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Understanding the EU Corporate Sustainability Reporting Directive
(CSRD) and its Implications

The European Union's (EU) Corporate Sustainability Reporting Directive
(CSRD) represents a significant step towards enhancing the transparency and
accountability of companies in terms of their environmental, social, and
governance (ESG) performance. The CSRD, which came into effect on January
5, 2023, builds upon earlier initiatives like the Non-Financial Reporting
Directive (NFRD) and introduces a more comprehensive framework for ESG
reporting. This directive expands the scope of companies required to report on
ESG matters and establishes stricter reporting standards to ensure

consistency and comparability.
Expanding Scope and Reporting Requirements

The CSRD casts a wider net, encompassing a broader range of companies
compared to its predecessor. It targets both "large undertakings" and "small
and medium-sized undertakings" that are deemed public interest undertakings.
The definition of "large undertakings" includes EU companies surpassing
certain financial criteria, such as balance sheet total, net turnover, and average
number of employees. Public interest undertakings, even if not meeting the
size thresholds, are covered if they're listed on EU stock markets, certain

financial services companies, or designated as public interest entities.

Additionally, the CSRD extends reporting obligations to EU parent companies
of large groups, requiring them to provide consolidated CSRD-aligned reports
for their entire EU group, including non-EU subsidiaries. This provision also
emphasizes the need to disclose significant differences in risks and impacts

among subsidiaries.
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Moreover, the CSRD introduces a novel aspect by imposing reporting
requirements on global corporations with a significant presence in the EU.
Non-EU companies meeting specific criteria related to EU-generated net
turnover or having EU subsidiaries or branches may be obligated to issue
CSRD-aligned reports, even if their non-EU parent company is headquartered
outside the EU.

Practical Steps for Companies

For companies aiming to navigate the complexities of the CSRD, several key

actions are crucial:

1. Determine Applicability: Assess whether the company falls under the
CSRD's purview and ascertain which reporting requirements apply to its

specific circumstances.

2. Stay Abreast of ESRS Development: Keep a close watch on the
formulation of European Sustainability Reporting Standards (ESRS),
which will outline the specific information that needs to be reported.
These standards will be rolled out in stages and cover various aspects

of ESG reporting.

3. Engage Value Chain Partners: Recognize that reporting obligations
extend beyond the company's own operations to its broader value
chain. Collaborate with partners to ensure consistent data collection and

reporting along the value chain.

4. Implement Robust Data Collection and Reporting Mechanisms:
Establish strong internal controls, data collection systems, and reporting
procedures to ensure accuracy, reliability, and efficiency in ESG

reporting.

5. Prepare for Third-Party Assurance: Beginning in 2025, independent
third-party assurance of CSRD reporting will be mandatory. Companies

should be ready to engage external auditors for this purpose.
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6. Monitor Member State Legislation: Keep track of how EU Member
States adopt and implement the CSRD into their national laws, as

variations may arise.
Promoting Sustainable Business Practices

The CSRD aligns with the EU's broader sustainability goals, such as those
outlined in the European Green Deal. By mandating robust ESG reporting, the
EU aims to create a more sustainable and responsible business environment.
Companies are urged to approach the CSRD as an opportunity to enhance
their ESG performance, promote transparency, and contribute to the global
drive towards sustainable business practices. Through proactive preparation
and adherence to the CSRD's requirements, companies can position
themselves as leaders in responsible corporate conduct and contribute

positively to both societal well-being and environmental preservation.
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