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BACKGROUND

Developments in sustainability reporting have moved
at an unprecedented pace in recent months and years.
The demand for sustainability disclosures to be made
by entities in a globally consistent manner has become
a priority for the investor community as well as various
levels of government worldwide.

Historically, sustainability reporting standards have
gone by many names, including non-financial reporting,
ESG (environmental, social and governance) reporting,
CSR (corporate and social responsibility) reporting,
integrated reporting, sustainability reporting, etc. and
they encompass different topics, including climate,
emissions, pollution, social responsibility, governance
and many others.

The various types of sustainability frameworks have
been governed by numerous different standard setters;
however, they have typically been non-mandatory and
inconsistent in their requirements. This has resulted

in ‘greenwashing’ where entities may ‘cherry pick’ and
disclose only information that casts their activities in

a positive light, while ignoring others.

This fragmentation has led to calls by many entities
worldwide for the formation of a standard setter

that can build on the work already carried out by
previous organisations and begin issuing a single set of
globally consistent sustainability standards as a ‘global
baseline’. Jurisdictions could then use a consistent
global baseline for developing requirements and build
in additional requirements considered necessary.

These rapid developments have increased the need for
Boards of Directors (or equivalent governing bodies)
and Those Charged with Governance (TCWG), such

as audit committees, to educate themselves and
remain current on the status of sustainability reporting
requirements worldwide.



THE ROLE OF THE BOARD OF DIRECTORS

(OR EQUIVALENT BODY) AND TCWG

Public pressure to disclose information about an
entity’s approach to sustainability issues including
climate change, environment, and social/governance
issues has quickly evolved from calls to action into
current and proposed requirements.

Many boards of directors are either currently or will
very soon be required to drive the strategic direction
that entities take in meeting their sustainability
reporting requirements. Most sustainability reporting
frameworks (including the TCFD and the prototype-
ISSB standards discussed in this publication) require
disclosure of the approach that an entity's governance
structure takes in addressing these issues. If boards take
no action, but disclosure is still required, an entity may
be required to disclose its lack of action to investors,
which may have an adverse effect on the entity's ability
to raise capital and meet its investors’ demands.

This publication is designed to provide boards and
TCWG with the answers to 10 fundamental questions
that all directors and audit committee members should
know regardless of where an entity may be in its
sustainability reporting journey.
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What is sustainability reporting and how does it differ from ‘traditional’

financial reporting?

Traditionally, corporate reporting has focused on
reporting an entity’s financial position, performance,
cash flows and changes in equity. Accounting
requirements have developed and matured
significantly with the development of many national
requirements during the 20™ century, followed by the
widespread adoption and acceptance of International
Financial Reporting Standards (IFRS) in the first part
of the 271 century. While accounting requirements
still differ worldwide (e.g., IFRS, US GAAP, etc.), there
is a great deal of consistency in the fundamental
requirements. This type of reporting has traditionally
been used as a means of measuring an entity's
enterprise value.

Sustainability category

Other factors also impact enterprise value, which
may not be entirely captured in traditional financial
reporting, and link to the sustainability of an

entity’s business model in a wider sense. As noted

in Question 2, although environmental factors may
affect an entity, this may not always be reflected in
the measurement of its assets, liabilities, revenue and
expenses.

As terminology used to describe this type of
sustainability information has varied, this publication
refers to ‘sustainability reporting’ broadly. Various
frameworks generally incorporate the following
categories of information:

Examples of information

Environmental

Social

Governance

Climate change, pollution, water use, resource
availability

Diversity, equity and inclusion, supply chain
accountability, human rights and fair labour standards
Governing purpose, anti-bribery and corruption,
executive compensation, ethical behaviour, tax
transparency

Various frameworks then take different approaches in how entities disclose information about these categories.
For example, the Task Force on Climate-Related Financial Disclosures (TCFD) requires disclosure about the effects

of climate change on an entity under four ‘pillars”:

Pillar Explanation Example of Information

Governance  The organisation’s governance  The board’s oversight of climate-related risks and
around climate-related risks opportunities, such as a sub-committee of the board which
and opportunities. monitors management's progress in implementing carbon

reduction targets.

Strategy The actual and potential Short, medium and long-term risks and opportunities
impacts of climate-related identified. For example, the short- and medium-term risks of
risks and opportunities on climate change on a seaside resort may be minimal, however,
the organisation’s business, the long-term risks may be significant if rising sea levels and
strategy and financial planning. heat would introduce physical risks to the resort's continued

operation.

Risk The process used by the The organisation’s processes for managing climate-related

Management organisation to assess, manage risks. For example, identifying the aspects of its supply chain
and report on climate-related  that are most sensitive to the effects of climate change and
risks. mitigating those risks by altering procurement procedures to

consider the risks of climate change in vendor selection.

