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1. Background and methodology
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1. Background and methodology
Standard development based on CSRD, Article 19 b (Extract)

“ (b) specify the information that undertakings are to disclose about social factors, including information about:

(i) Equal opportunities for all, including gender equality and equal pay for equal work, training and skills

development, and employment and inclusion of people with disabilities;

(ii) Working conditions including secure and adaptable employment, wages, social dialogue, collective

bargaining and the involvement of workers, work-life balance, and a healthy, safe

and well-adapted work environment;

UDNESEMSRGEMEPERRIRIEN  fundamental freedoms, democratic principles and standards established in the

International Bill of Human Rights and other core UN human rights conventions,

the International Labour Organization’s Declaration on Fundamental Principles

and Rights at Work and the ILO fundamental conventions and the Charter of

Fundamental Rights of the European Union.”
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1. Background and methodology
The approach for ESRS S2, S3 and S4 in 4 steps

STEP 1

Analysis of 19b references

STEP 2

Identification of potentially
impacted stakeholders

STEP 3

Framework, Standards and
Regulations

STEP 4

Standards Development

STEP 5

Triple Review Process .

May 31, 2022
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UN Guiding Principles on Business and Human .
Right .
OECD Guidelines

1. Workers in the value chain

Assessing Article 19b based on

European Pillar of Social Rights etc
Initial meetings with DGs

Identifying stakeholder groups and related subtopics in coordination with ESRS S1

2. Affected communities 3. Consumers and end-users

Analysing respective frameworks, databases and regulations

GRI & SASB . OECD Guidelines . NFRD n.b. Guidelines
WICI . Other frameworks in . EU Taxonomy
UNGPs Audencia/UNGC database J SFDR

Leading principles for drafting of Standards

Human rights due diligence
Criteria that make an indicator/disclosure
meaningful and avoid perverse consequences

Double materiality focusing on impact on people .
Principle based and applicable to all preparers .
(sector agnostic)

Feedback from various stakeholders

European Commission: 23 comments received
from DG FISMA, DG JUST and DG EMPL. Meetings
with DG’s

Expert Working Group: 6 respondents with
extensive feedback; 4 meetings with EWG-
members

Consensus building questions: >300 comments, c
shared with Plenary

Review panel: 3 respondents with extensive
feedback .
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2. Structure of the social ESRSs
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Structure of the social pillar

Topic

Sub-topics oun

Workforce

Equal

Sub-sub-topics [ s

discrimination

- Remuneration - Inequality
- Social security - Non-Discrimi-
o e - nation/
S p e c Ifl C F Ul T Diversity, incl.
- Work-life * Gender
balance *Race
. - Health & Safety * Age
ISSUes / | Water & * Disability

Sanitation * Migrants
- Training & - Precarious

m atte rs Development work

Other
work-
related
rights

- Freedom of

Association &
Collective
Bargaining

- Social

Dialogue

- Child labour
- Forced labour
- Privacy

- Adequate

housing

Standards developed in

first set
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Working
Conditions

- Remuneration

(wages and
income)

- Social security
- Working hours
- Health &

Safety

- Water &

Sanitation

discrimination

- Inequality

- Non-Discrimi-
nation/
Diversity, incl.
* Gender
* Race
* Age
* Disability
* Migrants

- Precarious
work

Other
work-
related
rights

- Freedom of

Association &
Collective
Bargaining

- Child labour
- Forced labour
- Privacy

- Adequate

housing

Communities

Economic,
social and
cultural
rights

Civil and
political
rights

- Adequate - Freedom of
housing Expression

- Adequate - Freedom of
food Assembly

- Water & - Human Rights
sanitation Defenders

- Land-related
impacts

- Security

Particular
rights of
indigenous
peoples

- Free, prior and

informed
consent

- Self-

determination

- Cultural rights

Standards/disclosures to
be developed in second set

Infor-
mation

- Privacy
- Freedom of

Expression

- Access to

information

End-users

Personal
safety

- Health &

REIE]

- Security of

person

- Protection of

children

Social
Inclusion

- Non-

Discrimination

- Equal access

to products
and services
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Workers in
the Value

Workforce Chain

Equal Other Equal Other
Working Opportunities/ Work- Working Opportunities/ work-

Conditions Non- related Conditions ~ Non- related
discrimination rights

discrimination rights

- Remuneration
- Social security

- Working hours

- Work-life
balance

- Health &
Safety

- Water &
Sanitation

- Training &
Development

Structure of the social pillar
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- Inequality

- Non-Discrimi-
nation/
Diversity, incl.
* Gender
* Race
* Age
* Disability
* Migrants

