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B EFRAG

Rationale for ESRS E1 additions to IFRS S1

EXPOSURE DRAFT IFRS S2 CLIMATE-RELATED DISCLOSURES

ESRS E1

GOVERNANCE

Rationale supporting the additions in ESRS E1

Based on Exposure Draft IFRS S2 Climate-related Disclosures 85

ESRS 2, DR 2-GOV 1, 2-GOV 2, 2-
GOV 4, and 2-SBM 4

ESRS1,GP 2.1

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

ESRS 2, DR 2-GOV 1 §50

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

ESRS 2, DR 2-GOV 1 §52 (a) and
(e)

(c) how the body ensures that appropriate skills and competencies
are available;

ESRS 2, DR 2-GOV 1 §52 (b) and
(c)

(d) how and how often the body and its committees are informed
about climate-related risks and opportunities;

ESRS 2, DR 2-GOV 2 §54

(e) how the body and its committees consider climate-related risks
and opportunities when overseeing the entity’s strategy, its
decisions on major transactions, and its risk management
policies;

ESRS 2, DR 2-SBM 4 8§47 (c), DR 2-
GOV 3 861

() how the body and its committees oversee the setting of targets
related to significant climate-related risks and opportunities, and
monitor progress towards them, incl. whether and how related
performance metrics are included in remuneration policies;

ESRS 2, DR 2-GOV 1 8§53

(g) a description of management’s role in assessing and managing
climate-related risks & opportunities, incl. whether that role is

ESRS 2, DR 2-GOV 1 §52 (e)
ESRS 2, DR 2-GOV 4 §62

All IFRS S2 disclosures covered in ESRS. Additions in ESRS E1

are:

1) Impacts considered in addition to Risks & Opps
Reference’ to impacts, risks & opps reflects the double
materiality approach (impact and financial materiality).

2) Remuneration directly tied to GHG emissions
reductions targets

ESRS E1 focuses on the link with the achievement of GHG
emission reduction targets as this category of climate-related
targets is deemed primarily significant based on the impact and
financial materiality assessment.

3) Internal carbon pricing schemes classified under
metrics (IFRS S2 21f) vs under governance (ESRS E1 §29)
Internal carbon prices are considered a useful governance tool
to incentivise reduction of GHG emissions and support the
assessment, anticipation and management of climate-related
transition risks and opportunities.
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delegated to a specific management-level position or committee
and how oversight is exercised over that position or committee]

Based on Exposure Draft IFRS S2 Climate-related Disclosures 86

Avoid unnecessary duplication in accordance with [draft] IFRS S1 General
Requirements for Disclosure of Sustainability-related Financial Information

=2 ESRS 1, GP 2.1 840
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EXPOSURE DRAFT IFRS S2 CLIMATE-RELATED DISCLOSURES

STRATEGY
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ESRS E1

COMPARISON EFRAG vs IFRS

Based on Exposure Draft IFRS S2 Climate-related Disclosures §8

ESRS 1, GP 2.4, and DP 1-1, 1-2
and 1-3

ESRS 2, DR 2-GR 3, DR 2-SBM 4,
DR 2-IRO 1, 2-IRO 2 and 2-IRO 3

ESRS E1, DR E1-1 to E1-17, and
Climate-related specific AG on DR 2-
IRO 1, 2-IRO 2 and 2- IRO 3 of
ESRS 2 on materiality assessment

ESRS SEC 1

(a) [significant climate-related risks and opportunities that it

reasonably expects could affect its business model, strategy and
cash flows, its access to finance and its cost of capital, over the
short, medium or long term

89 (a): a description of significant climate-related risks and
opportunities and the time horizon;

89 (b): how it defines short, medium and long term and how
these definitions are linked to the entity’s strategic planning
horizons and capital allocation plans;

89 (c): whether the risks identified are physical risks or
transition risks;
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ESRS 2, DR 2-SBM 4, and DR 2-
IRO 1, 2-IRO 2 and 2-IRO 3

