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Role of Regulation in Driving TCFD Implementation

Content

Context for Discussing Climate-Related Disclosures and SDGs

I. Rapidly rising natural capital risks jeopardize economies and societies
IlI. The Importance of Total (Environmental) Impact Management

I1l. The need to step up actions for mobilize private investments support sustainability
The Action Plan for Financing Sustainable Growth

I. Objectives and Priority Actions

Il. The EU Non-Financial Reporting Directive, Guidelines, and TCFD

I1l. Other

Future Action

I. The new European Green Deal

Il. The emerging environmental accounting practice

I1l. Other
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All Natural Capital Degrading Rapidly
Risks interlinked and jeopardizing Social and Economic Sustainability
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The Importance of Total (Environmental) Impact Management
For Reducing Risks (Impacts & Dependencies) Rather than Shift Risks Across Areas
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Credible Green Deal Requires Strong Green Finance Strategy
But Distance to Target Pathway Not Yet (Credibly) Defined
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The 2018 Action Plan for Financing Sustainable Growth
Delivering 10 Priority Actions by 2020 Building on HLEG Report

Reorient capital flow towards more sustainable investments

Establish a Taxonomy of environmentally sustainability activities

Create standards and labels for green financial products

Fostering investment in sustainable projects

Incorporate sustainability in providing investment advice

Develop sustainability benchmarks

Mainstreaming sustainability in risk management

Better integrate sustainability in ratings and market research

o Clarify institutional investors' and asset managers' duties
o Incorporate sustainability in prudential requirements

Foster transparency & long-termism

TCF
D o ‘Strengthen corporate sustainability disclosure

@ "]\sustainahle corporate governance and . short-termism




The EU Non-Financial Reporting Directive and Guidelines
Action #9 of the Action Plan for Financing Sustainable Growth

Directive 2014/95/EU
(24.10.20149)

Large listed C'es, Banks and Insurance
C'es. Other (Public Interest), 500
employees (ca. 6000)

4 Issues
1. Environment
2. Social & employee
3. Human rights
4. Bribery & corruption
5 Areas
1. Business model
2. Policies and due diligence
3. Outcomes
4. Risks and risk management
5. KPIs
Double Materiality
First Reporting in 2018 (FY 2017)

Guidance C 2017 4234
(26.6.2017)

Good Reporting Principles

Disclose material information
Fair, balanced & understandable
Comprehensive but concise
Strategic & forward-looking
Stakeholder oriented

Consistent & coherent

5 Areas

Thematic areas

Reporting Frameworks
Board Diversity Disclosure
Not Legally Binding

SO AWNPE

Guidance Update C 2019/C 209/01
(20.6.2019)

« Integrating TCFD
« 13 recommended disclosures
< 10 KPlIs



The Double Materiality Concept
Embedded on the Non-Financial Reporting Directive
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The EU NFRD Guidelines — July 2019 Amemdment
Mapping of NFRD Requirements and TCFD Recommended Disclosures

NFRD Elements

TCFD Recommended Policies and Due Principal Risks Key
) Business Model Diligence Outcomes and Their Performance
Disclosures Processes Management Indicators

Climate-related risks and -

i
5
EEE

b) GHG emissions

¢) Targets



The European Green Deal: Boosting Sustainability
Extending Priorities Beyond Climate & Moving Sustainable Finance Center-Stage

Biodiversity Strategy 2030

Climate Law
(55% GHG Reduction Target)
Farm to Fork Strategy
Extended Emissions Trading System
Zero Pollution Strategy
Carbon Border Tax air, water, chemicals, pesticides...
i A Circular Economy Action Plan
Revision of Energy Tax Direct
Climate Pact

{Micro-) Plastic Free Oceans
(Education & Training)

