the reporting area “Climate
Performance Measurement”.

4 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on prudential requirements
for credit institutions and investment firms and amending Regulation (EU) No 648/2012. Available here.
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Choice of specific disclosures

Processes to identify material climate-related impacts, risks and opportunities

BC204.

BC205.

BC206.

BC207.

BC208.

BC209.

ESRS

The [draft] standard includes the following Disclosure Requirement 5: “The
undertaking shall disclose its processes to identify and assess its material:

(@) climate-related impacts;
(b) climate-related physical risks and opportunities;
(c) climate-related transition risks and opportunities™.

The disclosure aims to provide transparency on the approach an undertakingptakes to
identify and assess the climate-related impacts, risks and opportunities it ngéds toaddress,
including those that are prioritised by the undertaking and monitored directly by®the
undertaking’s highest governing bodies.

The undertaking should follow a systematic approach by first identifyin@ a wide range of
conceivable climate-related impacts, risks and opportuniti€s that “are gSubsequently
assessed with defined criteria in order to determine the<€principal impacts, risks and
opportunities. Reporting on the identification and assessmentyprocess will increase the
reliability and credibility of the disclosed principal impacts, fisks and opportunities.
Furthermore, climate-related impacts, risks and opportunities fépmost sectors do not only
occur in an undertaking’s own operations, but alsé“ifythe WValue chain. For this reason, an
undertaking should provide transparency #@ which degree the identification and
assessment process includes value chain considerdtions.

Processes to identify climate-relatedgimppacts: Ap, undertaking’s adverse impacts on
climate change primarily, but not onlyforiginate from its direct and indirect GHG-emissions
(Scope 1, 2 and 3). Hence, the narrative dis€losure to describe the processes for identifying
and assessing the adverse and“positive impacts on climate change should include a
reference to the performance measutementsection on GHG-emissions and align with the
respective GHG accounting“methedelegies. However, in contrast to the quantitative
reporting on GHG-emisgsions, theydisclosure proposed here should provide insights in how
the undertaking identified and,assessed the sources of GHG-emissions under its own
control and within its value chainjand whether and how it considers additional impacts on
climate change (e.g-lemissiemvof certain short-lived climate forcers or land use changes).
In this regardgmpacts ofithe undertaking on climate change can also be of positive nature,
e.g., by providing groducts’and services that contribute to the transition to a carbon neutral
economy, anditherefore’ encourages companies to also report how those positive impacts
are idéentifiedyandjassessed.

Pgocesses toidentify climate-related risks and opportunities: It is suggested to
separate, diselosure by transition risks and opportunities and physical risks, due to the
different ways in which they can affect the undertaking and its ability to create value. To
provigde, stakeholders with a comprehensive picture and allow for an analysis of the
rebustness of the disclosed risks and opportunities under Disclosure Requirement 6, the
tndertaking shall explain details of the identification and assessment process, including,
among others, how the screening process for risk and opportunity identification was
conducted, the assessment criteria used and the reliance of the identification and
assessment on a range of climate scenarios.

Climate-related scenario analysis: Undertakings will be affected by climate change and
related policy responses in a variety of ways. How these effects will materialise, however,
is subject to uncertainty. Climate-related scenario analysis is a highly useful tool for an
undertaking to understand this uncertainty. It can reveal the transition and physical risks
and opportunities the undertaking may face under different conceivable future situations,
how these risks may affect financial performance and position and, consequently, support
to assess and increase the resilience of its strategy and business model. Users should be
able to gain an understanding of how climate-related scenario analysis has informed the
risk and opportunity identification and assessment process. To ensure relevant outcomes,
climate scenarios used for transition risks should include at least a 2°C and a 1.5°C
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scenario, if available on a sector specific basis, and for physical risks >2°C scenarios, if
available on a regional level.

EU legislation and global reporting frameworks: This disclosure relies on the CSRD
and the European Commission’s Guidelines on reporting climate-related information. It is
also compatible with TCFD and the IFRS/TRWG climate prototype. Article 19a (2) (e) of
the CSRD asks undertakings to disclose “a description of the due diligence process
implemented with regard to sustainability matters”. The European Commission Guidelines
on reporting climate-related information recommend to describe “the company’s processes
for identifying and assessing climate-related risks over the short, medium, and long term”,
as well as the “how processes for identifying, assessing, and managing climate-related
risks are integrated into the company’s overall risk management”. TCFD final report
recommendations propose to “describe the organization’s processes for identifying and
assessing climate-related risks”. IFRS climate-related disclosure prototype requires
undertakings to disclose “the process by which climate-related risks are identified?and “the
process, or processes, by which the entity assesses the significance ofgelimate-related
risks”. CDP requires information on “management processes” of risks apd oppgortunities.

Disclosure
Requirement (DR#)

Required specifically
by CSRD

Required by other EU
legislation and
recommendation$

Othef international
frameworkdreferences
[‘cempatibility

Description of the
processes to identify
material climate
impacts, risks and
opportunities

Article 19a, 2. (e)

Commission,
Guidelines onnon?
financialgreporting:
Supplémention
reporting elimate-

TCFD, Final report
recommendations
(2017), Risk
Management —
Recommended

related aformation
(2019),
Re€toemmended
disclosures and
further guidance 3.4

disclosure (a)

IFRS, Climate-related
disclosure prototype
(2021), Disclosure 11
(a) and (b)

CDP, Questionnaire
(2021), C2.1

Material climate-related,impacts, risks and opportunities

BC211.

BC212.

BC213.

BC214.

ESRS

The jdraft]ystandard includes the following Disclosure Requirement 6: “The
undertaking Shall"disclose a description of its material:

(a)uclimate-related impacts;
(B)yClimate-related physical risks and opportunities;
(€) climate-related transition risks and opportunities”. [...]”

The disclosure relates to the outcome of the identification and assessment processes of
climate impacts, risks and opportunities from Disclosure Requirement 5 and suggests to
list those that the undertaking has determined to be material. Stakeholders, in addition,
need to understand the climate-related impacts, risks and opportunities that due to their
importance to the undertaking are prioritised and monitored directly by the undertaking’s
highest governing bodies.

The financial effects related to principal climate-related risks and opportunities are
addressed under the Disclosure Requirements 15 and 16.

EU legislation and global reporting frameworks: This disclosure relies on the CSRD,
SFDR and European Commission’s Guidelines on reporting climate-related information. It
is also compatible with TCFD and IFRS/TRWG climate prototype. Article 19a (2) (e) and
() of the CSRD requires to disclose a description of “the principal actual or potential
adverse impacts connected with the undertaking’s value chain, including its own
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operations, its products and services, its business relationships and its supply chain” and
of “the principal risks to the undertaking related to sustainability matters, including the
undertaking’s principal dependencies on such matters, and how the undertaking manages
those risks”. Articles 4 and 6 of the SFDR require transparency from financial market
participants on adverse sustainability impacts and the integration of sustainability risks,
including climate-related risks, into their investment decisions. The European Commission
Guidelines recommend to describe “the “principal climate-related risks the company has
identified over the short, medium, and long term throughout the value chain”. TCFD final
report recommendations propose to “describe the climate-related risks and opportunities
the organization has identified over the short, medium, and long term”. IFRS climate-
related disclosure prototype requires undertakings to disclose “the significant climate-
related risks and opportunities that are reasonably expected to affect the entity’s business
model, strategy and cash flows over the short, medium or long term”. CDP requires
information on “risk disclosure” and “opportunity disclosure”.

Disclosure Required specifically | Required by other EU
Requirement (DR#) by CSRD legislation and
recommendations

Material climate- Article 19a, 2. (e) (ii) SFDR, Articles 4 a
related impacts, risks | and (f) 6
and opportunities

(2017), Strategy —

Commission
ecommended

dee!lnes N isclosure (a)
financialgrepor

Supp on IFRS, Climate-related
repo ate disclosure prototype
related iaformation (2021), Disclosure 6

CDP, Questionnaire

y c mﬁgiﬁ% (2021), C2.3 and
furthier guidance 3.4 c2.4
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Climate-related Policies, targets, action plans and resources

BC215. The Disclosure Requirements related to policies and targets rely on the dedicated cross-
cutting reference standard ESRS 5.

BC216. This section relates to the proposals on climate change mitigation and adaptation policies
as well as climate-related targets. The aim of these Disclosure Requirements is to establish
transparency for investors and other stakeholders on how policies and targets support the
undertaking’s strategic direction.

Climate Policies

EU leqislation and recommendations

BC217.0n 14 July 2021, the European Commission adopted a series of legislativegpropesals
setting out how it intends to achieve climate neutrality in the EU byg2050, ncluding the
intermediate target of at least 55% net reduction in greenhouse gas emissionsyby 2030.
This ‘Fit-For-55’ Package*® proposes to revise several pieces of the Eblimateylegislation,
including the European Union Emissions Trading System /EUSETS}), Effort Sharing
Regulation, and transport and land use legislation, setting ‘Qut ingeal terms the ways in
which the Commission intends to reach EU climate targets under the European Green
Deal*’.

BC218. Article 19a of the draft CSRD*® states that the managemeniffeport shall contain “the plans
of the undertaking to ensure that its business miodel and stkategy are compatible with the
transition to a sustainable economy and with thedimiting of global warming to 1.5 °C in line
with the Paris Agreement”.

BC219. The European Commission’s Guidelin€s on reporting climate-related information® define
policy and due diligence as governange and control systems that are key to stakeholders’
understanding of the robustness 6f,.a coempany’s approach to climate-related issues.

BC220. The supplement furthermoregstates“that disclosure of climate-related policy outcomes
helps stakeholders monitar, andhassessia company’s development, position, performance
and impact as a result @f itS{policies. In assessing its performance through targets setting
and reporting against [the targets;”the company demonstrates the consistency of its
strategy, actions, d@nd deeisions related to climate change.

BC221. The EuropeanfCommission’s Guidelines recommend to describe, among others, policies
related to climate changeyincluding any climate change mitigation or adaptation.

BC222. The European Commission’s Strategy on Adaptation to Climate Change®° states that it is
vital for the private and public sectors to work together more closely, in particular on
finan€ing adaptation. The strategy, with the focus and the tools it provides, will support the
privatedsector to identify risks and steer investment towards action on adaptation and
resilience (and avoid maladaptation). By offering solutions to help meet the rising
awarehess of climate impacts (such as the non-financial disclosure obligations, the
Taxonomy Regulation®! for sustainable activities and the Renewed Sustainable Finance

46 Communication from the Commission 'Fit for 55': delivering the EU's 2030 Climate Target on the way to climate neutrality
(C/2021/550). Available here.

47 Communication from the Commission the European Green Deal (C/2019/640). Available here.

“8 Proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

4 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

0 Communication from the Commission Forging a climate-resilient Europe - the new EU Strategy on Adaptation to Climate
(COM/2021/82). Available here.

51 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.
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Strategy), it will help large companies, SMEs, local administrations, social partners, and
the public.

BC223. The ECB®?is of the view that institutions should take a forward-looking and comprehensive
approach to considering climate-related and environmental risks. The ECB expects
institutions to monitor and report their exposures to climate-related and environmental risks
on the basis of their current data and forward-looking estimations. The ECB expects
institutions to assign quantitative metrics to climate-related and environmental risks,
particularly for physical and transition risks.

Global reporting frameworks

BC224. International Organisation for Standardisation (‘ISO’) 1400152 defines environmental
policies as “intentions and direction of an organisation related to enwisonmental
performance as formally expressed by its top management”.

BC225. Regarding policy commitments, the GRI Universal Standards 2021°%sfiggest that
organisation should:

(a) describe its policy commitments for responsible business coaduct;
(b) describe its specific policy commitment to respect humafrights;

(c) provide links to the policy commitments if publicly available, or, if the policy
commitments are not publicly available, explain the\teasen forihis;

(d) report the level at which each of the policyg€ommitments was approved within the
organization, including whether this is the most sghior level;

(e) report the extent to which the policy committents apply to the organization’s own
activities and to its business relationships;

(f) describe how the policy commitments~are communicated to workers, business
partners, and other relevant parties (GRI 2, disclosure 2-23, p. 35).

BC226. The PTF-ESRS NFRS5%* argues intits final"report that “policies are not only a formal,
adopted and dated paper butiinclidegan, operational implementation with defined related
objectives, specific coverage of'activities and an accountable person in oversight.”

Users’ needs

BC227. Investors and stakeholders are interested in an undertaking’s climate-related policy
commitment “apd” (implémentation) policies that demonstrate its commitment to climate
change”mitigation and adaptation. Disclosure on climate-related policies will help
stakeholders ‘understand the undertaking’s ability to manage its physical and transition
risks, limit its Jnegative impacts on climate change and maximise its positive impacts
throughaout.the value chain.

€onclusions

BC228. The Disclosure Requirement on policies relies on the cross-cutting reference [draft] ESRS
5 and the respective Basis for Conclusions.

BC229. There are different interpretations of the term ‘policies’ and that it can be either understood
as formal commitments by an undertaking’s leadership (e.g. GRI, ISO 14001/EMAS) or as
overarching topic-specific implementation plans (e.g. PTF-NFRS, or TCFD’s

52 ECB, “Guide on climate-related and environmental risks Supervisory expectations relating to risk management and
disclosure”, May 2020. Available here.

%3 GRI Universal Standards 2021. Available here.

% PTF NFRS, “Final Report Proposal for a Relevant and Dynamic EU Sustainability Reporting Standard-Setting”, February
2021. Available here.
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understanding of ‘transition plans’) including different elements (e.g. commitments, targets,
action plans and performance metrics and monitoring).

Policies related to climate change mitigation and adaptation shall be disclosed separately
as their goals, people involved, actions and resources needed to implement them are
different.

BC231. An undertaking’s transition plan, making reference to policies, GHG emission reduction

targets, key actions and resources for the undertaking’s transition to a climate-neutral
economy and relevant metrics, should be reported on a high-level under the respective
Disclosure Requirement in the reporting area “Strategy and business model”.

Choice of specific disclosures

Policies implemented to manage climate change mitigation and adaptation

BC232. The [draft] standard includes the following Disclosure Requirement)7: “The

undertaking shall disclose a description of its policy for climate,change,mitigation
and its policy for climate change adaptation”.

BC233. Undertakings should create transparency on all policy commitments in place regarding

climate change mitigation and adaptation (e.g. stand-alone paolicy documents, codes of
conduct, commitments to climate-related initiatives af, alike). ““Stakeholders need to
understand the undertaking’s ability (i) to mitigate_its negative impacts on climate change
and to maximise its positive impact throughoutfthe“walue chain and (ii) to monitor and
manage its physical and transition risks and opportunities.

BC234. A separate disclosure for policies related to climate,change mitigation and adaptation is

recommended, as their goals, people ihvolved, actions and resources needed to
implement them are different. The disclgsure of the undertaking’s climate change
mitigation policy relates to the Yeduction//of GHG emissions through different
decarbonisation levers and spegific “actions (investments in electrification, energy
efficiency, renewable energymdeploymment or low-carbon product development). The
undertaking’s policies for elimate change’adaptation relate to managing the undertaking’s
climate-related physicalfanditransition risks and vulnerability.

BC235. EU legislation and glgbal reparting frameworks: This disclosure relies on the CSRD

and European Commission'siGuidelines on reporting climate-related information. It is also
compatible with" TCFD"and IFRS. Article 19a 2 (d) of the CSRD asks a “description of the
undertaking’s poligies in relation to sustainability matters”. The Commission Guidelines on
non-financial reporting'demand a description of “any company policies related to climate,
includiftg any.climate change mitigation or adaptation policy”. Although TCFD and IFRS
don'tfluse thejterm of “climate policies”, this subtopic is indirectly covered by both
frameworks. TCFD asks for the description of the undertaking’s "processes for managing
climate-relatéd risks, including how they make decisions to mitigate, transfer, accept, or
control those risks". IFRS asks undertakings to describe “for each significant climate-
telatedrisk, information that enables an understanding of how the risk is being monitored,
managed, and mitigated, including related policies”.

Disclosure
Requirement (DR#)

Required specifically
by CSRD

Required by other EU
legislation and
recommendations

Other international
framework references
/ compatibility

Policies implemented
to manage climate
change mitigation
and adaptation

Article 19a, 2. (d)

Commission,
Guidelines on non-
financial reporting:
Supplement on
reporting climate-
related information
(2019),
Recommended

TCFD, Final Report
Recommendations
(2017), Risk
management —
Recommended
disclosure (b)

IFRS, Climate-related
Disclosure Prototype
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disclosures and (2021), Disclosure 11
further guidance 3.2 (c)

Climate Targets

EU leqislation and recommendations

BC236.

BC237.

BC238.

BC239.

BC240.

The European Commission has released its “Fit for 55” legislation package®®, supporting
its commitment to reduce net greenhouse gas emissions by at least 55 per cent by 2030.
The package presents a policy action plan on how to reach Europe’s climate targets
including the increased use of renewable energy and greater energy efficiency.

The European Commission has released its “EU climate adaptation strategy”™® supporting
its commitment to build a more resilient tomorrow and present adaptation actiens and
targets to better prepare EU to extreme weather and climate change.

The EU aims to be climate-neutral by 2050 an economy with netszeroggreenheuse gas
emissions. This objective is at the heart of the European Greend@eal>4@nd indihe with the
EU’s commitment to global climate action under the Paris Agreement.

Article 19a (2) lit. b) of the draft CSRD requires “a descriptionfof the targets related to
sustainability matters set by the undertaking and of the grégress the, undertaking has made
towards achieving those targets” %8.

The European Commission’s Guidelines on” reporting climate-related information
recommend describing any climate-related targetsghe company has set as part of its
policies, especially any GHG emissions targets, and how company targets relate to
national and international targets and toghe, Paris Agreement in particular. Recommended
key performance indicators are:

(@) Companies should describe avhether their/target(s) relate to their Scope 1, Scope 2
and/or Scope 3 GHG emissionsyin eithersfull or in part.

(b) Companies should describe theadevelopment of GHG emissions against the targets
set

(c) Companies should consider setting targets for 2025 or 2030 and review them every
five years.

(d) Companigs may also consider setting a target for 2050 to align with the Paris
Agreement.

(e) Compamies'should, where appropriate, consider disclosing GHG emissions targets by
gountry ofregien (including the EU), by business activity, and by subsidiary.

(N Campanigs may consider disclosing an additional intensity target expressed in metric
tonnesI€Oe per business metric or % reduction of intensity metric, from a base year.5°

%5 Communication from the Commission 'Fit for 55': delivering the EU's 2030 Climate Target on the way to climate neutrality
(C/2021/550). Available here.

56 Communication from the Commission: Forging a climate-resilient Europe - the new EU Strategy on Adaptation to Climate
Change. Available here.

57 Communication from the Commission the European Green Deal (C/2019/640). Available here.

%8 Proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

%% Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.
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BC241.In the EU Climate Benchmark Regulation®, Article 6 states that administrators of EU
Climate Transition Benchmarks and administrators of EU Paris-aligned Benchmarks may
increase in those benchmarks the weight of the issuers of the constituent securities that
set and publish GHG emission reduction targets, where the following conditions are
fulfilled:

(a) the issuers of the constituent securities publish consistently and accurately their Scope
1, 2 and 3 GHG emissions;

(b) the issuers of the constituent securities have reduced their GHG intensity or, where
applicable, their absolute GHG emissions, including Scope 1, 2 and 3 GHG emissions,
by an average of at least 7 % per annum for at least three.

BC242. The European EMAS Regulation®! requires organisations that participate in EMAS to
report on the “environmental objectives and targets in relation to the significant
environmental aspects and impacts”.

Global reporting frameworks

BC243. The climate-related disclosures prototype developed by the TRWG ofthe IFRS$? proposes
Disclosure Requirements on governance with the objectivefto Understand the entity’s
performance in managing significant climate-related risks” and® opportunities.
Consequently, the prototype suggests to disclose:

(a) “the targets set by management to mitigate or adapthte, climate-related risks or
maximise climate-related opportunities; and

(b) other key performance indicators used By, the/boardjor management to measure
progress towards the targets identified”.