ESRS E1, Climate-related specific
application guidance on DR 2-IRO 1,
2-IRO 2 and 2-IRO 3 of ESRS 2 on
materiality assessment

ESRS 2, DR 2-IRO 2 §75 and 77 (a)

ESRS 2, DR 2-IRO 3 §78 and 80 (a)
ESRS1,GP 2.4

ESRS 1,GP 2.4

ESRS 2, DR 2-SBM 4 §45 and 47 (b)
and (c)

ESRS E1, Climate-related specific
application guidance on DR 2-IRO 1,
2-IRO 2 and 2- IRO 3 of ESRS 2
8AG 14 (b) and (c)

All IFRS S2 disclosures covered in ESRS. Additions in ESRS E1

are:

1) Clearer reference to alignment with limiting global
warming to 1.5°C (i.e. transition plan); concept of policies
more developed

= Limiting global warming to 1.5°C is a clear reference to the

Paris Agreement which has been signed by the EU and its
member states, and which is mentioned by the CSRD as a
relevant information for users.

Policies are a cornerstone of the ESRS defined in ESRS 1
and 2 and mentioned by the CSRD.

The objective is to provide transparency on the undertaking’s
policy commitments (i) to mitigate its negative impacts on
climate change and to maximise its positive impact throughout
the value chain and (ii) to monitor and manage its physical
and transition risks and opportunities, as well as to enhance
comparability across undertakings.

2) Locked-in emissions more developed than corresponding
concept of legacy assets in IFRS S2 8§13 (a) and related
stranded assets

The disclosure of locked-in emissions of key assets and
products indicates to users the viability of an undertaking’s
transition plan and GHG emission reduction targets and is an
indicator of the risk of stranded assets. Locked-in emissions
are understood as estimates of future GHG emissions that are
likely to be caused by an undertaking’s assets or sold
products within their operating lifetime. This disclosure should
help identify the assets that might become stranded in the




e  810: reference to the disclosure topics defined in Appendix B;

e 811: reference and consideration of the applicability of cross-
industry metric categories and the industry-based metrics
associated with disclosure topics as described in §20]

7

ESRS SEC 1

Set 2 of sector-specific standards

ESRS E1, DR E1-5to E1-17
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(b) [the effects of significant climate-related risks and opportunities
on its business model and value chain

e 812 (a): a description of the current and anticipated effects of
significant climate-related risks and opportunities on its value
chain;

e 812 (b): a description of where in its value chain significant
climate-related risks and opportunities are concentrated]

ESRS 2, DR 2-GR 3, and DR 2-SBM
4

ESRS 2, DR 2-GR 3 §16

ESRS 2, DR 2-SBM 4 §47 (b) and
(c) and 8AG 37 (a)

ESRS 2, DR 2-GR 3 8§17

(c) [the effects of significant risks and opportunities on its strategy
and decision-making, including its transition plans

e 813 (a): how it is responding to significant climate related risks
and opportunities incl. how it plans to achieve any climate-
related target is has set, incl.:

(i) information about current and anticipated changes to its
business model, incl. (1) changes in strategy and resource
allocation (e.g., CapEx, R&D, legacy assets), (2) direct
adaptation and mitigation efforts, (3) indirect adaptation and
mitigation efforts;

(ii) how these plans will be resourced;

e 813 (b): information regarding climate-related targets for these
plans incl.:
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ESRS 1, DP 1-1, 1-2 and 1-3
ESRS 2, DR 2-SBM 4

ESRS E1 DR E1-1, E1-2, E1-3, and
El-4

ESRS 2, DR 2-SBM 4 §47 (c)
ESRS E1, DR E1-1 §13

ESRS E1, DR E1-2 §16

ESRS E1, DR E1-3 §20

ESRS E1, DR E1-4 §28

ESRS 1, DP 1-3, 1-2 and 1-3

ESRS E1, DR E1-3 §24 (a) and (g),
§25 and §26

future in case they are incompatible with a transition to a
climate-neutral economy.