Metricsand  The metrics and targets used Scope 1, 2 and 3 emissions. For example, scope 1 emissions

Targets to assess, manage and report  refer to all direct greenhouse gas emissions, which would

relevant climate-related risks
and opportunities.

include emissions generated by an airline operating its aircrafts.
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Why are investors and stakeholders demanding this type of information?

In recent years, investors have increasingly requested
information that affects an entity’'s enterprise value
but is not captured in traditional financial reporting.
For example, climate change may affect an entity's
enterprise value because drought-fuelled wildfires
may result in disruption to its business activities or
require additional capital expenditures. Additionally,
an entity that emits significant quantities of
greenhouse gases (e.g., carbon dioxide and methane)
may eventually suffer financial consequences as a
result of government intervention (e.g., carbon pricing
schemes), decreased demand for its goods and services
compared to ‘greener’ alternatives and/or assets that
become ‘stranded’ because they must be replaced with
alternatives, resulting in inefficient capital allocation.

Many institutional investors have voiced their demand
for increased transparency about sustainability in
public communications and changes to their own
investment policies, which have been designed to
encourage investees to disclose sustainability related
information. This shift in investor demand has to an
extent already had an effect on, and will increasingly
influence, the cost of capital for entities worldwide
as government policy and investor demand shift

the allocation of global capital towards entities that
demonstrate a commitment to sustainability related
initiatives.

These demands from investors and commitments
made by governments necessitate the participation
of entities worldwide. Many jurisdictions are quickly
instituting laws and requlations that will require the
disclosure of sustainability information in the relative
short term. Disclosure is quickly evolving from being
optional to mandatory.

T

Consistent with calls from the UN Intergovernmental
Panel on Climate Change (IPCC) (the leading global
scientific authority) to cut emissions of greenhouse
gases to limit further increases in temperature, in 2015
the Paris Agreement was signed by 196 jurisdictions
which entered into a legally binding international
treaty on climate change. The to limit further
increases in global average temperatures to 2.0°C,

and preferably 1.5°C, above pre-industrial levels.
Currently, the global increase is approximately 1.0°C
in comparison with pre-industrial levels. Leaders met
again in November 2021 at COP26 in Glasgow to agree
to additional actions required to reduce emissions,
meet targets and mitigate the effects of climate
change.

To achieve this goal in the Paris Agreement, significant
reductions in greenhouse gas emissions will be needed.
This will require vast improvements in both the level
of efficiency in the use of energy, and in the ways

in which that energy is produced. Consequently,
regardless of industry sector and entity, fundamental
changes will be needed to the way in which businesses
are run.

These demands from investors and commitments
made by governments necessitate the participation
of entities worldwide. Many jurisdictions are enacting
laws and regulations that will require the disclosure of
sustainability information in the relative short term.
Disclosure is quickly evolving from being optional to
mandatory.
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Will we be impacted by sustainability reporting developments?

Many regulators worldwide have expressed various
levels of commitment to requiring disclosure of
sustainability information. These requirements also
vary in the types of entities that would be required
to disclose such information, with some jurisdictions
limiting the requirement (at least initially) to only
those entities that list their shares on a public market.
Other jurisdictions, such as the European Union,
have taken a broader approach where requirements
will capture a much greater number of entities based
on measures of sales, total assets and employees
regardless of whether the entity’s shares are publicly
traded.

Many private companies are beginning to see
demands for sustainability information from their
customers. For example, many governments now
include information on sustainability in requests for
proposals (RFPs), meaning private companies that
do business with governmental organisations and

agencies may be affected. In addition, in the European

Union a ‘taxonomy’ has been introduced which sets

Jurisdiction Summary

out a framework and requires certain companies and
investors to report the extent to which their activities
are sustainable or environmentally friendly. This is
likely to filter down from Public Interest Entities to
other entities because (for example) investors and
lenders will need information about the credentials of
entities to which they advance funds.

The table below sets out a summary of a number

of jurisdictions, which together comprise 49% of
the world's population and 74% of the world's gross
domestic product (2020 World Bank figures in USD).
This list is not exhaustive; however, it demonstrates
the commitment the largest economies in the world
have made to require the disclosure of sustainability
information in the near term.

More information

E= United States The SEC is developing proposals for climate risk disclosures after
issuing a Request for Public Input on Climate Change Disclosures
in March 2021. It is expected that those requirements will build off

of America

SEC Response to Climate
and ESG Risks and

Opportunities

other frameworks and standards, including the TCFD, which was
also used by the Technical Readiness Working Group (TRWG) to
develop the prototype climate standard for the ISSB.

