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Mandatory Australian
sustainability reporting

What are the latest regulatory
developments? What are the
related business risks? What
should companies do next?

RORRE It’s an interesting time in sustainability.

On one hand, we’re seeing an increase in politicisation, with
U.S. Republicans influencing a growing global movement that
equates ESG with woke capitalism.

On the other, mandatory climate reporting in many jurisdictions
is compelling organisations to place climate at the heart of their
strategy and business models.

What happens when the immovable object of American
political influence meets the irresistible force of the law?

Luke Heilbuth We'll need to navigate political blowback, heightening
CEO, BWD Strategic investor and regulatory expectations, and the implementation
+61422 339 069 challenges that come with taking climate change seriously.

e luke@bwdstrategic.com

This guide will get you started. It steps through the latest
regulatory developments, explains the key risks you should be
considering, and provides some guidance on what to do next.
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PART ONE

What are the
latest regulatory
developments?

No more alphabet soup

Australian businesses now have certainty
on where to find best practice guidance for
sustainability reporting: The International
Sustainability Standards Board (ISSB) and
the Global Reporting Initiative (GRI).

The ISSB is the most important. It has
ushered in a new era of reporting by creating
two new sustainability standards called

IFRS S1and S2. We won’t focus on GRI in
this paper because it does not underpin
mandatory Australian legislation like

the ISSB does.

What are the new IFRS Sustainability
Standards?

IFRS S1 sets the stage for disclosures
related to general sustainability risks and
opportunities. It aims to help investors make
better investment decisions. |FRS S2 dives
into climate-related disclosures, offering
guidance to align a company’s strategy

and reporting with the urgent need for
climate action.

HOW IFRS S2 DIFFERS FROM THE TCFD

« Extra details only

Risk

Governance

« Extra details only

Management

COMPLIMENTS
—_— >

Global
Reporting
Initiative

TASK FORCE
CLIMATE-RELATED
FINANCIAL
DISCLOSURES

INFLUENCES
-

TCFD

Task Force on
Climate Related
Financial Disclosures

B FRS’

f

Climate
Disclosure
Standard
Board

ESTABLISHES

SNCDP

Carbon Disclosure
Project

The TCFD voluntarily disbanded in
October 2023, but its intellectual
property is contained within IFRS S2.

Both Standards require a company

to report on four pillars in their
sustainability disclosure: Governance,
Strategy, Risk Management and
Metrics and Targets.
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In April 2024, the ISSB voted to add
biodiversity and human capital to

its two-year work plan. Any new
standards won’t be finalised until at
least 2026. For now, the organisation
is focused on implementing

IFRS S1and S2.

IFRS S2
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https://www.ifrs.org/groups/international-sustainability-standards-board/
https://www.globalreporting.org/
https://www.ifrs.org/issued-standards/ifrs-sustainability-standards-navigator/ifrs-s1-general-requirements/
https://www.ifrs.org/issued-standards/ifrs-sustainability-standards-navigator/ifrs-s2-climate-related-disclosures/
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How does the ISSB influence
Australian legislation?

Australia is finalising the implementation
of the ISSB guidance in policy and
practice through new legislation and
the introduction of the Australian
equivalents of IFRS 1Tand 2 — ASRS 1
and 2 — later in 2024.

While the Australian Sustainability
Reporting Standards (ASRS) align
closely with the ISSB, there are minor
modifications for the Australian context.
Major uplifts for companies include the
need to disclose a transition plan, the
current and anticipated financial impacts
of climate risks, and the need to conduct
a climate resilience assessment against

at least two scenarios; one of which

must be consistent with 1.5°C. SUMMARY OF REGULATORY

DEVELOPMENTS
The legislation takes a phased

approach to implementation. ‘Group 1’
entities must prepare disclosures for

— ISSB, GRI are most relevant for
Australian reporters.

financial years that commence from — IFRS S1and S2 designed to help
1 January 2025; ‘Group 2’ entities from investors make better decisions.
1July 2026; and ‘Group 3’ entities from — New legislation requires

1July 2027. a major uplift in climate strategy

. . and reporting.
Given more than 6,000 Australian

entities must report under these

new climate-related disclosure
requirements in the next few years,

you should prepare now to ensure your
organisation is ready for what ASIC calls
a once-in-a-generation change.