3) Taxonomy-alignment ratios (Green CapEx and OpEXx) and
consistency of resources with figures from Taxonomy
Regulation

The role of an undertaking’s Taxonomy’s alignment is
meaningful information that an undertaking should reflect
upon in the context of its transition plan given the intention of
the EU Taxonomy to classify economic activities as
substantially contributing to the objective of climate change
mitigation, among other objectives, as defined in Regulation
(EU) 2020/852. The undertaking should support transparency
on how their transition plans would help the achievement of
the taxonomy technical screening criteria as well as how it
ensures that existing or future aligned taxonomy activities do
not impede or lower the ambition of its GHG emission
reduction targets

4) ESRS E1 requires the disclosure of the potential financial
effects from material gross climate-related risks over time
whereas IFRS S2 requires the disclosure of the effects of
gross climate-related risks within the next year (§14 (b)) and
of net climate-related risks over time (814 (c))

ESRS E1 does not include a reference to the financial effects
within the next year as limiting the horizon to the next year
seems to lack a conceptual rationale. The CSRD requires to
cover double (including financial) materiality over the short-
medium-long term.

5) ESRS E1 provides examples of potential assets/liabilities
for instance relating to stranded assets, EU ETS

The provision of examples of potential assets/liabilities
supports the need for understandability, verifiability, and
comparability of the quantitative potential financial effects
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(i) the processes in place for review of the targets; despite the lack of mature methodology. The disclosure

. o - . should further support clarity as to what is expected in the DR,
gll)rc::er?r:rﬁrsr:ic?rz trzzjgttigﬁz \?V:?f:?r? It%net:r:?i'tat’tsovg?uzcsrl]z\ilr?-d in particular in reference to existing EU legislation (e.g., EU-
9 y ; ETS).

(iii) the intended use of carbon offsets in achieving emissions
targets, incl.: (1) the extent to which the targets rely on the use

of carbon offsets; (2) whether the offsets will be subject to a 6) The future potential financial effects from climate-related
third-party offset verification or certification schemes; (3) the risks cover gross risks (before mitigation/adaptation policies
type of carbon offset; (4) any other significant factors; and actions in ESRS E1 instead of net risks as in IFRS S2
8§14 (c)
e 813 (c): quantitative and qualitative information about the = ESRSEL, DR E1-1815(g) > ESRS E1 DR E-15 and E-16 requirement to disclose the
progress of plans disclosed related to § 13 (a) and (b)] S ESRS E1, DR E1-3 §24 (g) monetary amount of assets/liabilities and % of turnover at risk.
This information is relevant.
(d) [the effects of significant climate-related risks and opportunities = ESRSE], DR E1-15, E1-16 and E1-
on its financial position, financial performance and cash flows 1815 () . N . .
7) More details on potential financial effects and opportunities
o ) . . , , (business activities at risks, market size for low carbon
e 814 (a): how significant climate-related risks and opportunities = Financial statements solutions)
have affected its most recently reportgd financial position, = Details on the two categories of climate-related opportunities —
financial performance and cash flows; (i) expected cost savings with regards to climate change
mitigation and adaptation actions; and (ii) potential market size
e 814 (b): information about the climate-related risks and = ESRSEL, DR E1-15 867 (a) — aim to support the provision of granular, accurate and

opportunities identified in § 14 (a) for which there is a significant ) comparable information.

risk that thfere will be zérlnaé?rial adjustmgnt t(;]thfe carryir|19 > ESRSEL DREI-16 871 () =>» This disclosure should help understand how the undertaking
amounts of assets and liabilities reported in the financia may financially benefit from material climate-related
statements within the next financial year; opportunities. It is complementary to the information requested
under the Taxonomy Regulation.

e 814 (c): how it expects its financial position to change over time, = ESRSEL1, DR E1-15 867 (a)
given its strategy to address significant climate-related risks and i
opportunities, reflecting: > ESRSEL DREI-16 871 (a)