- Precarious
work

- Freedom of
Association &

Collective
Bargaining

- Social
Dialogue

- Child labour
- Forced labour
- Privacy

- Adequate
housing

- Remuneration
(wages and

income)

- Social security
- Working hours

Sanitation

- Inequality

- Non-Discrimi-
nation/
Diversity, incl.
* Gender
* Race
* Age
* Disability
* Migrants

- Precarious
work

- Freedom of
Association &

Collective
Bargaining

- Child labour
- Forced labour
- Privacy

- Adequate
housing



2. Structure of the social ESRSs — Definition of own workforce
Standard development based on CSRD, Article 19 b (Extract)

Workers in the value
Non-employee workers whose chain for whom neither
GRI Employees work or workplace is controlled by work nor workplace are

the undertaking controlled by the
undertaking

Non-employee

workers in own

workforce:
Employees Workers for (upstream or downstream) value

ESRS Individual chain firms

contractors
Employment
agency workers

| |
ESRS S1 ESRS S2
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3. Objective of the [draft] standards and overview
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Content of ESRS S2 — S4

STRATEGY (complemented by ESRS 2) IMPLEMENTATION PERFORMANCE MEASURES

AG on ESRS 2-SBM2: Interaction between material impacts,
risks and opportunities and the strategy
and business model

AG on ESRS 2-SBM3: Workforce matters on people and the
adaptation of its strategy and business model(s) to such
material sustainability impacts

AG on ESRS 2-SBM4: Workforce matters that originate from
or are connected to the undertaking’s strategy and business
model(s) and of the adaptation of its strategy and business
model(s) to such material risks and opportunities

AG on ESRS 2-IRO2: Outcome of the
undertaking’s assessment of material sustainability
impacts, risks and opportunities as identified by reference
to and in compliance with sector-agnostic and sector-
specific level ESRS

AG on ESRS 2-IRO3: Outcome of the undertaking’s
assessment of material sustainability impacts, risks and
opportunities that are not covered by an ESRS (entity-
specific level)

DR S2-1: Policies, targets, OECD
action plans and resources

SFDR

DR S2-2: Processes for engaging with own workers and

workers’ representatives about impacts
OECD

DR S2-3: Channels for own workers and workers'
representatives to raise concerns SFDR

DR S2-4: Targets related to
managing material negative impacts, advancing positive
impacts, and managing material risks and opportunities

DR S2-5: Taking action on
material impacts on own workforce and effectiveness of
those actions

DR S2-6: Approaches to mitigating
material risks and pursuing material opportunities related
to own workforce

First set:

Focus on developing the disclosures that can be expected
of all entities under the scope of the CSRD. These standards
provide high-level disclosures regarding an undertaking’s
impacts on value chain workers / affected communities /
consumers&end users and related risks and opportunities,
when viewed in general across an undertaking’s operations
and upstream and downstream value chain.

Subsequent standards:

May 31, 2022
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Subsequent standards are expected expand on these
standards by providing more detailed disclosures in relation
to the sub-topics and specific issues that would be
identified as material through the sector-specific or entity-
specific materiality determination, which will include
actions to address specific impacts and risks, along with
related targets and performance measures to cater for the
diversity in value chains.

SFDR/CSDDD structural alignment

Initiatives from the Platform for Sustainable Finance (incl.

announced guidance on the Minimum Safeguards), as well
as the proposal for an EU Corporate Sustainability Due
Diligence Directive, were taken into consideration to ensure
that the structure of the reporting would be compatible
with upcoming developments in this area. 12




Human Rights Due Diligence for the three stakeholder groups of S2 — S4

ESRS 2 (cross cutting) and
AG’s 3—12/13: assess
impacts, risks and
opportunities

ESRS S2 — S4, DR’s 2 and
3: engage stakeholders

The standards in their entirety y ESRSS2-S4,DR’s 1, 2,5
contribute to the reporting r‘i PREVENT HARM and 6: integrate and act by

obligation required by the COMMUNICATE to PEOPLE "H\IE&;RA%}E developing policies, setting
draft CSRD: communicate targets and taking action

ESRS 1 on targets, progress
and tracking effectiveness
and ESRS S2 — S4, DR 4:
track performance
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4. Application Guidance related to ESRS 2
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Application Guidance
General, strategy, governance and materiality assessment
Strategy and business model (SBM), Impacts, risks and opportunities (IRO)

The description of the impact of SBM should include (AG 3 — 8):

Provide an understanding of if and how it considers whether its business model and strategy play a role in creating,
exacerbating or (conversely) mitigating significant material impacts, material risks and opportunities on value chain
workers/affected communities/consumers and end-users, and whether and how the business model and strategy are adapted
to address such material impacts.