B European
Union

On 21 April 2021, the European Commission adopted the
Corporate Sustainability Reporting Directive (CSRD), which aims
to move investors towards sustainable investments. The CSRD

European Commission —
Corporate Sustainability

Reporting

becomes effective for larger entities for years ended 31 December
2023, however, the effective date may be delayed due to ongoing
consultation in the EU. The scope of the CSRD will expand over
time, incorporating smaller entities. The CSRD would also require
assurance to be provided, along with digital ‘tagging’ of reported
information so it is machine readable and feeds into the European
single access point. Working versions of the standards are expected

in early 2022.

continuation @


https://www.sec.gov/sec-response-climate-and-esg-risks-and-opportunities
https://www.sec.gov/sec-response-climate-and-esg-risks-and-opportunities
https://www.sec.gov/sec-response-climate-and-esg-risks-and-opportunities
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en

continuation

Jurisdiction
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Summary

More information

B European
Union

China

SIE United
Kingdom

e Japan

B0 Canada

== India

The EU Taxonomy regulation sets out a framework to classify
‘green’ or ‘sustainable’ economic activities executed in the EU.
It creates a clear framework for the concept of sustainability,
exactly defining when an entity is operating sustainably or in
an environmentally friendly way. The focus is on six economic
objectives, with reporting required for the first two from the
beginning of 2022 and the others one year later:

1. Climate change mitigation

2. Climate change adaptation

3. Sustainable use and protection of water and marine resources
4. Transition to a circular economy

5. Pollution prevention and control

6. Protection and restoration of biodiversity and ecosystems

The People's Bank of China (PBOC) has announced that PBOC
plans to implement mandatory disclosures of climate-related
information to be built on the requirements of the TCFD.

Premium listed companies must apply the requirements of

the TCFD for years ended 31 December 2021, with the scope
widening from 2022 onwards. The UK is expected to endorse ISSB
Sustainability Disclosure Standards and incorporate them once
they are issued.

The Japanese Financial Services Agency (JFSA) has stated publicly
that both public and private sectors will be required to disclose
climate-related information, starting with large companies. The
requirements will apply first to ‘prime’ segments, with expansion
to ‘standard’ and ‘growth’ segments over time. The initial
disclosures will be in accordance with the TCFD, however, the JFSA
has indicated that they will actively participate in the initiative to
develop a comparable and consistent disclosure framework for
sustainability, including climate change, by the ISSB.

In October 2021, the Canadian Securities Administrators

(CSA) issued a consultation document requesting comments

on a proposed National Instrument Disclosure of Climate-
related Matters, which would impose mandatory climate-

related disclosures on reporting issuers in Canada with limited
exceptions. The proposals are largely in compliance with the TCFD
requirements.

The Securities and Exchange Board of India (SEBI) issued a

circular in May 2021 announcing a new Business Responsibility
and Sustainability Report (or BRSR). The BRSR will apply to

the top 1,000 listed companies by market capitalisation and

will be voluntary for financial years ending 31 March 2022 and
mandatory a year later. Although SEBI has developed its own set of
requirements, these are intended to be interoperable with leading
sustainability disclosure frameworks and there is specific reference
to companies that already report in accordance with, for example,
SASB, TCFD or Integrated Reporting to be able to cross reference
existing disclosures to the requirements in the BRSR.

EU Taxonomy
Information

How will the UK become

a World Leader in Green
Finance and what will
firms need to do to help
achieve this?

CSA Request for
Comment — Proposed

National Instrument
51-107 Disclosure of
Climate-related Matters

SEBI Circular — Business
Responsibility and
Sustainability Reporting
by Listed Entities



https://eu-taxonomy.info/
https://eu-taxonomy.info/
https://www.bdo.co.uk/en-gb/insights/industries/financial-services/how-will-the-uk-become-a-world-leader-in-green-finance
https://www.bdo.co.uk/en-gb/insights/industries/financial-services/how-will-the-uk-become-a-world-leader-in-green-finance
https://www.bdo.co.uk/en-gb/insights/industries/financial-services/how-will-the-uk-become-a-world-leader-in-green-finance
https://www.bdo.co.uk/en-gb/insights/industries/financial-services/how-will-the-uk-become-a-world-leader-in-green-finance
https://www.bdo.co.uk/en-gb/insights/industries/financial-services/how-will-the-uk-become-a-world-leader-in-green-finance
https://www.osc.ca/sites/default/files/2021-10/csa_20211018_51-107_disclosure-update.pdf
https://www.osc.ca/sites/default/files/2021-10/csa_20211018_51-107_disclosure-update.pdf
https://www.osc.ca/sites/default/files/2021-10/csa_20211018_51-107_disclosure-update.pdf
https://www.osc.ca/sites/default/files/2021-10/csa_20211018_51-107_disclosure-update.pdf
https://www.osc.ca/sites/default/files/2021-10/csa_20211018_51-107_disclosure-update.pdf
https://www.sebi.gov.in/media/press-releases/may-2021/sebi-issues-circular-on-business-responsibility-and-sustainability-reporting-by-listed-entities-_50097.html
https://www.sebi.gov.in/media/press-releases/may-2021/sebi-issues-circular-on-business-responsibility-and-sustainability-reporting-by-listed-entities-_50097.html
https://www.sebi.gov.in/media/press-releases/may-2021/sebi-issues-circular-on-business-responsibility-and-sustainability-reporting-by-listed-entities-_50097.html
https://www.sebi.gov.in/media/press-releases/may-2021/sebi-issues-circular-on-business-responsibility-and-sustainability-reporting-by-listed-entities-_50097.html

