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1 Introduction

The report has been prepared based on LSME ESRS version 2.1 Thus, we have pointed out
the issues that, in the opinion of the authors, are most significant and may/should generate
some changes with a view to the final version of the LSME ESRS considering the reading of
the draft standard and the situation of the Spanish listed SMEs (hereinafter, SLSMEs) that
will be subject to this standard.

To this end, as a complement, a “Current Diagnosis on Sustainability Disclosure of Spanish
Listed SMEs" has been carried out, which is presented in a separate document and which
has allowed us to contextualise and assess the impact of the LSME ESRS. Nevertheless,
some of the conclusions obtained to justify the suggestions made are briefly set out in this
report.

During the preparation of this report, the ESRS-Set 1 Delegate Act? has been published in
June 2023, which we understood would lead to foreseeable changes to the LSME ESRS.
These changes prior to LSME ESRS version 3 are noted in footnotes. A summary document®
of the main changes in version 2.3 was subsequently published for the 28 June meeting of
the Sustainability Reporting Board (hereafter SRB), although we did not have access to the
full version. These changes are highlighted in italics. Finally, the issues relating to version 3
published for the meeting on 13 July 2023 have been incorporated in blue*.

Considering the timetable presented at the SRB meeting on 28 June, the final draft is expect-
ed to be submitted for public consultation before the end of 2023.

This brief introduction is followed by a section devoted to the issues to be noted in relation
to the general sections of the LSME ESRS. Subsequently, aspects of the topics sections will
be addressed, first in general terms and then specifically on content.

1 https://www.efrag.org/Meetings/2303221119018449/EFRAG-SR-TEG-Meeting-3-April-2023
2 https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/13765-European-sustainability-reporting-standards-first-set_en

3  https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FMeeting%20Documents%-
2F2302241016087987%2F03%20-%2002.A%20-%20List%200f%20draft%20LSME%20DRs%20%28p0st%20EC%20DA%29.pdf

4 https://www.efrag.org/Meetings/2303311111516453/EFRAG-SR-TEG-Meeting-13-July-2023


https://www.efrag.org/Meetings/2303221119018449/EFRAG-SR-TEG-Meeting-3-April-2023
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/13765-European-sustainability-reporting-standards-first-set_en

2 |ssues to point out

regarding general
sections of LSME ESRS

In order to contextualise this section, we believe it necessary to begin by pointing out that
most of the SLSMEs analised do not currently publish information on sustainability, although
several of them comment on some general issue on their websites. Specifically, of the 74
SLSMEs identified -excluding REIT (Real Estate Investment Trust)-, 44 belong to a large
group of companies and refer to the group's Sustainability Report. That is, 30 undertakings
would be obliged under the criteria of the draft LSME ESRS, only 10 companies published
the report in 2021, although the contents they disclose are quite heterogeneous.

This situation leads us to question who is going to prepare this information in many of these
companies. Specifically, whether they will do it themselves by hiring people specialised in
the subject, or whether they will outsource it as they do with the preparation of the Annual
Reports.

The risk behind this second option, in our view, is that theoretically the disclosure obligation
is intended to make companies more sustainable in their behaviour and to incorporate sus-
tainability into the core business. If this is outsourced, it is quite likely that it will not have the
desired effect on the sustainability of the company.

In line with this, we wonder what the current situation of these companies in terms of the
development of internal information systems and the degree of formalisation of business
strategies and policies is, and whether they will have to allocate significant resources to their
development and implementation.

In the following sections the issues that the authors believe should be considered in relation
to the general sections are discussed (“Section 1. General Requirements” and “Section 2.
General Disclosure”).

“General Disclosures” has been split into 2 different sections, resulting in the creation of
“Section 3. Policies, targets, engagement and remediation” (which encompasses from the
former point 4.3 of “Section 2. General Disclosure” of version 2.1 onwards).

a Undertakings fall within the scope of LSME ESRS

The standard will apply to all LSMEs, meaning not only public interest SMEs, but also small
and non-complex financial institutions, captive insurance companies, and captive reinsur-
ance companies.

