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Background

While historically the ESG spotlight has been on environmental impact, employment issues and treatment of the workforce and
those working in the value chain are increasingly critical to an organization's sustainability credentials. The CSRD expanded the
non-financial reporting elements that were originally introduced by the so called Non-Financial Reporting Directive (NFRD). It
also broadened the number of 'undertakings' (predominantly corporate entities) caught by the reporting obligations so that, as
currently drafted, more than 50,000 EU and non-EU companies fall within its scope.

The required disclosures must align with prescribed common standards - known as European Sustainability Reporting
Standards (ESRS) - to ensure consistency in reporting that enables investors and other stakeholders to make meaningful
comparisons between organisations. The ESRS mandate specific and detailed disclosures on a wide range of sustainability
issues including labour relations, diversity metrics, pay gap data, workplace incidents, complaints and severe human rights
impacts. The sustainability information must be audited and included in the organization's management report and published on
its website in a digitally readable format so it is easily searchable.

Unlike the CSRD, which was required to be transposed into the EU member states local legislation by July 2024, the ESRS
apply directly across the EU member states without the need to be transposed into local law. This means that although issues
such as enforcement mechanisms vary across the EU member states depending on existing regulation and how the CSRD is
transposed into national legislation, the ESRS are the same across the EU.

Proposals for simplification and the ‘omnibus’ package

While many organisations were still getting to grips with the new sustainability reporting regime and how it applied to them, the
European Commission subsequently announced a package of measures — known as the ‘omnibus’ package — that included
reducing the scope of the CSRD and simplifying the related reporting obligations. This is part of an ongoing and potentially
expanding strategy to make the EU more competitive on the global stage by reducing business regulation.
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Pending negotiation of revisions to the CSRD and agreement on new simplified ESRS, ‘stop the clock’ measures were
implemented to pause certain compliance obligations.

Negotiations on revisions to the CSRD are expected to start shortly. Drafts of the simpler ESRS (‘Revised Draft ESRS’) were
available for public consultation over the summer and the body that advises the European Commission on their content
EFRAG', is expected to submit its final recommendations on the Revised Draft ESRS by the end of November 2025.

CSRD compliance in practice

Despite the uncertainty over the future scope of the CSRD and the Revised Draft ESRS, compliance obligations can still
broadly be viewed as a three-stage process, involving a number of areas of the business.

. Phase 1 — assessing whether the CSRD applies to the organization and, if so, the date from which reporting starts, bearing in
mind proposed revisions and relevant postponement provisions.

. Phase 2 — assessing which reporting obligations are triggered by the materiality requirements.

. Phase 3 — reporting in accordance with the required standards. From an HR perspective the most relevant reporting
standards will be those relating to the organization’s own workforce and workers in its supply chain. There may be some
overlap with other reporting standards, for example those that apply in relation to governance or general business conduct.

HR and others with workforce responsibilities will be significant stakeholders at least in respect of phase 3 of a compliance
project. They may also have to feed into the assessments required in phase 2.

Phase 1 - Is a company in scope and when do first reports need to be made?

The CSRD currently has a broad scope and, in addition to those entities already required to report under the NFRD, extends to
'large’ entities or the parent of a 'large' group whether listed or not, as well as listed small and medium entities. The obligation to
report falls upon specific corporate entities (namely, subsidiaries or parents) rather than corporate groups.

The Council of the EU proposes increasing the financial net turnover threshold requirement on an individual or group level to
EUR 450m (from EUR 50m). This goes beyond the Commission’s proposal to increase the employee threshold level to 1000
(from 250) but retain the existing financial net turnover requirements.

A two-year postponement of reporting obligations under the CSRD for "large undertakings" and "parent undertakings of large
groups" was approved in a 'stop the clock’ directive. Large companies with more than 250 employees are now required to report
for the first time in 2028 for the previous financial year, while listed small and medium-sized enterprises will have to provide this
information one year later.

The European Commission also adopted a ‘Quick Fix’ Delegated Regulation to postpone certain ESRS for those organisations
that are already required to report (i.e. first wave companies to which the postponement provisions in the ‘stop the clock’
directive did not apply).