What standards exist and are currently under development?

Currently, there is a wide variety of reporting frameworks and standards available to entities, usually on an
optional basis. The table below sets out a summary of some of the most widely adopted; over 500 formal and
informal frameworks currently exist. For more detailed information, refer to BDO's publication ‘Sustainability
Frameworks, A Snapshot’, which is available here.

Reporting Framework/ Standards Description
Provides individual standards, by industry that identify
Sustainability Accounting Standards Board (SASB) sustainability factors most likely to have material

financial impacts on a company to inform investors.

Provides standards that identify material sustainability
efforts of the company that have the most significant
impact on the environment and society to inform

a broad range of stakeholders.

Global Reporting Initiative (GRI)

Provides a framework for specialised disclosure of
financial risks posed by climate change on a company
to inform investors, lenders and insurers.

Task Force on Climate-Related Financial Disclosures
(TCFD)

Provides a framework based on variety of capitals
(financial, manufactured, intellectual, human, social
and natural) to explain to providers of financial capital
how an organisation creates, preserves or erodes value
over time through both financial and nonfinancial
information.

International Integrated Reporting Council (IIRC)

Provides a framework for reporting environmental and
climate change information in mainstream corporate
reports (including the annual report) that is useful to
investors, lenders and creditors.

Climate Disclosures Standards Board (CDSB)
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https://www.bdo.global/en-gb/microsites/ifrs/resource-library?tag=sustainabilityreporting
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In response to calls from IOSCO, other organisations
and investors to create a consistent ‘baseline’ of
sustainability standards to be applied worldwide,

the IFRS Foundation announced the formation of the
International Sustainability Standards Board (ISSB) in
November 2021, which will issue IFRS Sustainability
Disclosure Standards.

1

The formation of the ISSB will result in the ‘merging in
of the Climate Disclosure Standards Board (CDSB) and
the Value Reporting Foundation (VRF — which houses

the current Integrated Reporting Framework and SASB

IFRS Foundation

IFRS Accounting
Standards

standards) into the ISSB by June 2022. Some of this
has already taken place, with the completion of the
first of these (the CDSB) being announced by the IFRS
Foundation on 31 January 2022.

The ISSB is currently forming its board, having
announced the appointment of its Chair and Vice Chair,
and a number of Special Advisors and plans to issue
exposure drafts for the initial set of IFRS Sustainability
Disclosure Standards by mid-2022. The structure of
the IFRS Foundation as of 31 December 2021 may be
summarised as follows:

To consolidate into ISSB

IFRS
Sustainability
Disclosure
NERES

Instead of being an additional new set of standards, IFRS Sustainability Disclosure Standards will build on various
existing frameworks and standards. For more information about IFRS Sustainability Disclosure Standards, see

Questions 6 and 7.




Which entities will have to apply IFRS Sustainability Disclosure Standards?
Will all countries adopt them?

Similar to IFRS Accounting Standards, while the

IFRS Foundation does not have the ability to require
any entities to apply IFRS Sustainability Accounting
Standards, many jurisdictions will require their use

or develop their own requirements that use IFRS
Sustainability Disclosure Standards as a ‘base line’
and add jurisdictional specific requirements. I0OSCO
has supported the efforts of the IFRS Foundation,
resulting in the formation of the ISSB, which serves as
an indicator of the actions that are likely to be taken
by jurisdictions worldwide once the ISSB begins issuing
final standards.

Jurisdictions will make their own decisions about
which sustainability frameworks to require and to
which entities they will apply. However, consistent
with the widespread adoption and acceptance of

IFRS Accounting Standards which are now permitted
or required in over 140 jurisdictions worldwide, it is
expected that IFRS Sustainability Disclosure Standards
will be applied extensively worldwide.

It is expected that IFRS Sustainability Disclosure
Standards will be applied extensively worldwide.

