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Substantial development of reporting

As of FY2024, companies regardless of capital market orientation will have to disclose sustainability information (CSRD)
and the sustainability performance of their activities in relation to revenue, CapEx and OpEx.
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Corporate Sustainability Reporting Directive (CSRD)

Compared to the NFRD, key changes under the CSRD include a larger number of affected companies, the specification of
double materiality, more extensive reporting content, as well as increased reporting depth and assurance requirements.

Corporate Sustainability Reporting Directive (CSRD)

The Corporate Sustainability Reporting
Directive (CSRD) strengthens the rules
about the social and environmental
information that companies have to
report.

European Sustainability Reporting Standards (ESRS)

« Influenced
s [ - by GRI, SASB,

TCFD...
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The European Sustainability
Reporting Standards (ESRS)
are a series of delegated acts
prepared by the EU to specify
reporting requirements
under the CSRD.

CSRD challenges

1 Affected
Companies

2 Materiality

3 Report Content

4 Reporting & Audit
depth

Increased number of companies impacted by CSRD & ESRS
01.01.2024: companies already subject to the NFRD
01.01.2025: large companies that are not presently subject to the NFRD

01.01.2026: listed SMEs, small and non-complex credit institutions and
captive insurance undertakings

Increased complexity for the assessment of material topics based on
risks, opportunities and impacts

Increased demand on ESG data
Retrospective and forward-looking

Key sustainability risks and interdependencies, including risk
management

Within Management report
Limited assurance, reasonable assurance expected 2028
ESEF: Digital tagging analogous to financial reporting



European Sustainability Reporting Standard

In addition to the content already specified in the text of the CSRD, binding reporting standards are to be created by the
EFRAG. They are divided into three areas: sector agnostic, sector specific and entity specific disclosure requirements.

Framework & methods =

1. SECTOR AGNOSTIC

(apply to all undertakings)

ESRS 1
General principles

Cross cutting Standards

ESRS 2
General, strategy, governance and materiality assessment
disclosure requirements

ESRS E1
Climate change

2. SECTOR SPECIFIC
(apply to undertakings doing
business in one or several ESRS S1
sectors) Own workforce

3. ENTITY SPECIFIC

Topical standards =

Environment

ESRS E2 ESRS E3 ESRS E4 ESRS E5

Pollution Water and marine Biodiversity and Resource use and
resources ecosystems circular economy
Social

ESRS S2 ESRS S3 ESRS S4
Workersin the Affected Consumers and
value chain communities end-users

ESRS G1

Business conduct
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Sector-specific ESRS

Standards for capital
market-oriented SMEs
(in the scope of the
CSRD)

Voluntarily applicable
standards for non-
capital-market-oriented
SMEs

Standards for
companies from third
countries



Draft Delegated Act for European Sustainability Reporting Standards

On 9 June the Commission published a consultation on the first set of sector-agnostic standards under the ESRS, based
on advice received from EFRAG in November 2022.

1. Most disclosure requirements are now subject to materiality assessment:

- With the exception of disclosure requirements and datapoints under ESRS 2, all disclosure requirements will be subject to materiality assessments

2. Phased-in options and voluntary disclosure requirements:

- Certain disclosure requirements will apply on a phased-in basis dependent on company size, and some mandatory disclosure requirements become voluntary

3. Interoperability:
-> Aligning ESRS with the IFRS Sustainability Standards

Next steps:

* A 4-week consultation period is open until 7 July. Subject to feedback received, we expect the final ESRS Delegated Act to be approved by the EU Commission by the end of
July, or the end of August at the latest.

* The scrutiny period by the European Parliament and the Council will begin once the Commission approves the Delegated Act. We expect an initial scrutiny period of 2 months
(which may be extended by another two months), allowing ESRS to become effective from 1 January 2024.

Source: European Sustainability Reporting Standards | Unpacking the Commission’s first draft Delegated Act

GRC Espresso, Non-financial reporting — CSRD


https://emearegulatorystrategy.deloitte.com/post/102iglu/european-sustainability-reporting-standards-unpacking-the-commissions-first-dr

Limited Assurance: auditable data & processes

The CSRD requires independent assurance. The foundations for a functioning internal control system (ICS) for non-
financial key indicators must already be considered when establishing the data collection and consolidation processes.
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Clear and transparent indicator definition as well as global targets and measurement rules to prevent inconsistent data
collection

Ensure compliance with relevant external requirements

Ensure consistent assumptions, extrapolations, measurement requirements and use of emission factors

