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DISCLAIMER

Disclaimer

This Basis for Conclusions accompanies but is not part of the Voluntary standard for non-listed
micro-, small- and medium-sized undertakings (VSME). It summarises the considerations of the
EFRAG SR TEG and SRB used in developing the proposed contents of the Standard.

About EFRAG

EFRAGO6s mission is to serve the European p
reporting by developing and promoting European views in the field of corporate reporting.
EFRAG builds on and contributes to the progress in corporate reporting. In its sustainability
reporting activities, EFRAG provides technical advice to the European Commission in the form
of draft European Sustainability Reporting Standards (ESRS) elaborated under a robust due
process and supports the effective implementation of ESRS. EFRAG seeks input from all
stakeholders and obtains evidence about specific European circumstances throughout the
standard setting process. Its legitimacy is built on excellence, transparency, governance, due
process, public accountability and thought leadership. This enables EFRAG to speak
convincingly, clearly, and consistently, and be recognised as the European voice in corporate
reporting and a contributor to global progress in corporate reporting.

EFRAG is funded by the European Union through the Single Market Programme in which the
EEA-EFTA countries (Norway, Iceland and Liechtenstein), as well as Kosovo patrticipate. Any
views and opinions expressed are however those of the author(s) only and do not necessarily
reflect those of the European Union, the European Commission or of countries that participate
in the Single Market Programme. Neither the European Union, the European Commission nor
countries participating in the Single market Programme can be held responsible for them.

© 2024 EFRAG All rights reserved. Reproduction and use rights are strictly limited. For further details please contact
efragsecretariat@efrag.org
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Introduction and key steps of EFRAG due process

BC1.

BC2.

BC3.

BC4.

BCS.

BC6.

The objective of this document is to illustrate the basis for conclusions and describe the
process followed in defining the EFRAG Voluntary Standard for non-listed micro-, small-,

medium-undertakings (tile VSMEQ. 1 n t hi s dolkiusmeead BSME®O i s

the undertakings in the scope of the VSME, including micro-undertakings®. This includes
the methodological approach taken, the main content of the Standard and the key aspects
discussed by the EFRAG Sustainability Reporting Board (8RBJ and the EFRAG
Sustainability Reporting Technical Expert Group (8R TEGJ, as a result of the public
consultation and field test.

EFRAGO6s wor k vaumtarys Standard for non-listed SMEs falls outside the

used t

Corporate Sustainability Reporting Diggegdtoti ve (6C

have a common point of reference to be used by SMEs to face growing sustainability data
requests from business partners and lowering entry barriers to sustainability reporting by
non-listed SMEs.

The primary ambition is for the VSME to become the basis for lenders, investors and
corporate counterparts in the value chain when they define their ESG data requests for
SMEs. In concrete terms this means that, based on market acceptance, the VSME is
expected to limit de facto current multiple ESG data requests (a significant cost of
preparation for SMES) by replacing the various uncoordinated ESG questionnaires.

The purpose of the VSME is to support SMEs in:

(a) providing information that will help satisfy the data needs of large undertakings
requesting sustainability information from their suppliers;

(b) providing information that will help satisfy data needs from lenders/credit providers and
investors, to improve SMEséaccess to finance;

(c) improving the management of their sustainability issues. This will support their
competitive growth and enhance their resilience in the short-, medium-, and long-term,
and the VSME can be used as an internal management tool; and

(d) contributing to a more sustainable and inclusive economy.
Hence, a fundamental aspect of the VSME is its market acceptance:

(@) on the user6 side, acceptance by business partners, i.e. lenders, investors, and
corporate clients as well as heads of supply chains, to replace their multiple
questionnaires and use instead the VSME to gather sustainability data from SMEs.
Those data requests fulfil the needs under their ESRS reporting obligations or
managing sustainability risks in investment portfolios or in the supply chain; and

(b) on the preparers side, SMEs (as well as small- and medium-sized practitioners as
proxies of SMES) accepting the VSME as a reporting tool to start their sustainability
journey and monitor sustainability performance while also responding to growing
requests of sustainability data from business partners.

The public consultation and field test allowed for the identification of important conditions
to facilitate broad market acceptance. These include:

(a) the availability of online platforms that work at the same time as template and data
repositories, making the reported information available to multiple existing and
potential business partners;

(b) the availability of free or affordable online tools supporting the preparation of the
disclosures (e.g. GHG calculator).

1 Micro undertaking i f it does not exceed two of the

'l owing thre

fo
0900,000 in net turnover, .or an average of 10 employees

Small undertakingi f it does not exceed two of the following

million in net turnover, or an average of 50 employees.
Medium undertakingi f it does not exceed two of the following thre:

450

million in net turnover, or an average of 250
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VSME Basis for Conclusions

BC7. The VSME is a deliverable of the European Commission SMEs Relief Package
(September 2023). The European Commission tasked EFRAG to develop a simple and
standardised framework for SMEs to report on ESG issues, creating better opportunities
to obtain green financing and thus facilitating the transition to a sustainable economy. In
particular, in Action 14 of the SMEs Relief Package it is mentioned that the € ommission
will ensure that SMEs have a simple and standardized framework to report on ESG issues
€ ensuring the rapid delivery of voluntary standards for non-listed SMEs.0

BC8. In addition, the Eur opean Commi ssionos 6Questions and

European Sustainabil itthatRepmpxacrotmpragi Stsant cher caadd pt i o

Delegated Acts in July 2023 (Commission Delegated Regulation (EU) 2023/2772 -
hereafter also referred to as O0ESRbstedsSMEsS 16) ,
that can be summarised as follows:

(@) Some non-listed SMEs which are not subject to any sustainability reporting
requirements under the Accounting Directive (Directive 2013/34/EU) as amended by
the CSRD may nevertheless receive requests for sustainability information from
customers, banks, inve st or s or ot her stakehol der s.
developing simpler, voluntary standards for use by non-listed SMEs. These voluntary
standards should enable non-listed SMEs to respond to requests for sustainability
information in an efficient and proportionate manner and so to facilitate their
participation in the transition to a sustai

BC9. Reflecting the above, the logic followed in the standard setting has been primarily to
prioritise the identification of a proportionate set of indicators as a credible replacement for
at least a substantial component of the questionnaires currently used. At the same time,
the standard supports a complete picture of the ESG impacts that would inform
stakeholders other than lenders, investors and corporate clients in keeping SMEs
accountable for impacts is not the focus of this Standard.

EFRAG SRB approval (13 November 2024)

BC10. The EFRAG SRB approved VSME on 13 November 2024. The following SRB members
supported the standard: Salvador Marin, Ruben Zandvliet, Thomas Roulland, Laurence
Rivat, Roderik Meeder, Mariyan Nikolov, Maria Dolores Urrea Sandoval, Marcello Bianchi,
Kristian Koktvedgaard, Kerstin Lopatta, Filip Gregor, Grégoire de Montchalin, Charlotte
Sdderlund, Luc Vansteenkiste, Monika Brom, Simon Braaskma, Begona Giner, Wim
Bartels, Patrick de Cambourg, Isabelle Schoemann, Alex Bassen.

BC11. While approving the overall Standard, four of them (Alexander Bassen, Marcello Bianchi,
Monika Brom, Simon Braaksma) expressed reservations on the following specific aspects
of it:

(a) the Basic Module is in general too complex for micro-undertakings which should be
allowed to use a pre-defined sub-set of disclosures of that module (a simplified Basic
Module) in order to not discourage them to use the Standard;

(b) the Basic Module should be targeted also to small companies;

(c) some of the disclosure requirements included both in the Basic and in the
Comprehensive Modules are still too complex and granular for SMEs, as clearly
emerged from the field test (B3, B7 were considered dighly difficultbby around 1/3 of
responses and dnedium difficultéby around another 30% of responses). Even higher
difficulty has been pointed out regarding C3 and C4. An additional field test to assess
the feasibility of the current version of the VSME Standard would be useful;

(d) Appendix B (list of sustainability issues) should be simplified;

(e) to avoid double reporting, it should be possible to integrate VSME
information/requirements into other reports, such as EMAS or GRI; they fear in
particular that the adoption of the VSME could result in the discontinuation of these
reports.

BC12. Cristina Saporetti (representative of Business Europe) abstained as the final version will
still impose significant costs on smaller companies for understanding all the requirement
and terminology. She pointed in particular to the geolocalisation and the environmental
requirements, with the latter emerging as challenging in the field test (the SRB member
did not specify which ones in particular).
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BC13.

BC14.

VSME Basis for Conclusions

The EFRAG SRB agreed to modify the following content in the VSME version approved
by EFRAG SR TEG. While keeping unchanged the substance of the requirements, the
EFRAG SRB intended to simplify further the narrative components of the Basic Module. In
particular, the EFRAG SRB agreed to move the description of the practices, policies and
future initiatives in the Comprehensive Module. In addition, the EFRAG SRB agreed to
move from the Basic Module to the Comprehensive Module the description of the
under t sstkategygbbdsiness model and sustainability-related initiatives. The markup
of these paragraphs is presented in Annex 9.

The EFRAG SRB considered the activities undertaken by the EFRAG Secretariat,
including the supplementary workshops on the revised VSME in September 2024, as well
as the evidence from the consultation and the field test. They concluded that a re-exposure
of the final VSME would have not revealed substantially new elements on the concerns of
stakeholders. For this reason, following EFRAG due process procedures, they concluded
that a re-exposure was not needed.

EFRAG SR TEG approval (22 October 2024)

BC15.

BC16.

On 22 October EFRAG SR TEG approved the VSME. The following 20 SR TEG members
approved the standard: Piermario Barzaghi, Kati Beiersdorf, Belen Varela, Carlota de
Paula Coelho, Chiara Del Prete, Eric Duvaud, Jose Moneva, Julia Kolzer, Olivier
Scherer, Per Anders Ojar Térnqvist, Piotr Biernacki, Signe Lysgaard, Sigurt Vitols, Luc
Hendrickx, Anne-Claire Ducrocq, Sandra Atler, Robert Adamczyk, Christoph Toepfer,
Philippe Diaz and Jean-Francois Coppenolle. One SR TEG member (Luca Bonaccorsi)
abstained.

While approving the Standard:

(a) Luc Hendrickx expressed reservations on the inclusion of Disclosure C9 i Gender
Diversity in Governance Body because of legal reasons, as there is no legal binding
requirement in the sustainability reporting legislation to ask for this kind of information
from SMEs. In addition, Directive (EU) 2022/2381 on improving gender balance among
directors of listed companies exempts SMEs from its scope; and

(b) Signe Lysgaard, Sandra Atler and Sigurt Vitols expressed reservations on the dnay
instead of shall6 datapoint on non-employees in C5 1 Additional (general) workforce
characteristics, and on the own workforce specification in C6 i Human rights policies
and processes.

Meetings since the end of the public consultation (From May to November 2024)

BC17.

BC18.

Following the end of the public consultation (May 2024), the EFRAG Secretariat discussed
the results with both SR TEG and the SRB in July. During these discussions, SR TEG
and the SRB approved strategic orientations to be implemented based on the
proposals presented by the EFRAG Secretariat.

Following discussions with SR TEG and the SRB in July, the EFRAG Secretariat
modified the draft VSME Standard accordingly and during a series of SR TEG discussions
in September and October, it reviewed these changes with SR TEG. Furthermore, the
EFRAG Secretariat held two additional meetings with preparer and user associations to
ensure coherency between public consultation results and the opinions of preparer and
user associations. The dates of all these meetings are mentioned in Annex 3.

EFRAGO slue process from design to approval of the VSME ED (From November 2022 to
November 2023)

BC19.

The VSME ED was discussed for the first time by SR TEG on 17 November 2022. The
EFRAG SRB on 27 January 2023 discussed the need to develop a single standard for all
SMEs or two separate standards and concluded on developing two as follows:

(@) ESRS for listed SMEs (identified in this document as ESRS LSME or LSME?), which
is legally binding, according to the CSRD Art. 19 (a) (6); and

(b) VSME (i.e. a voluntary sustainability reporting standard for non-listed SMES).

2 At the date of the issuance of VSME, EFRAG has not finalise its advice on LSME.

December 2024 Page 6 of 323



VSME Basis for Conclusions
BC20. The EFRAG SRB consensually agreed to instruct SR TEG to:
(a) start with the ESRS LSME;

(b) not overdo the ESRS LSME (i.e. proportionality) but remain within the remit of the
CSRD6 sonstraints;

(c) once the ESRS LSMEG® ®asis is stabilised, consider the VSME (including the PTF
draft®) from the perspective of consistency and proportionality;

(d) consider merging the ESRS LSME and the VSME if it appears relevant; and

(e) take into account that the requirements for both listed and non-listed SMEs should be
available at the same time.

BC21. With reference to point (d), the technical activities leading to the drafting of the two
Standards after this meeting showed that the differences in purpose and perimeter of
application of the two respective Standards require different approaches. Merging the two
Standards would have failed to meet the different needs of the respective constituencies.

BC22. Following the nine meetings of EFRAG SR TEG and eight EFRAG SRB meetings as
illustrated in Annex 3, the VSME ED was approved by EFRAG SR TEG on 8 November
2023 on a consensus basis, with 23 SR TEG members* recommending the issuance of
the ED for public consultation. On 29 November 2023, 21 EFRAG SRB members®
approved the ED on a consensus basis for public consultation, with a number of changes
being compared with the text approved by EFRAG SR TEG.

BC23. In addition to being discussed by EFRAG SR TEG and the SRB, the VSME ED was also
discussed intensively with stakeholders at: (i) several meetings of the EFRAG SME Expert
Working Group, (ii) workshops with the EFRAG VSME community, and (iii) workshops with
representatives of SMEs, banks and large corporates held between December 2022 and
November 2023 (Annex 4).

Key messages from the public consultation and how they have been addressed
BC24. The VSME Exposure Draft is included in Annex 1 of this document.

BC25. Following the approval at the EFRAG SRB meeting on 29 November 2023, the VSME ED
was published for public consultation for four months from 22 January 2024 until 21 May
2024. The EFRAG Secretariat received comments from 311 respondents from the online
survey (126 preparers, 39 users and 146 other respondents) and from 164 participants in
the field tests (135 preparers and 29 users). The EFRAG Secretariat also received 22
comment letters on top of the online survey respondents. Platforms that currently work as
data aggregators were involved as a proxy for preparers, and users represented 23,000
SMEs across Europe and over 100,000 large undertakings worldwide. In parallel to the
public consultation, EFRAG has also run a total of 11 field test workshops. The field test
included preparers preparing their sustainability report based on the VSME ED.
Supplementary workshops were also held in September 2024 to collect reactions on a
revised VSME draft, prepared to reflect the consultation feedback.

BC26. The following paragraphs illustrate the key messages gathered from the public consultation
and field test, as well as how they have been integrated in the final VSME.

3 Proposal by former EFRAG Project Task Force ESRS (PTF-ESRS), cluster 8 (Issue Paper 03-0, Appendix 1 of SR TEG
meeting of 17 November 2022).

4 While voting in support of the ED, Luc Hendrickx qualified his vote, expressing disagreement on the inclusion of the
following disclosures: i) convictions and fines, ii) definition of accidents in B 9 and iii) diversity of the board members in BP
2. He also expressed reservations on the usefulness and benefits of the Business Partner module. Despite these
reservations, he supported issuing the ED in its current version for consultation.

5 The EFRAG SRB member Annina Tanhuanpaa, representing the banking sector, expressed reservations regarding the
current proposed standards as the ED VSME may not be sufficiently simplified, potentially imposing an undue costs of
preparation on SMEs. She also noted the reservations expressed by SME representatives in the EFRAG SR TEG on the
usefulness and benefits of the Business Partner module. She agreed to issue the ED for consultation, expecting that the
consultation would help address these concerns.

December 2024 Page 7 of 323


https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FMeeting%20Documents%2F2211041503270617%2F04-01%20Issue%20Paper%20-%20Approach%20to%20EU%20Voluntary%20Reporting%20Standard%20for%20SMEs%20outside%20the%20scope%20of%20CSRD%20and%20Appendix%201%20-%20SR%20TEG%2017112022.pdf
https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FMeeting%20Documents%2F2211041503270617%2F04-01%20Issue%20Paper%20-%20Approach%20to%20EU%20Voluntary%20Reporting%20Standard%20for%20SMEs%20outside%20the%20scope%20of%20CSRD%20and%20Appendix%201%20-%20SR%20TEG%2017112022.pdf
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BC27. Request for an online tool and a VSME ecosystem. A clear request stemmed from both
prepares and users, on the need to have an online platform and additional online tools to
simplify and guide the reporting process for SMEs. This message was pervasive in online
survey, field tests and comment letters.

BC28.

@)

(b)

Stakeholders suggested that the VSME be made available as an online reporting
template, to facilitate the exchange of information between preparers and business
counterparts. This would unlock the full benefits for value chain participation. The
availability of a central repository (inspired by the existing platforms) where SMEs,
banks and other counterparties (heads of supply chains) can populate online templates
and have access to the data is essential in order to achieve the expected benefits. The
questionnaires would be replaced by the downloading of data from this source. This
was also an important message of the Cost Benefit Analysis on the VSME ED.

Stakeholders suggested developing online tools (calculators, databases) accessible to
SMEs when preparing the information, thus reducing the technical complexity and the
need for specialised skills. While EFRAG can partially work on certain elements of
guidance and stimulate the availability of such online tools, it will not develop them. In
particular, the development of online platforms and tools (i.e. GHG calculators,
geolocation tools) is considered by stakeholders an essential element to facilitate the
reporting as well as the comparability of information.

In addition, several stakeholders requested adding VSME supporting guides in addition to
the VSME. This is an area where EFRAG plans to be active in the future, resources
permitting, and developing synergies with the current EFRAG workplan (e.g. on sector
guidance). Not all items in this list will be covered by EFRAG; however, EFRAG will
endeavour to stimulate the development of some of these elements by other stakeholders.
The following areas have been identified by those stakeholders:

(@)
(b)

(©

(d)

(e)

(®

Templates of the VSME report and mock up disclosure;

Guidelines to simplify actions/policies in relation to the possible sustainability issues to
be used as a scrolling menu from the VSME online template under the Basic and
Comprehensive Modules;

Examples of climate change actions or transition plans for SMEs;

Examples of impacts on workers in the value chain and affected communities for
SMEs;

Guidance linking the VSME and ISO-CEN CENELEC standards; Map ISO 14001 to
the VSME;

VSME Pollution Guidance.
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BC30.

VSME Basis for Conclusions

Deletion of the Narrative-Policies, Actions and Targets (PAT) module. The public
consultation, field tests, and comment letters, all underlined the complexity of this module
(for both prepares and users), who both requested for substantial simplifications. In
particular, SME business associations in the public consultation indicated a preference
for prioritising the Basic Module and BP Module over the Narrative PAT Module. SME
associations considered materiality and PAT as over-demanding and suggested deleting
or postponing the module. Disclosures N2, N3, and N4 were considered complex by SME
business associations. The comments included: i) the complexity of the materiality
process and selection/engagement with stakeholders; ii) the need for guidance, examples,
templates and tools to help SMEs; (iii) since the materiality process is a considerable cost
of preparation for SMEs, they suggested using sector-guidance instead of closed-ended
questions. Similar comments were reiterated in the comment letters by a variety of
respondent categories. Some preparers asked to remove this module from the VSME.
Similar views were also voiced through the field tests. The field tests also indicated that for
preparers, this module presents some operational challenges, with materiality being the
largest challenge. Overall, disclosures N2 and N3 were perceived to be of great difficulty.
The main reason is that SMEs tend to be less equipped and would need the help of
consultants. N1 and N4, appeared to be disclosures of low difficulty, similarly to N5. With
regard to users (banking associations and large undertakings), concerns were raised
regarding disclosures N2 (6Materi al sust
Many public consultation user respondents found the narrative nature of this module
problematic, as it made it difficult to obtain necessary reliable and comparable information
used for reporting and making comparisons across respondents over time; they considered
a more quantitative approach as preferrable ( e . g . moving to a
questions). For N3 (6Management of mater.i
proposed a specific reformulation of it into a semi-narrative disclosure. On the other hand,

ai

c h
al

N1 (6Strategy: b ussui snteasisn athodélt yand and N 4

relevance compared to N5 for field- test users. For all these reasons, the Narrative-PAT
modul e was deleted and disclosures N1,
relation to sus tware neallbcatédi to the Basict ande Comprghensive
Modules in a simplified semi-narrative format.

Removal of the materiality analysis from the VSME. The most recurring comments
indicated the following concerns: (i) the materiality analysis and the list of material matters
are considered too complex; (ii) there is a need for guidance, examples, charts, templates
and tools to help SMEs; (iii) the materiality analysis is useful but heavy for SMEs, as it is
time consuming and very costly; and (iv) there is a suggestion to use pre-defined sector-
guidance materiality instead. Preparers indicated challenges in terms of implementation
and cost. Other stakeholders had also expressed concerns on materiality. As for in the
field test, both preparers and users expressed concerns about materiality. Banks/investors
highlighted concerns associated with the materiality analysis, acknowledging the
complexity of this analysis for SMESs, hence questioning the reliability of the results. As
such, they indicated a general preference for replacing the materiality analysis with a pre-
defined list of sustainability matters by sector. The complexity of the materiality principle
was further confirmed by the CBA analysis. Business association preparers indicated that
materiality remains difficult. Based on these elements, the materiality analysis has been
deleted from the entire Standard. In the Comprehensive Module (previously named
Business Partners Modul e), materiality h

N 3

as

applicable6é principle (refer to BC 76), as
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BC31. Additional disclosures required by financial institutions and not included in the VSME.
During the public consultation, banks identified a list of additional datapoints. In July 2024,
the EFRAG SRB agreed to tentatively explore adding those disclosures in a new advanced
module called the Additional Financial Institutions (AFI) module subject to the EFRAG
Secr et ar i aftthe sslevares df thenngw module with banks. In September 2024,
the EFRAG Secretariat organised a workshop with the banking associations that
participated in the public consultation (European and national associations). The outcome
was that four datapoints were confirmed as needed by banking associations: 1) radioactive
waste, 2) the female to male ratio at management level, 3) exclusion from EU reference
benchmarks, and 4) GHG intensity. These datapoints were ultimately reallocated to the
Basic and Comprehensive Modules, as they supplemented existing disclosures in those
two modules. In addition, four other datapoints suggested by some of the banking
respondents during the public consultation were ultimately deemed not necessary by the
majority of the banking associations in the workshop. As a result, EFRAG SR TEG and the
SRB decided to not include these datapoints: 1) energy production, 2) emissions of the
vehicle fleet, 3) number of employees with disabilities (protected categories), and 4) water
intensity. Finally, during the public consultation, the Platform on Sustainable Finance noted
its ongoing work to develop a streamlined EU Taxonomy for non-listed SMEs and
recommended the inclusion of a placeholder in VSME. This would create a link and offer
in VSME a single point of entry for all the sustainability related data requests, including
those stemming from this future streamlined EU Taxonomy. EFRAG SR TEG and the SRB
supported adding this placeholder as a possible content of the AFI Module. At the date of
approval and of issuance of VSME, the streamlined EU taxonomy has not yet been
finalised. Pending clarity on its content, the placeholder has been removed from VSME.
The accompanying letter to the VSME suggests to the EC that the placeholder or link to
the EU simplified taxonomy SME tool be eventually inserted in the Standard once the
content of the simplified taxonomy itself is finalised by the Platform on Sustainable
Finance.