BC244. The TRWG of the IFRS specifies that*the entity shall disclose climate-related targets,
including:

(&) “the objective of the targets (far example, mitigation, adaptation and conformance with
sector and science-based initiatives);

(b) whether the target is absolute oriatensity-based;

(c) whether the target s science-based, and if so, whether it has been validated by a third
party;

(d) whether thestargetiwas derived using a sectoral decarbonisation approach;

(e) the timeframe/over which the target applies;

() thegoase year from which progress is measured,;

(g) amy milestones or interim targets; and

(h)Yametrics usSed to assess progress towards reaching targets and achieving strategic
goals”.

BG245.\LCFD® recommends companies to describe the targets used by the organisation to
assess and manage climate related risks and opportunities and performance against
targets. It specifies that “investors and other stakeholders need to understand how an
organisation measures and monitors its climate-related risks and opportunities” as “access
to the metrics and targets used by an organisation allows investors and other stakeholders

8 Commission Delegated Regulation (EU) 2020/1818 of July 2020 supplementing Regulation (EU) 2016/1011 of the
European Parliament and of the Council as regards minimum standards for EU Climate Transition Benchmarks and EU
Paris-aligned Benchmarks. Available here.

61 Commission Regulation (EU) 2018/2026 of 19 December 2018 amending Annex |V to Regulation (EC) No 1221/2009 of
the European Parliament and of the Council on the voluntary participation by organisations in a Community eco-
management and audit scheme (EMAS). Available here.

52 TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.

8 TCFD, “Final Report Recommendations of the Task Force on Climate-related Financial Disclosures”, 2017, p. 22.
Available here.
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to better assess the organisation’s potential risk-adjusted returns, ability to meet financial
obligations, general exposure to climate-related issues, and progress in managing or
adapting to those issues”.

BC246. In the “Guidance on Metrics, Targets, and Transition Plans”64, TCFD proposes a set of
principles for setting climate-related targets (based on recognized metrics; quantified and
granular; designed in consideration of an organization’s strategy and forecasting and
informed notably by scenario analysis and climate science; clearly specified over time with
baseline, time horizon, interim targets; reviewed and updated; reported annually).

BC247. The CDPS®5 states that an absolute target describes a reduction in actual emissions in a
future year when compared to a base year. The target can relate to Scope 1, Scope 2
and/or Scope 3 emissions in full or in part. The CDP asks companies to describe details of
emissions target(s) in absolute and/or intensity as well progress made against those
target(s).

BC248. The Science Based Target initiative (‘SBTV’) in its 2021 guideline®® urges carporates to aim
for the highest level of ambition in their target setting. The Business Ambitioft for“56°C
campaign is an urgent call-to-action campaign led by the SBTi, UN &lobal Cempact, and
We Mean Business calling for companies to set emissions reduction tafgets indline with
limiting global warming to 1.5°C.

BC249. According to the SBTi manual 202187, undertaking should seti€limate-related targets based
on the following requirements:

(@) Cover a minimum of 5 years and a maximum of 15 years
(b) Ensure the target boundary is aligned with the"GHG inventory boundary

(c) Determine how to treat subsidiaries, parenteompanies must set SBTs for subsidiaries
in accordance with the selected organisational boundary approach

(d) Exclude the use of offsets
(e) Exclude avoided emissions

(f) If Scope 3 emissions compose, oversd0% of total Scope 1, 2, and 3 emissions
companies shall develop@mbitious)scope 3 targets that collectively cover at least two-
thirds scope 3 emissians

BC250. The SBTi argues that absoluteyandiintensity targets have advantages and disadvantages:
“Intensity targets de not_necessarily lead to reductions in absolute emissions. This is
because increases n!business output can cause absolute emissions to rise even if
efficiency impfoves) on“ayper-unit basis. Absolute targets also have some shortcomings.
They do n@g, allowgeomparisons of GHG intensity amongst peers, and they do not
necessarily. track with efficiency improvements, as reported reductions can result from
declinés in preduction output, rather than improvements in performance.”%8

BC251. A¢cording to the UN Net Zero Banking Alliance, financial undertakings set climate-related
targets‘based’on the following principles that should also be kept in mind for non-financial
undentakings:

(@) Banks shall set a 2050 target to support meeting the temperature goals of the Paris
Agreement.

(b) Banks shall set an interim target for 2030 or sooner and may set further interim targets
prior to that date.

5 TCFD, “Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.
 CDP, “Climate Change Questionnaire”, 2021. Available here.

5 SBTi, “SBTi’'s Criteria and Recommendations”, April 2021. Available here.

57 SBTi, “SBTi Corporate Manual”, June 2021. Available here.

& |bid. p. 31.
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(c) Targets have been set in absolute emissions; and Portfolio-wide emissions intensity
(e.g. CO2e/$ lent or invested); and Sector-specific emissions intensity (e.g.
CO2ze/metric).

(d) The scenarios and target trajectory used by the undertaking could also come from
credible and well-recognised sources and undertakings should provide rationale for
the scenario(s) chosen.

0] IPCC scenarios and scenarios derived from IPCC-qualifying models

(i)  Scenarios such as the International Energy Agency (‘IEA’) scenarios (e.g.
NZE2050 scenarios) or sector-specific scenarios (such as the shipping
decarbonisation trajectories developed under the Poseidon Principles)

(iii) The scenarios selected shall be “no-overshoot” or “low-overshoot” scenarios
(e.g. scenarios P1 and P2 of the IPCC).

(iv) The scenarios selected shall rely conservatively on negative emissions
technologies.

(v) The scenarios selected shall have reasonable ass@imptions 0OR, carbon
sequestration achieved through nature-based solutions and\land use change.

(vi)  Undertakings shall disclose which scenario their clifnate targetsyare based upon
(scenario name, date and provider).

(viiy  The scenarios selected shall, where possiblelmigimiseimisalignment with other
Sustainable Development Goals (‘SDGs’) - (e.gx P4 ofithe IPCC not aligned with
Biodiversity issue and food security).

The SBTi Foundations for science-based net-z€ro tadrget setting in the corporate sector®®
state that “the growth in corporate net-zero targets is an important signal of growing
ambition to fight climate change in thegeeonomy [."3}. While many companies have set
targets to reach net zero emissions, ghey have interpreted the goal in a variety of ways.
Some companies have set targets that reqliire deep emission reductions across the value
chain and shifting to a business madelthat is.compatible with a net-zero economy. Others
have set targets that entail medest emission reductions and heavier reliance on offsetting
practices. With this heterogeneotUsmlandscape of net-zero targets, it is difficult for
stakeholders to assessor tQcompare net-zero targets and to understand the implications
of such targets.”

The SBTi resulting Cerporate net-zero standard’ outlines that reaching a state of net-zero
emissions consistent with limit warming to 1.5°C involves two conditions:

(a) achieving, a s€ale,of Value chain emissions reductions consistent with the depth of
abatementiat the point of reaching global net-zero in 1.5°C pathways and

(b) neutralizing the impact of any residual emissions by permanently removing an
equivalentvolume of carbon dioxide.

Theistandard states that “while companies may reach a balance between emissions and
removals before they reach the depth of decarbonization required to limit warming to 1.5°C,
this is'@ transient state on the journey to net-zero emissions”.

GRI 305 (2016)7! states that “when reporting on GHG emissions targets, the reporting
organization shall explain whether offsets were used to meet the targets, including the
type, amount, criteria or scheme of which the offsets are part.”

An 1SO working group is currently developing the standard ISO 14068 “Greenhouse gas
management and related activities — Carbon neutrality” which aims to provide more clarity
on carbon neutrality definitions and concepts at organizational, product or project level.

The NZI Guideline states couple of principle regarding net zero GHG emissions target:

59 SBTi, “Foundations for Science-based Net-zero Target Setting in the Corporate Sector”, 2020, p. 13. Available here.

0 SBTI, “Corporate net-zero standard” (2021). Available here.

L GRI 305: Emissions (2016). Available here.
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BC258. The Net Zero Initiative provides organisations with a way to describe and organize their
climate action to maximize their contribution within achieving global carbon neutrality. The
framework is based on several key principles:

(@) The word ‘carbon neutrality’ (or ‘net zero’) refers only to the global goal of balancing
the emissions and removals. It does not apply to an organisation.

(b) Organisations can only contribute to the trajectory towards global carbon neutrality.

(c) Emission reductions and negative emissions (also called ‘removals’) are rigorously
distinguished and counted separately.

(d) The concept of ‘contribution to global neutrality’ is broadened to include the marketing
of low-carbon products and services. "Avoided emissions" are separated into two
groups: those that correspond to a real absolute decrease in the level of emissions,
and those that provide only a "smaller increase" compared to the initial situation.

(e) Carbon finance can trigger avoided or negative emissions, but it cannot "cancel” the
company's operational emissions; it has to have a separate account forithis.

Conclusions

BC259. All undertakings shall report whether they have set GHG emissiens reduction targets in
absolute Scope 1, Scope 2, and significant categories of Scopé 3 emissions, in line with
the draft CSRD and the target of 55% net reduction by,2080 as“Wwell as the objective of
climate neutrality by 2050.

BC260. When emissions reduction targets are disclosgd, they)shallfollow common rules that are
elaborated upon hereafter to foster comparabilityjas'far as possible.

BC261. The concept of net zero GHG emissionssis, principally, designed to be applied at global or
sub-global scales but acknowledges attempts to define methodologies to determine net-
zero / carbon neutrality at an entity level. Thereiis not yet consensus on the definition and
methodologies for assessing climate Reutrality’and net zero emissions at the entity level,
but the SBTi Net-zero standard is themostimature approach to date.

BC262. Further guidelines on sector carbon budgets, related emissions scenarios and allocation
approaches to undertakingwouldybe helpful for undertakings to set and disclose net-zero
targets.

Choice of specifi¢ disclosures

Measurable targets for climate change mitigation and adaptation

BC263. The, [draft] Standard includes the following Disclosure Requirement 8: “The
undertaking shall disclose its adopted climate-related targets”.

BE264 T his‘Bisclosure Requirement relies on two levels of information. The first level relates to
general climate-related targets that an undertaking shall disclose such as targets for
climate mitigation including energy efficiency improvement, renewables development,
GHG emissions reduction and/or net zero, as well as for climate adaptation. The second
level focuses specifically on GHG emission reduction targets as defining quantified
emissions reduction targets is a key step for undertakings to conduct an effective transition
towards global net zero. These GHG emissions reduction targets should be set on the total
GHG emissions (scope 1, 2 or scope 1,2 and 3).

BC265. Regarding climate mitigation targets, stakeholders need to understand the GHG emission
reductions that the undertaking intends to achieve in the future and their effectiveness in
ensuring compatibility with limiting global warming to 1.5 °C. Regarding climate change
adaptation targets, stakeholders need to understand how the undertaking manages
physical risks resulting from climate change and reduces its vulnerability to these risks.
Thus, targets for climate change mitigation and adaptation are valuable forward-looking
information that undertakings shall disclose. Both rely on modelling efforts that require a
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deep integrated thinking on the business model, the market demand evolution, the
products carbon intensity performance, and the sourcing strategy, etc.

Undertakings disclosing targets for climate change mitigation and adaptation shall follow
consistent rules to become more comparable, which is even more important for GHG
emissions reduction targets. General information on targets disclosing will be provided in
the Basis for Conclusions of ESRS 5.

Base year: For comparability and reliability reasons, if the undertaking discloses an
emission reduction target, it is suggested that the undertaking should select a recent base
year preceding the first reporting year of the new target period by a maximum of 3 years.
For example, for 2030 as the target year and a target period between 2025 and 2030, the
base year should be selected between 2022 and 2025. Using a similar period duration and
a recent base year should strengthen comparability of the planned or achieved reductions
during that period. If the reductions were started earlier, the disclosure of past.emissions
(before the base year if comparable) should complete the picture to diighlight early
achieved reductions.

Target years: To be aligned with the EU targets (-55% in 2030 andfclimate“aeutrality in
2050) and for comparability reasons, if the undertaking discloses an emiSsions‘feduction
target, the target years should be 2030 and 2050 with milestonessevery'5 years from 2025
to 2050. Five years is considered an acceptable and compag@ble timeframéto implement
management plans and monitor improvements in line with theypublic policies milestones.

Absolute and intensity values: Undertakings shall disélese whether their targets have
been set in absolute or intensity value. Absolute values should, be prioritised because
absolute reductions of GHG emissions are primarydto achieve the EU target of climate
neutrality. But for some growth sectors answerifig society needs like housing construction,
reductions in absolute value may not be achievablé’in the short-term and a reduction in
intensity terms would also be welcomed. Therefore, depending on their sectors,
undertakings should report targets ongscope 1, 2 and’3 in intensity terms provided that a
comparable denominator (reference value £:9y, tonnes of product) exists and is relevant.
The relevance of the activity intensity tatios relies on the sectors. For instance, the activity
denominator of the cement industryjpcouldgbe’tonne of clinker or cement when a relevant
common activity denominatofifeconsumer goods industries with a large range of products
will be more difficult to define. Undertakings disclosing GHG intensity ratios should be able
to set targets in intensity tefims and to translate them in absolute terms (which might be
increases rather than reductions)if the growth volume is higher than the intensity decrease).
In other cases, bothjarewsually complementary as intensity targets allow for comparison
overtime whateyepthejperimeter evolutions.

Scope 1, 2€and 3 GHG emissions: The scope of the GHG emissions reduction targets
between_Scope’l and™2 and Scope 3 should be clearly specified and preferably be
discloged separately. Scope 1 and 2 are emissions under the control of the undertaking
when | Scope 3 emissions are often depending on the business partners and rely on
eStimates (emissions sources and data are not under the control of the undertaking for
most categofies of Scope 3). Moreover, uncertainties associated with scope 3 categories
estimates (due to limited reliability and precision) may be important in comparison with the
planned reduction limiting the value of monitoring it.

Rast achievements: In the context of targets set over rolling period of 5 years and for
comparability reasons between early movers and beginners, undertakings should report
their past achievements on the Scope 1 and 2 GHG emission reduction provided that they
are available and comparable in terms of scope and reliability with the current rolling period.
This would allow early movers to demonstrate the progress already achieved. If such a
disclosure would be deemed meaningful, undertakings should disclose the GHG emissions
in the initial baseline year and the percentage of reduction achieved until the new baseline
year.

Decarbonisation levers: Undertakings should report their GHG emission targets (both
absolute and, if relevant, intensity) by decarbonisation lever to demonstrate the robustness
of the decarbonisation trajectory and how it has been operationalised (see also transition
plan in “Strategy” and climate mitigation action plans in “Action plans” for more
information). Most frequent levers of decarbonisation may be:
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(a) Increase the use of renewable energy,

(b) Improve energy efficiency of industrial processes,
(c) Reduce energy consumption of buildings,

(d) Switch the fleet to low carbon vehicles,

(e) Reduce Carbon footprint of supply chain,

(f) Reduce Carbon footprint of products,

(g) Reduce business travels, etc.

BC273. Decarbonisation trajectory: Undertakings should report GHG emission reduction targets
in absolute value over the forward-looking period between base year and target year with
all milestones and with a clear reference to the 1.5°C scenario (preferably sectoral rather

than contraction) or net zero target in a graphical way. These figures shoul anslated
in a graph aiming at gathering all data points to build a decarbonisati ctory or
roadmap towards alignment with 1.5°C or net zero or neutrality. See fte ative
examples from the cement sector mixing milestones and levers c i he French
National Strategy’? and a waterfall scheme between the curren ' d 2030
targets. A

Figure 6. Change in greenh gas emissions from the sector by 2050
BAU scenario.

pgrading

Fuel mix

-32%
without CCS

—

SNBC's carbon budget applied to
the cement industry (cement at
1/8th of industry)

Linear extrapolation
between 2033 and 2050

Total emissions (MtCO,e)

SNBC 2050 target: /
|

81% for industry

0
2015 2020 2025 2030 2035 2040 2045 2050

Ve

2 llustrative example of the French cement sector compared to the national target from EU Life ClimAct Project on Sectoral
Transition Plan. Available here.
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BC274. Net zero targets: Although there is not yet consensus on thedefinition andgmnethodologies

for assessing climate neutrality and net zero emissions atienterprise level, and while
international debates are ongoing (e.g., under the UNF@CC Raee to zero, the SBTi, CDP
or 1ISO), an increasing number of undertakings commit tRemselvestoe net-zero and climate
neutrality. There is a need for transparency on the credibility6f those commitments to avoid
greenwashing. Therefore, undertakings shouldgdisclose whether a net zero or neutrality
target has been set (on top of GHG emissionstteduétion targets), what the target year is
and what the perimeter, calculation assumptions and levers to achieve it are. Specifically,
undertakings should be transparent on_theyrole of voluntary offsets.

BC275. EU legislation and global reporting fram@werks: This disclosure relies on the CSRD

and European Commission’s Guidelines on reporting climate-related information. It is also
compatible with TCFD, IFRS, CDPRy, It"BuildS"upon the Science Based Target initiative.
Article 19a 2 (b) of the CSRD@requiresa description of the targets related to sustainability
matters set by the undertakingyand of‘the progress the undertaking has made towards
achieving those targets”, The)Eurepean Commission Guidelines on non-financial reporting
recommend the description of “any Climate-related targets the company has set as part of
its policies, especially anypGHG emissions targets, and how company targets relate to
national and int€fnational targets and to the Paris Agreement in particular’. TCFD final
report recommendationsypropose organisations to disclose the “targets used by the
organizationte_managerclimate-related risks and opportunities and performance against
targets?®IERS “elimate-related disclosure prototype encourages the disclosure of the
“targéts set by management to mitigate or adapt to climate-related risks or maximise
climate-related opportunities”. CDP asks details on the absolute emissions target(s), the
emissions._inténsity target(s) and any other climate-related targets.

Disclésure
Regquirement (DR#)

Required specifically
by CSRD

Required by other EU
legislation and
recommendations

Other international
framework references
/ compatibility

Measurable targets

Article 19a, 2. (d)

for climate change
mitigation and
adaptation

Commission,
Guidelines on non-
financial reporting:
Supplement on
reporting climate-
related information
(2019),
Recommended
disclosures and
further guidance 3.2

TCFD, Final Report
Recommendations
(2017), Metrics and
targets —
Recommended
disclosure (c)

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosures

12 (c) and (d) and 15
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CDP, Questionnaire
(2021), C4.1a, b and
c

Science Based
Target Initiative

BC276. Application provisions: Even if targets are considered as forward-looking information, it
does not make sense to defer the related disclosure application of one year to reduce the
reporting burden. The disclosure of measurable targets for climate change mitigation and
adaptation is only a requirement to disclose its adopted climate-related targets and not to
adopt such targets. Therefore, undertakings that do not have climate-related targets will
simply disclose they do not have climate-related targets (zero reporting).

Disclosure Requirements to be considered in future sets of standar

considered and may be retained in future sets of standards to ad
objectives particularly in relation to buildings and transport en
intensity:

(a) Activity energy intensity for undertakings belonging to the GHG-emission sectors
as defined above (expressed in kWh/unit of produ

(b) Offices energy intensity for all undertakings ice
owner expressed in KWh/m2)

occupied as tenant or

(c) Carbon intensity of the undertaking’s tertia ities
business travels expressed as kg CO2e/FTE)

ccupied offices buildings and

(d) Carbon intensity of the undertaki
COzeltonnes of goods transport
not paid transportation)

ics (transportation of goods expressed in t
tier 1 upstream and downstream, paid or

BC278. These targets on offices an ay be relevant for undertakings not belonging to
high emissions sectors as¢hey-all o offices and transport goods or employees; these
targets should probablyfbe elaped under the sector specific approach.

Q~
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Climate Actions Plans and Dedicated Resources

BC279. The Disclosure Requirements related to action plans and resources rely on the dedicated
cross-cutting reference standard ESRS 5.