4

In version 3 of the draft, it is specified at the beginning of “Section 2. General Disclosures’
that this only applies to individual Sustainability Reports. In addition, it is indicated that
LSMEs that are under the umbrella of the standard and are not the parent company of a
large group, will present the Sustainability Report in accordance with LSME ESRS. In this
sense, the quantitative limits for considering a group as a large group are incorporated
(although it seems that there is a typo in the current language as it does "not” exceed and
should be “exceed”) and, therefore, it is clarified who is not under the umbrella of the stand-

10
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ard. As a consequence of the above, if the LSME is itself the parent of a large group, it will
have to submit the Sustainability Report in accordance with ESRS Set 1.

Finally, the section "Consolidated reporting and subsidiary exemption” in “Section 1. Gener-
al Requirements” has also been eliminated in version 3, as has the section on this issue in
“Section 2. General Disclosures”.

b In general, the standards have been simplified regarding ESRS Set 1,
but there are still aspects to be simplified, as indicated in the documents

In this respect, in general, a similar approach to that of the Spanish General Accounting Plan
for SMEs in Spain could be considered. In other words, the LSME ESRS should include the
issues that will affect most of the companies under the umbrella of the standard, and in the
case that a company needs to report on some other aspect that has been identified as ma-
terial and not covered by the standard, the general standard should be used (1) and/or (2)
the sector-specific standard. And, if the specific issue is not covered by any of the standards,
then, as indicated in the draft, choose to use the entity specific disclosures in accordance
with the general disclosure principles and requirements.

One of the most relevant issues that we feel it is necessary to point out in version 3 is that
EFRAG questions whether firms applying LSME ESRS should also be required to apply the
Classification and General Approach ESRS on sectors and sector-specific ESRS (current-
ly under development). In fact, it is indicated that these issues will be raised in the Public
Consultation on the draft in the next months. As a consequence of the above, references to
sector-specific ESRS have been removed in this version. It is only clarified that if the compa-
ny presents information disaggregated by sector, it must use the ESRS Sector Classification
and General Approach.

¢ Number of pages of the draft

This is an issue to be taken into account given that in version 2.1. the draft is 225 pages long.
“Section 1. General Requirements” and "Section 2. General Disclosure” could be merged, as
in many cases the requirements of the latter complement the former.

Version 3 has reduced the length of the standard by 27 pages, however, the annexes in the
draft text have yet to be completed, which is why this reduction is not definitive.

Despite the reduction in the length of the draft in version 3, we believe that it can be further
reduced by following the proposals made throughout this document.

Because of the splitting of Section 2 of version 21, duplications in the document have been
eliminated and the numbering of the successive sections has also been changed. Thus, the
sections would now read as follows: “Section 4. Environmental Disclosures’, "Section 5. Social
Disclosures" and "Section 6. Business Conduct’

Besides, “Section 2. General Disclosures” has been reorganised and made clearer, which
has been helped by several factors, such as the numbering of the Disclosure Requirements
(hereinafter DRs) (14 in total), the removal of the topic breakdown in the current DR9 and
DR12, the merging of the former IR3 and IR4, and the removal of the topic breakdown, which
has now become DR11.

The new "Section 3. Policies, targets, engagement and remediation” brings together all the
disclosure on policies and targets and, therefore, it is appropriate to eliminate this content
in the specific section on each topic.
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In our opinion, this structure favours the avoidance of duplication and a better understanding
of the draft.

In the Application Requirements (hereinafter ARs) corresponding to Sections 2 and 3, tables
of mandatory (DRs 7, 9 and 11) or voluntary (DR12) disclosures have been incorporated,
which clarify what information is required and how it can be reported. In addition, a break-
down by topic has been included in DR7.

d Progress in the adoption of the LSME ESRS

Considering that, to date, most SLSMEs are not publishing information on sustainability, it
would be advisable for the draft to be more concise, and for the requirements to increase
over time, as it is implemented and the entities gain experience. It is true that in “Section 1.
General Requirements” there is a section on “transitional provisions', but this deals with 4
very specific issues that do not substantially reduce the difficulties of the initial application
of the standard.

