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BACKGROUND

The second quarter of 2022 has included significant progress by standard
setters, regulators and some jurisdictions in the development and future
application of sustainability reporting standards. The issuance of EFRAG’s
exposure drafts for European Sustainability Reporting Standards means
that proposed sustainability reporting requirements have now been issued
by the ISSB, the European Union and US SEC.

The International Sustainability Standards Board (ISSB), and standard
setters and regulators in major jurisdictions, are working actively to
complete the due process steps necessary in order to issue finalised
sustainability reporting standards in the near term. In some cases, final
requirements are expected to be issued by the end of 2022.

This publication provides a ‘snapshot’ of sustainability reporting
developments as at 30 June 2022 for select jurisdictions with a focus on
standards being developed by the ISSB, and those being developed for use
by entities in the European Union and the United States.

EXECUTIVE SUMMARY

The ISSB, EU and the US
SEC have all published
proposals for sustainability
reporting requirements.

While there are
similarities in the
approach taken, there are
also some significant
differences in the
approach taken by the
ISSB, the EU and the US to
date.

Information in this ISR Bulletin is current as of 15 July 2022. BDO will issue quarterly ISR Bulletins as

sustainability standards are evolving quickly.

Although it is comprehensive, this summary is not exhaustive and does not include all standard setting

activities of the ISSB and other organisations.
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TIMELINE FOR IMPLEMENTATION OF SUSTAINABILITY REPORTING

Proposals issued by the US SEC, the EU and ISSB have yet to be finalised, meaning that the effective dates
for all proposals are subject to change, including the scope of the proposals both in terms of which
entities may be required to apply them and the information to be disclosed.

As currently proposed, set out below is a summary of the effective date of the various proposals:

Proposed Class of 2023 2024 2026 2027
requirements Entities
Large All proposed Scope 3 Reasonable
accelerated disclosures, disclosure assurance
filers but and limited
excluding assurance
scope 3
Accelerated filer All proposed Scope 3 Reasonable
US SEC and non- disclosures, disclosure assurance
accelerated filer but excluding = and limited
scope 3 assurance
Small reporting All proposed
companies disclosures;
exempted
from scope 3
Companies ESRS and EU
already subject Taxonomy;
to the NFRD limited
assurance
Companies not ESRS and EU EU to
subject to the Taxonomy; develop
current NFRD, limited
- standards
which meet assurance for
EU CSRD certain size
o reasonable
Culehid assurance
Listed SMEs, ESRS and EU b
. y October
small and non- Taxonomy; 2028
complex credit limited
institutions and assurance
captive
insurance
undertakings
I1SSB **See note

**The ISSB is expected to issue IFRS Sustainability Disclosure Standards based on the exposure drafts.
However, the exposure drafts do not include a proposed effective date. Additionally, local standard
setters, regulators and governments will need to decide whether to endorse or otherwise require IFRS
Sustainability Disclosure Standards for use in their own jurisdictions. Consequently, IFRS Sustainability
Disclosure Standards could become effective in different reporting periods around the world. Given the
proposed effective dates for other sustainability standards, it is not expected that jurisdictions will
require the use of IFRS Sustainability Disclosure Standards until at least 2025.

IFRS FOUNDATION DEVELOPMENTS

On 31 March 2022, the ISSB issued two exposure drafts:

e |FRS S1 General Requirements for Disclosure of Sustainability-related Financial Information
e IFRS S2 Climate-related Disclosures

The deadline for comments on both proposals is 29 July 2022. The ISSB is aiming to finalise the first two
IFRS Sustainability Disclosure Standards by the end of 2022.

See ISR Bulletin 2022/02 for a summary of these exposure drafts.



https://www.bdo.global/en-gb/news/ifrs-news/bdo-publishes-isrb-2022-02-q1-2022-sustainability-reporting-update
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In April 2022, the ISSB established a Jurisdictional Working Group to establish dialogue for enhanced
compatibility between the ISSB’s exposure drafts and ongoing jurisdictional initiatives on sustainability
disclosures. Members of the working group are the Chinese Ministry of Finance, the European Commission,
the European Financial Reporting Advisory Group, the Japanese Financial Services Authority, the
Sustainability Standards Board of Japan Preparation Committee, the United Kingdom Financial Conduct
Authority and the US Securities and Exchange Commission.

As of 24 June 2022, the ISSB was quorate with the appointment of its first 8 board members. Two further
appointments were announced on 14 July. The ISSB will hold its first board meeting in Frankfurt from 20-
21 July 2022.

JURISDICTIONAL UPDATE - EUROPEAN UNION

The European Financial Reporting Advisory Group (EFRAG) has been tasked with developing European
Sustainability Reporting Standards (ESRS), and the first set of exposure drafts was published in April 2022
with public comments due by 8 August 2022. Exposure drafts and supporting documents may be accessed
here.