BC32. Hence the AFI module was considered no longer needed and deleted entirely.

BC33. The final modular structure of the VSME. The following diagram shows the overall
structural changes that have been made to the VSME following the public consultation,
including the additional datapoints suggested by banks during the public consultation:

BASIC MODULE COMPREHENSIVE MODULE

- B1 - Basis for preparation - €1 — Strategy: Business Model and Sustainability — Related Initiatives

- B2 - Practices, policies and future initiatives for transitioning towards a - €2 - Description of practices, policies and future initiatives for transitioning towards a
more sustainable economy (YES/ NO dropdown menu) more sustainable economy (Semi-narrative - continuation of B2)

- B3 — Energy and greenhouse gas emissions - €3 — GHG reduction and climate transition

- B4 - Pollution of air, water and soil - C4 - Climate risks

- B5 - Biodiversity - €5 — Additional (general) workforce characteristics

- B6 — Water + - €6 — Additional own workforce metric - Human rights policies and processes

- B7 — Resource Use, circular economy and waste management - €7 — Incidents related to severe human rights cases

- B8 — Workforce — General characteristics - €8 — Revenues from certain sectors and exclusion from EU reference benchmarks.

- B9 - Workforce — Health and safety - €9 —Gender diversity ratio in governance body

- B10 — Workforce — Remuneration, collective bargaining and training.

- B11 - Convictions and fines for corruption and bribery

BC34. Public consultation results by disclosure have been integrated in detail in the text below
(refer to disclosures BC88 to BC194, which are related to disclosures B1 to C9).

Cost Benefit analysis

BC35. The key takeaway from the CBA results on the VSME, following the revisions undertaken
as a result of the public consultation is a reduction of reporting costs for preparers
compared to the VSME ED. This is because of the following changes that have been
implemented on the revised VSME:

(a) changes to the module structure;

(b) streamlining, removing of narrative disclosures, and elimination of references to
international guidelines;

(c) removal of the materiality analysis;

(d) inclusion of additional data points to account for requests from financial institutions.
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BC36.

VSME Basis for Conclusions

(e) sensitivity analysis on analytical parameters suggesting that net impacts are neutral to
positive following the first year of implementation; and

(f) in the central scenario, net impacts becoming positive from the third year of
implementation of the VSME.

On the basis of the public consultation, the field-test results and preliminary cost-benefit
analysis, in July 2024 the EFRAG SRB and SR TEG agreed on the orientations both at
structural (as described above) and disclosure level of metrics, as described in the sections
for the Basic and Comprehensive Modules below. The EFRAG Secretariat implemented
the agreed changes in the revised VSME after the public consultation that was discussed
as follows: six meetings of the SR TEG between September and October 2024 and three
meetings of the SRB between October and November 2024. The specific list of meetings
along with the specific discussions, is listed in Annex 3. The revised VSME after the public
consultation was also discussed in the workshops with preparers and users, i.e. with
European and national banking associations (16 September 2024) and with European and
national SMEs&representatives (23 September 2024). The outcomes of the workshops has
been an integral part of EFRAG SRB6 sedeliberation and due process and, as such, they
are published in Annex 16.

Scope of the VSME

BC37.

BC38.

BC39.

BC40.

Paragraph 2 of the VSME explains that this is a voluntary Standard and applies to
undertakings whose securities are not admitted to trading on a regulated market in the
European Union (i.e. non-listed). Article 3 of Directive 2013/34/EU (the Accounting
Directive) defines and distinguishes three categories of small and medium-sized
undertakings based on their balance sheet total, net turnover and average number of
employees during the financial year, as follows:

@ micro if it does not exceed450,00dinkmlancdsheet
t ot 800,000 in net turnover, or an average of 10 employees;
(b) smal | if it does not exceedb>5rmiliooinbalanceé sheet

t ot &0 millionin net turnover, or an average of 50 employees.

(c) medium if it does not exceed two of the followingt h r e s h cbImillisn: in bal&nce
s heet S0wmilianlin,net turnover, or an average of 250 employees.

The balance sheet and net revenue criteria indicated above have been adjusted by the
EC6 Pelegated Act amending Directive 2013/34/EU as regards the adjustments of the
size criteria for micro-, small-, medium-sized with implementation as of January 2024 (and
reporting 2025). Hence the text in paragraph 2 of this Standard has been adjusted
accordingly. Additionally, based on Article 3, paragraph 10 of the [Directive 2013/34/EU
(the accounting directive)], if an undertaking exceeds two of the three criteria for medium-
sized undertakings set out in BC37, for two consecutive financial years, it shall then and
only then be considered a large undertaking. The same applies conversely: if a large
undertaking falls within the criteria set out in BC37 for two consecutive financial years, it
shall then be considered an SME.

Micro, small and medium companies (as defined above) are the vast majority of companies
in Europe. They are in total 25.88 million with the following breakdown:

(@) micro = 24.0 million companies (93.3% of total EU companies)
(b) small = 1.5 million companies (5.7% of total EU companies)
(c) medium = 206.400 companies (0.8% of total EU companies).

In this document don-listed SMEsGis used to identify the undertakings in the scope of the
VSME, including micro-undertakings.

Useful references in the CSRD

BCA41.

The following references in the CSRD provide background:

6 Annual Report on European SMEs 2023/2024 published by the European Commission. (Katsinis, A., Lagiiera-Gonzélez,
J., Di Bella, L., Odenthal, L., Hell, M., Lozar, B., Annual Report on European SMEs 2023/2024, Publications Office of the
European Union, Luxemburg, 2024, doi:10.2826/355464)
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BC42.

VSME Basis for Conclusions

(@) Art 29b4 indicates that standards for listed SMEs, small non-complex banks and
captive (re)insurances (ESRS LSME) will legally cap the information which ESRS can
require large undertakings to obtain from SMEs in their value chains;

(b) Recital 21 indicates that small and medium-sized undertakings that are not listed on
a regulated market in the Union should also have the possibility of choosing to use the
simplified ESRS LSME on a voluntary basis.

(c) Recital 21 also indicates that such standard will therefore help to protect and enhance
the access of smaller undertakings whose securities are admitted to trading on a
regulated market in the Union to financial capital and avoid discrimination against such
undertakings on the part of financial market participants;

(d) Recital 22 says that Member States should be free to assess the impact of their
national transposition measures on small and medium-sized undertakings, to ensure
that they are not disproportionately affected, with specific attention to be given to micro-
undertakings and to avoid an unnecessary administrative preparatory cost. Member
States should consider introducing measures to support small and medium-sized
undertakings in applying the sustainability reporting standards.

With reference to Art. 29(b)(4) above, the VSME does not have a legal role in setting the
cap under the CSRD, according to the interpretation of the CSRD as confirmed to EFRAG
by the representatives of the European Commission who are observers in EFRAG6 due
process procedure. The VSME is expected to form the basis for lenders, investors and
corporate clients of non-listed SMEs, when defining sustainability data requests for SMEs.
Assuming that the VSME can replace a substantial part of existing ESG data requests for
SMEs, the Standard is expected to set a de facto limit to the current multiple ESG data
requests that SMEs are facing. Current EFRAG considerations are detailed in the section
on trickle-down effects in Annex 8.

One or two different reporting standards for SMEs

BC43.

BC44.

BC45.

With reference to Recital 21 above, EFRAG considered whether the non-listed SME should
also apply the ESRS LSME, resulting in a single standard for SMEs.

EFRAG was requested by several stakeholders to develop a separate standard consisting
of minimum voluntary disclosures adapted to the characteristics and capacities of non-
listed SMESs, because a standard for listed SMEs would be too complex to apply for them.

In particular, the outreach conducted with the banking sector reflected the need to cover
micro undertakings in the scope of the VSME. EFRAG SR TEG and the SRB considered
that the level of simplification and proportionality of a voluntary standard suited for use by
micro and small undertakings would be irreconcilable with the minimum disclosures
needed by investors and covered in the ESRS LSME. The aim is to avoid discrimination
against listed SMEs on the part of financial market participants (see Recital 21 indicates
that small and medium-sized undertakings that are not listed on a regulated market in the
Union should also have the possibility of choosing to use the simplified ESRS LSME on a
voluntary basis.).

Simplified language and consistency with ESRS Set 1

BC46.

BC47.

BC48.

Paragraphs 3 and 4 of the VSME explain that consistency with the European Sustainability
Reporting Standards ( 6 E S RdB &ajge undertakings has been carefully considered.
EFRAG has sought to pursue a consistent set of standards belonging to the ESRS
literature. This will facilitate the understanding of the requirements by users and preparers.
The same list of sustainability matters (Appendix B of the VSME which replicates AR 16 in
ESRS Set 1) is used in the VSME, LSME and ESRS Set 1.

Although the VSME has been designed with a highly simplified structure and language,
maintaining the consistency between this Standard and the ESRS was a key
methodological element.

The VSME has not been conceived as a simplification of ESRS Set 1. Rather, it has been
designed based on the frequently observed data requests from lenders, investors and
corporate clients of SMEs. The VSME also uses a more simplified language than the LSME
to prioritise proportionality, however coherence has been preserved between VSME and
ESRS LSME (and ESRS Set 1), in terms of structure, sustainability matters and key
defined terms.
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BC49.

VSME Basis for Conclusions

The language simplification in the VSME ED (particularly in the Basic Module) aimed at
clarifying defined terms in line with the terminology of ESRS Set 1. Additionally, following
the public consultation, both preparer and user respondents requested further language
simplifications and deeper explanations within the guidance. For this reason, the SRB and
SR TEG have requested that the EFRAG Secretariat add further guidance and further
simplify the Standard. Part of these additional language simplifications are related to the
@f applicabledprinciple. The wording df applicabledat the beginning of a datapoint has now
been replaced by disclosing the specific criteria for the applicability, i.e. explanations for
when this disclosure requirementis 6 a p p | ifoctlebepagtibg undertaking. This principle
is further explained in the section drinciples for the preparation of the sustainability reportd
below. Additionally, for certain disclosures, semi-narrative, 6 as/no0 disclosures were
specifically provided for certain social datapoints that SMEs previously perceived as too
complex to disclose on.

Trickle-down effect and value chain cap

BC50.

BC51.

BC52.

BC53.

BC54.

BC55.

This section presents the assessment of EFRAG SR TEG and the EFRAG SRB about the
role that the VSME would play in allowing a satisfactory coverage of the corresponding
datapoints in ESRS for large undertakings that have to report on their value chain. This
assessment has been confirmed by specific questions in the public consultation.

Under the provisions of the CSRD (Art. 29(b)(4)), the ESRS Set 1 for large undertakings
shall not specify disclosures that would require large undertakings to obtain information
from SMEs in their value chain that exceeds the information to be disclosed pursuant to
ESRS that EFRAG is developing for listed SMEs (LSME ESRS). EFRAG6 s wor k

on

t he

VSMEi denti fies this | egal r eSpmae stalkemokler tequested ' v al ue

the use of VSME as value chain cap, however this does not correspond to the legal content
of the CSRD.

At the date of the issuance of VSME, EFRAG has not yet issued its technical advice on
ESRS LSME.

While the vast majority of SMEs that are part of the value chain of large undertakings is
not in the scope of the ESRS LSME, from a legal perspective the standard-setting process
must follow the limitation introduced by legislators in the CSRD (i.e. the ESRS LSME, and
not the VSME, is legally setting the value chain cap).

During the development of VSME the value chain cap and the need for proportionality were
extensively debated to appropriately balance expectations of SME preparers and users of
SME information. Part of the discussions focused on the so-called drickledown effecté(i.e.
the reporting cost of preparation for non-listed SMEs derive from reporting obligations of
their counterparties that are large undertakings and applying ESRS Set 1).

The table in Annex 8 provides a detailed analysis of ESRS Set 1 datapoints with a value
chain dimension (see the value chain map in the EFRAG IG 2 Value Chain Implementation
Guidance) with reference to the drickledown effectdunder two perspectives:

(a) Perspective 1, focuses on the potential cost of preparation for SME suppliers due to
data requests for ESRS reporting from Set 1 preparers. This perspective looks at what
the corresponding datapoints are in the VSME and how proportionate they are. This
perspective covers the trickle-down effect and takes account of the Set 1 provisions
and guidance regarding the preparation of information related to value chain
(particularly, in relation to the collection of data and the use of secondary data such as
proxies, statistics and estimates).

(b) Perspective 2 focuses on the correspondence between the value chain datapoints in
Set 1 and those in the VSME. This perspective looks at whether and to what extent
there could be potential (additional) trickle-down effects on SMEs derived from data
not covered by the VSME.

BC56. As a reminder, the guiding principle for VSME was simplification, while meetingu s er s 8

BC57.

needs. VSME is sector agnostic. Specific sectorial perspectives, as well as supply chain
management policies or labels, data platforms developed by certain groups of
undertakings (&pecific arrangementsd, may introduce specific requirements that are not
covered by the analysis presented in Annex 8.

EFRG SR TEG and the EFRAG SRB concluded the following:
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VSME Basis for Conclusions

(@) While the ESRS cannot result in large undertakings having to request disclosures that
are not included in the ESRS LSME, the VSME is intended to play a key role in
supporting SMEs, when they prepare the information needed by large undertakings for
ESRS reporting, as well as for other obligations including for business purposes.

(b) Therefore, the VSME Modules (Basic and Comprehensive) include simplified
disclosures that generally correspond to the reasonable expectations of ESRS Set 1
preparers (i.e. large undertakings that prepare their sustainability statement under the
ESRS). As a consequence, non-listed SMEs that apply the VSME will in general be
able to meet the data requests defined in ESRS Set 1 except for specific cases.

(c) These cases correspond to disclosures that could trigger additional data requests from
large undertakings, either due to their ESRS reporting obligations or for other
obligations and business purposes. These disclosures, are not included in the VSME,
due to their excessive complexity for non-listed SMEs in general. They are principally
of a sectorial nature (GHG removals, microplastics, substances of concern/high
concern, resource inflows), and are mainly needed for management or specific
arrangement purposes.
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Structure of the VSME

BC58. As a result of the structural changes previously described, the Standard is composed of
two modules: the Basic Module and the former Business Partners Module, now renamed
&omprehensive Moduled The change of name was requested in the public consultation to
indicate that business partners may request more comprehensive information beyond what
is covered via the Basic Module.

BC59. Paragraph 5 of the VSME explains that the Standard consists of 2 modules:

(a) Basic Module: This Module is the target content for micro-undertakings and constitutes
a minimum requirement for other SME. Following the public consultation, both
preparers and users agreed on the importance of this Module. As a result of the public
consultation, it was decided at the SRB to keep this Module with a highly simplified
language as an entry level module for non-listed SMEs. Following the public
consultation, the language of this Module was further simplified. All the disclosures
have to be reported on. Compared to ESRS Set 1, the concept of materiality was
removed from this Module and replaced with the concept of @pplicabilityd as the
materiality analysis requirement was considered too complex for non-listed SMEs. This
is consistent with the feedback EFRAG received during the public consultation. In
general, whentheundert akingés <circumstances are diffe
trigger disclosure of that specific datapoint, no information for the specific datapoint
has to be provided.

(b) Comprehensive Module (former Business Partners Module): SMEs are expected to
use this Module to cover the more comprehensive ESG requests from business
partners on top of the Basic Module. The Module includes the metrics required by
financial market participants (SFDR PAI Table 1, Pillar 3, Benchmark regulation) as
well as other metrics relevant for business counterparts. The assumption largely
confirmed in public consultation, is that the EU SF datapoints can satisfy the data
needs of both banks or corporates as SFDR PAI are considered proxies to manage
the sustainability profile of SMEs clients (banks/investors) and suppliers (corporates).
As in the case of the Basic Module, metrics are to be reported déf applicabled This was
an important change stemming from the public consultation since the materiality
analysis was removed from the VSME.

BC60. EFRAG SR TEG and the SRB considered a modular approach to be a logical and practical
way to address the complexity of dealing with a broad and diversified class of undertakings
(from less than 10 employees to 250 employees). It also assists in meeting two objectives:
(i 7 primary objective) to satisfy a substantial part of the data demands from business
partners and (ii T secondary objective) to provide a very simplified approach for
entrepreneurs to embark on the sustainability journey. This was confirmed in the public
consultation as respondents indicated that the VSME may cover up to 80% of the
information requested by business partners (i.e. banks, investors, and large undertakings).
It is important to note that specific sectorial information could not be covered by the VSME,
as this Standard is sector-agnostic.

BC61. There is also a third way of using VSME: SMEs may choose to adopt the Basic Module
only or to complement it with the Comprehensive Module, depending on the maturity of
their sustainability practices and the data demands they are subjected to. The adoption of
the modular approach allows for the definition of a path from the Basic Module to more
sophisticated reporting.

BC62. The two Modules have been defined on the basis of:

(a) feedback from EFRAG SR TEG and the SRB collected in the internal consultation
during summer 2023 and the written consultation of the EFRAG VSME Community
and SME Expert Working Group (details in Annex 4 and Annex 5 of this Basis for
Conclusions);

(b) in-depth analysis of ESG questionnaires of business partners;

(c) outcome of outreach events (detailed information in Annex 5 of this Basis for
Conclusions);
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(d)

(e)

VSME Basis for Conclusions

content of a working document prepared by Cluster 8 of the EFRAG Project Task Force
ESRS (PTF-ESRS). The PTF developed the Exposure Drafts for the ESRS Set 1
before the completion of EFRAG6 seform, but the Cluster 8 working document was
not approved by the EFRAG PTF-ESRS as Set 1 was the priority. EFRAG SR TEG
and the SRB considered that the research performed by Cluster 8 was instrumental to
speed up the process of developing the VSME?; and

content of ESRS Set 1thatwas consi der ed as aadatapain rot
being in Set 1 is not included. However, as a result of the public consultation, certain
disclosures were introduced in order to satisfy the data demands from business
partners and to simplify reporting for preparers. These are:

i. B1 paragraph 24(e)(vii) on geolocation since geolocation data requires more
precise location information than the NUTS system in ESRS Set 1, which, at
its most narrow level (NUTS 3) identifies only small regions. In terms of
decimal degrees of coordinates, NUTS 3 corresponds to coordinates with one
decimal place. Coordinates with five decimal places, on the other hand, allow
for the identification of, for example, individual trees on a map, thus providing
much more essential information for the purposes of the Standard. Most
geolocation tools and platforms handle coordinates with up to eight decimal
places. The more decimal places, the more accurate and specific the location
is, which is the objective of geolocation. Google Maps, for example, at its most
basic form, handles coordinates with six decimal places (and 14 decimal
places at its most advanced form). Therefore, for the VSME it has been
decided to ask for coordinates with five decimal places, which will give
companies leeway (to use the most rudimentary tools for the identification of
coordinates, while still providing accurate information) and will allow for the
use of most tools, platforms or information systems for the treatment of
geolocation data by financial institutions, consultants or other stakeholders in
a later phase. The need for more accurate and precise geolocation
information in the VSME thus prevents the alignment with the NUTS system.
For more details, please refer to BC90 below; and

ii. B7 paragraph 38 (c¢) on annual mass-flow, which was inserted to simplify the
datapoints on recycled and recyclable content in products and packaging
(refer to BC126 below for details).

BC63. The EFRAG Secretariat analysed 12 examples of ESG questionnaires, which included two
national central banks, four national federations, one national credit information provider,
one national bank, one rating agency, and three mixed banks and supply chain
(international initiatives) questionnaires. These questionnaires cover around 26 000 SMEs
and are part of initiatives that comprise approximately 700 banks and 450 companies in
the value chain. Please note that some of these questionnaires have an international
scope. In addition, the EFRAG Secretariat also analysed a questionnaire from one ESG
rating agency that is used by more than 100 000 companies.

BC64.

On this basis the EFRAG Secretariat has identified the relevant recurrences of DRs in the
VSME in the existing questionnaires. In addition, the public consultation tested which
disclosures were considered feasible for preparers and a mdst havedfor the users. The
table on the next page summarises those elements.

Datapoint in the VSME

Public Additional
Number of |consultation information

guestionnaires| results
in which itis |(supported/

asked not
supported)
Basic Module
12 Supported Simplifications

Disclosure B3 i Energy and greenhouse

requested plus

gas emissions additional datapoint on

7 Appendix 1i_Issue Paper 03.01 SR TEG 17 November 2022
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VSME Basis for Conclusions

Public Additional
Number of |consultation information
.. guestionnaires| results
Dt I fie Vs in which itis |(supported/
asked not
supported)
energy intensity
requested
Disclosure B4 i Pollution of air, water and ! Supported | df applicableoclarified.
soil Reference to EMAS
removed.
Disclosure B5 i Biodiversity 4 Supported | Not modified (added
guidance)
Disclosure B6 i Water 9 Supported Not modified
9 Supported Simplification by
introducing the concept
Disclosure B7 i Resource use, circular of mass flows plus
economy and waste management semi-narrative option
given to describe
circularity principles.
8 Supported Additional
Disclosure B8 i Workforce 1 General datapoint on the
Characteristics employee turnover rate
requested with a
threshold.
Disclosure B9 i Workforce 1 Health and 3 Supported Not modified
safety
Disclosure B10 i Workforce 1 ! Supported Reformulation of
Remuneration, collective bargaining, and adequate wages.
training Threshold adjusted to
Point (b) percentage gap in pay between ;?eyc:cli—\rlznle?agr:r?ggr
its female and male employees
pay gap.
- Not Disclosure removed.
isel 811 W it supported However, the key
hai ” | i aspects have been
! ! kept within B2
(practices/ policies and
future initiatives)
Disclosure B112 i Convictions and fines 4 Sgﬁlgsortneoi Ey Not modified
for corruption and bribery ’ y
SMEs
Not supported:
Narrative-PAT module mater|al|ty_ ,_and
comparability of
narrative information
. . . . 10 Partially |Moved from PAT to
Dﬁeleswe—N-l—ié}trategy—baswms&medel supported |Comprehensive
and-sustainabilib-relatedHnitiatives Module
Not applicable Not Seen as too complex
. . . S supported | by preparers, and not
) comparable and
reliable enough for
users
Disclosure N3-Management-of- material 7 Partially Seen as complex by
sustainabiliby-matters supported |preparers and essential
Par60--Actions-taken-in-thereporting for users both banks
period-to-improve-its-energy-efficiency-and and large undertakings.
toreduce-its-greenhouse-gas-emissions Banks suggested
Disclosure N3—Managementof material 3 reformulation as
sustainability-matters seminarrative. The
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VSME Basis for Conclusions

Disclosure C6: Human rights policies and
processes

Public Additional
Number of |consultation information
.. guestionnaires| results
Dt I fie Vs in which itis |(supported/
asked not
supported)
Par61-Policies—actions-and-targetsin integration of this
relation-to-(iy-werkers-in-the-value-chain; disclosure in B2 was
andfor-(ii}-consumers-and-end-users; welcomed by both
andfor-{iii)-affected-communities prepares and users in
Bisclosure-N3-—Managementof-material 8 the post-consultation
sustainability-matters workshops.
Rar62—Actionstaken-to-addressbreaches
in-procedures-and-standards-of
. . 7 Not Seen as complex and
Disclosure-N4-+Key stakeholders supported not essential.
7 Partially |Preparers said that for
Disclosure-N5i—Governance: supported most SMEs the
responsibiliies-in-relation-to-sustainability disclosure is not
matters applicable, but feasible.
Essential for banks.
Comprehensive module
Disclosure C1i Strategy: business model 10 Partially q Moved frok:n PAT to
and sustainability related initiatives supporte Comprehensive
Module
Disclosure C2 i Description of practices, N/A N/A N/A
policies and future initiatives towards a
more sustainable economy
7 Content Request to merge
Disclosure C3 1 GHG reduction and supported | former BP4 and BP3.
climate transition 7 Content |Former BP4 simplified.
supported
9 Content Seen as too complex
supported |by SMEs, but essential
for users. Revised
disclosure with
Disclosure C4i Climate risks simplification,
appreciated by both
stakeholder groups in
post-consultation
workshops
4 Partially Not considered
iscl BP6i H | y supported |relevant/ applicable by
: . . SMEs, and considered
essential by users.
Integrated into BY.
N/A N/A Additional datapoints
Disclosure C5 1 Workforce (General) request_ed by US€rs In
Additional characteristics the. public consultation
included as may
datapoints.
6 (former BP7) Partially Two disclosures
supported merged together.
5 (former BPS) Supported Slmpllfled SubStantially

(drop-down, Yes/No
menu).
Simplifications
welcomed by
stakeholders in post
consultation

workshops.
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Public Additional
Number of |consultation information
.. guestionnaires| results
Dt I fie Vs in which itis |(supported/
asked not
supported)
3 Supported |Simplified substantially
(drop-down, Yes/No
menu). Simplifications
welcomed by
stakeholders in post
Disclosure C7 i Violations of OECD workgﬁgsgltzz%ri]tional
Guidelines for Multinational Enterprises or datapoi tfo.r orkers in
the UN Guiding Principles atapomn WOrK
the value chain,
affected communities
and consumers/end-
users following SR
TEG and public
consultations.
C8 1 Revenues from certain sectors and 5 Supported | Seen as essential by
exclusion from EU reference benchmarks users
6 Partially Seen as essential by
C91 Gender diversity ratio in the supported users and as not
governance body always applicable/
relevant by preparers.
isel Vi Workd i f ba 1 Not Removed, not relevant
supported for users
isel BP11 i1 | ¢ 3 Not Removed, not relevant
supported for users

BC65.