Entity and their controlled entities meet at least two of the three thresholds

ENTITY

Consolidated revenue Consolidated gross Full-time equivalent
for the financial year assets at EOFY employees at EOFY*

GROUP 1

Report from first
financial year
commencing on or after

Large entities and their
controlled entities

$500 million or more $1 billion or more 500 employees or more

NGER reporting entities™ | Above the publication threshold in s 13(1) of the NGER Act. The main thresholds are: | 1 january 2025

1: 50 kt of greenhouse gas emissions
2: 200 TJ of energy produced; or
3:200TJ of energy consumed.

GROUP 2
Large entltles.a.nd their $200 million or more $500 million or more 250 employees or more
controlled entities
. . . . L 1July 2026
NGER reporting entities NGER reporting entities that do not meet the above NGER publications thresholds.
Asset owners N/A ‘ $5 billion or more ‘ N/A
GROUP 3
All other in-scope entities | $50 million or more ‘ $25 million or more ‘ 100 employees or more 1July 2027

* Part-time employees are to be included as an appropriate fraction of a full-time equivalent employee.

** NGER reporting entities are corporations registered under the National Greenhouse and Energy Reporting Act 2007 (Cth) (NGER Act)
at the end of the financial year, or corporations required to make an application to be registered under subs 12(1) of the NGER Act

for the financial year.
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https://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/Bills_Search_Results/Result?bId=r7176
https://www.aasb.gov.au/admin/file/content105/c9/AASBED_SR1_10-23.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASBED_SR1_10-23.pdf
https://asic.gov.au/about-asic/news-centre/speeches/start-preparing-now-early-asic-guidance-on-the-mandatory-climate-disclosure-regime?utm_medium=email&utm_campaign=Start%20preparing%20now%20Early%20ASIC%20guidance%20on%20the%20mandatory%20climate%20disclosure%20regime&utm_content=Start%20preparing%20now%20Early%20ASIC%20guidance%20on%20the%20mandatory%20climate%20disclosure%20regime+CID_2ad07026e172c19adba729357d6a737d&utm_source=CampaignMonitor&utm_term=Start%20preparing%20now%20Early%20ASIC%20guidance%20on%20the%20mandatory%20climate%20disclosure%20regime#!page=1&type=speeches

PART TWO

What are
the related
business risks?

This legislation is transformational for
climate action. Until recently, it was
unthinkable that the law would compel
every major company to assess,
manage and report on the implications
of climate change. As ASIC Chair

Joe Longo says, action must also

be taken now.

“You have to do this now. It’s simply
not an option to put this off until after
legislation has passed, and then
scramble to comply. You have to figure
out how you’re going to marshal data,
support and capabilities and start
keeping the necessary records now

— today.”

Given the scale, pace and complexity
of the change, corporate boards

and executive teams are rightly
apprehensive about the risks of this
new regime. There are at least three
to consider:

1. Implementation risk
2. Integration risk
3. Datarisk

Climate-related financial disclosures will sit within a
sustainability report, which will form the fourth report
required as part of annual financial reporting obligations
and be contained in an entity’s annual report.

Treasury’s Policy Position Statement

1. Implementation risk

The risk of failing to meet new
legislative requirements

The principal risk facing your company
is failing to meet the new legislative
requirements. While these are not

yet law (the Treasurer submitted the
relevant Bill in late April 2024), basic
guidance is unlikely to change.

Report preparation and lodgement

Companies must disclose their climate-
related financial disclosures in a new
‘sustainability report’, not in their
financial and/or director’s report.