Section 1 "General Disclosures” includes a specific section on the requirement to disclose
information on specific topics, in the event that they are material for the company - “Biodi-
versity (E4)’, “"Own Workforce (S1)’, “Value Chain Workers (S2)’; “Affected Communities
(S3)"; “Consumers and end-users (S4)"-. In this respect, for financial years starting before
1/1/2028, the company can omit the topic breakdown and instead of it, it is indicated how
to do so in a very reduced form.

In line with this issue, we believe that it would make more sense that this “transitional pro-
vision” to be included in “Section 1. General Requirements”, so that they are all included in
the same section.

e Obligation to report on negative impacts and risks of those aspects that have
been identified as material, with disclosure of positive impacts and opportunities
being voluntary

While we understand that the nature of the standard is that SLSMEs not report only the
positive aspects that make them “look good in the photo’, the fact that the information does
not have to be balanced (disclosing both positive and negative aspects) entails a risk that
this information does not allow the recipient to get a complete picture of the company’s
situation in relation to sustainability, thus not fulfilling its objective.

The diagnosis made corroborates that, in the case of SLSMEs, positive impacts and oppor-
tunities are widely disclosed, while negative impacts and risks are covered to a lesser extent.

In Spain, we may find that there are SLSMEs that do not currently report on these issues
because they are not obliged to do so (this is the case of most of them), and that, therefore,
do not have their information systems prepared to collect this type of data. In this case, there
is a risk that when they are obliged to report is limited to what they are obliged to report; and
that they report more or less on voluntary aspects depending on whether they “look better
or worse in the picture This would lead to an unbalanced report that would not show the
full picture of the company.

At present, renewable energy SLSMEs are the ones that disclose the most information on
both environmental and social standards, although they generally refer to the positive effects
that are being achieved, rather than the risks and negative impacts of their performance.
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f Stakeholders and materiality

Section 2 "General Disclosures’; the SBM-2 DR states that the interests and perspectives of
stakeholders need only be disclosed where there is explicit engagement/relationship with
them.

Although in view of the draft, double materiality should be assessed by the board, it should
be kept in mind that the impacts on the various stakeholders must be taken into account so
that all issues that have or could have negative impacts or risks have been considered by
the company.

If there are no stakeholder engagements, how will this process be done? Perhaps a potential
solution is that, in the first few years, companies are allowed to do the materiality assess-
ment considering only the opinion of a small number of stakeholders (customers, suppliers,
employees, investors), so that in later years they can consider all of them.

Version 3 indicates that the company will have to report on the interests and perspectives
of "key" stakeholders, but nowhere in the document does it specify what is meant by “key
stakeholder” In this respect, we believe that the standard should specify this issue, and that
"key" stakeholders could be understood to refer to the closest stakeholders, as we have
suggested.

“Section 4. Environmental Disclosures', the “"Locate Evaluate Assess and Prepare approach
-LEAP-" is explained in ARs 38 to 40 of Section 2, an issue that version 2.1 referred to on
several occasions but did not explain at any time. In this sense, it seems to us that incor-
porating this approach in the environmental sub-topics makes the materiality analysis that
we proposed to simplify more complex. Furthermore, the fact of only applying an additional
approach in the environmental sub-topics increases the differences between environmental
topics and the rest, further increasing the imbalance in terms of the volume and scope of
the information disclosed.

Regarding financial materiality, the previous version identified the concepts on which effects
could be produced, such as cash flows, position, development, performance and cost of cap-
ital, among others, but in version 3 the concept has been generalised to "decision-making’

g Materiality and list of topics

The fact that there is a list of starting points is, in our opinion, a positive aspect, as all compa-
nies will start by considering all aspects and, therefore, the image will be relatively complete.