Explain how the views, interests, rights and expectations of (actual or potential) materially affected S2 — 4 stakeholders,
including respect for their human (including labour) rights, inform its strategy and business model.

The outcome of the assessment of material sustainability IRO (AG 9 —12/13):

Ensure that all S2 — S4 stakeholders who can be significantly impacted through the undertaking’s own operations or in its
upstream or downstream value chain by a business relationship related to the undertaking's products, services and activities
are included in the scope of its reporting under ESRS 2.

With special attention for child labour, forced labour and vulnerable groups who may at greater risk of harm
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5. Disclosure Requirements
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DR'’s for ESRS S2, S3 and S4

DR 1: Policies related to value chain workers/communities/consumers and end-users

DR 2: Process for engaging with value chain workers/affected communities/
consumers and end-users about impacts

DR 3: Channels for value chain workers/affected communities/consumers and end-
users to raise concerns

DR 4: Targets related to managing material impacts on value chain workers/
affected communities/consumers and end-users

DR 5: Taking action on material impacts on value chain workers/local
communities/consumers and end-users and effectiveness of those actions

DR 6: Approaches to mitigating material risks and pursuing material
opportunities related to value chain workers/local communities/consumers and
end-users
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EFRAG is co-funded by the European Union and EEA and EFTA
countries. The contents of EFRAG’s work and the views and
positions expressed are however the sole responsibility of EFRAG
and do not necessarily reflect those of the European Union or the
Directorate-General for Financial Stability, Financial Services and
Capital Markets Union (DG FISMA). Neither the European Union
nor DG FISMA can be held responsible for them.

THANK YOU

EFRAG

Aisbl - ivzw

35 Square de Meels
B-1000 Brussel

Tel. +32 (0)2 207 93 00
www.efrag.org
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== @E
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5. Disclosure Requirements (Appendix)
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Deep dive on Disclosure Requirements
DR S2 — S4 1 — Policies related to value chain workers/affected
communities/consumers and end-users

The undertaking shall disclose policies implemented and provide contextual information

That address the management of its material impacts on

value chain workers, as well as associated material risks oeww,

and opportunities; and provide a summary of the content
of the policies and how hey are communicated

! Shall include key information necessary to ensure a faithful

! representation of the policies in relation to value chain workers/local
| communities/consumers and end-users (AG)
1

I

S

Provide an understanding of how both the internal
organisation, and the value chain workers/local .

communities/consumers and end-users whose interests :

they address, are made aware of their existence and :

Shall state if any material impacts are not covered by or addressed in
content. any relevant policy and explain any plans it has to address the gap (AG)

Monitor compliance with the UN Global Compact
principles or the OECD Guidelines for Multinational
Enterprises

Include which position or function within the

undertaking has ultimate accountability and operational
responsibility for the implementation of the policy (AG)
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Deep dive on Disclosure Requirements
DR S2 — S4 2 — Processes for engaging with value chain workers/affected
communities/consumers about impacts

The undertaking shall describe:

The undertaking shall explain its general processes for
engaging with value chain workers/affected

communities/consumers and end-users and their “"‘*} _ _ S .
representatives about actual and potential material i Shall explain any steps it ta?k.es to gain insight into the perspectives of
imbacts on them : workers/affected communities/consumers and end-users that may be
P . . : particularly vulnerable to impacts and/or marginalised (AG)
|
I
S

Whether engagement occurs with value chain workers or -
their legitimate representatives, or with credible proxies :
that have insight into their situation; |

Shall describe if and how inputs from value chain workers/
communities/consumers and end-users are taken into account in the
identification of the material impacts, in particular, inputs from

: : potentially affected value chain workers/affected
The stage(s) at which engagement occurs, and the type m——— communities/consumers and end-users (AG)
of engagement, as well as the frequency of the

engagement

What role or function within the undertaking has
responsibility for ensuring this engagement happens and
that the results inform the undertaking’s approach)
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Deep dive on Disclosure Requirements
DR S2 — S4 3 — Channels for value chain workers/affected
communities/consumers and end-users to raise concerns

The undertaking shall describe:

The channels it has in place for value chain workers to
raise their concerns or needs directly with the