BC280. This section relates to the proposals on mitigation actions and resources to achieve GHG
emission reduction targets as well as adaptation actions and resources to manage physical
climate risks. The aim is to establish transparency for investors and other stakeholders on
what key actions the undertaking has planned and implemented to achieve its GHG
emission targets, manage its transition and physical risks and consequently support its
climate-related strategy.

Background

BC281. The transition to a climate-neutral society necessitates urgent actions todtrafsformvthe
energy system, including for use in buildings, transports and industriy processes, as well
as to increase the share of renewable energy production.

BC282. Many buildings are still heated with outdated systems that us€ paolluting, fossil fuels such
as coal and oil. In particular, the number of deep renovations addressing’building shells,
relying on smart digitalisation and integrating renewable “e@n€rgy, need to increase
substantially.

BC283. All transports — road, rail, aviation and waterborne gransport& willFhave to contribute to the
55% reduction effort’®. A  combinatiod” of) efficiency improvements to
vehicles/vessels/aircrafts, fuel mix changes, greaterfuse of’sustainable transport modes
and multi-modal solutions, digitalisation for smart traffic and mobility management can
reduce GHG emissions and at the samestime significantly address noise pollution and
improve air quality.

BC284. Best practices in industry processes ‘¢an further reduce GHG emissions, thus improving
overall efficiency, by using waste “heat“andfincreasing electrification through continued
incremental improvements Offlinereasing circularity. However, to allow industry to truly
decarbonise after 2030, h§idrogen and carbon capture, utilisation and storage will need to
be developed and tested at'seale“during the 2020s.

BC285. Last but not least, €hronic or acute shifts in climate patterns can result in interruptions to
or limitations onproduetion capacity or early curtailment of operating facilities, thus having
a direct and/of'indirect financial impact on many companies.

EU ledislatiomanthrecommendations

BC286. The EWU launched in 2019 the European Green Deal” with the aim to tackle current climate
and envirgamental challenges. As one of the key elements of the European Green Deal,
the European Climate Law enshrines the EU's commitment to reaching climate neutrality
by 2050 and the intermediate target of reducing net GHG emissions by at least 55% by
2030, compared to 1990. A climate-neutral transition can only be accomplished with
contributions from all stakeholders, and especially from corporate players, which will have
to design robust and coherent transition plans and to allocate sufficient human and
financial resources to achieve their targets. In parallel to mitigation actions, the EU is taking
action on climate adaptation to address the unavoidable impacts of climate change. In
particular, the EU Strategy on Climate Adaptation’® aims at making Europe a climate-
resilient society by 2050.

8 Communication from the Commission 'Fit for 55': delivering the EU's 2030 Climate Target on the way to climate neutrality
(C/2021/550). Available here.

4 Communication from the Commission the European Green Deal (C/2019/640). Available here.

S Communication COM/2021/82 from the Commission to the European Parliament, the Council, the European Economic
and Social Committee and the Committee of the Regions Forging a climate-resilient Europe — the new EU Strategy on
Adaptation to Climate Change. Available here.

ESRS E1 Climate change Page 85 of 128
Working paper, January 2022


https://ec.europa.eu/info/sites/default/files/chapeau_communication.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1588580774040&uri=CELEX%3A52019DC0640
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2021:82:FIN

[Draft] ESRS E1 Climate change

BC287. Article 19a (e) of the draft CSRD7® requires entities to disclose “a description of any actions
taken, [...], to prevent, mitigate or remediate [actual or potential adverse impacts]”.

BC288. Under the Taxonomy Regulation??, non-financial undertakings shall disclose the part of
their CapEx and operating expenditure (‘OpEx’) which contributes to climate mitigation and
adaptation objectives. The capital expenditure shall relate to assets or processes that are
associated with Taxonomy-aligned economic activities, that are part of a plan to expand
Taxonomy-aligned economic activities or to allow Taxonomy-eligible economic activities to
become Taxonomy-aligned (‘CapEx plan’) within a 5 year timeframe or that are related to
the purchase of output from Taxonomy-aligned economic activities, provided that such
measures are implemented and operational within 18 months.

BC289. Non-financial undertakings shall disclose the key information about each of their CapEx
plans when the plan aims to expand the undertaking’s Taxonomy-aligned economic
activities. The CapEx plan shall be approved by the non-financial undertaking’s
Management Board.

BC290. Annex Il of the EMAS Regulation” requires organisations that participate inEMASWhen
planning how to achieve its environmental objectives, to determine:

(a) what will be done,

(b) what resources will be required,
(c) who will be responsible,

(d) when it will be completed.

BC291. Annex IV of the EMAS Regulation” requires qrganisations that participate in EMAS to
report on the actions implemented and plannéd to improve environmental performance,
achieve the objectives and targets and ensure compliance with legal requirements related
to the environment

BC292. The European Commission’s Guidelines gon reporting climate-related information®°
recommend describing the opportunities rélated to resource efficiency and cost savings,
the adoption of low-emission energy<sources, the development of new products and
services, access to new markets, anghbuilding resilience along the value chain. As part of
the disclosure on policies and d@ewdiligence processes, the guidelines also advise
describing any public poliey, engagement on climate-related issues undertaken by the
company, including membership offany relevant organisations or interest groups.

Global reportifig framewerks

BC293. The climate-related disclosures prototype developed by the TRWG of the IFRSS!
introddces “the following cross-industry metric related to action plans and resources,
withqut detailing the calculation methods:

6 Prop@salifor a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/ECy Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

7 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.

8 Commission Regulation (EU) 2018/2026 of 19 December 2018 amending Annex IV to Regulation (EC) No 1221/2009
of the European Parliament and of the Council on the voluntary participation by organisations in a Community eco-
management and audit scheme. Available here.

® Commission Regulation (EU) 2017/1505 of 28 August 2017 amending Annexes |, Il and Il to Regulation (EC) No
1221/2009 of the European Parliament and of the Council on the voluntary participation by organisations in a Community
eco-management and audit scheme. Available here.

8 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

8 TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.
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(a) “capital deployment — the amount of capital expenditure, financing or investment
deployed toward climate-related risks and opportunities, expressed in the reporting
currency”.

BC294. TCFD’s guidance on metrics, targets and transition plans® identifies several Transition
Plan Elements that entities should consider disclosing (Table E1 Transition Plan Elements
with TCFD pillars), covering both qualitative and quantitative elements. It should be
especially designed in consideration of, and in order to, achieve targets within defined time
horizons. Progress should be regularly tracked against these targets as well as any other
metrics.

(a) Action plans: Organisations set short-term and medium-term tactical and operating
action plans that are aligned with, and support, the strategic elements in their transition
planning

(i) Overview of current and planned initiatives to reduce climate-relateéd“tisks and
increase climate-related opportunities

(ii) Articulation of, and progress against, targets outlining proportign” of assets and/or
operating, investing, or financing activities aligned tewardgclimate-related
opportunities, based on key categories of commonly accepteddpportunities

(b) Financial plans: Transition plan clearly articulates inveStments andgother financial
implications in supporting financial plans and budgets

(i) Articulation of, and progress against, climate-rélated, targets outlining amount of
expenditure or capital investment deployed towakd climate risks and opportunities

(ii) Articulation of how expenditure or capital investment supports decarbonisation
strategy

BC295. The transition plan shall also identify risks that the*@kganisation faces from a transition to
a low-carbon economy and includegdetailed action plans for minimising risks to a
successful implementation of the transitionglan.

BC296. The CDP in its 2021 questionnaires3 reguiresgcompanies to break down their CapEx and
R&D investment by products, produ€tion methods, technologies (depending on sector of
activities) and this breakdownishotldsaceompany their action plan.

BC297. GRI 1038 states that companies‘should describe the resources allocated to their action
plan and all relevant Specificlactions such as processes, projects, programmes and
initiatives.

Users’ needs

BC298. Investors andhdata users are interested in forward-looking strategies, action plans and
financial decisjons that are driven by their climate policies and targets. In particular, when
a company develops a low-carbon action plan this provides certainty to investors and other
stakeholders that the company is adhering to its short-, medium- and long-term climate
goals\and that its business model will continue to be relevant in a net-zero carbon
economy. Disclosing resources allocated to such action plans enable investors and data
users to assess their reliability and robustness.

Conclusions

BC299. The disclosure by undertakings of their action plans and associated resources (i.e., human
resources and financial planning) gives credibility to their comments and demonstrates that
policies and targets are concretely translated in their operational and financial processes
as well as to conduct an open dialogue with the public and other interested parties.

82 TCFD, “Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.
83 CDP, “Climate Change Questionnaire”, 2021. Available here.
8 GRI 103: Management Approach (2016). Available here.
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BC300. For clarity reasons and fore the reasons as for policies, it is recommended that
undertakings should split their mitigation and adaption actions and resources.

BC301. It is also suggested that the levers of decarbonisation in the “Targets” section and the key
actions in the “Action Plans & Resources” section with their contribution to the achievement
of emissions reduction target should be the same.

BC302. The disclosure of resources dedicated to these actions should include CapEx and
potentially OpEx in order to be coherent but not limited or restricted to the Taxonomy
Regulation’s Article 8 disclosures.

Choice of specific disclosures

Climate change mitigation and adaptation action plans

BC303. The [draft] standard includes the following Disclosure Requéirement 9: “The
undertaking shall disclose its climate change mitigation ap@ adaptation action
plans”.

BC304. Undertakings disclosing climate change mitigation and adaptdtion actioniplans shall follow
consistent rules to become more comparable. General informatiop’on action plans will be
provided in the Basis for Conclusions of ESRS 5.

BC305. List of key actions: For coherence and clarity, the description,of key actions shall be
linked to major risks and opportunities disclosed iffthe “Impacts, Risks and Opportunities”
section, as well as to the levers of decarbonisation disclosed in the “Targets” section. The
list of actions shows the holistic approach of theyufidertaking to reduce GHG emissions
and limit climate change.

BC306. Time horizon: The period during whi€h eachtkey action is intended to be implemented is
another precision that demonstrates that actionsiare embedded into the business planning.

BC307. Expected outcomes: The expected ouicames aim at clarifying how the undertaking
intends to achieve its GHG €mission‘teduction target. This disclosure demonstrates the
modelling effort performedyby the undertaking and the seriousness of the roadmap. The
expected outcomes may depend, on many external factors and this forward-looking
information is rather indicative"But with expected outcomes, the target is no longer a top-
down decision for cemmuhnication purposes, it becomes a strategic plan embedded into
the business plafning‘and operations.

BC308. EU legislation andgglobal reporting frameworks: This disclosure relies on the CSRD
and Europeani@ommission’s Guidelines on reporting climate-related information. It is also
compatible with T€FD, IFRS, CDP. Article 19a 2 (e) (iii) of the CSRD requires a description
of any actions taken, [...], to prevent, mitigate or remediate [actual or potential adverse
impacts]’. The/Commission Guidelines on non-financial reporting recommend that the
companyishiould demonstrate the consistency of its actions related to climate change in
assessing its performance through target setting and reporting against the targets. TCFD
and IFRS don't use the terms of "action plans" and indirectly cover the subtopic. TCFD
guidance on metrics, targets and transition plans ask for the description of "adaptation and
mitigation activities". More particularly, it asks for "specific activities intended to reduce
GHG emissions in their operations and value chain or to otherwise support the transition".
IFRS climate prototype requires to disclose “what direct adaptation and mitigation efforts
[the organisation] is undertaking”, mentioning the examples of “workforce, changes in
materials used or product specifications, or introduction of efficiency measures”, and “what
indirect adaptation and mitigation efforts it is undertaking”, referring to the examples of
“working with customers and supply chains or use of certification schemes (for example,
an internationally recognised scheme providing certification for the sustainability of a
commodity such as lumber or palm oil)”.

Disclosure Required specifically | Required by other EU Other international
Requirement (DR#) by CSRD legislation and framework references
recommendations / compatibility
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Climate change
mitigation and
adaptation action
plans

Article 19a, 2. (e) (iii)

Commission,
Guidelines on non-
financial reporting:
Supplement on

TCFD, Final Report
Recommendations
(2017), Strategy —
Recommended

reporting climate-
related information
(2019),
Recommended
disclosures and
further guidance 3.3

disclosure (b)

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 8
(a) (iv) and (v)

Resources allocated to climate change mitigation and adaptation actiongplans

BC309. The [draft] standard includes the following Disclosure Requirement 40: “The

undertaking shall disclose financial and other resources allocatedqo clim@te change
mitigation and adaptation action plans”.

BC310. Undertakings disclosing climate change mitigation and adaptatien,related res@urces shall

follow consistent rules to become more comparable an@d more ‘Gredible. General
information on resources will be provided in the Basis for Conglusions of ESRS 5.

BC311. CapEx, R&D, OpEx and FTE: The purpose of the discl@Sute requirement of the resources

needed to implement action plans in line with policies anditargéts,is‘to demonstrate that all
these policies, targets and action plans are fully embeddeddinto the business and financial
planning of the undertaking. This should fostér integrated, thinking and reporting. Both
CapEx and OpEXx related to climate policies should"be disclosed and reconciliated with
financial statements and taxonomy regulation disclasures (KPIs and CapEx plan). CapEx
are the most obvious and easy to idéntify ones. R&D expenditures are also already
required under financial reporting standards.§When it comes to OpEx, usual reporting
systems are not structured to identify the ones relating to climate policies. The identification
of FTE dedicated to climate policies)forinstance remains a difficult question due to the fact
that some people managinggelimatefare often part-time. A precise definition of OpEx
related to climate policiesgis still not“available and the disclosure of OpEx should remain
indicative.

BC312. Consistency withgthe EU Taxenomy: The disclosure of CapEx and OpEx should be

coherent with those“presentedyunder the Taxonomy Article 8 disclosures for consistency
reasons. Whefrit\eomes to the CapEx plan, the one requested under Article 8 of the
Taxonomy Regulation may well fit the purpose. But the disclosure of CapEx and OpEx
should not belipdited orrestricted to the Taxonomy Article 8 disclosures, as the CapEx and
OpExd@ssociatedywith activities non-eligible to the Taxonomy might also be relevant to the
action plans fan climate mitigation and adaptation. Accordingly, climate-related CapEx and
OpEximay be higher than the ones disclosed under the Taxonomy regulation but not lower.

BC313aEU legistation and global reporting frameworks: This disclosure is compatible with

TCED) IFRS, CDP. TCFD and IFRS use the term of “financial planning” rather than
“tesources". TCFD final report recommendations ask for the description of "how climate-
felated issues serve as an input to their financial planning process". Moreover, TCFD
guidance on metrics, targets and transition plans asks for the metric of "capital
deployment", which is the amount of capital expenditure, financing, or investment deployed
toward climate-related risks and opportunities. IFRS climate prototype asks “how
significant climate-related risks and opportunities are included in the entity’s financial
planning decision making (for example, in relation to investment decisions and funding)”.
CDP requires companies to disclose whether, where and how climate-related risks and
opportunities have influenced financial planning.

Disclosure
Requirement (DR#)

Required specifically
by CSRD

Required by other EU
legislation and
recommendations

Other international
framework references
/ compatibility
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Resources allocated TCFD, Final Report
to climate change Recommendations
mitigation and (2017), Strategy -
adaptation action Recommended
plans disclosure (b)

TCFD, Guidance on
metrics, targets, and
transition plans
(2021), Cross-
industry, climate-
related metric
categories

O
Q
&
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Climate Performance Measurement

Energy Consumption & Mix

Background

BC314.

BC315.

BC316.

BC317.

BC318.

BC319.

Energy related activities represent the most significant GHG emission sources for many
sectors such as industry, transport and construction/real estate activities. In particular, the
combustion of fossil fuels such as coal, oil and gas emits carbon dioxide gas into the
atmosphere. Globally, energy use accounts for around three-quarters of GHG emissions
and two thirds of the growth of GHG emissions®. In the European Union, the energy sector
contributes over 75% of total GHG emissions®s.

In this context, companies have two main levers for action to combat clim@te change and
lower their environmental footprint throughout the generation, transmissiongdistribttion
and end-use of energy. On the one hand, they must decarbonisgftheir enetgy mix by
getting rid of fossil fuel sources and opting for renewable and low-Casbaom’energy sources.
On the other hand, they must save energy by reducing energy®eonsumptien and using
energy more efficiently.

The IPCC’s Special Report on Global Warming of 1,5°C® paifits out that the share of
primary energy from renewables increases while coal Usage,decreases across pathways
limiting warming to 1.5°C. From 2020 to 2050 the_primaty energy supplied by oil should
decline by -39% to -77%, and natural gas mustfchange by -13% to —-62% according to
most 1,5°C pathways By 2050, renewables sHould supply'a share of 52—67% of primary
energy, while the share from coal should decreaseto 1-7%, with a large fraction of this
coal use combined with carbon capture and storage-:

The IPCC’s Special Report on Global' Warming of 1,5°C also specifies that demand-side
measures are key elements of 1.5°C pathways/Lifestyle choices lowering energy demand
can further support achievement ofi,.5°G,pathways. By 2030 and 2050, all end-use sectors
(including building, transpoit,. andWindustry) should show marked energy demand
reductions in modelled 1.5°C pathways.

The Special Report als@ states that,1.5°C pathways include a rapid decline in the carbon
intensity of electricity, as well as energy-demand reductions through efficiency
improvements and demanadsreduction measures. Therefore, energy efficiency coupled with
energy sobrietyfisgenerally considered in policy as the primary measures to reduce energy
demand thri@ugh Jtechnolegical options such as insulating buildings, more efficient
appliances, efficient lighting, efficient vehicles, etc.

The Etropeaf,Commission’s proposal for a new Energy Efficiency Directive®® outlines that
“whileithe energy savings potential remains large in all sectors, there is a specific challenge
relatedyto transport, as it is responsible for 30% of final energy consumption, and to
buildings, since 75% of the Union building stock has a poor energy performance”. “Another
impertant sector to which increasing attention is being paid is the information and
communications technology (ICT) sector, which is responsible for 5-9% of the world's total
electricity use and more than 2% of all emissions”.

8 |EA, “Net Zero by 2050 a Roadmap for the Global Energy Sector”, 2021. Available here. IAE, “Global Energy and CO,
Status Report”, 2019). Available here.

8 Proposal for a Directive COM/2021/557 of the European Parliament and of the Council amending the Directive (EU)
2018/2001 of the European Parliament and of the Council, Regulation (EU) 2018/1999 of the European Parliament and of
the Council and Directive 98/70/EC of the European Parliament and of the Council as regards the promotion of energy from
renewable sources, and repealing Council Directive (EU) 2015/652. Available here.

87 IPCC, “Special Report on Global Warming of 1.5 °C”, 2018. Available here.

88 Proposal or a Directive COM/2021/558 of the European Parliament and of the Council on Energy Efficiency. Available

here.
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EU legislation and recommendations

BC320. The draft CSRD®° states that “achieving a climate neutral economy (...) requires the full
mobilisation of all economic sectors”, in particular “reducing energy use and increasing
energy efficiency is key in this respect as energy is used across supply chains”. Therefore,
CSRD concludes that “energy aspects should be duly considered in sustainability reporting
standards, in particular in relation to environmental matters”.

BC321. The European Green Deal®® establishes the objective of the EU becoming climate neutral
in 2050. That objective, and the objective of a 55% reduction in GHG emissions by 2030
as set out in the 2030 Climate Target Plan®! that was endorsed both by the European
Parliament and by the European Council, requires an energy transition and significantly
higher shares of renewable energy sources in an integrated energy system.

BC322. Reducing energy intensity and carbon intensity is primary to achieve the European Green
Deal objectives of resource-efficient economy and net zero emissions by 20503 Efficient
use of energy allows ensuring cost-effective delivery of the EU’s current agd future climate
ambition.

BC323. Existing EU legislation and guidelines already mandate undertakip@s to disclosg metrics
related to energy consumption and mix (European Commission’s Guidélines an reporting
climate-related information®?, SFDR®, EMAS Regulation®*) arfrequire the efficient use of
energy (e.g. Article 8 of the Energy Efficiency Directive® regardingg&nergy-audits or Article
11 of the Industrial Emission Directive® (2010/75/EU) regarding general obligations of
operators).