(i) its current and committed investment plans and their
anticipated effects on its financial position;

(ii) its planned sources of funding to implement its strategy;
e 814 (d): how it expects its financial performance to change over = ESRSEL1, DR E1-15 867 (b)

time, given its strategy to address significant climate-related )
risks and opportunities; > ESRSEL DREI-16 871 (b)
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e 814 (e): if the entity is unable to disclose quantitative
information for § 14(a)-(d), an explanation of why that is the
case]

ESRS E1, DR E1-15 §AG 74
ESRS E1, DR E1-16 8AG 85
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(e) [the climate resilience of its strategy (incl. its business model) to
significant physical and transition risks

e 815 (a): the results of the analysis of climate resilience:
(i) the implications of the entity’s findings for its strategy;
(i) the significant areas of uncertainty considered in the analysis;

(iii) the entity’s capacity to adjust or adapt its strategy and business
model over the short, medium and long-term to climate
developments in terms of (1) the availability of, and flexibility in,
existing financial resources, (2) the ability to redeploy, repurpose,
upgrade or decommission existing assets; (3) the effect of current or
planned investments in climate-related mitigation, adaptation or
opportunities for climate resilience;

e 815 (b): how the analysis has been conducted, incl.:

(i) when climate-related scenario analysis is used: (1) which
scenarios were used; (2) whether the analysis has been conducted
by comparing a diverse range of scenarios; (3) whether the
scenarios are associated with transition risks or increased physical
risks; (4) whether the entity has used a scenario aligned with the
latest international agreement on climate change; (5) an explanation
of why the entity has decided that its chosen scenarios are relevant;
(6) the time horizons; (7) the inputs; (8) assumptions about the way
the transition to a lower-carbon economy will affect the entity

(ii) when climate-related scenario analysis is not used: (1) an
explanation of the methods or techniques, (2) the climate-related
assumptions, (3) an explanation of why the entity has decided that
the climate-related assumptions are relevant; (4) the time horizons;
(5) the inputs; (6) assumptions about the way the transition to a

ESRS 2, DR 2-SBM 4

ESRS E1, Climate-related specific
application guidance on DR 2-SBM 4
of ESRS 2 on the resilience of the
strategy and business model

ESRS 2, DR 2-SBM 4 §47 (d)

ESRS E1, Climate-related specific
application guidance on DR 2-SBM 4
of ESRS 2 8AG 7 (c)

ESRS 2, DR 2-SBM 4 8§47 (d)

ESRS E1, Climate-related specific
application guidance on DR 2-SBM 4
of ESRS 2 8AG 7 (b)
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lower-carbon economy will affect the entity; (7) an explanation of
why the entity was unable to use climate-related scenario analysis]
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EXPOSURE DRAFT IFRS S2 CLIMATE-RELATED DISCLOSURES

ESRS E1

RISK MANAGEMENT

COMPARISON EFRAG vs IFRS

Based on Exposure Draft IFRS S2 Climate-related Disclosures 8§17 2> ESRS2,DR2-IRO1
= ESRSE1L, DR E1-2, E1-3, E1-4, and
Climate-related specific AG on DR 2-
IRO 1 of ESRS 2 on materiality
assessment
ESRS1,GP 2.1
(a) [the process, or processes, it uses to identify climate-related: 2> ESRS2,DR2-IRO1871
(i) risks; = ESRS E1, Climate-related specific
. - AG on DR 2-IRO 18AG 14 (b) and
(i) opportunities] ©
(b) [the process, or processes, it uses to identify climate-related risks = ESRS 2, DR 2-IRO 1 §74 and 8AG
for risk management purposes, incl.: 67
(i) how it assesses the likelihood and effects associated with such = ESRS E1, Climate-related specific
risks; 8AG 17 and 18 on DR 2-IRO 1 of
(i) how it prioritizes climate-related risks; ESRS 2
(iii) the input parameters it uses;
(iv) whether it has changed the processes used]
(c) [the process, or processes, it uses to identify, assess and = ESRS 2, DR 2-IRO 1 8§74 and 8AG
prioritize climate-related opportunities] 67
= ESRS E1, Climate-related specific

AG on DR 2-IRO 1 8AG 18

Additions in ESRS E1 are:

1) Impacts taken into consideration on top of risks and
opportunities

= ESRS E1 is asking undertakings to disclose on their most
material risks and opportunities following a double materiality
perspective.