Some jurisdictions may still develop their own
sustainability standards, while at the same

time seeking a degree of consistency with IFRS
Sustainability Disclosure Standards. For example, the
European Union's Sustainability Reporting Standards
are expected to be largely consistent with IFRS
Sustainability Disclosure Standards. However, if the
language in the EU standards is not the same as the
language in IFRS standards, it is likely that there will be
differences in how they are applied in practice.

As noted in Question 6, the requirements of an IFRS
Sustainability Disclosure Standards for climate are
expected to merge components of the TCFD and SASB
standards, meaning that jurisdictions where TCFD and/
or SASB standards are required or permitted already
may have a ‘head start’ in complying with aspects of
IFRS Sustainability Disclosure Standards.
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What are IFRS Sustainability Disclosure Standards and how are they being

developed?

IFRS Sustainability Disclosure Standards will be issued
by the International Sustainability Standards Board.
While exposure drafts have not been issued to date,

a Technical Readiness Working Group (TRWG) was
formed in 2021 to provide a ‘running start' for the
new board by building on the well-established work of
other standard setters. This culminated in the release
of four documents in 2021:

1. General Requirements for Disclosure of
Sustainability-related Financial Information
Prototype (General Requirements Prototype)

2. Climate-related Disclosures Prototype (Climate
Prototype)

3. Conceptual guidelines for standard setting

4. Architecture of standards

Items 1 and 2 are prototypes of standards, which will
form the basis for exposure drafts to be published in
the first half of 2022.

The General Requirements Prototype shares much
of its structure with |AS 1, Presentation of Financial
Statements, which sets out the fundamental
requirements and structure of financial statements.

The Climate Prototype is an amalgamation of the
TCFD's approach to requiring disclosures based on four
‘pillars’, combined with the SASB’s 77 industry-specific
metrics. A diagrammatic summary of this structure is
as follows:

Based on TCFD Based on SASB

iy

Governance

)

Strategy

The actual and
potential impacts
of climate-
related risks and
opportunities on
the organisation’s
business, strategy
and financial
planning.

The organisation’s
governance
around climate-
related risks and
opportunities.

risks.

Risk Management

The process
used by the
organisation to
assess, manage
and report on
climate-related

ee
Metrics and
Targets

The metrics and
targets used to
assess, manage
and report
relevant climate-
related risks and
opportunities.

SASB 77 industry-
specific metrics

While only a General Requirements and Climate Prototype have been issued, additional IFRS Sustainability
Disclosure Standards are expected to be developed in the near future on other topics (e.g., social, human capital

management and governance topics).

The expected requirements of IFRS Sustainability Disclosure Standards are further explained in Question 7.
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What will IFRS Sustainability Disclosure Standards require and where would

entities disclose this information?

No final IFRS Sustainability Disclosure Standards have
yet been issued. However, the prototypes released by
the Technical Readiness Working Group provide insight
into what is likely to be required.

Where an entity discloses sustainability information
will depend by jurisdiction. However, many

entities may disclose this information as part of

a strategic report, management discussion and
analysis, management commentary or as a separate
document (e.g., sustainability report, corporate

and social responsibility report, etc.). The way in
which such disclosures can and will be made will
vary by jurisdiction as regulators introduce specific
requirements. Regardless of where this information
is disclosed, those charged with governance need

to understand management's objectives in sharing
information, what information is being shared by the
organisation and the integrity of such information.

Contents of the Prototypes — General Requirements

The general requirements prototype sets out the
overall requirements for disclosing sustainability-
related financial information relevant to the
sustainability-related risks and opportunities of an
entity. The prototype includes:

1. arequirement to disclose a complete, neutral
and accurate depiction of an entity’s significant
sustainability risks and opportunities;

2. a definition of materiality, aligned with the
Conceptual Framework for Financial Reporting,
focused on the information that serves the needs
of users and drives enterprise value;

3. a consistent approach for the disclosure of
information about significant sustainability-related
risks and opportunities built on a consideration of an
entity's governance, strategy and risk management
and supported by metrics and targets; and

4. further requirements and guidance that support the
provision of comparable and connected information.

An entity would be required to make disclosures
about all material sustainability-related risks and
opportunities, regardless of whether there is a specific
IFRS Sustainability Disclosure Standard for that topic
orissue.

An important consequence is that an entity would

be required to make disclosures about all material
sustainability-related risks and opportunities,
regardless of whether there is a specific IFRS
Sustainability Disclosure Standard for that topic or
issue. The prototype includes an equivalent to the
hierarchy in IFRS Accounting Standards, which includes
requirements which apply in the absence of a specific
IFRS Sustainability Disclosure Standard. These include
the disclosure of information that is relevant, faithfully
represents the entity’s risks and opportunities and is
neutral. In developing those disclosures, management
of an entity may consider the most recent
pronouncements of other standard setting bodies.