BC66.

BC67.

While in outreaches, all categories of business partners recognised the three modules of
the VSME ED as relevant, the public consultation highlighted that the Narrative-PAT
Module would be of limited use for business partners and would be too difficult to prepare
for preparers. The main complexity of the Module was linked to the materiality analysis
that was considered not feasible for preparers and not reliable for users. In addition, banks
confirmed that the consolidation of the information in the Narrative Module would be too
complex, given its qualitative and less structured nature in the context of the very large
number of SME clients in their banking book. On the basis of the public consultation
feedback, EFRAG SR TEG and the EFRAG SRB have deleted the Narrative-PAT Module
and reallocated the narrative disclosure considered essential by users (former N1, N3 and
N5) to the Basic and Comprehensive Modules. The feedback also confirmed that the same
modules would serve the different categories of Business Partners as all of them consider
confirmed the same disclosures as essential, thus confirming the assumption tested in this
consultation.

Paragraph 5 of the VSME refers to paragraph 24, which illustrates the available options

for the preparation of a sustainability report, adopting one or more of the two modules of

the VSME. Once chosen, the undertaking shall comply with a module in its entirety, i.e.

including the information in each disclosuret hat i s applicable to
circumstances to avoid cherry picking and promoting comparability. To ensure flexibility,

the undertaking may however include selected disclosures from either of the remaining

modules and/or entity-specific or sector-specific disclosures (see paragraph 10 of the

VSME) to support the provision of relevant, faithful, comparable, understandable and

verifiable information.

Paragraph 6 of the VSME explains that the Basic Module is a prerequisite for the
Comprehensive Module. The flexibility described in BC 66 is assumed to lower entry
barriers for preparers and would allow for the meeting of u s e negds to the maximum
extent possible.
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BCG68.

VSME Basis for Conclusions

Paragraph 7 refers to Appendix A ®efined Termsd which provides a glossary for the terms
used. This glossary has mostly the same definitions as ESRS Set 1 to align the concepts
and ensure conceptual coherence. For some terms, however, small changes to Set 1
have been introduced and those simplifications are mapped in the Annex 7 of this
document. Finally, definitions to help SMEs such as definitions for é @vernancegd 0 Usiness
Conductéand 6 @ss emissions6have been introduced.

Principles for the preparation of the sustainability report (Basic Module,
Comprehensive Module)

Entity-specific component

BC69.

BC70.

BC71.

BC72.

BC73.

Paragraph 10 of the VSME refers to the inclusion of additional entity-specific information.
@depending on the type of activities carried out by the undertaking, the inclusion of
additional information (metrics and/or narrative disclosures) not covered in this [draft]
Standard is appropriate in order to disclose sustainability issues that are common in the

undertakingés sector (i.e. typically encountered

a specific industry or field) or that are specific to the undertaking, as this supports the
preparation of relevant, faithful, comparable, understandable and verifiable information.
Appendix B provides a list of possible sustainability issues.6

This component was not significantly changed following the public consultation. The
inclusion of the entity-specific component was extensively discussed by EFRAG SR TEG
and the SRB. Some initially supported this exclusion to avoid increasing the costs of
preparation with the related judgement that the entity-specific component entails. Others
supported such inclusion only on a voluntary basis. Finally, EFRAG SR TEG and the SRB
agreed to include the entity-specific component given its importance particularly to add the
sector-specific element. Therefore, the VSME refers to dssues that are common in the
undertakingd s s &Tdis approach was confirmed by the public consultation.

As a result of the public consultation, once the standard is released by the European
Commission, EFRAG may also develop a set of SME guidance of sustainability issues per
sector. EFRAG could cover this as part of the ongoing multi-annual sector programme.
Indeed, thes t a k e h engagenmelt and public consultation have shown that corporate
clients may require additional specific data for certain sectors and therefore already signal
that this dimension to SMEs may be useful.

This is relevant to both the Basic Module and in the Comprehensive Module. For the latter,
an entity-specific consideration related to Scope 3 GHG emissions has been introduced,
especially as indirect emissions are particularly relevant to certain sectors. This approach
was confirmed during the public consultation. GHG scope 3 emission is not a requirement
for VSME unless the undertaking decides considering the sector, to report under the
Comprehensive module.

Following the public consultation, an additional paragraph has been added, which clarifies
that for any of the metrics of the Standard, the reporting undertaking may provide additional
qualitative information to complement di s cl| os ur e @ve undertaking cngy
complement the metrics from the Basic and Comprehensive modules with additional
qualitative and/or quantitative information, where appropriate, in accordance with
paragraph 10 above.6This was reviewed and welcomed by EFRAG SR TEG and the SRB.

Comparative information

BC74.

Following the public consultation, SR TEG and the SRB, decided to move the paragraph
on comparative information to the principles part of the Standard. This was done to ensure
that this principle on comparability is applied throughout the standard and not merely to
the Basic Module. The inclusion of comparative information adds to the relevance and
comparability of the information across periods. However, for simplification purposes, such
a disclosure containing comparative information would only be provided from the second
year of reporting. This principle is now in paragraph 12 of the VSME.
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If applicable principle

BC75. Paragraph 13 indicates that the disclosures of the Standard are to be reported onl y 6 f
applicabl eb t o t he u n d &hist impoitantg dnwplificationr wasa mst anc e s
introduced following feedback during the standard-setting process. The reason is that the
performance of a materiality analysis would be too complex for micro-undertakings given
the judgement and sophistication required in contrast to their average complexity and
capabilities. This is to guide micro-undertakings and other SMEs in assessing and filtering
whether the disclosure requirement applies to their circumstances or not.

BC76. During the public consultation, most respondents agreed with the df applicabledprinciple,
stating this was a useful approach to replacing materiality. Various respondents asked to
clarify the meaning of df applicabledwithin the Standard. It was also requested to extend
the d&f applicabledprinciple to other modules of the Standard and not solely to the Basic
Module.

BC77. Following these comments, SR TEG and the SRB agreed to extend the df applicabled
principle to the Comprehensive Module (as the materiality analysis is removed) and to
clarify in paragraph 13 of the VSME that omitting an df applicable6 disclosure, when
considered not applicable, is a principle applicable to both the Basic and Comprehensive
Modules.

Inclusion of subsidiaries in the reported data

BC78. This paragraph recommends that the undertaking prepares its sustainability report on a
consolidated basis (i.e., including the information of its subsidiaries), where relevant.

BC79. Inthe public consultation, most respondents across the three categories (preparers, users
and others) agreed with the proposal to report on a consolidated basis. However, SME
associations demanded more flexibility for preparers when choosing whether to include
subsidiaries.

BC80. In addition, as a result of the public consultation, SR TEG and the SRB agreed to add a
second paragraph to this principle, exempting SMEs from reporting if their parent
undertaking includes the subsidiary/subsidiaries in their consolidated report.

Timing and location of the sustainability report

BC81. Paragraph 16 ensures that the undertaking has the option of publishing its sustainability
report either as a separate section of the management report or as a different document.
This is to reflect the different legal regimes in European Member States.

BC82. In the public consultation, respondents were specifically asked whether they agreed with
the timing and location principle of the ED. SMEs (preparers) asked for more flexibility as
a report based on a yearly basis may add significant costs to preparation for SMEs. At the
same time, the majority of users confirmed that the sustainability report shall be prepared
on an annual basis (in alignment with the Pillar 3 framework).

BC83. Following these comments, the SRB and SR TEG have clarified the timing and location of
the sustainability report (paragraph 16). Reporting undertakings are now requested to
report on an annual basis, if their business partners request them to do so. However, it has
also been specified that if the data does not change from the previous reporting period,
the reporting undertaking may refer to the previous reporting period and mention so within
the disclosure. Additionally, as a result of the clarification of the objectives of this Standard
in BC4, with the primary objective being the ability to respond to a business counterparty 6 s
requests, paragraph 17 of the VSME specifies that the reporting undertaking may decide
to make the report available to the public.
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Cross references to EMAS

BC84.

In the public consultation, respondents indicated that the Eco-Management and Audit
Scheme (EMAS) is too complex for SMEs and should therefore not be referenced. During
multiple SR TEG meetings, the inclusion of EMAS references was discussed, and
diverging opinions emerged. Some SR TEG and SRB members supported the mention of
EMAS, but SME representatives were strongly against it on the grounds of EMAS being
too complex and not widely used by SMEs. The references to EMAS in paragraph 18 in
relation to incorporation by reference as well as in other disclosures were therefore
removed. Moreover, the reason for rejecting this suggestion is that VSME is a demand
driven tool and users will need to identify the VSME information as a coherent set of
disclosures. Integrating it with other reports would risk obscuring the information requested
by counterparties in the VSME. In addition, there is full flexibility as to where to locate
VSME report, i.e. as an attachment to the management report, when prepared, or to the
financial statements, or in a separate document. Nothing prevents a company from
attaching the VSME report to another report. Finally, there is provision for incorporation by
reference in paragraph 18, which allows items from another report to be incorporated in
VSME thus avoiding double reporting. While exploring the possible integration of EMAS
and VSME disclosures is out of the current mandate received by EFRAG, it is an element
that the EC could potentially explore in the future.

Classified and sensitive information, and information on intellectual property, know-how or
results of innovation

BC85.

BC86.

Some consider that for SMESs the issue of sensitive information may be proportionally more
important compared to large undertakings given that the latter have more means to invest
in innovative technology, products and solutions. For small start-ups, intellectual property
may even be a pervasive competitive advantage.

During the public consultation, there was a request to improve and clarify the definition of
&ensitive informationdand to allow for more flexibility. Following this comment, the EFRAG
Secretariat initially proposed to leave the current phrasing unchanged. However, during an
SR TEG discussion it was suggested to delete the two conditions (a and b) of former
paragraph 16 of the ED arguing that these two former conditions are appropriate for
compulsory reporting but not for voluntary reporting. This change was tested and
welcomed by both banking and SME associations in the post-consultation workshops.
Following this, this principle has been updated as follows: &hen the provision of the
disclosures in this [draft] Standard would require disclosing classified or sensitive
information, the undertaking may omit such information. If the undertaking decides to omit
such information, it shall simply state that is the case under disclosure B 1 (see paragraph
24)6 This has been reiterated in the Basic Module, disclosure B1 i Basis for preparation,
in paragraph 24(b).

Coherence and linkages with disclosures in financial statements

BC87.

Following discussions held at SR TEG, it was decided to expand the scope of this principle
to the entire Standard. This principle in the ED was previously only applicable to the
Narrative-PAT and Business Partners Modules of the ED. The content did not change from
the ED. The decision was taken at SR TEG level and approved by the SRB based on the
need to expand the scope of this principle to the entire Standard.

Basic module

BCS8S.

df applicabled

Disclosure Paragraph always to be reported
reference on/

may disclosure

BliBasis for Preparat

Al ways to b
on

24

25 I f applic
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and bribery
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Basic Module i General information

B1i Basis for preparation

BC89. This disclosure has been complemented with additional metrics following the public
consultation. The previous datapoints already included in the VSME ED as part of this
disclosure have been kept. B1 (paragraph 24) continues to ask for the modules that the
undertaking is reporting on. The Basic Module remains the entry level and the pre-requisite

for all reporting undertakings.
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BC90. With regard to the additional datapoints, a total of eight new metrics have been added to
Bl because they were requested by users in the public consultations. The additional
metrics are the following: 1) the undertakingbs
code(s), 3) size of balance sheet (in euro), 4) turnover (in euro), 5) number of employees
in full time equivalents (FTEs) or headcount, 6) country of primary operations and location
of significant asset(s), 7) geolocation of sites owned, leased or managed, and 8) ESG
certificates (if any). SR TEG and the SRB decided to add the geolocation datapoint directly
in B1 as a way of covering b a n krexjdests for geolocation data in disclosures B5 i
Biodiversity and disclosure C4 i Climate risks. By requesting geolocation directly in B1, a
double disclosure scenario is avoided. For those additional datapoints, specific guidance
has been added, including a table to help preparers structure their disclosure of
information. This table was tested in the post-consultation workshops with users and
preparers was well supported. The SRB discussed the geolocation as it may be a sensitive
datapoint but concluded that, considering the primary function of the VSME of a bilateral
exchange of information and considering the clause on sensitive information whereby the
undertaking may omit this datapoint, it agreed to keep it as important for the users.

BC91. Additional guidance to support the preparation of this disclosure can be found in
paragraphs 68 to 77 of the VSME.

B2 Practices, policies and future initiatives for transitioning towards a more sustainable
economy

BC92. This disclosure has changed significantly following the public consultation. During the
public consultation, users/banks requested to expand the scope of former B2 to cover
policies and future initiatives beside practices.

BC93. This request was accompanied with user concerns over the Narrative-PAT Module, which
was found to be overly complex and lacking comparability given its purely narrative nature.
Despite these general concerns with the Narrative-PAT Module, former disclosures N3
(Management of material sustainability matters) and N5 (Governance: responsibilities in
relation to sustainability matters) were considered essential by users and feasible by most
preparers. Hence, users/banks recommended relocating those two disclosures (N3 and
N5) in B2 in a simplified, non-purely narrative format.

BC94. EFRAG SR TEG approved the recommendation to incorporate former N3 and N5 into B2.
Banking associations and SME representatives supported the revised disclosure B2 as
well as the corresponding table during post-consultation workshops in September 2024.

BC95. The EFRAG SRB subsequently discussed whether having a semi-narrative descriptive
component in the Basic Module was appropriate. Some SRB members raised concerns
about the potential costs for preparation that semi-narrative disclosures may have on
SMEs. Disclosure B2 was ultimately approved by the EFRAG SRB under the condition
that the descriptive components be moved to the Comprehensive Module (see C2 i
Description of practices, policies and future initiatives for transitioning towards a more
sustainable economy).

BC96. As a result, the final version of B2 requires that undertakings state whether they have
practices, policies or future initiatives in place and whether they are supported by targets.
Undertakings may refer to the list of sustainability issues in Appendix B, which reflects the
ten sustainability matters found in ESRS Set 1 and may use the table in the guidance,
which includes &es/nodquestions, to fulfil disclosure B2. On @urrent practicesg B2 retains
the original wording.

BC97. The disclosure of current practices, along with current polices, future initiatives and targets,
aims to help business partners assess SMEsoélevel of maturity and engagement with
sustainability matters. The term @racticesdéwas introduced as a simplification, recognising
that SMEs often operate with informal practices or future initiatives rather than formalised
policies.

BC98. Additional guidance related to value chain workers, affected communities and end
consumers was created for B2 to illustrate that this disclosure covers the SFDR PAI 11
from Table 1 in relation to the lack of processes and compliance mechanisms to monitor
compliance with UNGP and OECD MNE. It was important to make such connection and
avoid duplication as a minority of EFRAG SRB members considered that C6 was to be
modified to include the aforementioned groups of affected stakeholders.
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The EFRAG Secretariat will develop guidance for SMEs on the list of possible
actions/policies for SMEs covering the ten sustainability issues and provide relevant
examples of impacts on workers in the value chain and affected communities. Additionally,
the guidance will include a list of sustainability matters per sector.

Additional guidance to support the preparation of this disclosure can be found in
paragraphs 78 to 80 of the VSME.

Basic Module i Environmental metrics

BC101.

The VSME has been developed as an independent standard, developed specifically for
the complexity and needs of non-listed SMEs and not as a simplification of the
corresponding disclosure requirements in ESRS Set 1. However, consistency with ESRS
concepts has been maintained to the maximum extent possible without compromising on
simplification, including language.

B3 1 Energy and greenhouse gas emissions

BC102.

BC103.

BC104.

BC105.

BC106.

BC107.

BC108.

BC109.

Energy and greenhouse gas emission disclosure requirements are essential in a
sustainability report, given the relevance of climate change and the strong link between
energy use and emissions. This is present in all 12 of the current questionnaires analysed
(refer to BC64) and was confirmed by the public consultation and the field tests.

This disclosure also corresponds to SFDR PAI indicators, which were confirmed as
essential elements to consider during the public consultation and field test. In addition,
during the public consultation, users (banks) indicated the relevance of this datapoint from
a Pillar 2 perspective according to 23(a)(vi) of EBA/CP/2024/02. The information on energy
consumption required in paragraph 29 was guided by the SFDR PAl indicator 5 from Table
1 and indicator 5 from Table 2 (Annex 1).

Total energy consumption is understood as final energy consumption by the undertaking,
i.e. the energy entering organisational boundaries. As with ESRS E1, if the company
converts one energy type into another, the energy form to be considered is the one that
has entered the boundaries of the company. For example, if an SME uses a gas boiler to
produce hot water, the energy consumption is that of gas rather than hot water, which is
the final energy carrier.

The main challenge for energy was to balance meaningful disclosures, including relevant
breakdowns on the different types of energy used and the related cost of preparation.
Therefore, detailed breakdowns were previously requested in addition to total energy, such
as by fossil fuel energy types (e.g. gasoline, diesel, coal) and electricity per utility bills
further split between renewable and non-renewable electricity. Other forms of energy (e.g.
biomass solid fuels) were decided to be reported in total, given that these were expected
to be relatively minor portions of the overall consumption of energy by SMEs.

The table with the energy consumption breakdown is the result of public consultation
requests from preparers to reformulate requirements, allowing for a clearer split between
non-renewable and renewable energy sources. Users and SR TEG members supported
the reporting in such tabular format.

During the public consultation, preparers suggested including additional datapoints on the
energy performance certificates of buildings and on vehicle emission standards. However,
users recommended their deletion on the basis that energy performance certificates are
only needed for buildings used as collateral for a loan and requested bilaterally in the
mortgage files. SR TEG agreed on removing such datapoints from the Standard as they
were not meaningful to banks.

The initial 6 i f avail alasedplacedowidtiht i ®inf the wundertaki

necessaryi nf or mati ond

The information on GHG emissions required in paragraph 30 was guided by SFDR PAI
indicator 1 (Table 1 of Annex 1). In this context, it was considered that Scope 1 and
location-based Scope 2 (in line with the GHG Protocol and 1ISO 14064-1) should be
minimum requirements. Market-based Scope 2 figures are provided on a voluntary basis

(dnayg.
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BC110. The information on GHG intensity required in paragraph 31 was guided by the SFDR PAI
indicator 3 (Table 1 of Annex 1). During the public consultation, users confirmed the need
for this requirement. SR TEG further recommended the inclusion of the footnote referring
to the automated calculation of the GHG intensity ratio through the future online tool that
will probably be developed after the publication of the VSME Standard, given that both the
numerator (GHG emissions) and denominator (turnover) are provided by the undertaking
through the VSME Standard.

BC111. After the public consultation and upon a suggestion by users, the guidance has been
further improved to clarify reporting on renewable and non-renewable energy sources. In
addition to that, the inclusion of a summary of methodological information from the GHG
Protocol, including examples of tools developed by private and public initiatives to help
undertakings in developing their GHG emissions inventory, was the result of a suggestion
by SR TEG. The SRB additionally suggested to provide more flexibility to reporting
organisations in the choice of reporting frameworks to be used, which resulted in
referencing 1SO 14064-1 (without requiring certification) as an alternative.

BC112. Additional guidance to support the preparation of this disclosure can be found in
paragraphs 81 to 109 of the VSME.

B4 1 Pollution of air, water and soil

BC113. The information on pollutant emissions required in paragraph 32 is aligned with the SFDR
PAI indicator 8 from Table 1 as well as indicators 1, 2 and 3 from Table 2 (Annex 1), as
per sector-agnostic ESRS. This disclosure is included in seven of the twelve
questionnaires analysed (refer to BC64). The disclosure on pollution is limited to
gquantitative information on emissions into air, water and soil, including the type of pollutant.
These requirements were framed as applicable only to those undertakings already
reporting on pollution emissions and allow for a direct reference or link to pollution
information that is already published by the undertaking.

BC114. Initially, under this disclosure the undertaking was called to report on its pollutants only if
this was already required by existing laws, such as the IED or E-PRTR (as per sector-
agnostic ESRS) or other frameworks, such as Eco-Management and Audit Scheme
(EMAS). After the public consultation, SR TEG agreed to remove from the main text any
reference to or examples of specific pieces of legislation or Environmental Management
Systems (EMS) such as EMAS and rather to mention and explain them in the guidance,
including additional examples of EMS (i.e. ISO), to avoid the sole focus on EMAS. This
was in response to concerns raised by preparers that such references could potentially
lead to double reporting due to unclear instructions. Specifically, regarding EMAS, SR TEG
concluded that EMAS is overall too complex for SMEs and that it should therefore not be
the sole focus of reporting. Additionally, the voluntary qualifier was included in
correspondence with the EMS reference to address a recommendation by preparers. SR
TEG further suggested better accounting for the local nature of pollution impacts by
including reporting according to 6 ot her nat i o nmddditionetg thd gemerico n s 0
gual i f iFimally, ibwasnetéd. by users during the public consultation that the original
6i f applicabl e6 ¢ oviidileditooa repivasmg ofl the reguaement
compared to the VSME ED to make the applicability condition more explicit by moving it to
the first part of the disclosure.