2) The concept of due diligence process is further elaborated
onin ESRS 2

3) More detailed application guidance for physical and
transition risks identification and assessment with the
provision of detailed climate scenarios 8AG 17 and 18

= ESRS E1 aligns its physical risks analysis identification with
that of the EU Taxonomy.

= Details on risk identification and assessment aim to
strengthen the reliability and credibility of the disclosed
material climate-related impacts, risks and opportunities
through the reporting of the associated identification and
assessment process, which would benefit from
standardisation.

= They also aim to facilitate the comparability across
undertakings by establishing a systematic approach of
disclosing how the undertaking has identified and assessed

Page 7 of 13




EFRAG SR TEG 11 July 2022 Agenda Paper 02.02

Rationale for ESRS E1 additions to IFRS S1

(d) [the process, or processes, it uses to monitor and manage the
climate-related:

(i) risks, incl. related policies;

(i) opportunities, incl. related policies]

7

ESRS E1, DR E1-2 §16
ESRS E1, DR E1-3 8§20
ESRS E1, DR E1-4 §28

(e) [the extent to which and how the climate-related risk identification
assessment and management process, or processes, are
integrated into the entity’s overall risk management process]

ESRS G1

(f) [the extent to which and how the climate-related opportunity
identification, assessment and management process, or
processes, are integrated into the entity’s overall management
process]

ESRS G1

Based on Exposure Draft IFRS S2 Climate-related Disclosures §18

Avoid unnecessary duplication in accordance with [draft] IFRS S1 General
Requirements for Disclosure of Sustainability-related Financial Information

ESRS 1,GP 2.1 §40

climate-related impacts, risks and opportunities. This
approach relies on identifying a wide range of conceivable
impacts, risks and opportunities that are subsequently
assessed with defined criteria in order to determine those
impacts, risks and opportunities that are material to the
undertaking.

