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How analysts use financial, sustainability and ancillary reports

mp |Financialreports: actual & audited data, comments| |Scenarios & management forward guidance

2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

b

Actual data (i.e. EBITDA & Debt) starting points

A

Forecast EBITDA (FFO) & Debt/Liquidity amid considerations of organic vs M&A growth

Report narrative helps build assumptions

Equity analyst Recom. to Buy, Hold, Sell: DCF or EBITDA multiple (based on sectors) for the Enterprise value; net of debt for the Shareholders' value

Debt analyst Ranking AAA,AA.....BB,B,C, D: EBITDA coverage (net debt /EBITDA; DSCR, Interest cover) & liquidity ratio

Reliance on last actuals grows when: a) need to make adjustments Going concern: Info on waterfall of priorities among preferred creditors; then distribution of
b) company nears distress < post restructuring enterprise value to senior unsecured and subordinated

Gone concern: Recoverable assets "1/3" of nominal, libilities net of cram down options
Goodwill and assets deemed non-recoverable wiped-out

=) Sustainability reports complement to the financials (i.e decarbonazation trend, environmental impairment, anticipated financial effects)
asymmetric impact: good preactises are taken for due, bad ones weigh on the assessment
support new fields of analysis: computation of sustainability/social value of companies (example)
ESG ratings
=) Ancillary reports a) corporate governance report / shareholders composition
b) remuneration report / shareholders' say on executive pay |Feed into the scenario robustness/underpin assumptions

c) related party transactions
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QUESTION 3 — CHAPTER 4: AGGREGATED OBSERVATIONS ON THE CONNECTIVITY OF REPORTED INFORMATION

What is your view on the aggregated positive observations, observations on anticipated financial effects, and areas
of attention to enhance the connectivity of reported information reflected in paragraphs 4.12 to 4.35?

The financial reports | have analysed, primarily from listed mid-sized industrial corporates, have all opted to not report
anticipated financial effect taking advantage of the ESRS relief provided for cases of high uncertainty that the resulting
quantitative information would not be useful. However, a decade ago or so corporates, especially listed ones,
refrained from providing forward guidance on major KPIls on grounds that it would disclose sensitive information,
whereas this has now become a common practice. Likewise, market participants, primarily investors, would
appreciate management forward guidance on the impact that the anticipated financial effects, i.e. climate,
stemming from risks and opportunities, would have on future financial performance, position and cash flows. As
investors attempt to gauge future finances, they will make their own assumptions lacking management
indications.

If any, what other observations or points of attention for the connectivity of reported information have you noticed
with respect to current reporting practices?

Sustainability complements financial information and management reporting; aside from boilerplates or repetitive
disclosures amid CFOs’ attempts to sharpen/understand the reporting needs in this initial years of mandatory
reporting and hence collect needed info, the forward-looking nature of sustainability information helps provide
context to the company operations, which is of a great usefulness as both debt or equity analysts depart from

actual data to outline their own forecasts in order to underpin their recommendations.
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QUESTION 3 — CHAPTER 4: AGGREGATED OBSERVATIONS ON THE CONNECTIVITY OF REPORTED INFORMATION

How can the areas of attention, in paragraphs 4.27 to 4.35, related to the connectivity of reported
information be addressed?

4.27: disagree; even low-standard info may be better than nothing, pending availability of high standard ones
4.28: agree; sustainability is a work in progress at its very early stages

4.29: agree; sustainability info and reporting lacks standardization

4.30 & 4.31: agree

4.32 - 4.35: somewhat agree

What would be the required efforts to improve the connectivity of reported information? As CFOs get used to
integrate sustainability info into traditional annual reports repetitions throughout the annual report will likely diminish;
sustainability KPIs revolving around summary tables - in parallel with financial info organized around the income
statement and the balance sheet - would greatly help preparers to focus on key metrics and users to better understand
their relevance when analysing the company’s future performance



QUESTION 3 — CHAPTER 4: AGGREGATED OBSERVATIONS ON THE CONNECTIVITY OF REPORTED INFORMATION

If you are a user of the information in the annual report, if you agree or disagree with the preliminary feedback
received on the usefulness of the connectivity of reported information, which is reflected in paragraphs 4.36 to 4.45,
please explain why.