However, given that this list is quite extensive and, although other aspects that are material
for the company can be included, we understand that most companies will limite the analy-
sis to the topics included in the list and will not consider incorporating any additional issues,
as "nobody will miss them” in the report.

Given the heterogeneity of the SLSMEs Sustainability Reports analysed, having a common
standard will facilitate the preparation of the information, comparability and its use as a
management and decision-making tool, provided that the issues addressed are material
for the companies. In the light of the sectors in which the SLSMEs operate, we believe that
many of the topics will not be material.

We have identified that there is one topic, E5, which in Appendix A appears as “Circular
Economy” while in “Section 3. Environmental Disclosures', it appears as “Resource Use and
Circular Economy’. This aspect needs to be standardised.
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In this respect, it should be noted that in version 3, this list of AR15 topics and subtopics in
Appendix A of “Section 1. General Requirements” has undergone some changes. However,
other changes that have been made in the rest of the sections or that had already been
made previously have not been updated. In particular, the name of one topic (“Circular
Economy” to be "Resource use and circular economy”) still needs to be updated and the
new topic “Anticipated financial effects from material environmental-related impacts
and risks other than climate (E6)"” still needs to be included.

h Mandatoryreporting issues: material aspects + “Section 2. General Disclosures”
+ “Climate Change”

We understand that the obligation included in version 2.1 to report on climate-related as-
pects comes from European legislation, but we must point out that this requirement is per-
haps excessive for the type of companies covered by the draft.

We do not know to what extent the issue can be simplified by reducing it to a minimum as
a requirement, even if the company with material impacts can report on it more extensively.

This point is particularly sensitive if these standards are used as a basis for the "Recom-
mendations to unlisted SMEs" (hereinafter VSMESs), as in that case it exceeds what “with
reasonable effort” they can report.

Further to this earlier comment, it should be noted that in version 3, the disclosure of "Cli-
mate Change (E1)" information is no longer mandatory and has become subject to mate-
riality analysis.

i  The possibility of using the “Safe Harbour" principle in relation to information
on matters under negotiation and the possibility of omitting certain information
on intellectual property, know-how, and results of innovation is introduced

Considering the information contained in the draft LSME ESRS, this has “recently” been
changed. In Spain we must consider culture as a determining factor in this aspect. This may
“open the door” to many aspects being secret and not being reported.

EU Directive 2022/2464 indicates that omitting certain information on matters under negoti-
ation may be a matter for Member States. In this case, we understand that, in Spain, the final
text of the standard should not leave this issue as the current Law 11/2018 does not allow it.

In this respect, in version 3, paragraph 98 of “Section 1. General Requirements’, it is clearly
stated that companies are not obliged to disclose classified information or sensitive infor-
mation, even if it is considered material.

Furthermore, it is indicated that, although the Directive does not provide for the possibility
of omitting information regarding intellectual property by LSMEs, since ESRS Set 1 does, it
is decided to apply the same.
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j  Value Chain

Regarding the inclusion of information on the value chain, we understand the requirement
for its inclusion, although we point out that there is a transition period for its full inclusion, it
is normal that there are significant difficulties in accessing the information, as in many cas-
es the suppliers and/or customers of these companies will be smaller companies with no
disclosure obligations in this respect and probably with reduced or non-existent information
systems.

In this case, the standard indicates that estimates should be made. We also note the diffi-
culty of making them and that some specific standard or instruction will have to be made
or developed.

k "With reasonable effort”

In view of the evolution of this issue (from impossible to reasonable effort), we understand
that, although there has been an improvement, there is still room for improvement, as it is
not clear what a reasonable effort in time and/or money is for a company (and, moreover,
this concept can vary from company to company). This is important as it appears in several
sections of the standards (“value chain” and “preparation and presentation of sustainability
information”).