The provision of detailed climate scenarios is derived from an
acknowledgement that the undertaking 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 considered a
highly useful tool for the undertaking to understand this
uncertainty. It can reveal the transition and physical risks and
opportunities the undertaking may face under different
plausible future states, how these risks may affect financial
performance and position and, consequently, support to
assess resilience of its strategy and business model, enabling
a better decision making. Users should be able to gain an
understanding of how climate-related scenario analysis has
informed the risk and opportunity identification and assessment
process.
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COMPARISON EFRAG vs IFRS
METRICS AND TARGETS
Based on Exposure Draft IFRS S2 Climate-related Disclosures §20 = ESRSE1, DR E1-3, E1-7, E1-8, E1-| Temporary difference on sectoral approach:
9, E1-10, E1-11, E1-15, E1-16, E1- -
17, and Climate-related specific AG 1) Sector-specific standards to be developed next year
on DR 2-GOV 4 of ESRS 2 on Additions in ESRS E1 are:
climate-related remuneration and ) ) ) )
internal carbon pricing schemes 2) Energy consumption and mix and energy intensity per
revenue required by SFDR
= ESRS 2,DR 2-GOV 4
= SFDR requirement
2 ESRSSEC1
(&) [cross-industry metrics §21 = ESRSE], DRE1-7, E1-8, E1-9, E1-
10, E1-11, E1-15, E1-16, E1-17, 3) More details on GHG emissions (share of Scope 1
and Climate-related specific AG on emissions under EU ETS, Scope 2 emissions in market-
DR 2-GOV 4 of ESRS 2 on climate- based and location-based, distinction between
related remuneration and internal removals, offsets and avoided emissions)
carbon pricing schemes = The share of Scope 1 GHG emissions under EU ETS
o reflects of one the EU’s key mechanisms in its transition
¢ 821 (a): GHG emissions: = ESRSEL DREI1-7838 towards a carbon neutral economy. It is a way to calculate
(i) absolute gross GHG emissions: (1) Scope 1, (2) Scope 3, > ERSREL, DR E1-8 §41 the potential financial effects related to emission trading,
(3) Scope 3 emissions; which is a prerequisite for understanding the undertaking’s
= ESRSE1, DRE1-9 844 transition risks
(i) GHG emissions intensity for each scope in §21 (a)(i)(1)-(3) > ESRS EL DR E1-10 §47 > The disclosure Scope 2 GHG emissions according to both
i . ’ market-based and location-based is in line with best practice
gg'r) f(olr) fﬁ:‘;(e) :sgﬁga?ggzifoﬁnmt:imns' separate disclosure > ESRSE1, DR E1-11 §50 from GHG Protocol.
: g group; (2) associates, joint . e
ventures, unconsolidated subsidiaries or affiliates: = Removals, offsets and avou_jed emissions should be clearly
separated from the accounting of Scope 1, 2 and 3 GHG
(iv) the approach used to include emissions for the entities emissions due to two main limits. First, they are a source of
included in 821 (a)(iii)(1); greenwashing if they do not fulfil stringent quality criteria,
" . . and even by the best standards, there are still uncertainties
(v) t_he_ reason(s) for the entity’s choice of approach in §21 related to the temporal aspects of carbon sequestration, the
@iv); potential risks of carbon release through deforestation, fire,
(vi) for Scope 3 emissions disclosed in §21 (a)(i)(3): (1) disease and drought. Second, they can lead to disguising
inclusion of upstream and downstream emissions; (2) the need for GHG reductions in the undertaking’'s own
categories included; (3) when inclusion of information operations and value chain and lock-in high-carbon
provided by entities in the value chain, explanation of the infrastructures. Indeed, they can make it difficult to see the
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basis for that measurement; (4) if exclusion of those GHG
emissions in §21 (a)(vi)(3), reason for omitting them;

8§21 (b): transition risks — the amount and percentage of
assets or business activities vulnerable to transition risks;

8§21 (c): physical risks—the amount and percentage of assets
or business activities vulnerable to physical risks;

§21 (d): climate-related opportunities—the amount and
percentage of assets or business activities aligned with
climate-related opportunities;

§21 (e): capital deployment—the amount of capital
expenditure, financing or investment deployed towards
climate-related risks and opportunities;

§21 (f): internal carbon prices:

(i) the price for each metric tonne of GHG emissions that the
entity uses to assess the costs of its emissions;

(ii) an explanation of how the entity is applying the carbon
price in decision-making;
8§21 (g): remuneration:

(i) the percentage of executive management remuneration
recognised in the current period that is linked to climate-
related considerations;

(ii) a description of how climate-related considerations are
factored into executive remuneration;
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ESRS E1, DR E1-16 §69

ESRS E1, DR E1-15 8§65

ESRS E1, DR E1-17 §73

ESRS E1, DR E1-4 828 and
Taxonomy Green CapEx

ESRS 2, DR 2-GOV 4 §62

ESRS E1, Climate-related specific
AG on DR 2-GOV 4 of ESRS 2 on
internal carbon pricing schemes
8AG 10 and 11

ESRS 2, DR 2-GOV 4 §62

ESRS E1, Climate-related specific
AG on DR 2-GOV 4 of ESRS 2 on
climate-related remuneration 8AG 8

EFRAG SR TEG 11 July 2022 Agenda Paper 02.02

Rationale for ESRS E1 additions to IFRS S1

evolution of the actual greenhouse gas emissions over time,
and this can give a false impression that climate risks can be
easily eliminated.