. The 13 exposure drafts address a wide number of sustainability
BDO’s Insight topics, including climate change, pollution, biodiversity and
ecosystems, workers in the value chain, and own workforce.
ESRSs also include extensive guidance on 14 sector groups,
which are further broken down into 40 sectors. For example,
the hospitality sector group is comprised of two sectors being
food & beverage services and hotels & lodging. Each sector has
specific disclosure requirements.

The ESRS exposure drafts cover a
wide number of sustainability topics,
whereas the US proposals address
only climate. The ISSB proposals
would require an entity 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 ESRSs require disclosures based around the concept of
‘double materiality’, which comprises:

e Impact materiality: a sustainability matter is material if it

is connected to actual or potential significant impacts by
T [ e 6 el e the undertgking on people or the environment over the
materiality’ would result in a much short, med1um 9r l‘ong-term. . . . L
broader set of stakeholders being e Financial materiality: a sustainability matter is material if
e e e S A S it triggers or may trigger significant financial effects on

proposals, which are based around undertakings.

sustainability matters being material .
if they affect enterprise value of the On 22 June 2022, the European Council and European

reporting entity. Parliament announced that they had reached a provisional
political agreement on the Corporate Sustainability Reporting

Directive (CSRD).

The provisional agreement is subject to approval by the European Council and the European Parliament.
Therefore, the requirements could change and the final text of the CSRD may differ from the summary set
out below, although we would not expect significant changes at this point.

What is the CSRD?

The CSRD will replace the current Non-Financial Reporting Directive (NFRD). The CSRD will require more
detailed public reporting by entities about sustainability matters, which encompass environmental, social
and governance (ESG) factors.

The CSRD will require European Sustainability Reporting Standards (ESRSs). As noted above, EFRAG
issued exposure drafts of ESRSs in April 2022, with a comment deadline of 8 August 2022, which are likely


https://www.ifrs.org/content/ifrs/home/projects/open-for-comment.html
https://www.efrag.org/Activities/2105191406363055/Sustainability-reporting-standards-interim-draft
https://www.efrag.org/lab3
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to form the basis of these requirements. If finalized as drafted, significant amounts of detailed

information will need to be disclosed.

Information likely to be required in public disclosures will cover all environmental, social and governance
matter, including greenhouse gas emissions, labour practices and water usage.

The CSRD will also require entities to comply with the EU Taxonomy for sustainable activities, which is a
classification system, establishing a list of environmentally sustainable economic activities.

Who will be required to apply the CSRD?

The application of the CSRD will take place in three stages for companies located in the EU:

e 1 January 2024 for companies already subject to the NFRD;
e 1 January 2025 for companies that are not presently subject to the NFRD which meet two out of

three criteria;

o More than 250 employees

o More than EUR 40m turnover
o More than EUR 20m total assets
e 1 January 2026 for listed SMEs, small and non-complex credit institutions and captive insurance

undertakings.

Current applicability of the NFRD is based on whether a company meets the definition of a Public Interest
Entity (PIE) and has more than 500 employees.

Separate, proportionate standards for unlisted SMEs are also expected to be issued for adoption on a

voluntary basis.

An opt-out will be possible for SMEs during a transitional period, meaning that they will be exempted from

the application of the directive until 2028.

BDO’s Insight

Entities with significant operations
and/or sales into the European
Union will be required to comply
with the CSRD in addition to other
sustainability reporting
requirements in other jurisdictions.
For example, a US-domiciled
company may be required to comply
with the US SEC requirements in
addition to CSRD requirements in
the EU for EU subsidiaries, including
ESRSs and the EU taxonomy for
sustainable activities.

The practical implication is that
some groups may be required to
produce multiple sustainability

reports in order to comply with

differing requirements.

Will non-EU companies need to comply with the
CSRD?

For non-EU companies, the requirement to provide a
sustainability report applies to all companies generating total
net turnover of EUR 150 million in the EU and which have at
least one subsidiary or branch in the EU. These companies must
provide a report on their environmental, social and governance
impacts, as defined in the CSRD.

Will the reports need to be certified?

Reporting must be certified by an accredited independent
auditor or certifier. To ensure that companies comply with the
reporting rules, an independent auditor or certifier must ensure
that the sustainability information complies with the
certification standards that have been adopted by the EU. The
reporting of non-European companies must also be certified,
either by a European auditor or by one established in a third
country. Initially limited assurance will be required, with

reasonable assurance (equivalent to that provided on audited financial statements) from a later date.
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JURISDICTIONAL UPDATE - UNITED STATES

On 21 March 2022, the US Securities and Exchange Commission (SEC) issued

BDO’s Insight

proposed rules that would be applicable to both domestic and foreign The SEC has observed that
registrants and would require significantly enhanced climate-related certain aspects of its
disclosures in registration statements and annual reports (e.g., on Form 10- proposed requirements are
K). The proposed financial statement disclosures would be presented in a similar to the disclosure
footnote to the consolidated financial statements, while the other recommendations in the
disclosures enumerated below would be presented in a separately TCFD, which also forms the
captioned section of the filing prior to management’s discussion and basis of many of the proposed
analysis (MD&A). Registrants would be required to electronically tag both disclosure requirements in
the qualitative and quantitative disclosures in Inline XBRL. the ISSB’s climate exposure

draft.
The comment period for the proposals has now closed. BDO’s comment
letter may be accessed here.