BC324. The associated draft RTS requires financial marketyparticipantsto disclose the share of
non-renewable energy consumption and nonzehewable \energy production of investee
companies, as well as the breakdown of energy,consumption by type of non-renewable
sources of energy.

BC325.The SFDR RTS also requires fin@ncial .market” participants to disclose “Energy
consumption intensity per high impact climate sector”, meaning the ratio of energy
consumption per unit of activity, autputior any gther metric of the investee company to the
total energy consumption of that investeexeampany.

BC326. The Taxonomy Regulation®”<emphasises the primary role of energy consumption in
reducing GHG emissions. Energy,or electricity consumption as such is also referred to in
the Taxonomy Climate Deleégated Act, e.g. in the technical screening criteria for
manufacture of aluginium or for'water supply and waste treatment.

8 Proposal for '@ directive \of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EG,, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here,

% Communication\from the Commission the European Green Deal (C/2019/640). Available here.

1 "Cemmunication from the Commission to the European Parliament, the Council, the European Economic and Social
Committeg,and the Committee of the Regions Stepping up Europe’s 2030 climate ambition Investing in a climate-neutral
future for the*benefit of our people (COM/2020/562). Available here.

92 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

% Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-related
disclosures in the financial services sector. Available here.

% The Revised Annexes of the EMAS Regulation, 2018. Available here.

% Proposal or a Directive COM/2021/558 of the European Parliament and of the Council on Energy Efficiency. Available
here.

% Directive 2010/75/EU of the European Parliament and of the Council of 24 November 2010 on industrial emissions
(integrated pollution prevention and control). Available here.

% Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.
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BC327. The European Commission’s proposal for a new Renewable Energy Directive® in the ‘Fit-
for-55’ Package® sets (i) an increased EU target to produce 40% of energy from renewable
sources by 2030; (ii) sub-targets for renewable hydrogen and hydrogen-based synthetic
fuels in transport (2.6%) and in industry (50% share in hydrogen consumption); and (iii) an
indicative target of 49% renewable share in the energy used in buildings.

BC328. In order to monitor these commitments, the European Commission’s proposal for a new
Energy Efficiency Directivel® requires sector-specific metrics to measure energy
consumption and/or production, and more specifically the share of energy from renewable
sources. Article 15a of the proposed new directive states that “member states shall set an
indicative target for the share of renewables in final energy consumption in their buildings
sector in 2030 that is consistent with an indicative target of at least a 49 % share of energy
from renewable sources in the buildings sector in the Union’s final consumption of energy
in 2030”. Article 22a of the proposed new directive states that “member states shall
endeavour to increase the share of renewable sources in the amount of enérgy, sources
used for final energy and non-energy purposes in the industry sector Y an Jndicative
average minimum annual increase of 1.1% by 2030”.

BC329. The proposed new directive furthermore establishes that “enterprises with an,average
annual consumption higher than 100TJ of energy over the previous thre€'years,and taking
all energy carriers together, implement an energy management “system.” If those
enterprises do not implement an energy management system, they are subject to an
energy audit and the results of the energy audit and the implem€ented recommendations
shall be published in the enterprise’s annual report.

BC330. The European Commission’s proposal for a new Energy Effi€iency Directive in the ‘Fit-for-
55’ Package also sets a higher binding annual target'for reducing energy use at EU level,
requiring member states to collectively ensure‘that gnergy‘eonsumption is reduced by at
least 9% by 2030 compared to 2020. It nearly doubles the annual energy savings obligation
of each Member State, to at least 1.5%geach year fflem 2024 to 2030. The public sector
will notably be required to renovate 3% of itsdpuildings each year. The proposal promotes
‘energy efficiency first’ as an overall principle of EU energy policy and marks its importance
and relevance in both its practicalfapplieationsfin policy and investment decisions.

BC331. Moreover, the revised EnergyaEfficieney Directive establishes that where member states
decide to fulfil their obligationste achieve the amount of savings required by the directive
by way of an energy efficiengy obligation scheme, they shall ensure that obligated parties
(among transmission system operators, energy distributors, retail energy sales companies
and transport fuel distributers or transport fuel retailers operating in each Member State's
territory) achieyvertheiréumulative end-use energy savings requirement within a pre-defined
calendar. It @lso requiresythat “member states shall ensure where a district heating and
cooling system is Builtger substantially refurbished it meets a set of criteria in terms of
energygeffigiency’.

Global reporting frameworks

BC332)Theyinternational frameworks generally require detailed reporting of energy consumption
and mix. CDP0%, GRI'9?2 and SASB*03 provide clear methodologies to calculate the energy
consumption within the organisation.

% Proposal for a Directive COM/2021/557 of the European Parliament and of the Council amending the Directive (EU)
2018/2001 of the European Parliament and of the Council, Regulation (EU) 2018/1999 of the European Parliament and of
the Council and Directive 98/70/EC of the European Parliament and of the Council as regards the promotion of energy from
renewable sources, and repealing Council Directive (EU) 2015/652. Available here.

9 Communication from the Commission 'Fit for 55': delivering the EU's 2030 Climate Target on the way to climate neutrality
(C/2021/550). Available here.

100 proposal or a Directive COM/2021/558 of the European Parliament and of the Council on Energy Efficiency. Available
here.

101 CDP, “Climate Change Questionnaire”, 2021. Available here.
102 GRI 302: Energy (2016). Available here.
103 SASB Standards. Available here.
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BC333.

BC334.
BC335.
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GRI proposes companies to disclose the energy consumption outside the organisation, the
energy intensity and the energy requirements of products. This implies that companies
should consider their complete value chain including the end use and is based on the logic
that companies may have a significant impact on the global energy consumption and
carbon emissions through their products. However, the provided guideline remains vague
as it is up to the undertaking to define its methodology. The case for reporting on energy
intensity or consumption by products will be detailed in the “Energy Intensity and Carbon
Intensity” section of this document.

Additionally, CDP proposes the publication of fuels consumption as feedstocks.

Energy intensity is required by reference reporting frameworks. GRI requires organisations
to disclose “energy intensity” 1% based on company specific metrics. CDP1% requires the
publication of “energy-related activities” detailing the calculation of some sectors such as
cement, chemical production and metals and mining.

Users’ needs

BC336.

BC337.

BC338.

BC339.

Based on the above, the disclosure of an undertakings energy ‘€@ensémption“and mix
supports EU climate and energy policy goals and existing regulations.

Decarbonising industrial processes and saving energy allowundertakings to enhance their
competitiveness in terms of cost reductions, limit their environmental liabilities, and grant
better preparation for future environmental regulations,théreby decreasing the transition
risk exposure of these organisations.

Moreover, the disclosure of energy consumptignrand mix infabsolute value and in intensity
ratios are key performance indicators that allow'proyiders of financial capital to assess the
level of financial risk stemming from energy consumption linked to GHG emissions. It is
observed that energy-based metrics aferequired by the SFDR but also by European
Supervisory Authorities (‘ESAS’) in their supétvisory rulebooks for financial institutions to
assess climate-related risks that could\affect financial stability.

More specifically, the usefulness ofyintensity indicators is to allow investors and other
stakeholders to compare companies from one year to another, eliminating perimeter
effects (potential acquisitions/divestments in assets for instance that could increase/reduce
absolute GHG emissions).

Conclusions

BC340.

BC342.

BC342.

Energy accountsfforassignificant share of worldwide GHG emissions. In addition to
its signifi€ant contribution to climate change, it is commonly agreed that human production
and use of energyphave further impacts on the environment. Therefore, the undertaking
should create fransparency on its energy consumption and mix.

While re€aghising that the disclosure of energy intensity per revenue is not the most
relevant indicator for non-financial sectors, it has been taken into account as this disclosure
Is requiired for financial market participants in accordance with the SFDR as it favours the
comparability between sectors.

The disclosure of energy consumption and mix is directly part of GHG emissions Scope 1
and Scope 2 calculations with no sectorial distinction according to the GHG Protocol
Corporate Standard and ISO 14064-1, which have become internationally accepted
standards.

Consequently, the reporting of energy consumption is necessary to guarantee the
accuracy of emissions accounting. Moreover, the breakdown of energy consumption
between direct fuel combustion and indirect energy consumption is particularly relevant to

104 GRI 302: Energy (2016). Available here.
195 CDP, “Climate Change Questionnaire”, 2021. Available here.
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better understand the dynamic relationship between energy consumption and GHG
emissions reduction at the undertaking level.

e of specific disclosures

Energy consumption & mix

BC343

BC344

BC345

BC346

.The [draft] standard includes the following Disclosure Requirement 11: “The
undertaking shall provide information on its energy consumption”.

. The breakdowns by non-renewable and renewable sources allow to understand the
dependence of the undertaking on different types of fossil fuels, each being associated
with GHG emissions and other environmental and social impacts. Over time, thedisclosure
allows to track efforts for decarbonising the undertaking’s energy mixfand gxtent of
deployment of renewable energy.

.Primary vs. final energy: It is recommended that all quantitativegenergy-related
information should be reported in terms of final energy consumption,as final energy is
easier to collect for preparers and such reporting appears to be'theamarket practice.

. EU legislation and global reporting frameworks: This dis€losure relies on the SFDR-
RTS and European Commission’s Guidelines on repoging climate-related information. It
answers the SFDR-RTS requirement on the share of nop-rénewable energy consumption
compared with renewable. The Commission Guidelines” on“non-financial reporting
recommend considering the KPI of “total ener@y consumption and/or production from
renewable and non-renewable source”. GRI"302-4"requires the disclosure of energy
consumption within the organization, including totalfuel consumption from non-renewable
sources and renewable sources. Thegproposal ofGRI 302-2 to disclose the energy
consumption outside the organisation is n@t, included in the proposal. CDP asks the
reporting of the organization’s energy, consumption totals and by fuel types, as well as
details on the electricity, heat, steam and cooling generated and consumed.

Disclosure
Requirement (DR#)

Required specifi€ally
py‘CSRD

Required by other EU
legislation and

Other international
framework references

recommendations / compatibility
Energy consumption SFDR, Climate and GRI 302-1
& mix other environmental- . .
L CDP, Questionnaire
related indicators 5. (2021). C8.2

Commission,
Guidelines on non-
financial reporting:
Supplement on
reporting climate-
related information
(2019),
Recommended
disclosures and
further guidance 3.5

Energy intensity

BC347

BC348

ESRS E1 Climate change

.The [draft] standard includes the following Disclosure Requirement 12: “The

undertaking shall provide information on the energy consumption associated with
activities in high climate impact sectors per net turnover”.

. EU legislation and global reporting frameworks: This disclosure relies on the SFDR-

RTS and European Commission’s Guidelines on reporting climate-related information.
This disclosure answers the requirement on the energy consumption per revenue of
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investee companies, per high impact climate sector from RTS on ESG disclosure under

the SFDR.
Disclosure Required specifically | Required by other EU Other international
Requirement (DR#) by CSRD legislation and framework references

recommendations

/ compatibility

SFDR, Climate and

GRI 302-3

Energy intensity
other environmental-
related indicators 6.

Disclosure Requirements to be considered in future sets of standards

BC349. The disclosure of energy intensity ratios per revenue certainly fosters comparability, but is,
however, not the most relevant and reliable indicator for non-financial sectors,fof the‘below
reasons:

(a) it may be less environmentally robust due to the volatility of eGea@mic metrics and
method reliance on idealised conditions.

(b) it may not be correlated with emissions tied to physical prodlction processes, especially
for sectors with high price fluctuations.

(c) target progress can be difficult to track if undertakings expetience financial losses in
certain years.

BC350. Therefore, undertakings that pursue activitieS§inghigh climate impact sectors should
disclose their energy intensity per activity (MWh/unitof production) because denominators
relying on sectoral production units incéréase the quality and relevance of information.
However, since these denominatorstare only, comparable for companies in the same
sector, the disclosure is particularly\relevant for companies belonging to high climate
impact sectors and hence should be, consideréd for sector-specific standards.

BC351. Numerators of intensity ratioS'should,becalculated on the same scope (in terms of activities
covered) as the denominators§for consistency reasons. This means that the absolute
values of the “Energy Consumption’ sub-topic should be considered as the source of the
data but may have to be split bygactivity (if several) in order to match with production units
per activity. Energy<intensitygshould therefore be disclosed broken down by activity or
operating segments /business unit and the denominator should be adapted to use an
activity-spegific meitric.

BC352. Informatieq,on‘€nergy intensity of buildings (MWh/m?) was considered to be aligned with
EU gfeen buildings objectives and to support the proposal for recasting the EU Energy
Efficiency Directive. Since all undertakings are occupying offices, the disclosure is relevant
forall“andertakings whatever the sector. The disclosure is postponed to a later set as it
mustbe segmented by building types (offices, hotels, shopping centres, etc.) according to
seetonspecific standards.

BC358; Undertakings that pursue activities in the sectors for which the use of hydrogen is relevant
may disclose the share of green hydrogen in the total energy consumption (%). The
disclosure aims to support EU sub-targets for renewable hydrogen and hydrogen-based
synthetic fuels in transport (2.6%) and in industry (50% share in hydrogen consumption)
from the proposal for a revised Renewable Energy Directive in the “Fit for 55” Package. It
should be closely aligned with the related EU legislation still underway.
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Greenhouse Gases Emissions

Background

BC354.

BC355.

BC356.

BC357.

The IPCC's Sixth Assessment Report on Climate Changel% confirms that human activities
are at the root cause for global climate change. Greenhouse gases emissions have been
increasing since the first industrial era and the consequences for humans and their
environment are already and will be particularly severe. According to the IPCC report,
human influence has warmed the climate at a rate that is unprecedented in at least the last
2000 years. In 2019, atmospheric carbon dioxide (COz) concentrations were higher than
at any time in at least 2 million years, and concentrations of methane (CH4) and nitrous
oxide (N20) were higher than at any time in at least 800,000 years. Since 1750, increases
in COz2 (47%) and CH4 (156%) concentrations far exceed, and increases in N20.(23%) are
similar to, the natural multi-millennial changes between glacial and interglaciglperiods over
at least the past 800,000 years. Human-induced climate change is already affecting,many
regions across the globe, e.g. by heatwaves, heavy precipitation, droughts§ increasing
amount and intensity of tropical cyclones or rising sea levels.

As reminded by the IPCC’s 2018 Special Report on Global Wammingiéf 1,5%6°7, human
activities, notably in the sectors of industry, buildings, transport, energypafid agriculture,
represent the main sources of GHG emissions. They increaseithe £02 concentration in the
atmosphere, causing an additional greenhouse effect and generating a radiative forcing.
This results in an imbalance between carbon sources “and, sinks, which disturbs the
distribution of the energy budget on the earth. The aceumulated energy leads to the
warming of the ocean (93% of energy budget), the melting of the ice (3%), the dissipation
into the ground (3%), and the warming of the atmosphere (1%).

In this context, since 2015 the EU Member States‘are committed to the Paris Agreement
which entails limiting global warming 16"well below 2°C and pursuing efforts to limit it to
1.5°C above pre-industrial levels.108

The IPCC’s 2018 Special Report @n Global Warming of 1,5°C and 2021 Sixth Assessment
Report on Climate Change insist onithe cléar benefits to people and natural ecosystems
of limiting global warming to 156°C¥eemipared to 2°C. On the one hand, climate change has
environmental consequgnees, Reluding but not limited to the increase in water and soil
temperatures, the sea level risg, theymelting of glaciers and ice caps, the changes in ocean
currents, the disruption of the“water cycle (floods, droughts, submersions, cyclones),
extreme events (heatypeakSpfires), the increase in the ozone hole, the decline in marine
and land biodiyersity, and the decrease in freshwater resources. On the other hand, climate
change raisés sqcial_issues, including but not limited to the impacts on human health
(displacementief’endemic areas for diseases, increase in microbial diversity, rising heat-
related'mortality;etc.), the decrease in agricultural yields, the multiplication of famines, the
increase of climaterefugees and geopolitical risks.

Asqconsequences from climate change become more frequent and prominent,
governments are expected to increase efforts in climate change mitigation and adaptation.
Newgpolicies and additional market-based incentives can drive significant reductions in
GHG emissions and can direct economic growth onto a low-carbon trajectory. This can
ereate substantive opportunities for undertakings but also poses risks to companies, if they
are unable to adjust their business models.

198 |pCC,
w7 |pCC,

“Sixth Assessment Report on Climate Change”, 2021. Available here.

“Special Report on Global Warming of 1.5 °C”, 2018. Available here.

108 EU's ratification of the Paris Agreement, 2016. Available here.
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EU legislation and recommendations

BC358. The draft CSRD9 states in recital 41 that with regard to climate-related information, users
are “interested in the level and scope of GHG emissions and removals!1C attributed to the
undertaking, including the extent to which the undertaking uses offsets!!! and the source
of those offsets”. It stresses that “achieving a climate neutral economy requires the
alignment of GHG accounting and offset standards” and that “users need reliable
information regarding offsets that addresses concerns regarding possible double-counting
and overestimations, given the risks to the achievement of climate-related targets that
double-counting and overestimations can create”. It concludes that “the reporting
standards should therefore specify the information undertakings should report with regard
to those matters”.

BC359. The EU launched in 2019 the European Green Deal''2 with the aim to tackle current climate
and environmental challenges. As one of the key elements of the European Green Deal,
the European Climate Law!!2 enshrines the EU's commitment to reaching clifmate neutrality
by 2050 and the intermediate target of reducing net GHG emissions hy ableasti’55%, by
2030, compared to 1990. By 2050, the EU’s GHG emissions must#be netizero!* and
economic growth decoupled from resource use. Thus, the tragSitiongrequires active
participation from businesses to bring down GHG emissions:§@onsequently, the
comprehensive measuring of and reporting on undertakings’ GHG emissioas is central to
verifying that the EU is on the trajectory towards net zero efiissions by 2050.

BC360. In July 2021, the European Commission published the¢kit-for-582 package!!®. It consists
of a chapeau Communication and 15 interconnected legiSlativeyproposals, aiming to deliver
the European Green Deal and set the EU’s climateyand‘\energy framework on course to
meet the new target of reducing GHG emissiofs byjat least 55% by 2030 compared to
1990 levels. It notably includes: a review of the,EM"ETS,"a proposal for establishing a
Carbon Border Adjustment Mechanism (CBAM) and several other initiatives, including an
update of the Energy Taxation Directivei®a new social climate fund to protect vulnerable
households; stricter emissions standards forg@ars (proposing to end the sale of petrol and
diesel cars and vans from 2035); new energy efficiency standards for buildings; new
targets for renewable energy andilandyuse_and forestry, and new requirements for the
aviation and maritime shipping,sectors.

BC361. The SFDR¢ requires fiflanciah market participants to disclose GHG emissions from
investee companies broken‘dewniin Scope 1, Scope 2 and Scope 3. In order to fulfil this

199 Proposal for a directivefof the Eurgpean Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive £2006/43/[EC and{Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.

110 According to the glossary afythe IPCC, removals refer to the withdrawal of GHGs from the atmosphere as a result of
deliberate human activitiesSgirhese include enhancing biological sinks of CO, and using chemical engineering to achieve
long-term removal and storage. Carbon capture and storage (CCS) from industrial and energy-related sources, which alone
does not remove €O, in the@atmosphere, can reduce atmospheric CO;if it is combined with bioenergy production (BECCS).
See alse, Anthrepogeniefemissions, Bioenergy with carbon dioxide capture and storage (BECCS) and Carbon dioxide
captureiandistorage (CCS).

11Whe GHG protecol define offset as a discrete GHG reductions used to compensate for (i.e., offset) GHG emissions
elsewhere, for example to meet a voluntary or mandatory GHG target or cap. Offsets are calculated relative to a baseline
that represents a hypothetical scenario for what emissions would have been in the absence of the mitigation project that
generates the offsets. To avoid double counting, the reduction giving rise to the offset must occur at sources or sinks not
included in the target or cap for which it is used.