4) Taxonomy-alignment ratios (Green Turnover) and more
details on opportunities (cost savings and market size
for low carbon products and services)

Alignment with EU Taxonomy

5) Compatibility between internal carbon prices and those
used in financial statements and financial planning;
location difference between Governance (ESRS) and
Metrics (IFRS S2)

It is considered relevant information for users to understand
the consistency between the undertaking’s internal carbon
prices and those used in financial statements and financial
planning, such as through impairment and fair value. This
disclosure should help ensure whether the internal carbon
price is consistent with regulations (e.g., EU ETS).

Internal carbon prices are considered a useful governance
tool to incentivise reduction of GHG emissions and support
the assessment, anticipation and management of climate-
related transition risks and opportunities

6) Specific target on GHG emission reduction and
remuneration tied to this target in ESRS

ESRS E1 focuses on the link with the achievement of GHG

emission reduction targets as this category of climate-related

targets is deemed primarily significant based on the impact

and financial materiality assessment.
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e 822 (a): in preparing disclosures in §21 (b)-(g), consideration =2 ESRSSEC1
of whether industry-based metrics could be used in whole or S  Set 2 of sector-specific standards
part to meet the requirements; P
e 822 (b): in preparing disclosures in §21 (b)-(g), consideration = ESRSEL, DR E1-4 8§30 (b)
of the relationship of these amounts with the amounts . .
. . . . ) . = ESRS E1, Climate-related specific
recognised and disclosed in the accompanying financial AG on DR 2-GOV 4 of ESRS 2 on
statements] . -
internal carbon pricing schemes
8AG 12
= ESRSE1, DR E1-15 8§68
= ESRSE1, DRE1-16 8§72
(b) [industry-based metrics in Appendix B] 2 ESRSSEC1
= Set 2 of sector-specific standards
(c) [other metrics to measure progress towards the targets = Entity-specific layer
identified in 8§20 (d)]
(d) [targets 815 2 ESRSE1,DRE1-3
e 823 (a): metrics used to assess progress; = ESRSE1, DR E1-3 8§24 (g)
o 823 (b): the specific target the entity has set; = ESRSEL DRE1-3824 (a)
e 823 (c): whether this target is an absolute or intensity target; = ESRSE1, DR E1-3 824 (a)
e 823 (d): the objective of the target; = ESRSE1, DR E1-3 824 (a)
e 823 (e) how the target compares with those created in the = ESRSE1, DR E1-3 8§24 (e)
latest international agreement on climate change and whether > Covered by the mandator
it has been validated by a third party; y y
assurance
o 823 (f) whether the target was derived using a sectoral = ESRSEL DR E1-3 AG 30 (b)

decarbonization approach;
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7) Distinction of three levels of targets: general climate-
related targets, GHG emission reduction targets, and
net zero targets and other neutrality claims

The distinction of three levels of targets aims to provide
transparency on all types of climate-related targets while
putting the emphasis on GHG emission reduction targets
and providing transparency on the use of net zero targets
and other neutrality claims.

Additional requirements on GHG emission reduction targets
are considered necessary to ensure faithful and credible
reporting of GHG emission reductions and to fulfil the needs
of users who want to understand the target’s ambition and if
the undertaking is on track in achieving the target.
Additional requirements on net zero targets and other
neutrality claims were introduced to avoid greenwashing.

8) Scope of the target specified

The ESRS E1 follows a more granular approach by requiring
the disclosure of the scope of the target in order to increase
comparability across undertakings.

9) Target values aligned with 2030 and 2050 and
preferably set over five years rolling periods

It was considered that clear provisions for target years and
milestones will increase comparability of undertakings’ GHG
emission reduction targets and support alignment with the
EU climate goals (-55% in 2030 and climate neutrality in
2050). Target intervals of five years are considered an
acceptable timeframe to implement management plans and
monitor improvements in line with the public policy
milestones.