It must be called a ‘sustainability report’,
even though only climate disclosure is
currently required. The Government did
not listen to industry feedback calling
for flexibility in naming (you cannot, for
example, call it a ‘climate report’).

Our view is that this sustainability report
can either be housed as a discreet
‘chapter’ within a consolidated annual
reporting document (clearly labelled

as such) or as a standalone document
lodged at the same time as the rest of
the annual reporting suite.

The sustainability report must also

be publicly available on the company
website on lodgement day. For publicly
listed companies, it must be available
for shareholder scrutiny ahead of the
Annual General Meeting.

Report content and record keeping

You can include non-mandatory
sustainability information — such as
content on nature or diversity — in
your sustainability report, provided
it is clearly distinguished from the
mandatory ASRS components

as a ‘separate voluntary statement’.

The ASRS has advised us that cross-
referencing is permitted under the ASRS
Standards, which means you don’t have
to replicate numbers from the financial
statements into the sustainability report.
But make sure you provide clear links

to ensure readers can easily find the
financial information they need.

You do not need to disclose information
that is commercially sensitive or requires
‘undue cost or effort’ to disclose. The
latter is intended to relieve the reporting
burden on smaller organisations.

It is unlikely to be relevant for larger
businesses, which are expected to have
the resources for meaningful compliance.

For Group 1 entities, limited assurance
is required for scope 1and 2 GhG
emissions from 1 January 2025. The
assurer should be the same as the one
used for your financials. An audit of all
climate disclosures in the sustainability
report will be required from 1 July 2030.

Finally, you must keep records

that reflect how you prepared your
sustainability report for potential
regulatory review for seven years,
and notify ASIC (only required in the
first year) where the records are kept.
Failure to maintain sustainability
reporting records carries a maximum
penalty of two years’ imprisonment,
so adherence is critical.

KEY TAKEOUTS

— Disclosures must be made in a
sustainability report.

— The same auditor of your annual
report must provide limited
assurance of your scope 1and 2
emissions (scope 3 from 2030).

— You must keep records of report
preparation for regulators.

MAY 2024

© BWDSTRATEGIC.COM


https://sustainablebrands.com/read/new-metrics/resilience-science-shift-corporate-strategy-reporting
https://treasury.gov.au/sites/default/files/2024-01/c2024-466491-policy-state.pdf
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Penalties for non-compliance

The Corporations Act will be amended
to include civil penalties and fines for
non-compliance, enforced by ASIC. That
said, the regulator has said it will take a
pragmatic approach to supervision and
enforcement of the regime. It will also
issue future guidance to help you meet
your obligations.

In the first instance, if ASIC considers a
statement in your sustainability report to
be incorrect, incomplete or misleading,

it may direct you to correct, complete

or provide further information. Not
complying with an ASIC direction attracts
a maximum penalty of 60 penalty units
($18,780 as of July 2023).

Companies will be exempt from private
lawsuits for misleading or deceptive
reporting claims in relation to scope 3
emissions or scenario analysis until

30 June 2027. But enforcement action
can still be taken by ASIC on these
areas. Forward-looking statements on
other matters (like transition planning),
as well as statements made outside the
sustainability report, remain subject

to liability.

Be aware, t00, that activists may seek

to lobby ASIC directly, presenting a
detailed case for non-compliance with
the aim of initiating enforcement action.
Australia is potentially the world’s most
litigious jurisdiction for climate action on
a per capita basis. In 2023, there were at
least 127 judicial proceedings involving
climate change.

KEY TAKEOUTS

— ASIC will take a ‘pragmatic’ approach
to enforcement.

— Companies are immune from private
lawsuits on scope 3 and scenario
analysis until 2027.

— No immunity for other topics, or
statements made outside the
sustainability report.