Avoid aggregation and conversion errors (American tonne vs. metric tons)

Consistent scope of consolidation and reporting period with the financial indicators
Identification of deviating scope of consolidation, e.g. when collecting environmental key indicators at only
environmentally relevant locations

Clear responsibilities, sufficient competencies and position descriptions
Deputy arrangements and formalized processes to avoid person-specific knowledge

Formalised reporting process (e.g. process description, ICS, responsibilities, substitution solutions)
Group-wide reporting guidelines and harmonised processes at the locations

Definition and interpretation of required data

Use of (auditable) IT systems

Clean interfaces between manual and automated processes

Formalised, functional and globally implemented internal control system for non-financial key performance indicators
v" Design - Controls are documented and designed to address the risk of misstatement &
v" Implementation - ensuring that controls are actually implemented
v’ Operating Effectiveness - assuring that controls are actually working



The three lines model
It is apparent that ESG is becoming a new function of the 2" Line.

W Supervisory Board ESG considerations

Board of Directors / Management
* Define ESG methodologies
@@
* Monitor and steer of ESG strategy

15t Line 2" Line 3 Line
ESG * Responsibility for external reporting and

E_|T| communication

* Data consolidation and validation

Risk Management

Internal Control
System (ICS)

>
"""""""""""""""" = wn
. = c . q .
. Compliance c T * Coordinate cross-functional collaboration
Operational . 2 o
"""""""""""""" Internal Audit » < * Advice 1st line functions on ESG
Management c @
2 0o
8- S
q

Monitor external ESG developments and
regulatory requirements

® ©

GDPR/ Data

Security ... * Support to ensure awareness within the

organization
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Why do we need to establish an ESG risk management system (RMS)?
Exemplary requirements in addition to § 91 and § 93 AktG.

“Investors... want to better understand the risks
of and opportunities afforded by sustainability
issues for their investments, as well as the impact
of those investments on people and the
environment... ensure that there is adequate
publicly available information ... ”

CSRD®
(today:

NFRD/
CSR-RUG)

~ “...One of the Task Force’s key
recommended disclosures focuses on the \
resilience of an organization’s strategy, taking
into consideration different climate-related
scenarios, including a 2° Celsius or lower “
_ scenario. ...”

1 Selected requirements and recommendations/ frameworks

i

[/
' DIIR 2 \
(updated

Companies are required to comply with the § 91
Sec. 2 AktG, which requirements are reflected in

IDW the IDW PS 340 (revised) — Are all areas from which

PS 981/ ~
340
(revised)*

identification process?

Version

potential risks may arise included in the risk

P » “Supplements the IPPF and defines

requirements for the audit of a risk
management system, supports
management boards, supervisory
boards as well as the cooperation with
internal and external auditors.”

“...increasing need for companies to
integrate environmental, social and
governance-related risks (ESG) into their
RMS processes...”

2 Committee of Sponsoring Organizations of the Treadway Commission; COSO & WBCSD (2018): Enterprise Risk Management — Applying enterprise risk management to environmental, social and governance-related risks. Available from COSO

3 Task Force on Climate Related Financial Disclosures; TCFD (2017): Recommendations of the TCFD. Available from TCFD
4 Institut der Wirtschaftspriifer: Priifungsstandard 981 / 340 neue Fassung. Available from IDW

5 Corporate Sustainability Reporting Directive ; With 2024 expected. Available from CSRD

6 DIIR Revisionsstandard Nr. 2: Priifung des Risikomanagementsystems durch die Interne Revision. Available from DIIR
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https://www.coso.org/Documents/COSO-WBCSD-ESGERM-Guidance-Full.pdf
https://www.fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-2017-TCFD-Report-11052018.pdf
https://shop.idw-verlag.de/media/2a/f3/91/1606298414/9783802126383_leseprobe.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022L2464
https://www.diir.de/fileadmin/fachwissen/standards/downloads/DIIR_Revisionsstandard_Nr._2_Version_2.0.pdf

ESG Risk Management cycle

ESG risk information maximizes stakeholder value by effectively enabling long-term strategic business planning.