Contents of the Prototypes — Climate Requirements

The prototype incorporates recommendations and
requirements from existing standards and frameworks,
including the Task Force on Climate-Related

Financial Disclosures (TCFD) and industry disclosure
requirements that have been derived from standards
published by the Sustainability Accounting Standards
Board (SASB).

The prototype requires an entity to provide information
that enables users of general-purpose financial
reporting to assess an entity's governance, strategy, risk
management, metrics and targets related to climate-
related risks and opportunities. This includes the SASB's
77 sets of industry specific metrics.



The prototype is accompanied by a supplementary An example of an industry specific metric, which
technical protocol for disclosure requirements, which would be required by the prototype is set out below
sets out extensive disclosure requirements and for an airline:
application guidance to achieve these objectives by
industry.

Accounting Metric Accounting Metric Unit of Measure

Gross global Scope 1 Emissions (i.e., direct emissions) Metric tons (t) CO, equivalent

Discussion of long-term and short-term strategy or n/a

plan to manage Scope 1 emissions, emissions reduction
targets, and an analysis of performance against those
targets

(1) Total fuel consumed, (2) percentage alternative, Gigajoules (G)), Percentage (%)
(3) percentage sustainable

These requirements serve as only a minimum set of requirements for an airline; an entity may disclose additional
targets and metrics if relevant (e.g., CO, equivalent emitted per kilometre flown).
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When will we be required to provide sustainability disclosures?

As noted in Question 3, the answer to this question
will vary by jurisdiction. For example, in the United
Kingdom, premium listed companies must apply

the recommendations of the TCFD for years ended

31 December 2021, with the scope widening from 2022
onwards. Other jurisdictions may require sustainability
disclosures to be made by certain entities from 2023
onwards.

It is also not yet clear when various jurisdictions may
require or endorse the application of IFRS Sustainability
Disclosure Standards, as they must be exposed

for public comment and issued as final standards.
However, as an indication of the need for entities to
act quickly, Ashley Alder, chair of IOSCO (International
Organisation of Securities Commissions), noted

the following at the COP26 Climate Conference on

3 November 2021:

‘Companies should start looking at the [climate]
prototype that has been published today to get ready
for reporting by the end of next year and into the
following year.

Therefore, it is expected that entities may need to start
applying the standards in the near to mid-term. As

a result, some companies are beginning to start work
efforts based on expected disclosure requirements

by establishing sustainability programs, policies and
related risk assessments in advance of regulatory
directives.

All entities that are expected to be in the scope of
sustainability disclosure requirements should begin
planning soon as incorporating sustainability related
considerations into systems and processes will take
time and will involve significant work effort from many
components of an organisation (see Questions 9 and
10).
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How will our internal controls and financial reporting systems be affected?

Sustainability reporting frameworks do not in
themselves require an entity to institute particular
policies or procedures, nor do they require an entity
to change how it operates its business, although
companies may begin changing behaviour and
operating models as demands from investors grow.
What they do require is disclosures about how an
entity is addressing particular sustainability topics and
the consequences. This is similar to IFRS Accounting
Standards, which do not contain requirements about
how an entity makes business decisions. However,
entities are required to disclose information about
the consequences and effects of those decisions.

Similarly, sustainability frameworks do not require
any entity to create committees aimed at reducing
greenhouse gas emissions, or change its procurement
process to eliminate abusive labour practices for

its supply chain. However, an entity must disclose

information about what it does and what it plans
to do in the future, in order that investors can make
decisions on the basis of this information.

These disclosures may require information to

be organised and gathered (for example, about
greenhouse gas emissions), which has consequential
effects on systems and processes, similar to how
IFRS Accounting Standards might require an entity
to capture certain information for financial reporting
purposes.

For example, assume an airline adopted IFRS
Sustainability Disclosure Standards. Assuming the final
standards were identical to the Prototypes issued, the
airline would be required to consider how it gathers
the following industry information with consequential
effects on systems, processes and internal controls:

Accounting Metric

Implication to systems and processes

Implication to internal controls

Gross global Scope 1
Emissions (i.e., direct
emissions)

Discussion of long-term and
short-term strategy or plan
to manage Scope 1emissions,
emissions reduction

targets, and an analysis of
performance against those
targets

(1) Total fuel consumed,
(2) percentage alternative,
(3) percentage sustainable

Systems must be designed to capture
and/or estimate emissions generated
by owned aircrafts, vehicles and other
equipment, as well as techniques for
converting those emissions into CO,
equivalent measures.

If not already in place, entities must
decide whether/how they intend

to manage their Scope 1 emissions.

For example, the establishment of
governing committees and their ability
to require changes in procurement and
business operations to achieve targets.