This disclosure should also allow for comparability across
the undertakings’ carbon trajectories.

10) Targets presented by decarbonisation levers
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= For GHG emission reduction, the undertaking is required to

users how robust the decarbonisation pathway of the

ESRS SEC 1 undertaking is and how it will be operationalised.

Set 2 of sector-specific standards

§24: in identifying, selection and disclosing the metrics
described in 8§23 (a), reference to and consideration of the
applicability of industry-based metrics in Appendix B]

= Itis important to note that the decarbonisation levers are not
expected to be precise forecasts of GHG emission
reductions. These are rather intended as indicative estimates
derived from the undertaking’s short-, medium- and long-term
plans to reduce emissions in its own operations and value
chain. For users, it will be important to understand the
assumptions of the undertaking in determining the
decarbonisation levers and whether these depend on new,
maybe currently inexistent or not market-ready technologies,
and whether they were derived by considering different
climate scenarios to detect relevant environmental-, societal-
, technology-, market- and policy-related developments.

§23 (g) the period over which the target applies; > ESRSEL DR E1-3 824 (d) explain how different decarbonisation levers (e.g., energy or
material efficiency and consumption reduction, fuel
8§23 (h) the base period from which progress is measured,; = ESRSE1, DR E1-3 §24 (c) switching, use of renewable energy or product and process
change, phase out or substitution) will contribute to the
§23 (i) any milestones or interim targets: 2 ESRSEL, DR E1-3 §24 (d) achievement of the target. This will further demonstrate to
>
>

11) Use of carbon offsets excluded from GHG emission
reduction targets (only included in net zero targets
under specific conditions)

= Itis acknowledged that an increasing number of undertakings
commit themselves to reaching net-zero GHG emissions or
are claiming climate or GHG neutrality.

=>» In preparing this [draft] standard, it was considered that there
is no consensus on the definition and methodologies for net-
zero and GHG neutrality at an enterprise level, and
international debates are ongoing (e.g., under the UNFCCC
Race to zero, a new UN high-level expert group on net-zero
commitments, the SBTi, CDP or the work on ISO 14068
“Carbon neutrality”).

= The SBTi’s Net-zero standard issued in late 2021 can be
considered the most mature approach to date for setting
short- and long-term GHG emission reduction targets in line
with a 1.5°C scenario that will eventually lead to net-zero
emissions on the enterprise level. To reach net-zero, the SBTi
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net-zero standard suggests that an undertaking must achieve
its long-term emission reduction target, i.e. reducing its GHG
emissions by at least 90%, and neutralising the unavoidable,
residual emissions by means GHG removals.

This is in contrast to frequently perceived market practice
where undertakings claim GHG neutrality for a certain
reporting year based on the use of carbon credits to offset or
compensate their GHG emissions in the respective year.
Therefore, this [draft] standard has been prepared on the
assumption that the disclosure requirements should
differentiate between net-zero targets, based on the
understanding of the SBTi net-zero standard and other GHG
neutrality claims that involve the use of carbon credits and
offsetting.

In both cases, however, the aim of the [draft] ESRS E1 is to
create transparency on what is behind “net-zero” and “GHG
neutrality” to avoid greenwashing and misleading users.
Consequently, the undertaking is expected to provide
information on GHG emissions covered, the assumptions
made, and the methodologies and frameworks applied.

12) Pathways to net zero presentation

The purpose of the presentation requirement is to assist users
in evaluating the ambition level of the undertaking’'s GHG
emission reduction target. In line with the methodology of the
SBTi, the [draft] standard proposes that the undertaking’s
GHG emission reduction target is compared to a hypothetical
science-based, 1.5 °C-aligned, target. The reference target
value should, if available, be calculated based on sectoral
decarbonisation pathways rather than on a cross-sectoral
pathway. The [draft] standard contains a table with respective
reduction rates that may be used by undertakings for
calculating the reference target value.
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