BC115. The guidance, initially only providing an example of table for reporting and featuring
information on the IED, the E-PRTR and EMAS, was updated to the new amendments
(IED 2.0 and IEPT) and was further enhanced based on public consultation feedback. The
new elements provided are a clarification on reporting for undertakings in shared offices
as well as examples of air, water and soil pollutants and their occurrences. In this case SR
TEG noted that a full list of pollutants would only overwhelm preparers and users and,
hence, agreed to only list the main ones per each environmental media, as per content in
the main pieces of EU law.

BC116. Additional guidance to support the preparation of this disclosure can be found in
paragraphs 110 to 133 of the VSME.
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B5 1 Biodiversity

BC117.

BC118.

BC119.

The disclosure on biodiversity has been changed only marginally compared to the VSME
ED. In fact, the field test and public consultation widely confirmed that this disclosure is
essential for users. In addition, the disclosure is included in four of the twelve analysed
guestionnaires (refer to BC64). The introductory paragraph that was present in the VSME
ED was deleted as no disclosure requirements were attached to it and was therefore
perceived as unclear by preparers. For the rest, the disclosure has been limited to
guantitative metrics related to land use of the sites in which the undertaking operates and
that are located in or near biodiversity sensitive areas. Land use metrics are used as
proxies of t he undert aki nim@ast. Sbparata metriesr peri dagh site are
required. These metrics have to be reported only if applicable, i.e. if the undertaking has
impacts on biodiversity or is potentially exposed to them, e.g. by having operations in or
near biodiversity sensitive areas. Ambiguity existed on how to assess the proximity to such
areas. During the public consultation, preparers and users raised the issue of the definition
of deardbiodiversity sensitive area. Hence, to simplify the definition of dearq it was clarified
inthed De f i n e (Apperelix A thdt it refers to areas inside, overlapping with (partially
included) or adjacent to such a biodiversity sensitive area. Land-use footprint metrics are
aligned with the reporting metrics used in EMASS. Consistent reporting of land-use metrics
over time will also allow the evaluation of t he un d e dahdaukei amanpges The
requirement corresponds to the SFDR PAI indicator 7 (Table 1 of Annex 1).

Guidance has been further simplified to support the preparation of this disclosure.
Paragraph 135 of the VSME has been introduced to provide tools that can help to identify
protected areas and biodiversity sensitive areas. The reference to EMAS has been
replaced in the guidance with summarised information on land use from the EMAS user
guide to increase understandability for SMEs by avoiding language that is too technical
and external references (requiring separate searches by SMES), as requested in the public
consultation and agreed by SR TEG.

Additional guidance to support the preparation of this disclosure can be found in
paragraphs 134 to 141 of the VSME.

B61 Water

BC120.

Initially, this requirement was part of disclosure requirement B7 (relating to the circular
economy aspect), but it was eventually decided to present it as a stand-alone element of
disclosure. In terms of selected metrics, the requirements to disclose water withdrawal and
water consumption were included to be consistent with the sector-agnostic ESRS and were
found in nine of the twelve analysed questionnaires (refer to BC64). In addition, during the
public consultation, users (banks) highlighted the relevance of this disclosure from a Pillar
2 perspective according to 23(a)(v) of EBA/CP/2024/02. An SR TEG discussion took place
on the use of different terms, namely @vater usedinstead of dvater withdrawaléand dvater
consumptiong the latter eventually chosen as the most understandable term for SMEs. It
was concluded that the term &vater use6lacks definition in major corporate water reporting
frameworks, such as the sector-agnostic ESRS, GRI, CEO Water Mandate, Water
Footprint Network, CDP, WRI, IPIECA and SASB. Additionally, introducing new
terminology is not desirable even if vater usebor @vater consumptionémay be understood
as equivalent to the concept of avater withdrawald &Vater usebcan also be understood as
the accounting of the multiple water flows within an undertaking i yet another new concept.
Therefore, the definition of @vater withdrawalbin the sector-agnostic ESRS was used. The
disclosure on dvater consumptiondwas retained given its importance despite the fact that
its applicability may vary among undertakings. This applies specifically in connection to
production processes. The major change to the VSME coming from the public consultation
consists in the replacement of the d&f applicablebexpression with the actual conditions of
applicability for SMEs. Water intensity was also considered for inclusion as an additional
advanced datapoint to the Basic Module; however, after a workshop with users and
consultation with SR TEG it was deemed not relevant and hence removed from the draft.

8 EMAS Regulation Annex IV

December 2024 Page 27 of 323


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R2026&rid=2

BC121.
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Specific guidance was introduced to clarify the concepts of water consumption, water
withdrawal and water discharge. A specific sub-section detailing water withdrawal in areas
of high-water stress was incorporated with guidance on how to identify these areas.
Following the public consultation, the applicability of the disclosure requirement on water
consumption as opposed to that of water withdrawal was specified, including calculation
guidance in the context of shared offices. A scheme on the use of water utility bills was
also added to support the determination of water consumption.

Additional guidance to support the preparation of this disclosure can be found in
paragraphs 142 to 158 of the VSME.

B7 7 Resource use, circular economy, and waste management

BC123.

BC124.

BC125.

BC126.

BC127.

BC128.

The information on circular economy and waste management required in paragraphs 37
and 38 (a)(b) is aligned with the requirements in the sector-agnostic ESRS, paragraph
38(c), and is based on EMAS, and the coverage of hazardous and radioactive waste is in
line with the SFDR PAI indicator 9 (Table 1 of Annex 1). The latter information was
previously addressed under the former disclosure BP6, which has now been merged into
this disclosure. This disclosure was requested in nine of the twelve questionnaires
analysed (refer to BC64).

This disclosure was initially mainly narrative, reflecting the fact that generic disclosures on
resource use management, waste management and application of circular economy
principles are narrative in nature. However, some quantitative disclosures have been
added given their relevance to users. Consequently, a disclosure on the recycled and
recyclable content of goods and materials (and their packaging) was added and limited to
specified sectors (manufacturing, construction and/or packaging processes) to reduce
preparation costs. For all undertakings, the total annual waste generation (and breakdown
by type) and the total annual waste diverted to recycling or reuse were included. The
breakdown between don-hazardousfand dazardouséwaste enhances transparency. After
the public consultation, this disclosure was moderately adapted as per the changes
described below.

Following the public consultation, it was confirmed at SR TEG that paragraph 37 of the
VSME was an initial essential element of this disclosure, allowing SMEs to provide
additional information on circularity principles. Nevertheless, it required some refinement
as it was deemed too vague, which led to the current reformulation that focuses on the
application or not of circular economy principles as well as on a description of this
application.

Respondents to the public consultation also noted that the original datapoints on recycled
and recyclable content in products and packaging were only applicable to certain
undertakings, which was also confirmed at SR TEG (e.g. recycled content being feasible
to obtain for undertakings producing their own products). To simplify these requirements,
they were then replaced with one datapoint from EMAS on the annual mass flow of relevant
materials used. This datapoint was further reformulated as a result of discussions at SR
TEG to reflect the sectors that use mass flows within the scope of this sub-paragraph and
to place an emphasis on significant material flows.

The previous disclosure BP6 on radioactive waste was merged with this disclosure after
users confirmed its importance in the public consultation. Preparers also confirmed its
feasibility. SR TEG proposed to make the requirement on radioactive waste a specification
of hazardous waste. For this reason, a clarification was added in the guidance rather than
in the main text.

After the public consultation, guidance on circular economy principles (based on definitions
of the Ellen MacArthur Foundation, with key principles from the European Commission and
on how to present information concerning generated waste), was complemented with
further indications and explanations of the terms mass flow and hazardous waste (for
which pictograms were also included). Concerning waste directed to recycling or reuse,
since preparers noted some lack of clarify in the formulation of this requirement, guidance
was hence provided to specify which type or recycling or reuse is expected. As for units of
weight for waste generation and waste recycling or use, respondents to the public
consultation noted that the prior reference to volumes was inconsistent with SFDR and
requested further guidance. It was then allowed to use both weight and volume in the
guidance.
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BC129. The SRB further recommended removing paragraph 38 of the VSME from undertakings
generating only household waste (e.g. a pizza restaurant, an office) by introducing this
flexibility into the guidance. This was done to reduce the potential costs of preparation for
non-listed SMEs.

BC130. Additional guidance to support the preparation of this disclosure can be found in
paragraphs 159 to 174 of the VSME.

Basic Module i Social metrics

B8 i Workforce i General characteristics

BC131. This disclosure requirement is limited to the total number of employees (by headcount or
full-time equivalent) broken down by type of employment contract, gender and country.
The public consultation raised concerns regarding the country breakdown datapoint, with
numerous requests for clarification. Therefore, a specific reference to the country of the
employment contract was added to clarify what country breakdown referred to. Given that
the breakdown by country applies to undertakings that operate in more than one country,
this is considered an df applicabledtype of disclosure given that micro- undertakings are
often based exclusively in one country and would not fulfil this breakdown. The types of
contracts are limited to permanent and temporary. The guidance contains suggested
tables to present the requested information on employee characteristics. The analysis of
current business partners questionnaires (see BC64) showed that these are frequent data
requirements, as they were included in eight of the twelve questionnaires analysed.

BC132. Feedback from the public consultation also contained many requests from users and
others to include an additional datapoint on the employee turnover rate in the disclosure
requirement. The post-consultation workshop with banking associations in September
(2024) confirmed the relevance of this additional datapoint. After receiving further input
from SME associations in a separate workshop in September (2024), EFRAG SR TEG
approved the new datapoint with a threshold of 50-employees. The guidance was adapted
accordingly and can be found from paragraphs 175 to 183 of the VSME.

B9 Workforce i Health and safety

BC133. The disclosure requirement on health and safety is limited to information on the number
and rate of recordable work-related accidents as well as the number of fatalities resulting
from work-related injuries and work-related ill health (SFDR PAI datapoints in ESRS S1-
14 (b) and (c)). The analysis of current business partnerséquestionnaires (see BC64)
includes this information as this disclosure was found in three out of the twelve
questionnaires analysed.

BC134. One EFRAG SR TEG member expressed reservations on the inclusion of commuting
accidents as part of the disclosure requirement as the disclosure may differ based on
national law. The guidance clarifies that accidents while traveling (o ut si de of
responsibility) are classified as work-related or not based on the applicable national
legislation, which may vary across countries. A specific question was added to the public
consultation in relation to commuting accidents to be work-related accidents. Guidance on
the relevant formula and a numerical example was provided. The source of this disclosure
is ESRS S1-14, which is an SFDR datapoint. It is based on the requirements from Article
29(b) of the CSRD together with the ILO Convention and OECD Guidelines.

BC135. EFRAG SR TEG and the EFRAG SRB concluded that the metrics on health and safety are
mature within the reporting of undertakings, given the current requirements (Regulation
(EC) No 1338/2008 on Community statistics on public health and health and safety at work
and Framework Directive 89/391/EEC on measure to encourage improvements in the
safety and health of workers at work).

BC136. Feedback from the public consultation included suggestions to add an additional
paragraph addressing health and safety for non-employees. However, in September 2024,
EFRAG SR TEG decided not to include this additional datapoint on non-employees.

BC137. Additional guidance has been included to support the preparation of this disclosure in
paragraphs 184 to 191 of the VSME.
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B101 Workforce i Remuneration, collective bargaining, and training

BC138. The analysis of current questionnaires (see BC64) highlighted that more than half included
disclosure requirements on remuneration, collective bargaining and training. Therefore,
these aspects have been included in the ED.

BC139. On remuneration, the initial disclosure required the ratio of entry-level wage to minimum
wage to address adequate wages. However, feedback from the public consultation
indicated that this metric was unclear, prompting several stakeholders to request
clarification. In response, a proposal was presented to EFRAG SR TEG to modify the
datapoint to @vhether the employees receive a pay that is above the minimum wage set by
law or through a collective bargaining agreementd SR TEG members approved this
revision with the condition that the following specification is included @&qual or above the
applicable minimum wage for the country it reports in6 Post-consultation workshops with
banking associations and SME representatives in September (2024) confirmed the
relevance of the updated datapoint. The guidance was adapted accordingly.

BC140. The gender pay gap between female and male employees metric was considered most
pertinent for the largest companies in scope, leading to a threshold of 150 employees set
to ensure appropriate representation. Additionally, the information required by this
datapoint aligns with an SFDR PAI (Table I, indicator #12). Stemming from the public
consultation and following SR TEG discussions and post-consultation workshops, it was
agreed to seek further alignment with the Pay Transparency Directive®, which will require
undertakings with at least 100 employees to report on the gender pay gap starting from 7
June 2031.

BC141. Whilst the nature or scope of collective bargaining agreements may vary across countries,
the definition for collective bargaining in ESRS S1 covers the main types of agreements in
the Member States of the European Union and is applicable to the VSME context.
Therefore, EFRAG SR TEG and the EFRAG SRB agreed to include the percentage of
employees covered by collective bargaining agreements. Freedom of association and
collective bargaining are fundamental rights enshrined in the international and European
human rights instruments referenced in the CSRD, including in UN UDHR Article 23, the
EU Charter of Fundamental Rights Article 12 and the ILO Convention 87. This disclosure
demonstrates the extent to which these rights have been exercised to determine the
working conditions of the employees of an SME.

BC142. The datapoint on training is consistent with Article 29b 2 (b) (i) of the CSRD. Education,
training and lifelong training is also defined in Principle 1 of the European Pillar of Social
Rights. The public consultation indicated that the concept of informal training lacked clarity.
To address this, EFRAG SR TEG agreed to simplify the disclosure by limiting it to the
average number of annual training hours per employee and disaggregated by gender.

BC143. Additional guidance to support the preparation of this disclosure is available in paragraphs
192 to 205 of the VSME.

Basic Module i Governance metrics

B117 Convictions and fines for corruption and bribery

BC144. This disclosure remains unchanged from the ED. The analysis of current questionnaires
highlighted that four of the twelve questionnaires included similar disclosures. One EFRAG
SR TEG member disagreed with the inclusion of this datapoint, as it would be a form of
self-incrimination, and he considered that there are no tools available for SMEs to deal
with corruption and bribery. However, other members considered the argument of self-
incrimination not valid after a court of law reaches a guilty verdict. In addition, they
considered that it would be important for the transparency as a way to fight against
corruption and bribery to keep this datapoint. They also considered that this is an SFDR
PAI datapoint. A specific question was included in the consultation on this disclosure.

9 Directive (EU) 2023/970, Article 9.3 and 9.4
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BC145. During the public consultation it surfaced that for the majority of the preparers the
disclosure was feasible, but could possibly pose confidentiality issues. This confidentiality
concern led some prepares to state that they would prefer to delete the disclosure despite
it being feasible to disclose on. Banks and large undertakings confirmed that this disclosure
is essential. To address the confidentiality issue that was also stressed by SMEs
representatives during the workshop with SME representatives after the consultation, it
was clarified that the primary purpose of VSME is the provision of data to a counterparty
and making the VSME report public is up to the discretion of the reporting SME.

BC146. Based on the outcome of the public consultation, it was decided to leave the content of

this disclosure the same as in the ED.

BC147. Additional guidance has been included to support the preparation of this disclosure in

paragraphs 206 to 209 of the VSME.

Basic Module: deleted disclosure from the ED

Former Social
communities, consumers and end-users

Metric Disclosure B11 i

Workers in the value chain, affected

BC148. The initial voluntary disclosure was removed from the VSME after the public consultation
emphasised the challenge this datapoint presented for preparers. Additionally, the
workshop with banking associations and SME representatives in September (2024) further
confirmed that this deletion was appropriate. Nonetheless, the sustainability matters in
ESRS Set 1 AR 16, including those originally covered under B11 have been integrated into
the revised disclosure titled @82 i Practices, policies and future initiatives for transitioning
towards a more sustainable economyéas discussed and approved by EFRAG SR TEG.

Narrative-Policies, Actions and Targets (PAT) Module

BC149. As explained in the introduction, the Narrative-PAT Module has been deleted from the
VSME as a result of the public consultation feedback. Former disclosure N1 i Strategy:
business model and sustainability i related initiatives, has been moved to disclosure C1 7
Strategy: business model and sustainability i related initiatives (Comprehensive Module).

Former disclosures N3 i

Management of material sustainability matters, and N5 7

Governance: responsibilities in relation to sustainability matters has been simplified,

reformulated and included within B2 1

Practices, policies and future initiatives for

transitioning towards a more sustainable economy and C2 i Description of practices,
policies and future initiatives for transitioning towards a more sustainable economy.

Comprehensive Module

BC150.
df applicabled
Disclosure Paragraph always to be reported
reference on/
may disclose
Al ways to be
Cli Strategy: Busine arCa) (b on
Sustain&bl hted I nitia
47 ( d) I f applic
. : . 48 | f I
C2i Descrippiaat iodes, applie
future iinitiatives f
more sustainabl e econ 49 I f applicab
di sclosur
5456 I f applic
C37i GHG reduction tar
transition I f applicab
55 .
di sclosur
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57 I f applic
C4iClimate risks
58 May discl o
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Human rights policies
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BC151. Paragraph 44 explains that the disclosures in this module have been included on the
expectation that they reflect the data requests from lenders, investors and corporates to
their SMEs clients and suppliers that are additional to the ones included in the Basic
Module. This assumption has been confirmed during the public consultation.

BC152. As a starting point the SFDR PAI Table 1, the Benchmark Regulation and EBA Pillar 3
datapoints were considered for this Module. SFDR PAI in Table 2 were excluded for
simplification reasons. While these indicators derive from the reporting obligations of
investors, they have been considered valid as a reference with which to report relevant
information on sustainability matters to all users. The outreach meetings (please refer to
Annex 5) allowed for the identification of the same datapoints in the Comprehensive
Module that could be added and others that could be removed (i.e. GHG and energy
intensity or exclusions from benchmark alignment).

BC153. Some stakeholders requested additional data points, such as taxonomy eligibility and
alignment. However, due to the complexity of such disclosures for SMEs and the lack of
existing adapted simplified tools or methodologies, EFRAG SR TEG and the SRB decided
to exclude the reference to an EU simplified taxonomy (see point on taxonomy) Please
note that the EU Platform on Sustainable Finance is currently investigating an adapted
methodology for SMEs?0,

BC154. In the public consultation, corporates (as clients of non-listed SMESs) confirmed that their

needs correspond to the datapoints needed by financial market participants (SFDR PAl,
Pillar 3), as this allows them to manage sustainability in their supply chain. The same is
true for lenders, as the information is also used to assess the sustainability of SMEs when
managing the lending book.

10 Eyropean Commission, SMEs Relief Package, September 2023, page 16: dn particular, simplified approaches,
developed together with the Platform on Sustainable Finance, should allow non-listed SMEs to benefit from the use of the
taxonomyo
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Moreover, Appendix C (VSME) i dedicated to financial market participants that are users
of the information produced using this Standard i helps users to visualise which disclosure
requirements are SFDR, Benchmark Regulation or EBA Pillar 3 datapoints. Where
possible, consistent definitions with Set 1 were kept as only a minimum level of language
simplification was achieved (refer to Annex 7).

As explained in the introduction, the concept of materiality previously used in the ED for
this Module has now been replaced with the d&f applicable6 principle. This was done
following the public consultation and is considered as a major simplification (see the point
on materiality in the introduction).

The analysis below explains the changes that have been applied to this Module, both
structurally and in terms of content.

Comprehensive Module i _General information

C1l7i Strategy: Business Model and Sustainability i Related Initiatives

BC158.

BC159.

BC160.

This disclosure is new, it has been added following the public consultation. It is found in
ten of the twelve questionnaires that have been analysed (see BC64). As described in the
introduction, the Narrative-PAT Module was not supported in the public consultation (users
did not find it useful as it was not comparable, and SMEs found it too complex). However,
former disclosure N1 (Strategy: business model and sustainability-related initiatives) was
mostly supported as perceived feasible by preparers and needed by users. Hence, SR
TEG decided to keep this disclosure within the Standard. The SRB discussed whether the
relocation in B1 1 Basis for preparation would not result in excessive costs of preparation
for SMEs. It finally decided to relocate this disclosure to the Comprehensive Module rather
than the Basic Module.

While the disclosure was relocated, the content of former N1 remains the same as in the
VSME ED, ensuring a meaningful descri ptaf
the key elements of its strategy. However, contrary to ESRS Set 1, which refers to

el ements of the undertakingds strategy that

business model and its value chain, the VSME refers in general to strategy. It was
considered too complex for SMEs to specify the sustainability angle of its strategy. By
describing its main products and/or services, markets and business relationships, the
undertaking would already provide important information on the sustainability profile to
their business partners.

Additional guidance to support the preparation of this disclosure can be found in paragraph
212 of the VSME.

C21 Description of practices, policies and future initiatives for transitioning towards a
more sustainable economy

BC161.

This disclosure is new, and it has been added following the public consultation. As
described in the introduction and in the explanations provided under disclosure C2 i
Practices, Policies and future initiatives for transitioning to a more sustainable economy,
the SRB decided to keep elements of both former N3 i Management of material
sustainability matters and former N5 i Governance responsibilities in relation to
sustainability matters since they were considered important for users and feasible for
preparers. C2 contains the narrative elements that complement the disclosure under B2
on practices, policies and future initiatives in place. This semi-narrative description is
provided when the undertaking choses to use the Comprehensive Module. As a
simplification, the undertaking may use the table in the guidance (paragraph 213 in the
VSME) to describe practices and policies, whether there are targets associated and
whether the senior level is in charge. The SRB considered that those elements would be
better placed in the Comprehensive Module rather than in the Basic Module, which is the
entry-level module.
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Comprehensive Module i Environmental Metrics

Consideration when reporting on GHG emissions under B3 (Basic Module)

BC162.

BC163.

BC164.

BC165.

The VSME excludes the requirement to report absolute Scope 3 emissions under the Basic
Module (B3 i Energy and greenhouse gas emissions) given the complexity and lack of
free available tools to SMEs. However, upon the recommendation of EFRAG SR TEG and
the SRB, an entity-specific consideration related to GHG Scope 3 emissions was included
in this module to encourage more advanced SMEs, or those in sectors where indirect
emissions may be more relevant, to disclose such information. The public consultation
confirmed the essential nature of Scope 3 emissions, while acknowledging the complexity
for SMEs. After an initial consideration to limit Scope 3 emissions to high climate impact
sectors, SR TEG members decided to keep the content of this disclosure as per the VSME
ED.

In the guidance, methodological instructions were added and, as per SR TEG and the
SRB06 suggestions, sectors with the highest likelihood of having significant Scope 3
emissions were indicated.