112 Communication from the Commission the European Green Deal (C/2019/640). Available here.

113 Amended Proposal for a Regulation COM/2021/563 of the European Parliament and of the Council on establishing the
framework for achieving climate neutrality and amending Regulation (EU) 2018/1999 (European Climate Law). Available
here.

114 According to the glossary of the IPCC, net zero CO, emissions are achieved when anthropogenic CO, emissions are
balanced globally by anthropogenic CO, removals over a specified period. Net zero CO, emissions are also referred to as
carbon neutrality.

115 Communication from the Commission 'Fit for 55': delivering the EU's 2030 Climate Target on the way to climate neutrality
(C/2021/550). Available here.

116 Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-
related disclosures in the financial services sector. Available here.
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reporting requirement, financial market participants need ready-to-use information of the
direct and indirect GHG emissions of their investee companies.

BC362. The SFDR also requires financial market participants to disclose “GHG intensity” of
investee companies calculated in accordance with the following formula.

Z current value of investment: investee company’s Scope 1,2 and 3 GHG emissionsi
X
current value of all investments (€M) investee company’s€M revenuei

BC363. The European Commission’s Guidelines on reporting climate-related informationtt?
recommend that entities in the scope of the NFRD?*!8 calculate and report direct and indirect
GHG emissions according to the three scopes of the GHG Protocol (Scope 1, Scope 2 and
Scope 3).

BC364. According to the European Commission’s Guidelines on reporting climate-related
information, Scope 3 should account for emissions from activities that occur “dewnstream”
and “upstream” from the company’s own operations. Companies should net exclude any
activity that would compromise the relevance of the reported Scope 3 ‘GHG£&missions
inventory.

BC365. The European Central Bank (‘ECB’)!1° states that financial instititionsdare expected to
disclose climate-related risks that are financially material ingline “With thé” European
Commission’s Guidelines on reporting climate-related information. In)partiedlar, institutions
are expected to disclose their Scope 1, 2 and 3 GHG emissions.

BC366. GHG emissions reporting is also required by the EU EMiSsion Trading Scheme (‘ETS’)120
and the EU EMAS Regulation'?, More specifically, the \EU ETS,in phase IV covers CO:
emissions (fairly equivalent to Scope 1 emission§ pthe\GHG protocol), N20 emissions
from all nitric, adipic and glyoxylic acid pra@uction, PFE emissions from aluminium
production. Annex IV of the EMAS regulation?? régdires organisations that take part in the
voluntary scheme to report on their “total annual emigsion of greenhouse gases”, including
at least emissions of CO2, CH4, N2O,#MFCs, PFCs, NFz and SFe, expressed in tonnes of
CO2 equivalent” in absolute and intensity tesmshaccording to an established methodology,
such as the GHG Protocol.

Global reporting framewotks

BC367. The GHG Protocol and ISO 16064*1 have guided the current accounting and reporting
practice on GHG efnissiens.

BC368. The GHG Protocol Corporate Standard!??® defines three scopes of GHG emissions and
provides methodological guidelines for their compilation and calculation. Scope 1 contains
the direct GHG emissions occurring from sources that are owned or controlled by the
undertaking. Scope 2 contains indirect GHG emissions from the purchase of electricity,
steam, and heating/cooling. Scope 3 contains other indirect GHG emissions occurring in
the value chains of an undertaking. The GHG Protocol defines 15 categories to which a
company's indirect Scope 3 GHG emissions can relate. The GHG Protocol Corporate
Standard is supplemented by the GHG Protocol Corporate Value Chain (Scope 3)

17 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

118 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 amending Directive 2013/34/EU
as regards disclosure of non-financial and diversity information by certain large undertakings and groups. Available here.

119 ECB, “Guide on climate-related and environmental risks”, 2020). Available here.
120 Eyropean Commission, “EU Emissions Trading System (EU ETS)”. Available here.

121 The Revised Annexes of the EMAS Regulation, 2018. Available here.

122 commission Regulation (EU) 2018/2026 of 19 December 2018 amending Annex IV to Regulation (EC) No 1221/2009
of the European Parliament and of the Council on the voluntary participation by organisations in a Community eco-
management and audit scheme (EMAS). Available here.

123 GHG Protocol “Corporate Standard”, 2004. Available here.
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BC370.

BC371.

BC372.

BC373.
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Standard!?4, that includes further requirements and guidance on how to prepare and report
on Scope GHG emissions.

ISO 14064-1'%5 is an international standard for quantification and reporting of GHG
emissions at an organisation’s level. Like the GHG Protocol, ISO 14064-1 distinguishes
between direct and indirect emissions but does not define scopes. While Scope 1
emissions in the GHG Protocol correspond to the direct emissions of ISO 14064-1, ISO
14064-1 summarises Scopes 2 and 3 as indirect emissions. Despite some discrepancies
in the two methodologies, the standards are considered to be fairly harmonised.

GRI 305%% requires the disclosure of direct GHG emissions (Scope 1), energy indirect
GHG emissions (Scope 2) location based and if applicable market-based, other indirect
GHG emissions (Scope 3) by categories and GHG reductions broken down by business
unit, by country, by type of source or activity. It also requires “GHG emissions intensity”.
GRI 305 provides detailed compiling and calculation methods requirements.

The CDP, in its climate change questionnaire!?’, requires in sections £5, C6 and C7

comprehensive data on Scope 1, 2 and 3 emissions and assgeiatedgcalculation
methodologies and breakdowns. It also requires the publication ofgfemissions, intensity”
detailing the calculation of some sectors such as cement, chemicalprodyetion and metals
and mining.

The climate-related disclosures prototype developed by€the TRWG “of the IFRS1%8
introduces the following cross-industry metric related to GHG emissions, without detailing
the calculation methods:

(a) “greenhouse gas emissions — in terms of absoluie grass'Scope 1, Scope 2 and Scope
3, expressed as metric tonnes of CO2 equivalent,in aceordance with the Greenhouse
Gas Protocol, and emissions intensity”.

The TCFD recommends the disclosure of Scope 1,%Scope 2, and, if appropriate, Scope 3
GHG emissions since these are the miain driyer for an undertaking’s transition risks. The
TCFD’s “Guidance on Metrics, Targgets, afd ransition Plans”1?° states in addition that
“disclosure of GHG emissions is eucialfor users to understand an organization’s exposure
to climate-related risks and opportthitiestand’is also foundational information from which
other climate-related inform@ationgis._estimated. Disclosure of absolute GHG emissions
across an organization’s ¥alueghain provides insight into how a given organization may
be affected by policyfregulatoryy market, and technology responses to limit climate
change, while associated GHG, emissions intensity information can provide a useful
comparison across ‘Organizations’.

BC374. TG@FD Y'strongly encourages all organizations to disclose Scope 3 GHG
emission”. TE€FD#futher “argues that “there has been significant work to advance the
understandingi@nd calculation of GHG emissions for financial organizations, allowing
finangial preparers, to disclose their own Scope 3 GHG emissions in a more comparable
and ¢complete manner”. TCFD “recognizes several challenges associated with disclosure
of'Scope 3 GHG emissions, including data availability, calculation methodologies, scoping,
and\erganizational barriers”. TCFD mentions a 2017 study by CDP, which found that of the
thfee GHG emissions scopes, “approximately 40% of global GHG emissions are driven or
influenced by organizations through their purchases (i.e., purchased goods and services)
and through the products they sell” (in other words, through their Scope 3 GHG
emissions)”. The 40 % threshold is also referred to by the SBTi'* that states “if Scope 3
emissions compose over 40% of total Scope 1, 2, and 3 emissions, companies shall

124 GHG Protocol “Corporate Value Chain (Scope 3) Accounting and Reporting Standard”, 2011. Available here.

125 SO 14064-1:2018 Greenhouse gases — Part 1: Specification with guidance at the organization level for quantification
and reporting of greenhouse gas emissions and removals. Available here.

126 GRI 305: Emissions, 2016. Available here.
127 CDP, “Climate Change Questionnaire”, 2021. Available here.
128 TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.

129 TCFD,
1% SBTj, *

ESRS

“Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.

‘Corporate Manual”, 2021. Available here.
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develop ambitious Scope 3 targets that collectively cover at least two-thirds Scope 3
emissions”.

BC375. SASB Standards®?! pursues a sector-specific approach. Reporting of GHG emissions is a
general issue category in the SASB standards but only relates to Scope 1 emissions in
carbon intensive sectors.13?

Users’ needs

BC376. Accounting and disclosing quantitative information on GHG emissions fulfils the purpose
of informing investors and other stakeholders on how an undertaking is progressing
towards reducing its GHG emissions in line with its climate targets. This is an essential
information for external stakeholders and the undertaking itself to monitor — on an ongoing
basis — whether the undertaking is on a trajectory towards net zero and, as sueh, whether
it supports the respective EU policy goals. Transparency on direct andfindirect GHG
emissions is also an important prerequisite for the assessment of, anjundertaking’s
transition risks.

BC377. Furthermore, investors and other stakeholders that rely on the abilitypof the undertaking to
create value must be able to obtain a comprehensive understanding ofithe extent to which
GHG emissions throughout an undertaking’s value chain affect its risk"pfofile. Because
investors make decisions based — among other things —“engthe risks to which the
undertakings are subject to, this will lead to better igestments, decisions. In addition,
including the whole value chain will allow other stakeholdersand the undertaking itself to
obtain the full picture of its carbon footprint, as thegmajorityg6f GHG emissions often occur
in indirectly from activities in the value chain.

BC378. The proposed Regulatory Technical Standard undef'the SFDR will require financial market
participants to disclose the Scope 1, 2 and 3 GHG emissions of their investee companies
as well as GHG intensity per revenue 4it'is thetefore necessary that undertakings pursuant
to the CSRD report that information througlitheyESRS.

BC379. Undertakings also increasingly repart onytheigefforts to remove CO: from the atmosphere,
their activities in financing GHG mitigation projects outside their value chain (“offsets”) or
avoided GHG emissions fronttheirpraducts and services. Users appear to be interested
in such information begingQprovided with the necessary transparency on accounting
methodologies, assumptions ‘and quality criteria applied to avoid unsubstantiated claims
and greenwashing¢

Conclusions

BC380. Measdring ‘and “teporting GHG emissions from own operations (Scope 1), externally
purchased energy (Scope 2) and the value chain (Scope 3) is a central element of the
ESRSon climate change mitigation from an impact and financial materiality perspective
andiconcludes these emissions should be reported by all undertakings.

BC381%Reperting on Scope 1 and 2 GHG emissions is a well-established practice and
methodological standards, on which preparers can rely, are readily available.

BC382. Accounting and reporting on Scope 3 GHG emissions involves difficulties for preparers
because the related GHG emission sources are not under the direct control of the
undertaking. However, the analysis of the TCFD that progress in Scope 3 data and
methodologies has been made over the last years and stresses in that information on GHG
emissions in the value chain often account for the bulk of an undertaking’s carbon footprint
and can entail risks for the undertaking’s own operations, products and services. For
proportionality, reporting on Scope 3 should be limited to the significant Scope 3
categories, determined at the entity level.

131 SASB Standards. Available here.
132 SASB Materiality Map. Available here.
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BC383. As a consequence, it is recommended that undertakings from all sectors shall disclose

Scope 1, Scope 2 and Scope 3 GHG emissions.

BC384. Furthermore, it is recommended that the disclosure of GHG intensity per revenue shall

apply to all companies as it allows to meet the information needs of financial market
participants according to the SFDR while taking into account companies have better
knowledge of their revenue details than financial market participants.

BC385. By including GHG emissions stemming from undertakings’ value chains, there will be a

“double counting” of emissions, as one undertaking’s indirect emissions from purchased
energy and in the value chain relate to other entity’s emissions from operations. However
the inherent double counting in the reporting of Scope 2 and 3 emissions does not impair
the quality and understandability of a disclosure on GHG-emissions. Contrary, reporting
on Scope 2 and disclosing Scope 3 is considered as an added value for stakeholders to
understand the carbon footprint of an organisation and its dependencies on fassil fuels.

BC386. An undertaking’s management and reporting efforts should focus ongfeducing GHG

emissions from its own operations and the value chain but acknowledges, ihe need to
ensure the provision of substantiated information on GHG removalsgoffsets and avoided
GHG emissions, should it be reported by an undertaking. Censeguently,9Optional
Disclosure Requirements 17, 18 and 19 should cater for this needmif amundertaking deems
it material to disclose information on GHG removals, offsets @r avoitled strategies, it shall
adhere to the provisions of these optional Disclosure Requirements.

Choice of specific disclosures

GHG emissions Scope 1

BC387. The [draft] standard includes thg following Disclosure Requirement 13: “The

undertaking shall disclose its gross Scépe 2 GHG emissions in metric tons of CO»
equivalent”.

BC388. Scope 1 GHG emissionsifiundertakings shall disclose Scope 1 GHG emissions in

absolute value over comparativie year(sy and in relation to a base year to allow investors
and other stakeholdersfto undertake evolution analysis and monitoring the performance.
The option to add shart-lived<elimate forcers that are usually not accounted for in the
reporting on GHG eémissiens, like'black carbon and tropospheric ozone, is being discussed
and could be cevered'in the sectoral standard.

BC389. Share undérregulated emission trading schemes: In addition to the total Scope 1 GHG

emissions, undertakings shall report separately direct GHG emissions under the regulated
emission trading'schemes, including the EU ETS and national schemes. This will allow to
calculate the potential financial effects related to emission trading in the future as part of
anyundertaking’s transition risk (see the “Financial Exposure to Transition” subtopic in the
“‘Performanceé” Measurement” section) and ensure consistency with existing reporting
requirements under the EU ETS.

BC390. EU legislation and global reporting frameworks: This disclosure relies on the SFDR-

RIS and European Commission’s Guidelines on reporting climate-related information. The
disclosure of Scope 1 GHG emissions is compatible with TCFD, IFRS, GRI, CDP. It
answers the requirement on the Scope 1 GHG emissions from the SFDR-RTS. The
Commission Guidelines on non-financial reporting recommend considering the KPI of
“GHG emissions from sources owned or controlled by the company (Scope 1)”. Both TCFD
proposed guidance on metrics, targets and transition plans and IFRS climate prototype ask
for the metric of “GHG emissions”, including absolute Scope 1. 305-1 requires the
disclosure of direct (Scope 1) GHG emissions. CDP asks the reporting of gross global
Scope 1 emissions.

Disclosure Required specifically | Required by other EU Other international
Requirement (DR#) by CSRD legislation and framework references
recommendations / compatibility
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GHG emissions
Scope 1

SFDR, Climate and
other environmental-
related indicators 1.

Commission,
Guidelines on non-
financial reporting:
Supplement on
reporting climate-
related information
(2019),
Recommended
disclosures and
further guidance 3.5

TCFD, Guidance on
metrics, targets, and
transition plans
(2021), Cross-
industry, climate-
related metric
categories

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

(@)
GRI 305-1

CDP, Questionnaire
(2021);°C6.14C5x1
andf?

GHG emissions Scope 2

BC391. The [draft] standard includes the following Disclosure“Requirement 14: “The

BC392. Location-based and market-based appr@aches:

undertaking shall disclose its indirect energy Scope'2 GHG emissions in metric tons
of CO; equivalent”.

indirect GHG emissions from
purchased energy (Scope 2) shall be reported gy le€ation-based (grid emissions factors)
and market-based (energy suppliers-specific data) values. GHG Protocol Corporate
Standard and Scope 2 Guidance and GRI'305 ask to report Scope 2 GHG emissions based
on both methods. Moreover, both approachésyhave inherent advantages and drawbacks
and a choice by the preparer in favour,of one gr'the other could undermine comparability.
Location-based method reflects theyaverage£mission intensity of the grids from which the
electricity is taken. Marketsased method reflects the emissions from electricity that
companies have chosengor net) on“the market. Contractual instruments used include
energy Attribute CertifigateS)i(RE@s, GOs, I-RECs, ...), direct contracts, supplier specific
emission factor, and emissiondfactors representing energy and emissions not tracked or
unclaimed (residudhmix)s

BC393. EU legislatiopand glabal reporting frameworks: This disclosure relies on the SFDR-

RTS and Edropean.Commission’s Guidelines on reporting climate-related information. It is
compatible with¢TCFD,IFRS, GRI, CDP. This disclosure answers the requirement on the
Scopef2 GHG “emissions from the SFDR-RTS. The Commission Guidelines on non-
finangial reporting fecommend considering the KPI of “indirect GHG emissions from the
géneration of jacquired and consumed electricity, steam, heat, or cooling (collectively
referredtegads “electricity”) (Scope 2)”. Both TCFD guidance on metrics, targets and
transition plans and IFRS climate prototype ask for the metric of "GHG emissions",
including absolute Scope 2. GRI 305-2 requires the disclosure of indirect (Scope 2) GHG
emissions. CDP asks the reporting of gross global Scope 2 emissions as well as the
Organisation’s approach to reporting Scope 2 emissions.

Disclosure
Requirement (DR#)

Required specifically
by CSRD

Required by other EU
legislation and
recommendations

Other international
framework references
/ compatibility

GHG emissions
Scope 2

SFDR, Climate and
other environmental-
related indicators 1.

Commission,
Guidelines on non-
financial reporting:
Supplement on

TCFD, Guidance on
metrics, targets, and
transition plans
(2021), Cross-
industry, climate-
related metric
categories
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reporting climate-
related information
(2019),
Recommended

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

(@)

disclosures and
further guidance 3.5 | R 3052
CDP, Questionnaire
(2021), C6.2 and 3,

C5.1and 2

GHG emissions Scope 3

BC394.

BC395.

BC396.

BC397.

BC398.

The [draft] standard includes the following Disclosure Requirement®15: “The
undertaking shall disclose its gross indirect Scope 3 GHG emissionsgn metric tons
of CO2 equivalent”.

Screening of Scope 3 categories: Not all 15 categories identified infthe GKHG Rrotocol do
necessarily have to be part of Scope 3 reporting. Their quantitativeysigfificance and the
levers for actions on the sources of Scope 3 GHG emissions shalljbetakenginto account.
With regard to the quantitative significance of total Scope 3¢emissions, TCFD refers to a
40% threshold and the SBT3 states that “if scope 3 emissionsiedmpose over 40% of total
Scope 1, 2, and 3 emissions, companies shall develgpsambitious Scope 3 targets that
collectively cover at least two-thirds Scope 3 emissions®, It iS’suggested to refrain from a
fixed threshold and rather suggest to follow a critéfia-based approached based on GHG
Protocol Corporate Value Chain (Scope 3) Ac€ounting and, Reporting Standard (Version
2011, p. 63) or ISO 14064-1:2018 Annex H.3.

Breakdown by overarching Scope 3 categories:'®kom a practical point of view and for
purpose of presentation, it was con$ideredguseful to reduce the amount of Scope 3
categories and proposes to summarise the”15categories from the GHG Protocol to five
overarching categories: 1) upstréam purchasing, 2) downstream sold products, 3) goods
transportation, 4) travels and 5) finangial in¥estments. Upstream purchasing would include
the GHG protocol categories®pufehased goods and services”, “capital goods”, “fuel- and
energy-related activities, (net included in scope 1 or scope 2)”, “upstream leased assets”
and “waste generated in “Operations”. Downstream sold products would comprise
“processing of sold products”§use of sold products”, “End-of-life treatment of sold
products”, “Downstream“leased assets”, “Franchises”. Goods transportation would
comprise “upstream transportation and distribution” and “downstream transportation and
distribution’d Travels and financial investments reflect the respective GHG Protocol
category. Thisy€lustering does not impair the requirement to compile the necessary
informationWbased on the 15 categories introduced by the GHG Protocol Corporate
Standard.

Updateyof Scope 3 inventory: Scope 3 emissions are often estimates based on external
datathat are difficult to collect. For proportionality reasons, the disclosure may rely on a
Scopel3 inventory that is at least fully updated every three years, or earlier in the event of
substantial changes to the undertaking itself (e.g. through mergers and acquisitions) or its
walue chain (e.g. through the substitution of a key raw material for production).