Sustainable Bleu Economy

Just Transition Fund

Green Finance Strat MNew Future-Ready Industry Strategy

A Union that strives for more

Greening the EU Semester
Integrating SDGs

My agenda for Europe

Sustainable Europe Investment Plan EIB 50% Climate Target

Unlock € 1 trillion Climate related
investments next decade

A Comprehensive Framework for Efficiently Managing Environmental and Social
Risks & Opportunities whilst Future Proofing Businesses & Economies



Sustainable Development (& Finance) Strategies Beyond 2020
Building Blocks for Moving Sustainability from Niche (1%6) to Mainstream (—100%0)*

Climate, Natural Capital (Air, Water, Land, Biodiversity)

G?geen Low Carbon, Resource Efficient, Circular Economy
Social
Agenda
Eq . Traini q Climate and Environmental Risks & Opportunities
uga |on_,t ?Iql(;]-g’ an Social, Economic & Financial Risk & Opportunities
apacity bullding Sustainable Finance Excellence Centers
Taxonom lim + No Harm + N + CE)

Risk Management . -
Information & Governa Environmental Accountin EGAAP
onNn-rinancia eportlng, nvestors ISClOosure, ...

Investment Needs Analysis & Forecasts
Financial Product Standards (Green Bonds, Funds,

")
Portfolio Development (InvestEU, NatCap & CE, ... )

Increasing Share of
Sustainable Investments

Market surveillance platform

ImpaIcE:t I\/Ilonl_torlng & Environmental impact monitoring & evaluation
valuation Social impact surveillance
S Research, Innovation, Digitisation
Rgél, D|g|t|stz_it|0n Partnerships and Platforms
O-operation Co-ordination

* Recommendations are without prejudice to the decisions of the incoming European Commission.



Approaches to reporting e.g.,
How to report - COSE, R

The Emerging | coseecroensy
Complementing The

Strateqlc inltiatives eg.,

L% Sustainable Development Soals
Climate targets, commitments

or declarations

The Ciroular Econamy

Met Positive imgact

The Pratocol helps to ntearate
natural capital into existing decksion
making processes

Depending upon the decision
that you want te inform there are
various tools and methodaloghes

to halp you value natural copital

Measurement approaches eg.,
Emvironmental Managamant Systemns
(150 14007} GHEG Protocal

EDBP - Carbon Disclosurs Projoct
CDER - Chmate Disdotune Standamrs Bosrd

GHO - Greanhouse Gas
GRI - Global Raporing initatae

NIRE - nisrnational Inbearated Fegortrg Coyrel
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SASE - Sustamability Accounting Standards Bosed




The Emerging Corporate Environmental Accounting Practice
Enabling Total Impact Measurement and Management
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Kering Environmental P&L Methodology and Group Results 2013
See also: https://www.kering.com/en/sustainability/environmental-profit-l0oSs#



The Emerging Corporate Environmental Accounting Practice
Generating relevant information for managing the green (business) transition

Managing Risk: Simple or Smart?
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Kering Environmental P&L Methodology and Group Results 2013
See also: https://www.kering.com/en/sustainability/environmental-profit-loss/



The Emerging Environmental Accounting Practice
Joining the Corporate Momentum (300+)

value balancing alliance

Environmental P&L

HERIHNG

e

S | FIILIE MO
| INTERST WL

The Total Contribution
=E'i g Lol

Policy advisor* Pro-bono consultants®
@)oeco || Deloitte . B3N
EY pwe

Wil

il L
F"T‘

Integrated Profit & Loss
L
. |
TfgmEymj|- |'uq|




The Emerging Environmental Accounting Practice
Building Public-Private Partnerships and Platforms

Environmental Accounting
Practitioners Platform(s)

(Best Practice Sharing and Promotion)

LIFE E-GAAP Prep project
(InvestEU, EIB, ..)
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[International Environmental

Accounting Panel(s)]
(Corporate E-GAAP)



Environmental Accounting & SDGs
Wy, -
53&!:‘* el
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Reducing the
itural Capital
ct or Footprint

2020- 2025- 2030
2025 2030 -2050

Climate & Air
B.3 GHG . Global Warming %‘?
B.4 ODS Pollution, Ozone, .. Pollution Control
B.1 Water - Water Resource Efficiency
B.4 Chemicals?