The GHG protocol Scope 3 emission categories were deemed potentially too complex for
SMEs, especially those that are smaller or lack experience in the reporting process. The
EFRAG SRB accepted that incorporating Scope 1 and Scope 2 emissions could pose a
significant challenge for those in the intended scope of this Standard, in considering their
scale, resources, and maturity in reporting. Banks also indicated in outreaches that, in the
absence of tailored methodologies for SMEs, they prefer to rely on proxies and indirect
calculation to reduce additional preparatory costs for smaller clients. Therefore, Scope 3
was introduced as an element to be considered by undertakings as an additional entity-
specific element for more experienced SMEs (in the Comprehensive Module). In its
guidance, the VSME indicates the type of organisation for which Scope 3 emissions are
likely to be significant. However, due to the diverse nature of SMEs and the challenges
related to Scope 3, undertakings are advised to refer to the GHG Protocol and calculation
guidance.

Additional guidance to support the preparation of this disclosure can be found in
paragraphs 214 and 215 of the VSME.

C31 GHG reduction targets and climate transition

BC166.

BC167.

Following the public consultation, SR TEG agreed with merging the former disclosures
BP3 (GHG emissions reduction target) and BP4 (Transition plan for climate change
mitigation), and the title was adapted accordingly. In addition, this disclosure was
requested in seven of the twelve questionnaires analysed (see BC64), and in the public
consultation, users (banks) highlighted the relevance of this disclosure for ESG risk
management purposes according to 35(a) in EBA/CP/2024/02 with regard to portfolio
alignment.

This disclosure provides guidance for undertakings opting to enhance their Basic Module
B3 reporting. The EFRAG SRB agreed to include Scope 3 GHG emission reduction targets
when they do exist, in line with the consideration when reporting on GHG emissions under
B3 (Basic Module) in contrast to the initial recommendation by EFRAG SR TEG. Following
the public consultation, paragraph 54 was enhanced and refined to align with the sector-
agnostic ESRS on absolute value; make the requirements applicable to SMEs that have
already set targets and are dependent on their activities; require more precise information
on targets (target year, base year, units, etc.), in addition to the split by scope, to guide
SMEs in their reporting; and require information on the actions connected to emission
reduction, given their importance in establishing an emission reduction trajectory.
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The datapoints on the transition plan are aligned with the Climate Benchmark Regulation
(see Annex 7). In addition, in the public consultation users (banks) highlighted the
relevance of this datapoint for ESG risk management according to 23(a)(ix) and 72(e) of
EBA/CP/2024/02. Compared to the VSME ED, it was decided after the public consultation,
following usersé r e g that shé disclosure requirements in the transition plan should
only be applicable to high climate impact sectors. In response to a request to address the
complexity of transition plan requirements, these were made voluntary. Users and other
respondents to the public consultation deemed it important to extend the requirement to
cases in which undertakings do not have a transition plan in place yet to allow them to
indicate if and when the adoption would happen. Additionally, a connection was created
between transition plans and their contribution to GHG emission reduction. Preparers also
recommended to make this disclosure more proportionate by removing the reference to
the Paris Agreement.

A simplified explanation of the role of the transition plan for climate change mitigation,
along with the characteristics to create a credible transition pathway, has been provided in
the guidance. To enhance simplicity, this disclosure requirement does not consider
potential locked-in GHG emissions and the reference to the Taxonomy Regulation.

The guidance supporting the preparation of this disclosure was strengthened (with
additional material from SBTi for SMES) on target-setting and target characteristics to
ensure credibility. The guidance now also includes a simple explanation of the emission
reduction challenges and the steps that undertakings can take to achieve them, with a few
practical examples, as per a request by field-test respondents. In addition, after the
publication of the VSME by the European Commission, EFRAG will work on an IG.

Additional guidance to support the preparation of this disclosure can be found in
paragraphs 216 to 227 of the VSME.

C41 Climate risks

BC172.

BC173.

This disclosure requirement was originally created as per the EBA Pillar 3 ESG
requirements on information regarding physical risks of b a n klignis for risk management
purposes (see Annex 7 for details) and in alignment with the disclosure of anticipated
financial impacts from material physical risks outlined in ESRS Set 1. This disclosure was
also requested in nine of the twelve questionnaires analysed (refer to BC64), and in the
public consultation, users (banks) highlighted the relevance of this disclosure from a Pillar
2 perspective according to 23(a)(i)(iii) (vi), (72)(g)(h), (31)(a), EBA/CP/2024/02. After the
public consultation, the disclosure was redrafted to respond to concerns of preparers and
users, which both deemed monetary information to be challenging to report. While users
recommended replacing the related requirements with geolocation information, preparers
advocated for a predominantly narrative type of disclosure, leaving to the users the role of
assessingt hei r o wrisks.cCSR iTEGreventdally opted for the latter option, agreeing
with the EFRAG Secretariat on the fact that the VSME is devised to raise awareness in
managing environmental risks (among others) and that, by providing only geolocation
information, SMEs would remain passive in assessing those risks. The current datapoints
under paragraph 57 are the result of a proposal by SR TEG, which highlighted that the
information of this disclosure should also be related to the change management of the
SMEs themselves and that, therefore, a more approachable methodology should be
provided. SR TEG agreed to add a datapoint to allow SMEs the possibility to describe their
climate-related hazards and transition events. In addition, SR TEG also suggested to use
the t e rexposiire and sensitivitydinstead of &ulnerabilitydin order to be aligned with the
sector-agnostic ESRS. The SRB supported the approach and the decisions to change the
title from OPhysical r iCéinkate risksd &imally,ctioi acditional
datapoints stemming from the public consultation, namely on insurance coverage and
building energy performance, were eventually removed at SR TEG as the first one
exceeding Set 1 and the second one was not fundamental to users.

Guidance in paragraphs 228 through 230 of the VME offers definitions and examples of
climate change-related physical risks. Upon SR TEG6 sequest, further guidance was
provided on the terms &limate-related hazards§ &limate-related transition events§ and
@ross climate-related risksd
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Comprehensive Module i_Social Metrics

C517 Workforce (General) Additional characteristics

BC174.

BC175.

BC176.

BC177.

BC178.

This disclosure requirement was introduced following feedback from the public
consultation.

During the consultation, users requested the inclusion of the percentage of female-to-male
staff in managerial roles. The relevance of this datapoint was later confirmed in the
workshop with banking associations in September (2024) and approved by EFRAG SR
TEG with the condition that it be voluntary and that a 50-employee threshold be applied.

Another request from the public consultation was to include the percentage of non-
employees. However, some SR TEG members expressed concerns about the complexity
of this datapoint for the Basic Module. As a result, it was moved to the Comprehensive
Module as a voluntary disclosure. EFRAG SR TEG approved this adjustment with the
condition of clarifying the terminology, opting for dumber of self-employed without
personnel that are working for the undertaking§ and temporary workers provided by
undertakings primarily engaged in @mployment activitiesbinstead of don-employeesd The
EFRAG SRB approved the disclosure with the additional guidance on factors or aspects
that the SMEs should consider when deciding to disclose this dnaybddatapoint.

The two datapoints outlined above reference ESRS Set 1 and were adapted to align with
the specific scope and requirements of SMEs.

Additional guidance to support the preparation of this disclosure can be found in
paragraphs 231 to 236 of the VSME.

C61 Additional own workforce information - Human rights policies and processes

BC179.

BC180.

BC181.

This disclosure was elaborated based on the previous @®8P 7 i Alignment with
internationally recognised instrumentséand &P 8 i Processes to monitor compliance and
mechanisms to address violations§ both SDFR PAI metrics from Table 1 (reference 10 for
violations and reference 11 for lack of processes and compliance mechanisms to monitor
compliance with UNGP and OECD MNE). This disclosure was requested in six of the
twelve questionnaires analysed (refer to BC64). Feedback from the public consultation
respondents and field-test participants, including preparers, users and others, indicated
that the complexity of these disclosures was excessive for SMEs. As a result, the
disclosures were streamlined into a simplified format that was user-friendly and made the
translation of the datapoint into information that could be easily aggregated for its users.
The new formulation includes a question on whether a code of conduct or human rights
policyexi sts for t howvn workfdreer follawked Iy gadnen-exhaustive list of
human rights topics that such a code of conduct or a human rights policy can address; the
human rights included are anchored in the SFDR PAlIs in order to facilitate the connection
with the sustainable finance regulation. It also contains a question about the existence of
a complaints handling mechanismfort h e u n d e own wdckiforcey ®his proposal was
approved at SR TEG and received strong support in the post-consultation workshops with
banking associations and SME representatives held in September (2024).

Some SRB members raised concerns regarding the scope of the disclosure and requested
to expand the contents of C6 to workers in the value chain, affected communities, and
consumers and end users, while others refuted such modifications. Differing views among
EFRAG SRB members resulted in a proposal from the EFRAG Secretariat to keep C6
unchanged while inserting additional guidance related to value chain workers, affected
communities and end consumers for B2. The proposal was endorsed by the EFRAG SRB.

Additional guidance to support the preparation of this disclosure can be found in paragraph
237 of the VSME.
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C771 Severe human rights incidents

BC182.

BC183.

Following a process similar to that for developing &6 i Human rights policies and
processesq this disclosure requirement was adapted from the previous &8P 9 1 Violations
of OECD Guidelines for Multinational Enterprises or the UN Guiding Principles (including
the principles and rights set out in the 8 fundamental conventions of the ILO Declaration
and the International Bill of Human Rights)6 This disclosure was requested in three of the
twelve questionnaires analysed (refer to BC64). Feedback from the public consultation and
field test coming from preparers, users and others highlighted that the disclosure6
complexity was disproportionate for SMEs. Consequently, the text was streamlined into a
simplified format comprising a question on the existence of confirmed human rights
incidents along with a list of relevant human rights topics. This proposal was approved by
EFRAG SR TEG and received strong support from banking associations and SME
representatives alike during workshops held in September (2024). Additionally, the
disclosure includes a question on human rights incidents involving other affected
stakeholder groups, namely workers in the value chain, affected communities and
consumers and end users that was inserted as part of SR TEG approval process under
the formulation of d&f the undertaking is aware of confirmed incidentséin order to make it
proportionate to the resources that a SME has.

Additional guidance to support the preparation of this disclosure can be found in paragraph
238 of the VSME.

Comprehensive Module i Governance Metrics

C81 Revenues from certain sectors and exclusion from EU reference benchmarks

BC184.

BC185.

BC186.

BC187.

This datapoint requires the undertaking to disclose whether they are active and the related
revenues from certain sectors. When comparing this disclosure with ESRS Set 1, the
taxonomy part of it was explicitly excluded from the methodological approach in the
Comprehensive Module (Annex 7). In addition, this disclosure was requested in five of the
twelve questionnaires analysed (refer to BC64).

The sectors have been identified as carrying sustainability risks according to defined
criteria based on certain legislation applicable to financial institutions. Therefore, lenders
and investors require this information along with large undertakings, which also confirmed
this datapoint during the public consultation.

During the public consultation, banks requested to include an additional datapoint for the
exclusion from EU reference benchmarks. This additional datapoint was further confirmed
during the post-consultation workshop. It was then agreed at SR TEG and the SRB to
include this additional datapoint in the Standard within C8 1 Revenues from certain sectors
and exclusion from EU reference benchmarks.

Additional guidance to support the preparation of this disclosure is in paragraphs 239 to
241 of the VSME.

C91 Gender diversity ratio in governance body

BC188.

This disclosure remains unchanged from the ED and was requested in six of the twelve
questionnaires analysed (refer to BC64). This datapoint was subject to significant debate,
with those disagreeing with this datapoint arguing that SMEs are mostly family businesses
and thus have a limited choice on gender diversity. Others noted that there is no legal
binding requirement in the existing sustainability acquis that requests SMEs to disclose
their gender diversity ratio in governance bodies, as SMEs are not in the scope of Directive
(EVU) 2022/2381 to improve the gender balance among directors of listed companies and
related measures. Those that disagreed argued that, as for larger companies, female
family members could take part in the governance bodies of these businesses. In addition,
they consider that transparency on important matters such as gender diversity and
inclusion are important for users. Finally, it was agreed to include this datapoint in this
Module, it being an SFDR datapoint subject to consultation.
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BC189. When drafting the datapoint, two possible alternatives for the calculation of the metric have
been considered. The SFDR uses the metric of number of female members to male
members. The more generally used and simpler formula is the number of female members
(or male members) to the total number of members of the governance bodies. EFRAG
adopted the first one to be aligned with the SFDR and the sector-agnostic standards as
adopted by the European Commission on 31 July 2023.

BC190. During the public consultation the same aforementioned issues were transmitted by SME
associations, which asked to delete this disclosure as family-owned undertakings cannot
apply it. Despite this, banks deemed this datapoint as essential (SFDR datapoint). The
need for this disclosure was reiterated during the banking associations workshop:
however, the banks asked to clarify that if the SME does not have a governance body in
place, it does not have to report on this disclosure. This disclosure remained an issue for
SME associations but was decided to be kept given that it was an SFDR datapoint.

BC191. Additional guidance to support the preparation of this disclosure is available in paragraphs
242 to 244 of the VSME. This guidance remains unchanged in the VSME.

Comprehensive Module deleted disclosures from the ED

Former Environmental Disclosure BP6 1 Hazardous waste and radioactive waste ratio

BC192. SR TEG and the SRB agreed to include the elements of this disclosure within disclosure
B7 i Resource use, circular economy and waste management. During the public
consultation, it surfaced that hazardous waste, and specifically radioactive waste, was not
relevant/ applicable for prepares, while it was confirmed to be essential for banks and large
undertakings. To streamline the Standard and reduce redundancies, it was decided to only
request information on hazardous waste (which included radioactive waste) within
disclosure B7. At SR TEG, it was agreed to make radioactive waste explicit in the guidance
to ensure alignment with SFDR PAI datapoints. Former disclosure BP6 was seen as
redundant and was decided to be deleted.

Former Social Metric Disclosure BP10 i Work-life balance

BC193. SR TEG approved the deletion of the initial disclosure following feedback from the public

consul tation, which emphasised the datapoint

further supported during workshops held with banking associations and with SME
representatives in September (2024).

Former Social Metric Disclosure BP11 1 Number of apprentices

BC194. SR TEG approved the deletion of the initial disclosure after the public consultation
underscored its lack of relevance. The decision was also validated by feedback received
during workshops held with banking associations and held with SME representatives in
September (2024).
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Appendix A Defined Terms

) EFRAG

Appendix A: Defined Terms

BC195. Concerning the Defined Terms, EFRAG Secretariat has introduced the terms that were not
defined in the text of the VSME ED and where possible, i.e. compatibly with the need to
simplify the language and increase understandability, the definitions have been aligned to
the ones already present in ESRS Delegated Act Set 1. Some definitions, which are not
defined in ESRS Set 1, have been introduced following explicit requests by EFRAG SR
TEG and SRB members. Thi s i s explained in theESRShi
Delegated Act Set 100f the table below, which illustrates which definitions are fully aligned
with Set 1 and which deviate from it.

rd col

Aligned with
Defined term Definition ESRS Delegated
Act Set 1

Accident prevention

Accident prevention refers to the policies and
initiatives to prevent workplace accidents and
ensure the safety and well-being of employees.
This not only includes measures to reduce
physical risks but also involves fostering a safe
and inclusive work environment free from
discrimination and harassment.

Not aligned, but
inserted following
feedback  from
the public
consultation

Actions

Actions refer to (i) actions and actions plans
(including transition plans) that are undertaken to
ensure that the undertaking delivers against
targets set and through which the undertaking
seeks to address material impacts, risks and
opportunities; and (ii) decisions to support these
with financial, human or technological resources.

Fully aligned

Affected communities

People or group(s) living or working in the same
area that have been or may be affected by a
reporting undertakingéo
upstream and downstream value chain. Affected
communities can range from those living adjacent
to t he
communities) to those living at a distance.
Affected communities include actually and
potentially affected indigenous peoples.

undertakingds

Fully aligned

Biodiversity-sensitive
Area

Biodiversity-sensitive areas include: Natura 2000
network of protected areas, UNESCO World
Heritage sites and Key Biodiversity Areas
(6KBAs0O) , as well as
referred to in Appendix D of Annex Il to
Commission  Delegated Regulation (EU)
2021/2139.

(

Fully aligned

Business Conduct

The following matters are collectively referred to
as O6business conduct
matterso:

(@) business ethics and corporate culture,
including anti-corruption and anti-bribery, the
protection of whistleblowers, and animal welfare;
(b) the management of relationships with
suppliers, including  payment  practices,

Fully aligned
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Defined term

Definition

Aligned with
ESRS Delegated
Act Set 1

especially with regard to late payment to small
and medium-sized undertakings.
(c) activities and commitments of the undertaking
related to exerting its political influence, including
its lobbying activities.

Child Labour

Work that deprives children of their childhood,
potential, and dignity and harms their physical
and mental development. It includes work that is
mentally, physically, socially, or morally
dangerous and/or interferes with their schooling
(by preventing them from the opportunity to
attend school).

Aligned with Set
1, but shortened
for simplification

Collective bargaining

All negotiations which take place between an
employer, a group of employers or one or more
employers' organisations, on the one hand, and
one or more trade unions or, in their absence, the
representatives of the workers duly elected and
authorised by them in accordance with national
laws and regulations, on the other, for: i)
determining working conditions and terms of
employment; and/or ii) regulating relations
between employers and workers; and/or
regulating relations between employers or their
organisations and a workers' organisation or
workers' organisations.

Fully aligned

Corruption

Abuse of entrusted power for private gain, which
can be instigated by individuals or organisations.
It includes practices such as facilitation
payments, fraud, extortion, collusion, and money
laundering. It also includes an offer or receipt of
any gift, loan, fee, reward, or other advantage to
or from any person as an inducement to do
something that is dishonest, illegal, or a breach
of trust i n t he condy
business. This can include cash or in-kind
benefits, such as free goods, gifts, and holidays,
or special personal services provided for the
purpose of an improper advantage, or that can
result in moral pressure to receive such an
advantage.

Fully aligned

Consumers

Individuals who acquire, consume or use goods
and services for personal use, either for
themselves or for others, and not for resale,
commercial or trade, business, craft or profession
purposes.

Fully aligned

Classified information

EU classified information as defined in Council
Decision of 23 September 2013 on the security
rules for protecting EU classified information
(2013/488/EU) or classified by one of the
Member States and marked as per Appendix B of
that Council decision.

EU classified information means any information

designated by a EU security classification, of

Aligned with Set
1, but second
paragraph added
to further clarify
the definition
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Defined term

Definition

Aligned with
ESRS Delegated
Act Set 1

which the unauthorised disclosure could cause
varying degrees of prejudice to the interests of
the European Union or of one or more of the
Member States. Classified information may be
classified according to four levels: top secret,
secret, confidential, restricted (based on the
definition from the Council Decision).

Circular
principles

economy

The European circular economy principles are
usability; reusability; repairability; disassembly;
remanufacturing or refurbishment; recycling;
recirculation by the biological cycle; other
potential optimisation of product and material
use.

Fully aligned

Climate-change
adaptation

The process of adjustment to actual and

expected climate change and its impacts.

Fully aligned

Climate-related
physical risks

Risks resulting from climate change that can be
event-driven (acute) or from longer-term shifts
(chronic) in climate patterns. Acute physical risks
arise from particular hazards, especially weather-
related events such as storms, floods, fires or
heatwaves. Chronic physical risks arise from
longer-term changes in the climate, such as
temperature changes, and their effects on rising
sea levels, reduced water availability, biodiversity
loss and changes in land and soil productivity.

Fully aligned

Direct GHG emissions
(Scope 1)

Direct GHG emissions from sources that are
owned or controlled by the undertaking.

Fully aligned

Discrimination

Discrimination can occur directly or indirectly.
Direct discrimination occurs when an individual is
treated less favourably by comparison to how
others, who are in a similar situation. Indirect
discrimination occurs when an apparently neutral
rule disadvantages a person or a group sharing
the same characteristics.

Fully aligned

Employee

An individual who is in an employment
relationship with the undertaking according to
national law or practice.

Fully aligned

End-users

Individuals who ultimately use or are intended to
ultimately use a particular product or service.

Fully aligned

Forced Labour

All work or service which is exacted from any
person under the threat of penalty and for which
the person has not offered himself or herself
voluntarily according to the ILO Forced Labour
Convention, 1930 (No.29). The term
encompasses all situations in which persons are
coerced by any means to perform work.

Not aligned, but
inserted following
feedback  from
the public
consultation

Grievance mechanism

Any routinized, state-based or non-state-based,
judicial or non-judicial processes through which
stakeholders can raise grievances and seek

Fully aligned

December 2024

Page 41 of 323




Appendix A: Defined terms

Defined term

Definition

Aligned with
ESRS Delegated
Act Set 1

remedy. Examples of state-based judicial and
non-judicial grievance mechanisms include
courts, labour tribunals, national human rights
institutions, National Contact Points under the
OECD Guidelines for Multinational Enterprises,
ombudsperson offices, consumer protection
agencies, regulatory oversight bodies, and
government-run complaints offices. Non-state-
based grievance mechanisms include those
administered by the undertaking, either alone or
together with stakeholders, such as operational-
level grievance mechanisms and collective
bargaining, including the mechanisms
established by collective bargaining. They also
include mechanisms administered by industry
associations, international organisations, civil
society organisations, or multi-stakeholder
groups. Operational-level grievance mechanisms
are administered by the organisation either alone
or in collaboration with other parties and are
directly accessible

stakeholders. They allow for grievances to be
identified and addressed early and directly,
thereby preventing both harm and grievances
from escalating. They also provide important
feedback on the effectiveness of the
organisationés due dil
directly affected. According to UN Guiding
Principle 31, effective grievance mechanisms are
legitimate, accessible, predictable, equitable,
transparent, rights-compatible, and a source of
continuous learning. In addition to these criteria,
effective operational-level grievance
mechanisms are also based on engagement and
dialogue. It can be more difficult for the
organisation to assess the effectiveness of
grievance mechanisms that it participates in
compared to those it has established itself.

Greenhouse
(GHG)

Gases

For the purposes of this Standard, GHGs are the
six gases listed in the Kyoto Protocol: carbon
dioxide (CO2); methane (CHa); nitrous oxide
(N20); Nitrogen trifluoride (NF3);
hydrofluorocarbons (HFCs); perfluorocarbons
(PFCs); and sulphur hexafluoride (SFe).

Fully aligned

Governance

The governance is the system of rules, practices
and processes by which a company is directed
and controlled.

Not aligned, but
inserted following
a request from an
EFRAG SRB
member

Gross greenhouse gas

(GHG) emissions

Gross greenhouse gas (GHG) emissions are total
GHG emissions released by the undertaking into
the atmosphere, without considering any
deductions for carbon removals or other
adjustments.

Not aligned, but
inserted following
feedback  from
the public
consultation
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Aligned with

Defined term Definition ESRS Delegated
Act Set 1
Hazardous waste Waste which displays one or more of the | Fully aligned

hazardous properties listed in Annex IlIl of
Directive  2008/98/EC  of the European
Parliament and of the Council on waste.