Role of GHG protocol standards and guidance: standards and guidance provided by
the GHG protocol is widely used by undertakings and generally accepted. Hence, it is
suggested that undertakings should generally rely on the GHG Protocol Corporate Value
Chain (Scope 3) Accounting and Reporting Standard and related calculation guidance
when compiling their Scope 3 GHG emissions for disclosure. The GHG Protocol Scope 3
Standard allows for methodological choices, such as the use of supplier specific data,
averages and proxies. In this case, it is recommended to use the following merit order that
aims to increase the accuracy of the data: 1) supplier specific data, 2) average of country
before average of sector or product, 3) proxies based on spent. Moreover, despite GHG

133 SBTI,

ESRS

‘Corporate Manual”, 2021. Available here.
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Protocol sectoral guidance, more sector specific definitions are needed to improve the
comparability of Scope 3 disclosures.

BC399. EU legislation and global reporting frameworks: This disclosure relies on the SFDR-

RTS and European Commission’s Guidelines on reporting climate-related information.
This disclosure is compatible with TCFD, IFRS, GRI, CDP. This disclosure answers the
requirement on the Scope 3 GHG emissions from the SFDR-RTS. The Commission
Guidelines on non-financial reporting recommend considering the KPI of All indirect GHG
emissions (not included in scope 2) that occur in the value chain of the reporting company,
including both upstream and downstream emissions (Scope 3)”. Both TCFD guidance on
metrics, targets and transition plans and IFRS climate prototype ask for the metric of "GHG
emissions", including absolute Scope 3. 305-3 requires the disclosure of other indirect

(Scope 3) GHG emissions. CDP asks the accounting of Scope 3 emissions.

Disclosure
Requirement (DR#)

Required specifically
by CSRD

Required by other EU
legislation and
recommendations

Other intérnational
framework references
hcompatibility

GHG emissions
Scope 3

SFDR, Climate and
other environmental-
related indicators £

Commission,
Guidelines on\nen:
financial reporting:
Supplement,on
repofting climates
relatediinformation
(2019),

TEFDFGuidance on
metrics, tafgets, and
fransitieft plans
(2021), Cross-
industry, climate-
related metric
categories

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

Recommended (@)
disclesures and GRI 305-3

further guidance 3.5
CDP, Questionnaire
(2021), C6.5, C5.2

Total GHG emissions

BC400. The [draft] standard¥includes the following Disclosure Requirement 16: “The

undertaking, shall_disclose its total GHG emissions in metric tons of CO2
equivalent”.

BC401. BreakdownsQby“eperating segments: The breakdown of total GHG emissions by

ESRS E1 Climate change

operating segments is deemed necessary since especially larger undertakings are often
pursuing,diffefent economic activities and business models which can significantly differ in
theirGHG emissions profile. A breakdown by operating segments is recommended, rather
thamby, economic activities or sectors because the operating segments correspond to the
undertaking’s decision-making and are therefore easiest to track down in an undertaking’s
fafermation system.
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GhG Emissions Split by Scope

- = Scope 1

8%

Scope 2
17%

| Scope 3 upstream

.

| Scope 3 transport

25%
i 3 Scope 3
downstream
BC402. EU legislation and global reporting frameworks: This disclosure relie SFDR-
RTS and European Commission’s Guidelines on reporting climate-rela jon.
This disclosure is compatible with TCFD, IFRS, GRI, CDP.
Disclosure Required specifically ational
Requirement (DR#) by CSRD references

/ compatibility

Total GHG emissions FD, Guidance on
metrics, targets, and
transition plans
(2021), Cross-
industry, climate-
related metric

categories

ng climate- IFRS, Climate-related
d information Disclosure Prototype
(2019), (2021), Disclosure 13
Recommended (a)

disclosures and GRI305-1, 2 and 3

further guidance 3.5

CDP, Questionnaire
(2021),C6.1, 2, 3
and 5, C5.1 and 2

optional)

ndertaking may disclose GHG removals from its own operations as well as in
e chain in metric tons of CO, equivalent”.

to which extent they enhance natural sinks or apply technical solutions to remove GHGs

from the atmosphere. This information will allow to stress efforts to remove GHGs from the
atmosphere in an undertaking’s own operations and its value chain. Nevertheless,
generally agreed concepts and methodologies for accounting of GHG removals are still
missing. Therefore, undertakings that deem it material to report on GHG removals shall be
required to describe the nature of removals included in the disclosure as well as the
assumptions made and the methodologies and frameworks applied to quantify such
removals in order to ensure the credibility and robustness of the information disclosed.

BC405. Accounting methodologies: It is recommended to consider as far as applicable GHG
Protocol Corporate Standard (version 2004), Product Standard (version 2011), Agriculture
Guidance (version 2014), Land use, land use change, and forestry Guidance for GHG
project accounting (version 2006). Current developments in accounting for GHG removals,
including the European Commission’s on Sustainable Carbon Cycles, the development of
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a Land Sector and Removals Guidances under the auspices of the GHG protocol or the
draft Forest, Land and Agriculture Science Based Target Setting Guidance by the SBTi
and consequently suggest to rely consensus methods for accounting of GHG removals as
soon as they are available.

BC406. EU legislation and global reporting frameworks: This disclosure relies on the CSRD

that states in recital 41 that with regard to climate-related information, users are “interested
in the level and scope of GHG emissions and removals attributed to the undertaking,
including the extent to which the undertaking uses offsets and the source of those offsets”.

Disclosure Required specifically | Required by other EU Other international
Requirement (DR#) by CSRD legislation and framework references
recommendations / compatibility
GHG removals Recital 41

Financing GHG mitigation projects outside of the undertaking’s value{chainf(optiohal)

BC407. The [draft] standard includes the following optional Dis¢losureiRequdirement 18:

“The undertaking may disclose the financing of GHG mifigation projects outside its
value chain”.

BC408. Since it is not possible for most undertakings to eliminate“alhb,GHGyemissions associated

with their activities, products and services right awayf an¥increasing number of
undertakings uses carbon offset credits from extérnal\GHG reduction projects with the aim
to balance or compensate their GHG emissionS;er claim “carbon neutrality”. However, this
trend in market practice is observed with cautioni@s carbon offsets are limited in at least
two ways. First, they are a source of greenwashingyif they do not fulfill stringent quality
criteria. Second, they can lead todisguising the need for GHG reductions in the
undertaking’s own operations and value chain‘and lock-in high-carbon infrastructures.

BC409. Accounting methodology: Offsets are,nogmeans to counterbalance or be subtracted

from the amount of disclosedpScope™d, 2 or 3 GHG emissions, nor to claim progress in
achieving GHG emissions, reduction®targets. Consequently, offsets shall be reported
separately from an undertaking’s§GHG inventory and GHG emissions reduction targets.
Ifan undertaking intends to repeort ©n offsets, it shall specify if the offsets are externally
verified against theélrequirements’of recognised national or international quality standards
and shall providesdetails on the quality standards that the voluntary carbon offsets fulfil.134

BC410. EU legislation and_global reporting frameworks: This disclosure relies on the CSRD

and is compatible with"IFRS and GRI. Recital 41 of the CSRD stresses that “achieving a
climatgneuttal eeonomy requires the alignment of GHG accounting and offset standards”
And [that “users need reliable information regarding offsets that addresses concerns
régarding possible double-counting and overestimations, given the risks to the
achievement®of climate-related targets that double-counting and overestimations can
create’. It concludes that “the reporting standards should therefore specify the information
undertakings should report with regard to those matters”. IFRS climate prototype requires
tRe reporting of “assumptions about the use of carbon offsets in achieving the target,
in€luding minimum quality or certification thresholds for the offsets” to explain how the
undertaking plans to achieve any climate-related targets it has set. It also requires the
disclosure of “the extent to which mitigation efforts rely on offsetting strategies and the
factors affecting the choice of any offsetting strategy”, including “the number of metric
tonnes of offsets, the cost per metric tonne, the year in which the emission reduction
occurred and the verification standard applying to the scheme”. GRI 305-5 asks, in line
with the provisions of the GHG protocol corporate standard, the reporting of reductions
from offsets separately when the reduction of GHG emissions.

134 The UBA Guide “Voluntary CO, offsetting through climate protection projects” describes quality criteria that should be
fulfilled by voluntary offsets: Additionality, Permanence, robust calculation, monitoring and verification methodologies,
transparency, time of issue, avoidance of double counting, involvement of stakeholders and contribution to sustainable
development.
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Disclosure Required specifically | Required by other EU Other international
Requirement (DR#) by CSRD legislation and framework references
recommendations / compatibility
Financing GHG Recital 41 IFRS, Climate-related

mitigation projects
outside of the
undertaking’s value
chain (offsets)

Disclosure Prototype
(2021), Disclosure 8
(a) (i) and (vi)

GRI 305-5

Avoided GHG emissions from products and services (optional)

BC411. The [draft] standard includes the following optional Disclosure ReQuirement 19:

“The undertaking may disclose its estimated total avoided GHG emisSions frofrits
products and services in metric tons of CO; equivalent”.

BC412. It is argued that accounting for an undertaking’s Scope 1, 2 and 3 GHG#€missions and for

avoided emissions from products based on comparative asses$mehts are camplementary
but fundamentally different concepts. Consequently, th€ [draft] Stamdard requires
undertakings to foremost disclose Scope 1, 2, and 3 emissigns and related reduction
targets. Comparative assessments shall neither take{precedenge over nor detract an
undertaking in this regard. Comparative impacts shall net be"ised to adjust Scope 1, 2,
and 3 emissions or claim GHG reduction target acghiévement.

BC413. Accounting methodology: There is currenthpnogenerally accepted methodology to

guantify avoided emissions. Therefore, it is suggested that an undertaking reporting shall
in addition to a quantitative indicator previde detail§yon the calculation methodology, in
particular on the life-cycle emissions ifncludedyand the assumptions made for determining
additionality. Moreover, any estimates of avoided emissions shall be reported separately
from an undertaking’s GHG inventoery.

GHG intensity

BC414. The [draft] standard|includes the following Disclosure Requirement 20: “The

undertaking shall disclosgits total GHG emissions per net turnover”.

BC415. EU legislatign and global reporting frameworks: This disclosure relies on the SFDR-

RTS and Europganm€ommission’s Guidelines on reporting climate-related information.
This diselesurefis compatible with TCFD, IFRS, GRI, CDP. This disclosure answers the
requirement'an GHG intensity of investee companies from RTS on ESG disclosure under
the SEDR. Both TCFD guidance on metrics, targets and transition plans and IFRS climate
pratotype ask/for the metric of emissions intensity. 305-3 requires the disclosure of GHG
emissions‘ntensity. CDP asks the reporting of any additional intensity metrics for Scope 1
andy2emissions.

Disclosure Required specifically | Required by other EU Other international

Requirement (DR#)

by CSRD

legislation and
recommendations

framework references
/ compatibility

GHG intensity

SFDR, Climate and
other environmental-
related indicators 3.

TCFD, Guidance on
metrics, targets, and
transition plans
(2021), Cross-
industry, climate-
related metric
categories

IFRS, Climate-related
Disclosure Prototype
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(2021), Disclosure 13
(a)
GRI 305-4

CDP, Questionnaire
(2021), C6.10

Disclosure Requirements to be considered in future sets of standards

BC416. GHG emissions (Scope 1, 2 and 3) breakdowns by [economic activity] [sector] were
considered. However, as the information requires preparation and a robust internal
accounting systems to the chosen classification, it was decided not to include it at this
stage.

BC417. GHG intensity per activity (tCOze/unit of production) was considlered £ because
denominators relying on sectoral production units increase the quality’andir€levance of
information. The disclosure was not retained for this standard as it is’'Sectos spegific.

BC418. GHG intensity per tertiary activities (tCOze from offices and businesstravels pér Full Time
Equivalent) was considered. The disclosure aims to address tertiary,activities'whatever the
sector and support EU decarbonisation objectives in accordan€e with the European
Climate Law. However, as the emission sources concerned aredimited and therefore less
of a priority and the perimeter of the denominator correspending, to the one of the nominator
is difficult to obtain, the disclosure requirement was,not retaifted:

BC419. GHG intensity of used upstream and downstggam Iggistics services (tCOze from goods
transported/tons of goods transported) was censidered for undertakings that pursue
activities in the sectors for which the transportatiomyof goods is relevant. The disclosure
aims to address transport activitiesgand support?EU decarbonisation objectives in
accordance with the European Climate LawThe disclosure was not retained as it is sector
specific.

Financial Exposure to Transition, and,Physical Risks; Financial Opportunities

Background

BC420. The speed offtransitionstand of technical change required to limit global warming to 1,5°C
and adapt toyclimatenehange has been observed in the past within specific sectors and
technolegies. But the geographical and economic scales that are currently required in the
enerdy, landjurBan, infrastructure and industrial systems are larger and have no
documented historic precedent.

BC421, While compahnies must align with the 1,5°C pathways, they also need to mitigate the risks
pesed, by the transition to a low-carbon and climate-resilient economy. Such
transfepmations would require anticipated planning and strong institutions as well as
significant coordination and disruptive innovation across actors and scales of governance.

BC422. The IPCC’s 2018 Special Report on 1,5°C'35 states that governance consistent with
limiting warming to 1.5°C and the political economy of mitigation and adaptation are
expected to enable and accelerate systems transitions, behavioural change, innovation
and technology deployment. For instance, an effective governance framework would
include coordinated sectoral and cross-sectoral policies, strengthened global-to-local
financial architecture, addressing climate-related trade barriers, strengthened climate
monitoring and evaluation systems.

BC423. The IPCC specifies that finance consistent with limiting warming to 1,5°C would require
large increases of investments in low-emission infrastructure and buildings, along with a
redirection of financial flows towards low-emission investments. Enabling this investment

135 |PCC, “Special Report on Global Warming of 1.5 °C”, 2018. Available here.
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requires the mobilization and better integration of a range of policy instruments that include
the reduction of socially inefficient fossil fuel subsidy regimes and innovative price and non-
price national and international policy instruments. These would need to be complemented
by de-risking financial instruments and the emergence of long-term low-emission assets.

BC424. The IPCC also specifies the list of climate-related physical risks, including but not limited
to the increase in water and soil temperatures, the sea level rise, the melting of glaciers
and ice caps, the changes in ocean currents, the disruption of the water cycle (floods,
droughts, submersions, cyclones), extreme events (heat peaks, fires), the increase in the
ozone hole, the decline in marine and land biodiversity, and the decrease in freshwater
resources.

BC425. Economic losses from weather and climate-related disasters have been increasing, in
particular due to more frequent climate-related extreme weather. In the EU, these losses
alone already average over €12 billion per year. Conservative estimatesgshow that
exposing EU economy to global warming of 3°C above pre-industrial levelsagvouldiresult in
an annual loss of at least €170 billion. Climate change affects not only the,ecofiemy, but
also the health and well-being of Europeans, who increasingly suffer from climate physical
risks such as heatwaves and floods. The deadliest natural disaster @f2019worldwide was
the European heatwave, with 2500 deaths.136

BC426. The IPCC outlines that exposure and vulnerability are key détermipantsyof'disaster risks
and of impacts when risk is realised. Extreme and non-extreme weéather or climate events
affect vulnerability to future extreme events by modifying.resilience, coping capacity, and
adaptive capacity. A changing climate leads to changesiin thefrequency, intensity, spatial
extent, duration, and timing of extreme weather_and climdte events, and can result in
unprecedented extreme weather and climategevents. Disaster risk management and
adaptation to climate change can reduce exposure and vulnerability to weather and climate
events and thus reduce disaster risk, as well as in€rease resilience to the risks that cannot
be eliminated.

BC427. The manifestations of climate change candmpact companies at all levels of their value
chain and may affect all and anygpartiof a company’s financials, including expenditures,
revenues, assets and liabilities, “¢apitalgand financing. The increasing severity and
frequency of extreme climat@ehangesrelated events, as well as longer-term progressive
shifts in the climate triggefieconemic costs and financial losses 3’

BC428. The IPCC concludes that limitingiwarming to 1.5°C above pre-industrial levels would
require transformative systemic‘¢hanges, integrated with sustainable development. Such
changes would_require the“@ipscaling and acceleration of the implementation of far
reaching, mulfilevel andycross-sectoral climate mitigation and addressing barriers. Such
changes would alSegneed to be linked to complementary adaptation actions, including
transformational’adaptation, especially for pathways that temporarily overshoot 1.5°C.

BC429. Thus, to mitigate“transition and physical risks, system-wide technical, institutional and
sacioseconomi¢ transitions would be required, as well as the implementation of a range of
specificimitigation and adaptation options.

EU\leqislation and recommendations

BC430. The draft CSRD!38 stresses that “with regard to climate-related information, users are
interested in knowing about undertakings’ physical and transition risks, and about their
resilience to different climate scenarios”.

136 Communication from the Commission Forging a climate-resilient Europe - the new EU Strategy on Adaptation to Climate
(COM/2021/82). Available here.

138 proposal for a directive of the European Parliament and of the Council amending Directive 2013/34/EU, Directive
2004/109/EC, Directive 2006/43/EC and Regulation (EU) No 537/2014, as regards corporate sustainability reporting.
Available here.
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BC431. Under the NFRD®®, climate-related information should, to the extent necessary, include
both the principal risks to the development, performance and position of the company
resulting from climate change, and the principal risks of a negative impact on the climate
resulting from the company’s activities (double materiality principle).

BC432. The European Commission’s Guidelines on reporting climate-related information14® define
recommend to “disclose the financial impacts of extreme weather events, including
possible indicators on days of business interruptions and associated costs, cost of repairs,
fixed-asset impairment, value chain disruptions and lost revenues” and to “describe how
the company’s performance is affected by weather variability, in particular for companies
sensitive to variability in temperature and precipitation”.

BC433. The EBA*! identifies slight differences between existing definitions of transition risks and
selects the following one: transition risks are the risks of any negative financial impact on
an institution stemming from the current or prospective impacts of the transition to an
environmentally sustainable economy.

(a) The EBA clarifies that liability risks refer to legal risks and are defined,as the“fisks
stemming from people or businesses seeking compensation for l1@§ses theypmay have
incurred due to ESG factors, e.g. when institutions’ counterparties,are eld aceountable
for the negative impact they have on ESG factors through theimactivities.

(b) Moreover, the EBA clarifies that transition risks can also fiave an’'impaet on individuals
— for example, when they are owners of a property that be¢omes subject to stricter
energy-efficiency requirements — as well as on soVereigns —§for example, when the
transition causes mass unemployment in carbon-intensivegsectors and therefore a
deterioration of tax income, or when there neglsto befincreased public spending, for
example to facilitate the transition of the domgestic economy.

BC434. The EBA’s public consultation related to draft technical standards on Pillar 3 disclosures
of ESG risks'*? includes specific templatesyfor the diSelosure of physical risks based on a
cross sectoral and geographical appr@ach. The proposed disclosures are both quantitative
(gross carrying amount exposed to physicalrisks, as defined in the Taxonomy Regulation,
including a split between performing, ang.non-performing exposures) and qualitative (data
sources and methodology used). The main feedbacks from industry and non-industry
stakeholders are summarjsedibelows

(a) Such requirementsfwouldcreate a dependency on external data providers who do not
share the same metrics ofythe same granularity and will likely have an insufficient
coverage of riskyeventsgpExternal data providers may also use various proxies within
their methgdélogies, which are very broad and may lack conclusive relevance, for
examplefin approaches to take supply chain into account or a corporate’s adaptation
strategy.“ghis'wodldrundermine the consistency and meaningfulness of the disclosed
information:

(b) Credit establishments’ in-house methodology may lack maturity for some time,
especially/for establishments with subsidiaries outside the EU.

(e). The templates should not assume a relationship between prudential metrics and
physical risks.

(d), The information on the maturity of the loan and on the lifespan of the underlying asset
should be included in the template.

(e) Physical risks should be reported in a qualitative manner and order of magnitude per
large geographical areas and sectors only.