3 (General questionsonthe
sections on environmental/
soclal/business conduct
topics

The general issues identified will be outlined below.

a Structure of the topics

The structure of the draft for the different blocks of topics is different, and in our opinion does
not help the potential user of the LSME ESRS to read and apply it. The proposal would be
to order them as follows:

1. Explain the thematic block: what is being discussed here?

2. Issues to report on. Firstly, all the requirements common to all the topics in the block
and then the specific aspects per topic. In “Section 4. Social Disclosures’, this outline is
followed, which is clearer.

Hereafter, there is a proposal on how these common requirements could look like in “Section
3. Environmental Disclosures”:

The objective of this [draft] Section is to specify Disclosures requirements which will
enable users of the sustainability statements to understand:

a. How the undertaking affects its [all environmental topics]; in terms of material nega-
tive actual or potential impacts;

b. Any actions taken, and the result of such actions, to prevent, mitigate or remediate
actual or potential negative impacts;

c. The nature, type and extent of the undertaking’s material risks on its [all environmental
topics]; and how the undertaking manages them;(d) the financial effects on the un-
dertaking over the short-, medium- and long-term time horizons of material risks aris-
ing from the undertaking's impacts and dependencies on its [all environmental topics].

In the case of the specific aspects per topic, we propose as an example how we would or-
ganise the content for the topic “Pollution (E2)":
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a. The objective of the topic and its scope are specified:

“This [draft] Standard sets out Disclosures Requirements related to the following sustain-
ability matters: pollution of air, water, soil, substances of concern, including substances
of very high concern; vi. The sustainability matter “pollution of air” covers information
related to the undertaking's emissions into air (both indoor and outdoor), and prevention,
control and reduction of such emissions and thus pollution (“Section 3. Environmental
Disclosures', paragraph 1.b.v-ix).

b. The target scientific reference and/or policy reference is indicated in this topic:

“This is to create a toxic-free environment with zero pollution also in support of the EU
Action Plan “Towards a Zero Pollution for Air, Water and Soil” (“Section 3. Environmental
Disclosures'’, paragraph 1.b.iii).

In the version 3 “Section 4. Environmental Disclosures” has been made similar to what was
proposed, since the objective has been modified and has been written in general terms for
all topics, including the aspects to be disclosed, the plans and strategies, as well as the ac-
tions, and the reference levels/frameworks for each one of them.

3. Finally, the following sections specify the DRs and ARs per topic. “Section 3. Environmen-
tal Disclosures” and "Section 5. Business Conduct, the ARs are set out in a later Annex. In
the case of “"Section 4. Social Disclosures'’, the ARs are listed after the DRs in each topic.

b Suggested table in annex

The inclusion in an Annex of a table in which the corresponding DRs and ARs per topic/
subtopic/sub-sub-subtopic can be clearly seen would be advisable. This table should also
include the reference to the page(s) where the corresponding DRs and ARs are developed.

This suggestion is motivated by the fact that in LSME ESRS version 2.1. it is not very clear
which topic/subtopic/sub-sub-subtopic is addressed by each DR and AR.

As an example®, “Climate Change (E1)" has three subtopics (Climate change adaptation,
Climate change mitigation y Energy), but it has 5 DRs (DR E1-5- Transition plan for climate
change mitigation®, DR E1-2- Energy consumption and mix, DR E1-3- Gross Scopes 1, 2, 3 and
Total GHG emissions, DR E1-4 - GHG removals and GHG mitigation projects financed through
carbon credits, DR E1-5- Potential financial effects from material physical and transition risks
and potential climate-related opportunities). In this case, it’s not clear if the DRs E1-3, E1-4 'y
E1-5, are related to the subtopic Climate Change Mitigation or to Climate Change Adap-
tation.

It is true that, in the case of this topic, companies have to report on all subtopics as indicated
in the draft.

As discussed above in version 3, the disclosure on “Climate Change (E1)” is no longer
mandatory and therefore clarification would be necessary.