Systems must be designed to capture
and/or estimate fuels consumed, as
well as identifying categories of fuels
purchased and consumed.

Access control and modification
privileges to applicable software,
establishment of approved policies for
estimation techniques.

Documentation of approval processes
for plans and commitments made
and how management and the board
monitors progress, including how it is
quantified.

Access control and modification
privileges to applicable software,
including procurement systems

to appropriately ‘tag’ fuels into
the required categories and
establishment of approved policies
for estimation techniques.

Most jurisdictions do not yet require assurance to be provided over sustainability information being disclosed,
However, this is evolving quickly, with a number of jurisdictions considering the level of assurance required in
the near term. This will have a consequential effect on the extent of internal controls that must be designed over
the systems and processes that gather the necessary information included in sustainability disclosures.



How do we get started?

Boards should at a minimum consider the following initial steps:

1. Educate key 2. Perform a
management sustainability
decision makers and assessment to
those charged with identify material
governance sustainability factors

3. Identify
information needs
of the company,
stakeholders and
regulators
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4. Develop and
augment reporting
systems as necessary

3a. If no framework is
currently mandatory,
determine which best
meets current needs
and set objectives and
metrics

5. Report
information

3b. Perform gap
analysis to identify
required information
that is not readily
obtainable

6. Reassess if
disclosures should
be updated as the

company's business
evolves

3c. Identify internal and
external resources that
may be necessary to fill

gaps

Sustainability disclosures are likely to evolve as regulatory and other sustainability disclosure requirements
increase and entities’ business activities develop. The process described above is not a one-off project with a fixed
completion date, but is instead a series of steps that will need to be revisited and refined over time. For example,
an entity may currently have very limited information about how it identifies risks and opportunities related to
climate change, as well as how it affects its strategy. This might initially result in relatively brief sustainability
disclosures, with enhancements being implemented over successive future reporting periods. Entities will need to
respond and develop plans to address their sustainability risks and opportunities, which are ultimately business

risks and opportunities.

BDO can assist you on your sustainability reporting journey. Please refer to the list of contacts at the end of this

publication.




CONTACTS

EUROPE

Katarina Podvorskaya
Michaél van Cutsem
Eeva Koivula

Anne Catherine Farlay
Audrey Leroy

Jens Freiberg

Nils Borcherding
Viola Moller
Carmen Auer

Stuart Philips

Steve Desmond
Teresa Morahan
Ehud Greenberg
Maya Borkow

Nofar Wallach Lezresko
Carlo Luison

Stefano Bianchi
Valeria Fazio
Adrianca Mens
Jeroen van Erve
Roald Beumer
Gijsbert Bruijnes
Tina-Irene Amundsen
Hilde Loseth Modell
Reidar Jensen

David Cabaleiro
Maria Bonacasa
Valerian Stalder
Boris Hofer

Jacques Blanc
Anthony Appleton
Fiona Davis

Zoe White

Michelle Carroll
Moses Serfaty
Richard Weighell

ASIA PACIFIC
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Bl Belgium
+Finland

B B France

B B France

== Germany

== Germany

== Germany

== Germany

-+ Guernsey

== Guernsey

I llreland
=Israel

= Israel

= Israel

I Bltaly

i 1ltaly

i Bltaly

= Netherlands

= Netherlands

= Netherlands

= Netherlands
= Norway

#= Norway

= Norway

= Spain

= Spain

3 Switzerland

K3 Switzerland

K3 Switzerland

&t United Kingdom
& United Kingdom
2 United Kingdom
2 United Kingdom
2& United Kingdom
= United Kingdom

kpodvorskaya@bdo.by
michael.vancutsem@bdo.be
eeva.koivula@bdo.fi
annecatherine.farlay@bdo.fr
audrey.leroy@bdo.fr
jens.freiberg@bdo.de

nils.borcherding@bdo.de
viola.moeller@bdo.de
carmen.auer@bdo.de
stuart.philips@bdo.gg
steve.Desmond@bdo.gg
tmorahan@bdo.ie
ehudg@bdo.co.il
mayabo@bdo.co.il
nofarl@bdo.co.il
carlo.Luison@bdo.it
stefano.bianchi@bdo.it
valeria.Fazio@bdo.it
adrianca.mens@bdo.nl
jeroen.van.erve@bdo.nl

roald.beumer@bdo.nl
Gijsbert.Bruijnes@bdo.nl

Tine-lrene.Amundsen@bdo.no

Hilde.Loseth.Modell@bdo.no

reidar.jensen@bdo.no
david.cabaleiro@bdo.es
maria.bonacasa@bdo.es
valerian.stalder@bdo.ch
boris.hofer@bdo.ch
jacques.blanc@bdo.ch

anthony.w.appleton@bdo.co.uk

Fiona.Davis@bdo.co.uk
Zoe X.White@bdo.co.uk
michelle.carroll@bdo.co.uk
moses.serfaty@bdo.co.uk
richard.weighell@bdo.co.uk