4.37: agree; | do the same

4.38: agree; outcome of the analysis depends on the quality of the data available; a reasonable investigation on data
robustness can only spot weakness and flawed info to a limited extent

4.39: disagree; sustainability info are part of a corporate analysis although the preponderance of qualitative info makes
sustainability less transposable into quantitative models nowadays used to assess corporates’ debt and equity; a
greater availability of quantitative data for sustainability issues (i.e. datapoints) would enhance/quicken the
importance attached to sustainability and its integration into models of debt and equity analysis

4.40; agree

4.41; agree

4.42; agree, capex is an important sustainability metric especially if disaggregated to appreciate what is being used for
4.43 & 4.44; disagree: the bid-ask spread, whether for shares or bonds, depends on a variety of variables, primarily
financial

4.45; agree

If at all, how does the connectivity of reported information enhance your analysis of companies? By providing
context to its operations and highlighting targets, i.e. carbon footprint, strategy to contribute to reduce GHG emissions,
as well as shedding light on capital spending on sustainability matters, i.e. protection of water and natural resources,
adaptation to climate change, investment to prevent/mitigate the impact of natural disasters



Connectivity: purchase of carbon credits/offsets

Sustainability reporting: outlines the policy for GHG emission reduction
in section E1 of ESRS

Financial reporting: records the purchase of carbon offset among other
costs if/when retired to meet carbon reduction targets, or
among intangible assets if held for future use.
In the second case, guidance could be useful on how to
depreciate carbon assets, i.e. allocate them over the years
during which they provide benefits



Connectivity: sustainability linked bonds/loans

Sustainability reporting: outlines the GHG emission reduction policy in section E1 of
ESRS
Financial reporting: records of borrowing costs net of the benefits for cost

reduction when targets are being met



Connectivity: clean energy production

Sustainability reporting:

Financial reporting:

outlines in section ESRS E1 a) the policy of GHG emission
reduction (i.e. Scope 2, via installation of solar panels), b)
emissions locked-in operational assets, ¢) risk of asset
becoming stranded (i.e. to accommodate sustainable
refurbishment of buildings)

records capital spending incurred to produce clean energy;
carrying amount & useful life of the more polluting assets
which remain operational slowing the transition to a greener
company;

possible impairment and subsequent related anticipated
financial effects (without duplications by reporting the

latter in the sustainability section)



Connectivity: stakeholder engagement

Sustainability reporting:

Financial reporting:

outline of the policy as per ESRS 2 (SBM 2), ESRS G1

reflects frequency and comprehensiveness of financial
disclosure

effect of investor engagement and financial transparency
contribute: a) bond issuance oversubscription level;

b) bond trading spread versus average of the same rating
category



Sustainability report: an attempt to quantify ESG contributions

True Value of the FNM Group in True Value of the FNM Group in True Value of the FNM Group in
2021 2022 2023

4.500 € 4.500 €

True Value del Gruppo FNM nel 2025

2.519 4,289
4.000 € 4.000€
2.049 3.763
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FNM'’s SpA “True value”: a measure of social benefits and costs stemming from its operations risen from €2.8bn in 2021 to nearly
€5bn in 2025

Economic impacts: value added by direct operations & jobs along the value chain

Environmental impacts: balance of costs of direct emissions and benefits from emissions avoided by train users

Social: balance of the availability of train services and the costs of accident on its road network

Part of the FNM SpA’s management compensation is linked to the True Value
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Final conclusions

Anticipated Financial Effects (AFE) are the clearest connection between sustainability disclosures
and (future) financial statements. AFE, when reported, are by far and large limited to climate risks
(damage from extreme heat or cold) while they should move to shed more light into emissions
accounting highlighting the GHG trajectory and how emission are recorded possibly moving away
from sector averages.

Connectivity should be entrenched in the finance function rather than considered or even conceived
as a linkage between sections of the annual report: carbon footprint and other sustainability
reporting should be governed by the same protocols and dealt-with by the same people in charge of
the financial data.
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