139 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 amending Directive 2013/34/EU
as regards disclosure of non-financial and diversity information by certain large undertakings and groups. Available here.

140 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

141 EBA, “Report on Management and Supervision of ESG Risks for Credit Institutions and Investment Firms”, 2018.
Available here.

142 EBA, Consultation Paper on Draft Technical Standards on Pillar 3 disclosures of ESG risks, 2021. Available here.
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(f) It is not clear whether inherent or residual risks shall be disclosed and whether the
frequency of such disclosures should depend on the level of risk associated.

BC435. The European Commission’s Strategy on Adaptation to Climate Change43 aims at making
Europe a climate-resilient society by 2050, adaptable to the unavoidable impacts of climate
change. Its objectives are improving knowledge of climate impacts and adaptation
solutions; stepping up adaptation planning and climate risk assessments; accelerating
adaptation action; and helping to strengthen climate resilience globally. It states: “It is vital
for the private and public sectors to work together more closely, in particular on financing
adaptation. The strategy, with the focus and the tools it provides, will support the private
sector to identify risks and steer investment towards action on adaptation and resilience
(and avoid maladaptation). By offering solutions to help meet the rising awareness of
climate impacts (such as the non-financial disclosure obligations, the Taxonomy
Regulation44 for sustainable activities and the Renewed Sustainable Finance Strategy), it
will help large companies, SMEs, local administrations, social partners, andgh&public. It
will also help correct the misperception that adaptation is solely a cost - it is@n investment”.

BC436. The European Insurance and Occupational Pensions Authority (EIOPA)*> aimS to address
key issues of climate change-related risk for the insurance sector.

(a) The EIOPA published the Pilot dashboard for the natural catastrophe pretection gap.
It brings together data on economic and insured losses,gulnerabilitiesfand exposure,
as well as insurance coverage across the EU Member States. Only 35% of the total
losses caused by extreme weather and climate-felated events across Europe are
insured.

(b) The EIOPA also released a methodologicalgpaper for integrating climate change in
underwriting risk capital charge of the S@lvengy Il Standard formula. It proposes
methodological steps which support the nee@ 0 formalise an approach to re-assess
and, where needed, recalibrate parameters forithe natural catastrophe risk module of
the Solvency Il standard formulagn a regular basis. The regular re-assessment or
recalibration would integrate néw comSiderations such as use of models, which
explicitly consider climate changejas well/as the possibility to include new countries.
The paper also identifies the needtogeahance the understanding on emerging perils
such as wildfire or drodghts,such, as increased frequency and severity of natural
catastrophes.

(c) The EIOPA finally draftedythefseport on non-life underwriting and pricing in light of
climate change It investigates the opportunity for (re)insurers, as risk managers and
underwriters, to“eontribliter to climate adaptation, by supporting the insurability of
climate change-related risks. Through risk-based pricing, contractual terms, and
underwfiting strategy (re)insurers should consider implementing measures for climate
change adaptation.

BC437. Among the palicy Tisks triggered by the transition to a low-carbon economy, carbon pricing
has emerged @s a key policy mechanism to drive GHG emissions reductions. Carbon
pricing'sypolicies primarily manifest in two ways: the emissions trading scheme and the
carbon tax. The World Bank'#¢ indicates that carbon-pricing policies currently exist in 42
countfies at the national level and 25 areas at the subnational level — numbers that have
almost'doubled since 2012. The EU ETS is a primary policy underpinning the EU’s goal of
feducing emissions at least 55% by 2030.

143 Communication from the Commission Forging a climate-resilient Europe - the new EU Strategy on Adaptation to Climate
(COM/2021/82). Available here.

144 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.

145 EIOPA, News “EIOPA further contributes to sustainable finance”, 2021. Available here.
146 The World Bank, “Carbon Pricing Dashboard”, 2017. Available here.
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Global reporting frameworks

BC438.

BC439.

BC440.

BC441.

BC442.

BC443.

BE444!

BC445.

The climate-related disclosures prototype developed by the TRWG of the IFRS¥
introduces the following cross-industry metrics related to the financial exposure to
transition and physical risks and financial opportunities, without detailing the calculation
methods:

(a) “transition risks — the amount and percentage of assets or business activities
vulnerable to transition risks;

(b) physical risks —the amount and percentage of assets or business activities vulnerable
to physical risks;

(c) climate-related opportunities — the proportion of revenue, assets or other business
activities aligned with climate-related opportunities, expressed as an amount or as a
percentage”.

TCFD’s guidance on metrics, targets and transition plans!*® ackdowledges that
transitioning to a lower-carbon economy may entail extensive policy, legal, te¢hficlogy,‘and
market changes to address mitigation and adaptation requirements relatedyto climate
change. It argues that depending on the nature, speed, and fotus offthese ‘changes,
transition risks may pose varying levels of financial and reputational risk to organisations.

Therefore, TCFD encourages organisations to describe the “amount andextent of assets
or business activities vulnerable to transition risks”. It specifiesthat “organizations can be
vulnerable to several types of climate-related transition®risks: a)policy and legal risks
reflecting changes in policy and litigation action; b)) techAglogy risk as emerging
technologies impact the competitiveness of certainjorganizations; c) market risk from
changes to supply and demand; and d) reputational riskstied to changing customer or
community perceptions”.

TCFD also argues that physical risks @y have finamcial implications for organisations,
such as direct damage to assets and indirectdfmpacts from supply chain disruption. It points
out that organisations’ financial perfakmance may also be affected by changes in water
availability, sourcing, and qualityy, foed seeurity; and extreme temperature changes
affecting organisations’ premises, “eperations, supply chain, transport needs, and
employee safety.

Consequently, TCFD eficourages‘@rganisations to disclose the “amount of extent of assets
or business activities vulnerablejto physical risks". It specifies that “organizations might be
vulnerable to, distinguishinggbetween a) acute risks, such as hurricanes, floods, and
wildfires, that afe“@event=driven and b) chronic risks, such as higher temperatures and sea-
level rise, that referto longer-term shifts in climate patterns”.

Finally, ZEFD'sguidance on metrics, targets and transition plans proposes the following
finangial metric, “Proportion of revenue, assets or business activities aligned with climate-
related opportunities” based on key categories of commonly accepted opportunities. The
first one relates to the share of green turnover covering low carbon activities as well as
transition“@Ad enabling activities that is required under the Taxonomy Regulation4°,

T he“"@DP questionnaire about climate-related risks and opportunities is directly connected
with TCFD recommendations. The CDP requests companies to detail the risks identified
along with the potential to have a substantive financial or strategic impact on their business.
This includes the provision of a single figure or an estimated range for the inherent financial
impact of the risks (before taking into consideration any controls they may have in place to
mitigate the impacts).

The European Bank for Reconstruction and Development’s Report on Advancing TCFD
guidelines on physical risks and opportunities!®® states that undertakings should disclose

147 TRWG of the IFRS, “Climate-related disclosures prototype”, November 2021. Available here.

148 TCFD,

“Guidance on Metrics, Targets, and Transition Plans”, October 2021. Available here.

149 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).

Available

here.

150 EBRD’s Report “Report: Advancing TCFD Guidance on Physical Climate Risks and Opportunities” (2018).
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a set of physical risk assessment covering hazard, sensitivity all along the value change
as well as on the undertaking’s performance (see summary table in Annex 1).

The 1SO published in 2021 a general framework®1, including principles, requirements and
guidance for assessing, measuring, monitoring and reporting on investments and financing
activities in relation to climate change and the transition into a low-carbon economy. The
assessment includes the impact of actions on the achievement of climate goals in the real
economy, i.e., mitigation (greenhouse gas emissions) and adaptation (resilience), as well
as the risks arising from climate change. It supports standardised reporting for financial
institutions on global level, aims at increased transparency and is also suitable to identify,
assess and monitor climate action of non-state actors (e.g., Non-State Actors Zone for
Climate Action platform hosted by UN Climate Change).

Users’ needs (Physical Risks)

BC447.

BC448.

BC449.

Disclosing metrics to assess climate-related physical risks allows preparets anfusers to
better understand, track and estimate potential financial exposure regardingisuch issues
as impairment or stranding of assets, value of assets and liabilities,@nd changesjin cost of
business interruptions.

In particular, indicators are needed in order to increase trangparengy in‘thé methodology,
so that the outcomes can be directly understood by all usersgineluding but not limited to
investors, insurance companies, financial institutions apey,decision, makers.

From the perspective of financial institutions, physical risks mayimpact their counterparties
in the real economy (in terms of physical facilities, aspwell:@s financial results) and hence
drive financial risks. In turn, it exposes the financiallinstitutions to financial risks, which
ought to be disclosed to the stakeholders.

Users’ needs (Transition Risks)

BC450.

BC451.

BC452.

BC453.

The undertaking should embed impact assessment of transition risks in its strategy and be
able to measure its own tragsition risks in order to transform its business model. In this
regard, it is crucial for a campany, to seeiif a business partner is exposed to many transition
risks, potentially having an, impact on its own transition risk. Thus, transition risk
measurement is key to @nsure‘the definition of a resilient business model for any company.

Stakeholders and particulaflyminvestors and financial institutions should be provided with
any informatigh frem “nen-financial companies that enables users to understand how
transition riSks are_identified, assessed and managed. These disclosures should be
completed by‘péerformance management indicators to illustrate the results of the deployed
risk managementframework.

The EBA’s report on management and supervision of ESG risks for credit institutions and
investment firms!52 states that it is essential to agree on common qualitative and
guantitative indicators and methods to assess financial impact of ESG risks on activities of
financlal institutions. Commonly agreed methodologies are fundamental to support
decision-making, to ensure a level playing field, and to enhance transparency, consumer
protection and disclosures.

Nevertheless, the EBA also lists a number of challenges to reach the integration of ESG
risks into institutions management process, notably the following.

(a) Level of uncertainty: The timing and effect of policies or of civil society behaviour are
difficult to predict.

(b) Insufficient data: The scarcity of relevant, comparable, reliable and user-friendly data
limits the understanding of the potential impacts of ESG risks on the financial

11 |SO 14097:2021 “Greenhouse gas management and related activiies — Framework including principles and
requirements for assessing and reporting investments and financing activities related to climate change”. Available here.

152 EBA,
Available
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“Report on Management and Supervision of ESG Risks for Credit Institutions and Investment Firms”, 2018.
here.
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performance of an institution. It remains challenging to translate the available ESG
data into expectations for the financial performance of a counterparty.

(c) Methodological constraints: Most of the risk management models are based on the
use of historical data (i.e. historical experience) to estimate current or future risks. ESG
factors are frequently not reflected in these data. Other methodological constraints
include translating ESG risks into financial risks, understanding their impact on the
resilience of business models.

(d) Time-horizon mismatch between ‘traditional’ management tools and the timeframe for
the materialisation of ESG risks: particularly, the full impact of environmental factors
often develops over decades.

BC454. The EBA describes the first step to be taken by financial institutions to develop robust and
comparable methodologies on transition risks as the identification of climate-related
transition risk factors. These factors should be derived from indicators base@ on, existing
common taxonomies and standards. Some of these indicators are m@re relevant or
material to certain economic activities or sectors. The EBA proposesghe fellowing“aon-
exhaustive quantitative metrics to be used as inputs of methodol@gies .to identify risk
factors and measure their transition risk impact:

(a) Emissions: total absolute GHG emission value brokepfby<scope, (472,3), carbon
footprint (emissions in relative value), % of fossil fuel se€tor (relates to'the production,
processing, distribution, storage or combustion of fossil fuels),

(b) Energy efficiency: energy consumption intensity and use, of‘renewable sources of
energy.

BC455. On the one hand, energy efficiency metrics sh@uld meet the need to analyse the efficient
use of energy or carbon emissions at the corporaté€ level. In this case, the intensity ratio
should be calculated based on a denominator defiied at sector or activity level. On the
other hand, energy efficiency metrics’should enable financial institutions to feed their
transition risk analysis as per SFDR of ECB¢limate stress test guidelines, using revenues-
based intensity metrics. For instancejthe SFDR3 requires investors to disclose in their
principal adverse impacts statements thexem@rgy and carbon intensity of their investment
based on a metric calculated threugh revenue-based denominators.

BC456. The EBA describes thegsecend 'step to be taken by financial institutions to measure their
exposure to transition risks asithe identification of the transmission channel. The NGFS154
underlines the predeminant role‘of stranded assets in transmitting the transition financial
impact from corporates to finafcial institutions.

BC457. The disclosuyre of strandedyassets value and share is considered by the EBA as the starting
point of the valuation‘offexposure of assets impacted by transition risks. The estimation of
strande@ aSsetsishould be addressed in a forward-looking perspective with the following
disclgsure on‘scope and methodology according to the IEA:

(a) “Scope:/physical assets whose costs cannot be recovered with important stranding
risks¥in the long-lived power generation plants,

(B Methodology and especially the period considered over which foregone revenues
are taken into account (this period must be longer than usual period considered in
accounting standard for assets depletion),

(c) Key assumptions: future prices, underlying scientific scenario, policy framework
facilitating the transition, etc.,

(d) Value: book value.

BC458. However, approaches relying on stranded assets exposure could lead to an over
representation of the energy sector, as there is no clear definition of stranded assets EU

153 Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-
related disclosures in the financial services sector. Available here.

154 NGFS, “Overview of Environmental Risk Analysis by Financial Institutions”, 2020. Available here.
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wise. Moreover, focusing only on stranded assets may result in missing other risks related
to business disruptions or carbon prices increase in the value chain for instance.

Additionally, these approaches raise the issue of connectivity with financial information.
The IASB indirectly addresses the issue of financial impact on assets stemming from
climate related risk drivers: “IAS 16 and IAS 38 require companies to review the estimated
residual values and expected useful lives of assets at least annually, and to reflect changes
— such as those that might arise from climate-related matters — in the amount of
depreciation or amortisation recognised in the current and subsequent periods. Climate-
related matters may affect the estimated residual value and expected useful lives of assets,
for example, because of obsolescence, legal restrictions or inaccessibility of the assets.
Companies are also required to disclose the expected useful lives for each class of asset
and the nature and amount of any change in estimated residual values or expected useful
lives. IAS 36 requires disclosure of the events and circumstances that led to the recognition
of an impairment loss, for example, the introduction of emission-reduction legisSlation that
increased manufacturing costs. Disclosure of key assumptions used to estimate the asset’s
recoverable amount, as well as information related to reasonably possible £hanges in
those assumptions, is also required in specified circumstances.”

The draft RTS under SFDR6 specifies that the statements of pringipal adverse impact
require investors to disclose the exposure to companies thatsare<active, inghe fossil fuel
sectors. The following definition is provided: (i) companies that derive any'revenues from
exploration, mining, extraction, distribution or refining hard coaljand lignite; (ii) companies
that derive any revenues from the exploration, €Xtractiondistribution (including
transportation, storage and trade) or refining of liquid fossil fuéls;,and (iii) companies that
derive any revenues from exploring and extragefingyfossil gaseous fuels or from their
dedicated distribution (including transportationgStorage anditrade). These indicators could
enable to measure the transition risks within a seetaral specific approach.

The ESAs also define an additional Diselosure Requirement measuring investments in
companies without carbon emissionfreduction initiatives. This disclosure could provide
stakeholders with a qualitative relevant infermation on the transition risk management of
the undertaking.

To be more comprehensive andhaligned with clear technical criteria, disclosure of transition
risk exposures and notablyto carbon-related assets should probably be directly correlated
to the ‘Significantly Harmful"(SH) Tlaxonomy Regulation clearly describing carbon intensive
activities for which sustainable‘teplacement technologies exist, that should be in the scope
of “stranded assets®yln|itsyreports on Taxonomy Extension'®’, the Platform for Sustainable
Finance (PSF)gnetestin its Public Consultation Report on Taxonomy extension options
linked to enyironmgntal ebjectives that an SH-extension will help identify and prioritise the
economic activitieS®fer which the urgent transition towards better environmental
performanee, has,to be supported to avoid significant harm.

While acknowledging that stakeholders often have strong and divergent views of what
characterises / economic activities that are significantly harmful to environmental
sustainability, the PSF proposes solutions to identify harmful activities. These activities
cauldybe identified according to the do no significant harm criteria (DNSH) already
embedded in the Taxonomy Regulation!®8 on environmental objectives. Therefore, the
Platform concludes that failing the DNSH criteria is technically equivalent to causing
sighificant harm.

However, the Platform recognises that the DNSH criteria should be reviewed to assess if
its formulation is fit-for-purpose, as DNSH are not always suitable to define Significant
Harmful (SH) activities, defined as activities for which no technical possibility of improving

1% |FRS, Effects of Climate related Matters on Financial Statements, 2020. Available here.

1%6 ESAs,

“Final Report and Draft Regulatory Technical standards”, 2021. Available_here.

157 platform on Sustainable Finance, “Public Consultation Report on Taxonomy extension options linked to environmental
objectives”, July 2021. Available here.

1% Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.
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their performance to avoid significant harm exists across all environmental objectives. In
light of these considerations, the Platform proposes to define the taxonomy of significantly
harmful activities as consisting of two components: a) the activities for which no
technological possibility of improving their environmental performance to avoid significant
harm exists, as is the case for the power generation activity using fossil fuels already
identified in Article 19 (3) of the Taxonomy Regulation!®®; b) the activities that fail
performance levels set by DNSH technical screening criteria in delegated acts where such
DNSH criteria exists.

Finally, the Platform identifies a high risk of misinterpreting and misunderstanding the
activity’s level of performance according to screening criteria measuring substantial
contribution or significant harm. Thus, the Platform proposes three levels of performance
to describe contributing activities performance, an intermediate performance and a
significant harmful performance. A reporting on these three levels of performance is not
required yet but could be explored by regulators. This may help companies dévelop clear
activity-specific transition plans and access finance for those transitions ingdvery €lear and
transparent way, less subject to individual views of shareholders or stakeholders. Farther
works are needed to clarify what could be required as a significant harmyactivity as
misinterpretation of reported information could lead to counterproductive” effects on the
financial stability of the EU economy and markets. For instancegdefining stranded assets
“by legislation”, could lead to increase transparency on risksfthat are alteady there, thus
increasing transition risk. This could also negatively affect thedfinancing of companies with
a high share of turnover deriving from harmful activities jn.a disorderly way. This could also
have impact on banks financing these companies, affectingwen _both retail customers and
on the wholesale markets stability. Finally, this could.disadvantage’EU companies vs. non-
EU jurisdictions which would call for further effarts forjalignment internationally.

Conclusions

BC466.

BC467.

BC468.

BC4609.

The undertaking shall disclose qualitative énformation regarding the climate-related risk,
vulnerability and opportunities agsessment, in€luding the identification and assessment
processes about their resilience to ‘differents€limate scenarios, in the “Impacts, Risks and
Opportunities” reporting area. Ifaundertakings identify principal climate-related risks, they
shall then disclose the estimated,financial effects in the “Performance Measures” section.

No common methodology exists yet to disclose quantitative financial measurements of
such risks and oppb@rtunities. Under these circumstances, the disclosure of the quantified
financial effects ef climate-refatéd risks or opportunities is proposed without a requirement
on the quantification methodology.

Concerning theddisclesure of the financial exposure to physical risks, the European
legislation and guidelines (especially the European Commission’s Guidelines on reporting
climate-relatedyinformation69, Climate adaptation strategy'®! and Taxonomy Regulation6?
reguiring as a DNSH criteria to perform a robust climate risk and vulnerability assessment),
as Wwell'as.glgbal reporting frameworks and methodologies, provide undertakings with the
best-in-class management and reporting practices for physical risks.

Consequently, robust scenario analysis should be disclosed by undertakings in order to
identify the most relevant impacts and vulnerabilities to hazards physical events along the
value chain (see “Impacts, Risks and Opportunities” reporting area). This would allow to
identify the relationship between the undertaking’s physical risks (mature methodologies

158 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.

160 Communication from the Commission Guidelines on non-financial reporting: Supplement on reporting climate-related
information (C/2019/4490). Available here.

161 Communication from the Commission Forging a climate-resilient Europe - the new EU Strategy on Adaptation to Climate
(COM/2021/82). Available here.