Aletta Boshoff
Ashley Bleeker
Hu Jian Fei
Jessica Yang
Xiaoyue Sun
Fanny Hsiang
Ricky Cheng

il Australia
88 Australia
Kl China

Bl China
China

El Hong Kong
El Hong Kong

aletta.boshoff@bdo.com.au
ashley.bleeker@bdo.com.au
hu.jianfei@bdo.com.cn
yvangfang2@bdo.com.cn
sun.xiaoyue@bdo.com.cn
fannyhsiang@bdo.com.hk
rickycheng@bdo.com.hk
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CONTACTS

Ashish Gangrade
Pradeep Suresh
Francis Cyril Singham
Khoon Yeow Tan
Kah Yee Lee

Chin Beng Koh

LATIN AMERICA

==India
==India

&= Malaysia
B= Malaysia
&= Malaysia
== Singapore
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ashishgangrade@bdo.in
pradeepsuresh@bdo.in
franciscyril@bdo.my
tanky@bdo.my

leeky@bdo.my
kohchinbeng@bdo.com.sg

Marcello Canetti

— Argentina

mcanetti@bdoargentina.com

Victor Ramirez == Colombia vramirez@bdo.com.co
Luana Castilho E=3 Brazil luana.castilho@bdo.com.br
Paulina-Roura Izquierdo -1 Mexico paulina.roura@bdomexico.com
Ernesto Bartesaghi ==Uruguay ebartesaghi@bdo.com.uy
NORTH AMERICA & CARIBBEAN

Pierre Taillefer Il Canada Ptaillefer@bdo.ca
Stephen Payne Bl Canada spayne@bdo.ca

Armand Capisciolto I8 Canada acapisciolto@bdo.ca
Christopher Tower EUSA ctower@bdo.com

Karen Baum E=USA kbaum@bdo.com

Daniel Fuller E=USA dfuller@bdo.com

Dan Harris E=USA dharris@bdo.com

Amy Rojik E=USA arojik@bdo.com
MIDDLE EAST

Ayez Qureshi | 8 Bahrain Ayez.qureshi@bdo.bh
Azzan Hamaideh B= Jordan ahamaideh@bdo.com.jo
Antoine Gholam = Lebanon agholam@bdo-lb.com
SUB SAHARAN AFRICA

Pamela Leste De Perindorge == Mauritius pamela.leste@bdo.mu
Carla Clamp »= South Africa CClamp@bdo.co.za
Dineo Mokono = South Africa dmokono@bdo.co.za
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This publication has been carefully prepared, but it has been written in
general terms and should be seen as broad guidance only. The publication
cannot be relied upon to cover specific situations and you should not act,
or refrain from acting, upon the information contained therein without
obtaining specific professional advice. Neither BDO IFR Advisory Limited,
and/or any other entity of BDO network, nor their respective partners,
employees and/or agents accept or assume any liability or duty of care for
any loss arising from any action taken or not taken by anyone in reliance on
the information in this publication or for any decision based on it.

The BDO network (referred to as the ‘BDO network’ or the ‘Network’) is

an international network of independent public accounting, tax and advisory
firms which are members of BDO International Limited and perform
professional services under the name and style of BDO (hereafter ‘BDO
member firms'). BDO International Limited is a UK company limited by
guarantee. It is the governing entity of the BDO network.

Service provision within the BDO network in connection with corporate
reporting and IFRS (comprising International Financial Reporting Standards,
International Accounting Standards, and Interpretations developed by the
IFRS Interpretations Committee and the former Standing Interpretations
Committee), and other documents, as issued by the International
Accounting Standards Board, is provided by BDO IFR Advisory Limited, a UK
registered company limited by guarantee. Service provision within the BDO
network is coordinated by Brussels Worldwide Services BV, a limited liability
company incorporated in Belgium.

Each of BDO International Limited, Brussels Worldwide Services BV, BDO
IFR Advisory Limited and the BDO member firms is a separate legal entity
and has no liability for another entity’s acts or omissions. Nothing in

the arrangements or rules of the BDO network shall constitute or imply

an agency relationship or a partnership between BDO International Limited,
Brussels Worldwide Services BV, BDO IFR Advisory Limited and/or the BDO
member firms. Neither BDO International Limited nor any other central
entities of the BDO network provide services to clients.

BDO is the brand name for the BDO network and for each of the BDO
member firms.

© 2022 BDO IFR Advisory Limited, a UK registered company limited by
guarantee. All rights reserved.
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