1

I

']
d
J

1
undertaking; and/or ! Shall explain any steps it takes to gain insight into the perspectives of
. : workers/affected communities/consumers and end-users that may be
: particularly vulnerable to impacts and/or marginalised (AG)
The processes through which the undertaking supports :
the availability of such channels through the workplace of A
. ‘ﬂ
value chain workers; and :
: Shall describe if and how inputs from value chain
| workers/communities/consumers and end-users are taken into
Ui (e e Teeyes pefeed | el saliieceze : acsount in the |dent|f!cat|on of the materlal.lmpacts, in particular,
i inputs from potentially affected value chain workers/affected
: mm— communities/consumers and end-users (AG)
Whether and how it assesses that value chain
workers/affected communities/consumers and end-users If the undertaking cannot disclose the required information because
are aware of and trust these structures or processes as a it has not adopted a channel for raising concerns and/or does not
way to raise their concerns or needs and have them support the availability of mechanisms in the workplace of value
addressed, and whether the undertaking has policies in chain workers/by its business relationships, it shall disclose this to be

the case. It shall then also provide reasons for not having adopted
such a channel or not having such processes and may report a
timeframe in which it aims to have such a channel or processes to
be in place

place regarding the protection of individuals that use
them against retaliation.
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Deep dive on Disclosure Requirements _ o
DR S2 — S4 4 — Targets related to managing material negative impacts,
advancing positive impacts, and managing material risks and opportunities

The undertaking shall explain the outcome-oriented targets it may have related to:

Reducing negative impacts on value chain
workers/affected communities/consumers and end-users; |[Eiaiumsy

Targets related to risks and opportunities may be the same as or

and/or ! distinct from targets tied to impacts. Therefore, no distinction is to be
: made per se, but what the target is aiming at shall be disclosed (i.e.
Advancing positive impacts on value chain i impact and/or risks and opportunities). (AG)
workers/affected communities/consumers and end-users; l,_,__

and/or :‘ : . -
i | Shall disclose whether and the extent to which targets are defined in
I

terms of the intended outcomes to be achieved for workers/affected
communities/consumers and end-users and that they are
measurable/verifiable, and stable over time in terms of definitions
—— and methodologies to allow for continuity in the datapoints derived
from the targets. (AG)

Managing material risks and opportunities related to

value chain workers/affected communities/consumers
and end-users

Disclose the process for setting the targets, including
whether and how the undertaking engaged directly with
workers in the value chain/affected
communities/consumers and end-users or their legitimate
representatives, or with credible proxies that have insight
into their situation in.
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Deep dive on Disclosure Requirements
DR S2 — S4 5 — Taking action on material impacts on value chain workers and
effectiveness of those actions

The undertaking shall explain:

What action is planned or underway to prevent, mitigate
or remedy material negative impacts on value chain
workers/local communities/consumers and end-users new—
that are connected to its operations, products or services;

Given that material negative impacts affecting value chain workers
may not be caused by the undertaking alone and may be linked to
entities or operations outside its direct control, the undertaking shall

I
1
- i
Additional initiatives or processes it has in place with the : explain whether and how it seeks to use leverage with relevant
! 0 o ] business relationships to manage those impacts (AG)
primary purpose of delivering positive impacts for value :
chain workers/local communities/consumers and end- S

users; and |
! Shall explain how it tracks the effectiveness of its actions to manage
material impacts during the reporting period and any lessons learned
from the previous and current reporting periods (AG)

How it assesses the effectiveness of these actions,
programmes and processes in delivering intended
outcomes for value chain workers/affected j
communities/consumers and end-users

The undertaking shall describe the approaches and
processes through which it tracks the effectiveness of the
actions it takes to address impacts

Which internal functions are involved in managing the

impact and what types of action they take to address
negative and advance positive impacts (AG)
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Deep dive on Disclosure Requirements o _ _
DR S2 — S4 6 — Approaches to mitigating material risks and pursuing material
opportunities related to value chain workers

The undertaking shall explain:

What action is planned or underway to mitigate material
risks for the undertaking arising from its impacts and
dependencies on value chain workers/local " [Focus on how the undertaking seeks to monitor, manage and mitigate

communities/consumers and end-users; and business risks, and pursue business opportunities, related to its
: impacts or dependencies on value chain workers/affected

I
|
1
- I

What action is planned or underway to pursue material : communities/consumers and end-users (AG)
1
I
S

opportunities for the undertaking in relation to value
chain workers/local communities/consumers and end-
users

Shall disclose policies, targets, action plans and resources related to
the management of material risks and opportunities (AG)

How the actions it has planned or is implementing in
response to material risks or to pursue opportunities !
arising from its impacts and dependencies on value chain J
workers/local communities/consumers and end-users are
expected to mitigate those risks, and how it tracks their
effectiveness in practice, including any evidence to date
of their success..
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