Human trafficking

The recruitment, transportation, transfer,
harbouring or reception of persons, including the
exchange or transfer of control over those
persons, by means of the threat or use of force or
other forms of coercion, of abduction, of fraud, of
deception, of the abuse of power or of a position
of vulnerability or of the giving or receiving of
payments or benefits to achieve the consent of a
person having control over another person, for
the purpose of exploitation.

Not aligned but
inserted following
feedback  from
the public
consultation.

Incident

A legal action or complaint registered with the
undertaking or competent authorities through a
formal process, or an instance of non-compliance
identified by the undertaking through established
procedures. Established procedures to identify
instances of non-compliance can include
management system audits, formal monitoring
programs, or grievance mechanisms.

Fully aligned

Indirect GHG emissions

(Scope 2)

Indirect emissions are a consequence of the
operations of the undertaking but occur at
sources owned or controlled by another
company. Scope 2 GHG emissions are indirect
emissions from the generation of purchased or
acquired electricity, steam and heat, or cooling
consumed by the undertaking.

Fully aligned

Impact

Impact refers to the effect an organisation has or
could have on the economy, environment, and
people, including effects on their human rights, as
a result of the organiZ
relationships. The impacts can be actual or
potential, negative or positive, short-term or long-
term, intended or unintended, direct or indirect,
and reversible or irreversible. These impacts
indicate the organizat
or positive, to sustainable development. The
impacts on the economy, environment, and
people are interrelated.

The organizationds i mp
refer to the impacts on living organisms and non-
living elements, including air, land, water, and
ecosystems. An organization can have an impact
on the environment through, for example, its use
of energy, land, water, and other natural
resources.

The organizationds i mpi
impacts on individuals and groups, such as
communities, vulnerable groups, or society. This
includes the impacts the organization has on

peopleds human rights.

Not aligned, but
inserted following
feedback  from
the public
consultation
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Defined term

Definition

Aligned with
ESRS Delegated
Act Set 1

an impact on people through, for example, its
employment practices (e.g. the wages it pays to
employees), its supply chain (e.g. the working
conditions of workers of suppliers), and its
products and services (e.g. their safety or
accessibility).

Land-use

The human use of a specific area for a certain
purpose (such as residential; agriculture;
recreation; industrial, etc.). Influenced by land
cover (grass, asphalt, trees, bare ground, water,
etc). Land-use change refers to a change in the
use or management of land by humans, which
may lead to a change in land cover.

Simplified version
(land cover made
explicit)

Location-based Scope
2 emissions

Emissions from electricity, heat, steam and
cooling purchased or acquired and consumed by
the reporting company, calculated using the
location-b as e d 6all ocating
allocates generator emissions to end-users. They
reflect the average emissions intensity of grids on
which the energy consumption occurs and uses
mostly grid-average emission factor data. Typical
sources of Scope 2 emissions relate to any
equipment that consumes electricity (electrical
engines, lights, buildings, etc.), heat (heating in
industrial processes, buildings, etc.), steam
(industrial processes) and cooling (industrial
processes, buildings, etc.).

Not present in
Set 1 but added
following the
public
consultation.

Nature-oriented area

A fAnaotrureent ed areaodo i s
primarily to nature preservation or restoration.
They can be located on-site and include elements
like roof, facade, water drainages designed, to
promote biodiversity. Nature-oriented areas can
also be located outside the organisation site
provided that the area is owned or (co-)managed
by the organisation and is primarily dedicated to
promoting biodiversity.

(Adapted from: Source: EMAS regulation)

Not present in
Set 1 but
requested by an
SR TEG member

Near (Biodiversity | Near, in the context of B5 1 Biodiversity, shall | Not present in
Sensitive Area) refer to an area that is (partially) overlapping or | Set 1 but added
adjacent to a biodiversity sensitive area. following the
public
consultation.
Own workforce/own | Employees who are in an employment | Fully aligned
workers relationship with the
and non-employees who are either individual
contractors supplying labour to the undertaking
( 6seenipfl oyed peopl ebd) of
undertakings primarily
activitiesd6 (NACE Code
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management principles thatthe undertaking

uses for decision-making. A policy implements

theundertakingds strat e
decisions related to a sustainability issue. Each

policy is under the responsibility of

defined person(s), specifies its perimeter of

application, and includes one or more objectives

(linked when applicable to measurable targets).

A policy is implemented through actions or action

plans.

For example, undertakings with less resources
may have few (or no) policies formalised in
written  documents, but this does not
necessarily mean they do not have policies.

If the undertaking has not yet formalised a policy
but has implemented actions or defined targets
through which the undertaking seeks to address
sustainability topics and subtopics, it shall
disclose them.

Aligned with
Defined term Definition ESRS Delegated
Act Set 1
Pay The ordinary basic or minimum wage or salary | Fully aligned
and any other remuneration, whether in cash or
in kind which the worker receives directly or
indirectly (6compl e me
componentso6), in respe
from his/ her enpd omean!
annual pay and the corresponding gross hourly
pay. 6Medi an pay | evel
employee that would have half of the employees
earn more and half less than they do.
Policy A set or framework of general objectives and | Partially aligned.

Additional
examples added.

Radioactive waste

Any radioactive material in gaseous, liquid, or
solid form, for which no further use is foreseen,
as per Article 3(7) of Council Directive
2011/70/Euratom11.

Not present in
Set 1 but added
following the
public
consultation.

Recordable work-
related accident/
Recordable work-
related injury or ill
health

A work-related accident is an event that leads to
physical or mental harm therefore to injury or ill
health. It happens whilst engaged in an
occupational activity or during the time spent at
work. Recordable means diagnosed by a
physician or other licensed health care
professionals.

Work-related injury or ill health can result in any
of the following: death, days away from work,
restricted work or transfer to another job, medical
treatment beyond first aid or loss of
consciousness. Injuries that do not require
medical treatment beyond first aid are generally
not recordable.

First definition is
adapted from Set

1 definition of
fi w o-nel&ted
incident

Second definition
is aligned with

Set 1, but
shortened and
adapted for
simplification

q

11 Council Directive 2011/70/Euratom of 19 July 2011 establishing a Community framework for the responsible
and safe management of spent fuel and radioactive waste.
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namely wind, solar (solar thermal and solar
photovoltaic) and geothermal energy, ambient
energy, tide, wave and other ocean energy,
hydropower, biomass, landfill gas, sewage
treatment plant gas, and biogas?2.

Aligned with
Defined term Definition ESRS Delegated
Act Set 1
Recycling Any recovery operation by which waste materials | Fully aligned
are reprocessed into products, materials or
substances whether for the original or other
purposes. It includes the reprocessing of organic
material but does not include energy recovery
and the reprocessing into materials that are to be
used as fuels or for backfilling operations.
Renewable Energy Energy from renewable non-fossil sources, | Fully aligned

Sealed area

A sealed area means any area where the original
soil has been covered (such as roads) making it
impermeable. This non-permeability can create
environmental impacts.

(Source: https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:02009R1221-
20230712)

Not present in
Set 1, but
requested by an
SR TEG member

Sensitive information

Sensitive information as defined in Regulation
(EU) 2021/697 of the European Parliament and
of the Council of 29 April 2021 establishing the
European Defence Fund.

The definition provided in the same Council of 29
April 2021 Sensitive information
means information and data, including classified
information, that is to be protected
from unauthorised access or disclosure because
of obligations laid down in Union or national law
or in order to safeguard the privacy or security of
a natural or legal person.

Aligned with Set
1, but second
paragraph added
to further clarify
the definition

Site

The location of one or more physical installations.
If there is more than one physical installation from
the same or different owners or operators and
certain infrastructure and facilities are shared, the
entire area where the physical installation are
located may constitute a site.

Fully aligned

Targets

Measurable, outcome-oriented and time-bound
goals that the SME aims to achieve in relation to
material sustainability topics and subtopics. They
may be set voluntarily by the SME or derive from
legal requirements on the undertaking.

Fully aligned

12 Article 2(1) Directive (EU) 2018/2001 of the European Parliament and of the Council of 11 December 2018 on the
promotion of the use of energy from renewable sources Directive (EU) 2018/2001 of the European Parliament and of the
Council of 11 December 2018 on the promotion of the use of energy from renewable sources (OJ L 328, 21.12.2018, p.
82).
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Aligned with

Defined term Definition ESRS Delegated
Act Set 1

Time horizons When preparing its sustainability report, the | Not present in

undertaking shall adopt the following time | Set 1 (to be

horizons: defined by the
for the short-term time horizon, one year; large :

' ' undertakings) but

for the medium-term time horizon, from two to five | added following

years; and the public

for the long-term time horizon, more than five
years.

consultation.

Training

Initiatives put in place by the undertaking aimed
at the maintenance and/or improvement of skills
and knowledge of its own workers. It can include
different methodologies, such as on-site training,
and online training.

Fully aligned

Value Chain

The full range of activities, resources and
relationships rel ated
business model and the external environment in
which it operates. A value chain encompasses
the activities, resources and relationships the
undertaking uses and relies on to create its
products or services from conception to delivery,
consumption and end-of- life. Relevant activities,
resources and relationships include: a) those in
t he undertakingos own
human resources; b) those along its supply,
marketing and distribution channels, such as
materials and service sourcing and product and
service sale and delivery; and c) the financing,
geographical, geopolitical and regulatory
environments in which the undertaking operates.
Value chain includes actors upstream and
downstream from the undertaking. Actors
upstream from the undertaking (e.g. suppliers)
provide products or services that are used in the
devel opment of t he un
services. Entities downstream from the
undertaking (e.g., distributors, customers)
receive products or services from the
undertaking.

Aligned i deleted
O0ESRS
term
chai
singular,
although it is
recognised that
undertakings
may have
multiple value
chainsé

n o

us

fi

Wage

Gross wage, excluding variable components
such as overtime and incentive pay, and
excluding allowances unless they are
guaranteed.

Fully aligned

Water consumption

The amount of water drawn into the boundaries
of the undertaking (or facility) and not discharged
back to the water environment or a third party
over the course of the reporting period.

Fully aligned

Water withdrawal

The sum of all water drawn into the boundaries of
the undertaking from all sources for any use over
the course of the reporting period.

Fully aligned
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Aligned with

Defined term Definition ESRS Delegated
Act Set 1
Worker in the value | An individual performing work in the value chain | Fully aligned

chain

of the undertaking, regardless of the existence or
nature of any contractual relationship with the
undertaking. In the ESRS, the scope of workers
in the value chain include all workers in the
under t a psireamm arsl downstream value
chain who are or can be materially impacted by
the undertaking. This includes impacts that are
connected to the wunder
and value chain, including through its products or
services, as well as through its business
relationships. This includes all workers who are
not i n t he scope of
Wor kforced includes p
employment relationship with the undertaking
(6empl oy e e-=wrpjoyeasrwto are either
individual contractors supplying labour to the
undertakiempl| 6vpedl fpeopl
provided by undertakings primarily engaged in
employment activities. (NACE Code N78).
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Annex 1. VSME Exposure Draft (ED) January 2024

Objective of this [draft] Standard and to which undertakings it applies

1. The objective of this voluntary [draft] Standard is to support micro-, small- and medium-sized
undertakings in:

(a) contributing to a more sustainable and inclusive economy;

(b) improving the management of the sustainability issues they face, i.e., environmental and
social challenges such as pollution, workforce health and safety. This will support their
competitive growth and enhance their resilience in the short-, medium- and long-term;

(c) providing information that will help satisfy data demand from lenders/credit providers and
investors, therefore helping undertakings in their access to finance;

(d) providing information that will help satisfy the data demand needs of large undertakings
requesting sustainability information from their suppliers.

2. This [draft] Standard is voluntary and applies to undertakings whose securities are not admitted
to trading on a regulated market in the European Union (not listed). [Article 3 of Directive
2013/34/EU] defines and distinguishes three categories of small and medium-sized undertakings
based on their balance sheet total, their net turnover and their average number of employees
during the financial year.

(a) An undertaking is micro if it does not exceed two of the following thresholds:
i €350,000 in balance sheet total,
ii. €700,000 in net turnover, and
iii. 10 employees.

(b) An undertaking is small if it does not exceed two of the following thresholds:
i €4 million in balance sheet total,
ii. €8 million in net turnover, or
. an average of 50 employees.

(c) An undertaking is medium if it does not exceed two of the following thresholds:
i €20 million in balance sheet total,
ii. €40 million in net turnover, and
. 250 employees.

3. These undertakings fall outside the scope of the Corporate Social Reporting Directive (CSRD)
but are encouraged to use this [draft] Standard to prepare and share with whomever such
sustainability information may concern. This [draft] Standard covers the same sustainability
issues as the European Sustainability Reporting Standards (ESRS) for large undertakings.
However, it is based upon the key concept of proportionality and therefore takes into account
micro-, small- and medium-sized undertakings’ fundamental characteristics. Micro undertakings
are welcome to use only certain parts of this [draft] Standard as highlighted in paragraph 5 (a).

4. Consistency with ESRS for large undertakings has been carefully considered in the preparation
of this [draft] Standard, while defining proportionate requirements. This [draff] Standard has no

legal authority, unlike the ESRS for large undertakings. It provides undertakings that are outside
the scope of the CSRD (see paragraph 2) with a voluntary tool for sustainability reporting.
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Modules that constitute this [draft] Standard

5. This [draft] Standard includes three modules that the undertaking can use as the basis for
preparation of its sustainability report:

(a) Basic Module: Disclosures B 1, B 2 and Basic Metrics (B 3 — B 12). This module is
the target approach for micro-undertakings and constitutes a minimum requirement
for other undertakings. Materiality analysis is not required, but disclosures B 3-B 12
are to be provided when they are applicable to the undertaking's specific
circumstances.

(b) Narrative-Policies, Actions and Targets (PAT) Module: This module defines
narrative disclosures (N1 — N5) in relation to Policies, Actions and Targets (PAT),
which are to be reported in addition to disclosures B 1-B 12 if the undertaking has
them in place. This module is suggested to undertakings that have formalised and
implemented the PAT. Materiality analysis is required in order to disclose which of
the sustainability matters in Appendix B are relevant for the undertaking's business
and organisation (see Principles of Materiality below).

(c) Business Partners (BP) Module: This module sets datapoints to be reported in
addition to disclosures B 1-B 12, which are likely to be included in data requests
from lenders, investors and corporate clients of the undertaking. Materiality analysis
is required in order to disclose which of the sustainability matters in Appendix B are
relevant for the undertaking's business and organisation (see Principles of
Materiality below). If the undertaking prepares also the Marrative (PAT) Module, the
material matters are disclosed only once.

Paragraph 21 below illustrates the available options for the preparation of a sustainability report
using this [draft] Standard by adopting one or more of these modules. Once chosen, a module
shall be complied with in its entirety (with flexibility allowed under paragraph 19), providing
information in each disclosure that is applicable to the undertaking's specific circumstances or it
is considered relevant to the undertaking’s business and organisation.

6. Applying the Basic Module is a prerequisite for applying the Narrative-PAT and/or the Business
Partners Modules.

7. Appendix A Defined terms includes the definitions of the terms used in this [draft] Standard.
Throughout VSME ED, the terms that are defined in the glossary of definitions (Appendix A) are
put in bold italic, except when a defined term is used more than once in the same paragraph.

Principles for the preparation of the sustainability report (Basic Module,
Narrative-PAT Module, Business Partners Module)

8. This section incudes principles that shall be applied when the undertaking prepares its
sustainability report using any of the three modules described above.

Complying with this Standard

9. This [draft] Standard sets requirements that allow the undertaking to provide relevant information
on:

(a) how its business has had and is likely to have a negative impact on people or on the
environment; and

(b) which and how environmental and social issues have affected or are likely to affect its
financial position, performance and cash flows.

10. The sustainability report shall provide information that is relevant, faithful, comparable,
understandable and verifiable.
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11. Depending on the type of activities carried out by the undertaking, the inclusion of additional
information (metrics and/or narrative disclosures) not covered in this [draff] Standard is
appropriate in order to disclose issues that are common in the undertaking's sector, as this
supports the preparation of relevant, faithful, comparable, understandable and verifiable
information.

Preparation on a consolidated basis

12. If the undertaking is a parent company of a group, it is recommended that it prepares its
sustainability report on a consolidated basis, including the information of its subsidiaries.

Timing and location of the sustainability report

13. The sustainability report shall be prepared on an annual basis. It shall be available for issuance
at the same time as the financial statements if they are prepared.

14. The undertaking may present its sustainability report in a separate section of the management
report if the latter is required by applicable law and regulations or if the management report is
prepared voluntarily. Otherwise, the undertaking may present its sustainability report in a
different document.

15. To avoid publishing the same information twice, the undertaking may refer in its sustainability
report to disclosures published in other documents that can be accessed at the same time as
the sustainability report.

Classified and sensitive information and information on intellectual property, know-how
or results of innovation

16. When the provision of the disclosures in this [draft] Standard would require disclosing classified
or sensitive information, the undertaking may omit such information, even if it is considered
material. The undertaking may omit such classified or sensitive information if:

(a) the information has commercial value because it is secret; and

(b) its publication will likely negatively affect the financial performance or position of the
undertaking.

If the undertaking decides to omit such information, it shall simply state that is the case under
Disclosure B 1 (see paragraph 21).
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Basic Module

17. The undertaking shall report on its environmental, social and business conduct issues using
the B 1-B 12 disclosures below. Comparative information in respect of the previous year shall be
included in the report except for metrics being disclosed for the first time. The inclusion of
comparative information shall begin the second year of reporting and continue henceforth.

18. Disclosures B 1-B 12 are to be reported, and no materiality analysis is needed. Certain
disclosures only apply to specific circumstances. In particular, the following instructions specify
that, in these circumstances, the information is to be reported only if considered ‘applicable’ by
the undertaking. When one of these disclosures is omitted, it is assumed to be not applicable.

19. The undertaking may complement the metrics from B 3 to B 12 with additional qualitative and/or
quantitative information, where appropriate, in accordance with paragraph 11 above. The
undertaking that wants to provide more comprehensive information may also integrate the
metrics required from B 3 to B 12 with disclosures, selecting them from the Narrative-PAT Module
and/or from the Business Partners Module.

20. Instructions supporting the preparation of metrics B 3-B 12 are available in the Basic Module
guidance, which is found on pages 19 through 34 of this [draft] Standard.

Disclosure B 1 = Basis for preparation
21. The undertaking shall disclose:

(a) which of the following options it has selected in the preparation of its sustainability report
using this [draft] Standard:

i OPTION A: Basic Module (only);
iil. OPTION B: Basic Module and Narrative-PAT Module;
iii. OPTION C: Basic Module and Business Partners Module; or
iv. OPTION D: Basic Module, Narrative-PAT Module and Business Partner Module;

(b) whether the sustainability report has been prepared on a consolidated basis (i.e., the report
includes information of the undertaking and its subsidiaries) or on an individual basis (i.e.,
the report is limited only to the information of the undertaking); and

(c) the list of the subsidiaries, including their registered address' covered in the consolidated
sustainability report.

Disclosure B 2 - Practices for transitioning towards a more sustainable economy

22. The undertaking may briefly describe specific practices for transitioning towards a more
sustainable economy in case it has them in place. Such practices include what the undertaking
does to reduce its negative impacts and to enhance its positive impacts on people and on the
environment in order to contribute to a more sustainable economy. Practices in this context shall
not include philanthropic activities (e.g., donations) but rather, for instance, initiatives to improve
working conditions and equal treatment in the workplace, sustainability fraining for the
undertaking's workforce, collaboration with universities related to sustainability projects, efforts
to reduce the undertaking's water and electricity consumption or to prevent pollution, and
initiatives to improve product safety. This disclosure does not apply when the undertaking
prepares its sustainability report using the Narrative-PAT Module.

' The registered address is the official address of the undertaking. Providing the registered address is a legal
requirement, and it is available on public record.

December 2024 Page 52 of 323



Annex 1: VSME ED
Basic metrics = Environment
B 3 - Energy and greenhouse gas emissions

23. The undertaking shall report on its impacts on climate by disclosing its energy usage and
greenhouse gas emissions as requested in the following paragraphs.

24. The undertaking shall disclose its total energy consumption in MWh, with a breakdown between:

(a) fossil fuels; and

(b) electricity as reflected in utility billings, along with a breakdown between renewable and non-
renewable sources if available.

25. The undertaking shall disclose its estimated gross greenhouse gas (GHG) emissions in tons

of CO2 equivalents (tCO2eq) considering the content of the GHG Protocol Corporate Standard,
including:

(a) the Scope 1 GHG emissions in tCOzeq (from owned or controlled sources); and

(b) the location-based Scope 2 emissions in tCOzeq (i.e., emissions from the generation of
purchased energy).

B 4 = Pollution of air, water and soil

26. The undertaking shall disclose, if applicable, the pollutants (with respective amounts) it emits to
air, water and soil in its own operations, that it is required by law to report to competent authorities
(e.g. under the Industrial Emissions Directive and the European Pollutant Release and Transfer
Register) or that it already reports according to an Environmental Management System such as
Eco-Management and Audit Scheme (EMAS). If this information is already publicly available, the
undertaking may alternatively refer to the document where it is reported, for example, by
providing the relevant URL link or embedding a hyperlink.

B 5 - Biodiversity

27. The undertaking shall disclose, if applicable, metrics related to its impacts on biodiversity,
ecosystems and land-use as requested in the following paragraphs.

28. The undertaking shall disclose the number and area (in hectares) of sites that it owns, has
leased, or manages in or near biodiversity sensitive areas.

29. The undertaking may disclose metrics related to land-use such as:
(a) total use of land;
(b) total sealed area:;
(c) total nature-oriented area on-site; and
(d) total nature-oriented area off-site.
B 6 - Water
30. The undertaking shall disclose its total water withdrawal, i.e., the amount of water drawn into
the boundaries of the organisation (or facility); in addition, the undertaking shall separately

present the amount of water withdrawn at sites located in areas of high water - stress.

31. If applicable, the undertaking shall disclose its water consumption, calculated as the difference
between its water withdrawal and water discharge from its production processes.
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B 7 - Resource use, circular economy and waste management

32.

33.

The undertaking shall disclose how it manages resource use, its waste management practices
and whether it applies circular economy principles.

The disclosure shall include:

(a) if the undertaking operates manufacturing, construction and/or packaging processes: the
recycled content in the products (goods and materials) and their packaging produced by the
undertaking;

(b) if the undertaking operates manufacturing, construction and/or packaging processes: rates
of recyclable content in the products and their packaging produced by the undertaking;

(c) the total annual generation of waste in units of weight (preferably) or volume broken down
by type (non-hazardous and hazardous); and

(d) the total annual waste diverted to recycling or reuse expressed in units of weight (e.g., kg
or tonnes).

Basic metrics = Social matters

B 8 = Workforce = General characteristics

34.

The undertaking shall disclose the total number of employees in full-time equivalents or provide
a headcount of such employees broken down by:

(a) type of employment contract (temporary or permanent);
(b) gender; and

(c) country if applicable.

B 9 — Workforce — Health and safety

35.

The undertaking shall disclose the following information regarding its employees:
(a) the number and rate of recordable work-related accident; and

(b) the number of fatalities as a result of work-related injuries and work-related ill health.

B 10 - Workforce — Remuneration, collective bargaining and training

36.