162 Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a
framework to facilitate sustainable investment, and amending Regulation (EU) 2019/2088 (Taxonomy Regulation).
Available here.
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exist) and its financial exposure. Thus, undertakings should disclose their amount of assets
exposed to physical risks and share of turnover from its business activities exposed to
physical risks.

BC470. Concerning the disclosure of the the financial exposure to transition risks, it is recognised
that methodologies are highly dependent on the business model of the undertaking itself,
on carbon pricing policies and mechanisms, on common definition of assets at risks, and
on common definition of significantly harmful activities.

BC471. Nevertheless, it is essential to require information comparable and proportionate to all
undertakings covered by the draft CSRD, the required information relating to transition
risks should then be based on a common state of play.

BC472. Therefore, undertakings should disclose their future financial position in terms of assets
exposed to transition risks, covering stranded assets with significant locked-in GHG
emissions, and of liabilities that may have to be recognised over the short, gfiedium, and
long-term, including the financial consequences of participating in Cap &drade;schemes
such as the EU ETS allocation plan. Moreover, undertakings should disclosegheirfature
financial performance in terms of share of turnover from their business activities exposed
to transition risks, including the screening of their activities significantly harmful te climate
change mitigation and the mapping of the activities through _the, [eRS of tr@nsition risk
events.

BC473. Future enhancement of the ESRS accuracy and comparabilityymay rely on standardised
methodologies and more specifically on a potential classification, of significant harmful
activities, as described in the Public Consultation Reporton Faxenomy extension options
linked to environmental objectives’® published indulya202%by the Platform on Sustainable
Finance. The proposed framework of a poteatial EU Taxonomy extension could be a
building block (common definition and commonys€ience based technical criteria) of a
standardised risk and opportunities quantification.

BC474. Concerning the disclosure of climate-related financial opportunities, based on TCFD
requirements, it is considered that undertakings should disclose the financial effects of
climate related opportunities stemmingfrom the development of products and services for
climate change mitigation and adaptation.

Choice of specific disclosures

Financial exposurego physicaljisks

BC475. The [draft] 'standard“includes the following Disclosure Requirement 21: “The
underfakingyshall disclose its financial exposure to physical risks”.

BC476. As, proposed in “Impacts, Risks and Opportunities” reporting area, the undertaking shall
describe,as adirst step the processes for identifying and assessing principal climate-related
physical risks and the results of such processes. The undertaking shall then disclose as a
secend step their financial exposure to the previously identified physical risks because
these physical risks may affect the financial position (owned assets) and performance
(potential future increase/decrease in revenues and costs due to business interruptions,
increased supply prices, etc. resulting in potential margins erosions) of the undertaking.

BC477. Several methodologies and tools have already been developed and are used on the market
worldwide. The approach is usually based on three steps: physical risks exposure
(disclosed under “Impacts, Risks and Opportunities), financial impact assessment
(disclosed under “Financial Exposure to Physical Risks”) and risks mitigation actions
(disclosed under “Climate Action Plans and Resources”). The most advanced
methodologies recommend modelling IPCC scenarios with geographical location of assets
and supply chain/customers countries on various time horizons. Thus, the use of models
allows to identify first the climate-related hazards such as heat and cold waves, number of
frost days per year, heavy precipitations, wind intensity change, etc. and then the own

163 platform on Sustainable Finance, “Public Consultation Report on Taxonomy extension options linked to environmental
objectives”, July 2021. Available here.
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assets subject to these climate-related hazards and the business activities exposed to
physical risks and its related turnover.

BC478. The business activities are exposed to hazards impacting own assets and employees but

also impacting the value chain (suppliers and customers) which indirectly may damage the
undertaking’s business activities and cash flows through for instance business disruption,
increased supply prices or customers preference shift. The share of turnover of these
business activities potentially affected by physical risks could only be an estimated range
at this stage.

BC479. The information required on financial exposure to physical risk shall reflect and be read in

parallel with the following reporting areas: “Impacts, Risks and Opportunities” for the
identification and assessment of physical risks, and “Climate Action Plans and Resources”
for the action plans to adapt to physical risks and the resources related to adaptation
solutions.

BC480. This disclosure builds on the European Commission’'s Guidelines of” non-financial

reporting as well as on TCFD and IFRS. Both TCFD guidance on metrics;, gargetstand
transition plans and IFRS climate prototype require the disclosuredof “the ‘amount and
extent of assets of business activities vulnerable to physical risks” Without'providing more
details on the methodology.

Disclosure Required specifically | Required by other BU #Other ~ international
Requirement (DR#) by CSRD legislation and<j, framework references
recommendations Pcompatibility
Financial exposure to Commission, TCFD, Guidance on
physical risks Guidelines™ on 'non- | metrics, targets, and
financial reporting: | transition plans
Supplement on | (2021), Cross-
reporting climate- | industry, climate-
related  information | related metric
(2029), categories
Recommended .
disclosures and ::';Ecslés(fjlgaﬁgg?;;g
further guidance 3.4 (2021), Disclosure 13
(€)

BC481. Application provisions: The [draftf CSRD proposal introduces in Article 19b the

possibility to"have 'two Sets of standards by 2022 and 2023 hence allowing deferred
applications ofysome disclosure requirements. In order to ease the first-time application of
the [draft] standaxd, the undertaking may elect not to apply the data point (b) on the share
of turhover fream Sits business activities exposed to physical risks in the disclosure
reguirement 24 of financial exposure to physical risks for the first reporting period. The
financialeffects of physical risks on business activities are more complex to assess than
the ohes on assets, because business activities cover the whole value chain and therefore
involugithe monitoring of multiple criteria and factors that are difficult to model at the current
Stage of maturity of the market.

Financial exposure to transition risks

BC482. The [draft] standard includes the following Disclosure Requirement 22: “The

undertaking shall disclose its financial exposure to transition risks”.

BC483. As proposed in “Impacts, Risks and Opportunities” reporting area, the undertaking shall

ESRS E1 Climate change

describe as a first step the processes for identifying and assessing principal climate-related
transition risks and the results of such processes. The undertaking shall then disclose as
a second step their financial exposure to the previously identified transition risks because
these physical risks may affect the financial position (assets and liabilities) and
performance (potential future increase/decrease in revenues and costs due to transition
risk events such as increased external carbon pricing, technological innovation, shift of
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market demand for certain commodities, etc. resulting in potential margins erosions) of the
undertaking.

BC484. Currently no commonly agreed methodology exists to assess or measure how climate-

related transition risks and opportunities may affect the future financial position and
performance of the undertaking.

BC485. It is quite clear from the perspective of the EBA and NGFS that the methodologies used

by financial institutions to assess transition risks stemming from climate factors still need
to be improved. Thus, at this stage, financial institutions can only rely on qualitative
assessments of the risk management process of their counterparty/investee as well as on
guantitative metrics used by their counterparts/investees to manage and monitor their
climate related risks and opportunities.

BC486. The PSF’s proposal of an extended taxonomy raises the need to better define

implementation options of a significant harm taxonomy. This proposal could be*the building
block to define transition risk metrics. One of the objectives would be to gxplore how the
indicators/metrics relevant to the DNSH criteria could be made coherentgwith“éther
indicators/metrics within the overall sustainable finance framework fofimproved, usability.

BC487. At global level, TCFD’s guidance on metrics, targets and transitiongplansgincludes a

disclosure of “proportion of assets and/or operating, investing,Qor finaneing activities
materially exposed to transition risk”. At this stage, no further@uidangce is provided to define
comparable technical criteria or methodology.

BC488. Therefore, the undertaking shall disclose their finangialexposure to transition risks

according to free methodology.

BC489. The information required on financial exposuredo transition‘tisk shall reflect and be read in

parallel with the following reporting areas: “Impaéts, Risks and Opportunities” for the
identification and assessment of transition risks, and€Climate Action Plans and Resources”
for the action plans to mitigate transifion risks and*the resources related to mitigation
solutions.

BC490. This disclosure builds on TCFD and IFRS. Bath TCFD guidance on metrics, targets and

transition plans and IFRS climate pretotype require the disclosure of “the amount and
extent of assets of business activiti€sainerable to transition risks” without providing more
details on the methodolegy-

Disclosure Required spegifically | Required by other EU Other international
Requirement (DR#) by CSRD legislation and framework references
recommendations / compatibility
Financial exposute to TCFD, Guidance on
transition risks metrics, targets, and

transition plans
(2021), Cross-
industry, climate-
related metric
categories

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

(b)

BC491. Application provisions: The [draftf CSRD proposal introduces in Article 19b the

possibility to have two sets of standards by 2022 and 2023 hence allowing deferred
applications of some Disclosure Requirements. In order to ease the first-time application
of the [draft] standard, the undertaking may elect not to apply the data point (b) on the
future financial performance in terms of share of turnover from its business activities
exposed to transition risks in the Disclosure Requirement 22 of financial exposure to
transition risks for the first reporting period. The financial effects of transition risks on
business activities are more complex to assess than the ones on assets and liabilities,
because business activities cover the whole value chain and therefore involve the
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monitoring of multiple criteria and factors that are difficult to model the current stage of
maturity of the market.

Financial opportunities related to climate change mitigation or adaptation other than
the Taxonomy Requlation

BC492. The [draft] standard includes the following Disclosure Requirement 23: “The

undertaking may disclose its financial opportunities that relate to climate change
mitigation or adaptation and that complement the Taxonomy Regulation related
ones”.

BC493. The information related to the market size for low carbon products and services or

adaptation solutions over the short-, medium-, and long-term shall be read in conjunction
with the information disclosed under the provisions of the Taxonomy Regulati t should
in

help users put in perspective the current Taxonomy regulation green
comparison with the potential of the market for low carbon or adaptati

BC494. This disclosure builds on TCFD and IFRS. Both TCF
transition plans and IFRS climate prototype require th
revenue, assets or other business activities

alig

limate-related opportunities,

expressed as an amount or as a percentag @ ut Providing more details on the
methodology.
Disclosure Required specificall other EU Other international

Requirement (DR#)

Financial
opportunities relating
to climate change
mitigation and climate
change adaptation

islation and
regommendations

framework references
/ compatibility

TCFD, Guidance on
metrics, targets, and
transition plans
(2021), Cross-
industry, climate-
related metric
categories

IFRS, Climate-related
Disclosure Prototype
(2021), Disclosure 13

(d)
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European Financial Reporting Advisory Group

Annex 1 to the Basis for conclusions: Tentative reconciliation table between the TRWG Climate-relat
Foundation (‘IFRS CP’) and the EFRAG PTF-ESRS Climate change Working Paper (‘ESRS E1’)

isclosures Prototype of the IFRS

This table presents a reconciliation between the TRWG Climate-related Disclosures Prototype of the IFRS (
Paper (‘ESRS E1’). A few points need to be considered while reading this table:

(a) the TRWG followed the four TCFD pillars, whereas EFRAG reporting areas reflect an unde @ dec
(b) EFRAG structure reflects the double materiality perspective and all ESG topics;

the PTF-ESRS Climate change Working

n-making and reporting cycle164;

(c) though the two IFRS and EFRAG approaches propose two slightly different structure ents of the two standards are almost fully compatible as
shown below — the missing elements to ensure full compatibility are under considgsati

&

(e) dedicated sector-specific standards are developed separately by EFRAG, while IFR

() wordings may be slightly different in some cases. { y 1

(d) ESRS E1 proposes more comprehensive and detailed disclosure requirements theapplication guidance; and finally

CP includes industry disclosure requirements in Appendix B;

IFRS CLIMATE PROTOTYPE ESRS E1
Comparison ESRS E1 vs IFRS CP

GOVERNANCE
Based on IFRS Climate Prototype §4 \ Information not yet explicitly covered in EFRAG working papers to

(@) [...] the identity of the body or individual within a body respo SRS 3DR 1 §6 be considered:

for climate-related risks & opportunities; e details on (e) climate consideration of decisions on major

transactions and trade-offs and sensitivity uncertainties

(b) [...] responsibilities for climate-related risks and op iti Maior additions or classification differences in EFRAG:

reflection in terms of reference, board mandates oth > ESRS3DR1§6 (a) J '

relevant entity policies; e impacts considered in addition to Risks & Opportunities
(c) [...] correct skills and competencies available [...] 2> ESRS3DR1§6 (b)

164 EFRAG PTF-NFRS report from February 2021: gosals for a relevant and dynamic EU Sustainability Reporting standard-setting
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(d)

processes and frequency [for informing] the body and its
committees [...]

> ESRS3DR1§6 (d)

(e)

consideration of climate-related risks and opportunities when
overseeing strategy, decisions on major transactions, and risk
management policies, inc.[...]

2> ESRS3DR2§9

U} overseeing and monitoring of targets and progress, including > ESRS3DR1§7/ESRS 2
remuneration
(g) management’s role in assessing and managing climate-related

risks & opportunities and how the body oversees management in
that role

= ESRS3,DR4 §16, ESRSE1DR 3

remuneration (IFRS CP §13 (g) directly tied to GHG
emissions reductions targets in ESRS E1 §26 (b)

internal carbon pricing schemes classified under Metrics
(IFRS CP §13 (f) versus under governance (ESRS E1 §29)

Ve

S
N\
o
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<.

IFRS CLIMATE PROTOTYPE ESRS E1

COMPARISON EFRAG vs IFRS
STRATEGY
Based on IFRS Climate Prototype §5 Information not yet explicitly covered in EFRAG working papers
- . . to be considered:
(a) [assessment of significant risks and opportunities
«  §6 (a): process for identification ESRS E1 DR5 e integration into financial planning (IFRS CP §8 (d) is not

e §6 (b) and (c): time horizon definitions, interplay with
strategic planning, capital allocation plans and financial
effects of significant risks and opportunities

e  §6 (d): classification between physical and transition risks]

ESRS E1 DR2 (resilience), E
DR5 (risks and opportunities), S

(b) [impact of significant risks and opportunities on the business
model;

e and §7 (a) and (b): how and where in the value chain]

(c) [impact of significant risks and opportunities on management’s
strategy and decision making including its transition plans (§8)

e §8 (a): response to significant risks and opportunitie:
including plans to achieve targets, new technologies
direct and indirect adaptation and mitigation efforts'e
actions, offsets;

e §8 (b): plans and critical assumptions for le
including decommissioning of intensive@s

e §8(c): quantitative and qualitative |
of plans related to (a) and (b);

e §8 (d): integration into financia process]

1 DR1 (transition plan)

ESRS E1 DRS8 (targets), ESRS E1
DR9 (action plans), ESRS E1 DR10
(resources), ESRS E1 DR17 and
ESRS E1 DR18 (removals & offsets)

ESRS E1 DR1 AG2 (locked-in
emissions)

ESRS E1 DR9 (action plans)

Partially covered in ESRS 2 and
ESRS 3

clearly stated

integration into judgements on uncertainties in the financial
statements is not clearly mentioned

Major additions or classification differences in EFRAG:

impacts taken into consideration on top of risks &
ppportunities

impact on current financial statements (IFRS CP §9 (a)) is
classified under Connectivity Requirements (reconciliation
between sustainability and financial statements)

locked-in emissions more developed than corresponding
concept of legacy assets in IFRS CP §8 (b) and related
stranded assets

potential liabilities relating to ETS

financial position and business activities at risk split between
physical and transition risks

taxonomy-alignment ratios and consistency of resources and
financial opportunities with figures from Taxonomy regulation

clearer reference to alignment with limiting global warming to
1.5°C (i.e. transition plan) (IFRS CP §8 (a))

concept of policies more developed

scope of the target specified

[Draft] ESRS EL1 Climate change
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(d) [impacts of significant risks and opportunities on its financial
position, financial performance and cash flows

§9 (a): impact on past financial performance, financial
position and cash flows;

§9 (b): impact on financial position over time in line with the
strategy, reflecting current and committed capital allocation
and planned sources of funding;

§9 (c): impact on financial performance over time;

§9 (d): integration into judgements made or estimation
uncertainties in the financial statements]

= Through connectivity disclosure
requirements, ESRS 4 DR2 §18

= ESRSE1DR 21, ESRS E1 DR22
(financial exposure to physical &
transition risks)

= Partially covered

(e) [Resilience of the entity’s strategy to significant risks — physical
impacts and transition to low carbon economy

§10 (a): description of scenario analysis and assumptions

§10 (b): results of the scenario analysis, assessment of
how the entity’s financial position and financial
performance supports the resilience of the strategy and
business model including: alignment or flexibility of assets,
investments and capital, investment in lower carbon
alternatives, reskilling workforce,...]

DR5 AG

[Draft] ESRS EL1 Climate change
Working paper, January 2022

target values aligned with 2030 and 2050 and preferably set
over five years rolling periods

targets presented by decarbonisation levers

pathways to net zero presentation
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IFRS CLIMATE PROTOTYPE ESRS E1
COMPARISON EFRAG vs IFRS

RISK MANAGEMENT

Based on IFRS Climate Prototype §11 Information not yet explicitly covered in EFRAG working papers

(a) [Process to identify climate-related risks and (b) assess their = ESRSELDRS5, ESRS 4 DR1 to be considered:
significance (likelihood and impacts, prioritization relative to other e integration into ERM
types of risks including significant input parameters and changes
in the process)]

Major additions or classification differences in EFRAG:

e impacts taken into consideration on top of risks and
(b) [Risk monitoring, mitigation and management, including related = ESRS E1DR7,ESRS E1 DR opportunities

policies] ESRS E1 DR 9 and E 1 10 - N .
e concept of policies for mitigation and adaptation

(c) [Integration into ERM] = Partially covered e more detailed application guidance for physical and transition
risks identification and assessment

o the concept of due diligence process will be further elaborated
on in a future ESRS1
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ESRS E1

COMPARISON EFRAG vs IFRS

Based on IFRS Climate Prototype §12
(&) [Cross-industry metrics §13

e 8§13 (a): GHG emissions scope 1,2 and 3 in absolute
and intensity and §14

e §13 (b): assets or business activities vulnerable to
transition risks

e 8§13 (c): assets or business activities vulnerable to
physical risks

e §13 (d): revenue, assets or other business activities
aligned with climate-related opportunities

e §13 (e): capital expenditure, financing or investment
deployed

§13 (f): internal carbon prices

e §13(g): proportion of executive management
remuneration affected by climate-related
considerations]

(b) Industry-based metrics [...] Appendix B

- Sector agnostic layer

- ESRS E1DR13to ESRS E1DR1
(GHG emissions)

- ESRS E1 DR22 (Financial
exposure to transition risks)

4 (internal carbon
schemes)

> S E1 DR3 (Remuneration
ipcentives)

- Sector-specific standards, ESRS 4
DR2

(c) [Targets §15

e §15 (a): objective; §15 (b): ab,
(c) science-based and extern

e §15 (d): sectoral decarbon
timeframe

-> ESRS E1 DR8 (Targets)
-> ESRS E1 DRS8 §41 (a), (h), (e)

> ESRS E1DRS8 (d) and AG

Information not yet explicitly covered in EFRAG working papers
to be considered:

e sector-specific standards to be developed separately
Major additions or classification differences in EFRAG:

e Energy consumption and mix, Energy and GHG emissions
intensity per revenue

e more details on GHG emissions (EU ETS, market vs
location, categories of scope 3, total, removals, offsets,
avoided)

e more details on financial exposure and opportunities
(stranded assets, assets at physical risks, ETS liabilities,
business activities at risks, market size for low carbon
solutions)

e  Turnover, CapEx, OpEx linked deriving from the EU
Taxonomy regulation

e specific target on GHG emissions reduction and
remuneration tied to this target

[Draft] ESRS EL1 Climate change
Working paper, January 2022

Page 127 of 128




[Draft] ESRS E1 Climate change

o §15 (f): base year; §15 (g): milestones; §15 (h): -> ESRS E1DRS8 (c), (9) and AG
metrics to assess progress]

(d) [other key performance indicators used by the board or - Entity-specific layer, ESRS 4 DR3
management to measure progress towards the targets]
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