A detailed summary of the proposed rule and significant anticipated impacts may be accessed on BDO
USA’s SEC page here. See ISR Bulletin 2022/02 for a summary of these proposals.

OTHER JURISDICTIONAL UPDATES

JURISDICTION SUMMARY MORE

INFORMATION

China 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. On 8 February 2022, Measures for Enterprises to Disclose

Environmental Information by Law came into effect, which regulates enterprises’

disclosure of environmental information. Five types of enterprises must comply with

the law: key pollutant-discharging enterprises; enterprises that are subject to

mandatory review for clear production; listed companies and their subsidiaries at

all levels; enterprises that issue enterprise bonds, corporate bonds, and debt

financing instruments for non-financial enterprises; and other enterprises that

should disclose environmental information under laws and regulations.
United Kingdom Premium listed companies must apply the requirements of the TCFD for years ended = How will the UK

31 December 2021, with the scope widening from 2022 onwards. The UK is expected = become a World

to endorse ISSB Sustainability Disclosure Standards as a baseline of requirements Leader in Green
and to add jurisdictional requirements (the so-called ‘building blocks’ approach). Finance?
Japan 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.

Canada In October 2021, the Canadian Securities Administrators (CSA) issued a consultation = CSA Request for
document requesting comments on a proposed National Instrument Disclosure of Comment - Proposed
Climate-related Matters, which would impose mandatory climate-related National Instrument
disclosures on reporting issuers in Canada with limited exceptions. The proposals 51-107 Disclosure of
are largely in compliance with the TCFD requirements. The CSA has expressed its Climate-related
support for the establishment of the ISSB. Matters
In May 2022, the Office of the Superintendent of Financial Institutions (OSFl) issued = QgF| - Climate Risk
regulations that will apply to federally regulated financial institutions (banks, Management gement
insurers, etc.). The regulations will require disclosures similar to the TCFD, Disclosures
including scope 1, 2 and 3 emissions, climate scenario analysis, etc. Disclosures will = =
begin to become effective for fiscal periods ending on or after 1 October 2023. Canadian

Sustainability
In June 2022, the Accounting Standards Oversight Council and Auditing and Standards Board
Assurance Standards Oversight Council mutually approved the formation of the Formed

Canadian Sustainability Standards Board.


https://www.bdo.com/insights/assurance/comment-letters/bdo-comment-letter-the-enhancement-and-standardiza
https://www.bdo.com/insights/assurance/sec/sec-proposes-rules-to-enhance-and-standardize-clim
https://www.bdo.global/en-gb/news/ifrs-news/bdo-publishes-isrb-2022-02-q1-2022-sustainability-reporting-update
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.osc.ca/sites/default/files/2021-10/csa_20211018_51-107_disclosure-update.pdf
https://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/b15-dft.aspx
https://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/b15-dft.aspx
https://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/b15-dft.aspx
https://www.newswire.ca/news-releases/accounting-audit-and-assurance-standards-oversight-councils-announce-canadian-sustainability-standards-board-826484041.html
https://www.newswire.ca/news-releases/accounting-audit-and-assurance-standards-oversight-councils-announce-canadian-sustainability-standards-board-826484041.html
https://www.newswire.ca/news-releases/accounting-audit-and-assurance-standards-oversight-councils-announce-canadian-sustainability-standards-board-826484041.html
https://www.newswire.ca/news-releases/accounting-audit-and-assurance-standards-oversight-councils-announce-canadian-sustainability-standards-board-826484041.html
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JURISDICTION SUMMARY MORE
INFORMATION
India The Securities and Exchange Board of India (SEBI) issued a circular in May 2021 SEBI Circular -

announcing a new Business Responsibility and Sustainability Report (or BRSR). The Business

BRSR will apply to the top 1,000 listed companies by market capitalisation, and will =~ Responsibility and
be voluntary for financial years ending 31 March 2022 and mandatory a year later. Sustainability
Although SEBI has developed its own set of requirements, these are intended to be Reporting by Listed
interoperable with leading sustainability disclosure frameworks and there is specific = Entities

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.

SUSTAINABILITY REPORTING RESOURCES

For further information and guidance on sustainability, please refer to BDO’s Global IFRS Micro-site.
Please refer to BDO’s Sustainability Country Contacts for local resources.

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 Accounting Standards (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 and IFRS Sustainability Disclosure
Standards as issued by the International Sustainability 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.

www.bdo.global


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
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.bdo.global/en-gb/microsites/ifrs/resource-library?tag=sustainabilityreporting
https://www.bdo.global/en-gb/microsites/bdo-sustainability/contacts
http://www.bdo.global/