ESG

VI. ESG Risk Monitoring Monitoring Governance IR ISR

Continuous monitoring of the ESG risk management
process regarding effectiveness and efficiency

and Strategy

RISK US|
V.ESGRiskReporting .. Reporting MANAGEMENT \dentification
Preparation and reporting of ESG risks to the CYCLE
Board of Management and external

stakeholders

IV. ESG Risk Steering

Conduction of a scenario analysis for physical/
transitory risks and implementation of control
measures as well as evaluation of their effectiveness
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l. ESG Governance & Strategy

Establishment of the ESG risk Management
approach and process, incl. a potential expert
group

1. ESG Risk Identification

Central identification of relevant ESG risks, incl.
ESG risk catalog

Il. ESG Risk Assessment

Assessment of ESG risks based on the defined
and/ or designed assessment methodology
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Materiality Analysis according to CSRD

CSRD defines "double materiality" as the union of impact materiality and financial materiality.

Comparison of the old and future Double Materiality standards

Materiality

Future

ESG topics are material if a topic is material from both
perspectives as well as topics that are material from only
one perspective.’

Financial Materiality

Impact Materiality

The standards shift from an AND principle to an equal principle of financial materiality and

impact materiality, resulting in a much broader scope of material topics.

1: Corporate Sustainability Reporting Standard, January 2023
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Impact

L

Impact Materiality

Implications of the Materiality Analysis

Reporting

Framework for the structure of the report and the
! corresponding content

! @ Strategy & control implications
| * Review of completeness and, if necessary, addition of KPls

* Potential identification of blind spots and adjustment of
; the strategy

: Enterprise Risk Management

* Potential addition of "impact materiality" risks to current
! “financial risks" risks
* Consistency of risks

11


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022L2464&from=EN

Deloitte’s approach to materiality assessment
Based on the legal requirements, the impacts, risks and opportunities for ESG topics are identified and evaluated within

the materiality analysis.

Topics

ESG Topics

Derivation of impacts, risks and
opportunities

Positive and negative

?

Identification of a long-
and short list

\ 4

impacts
(Inside-Out)

Risks & opportunities

(Outside-In)

?

Optional: Stakeholder integration
possible for the identification of
impacts, risks and opportunities

\ 4

Assessment of impacts, risks and opportunities
* Impact Materiality: Likelihood & severity

* Financial Materiality: Likelihood & potential size of

financial effects

?

Assessment implementation via a score based on the
estimation of the different criteria for the impacts, risks
and opportunities

—> Rating of material topics

?

Sum of the assessed impacts, risks
and opportunities

Optional: Stakeholder integration
possible for the validation of the
results

All topics of the ESRS Standards are
mandatory to include in the long- and
short list. (ESRS 1-3.2 DR)

The assessment of the materiality
analysis is made on the basis of
identified impacts, risks and
opportunities. (ESRS 1-3.3 DR)

The materiality of an impact is determined by the severity
(scale, scope, and irremediable character) and likelihood.
Sustainability-related financial risks or opportunities are
measured as a combination of a probability of occurrence and
magnitude of financial effects. (ESRS 1-3.4, 3.5 DR)

All topics that are identified as material
in the materiality assessment need to
be reported. (ESRS 1-3.2 DR)

Source: European Sustainability Reporting Standard
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DR Disclosure Requirement AR Application Requirement
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file:///C:/Users/cbinder/Downloads/090166e5fce81f07.pdf

ESG Internal Audit cycle
Our suggested ESG Internal Audit approach consists of six phases and can accompany various points of the ESG Internal
Audit journey.

ESG

l. ESG Risk Assessment

_ Conduction of an initial ESG Risk Assessment to
Risk Assessment identify and evaluate the ESG risk situation in
order to determine relevant ESG focus risk areas

VI. Innovate

Further develop and improve the Internal Audit
function

Il. ESG Internal Audit plan

) INTERNAL ESG o Oy Sy S USSR U U ROE fope -
V.Reporting § Reporting AUDIT lrnael sk Devel;)pment f)fa‘r/sk’t’)ased I:I-SG ’”t:’”a/A“f”;;
Finalization of the ESG Audit report which CYCLE olan plan considering the results of l:qe ESG Ris
fulfils the internal and external requirements ssessment
IV. ESG Audit execution ESG Audit NN / | I_I._ IES_G_ f“_“l"_t Pfeiga_ret_igrl
Execution of the ESG Audit program per each ESG e preparation Planning and development of a risk-oriented ESG

Audit field in scope Audit program per each ESG Audit field in scope
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Lars Essers

Director | Risk Advisory
Sustainability & Climate
lessers@deloitte.de
+49 151 58 07 76 68

Carina Binder

Senior Consultant | Risk Advisory
Sustainability & Climate
chinder@deloitte.de

+49 15114 88 05 21
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