The undertaking shall disclose:

(a) when a significant proportion of employees are compensated based on wages subject to
minimum wage rules, the relevant ratio of the entry level wage to the minimum wage;

(b) the percentage gap in pay between its female and male employees. The undertaking may
omit this disclosure when its head count is below 150 employees;

(c) the percentage of employees covered by collective bargaining agreements; and
(d) the average number of annual training hours per employee, broken down by gender, that

are related to the development of skills and competences, whether acquired through formal
or informal forms of capacity-building.
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B 11 — Workers in the value chain, affected communities, consumers and end-users

37 The undertaking may disclose whether it has a process in place for identifying if there are value
chain workers, affected communities, or consumers and end-users who are affected or are
likely to be affected by severe negative impacts in relation to the undertaking’s operations (i.e.,
its products, services and activities). In that case, the undertaking may describe this process. If
identified, the undertaking may also describe the types of impacts, including where they arise
and the groups that are affected by them.

Basic metrics - Business conduct
B 12 - Convictions and fines for corruption and bribery
38. In case of convictions and fines in the reporting period, the undertaking shall disclose the number

of convictions and the total amount of fines incurred for the violation of anti-corruption and anti-
bribery laws.
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Principles for the preparation of the sustainability report (Narrative-PAT,
Business Partners)

39. This section includes principles that shall be applied when the undertaking prepares its
sustainability report using the Narrative-PAT Module and/or the Business Partners Module.

Time horizons
40. When preparing its sustainability report, the undertaking shall adopt the following time horizons:

(a) for the short-term time horizon, one year;
(b) for the medium-term time horizon, from two to five years; and
(c) for the long-term time harizon, more than five years.

Coherence and linkages with disclosures in financial statements

41. When the undertaking also prepares financial statements and other regulatory reports, the
information provided in its sustainability report following this [draft] Standard:

(a) shall be coherent with what is reported in the financial statements for the same period; and

(b) may be presented in a way that facilitates the understanding of the linkages that exist with
the information reported in financial statements, for example, by using appropriate cross-
references.
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Principles of materiality to be applied in the preparation of Narrative-PAT and
Business Partners Modules

42. Issues connected to environmental, social and/or business conduct aspects identified in this
context are referred to as sustainability matters. This section explains how to identify
sustainability matters that are ‘material’, meaning ‘relevant’, and therefore to be reported.

43. Materiality refers to the significance to the undertaking of both a sustainability matter and
information about the sustainability matter. Materiality analysis is the process of identifying
sustainability matters that undertakings should report on. The undertaking is encouraged to use
the list contained in Appendix B List of sustainability matters of this [draft] Standard as guidance
for the identification of its material sustainability matters. The materiality analysis does not apply
to an undertaking that decides to only apply the Basic Module.

44, As part of its materiality analysis, the undertaking will assess impacts that it has or is likely to
have on people and the environment as well as financial risks and opportunities that derive or
may derive from sustainability matters. Identifying which sustainability matters are material is a
necessary step particularly when minimising or avoiding negative impacts. At the same time, it
can help the undertaking to improve its products or services or to develop new ones that address
environmental or social challenges. Understanding financial risks allows the undertaking to
reduce operational costs and avoid fines, litigations and reputational damages.

45. When assessing whether a sustainability matter is to be reported on because it is material to the
undertaking, two dimensions have to be considered, namely impact materiality and financial
materiality. This is what is generally referred to as double materiality analysis.

Impact materiality

46. From the impact perspective, a sustainability matter is to be reported on when it gives rise to
material impacts. This includes:

(a) actual or potential impacts on people or on the environment over the short, medium, and
long-term time horizons. An impact is actual when it is already happening, whereas an
impact is potential when it is likely to happen; and

(b) impacts connected to the undertaking's own business operations, products and services as
well as through its business relationships, such as those that arise from the operations of
suppliers.

47. To determine if an actual negative impact is material, the undertaking has to consider the severity
of the impact in question on people and the environment severity is based on:

(a) scale,i.e., how grave the harm caused to people or to the environment is (e.g., a minor injury
at work without days lost is placed lower on the scale than a fatality at work; inadequate
industrial waste disposal leading to soil pollution within a local facility is placed lower on the
scale than a leak of harmful chemicals in a river leading to severe damage of ecosystem
and wildlife);

(b) scope, i.e., how widespread the harm caused to people or to the environment is (e.g., the
number of people affected or the size of contaminated land); and

(c) the irremediable character of the impact, that is, whether and to what extent it is possible to
remediate the harm caused to people or to the environment (e.g., cleaning up the
contaminated land, issuing compensations and/or indemnities for affected people).

48. The consideration of scale, scope and irremediability is meant to guide undertakings when

analysing the severity of its impacts. The undertaking, however, is not expected to report on
details related to each of these three aspects.
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For potential impacts, the undertaking has to consider both severity and likelihood of occurrence.
In the case of a potential negative impact on human rights, the severity of the impact takes
precedence over its probability.

Quantitative measures of impacts yield the most objective evidence that can be collected to
assess their materiality. However, quantitative data is not always available or may be costly to
produce. Qualitative analysis can be sufficient for the undertaking to reasonably conclude
whether a matter is material or not.

Financial materiality

51.

52.

53.

55.

From a financial perspective, a sustainability matter is material if it pertains to financial risks that
could be reasonably expected to have material financial effects materially influencing the
undertaking's financial position, financial performance, cash flows, access to finance or cost of
capital over short-, medium- or long-term time horizons. In addition to the undertaking's business
operations, matters related to the undertaking's business relationships with other companies
should also be considered.

Material impacts generated by the undertaking generally constitute a source of financial risk.
However, the undertaking shall also consider risks that are not related to its material impacts.

Like risks, financial opportunities related to a sustainability matter may generate financial effects.
Reporting on financial opportunities is optional when preparing a sustainability report under this
[draft] Standard.

Dependencies on natural and social resources may frigger financial risks in two ways:

(a) they may influence the undertaking's ability to continue to use or obtain the resources
needed in its business processes as well as the quality and pricing of those resources; and

(b) they may affect the undertaking’s ability to rely on business relationships on acceptable
terms.

To determine whether a financial risk is material, the undertaking shall assess the probability,
the nature and the potential magnitude of the financial effects on the undertaking.

Stakeholders and their relevance to the materiality analysis process

56.

57.

Stakeholders are those individuals or groups of people who can exercise influence over the
undertaking and/or be affected by the activities of the undertaking. There are two main groups
of stakeholders:

(a) affected stakeholders, i.e., individuals or groups of people whose interests are or could be
— positively or negatively — affected by the undertaking's activities and its business
relationships; and

(b) users of the sustainability report, including investors, lenders, business partners, social
partners and civil society organisations.

Some stakeholders may belong to both groups defined in paragraph 56. An undertaking may
engage with stakeholders in its materiality analysis to find out which sustainability matters are
the most important to them. In many cases, micro undertakings will only consider the views of
their most relevant stakeholders among those mentioned in paragraph 56.
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Narrative — Policies, Actions and Targets (PAT) Module

Disclosure N 1 = Strategy: business model and sustainability - related initiatives
58. The undertaking shall disclose the key elements of its strategy and its business model, including:

(a) a description of significant groups of products and/or services offered;

(b} a description of significant market(s) the undertaking operates in (B2B, wholesale, retail,
countries);

(c) a description of main business relationships (such as key suppliers, customers distribution
channels and consumers); and

(d) if applicable, a description of the key elements of its strategy that relate to or affect
sustainability matters.

Disclosure N 2 - Material sustainability matters
59. The undertaking shall disclose the material sustainability matters resulting from its materiality
analysis (see paragraphs 42 through 57), including a brief description of each sustainability

maitter (listed in accordance with paragraph 43) and of:

(a) how each matter has an impact on people or the environment;

(b} its actual and potential effects on the undertaking’s present or future financial position and
performance; and

(c) its actual and potential effects on the undertaking’s activities and strategy.
Disclosure N 3 = Management of material sustainability matters
60. The undertaking shall disclose how it manages its material sustainability matters, including:
(a) whether it has adopted policies or actions to (i) prevent, (i) mitigate and/or (iij) remediate

actual or potential negative impacts and/or to (iv) address financial risks. If applicable, the
undertaking may refer to the [due diligence] or risk management processes implemented;

(b) if it has policies in place, it shall describe:

i. the objective(s) of the policy and which material sustainability matters it
addresses;

i. the scope of the policy in terms of activities, value chain and countries where
the undertaking is active;

iii. if applicable, affected stakeholder groups addressed by the policy;

iv. if applicable, a reference to third-party standards or initiatives that the
undertaking commits to respect through the implementation of the policy; and

v. the targets the undertaking uses to monitor the implementation of the policy
and the progress achieved,

(c) if it has put actions in place, it shall describe:

i. the list of key actions taken in the reporting year and of the actions planned
for the future;

ii. the scope of those actions (i.e., whether they also address actors in the value

chain, whether they are implemented in different location and geographies or
which affected stakeholder groups they address);
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iii. the time horizon under which the undertaking intends to complete each key
action; and

iv. the targets the undertaking uses to monitor the actions implemented and the
progress achieved.

61. Where material, the undertaking shall disclose the actions taken in the reporting period to
improve its energy efficiency and to reduce its greenhouse gas emissions as well as the related
possible implications in terms of financial risks and, if applicable, opportunities.

62. When the undertaking considers that negative impacts are material in relation to (i) workers in
the value chain, (i) consumers and end-users andfor (iii) affected communities, it may
disclose:

(a) the policies that it has adopted to manage those material impacts as well as the associated
material risks;

(b) the actions it has taken on material impacts, its approach to managing material risks, and
the effectiveness of those actions; and

(c) the targets related to managing material negative impacts and managing material risks.

63. These disclosures are limited to the description of the policies, actions and targets that the
undertaking has put in place.

64. Where material, the undertaking shall disclose whether it has the following in place to support
the prevention of incidents of corruption or bribery:

(a) separation of duties; and/or
(b) training for its employees; and

(c) any actions taken to address breaches in procedures and standards of anti-corruption and
anti-bribery.

Disclosure N 4 - Key stakeholders
65. If the undertaking engages with stakeholders, it may disclose:
(a) the categories of key stakeholders being considered (the undertaking can use categories

such as investors, lending banks/creditors, business partners, trade unions, NGOs, etc.);
and

(b) a brief description of the engagement activities.

Disclosure N 5 = Governance: responsibilities in relation to sustainability matters

66. The undertaking shall describe its governance and responsibilities in relation to sustainability
matters. If applicable, this disclosure shall cover roles and responsibilities of the highest

governance body or of the individual(s) in charge of managing sustainability matters within the
undertaking.
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Business Partners Module

67. This module provides additional datapoints in relation to the information that is generally needed
by the undertaking's business partners, investors and lenders. They are expected to address
data requests that the undertaking receives or is likely to receive from lenders, investors and
corporate clients, which require sustainability data from their suppliers. In relation to the
information needs of financial market participants, these additional datapoints reflect their
respective obligations under relevant laws and regulations. They are also relevant for business
partners when they assess the sustainability profile of the undertaking as supplier or potential

supplier.
List of material matters
68. In this module, the materiality analysis described in paragraphs 42 through 57 is required. The

undertaking shall disclose the material sustainability matters resulting from its materiality
analysis based on the list provided in Appendix B: List of sustainability matters.

Entity-specific consideration when reporting on GHG emissions under B 3 (Basic
Module)

69. Depending on the type of activities carried out by the undertaking, a quantification of its Scope
3 GHG emissions can yield relevant information (see paragraph 11 of this [draft] Standard) on
the undertaking's value chain impacts on climate change.

70. Scope 3 emissions are indirect GHG emissions (other than Scope 2) that derive from an
undertaking's value chain. They include the activities that are upstream of the undertaking's
operations (e.g., purchased goods and services, purchased capital goods, transportation of
purchased goods, etc.) and activities that are downstream of the undertaking's operations (e.g.,
transport and distribution of the undertaking's products, use of sold products, investments, etc).
If the undertaking decides to provide this metric, it should refer to the 15 types of Scope 3 GHG
emissions identified by the GHG Protocol Corporate Standard and detailed by the GHG Protocol
Corporate Value Chain (Scope 3) Accounting and Reporting Standard. When it reports on Scope
3 GHG emissions, the undertaking includes significant Scope 3 categories (as per the Corporate
Value Chain (Scope 3) Accounting and Reporting Standard) based on its own assessment of
relevant Scope 3 categories. Undertakings can find further guidance on specific calculation
methods for each category in the GHG Protocol “Technical guidance for Calculating Scope 3
Emissions”.

1. When reporting its Scope 1 and Scope 2 emissions, if the undertaking discloses entity-specific
information on its Scope 3 emissions, it shall present it together with the information required
under “B 3 — Energy and greenhouse gas emissions.”

Disclosures in the Business Partners Module

T2. The text below provides the list of disclosures from BP1 to BP 11 to be considered and reported
upon if they are applicable or if they are considered relevant to the undertaking’s business and
organisation, following the materiality analysis performed by the undertaking in line with
paragraphs from 42 to 57. When not reported upon, a disclosure shall be assumed to be ‘not
material’ for the undertaking.

73. Instructions to support the preparation of disclosures form BP 1- BP 11 are available in the
Business Partners Module guidance on pages 35 through 38 of this [draft] Standard.

Disclosure BP 1 - Revenues from certain sectors

74. The undertaking shall include a statement indicating if it is active in one or more of the following
sectors while disclosing its related revenues:

(a) controversial weapons such as anti-personnel mines, cluster munitions, chemical weapons
and biological weapons; and/or
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(b) the cultivation and production of tobacco; and/or

(c) fossil fuel (coal, oil and gas) sector (i.e., the undertaking derives revenues from exploration,
mining, extraction, production, processing, storage, refining or distribution, including
transportation, storage and trade, of fossil fuels as defined in Article 2, point (62), of
Regulation (EU) 2018/1999 of the European Parliament and the Council 17), including a
disaggregation of revenues derived from coal, from oil and from gas); and/or

(d) chemicals production, as its activities fall under Division 20.2 of Annex | to Regulation (EC)
No 1893/20062.

Disclosure BP 2 — Gender diversity ratio in governance body

75. If the undertaking has a governance body in place, the undertaking shall disclose the related
gender diversity ratio.

Disclosure BP 3 - GHG emissions reduction target

76. If the undertaking has set GHG emission reduction fargets, it shall provide its GHG emission
reduction targets for:

(a) scope 1 emissions; and
(b) scope 2 emissions.

77. This disclosure includes Scope 3 emissions, only when they are disclosed under paragraph 71
above and the undertaking has set GHG emission reduction targets for Scope 3 emissions.

Disclosure BP 4 = Transition plan for climate change mitigation

78. The undertaking shall provide information about its transition plan for climate change mitigation
with an explanation of how GHG emission reduction targets are compatible with the limiting of
global warming to 1.5°C in line with the Paris Agreement. This disclosure is applicable only if the
undertaking has adopted such a transition plan.

Disclosure BP 5 - Physical risks from climate change

79. The undertaking shall disclose the anticipated financial effects that physical risks from climate
change may have on the company. This disclosure is applicable only if the undertaking is
exposed to material physical risks. In particular, it shall disclose:

(a) the monetary amount and the percentage of the undertaking's total assets that can be
subjected to material physical risks over the short-, medium- and long-term before
considering climate change adaptation actions disaggregated by acute and chronic
physical risk;

(b) the proportion of assets at material physical risk addressed by the climate change
adaptation actions;

(c) the location of the significant assets affected by material physical risks;

(d) the monetary amount and proportion (percentage) of net revenue from its business activities
at material physical risk over the short-, medium- and long-term; and

(e) the breakdown of the undertaking's carrying value of its real estate asseis by energy
efficiency classes.

2 *Manufacture of pesticides and other agrochemical products” listed in Division 20.2 of Annex | Regulation EC
1893/2006.
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Disclosure BP 6 — Hazardous waste and/or radioactive waste ratio

80. If the undertaking generates hazardous and/or radioactive waste, the undertaking shall disclose
the total amount of hazardous waste and/or radioactive waste generated (radioactive waste is
defined in Article 3(7) of Council Directive 2011/70/Euratom).

Disclosure BP 7 = Alignment with internationally recognised instruments

81. The undertaking shall disclose whether its policies pertaining to its own workforce are aligned
with relevant internationally recognised instruments, including the UN Guiding Principles on

Business and Human Rights.

Disclosure BP 8 - Processes to monitor compliance and mechanisms to address

violations

82. The undertaking shall disclose whether it has processes in place to monitor compliance with the
OECD Guidelines for Multinational Enterprises and with the UN Guiding Principles on Business
and Human Rights, including the principles and rights set out in the International Bill of Human
Rights and the eight fundamental conventions identified in the ILO Declaration or
grievance/complaints handling mechanisms, to address violations of the above standards with
regard to its own workforce.

Disclosure BP 9 - Violations of OECD Guidelines for Multinational Enterprises or the UN
Guiding Principles (including the principles and rights set out in the eight fundamental
conventions of the ILO Declaration and the International Bill of Human Rights)

83. The undertaking shall disclose whether there have been any violations of the UN Guiding
Principles on Business and Human Rights, the ILO Declaration on Fundamental Principles and
Rights at Work or the OECD Guidelines for Multinational Enterprises with regard to its own
workforce during the reporting year.

Disclosure BP 10 — Work-life balance

84. The undertaking shall disclose the percentage of its employees:
(a) who are entitled to take family-related leave with a breakdown by gender; and
(b) who took family-related leave with a breakdown by gender.

Family-related leave includes maternity, paternity, parental and carers' leave.

Disclosure BP 11 = Number of apprentices

85. If applicable, the undertaking shall disclose the number of apprentices in the reporting period.
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Basic Module: Guidance

86. This guidance is intended to support the preparation of the Metrics in the Basic Module.

Environmental Metrics
Metric B 3 — Energy and greenhouse gas emissions

Impacts on climate: energy usage and greenhouse gas emissions

ar7. Under paragraphs 24 and 25, the undertaking reports on its climate impacts, providing
information about its energy use and greenhouse gas emissions. This guidance for disclosure
B 3 does not constitute an additional datapoint to the disclosures described in paragraphs 24
(on energy consumption) and 25 (on GHG emissions) but rather an overarching objective of the
Basic disclosure B 3.

88. Climate impacts are significantly driven by energy consumption. Therefore, it is relevant to
disclose both the quantity as well as the type — e.g., fossil fuels such as coal, cil, and gas versus
renewable energy — and mix of energy consumed. Examples of energy disclosures are total
energy consumption broken down by fossil fuels and electricity. Other breakdowns may be
reported such as consumption of purchased or self-generated electricity from renewable
sources. This information may be provided in the following format:

202(x) Energy consumption (MWh)

Fossil fuels 486
Electricity 10
89. Undertakings are to report their energy consumption in terms of final energy, which is understood

as the amount of energy delivered to the undertaking, for example, the Megawatt-Hours (MWh)
of electricity purchased from a utility, steam received from a nearby industrial plant or diesel
purchased at petrol stations.

90. In case the undertaking purchases fossil or renewable fuels such as natural gas, oil or biomass
to generate electricity, heat or cooling for its own consumption, it has to aveid double counting.
Therefore, the undertaking accounts for the energy content of the purchased fuel only as fuel
consumption, but it does not account for or report on its electricity and heat consumption yet
again. In case of electricity generation from renewable energies such as solar or wind — and
where no fuel use in necessary — the undertaking accounts for the amount of electricity
generated and consumed as electricity consumption.

91. As for greenhouse gas emissions arising from the undertaking's activities, this requirement
builds on the definitions and rules of the GHG Protocol, the leading accounting standard for
GHG emissions. Under paragraph 25, undertakings are to report on their Scope 1 and Scope 2
emissions. Scope 1 GHG emissions cover direct emissions from owned or controlled sources.
Scope 2 emissions are indirect GHG emissions resulting from the activities of the reporting
company (as they derive from the undertaking's consumed energy) which, however, occur at
sources owned or controlled by another company. Further guidance is provided in the sections
below on how to calculate Scope 1 and 2 emissions.

92. Scope 1 and 2 emissions may be reported in the following format.
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202(x) GHG emissions (tCO-ze)
Scope 1 45
Scope 2 6
Total 51

Scope 1 emissions calculation guidance

93. Typical Scope 1 emissions include CO2 (as well as CH4 and N20) emissions associated with
fuel combustion (for example, in boilers, furnaces, vehicles, etc.) and fugitive emissions from air
conditioning and industrial processes.

94, Emissions associated with combustion can be calculated by the expression

EmiSSiOnSGHEIFue! = Actfvl.ty DatﬂFuE{ * EFEHG,FL[EI * GWPGHE

where the value assigned to ‘Emissions,,;' corresponds to the emissions of CO2, CH4 or N20
resulting from the combustion of the Fuel in itCO2e.

‘Activity Datag,,," corresponds to the quantity of fuel consumed. Though typically expressed in
energy units, it can also be expressed in volume (m® or |) or mass (tonnes or kg.).

‘EFgy;rue COMesponds to the specific combustion Emission Factor (EF) used for the fuel. The
units of the EF need to be consistent with the units of the activity data.

‘GWPF.y, ' corresponds to the Global Warming Potential of the GHG (C0O2, CH4 or N20). The
activity data can be determined using fuel purchase receipts and purchase records or through
direct measurement at the combustion device. The fuel quantities can be measured in different
forms (typically mass or volume), and care needs to be taken to make sure that the activity data
and the EF are expressed using the same units. It is not uncommon for emission factors of fuels
to be expressed in terms of energy (Lower Calorific Value), in which case the further step of
converting the volume or mass of the fuel to its energy content is needed (see the example
below). This way, the expression above can take different forms, namely

Emissionsgyg puer = Activity Datagye * EFgyg puer * GWPgyg

Emissionsgyg puer = [Volume » CalorificValue|pye * EFgpg puet * GWPghg

95. CO2 emission factors are either derived through analysis of the carbon and heat content of the
fuel (not likely to be needed for SME undertakings) or through the use of published emission
factors for the most common fuels. EFs for CH4 and N20 will depend on the type of combustion
technology and will vary with it. In most cases, CH4 and N20 emissions are within the
measurement error of CO2 and can be neglected. Sometimes the emission factor can already
take into account the GWP of the GHG. In that case the parameter GWP;y, does not need to
be considered.

96. For the GWP, use the most recent values published by the Intergovernmental Panel on Climate
Change (IPCC) based on a 100-year time horizon to calculate tCO2eq emissions of non-CO2
gases. The current list features the IPCC's 6th Assessment Report, Chapter 7SM>

¥ Smith, C., Z.R.J. Nicholls, K. Armour, W. Collins, P. Forster, M. Meinshausen, M.D. Palmer, and M. Watanabe,
2021: The Earth's Energy Budget, Climate Feedbacks, and Climate Sensitivity Supplementary Material. In Climate
Change 2021: The Physical Science Basis. Contribution of Working Group | to the Sixth Assessment Report of the
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a7. The following table provides a list of non-exhaustive sources of emission factors for fuels.
Undertakings may also refer to authoritative national sources that may be more relevant to the
particulars of their situation.

Documentation Sources:

Dafa Documentation Source

Activity data fuel purchase receipts, purchase records, or through direct
measurement at the combustion device.