Phase 2 — Double materiality assessment

The ESRS set out a number of detailed sustainability disclosure requirements against which the company must potentially
report depending on the outcome of the 'double materiality' assessment.

All impacts, risks and opportunities (IROs) across the sustainability matters set out in the ESRS that are determined to be
material from an impact materiality perspective, a financial materiality perspective or both must be included in the sustainability
report. Broadly, impact materiality means the company's positive or negative impact on people or the environment in the short,
medium and long term — an 'inside-out' perspective. Financial materiality relates to how sustainability matters might generate
financial risks and opportunities — 'outside-in'.

' Press release - EFRAG Shares Revised ESRS Exposure Drafts and Launches 60-Day Public Consultation | EFRAG
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The Revised Draft ESRS simplify and streamline the double materiality assessment to some extent, but it remains a key
principle in reporting.

Phase 3 - Reporting against the ESRS and independent audit requirements

The ESRS are detailed, granular and require both narrative reporting as well as information on targets and metrics. In ESRS S1
(Own workforce) there are 17 separate disclosure requirements. These include providing detailed descriptions of workforce
policies, information on how the company engages with workers and workers' representatives and specific metric and target
data relating to diversity, wages, compensation, health and safety and incidents and complaints (which includes potentially
sensitive and high-risk topics such as incidents of harassment and discrimination, amongst others).There are a further five
disclosure requirements in ESRS S2 (Workers in the value chain) including on processes for engaging with value chain workers
about impacts and targets on managing material risks and opportunities.

Although still detailed, the Revised Draft ESRS are intended to be more concise, readable and better integrated with corporate
reporting as a whole. The number of required data points is also considerably reduced.

The sustainability report must be independently audited by an appropriately qualified auditor who must at least provide 'limited
assurance' as to its contents. This requires fewer tests than a 'reasonable assurance' engagement that would usually apply in
relation to financial statements, for example. Although it had been anticipated that the required audit standard would increase to
reasonable assurance in due course, this now seems unlikely under the omnibus package.

Workers' representatives and consultation obligations

In line with the theme of overall strengthening of worker representatives’ rights in EU initiatives, the CSRD requires worker
representative involvement and dialogue at various stages in the reporting timeline. This includes informing and discussing with
workers' representatives at the appropriate level relevant information and the means of obtaining and verifying sustainability
information. They are also stakeholders for the purpose of the materiality assessment.

In some cases, local legislation may give worker representatives an enhanced role in relation to sustainability reporting, with co-
determination rights, for example.

Key takeaways for HR

. If not already done so, early identification of the key stakeholders across the business, their responsibilities and where they sit
in the overall project framework will be an important first step in successfully navigating compliant sustainability reporting
under the CSRD.

. In addition to compliance with information and consultation obligations with worker representatives, other areas of CSRD
reporting and the related consequences that fall within the remit of HR could include:

. Audit and update/remediation of reportable workforce policies and procedures.

. Ensuring data collection complies with data protection and privacy requirements. Compliant collection of some data
required, for example on disability, could be particularly challenging. Even where an entity has determined that it does
not have a reporting requirement itself, it may sit in the value chain of an organization that is required to report which
means it could be asked by the reporting organization for data on its workforce. There may be reduced requirements to
provide such data in some circumstances under the omnibus package meaning the company will need to determine the
extent of its obligations and, in any event, collect and transfer data in a legally compliant way.

d Navigating how pay gap reporting requirements under the ESRS interact with those required by the Pay Transparency
Directive (PTD).

. Drafting narrative reports on potentially very sensitive issues such as harassment and discrimination claims with risks
attached to both over or under-reporting.

. Taking remedial action in relation to workforce or value chain issues impacting reputation which might include
addressing damage to the employer brand or even impact corporate value and financing opportunities.
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. Responding to increases in worker activism as a result of reportable disclosures which might fuel industrial action.

. Organisations should monitor proposed changes to assess their CSRD compliance obligations.
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