Pollution, Use,
Droughts, Floods, ...
Land**

B.2 Waste Mgt -
B.4 Chemicals?
Degradation,

. Fragmentation, ...

Biodiversity D
Loss of habitats &
species, ...

Decarbonisation

Circular Business
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The 2018 Action Plan for Financing Sustainable Growth
#7: Sustainability Disclosure by financial market participants and financial advisers

Scope

All investment
products

Investment
products with
sustainability
characteristics or
objectives

Source: European Commission:

What to disclose

Where to disclose

Who should disclose

’

How negative impacts on financial
returns arising from sustainability
risks are integrated in risk policies

How the financial entity considers
adverse impacts on sustainability
factors (negative externalities)

How these sustainability
characteristics or objectives are

Websites, pre-contractual
information, marketing
communication

all financial
entities

compulsory for financial
entities >500 and holding
companies, other entities to
disclose on a comply or explain

Websites, pre-contractual
information

basis
Pre-contractual information, . .
. P all financial
websites, periodical reports, s
entities

marketing communication



The 2018 Action Plan for Financing Sustainable Growth
#9: Non-Financial Reporting Directive & Guidelines (Updated for TCFD)

= 3 T N

13 recommended disclosures and 10 KPIs

indicating which ones are TCFD recommended disclosures

\ 4

Further guidance
+ specific further guidance for banks and insurance companies



EU Public or Private LLC Population
The scope of application for the NFRD (and other accounting regulations)

Public or Private Limited Liability Companies
16,835,000 companies

Parent
Listed
5,000

Listed other

1,500

Transparency Directive

Banks* s.o00
and

Insurance Accounts Directive | ----====---- Insurers® s.oo

Bank Accounts Direcive @ | ——~---~~~~"~~~=

* Non-Financial Reporting Directive

Large
94,000

Medium

295,000

Micro / Small
* If more than 500 . 14,215,000 / 2,231,000



The Emerging Environmental Accounting Practice
Generating data relevant for managing the green (economy) transition

Applications

Moving towards management accounting Q"' J

Corporate level Project level Product level
—=] = Annual contribution = : Site development R —  Product portfalio
=~ | F _— Progress monitorng - ME&A, divestments P

o = Ba™
¥ A — | i Product performance
e Materiality = N Technology shifts
& = v—t e
..* b - e
6 Reporting, advocacy Q Materiality, monitoring Decision making Steering, KPI setting
5 16,0519 ‘
Corporate Environmental Project Environmental Accounting LCA, PEF, OEF, EMAS,
Accounting (E-GAAP) (InvestEU, Art. 7.3) ISO 14040/44 ...

European
Commission




The Emerging Corporate Environmental Accounting Practice
Enabling Total Impact Measurement and Management

EMISSIONS AND
RESOURCE USE
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WASTE

Hazardous and non-hazardous
waste in kg

Climate change,
disamenity and
contamination

Reduced enjoyment

of lecal environment,

decontamination
costs

WATER
COMSUMPTION
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POLLUTION
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Release of specific heavy
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Reduced water
quality

Health impacts,
eutrophication,
economic losses




The Emerging Environmental Accounting Practice
Organizing data and information (accounting) to answer key guestions

1.

2.

What is the total environmental footprint of my activity for a
given (fiscal) year?

How important is each natural capital category (air, water,
land, biodiversity) vs. the total?

How is the footprint distributed geographically and along
stage of the supply or value chain?

How do | expect the footprint to evolve in time and across
locations?

Are these footprints causing business continuity or other risks
now or in the future.

Should | take risk mitigation measures and if so, where to
concentrate efforts?

How is the footprint comparing to those of other companies,
sectors, countries,...?

How is my footprint evolving over time? Is it evolving
according to the plan?
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