Emissions Factors (EF):

Fuel ADEME - Bilan Carbonne

hitps:/‘base-empreinte.ademe.fr/

IPCC — Emissions Factor Database

IPCC - Guidelines for National Greenhouse Gas Inventories

Microsoft  Word - V2 Ch2 Stationary Combustion Final.doc
(iges.or.jp)

Global Warming Potential IPCC — Global Warming Potential p. 16

(GWP) hitps //www.ipce.ch/report/aré/wg 1/downloads/reportIPCC_ARE W
Gl _Chapter07 SM.pdf

You can find more guidance and tools on how to act and report on climate by wisiting
hitps://smeclimatehub.org/.

Example

98. Company A burns Nr. 4 fuel oil in an industrial boiler. For its financial accounting, it keeps track
of its costs, and for GHG accounting purposes, it keeps track of volumes {m?) as reflected in
their fuel receipts. From the receipts, it determines the annual volumes of fuel oil bought, and it
keeps track as well of the fuel oil inventory on the first calendar day of the year. In 2023 it
purchased 100 m?® of fuel oil. Based on its records, on 1 January 2023 it had 2.5 m® in its
reservoirs, and on 1 January 2024 it had 1 m® Thus, it determines (through purchase and
measurement of inventory) that during 2023 it consumed 101.5 m? of fuel oil.

Using the IPCC list of emissions factors (Table 2.3, page 2.18), it estimates its emission factor
to be a fifty-fitty blend of diesel oil and residual oil as 75.75 t CO2/TJ and by using published
statistics on energy determined that its net calorific value of the fuel is 0.03921 TJ/m?. Given that
the COz2 GWP equal one, its COz emission for this specific Scope 1 source is:

101.5m® * 0.03921 TJ/m? * 75.75t CO2/TJ * 1 =301.5t COz
For completeness of this example, the CH4 and NzO emissions are also calculated. Checking

the IPCC list of emission factors, these are respectively 3 kg of CH4/TJ and 0.6 kg of N2O/TJ,
thus the emissions will be:

Intergovernmental Panel on Climate Change [Masson-Delmotte, V., P. Zhai, A. Pirani, S.L. Connors, C. Péan, S.
Berger, N. Caud, Y. Chen, L. Goldfarb, M.l. Gomis, M. Huang, K. Leitzell, E. Lonnoy, J.B.R. Matthews, T_K. Maycock,
T. Waterfield, O. Yelekgi, R. Yu, and B. Zhou (eds.)]. Available on https:/fwww.ipcc.ch/.
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CHas emissions = 101.5 m? * 0.03921 TJ/m* * 3 kg CO2/TJ * 29.8 = 0.36 tCOze
N20 emissions = 101.5 m* * 0.03921 TJ/m* * 0.6 kg CO2TJ * 273 = 0.65 tCO:ze

As mentioned, CH4 and N20 emissions add around 1 tCO2e to the CO2 value of 301.5 tCO2,
which amounts to about 0.3% of the total. This could be considered well within an acceptable
reporting error and so could not have been calculated and reported.

Global Warming Potentials for CH4 and N20 are derived from |IPCC's 6 Assessment Report
Chapter 7SM*.

Guidance for location-based Scope 2 emissions calculation

99.

100.

101.

102.

103.

104.

Location-based Scope 2 includes emissions from electricity, heat, steam and cooling purchased
or acquired and consumed by the reporting company. It reflects the average emissions intensity
of grids on which the energy consumption occurs and uses mostly grid-average emission factor
data.

Typical sources of Scope 2 emissions relate to any equipment that consumes electricity
(electrical engines, lights, buildings, etc.), heat (heating in industrial processes, buildings, etc.),
steam (industrial processes) and cooling (industrial processes, buildings, etc.).

Emissions associated with the purchase and consumption of electricity, heat, steam and cooling
can be calculated by the expression

Emissions;ye = Activity Data = EF

where 'Emissions;y;’ corresponds to the emissions of GHG resulting from the production of
electricity, heat, steam or cooling (in the case of combustion of fuels, typically COz, CH4 and
N20). ‘Activity Data’ corresponds to the quantity of fuel consumed, typically expressed in energy
units (e.g., MWh). And ‘EF;y¢ prergy COrresponds to the EF used for the production of energy
(electricity, heat, steam or cooling). The emission factors can be grid average factors. The units
of the EF need to be consistent with the units of the activity data.

A grid average emission factor is an emission factor that characterises all the GHG emissions
associated with the quantity of electricity generation produced by facilities located within a
specified geographic boundary. These emission factors are usually produced for periods of one
year — by averaging emissions and electricity production over a calendar year — and are often
produced by the Electricity System Operator (ESO), Transmission System Operators (TSQ), the
electricity system supervisory body or other competent authorities. There are also grid average
emission factors calculated for much shorter periods, e.g., for seconds or minutes.

Undertakings may also want to provide their market-based Scope 2 figure. Emission factors for
market-based Scope 2 emissions reflect the contractual arrangements of the undertaking with
its energy suppliers. Market-based emission factors can be provided by their electricity or heat
suppliers as well as supported by their own purchase of Energy Attribute Certificates or Power
Purchase Agreements (PPAs) or the use of residual-mix emission factors.

Scope 2 accounting methods are explained in more detail in the GHG Protocol Scope 2
Guidance.

4 Smith, G., Z.R.J. Nicholls, K. Armour, W. Collins, P. Forster, M. Meinshausen, M.D. Palmer, and M. Watanabe,
2021: The Earth's Energy Budget, Climate Feedbacks, and Climate Sensitivity Supplementary Material. In Climate
Change 2021: The Physical Science Basis. Contribution of Working Group | to the Sixth Assessment Report of the
Intergovernmental Panel on Climate Change [Masson-Delmotte, V., P. Zhai, A. Pirani, S.L. Connors, C. Péan, S.
Berger, N. Caud, ¥. Chen, L. Goldfarb, M.I. Gomis, M. Huang, K. Leitzell, E. Lonnoy, J.B.R. Matthews, T.K. Maycock,
T. Waterfield, O. Yelekgi, R. Yu, and B. Zhou (eds.)]. Available from https:/fwww.ipcc.ch/.
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Example

105. Company A occupies an office building of 2000 m? in Paris, where it pays the electricity
consumed for the central heating and cooling, lighting, computers and other electric equipment
such as appliances. With its utility bills, it has estimated that the building consumed 282 MWh
of electricity in 2022. By using the emission factor provided by nowtricity.com for France in 2022,
it has estimated its Scope 2 emissions for its building electricity consumption to be

g COzeq
W h

Emissionsgye = 282 000 [kWh] = 73 [ = 20.6 tC02,eq

106. The following table provides a list of non-exhaustive sources of electricity emission factors.
Undertakings may also refer to authoritative national or grid sources that may be more relevant
to the particulars of their situation.

Documentation Sources:

Data Documentation Source
Activity data Purchase receipts or utility bills, contract purchase or firm purchase
records

Emissions Factors (EF):

Europe Grid electricity Association of Issuing Bodies (AIB) — Residual Mix Grid Emission
Factors

hitps:Awww.aib-net.org/facts/european-residual-mix
ADEME - Bilant Carbonne

hitps:/base-empreinte.ademe. fr/

JRC - Historical GHG emissions factor for electricity consumption

https://data.jrc.ec.europa. eu/dataset/919df040-0252-4ede-ad82-
c054896e 164 1#dataaccess

Life-cycle electricity production emission factors

https:#www.nowtricity.com/

USEPA GHG emission factors Hub
https://iwww.epa.gov/climateleadership/ghg-emission-factors-hub
MNorth America Grid Government of Canada

electricity https://publications.gc.calcollections/collection 2023/eccc/En84-294-
2023-eng.pdf

IEA’'s Annual GHG emission factors for World countries from
electricity and heat generation (2022 data set, paid data set)

hitps:/www.iea.org/data-and-statistics/data-product/emissions-

factors-2022#emissions-factors
Other regions/Global

Global Warming Potential IPCC - Global Warming Potential (GWP-100) p. 16

(GWP) https:/Awww.ipcc.ch/report/aré/wg 1/downloads/report/lPCC_ARE W
Gl Chapter07 SM.pdf
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More guidance and fools on how to act and report on climate can be found at
hitps://smeclimatehub.org/.

Conversion between different energy units

108.

109.

110.

111.

Undertakings are to report their energy consumption in terms of final energy, which is understood
as the amount of energy delivered to the undertaking, for example, the Megawatt-Hours (MWh)
of electricity purchased from the utility steam received from a nearby industrial plant or diesel
purchased at petrol stations.

Paragraph 24 indicates MWh as the unit of choice for measuring energy consumption. In case
of fuel or biomass, a conversion to MWh is necessary for data expressed in other units such as
energy content (e.g., kJ, Btu), volume (e.g., litres, m?®) or mass (e.g., metric tonnes, short tonnes).

For fuel consumption measured by mass (e.g., wood, coal), the undertaking should

(a) obtain the Net Calorific Value (e.g., kJ/metric ton, TJ/Gg) of the fuel (it can be a typical
value published by reliable sources, e.g., IPCC, or may be provided by the supplier or
attained internally);

(b} convert the Net Calorific Value to MWh/ton, for example,

1TJ=1,012J=277.78 MWh ; 1Gg=10°g=1.000t
1.8 TJGg = 11.9 * 277.78/1000 t = 3.31 MWh/ton; and

(c) calculate the energy content of the mass, for example,

1,245,345t * 3.31 MWh/ton = 4,117,111 MWh.

For liquid fuel, the undertakings should:

(a) convert volume information to mass, multiplying volume by fuel density, for example,

Diesel = 4,456,000 [; Diesel density = 0.84 kg/l
4,456,000 (1) * 0.84 (kg/l) = 3,743,040 kg = 3,743 t;

(b) calculate the energy content, multiplying mass by Net Calorific Value, for example,
3,743 [t] * 43 [TH/Gg] = 3,743 t * 43 TJ/N1,000 [t]) = 160.95 [TJ] ; and
c) convert TJ to MWh, for example,

1TJ=1,012J = 277.778 MWh
160.95 [TJ] = 277.78 [MWh/TJ] * 160.95 [TJ] = 44,708 MWh.

Documentation Source:

Data

Documentation Source

CDP

CDP Technical Note: Conversion of fuel data to MWh

https://cdn.cdp.net/cdp-
production/cms/quidance docs/pdfs/000/000/4 7 7/original/CDP-
Conversion-of-fuel-data-to-MWh.pdf? 1479755175
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Metric B 4 — Pollution of air, water and soil

Guidance on which undertakings need to report on pollution and what pollutants do undertakings
need to report on

112.

113.

114.

115.

116.

17.

Paragraph 26 establishes that, if applicable, the undertaking shall disclose the pollutants it emits
to air, water and soil in its own operations if such information is already required to be reported
by law to competent authorities or under an Environmental Management System such as EMAS.

The metrics to be disclosed under this paragraph refer to information that the undertaking is
already mandated to provide by law. This requirement was conceived to avoid any additional
reporting burden on undertakings. In general, this requirement is expected to apply to
undertakings that are operators of an industrial installation covered by the Industrial Emissions
Directive (IED). The IED applies to some 52,000 installations in Europe, covering activities such
as burning fuel in boilers with rated power of more than 50 MW, founding in metal foundries,
processing of non-ferrous metals, production of lime, manufacturing of ceramic products by
firing, production of plant protection products or biocides, tanning of hides, slaughterhouses, etc.
In these cases, the installation already has to report to the competent authority the pollutants
released to air, water and scil, and the data is publicly available at the Eurcpean Pollutant
Release and Transfer Register (E-PRTR). Companies that operate in more than one facility do
not have to report on their consolidated company-wide emissions under the EPRTR, as they
report only at facility level. This [draft] Standard requires the reporting of the total amount of
pollutants of all the facilities. Similarly, companies owning but not operating in a facility do not
have to report to the E-PRTR but are expected to reflect their facility-owned emissions in their
sustainability report.

Likewise, if under an EMAS certification an undertaking has been identified as having to monitor
and report on the pollutants listed in the E-PRTR, these are in principle relevant aspects for the
undertaking to include in its sustainability report.

If an undertaking has only one facility or operates in only one facility, and if its pollution data is
already publicly available, the undertaking may refer to the document where such information is
provided instead of reporting it once again. Likewise, if the undertaking publishes an
organisation-wide EMAS report that incorporates pollution data, it can include it in the
sustainability report by reference.

To report information on pollutants in the sustainability report, the undertaking should indicate
the type of pollutant material being reported alongside the amount emitted to air, water and soil
in a suitable mass unit (e.g., t or kg).

Below can be found an example of how undertakings may present information on their emissions
to air, water and soil divided by pollutant type.

Pollutant Emissions (kg) Lﬂsdlum of release (air, water, soil)

e.g., Cadmium and compounds 10 \Water

Type of pollutant 2

Type of pollutant 3
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Metric B 5 — Biodiversity
Guidance on how to identify sites in or near biodiversity sensitive areas

118. Paragraph 28 stipulates that the undertaking shall disclose the sites it operates in that are
located in or near biodiversity sensitive areas. Biodiversity sensitive areas are defined as such
by special nature protection regulation at European or international level. These comprise areas
belonging to the Natura 2000 network of protected areas, UNESCO World Heritage sites and
Key Biodiversity Areas (‘KBAs') as well as other protected areas as referred to in Appendix D of
Annex Il to Commission Delegated Regulation (EU) 2021/21398.

119. The following table shows how information on sites in or near biodiversity sensitive areas can
be presented. The undertaking may provide information about the location of the plant (e.g.,
country and site name) without specifying its exact address.

Location Area Biodiversity sensitive Specification
(hectares) Area (located in/near

biodiversity sensitive
areas)

Country —

Site 1

Country —

Site 2

Country —

Site 3

120. For the purposes of this [draft] Standard, the term ‘near’ should be interpreted as meaning an
area that is (partially) overlapping or adjacent to a biodiversity sensitive area.

Documentation Sources:

Data Documentation Source

Natura 2000 Network of protected areas hitps://inatura2000.eea.europa.eu/

Key Biodiversity Areas — IUCN hitps:/iwww.keybiodiversityareas.org/sites/searc
h

UNESCO — World Heritage Centre hitps:/iwhc.unesco.orglen/list/

Guidance on how to calculate and report land-use

121.  The undertaking may disclose in units of area (e.g., m? or ha) on land-use using guidance
provided by the EMAS:
(a) its total use of land,
(b) its total sealed area,
(c) its total nature-oriented area on-site, and

(d) its total nature-oriented area off-site.
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122.  The following table shows how information on land-use may be presented.

Area
Land-use type (hectares or m2)

Previous year Reporting year % change

Total sealed
area

Total nature-
oriented area
on-site

Total nature-
oriented area
off-site

Total use of
land

Documentation Sources:

Data Documentation Source

EMAS Guidance EU Commission Regulation 2018/2026

hitps://eur-lex.europa.eu/legal-
content/EN/TXT/PDE/?uri=CELEX:32018R2026
&rid=2

Metric B 6 — Water

Guidance on how to calculate and report on water withdrawals and water consumption

123. Water withdrawal relates to the amount of water an undertaking draws into its organisational
boundaries from any source during the reporting period. In practice, for most undertakings this
relates to the amount of water taken from the public water supply network as indicated in the
utility bills. However, where applicable, water withdrawal also includes amounts of water taken
from other sources such as groundwater from own wells, water taken from rivers or lakes, or
water received by other undertakings. Rainwater collected by the undertaking is not considered
as water withdrawal.

124. Water consumption is the amount of water drawn into the boundaries of the undertaking that
is not discharged or planned to be discharged back into the water environment or to a third party.
This typically relates to water evaporated — e.g., in thermal energy processes like drying or power
production — water embedded in products — e.g., in food production — or water for irrigation
purposes — e.g., used in agriculture or for watering company premises. Collected rainwater can
be considered in the calculation of water consumption, as a separate input from water
withdrawal.

125. Water discharge means, for example, the amount of water transferred directly to receiving
water bodies such as lakes or rivers, the public sewer or to other companies for cascading water
use.

126. Water consumption can therefore be calculated as:
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Water consumption = Water [withdrawal + rainwater harvest — discharges]

For undertakings that solely withdraw water from the public water network and discharge it into
the sewer, water consumption will be close to zero and can therefore be omitted from the report.

127.  The undertaking may provide additional explanatory information to contextualise its water
withdrawals or consumption. For example, the undertaking may highlight if rainwater is collected
and used as a replacement of tap water or if water is discharged into other parties for cascading
use.

128. Below can be found an example of how undertakings may present quantitative information on
their withdrawals, discharges and consumption of water divided by site location.

Water withdrawal Water consumption
Eg., m? E.g., m? (if applicable)

All sites

Sites in areas with water stress

Guidance for determining if the undertaking operates in an area of high-water stress

129.  To determine if the undertaking operates in an area of high-water stress, you can consult the
regional water authorities of the places you operate in to understand their assessment of the
water resources for that specific location. Alternatively, you can also consult publicly available
and free tools that map out water scarcity globally. One such tool is the WRI's Agueduct Water
Risk Atlas. With the help of this tool, undertakings can consult the water stress baseline set for
different river basins globally. By way of illustration, the map below shows the main Iberian river
basins and their water stress classification according to the WRI Aqueduct.
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130. In this image several water basins in the Iberian Peninsula, along with their water stress
classification, can be observed. Most of the southern part of the peninsula sits in an area of
significant high-water stress — with the exception of the Guadiana basin (in yellow). Thus, if the
undertaking has operations within the Guadalquivir basin (e.g., the Andalucia region, which has
a significant high-water stress level), the undertaking would have to disaggregate its water
consumption for that regionfwater basin. But if its operations take place within the southern
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part of the Guadiana river basin (where there is low water stress), then it would not be necessary
to disaggregate its water consumption for that region/water basin.

Metric B 7 — Resource use, circular economy and waste management

Guidance on circular economy principles

131.  When disclosing information on its products, material use and waste management, the
undertaking may provide information in relation to circular economy principles. Circular
economy principles are articulated in the paragraphs below. The key principles outlined by the
Ellen Macarthur Foundation are underlined below while the key principles considered by the
European Commission are ifalicised.

Eliminate waste and pollution — this can be done through process improvements and also
through design considerations at the level of usability, reusability, repairability, disassembly and
remanufacturing.

Circulate products and materials (at their highest value) — reusability and recycling are key for

product circulation, but this is enhanced if special consideration is given to circularity at the
design phase for issues such as usability, reusability, repairability, remanufacturing and
disassembly. Factors such as the incorporation of biomaterials and their recirculation via the
biological cycle can also be considered, for example, using biodegradable crop covers instead
of plastics in agriculture.

Regenerate nature — whenever possible, human activities should seek to regenerate nature and
improve or restore key ecological functions (i.e., drainage, habitat provision, thermal regulation,
etc.) that may have been lost due to previous human activities.

Guidance on the rate of recycled content in products and packaging

132.  When compiling the rate of its recycled content — that is, by adding inputs into the process that
have originated from recycled materials — in its products (i.e., its produced goods or materials)
and packaging, the undertaking may use as denominator the total weight of recycled materials
used in products and packaging (during the reporting period) divided by the total weight of
materials in products and packaging (during the reporting period).

Guidance on the rate of recyclable content in products and packaging
133. When compiling the rate of its recyclable content — that is, materials that can be technically
recycled — the undertaking may use as denominator the total weight of materials that are

recyclable in products and packaging (during the reporting period) divided by the total weight of
materials in products and packaging (during the reporting period).

Guidance on how to identify manufacturing and/or packaging processes

134. To identify manufacturing and/or packaging processes, the undertaking may refer to those
activities that fall under “Section C — Manufacturing” and Section F “Construction” of Annex | to
Regulation (EC) No 1893/20065.

Guidance on total waste generation and waste diverted to recycling or reuse

135. When disclosing information on waste, the undertaking may adopt the following tables.

5 L_2006393EN.01000101.xml (europa.eu).
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Waste generated (e.g.. tonnes)

Total waste generated, of which:

Waste Waste
diverfed to | direcfed

recycle or to
reuse disposal

Non-hazardous waste

Type of waste1

Type of waste2

Hazardous waste

Type of waste1

136. Examples of hazardous wastes that small businesses may generate include batteries, used
oils, pesticides, mercury-containing equipment and fluorescent lamps.

137. The undertaking may provide further breakdowns specifying further types of non-hazardous and
hazardous wastes. In doing so it may consider the list of waste descriptions found in the
European Waste Catalogue’s social metrics.

Metric B 8 — Workforce — General characteristics

138. Full-time equivalent (FTE) is the number of full-time positions in an undertaking. It can be
calculated by dividing an employee's scheduled hours (total effective hours worked in a week)
by the employer's hours for a full-time workweek (total hours performed by full-time employees).
For example, an employee who works 25 hours every week for a company where the full-time
week is 40 hours represents a 0,625 FTE (i.e. 25/ 40 hours).

139. Head count is the total number of people employed by the undertaking at a given time.

Guidance on how to present information about employees’ contract types

140. The following table shows how information on employees may be presented by type of
employment contract.

Type of contract Number of employees (full-time equivalents or head count)

Temporary contract
Permanent contract
Total employees

The following table shows how information on employees may be presented by gender.
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Gender Number of employees (full-time equivalents or head count)

Male

Female

Other

Not reported

Total employees

141. In some European Union Member States, it is possible for people to legally register themselves
as having a third gender, often neutral, which is to be categorised as “other” in the table above.
If the undertaking is disclosing data about employees where this is not possible, it may explain
this and indicate that the “other” category is not applicable. The “not reported” category applies
to employees who do not disclose their gender identity.
142.  The following table shows how information on employees may be presented by countries.
Country Number of employees (full-time equivalents or head count)
Country A
Country B
Country C
Country D
Total employees

143.

Definitions and types of employment contracts may vary depending on the country. If the
undertaking has employees working in more than one country, it shall use the legal definitions
stipulated in the national laws of the countries where the employees are based in to calculate
country-level data. Such country-level data shall then be added up to calculate total numbers,
disregarding differences in national legal definitions.

Metric B 9 — Workforce — Health and safety

Guidance on the rate of recordable work-related accidents

144. In order to calculate the rate of recordable work-related accidents, the formula below should
be used:
Number of work related accidents in the reporting vear
- x 200,000
Total number of hours worked in a year by all employees
145. Based on the assumption that one full-time worker works 2,000 hours per year, the rate indicates
the number of work-related accidents per 100 full-time workers over a yearly timeframe. If the
undertaking cannot directly calculate the number of hours worked, it may estimate this on the
basis of normal or standard hours of work.
Example
146. Company A reported three work-related accidents in the reporting year. Company A has 40

employees and a total number of 80,000 hours (40 x 2,000) worked in a year.

The rate of recordable work-related accidents is 3/80,000 x 200,000 = 7.5.

Guidance on number of fatalities resulting from work-related injuries and work-related ill health

147.

Work-related injuries and work-related ill health arise from exposure to dangers at work.

December 2024 Page 76 of 323



Annex 1: VSME ED

December 2024 Page 77 of 323






















































































































































































































































































































































































































































































































































































































































































































