2. Integration risk

The risk of ineffective collaboration
between sustainability and other
functions

Sustainability strategy was once viewed
by many as a subset of marketing; the
chance to build a brand-bolstering
narrative around a company’s
commitment to stakeholders. Mandatory
reporting creates a new imperative

for companies to place sustainability

at the core of strategy, closing gaps in
implementation, integration, data and
capital allocation in the process.

The days of the siloed sustainability
function working in isolation to produce
a good news report full of tree-planting
and charity handshakes are over.
Sustainability is reaching its full potential
as a core driver of value creation, with
companies needing to deploy multiple
functions and skillsets to explain how
climate and other key sustainability
themes create or erode financial value.

The sustainability report is simply the
output of the internal work required to
ready a corporate strategy and business
model for a more sustainable future; a
case of the tail wagging the dog. We
shouldn’t underestimate the difficulty
of this internal transformation, which
requires sustainability, finance, legal,
technology, strategy, risk, and investor
relations teams — as well as the C-suite
and board — to work as one.

Things can go easily go wrong. Examples
of ineffective collaboration include:

— Inaccurate financial data: Finance
does not review the numbers in claims
made within the sustainability report.

— Inadvertent greenwashing: Legal
does not evaluate net zero or similar
environmental claims, which are
inadvertently deceptive or misleading.

— Misaligned technology investment:
IT makes a large technology
investment which fails to collect the
right sustainability data.

— Misaligned strategic execution:
Sustainability and corporate strategy
pursue separate agendas, meaning
sustainability goals are not integrated
into enterprise strategy.

— Insufficient visibility of ESG risks:
The risk team fails to incorporate
emerging ESG risks into the risk
register because they weren’t involved
in the materiality assessment.

These common mistakes can lead to
regulatory sanction, a lawsuit and/or
the loss of investor confidence. Your
company should regularly review each
of these integration risks to make sure
they don’t become major issues.

KEY TAKEOUTS

— Legislation makes climate change
a strategic imperative for
every business.

— Compliance will require extensive
cross-functional collaboration.

— Report is only the output; real work

is in transformation of strategy and
business model.
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https://www.unep.org/resources/report/global-climate-litigation-report-2023-status-review

3. Data risk

The risk of collecting data without
follow-up action

Companies need timely, verifiable data
at the right level of precision to mitigate
the risk of reporting non-compliance
and to seize opportunities associated
with deploying sustainability in the
pursuit of long-term value creation.

Examples of sustainability initiatives
requiring high-quality data include
gender pay gap reviews, modern
slavery risk assessments, climate
scenario analyses, decarbonisation
roadmaps and LEAP assessments
under the Taskforce for Nature-Related
Financial Disclosures.

Data collection without follow-up action
is pointless. As US thought leaders
Alison Taylor and Bob Eccles argue,
collecting and reporting on data can
create a false impression that senior
teams are focusing on the strategic value
of sustainability when they are not.

Instead, teams need sufficient
resources and upskilling on how to feed
sustainability data into board and other
decision-making processes to drive
better decision-making, especially

in relation to capital allocation.

KEY TAKEOUTS

— Companies need verifiable data
to mitigate sustainability risks and
seize opportunities.

— Data collection without follow-up
action is pointless.

— Data must be converted into insights
that support better decision-making.

SUMMARY OF KEY RISKS

— Implementation: Legislative and ASRS guidance is onerous but clear.

— Integration: Sustainability is a strategic imperative;
requires cross-functional collaboration.

— Data: Collection is only a starting point; the goal is better strategic
decision-making.

“The goal is to turn data into information,

and information into insight.”
Carly Fiorina, former CEO of Hewlett-Packard
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https://globescan.com/2024/02/06/sustainable-value-creation/

Mandatory Australian
sustainability reporting

PART THREE

What should
companies do
next?

Applying the new legislation and
accompanying ASRS guidance in
practice will take a lot of work, even
for companies long used to climate
strategy and disclosure. Regardless
of your level of climate maturity, BWD
suggests a four-step process to set
you up for success.

Step 1. Prepare

— Gap analysis
— Double materiality assessment

Start by conducting a gap analysis
comparing your current reporting
practices against the informational,
presentation and procedural needs of
ASRS S1and S2. The review should
cover annual and sustainability reports,
TCFD statements and internal policies.
Gaps, once identified, should then
inform an ASRS compliance roadmap.

Second, we strongly recommend
commissioning a double materiality
assessment. The approach should
align with IFRS/ASRS guidance on
identifying sustainability-related risks
and opportunities, as well as the GRI,
which provides the best methodology
for identifying stakeholder impacts.

While the IFRS Chair has advocated
for a single (financial) materiality
approach, ISSB guidance is consistent
with double materiality, and it remains
the foundational strategy of choice
among most sustainability leaders,
including because double materiality is
mandatory under European law.

DIRECTORS’ DECLARATION

Step 2. Educate

— Board, senior management and all
other internal stakeholders

— Directors’ declaration

The board, management and all internal
stakeholders should be briefed early on
how and when the mandatory reporting
obligations will apply. Board members
should be clear on the responsibility
they will assume when providing a
directors’ declaration on the accuracy of
the climate-related financial disclosures
in the sustainability report.

For the first three years, directors can
simply declare that the entity has taken
reasonable steps to ensure that the
sustainability report has been prepared
in accordance with the Corporations Act.

After three years, though, directors must
declare that the report complies with the
ASRS and discloses all material climate-
related financial risks and opportunities

relevant to their organisation.

1.52 The directors’ declaration is a declaration by the
directors of their opinion on whether the statements
are in accordance with the Corporations Act, including
in compliance with the relevant sustainability standards
(i.e. whether the climate statement is in compliance
with the sustainability standards that relate to climate).
These declarations must be made with a resolution of
the directors, dated, and signed.

From the Treasury Laws Amendment Bill 2024: Climate-related Financial Disclosure,

Exposure Draft Explanatory Materials
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Step 3. Embed

— Governance processes
— Data systems

New governance arrangements are
likely needed to oversee reporting
implementation, integration and quality
control. Arrangements should focus

on creating a cross-functional delivery
team with expertise from sustainability,
finance, legal and technology.

Sustainability professionals are good
at explaining the strategic value of
sustainability, while finance, legal
and IT colleagues will help ensure
disclosures are accurate and avoid
inadvertent greenwashing, especially
where forecasts and forward-looking
statements are made.

Data is crucial. The reporting delivery
team should help develop systems
capable of maintaining timely and
precise data flows to support a wide
array of disclosures. Examples include
aligning physical and transition risks and
opportunities with cash flow, access to
finance and cost of capital projections,
and scope 3 emissions monitoring and
reporting, which require a reliance on
third party data. Access to scope 3 data
should be secured up front, as part of
contractual arrangements with supply
chain partners where possible.

Step 4. Enact

— Start early, get resources
— Stay on top of developments

Ideally, the above steps should be
enacted nine months before the
lodgement date of the mandatory
sustainability report. Make sure senior
decision-makers understand they will
need to allocate more resources

to the reporting effort, especially

in the first year.

For many companies, this will include
a need for external advisory support
to feel confident about meeting their
legislative obligations.

We strongly recommend drafting a
communications strategy post the
report’s release, as the enhanced
detail and comparability of this new
regime will expose companies to even
greater climate scrutiny from investors,
regulators and activists.

Finally, staying on top of developments
is key, given the draft legislation
anticipates the expansion of reporting
requirements beyond climate
disclosures to broader environmental
matters, such as nature-related financial
disclosures. The ongoing evolution

of the ASRS has been referred to as
‘climate first, but not only’.

SUMMARY

PART ONE

What are the latest
regulatory developments?

Only ISSB (IFRS S1and S2),
GRI especially relevant for
Australian reporters.

IFRS S1and S2 designed to help
investors make better decisions.

Australian law and Standards
broadly reflect the ISSB,
close to finalisation.
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