5  This was done as an example in version 21, as in version 3 the topic “Climate change (E1)” does not have these DRs.

6  This DR has been removed.
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Similarly, some of the sub-topics that appear in Section 7 do not find any DR in the sections
on environmental/social/business conduct topics.

For example, “"Water and marine resources (E3)" has several subtopics (see figure below),
but in "Section 3. Environmental Disclosures” there is only one DR for Water consumption.

Water withdrawals

Water and . Water consumption
[draft] .
ESRS E3 marine . Water use
resources . Water discharges in water bodies and oceans

Habitat degradation and intensity of pressure on marine resources

In this respect, we question what would happen if the subtopic Water use ” were a material
topic for a company, as there are no specific DRs on it. This raises the question of whether
the list of topics/subtopics on which to analyse materiality should be reduced to those with
specific DRs in the Environmental/Social/Business conduct sections.

In this respect, it should be noted that the subtopics and sub-subtopics of “Water and Ma-
rine Resources (E3)" have been updated in version 3, the current version being the one
below. In particular, the subtopics are limited to 2, and most of the subtopics of version 2.1
are now sub-subtopics in version 3.

Water consumption
. Water withdrawals
gy | et | wae L e o
ESRS E3 . Marine resources gesinthe
resources oceans
Extraction and use of marine

resources

The same is true for “Biodiversity and ecosystems (E4)', as there are 4 sub-themes (see
figure below) but only two in the DRs, DR E4-1 - Biodiversity and ecosystem transition plan
and DR E4-2 - Impact metrics related to biodiversity and ecosystem change.

In version 3, this problem is further deepened as only DR E4-1 - Impact metrics related to
biodiversity and ecosystems remains®,

7 In particular, this subtopic disappears.

8  The name of this DR has been slightly changed by removing “change’

18
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Climate Change
Land-use change
Direct exploitation
Invasive alien species

Direct impact drivers of
biodiversity loss

Pollution
Others
[draft] Biodiversityand | . |mpacts on the state of Examples:
ESRS E4 ecosystems species . Species population size

Species global extintion risk

Impact on the extent and

condition of ecosystems Examples:

Land degradation
Desertification

Impacts and dependencies Soil sealing

on ecosystem services

¢ Annex Tables of measures (ARs)

These tables seem to us to be a very good option, but it is not clear in some topics/subtopics
whether they are mandatory in case of material or whether they are recommended (both
in content and format). In some specific cases it is indicated that they are mandatory (Total
GHG emissions disaggregated), in others such as DR E7-2 - Energy consumption and mix (AR
9) nothing is indicated (however, in the general standards for large companies it indicates
“may be"), and others referring to DR E1-4 - GHG removals and GHG mitigation projects fi-
nanced through carbon credits (GHG removals and Carbon credits) it is indicated that they
can be reported on. We believe this should be clarified.

In this respect, version 3 does expressly state that the table in the Appendix which includes
the information in DR ET-2 - Energy consumption and mix can serve as a reference (“‘may be”).

d "Climate change (E1)” vs. all other topics

Regardless of whether companies are required to report on “Climate Change (E1)” and the
other topics depending on whether they are material or not®, the depth with which they are
addressed differs significantly. In particular, the topic “Climate Change (E1)"” has been sim-
plified less with respect to the ESRS Set 1 of large companies than the other topics, which
have been significantly simplified. The latter seems to us to be consistent with the idea of a
standard adapted to the LSMEs.

In version 3, the topic “Climate Change (E1)” is no longer a mandatory disclosure topic, in
line with the adaptation made in ESRS Set 1, and is now subject to materiality analysis like
the other topics. However, the depth with which the different topics are addressed is still
unbalanced, and the topic “Climate Change (E1)” continues to present a greater degree of
breakdown and detail.

9  Inthe latest version of the ESRS Set 1 for large companies, the topic “Climate change (E1)" is no longer a mandatory disclosure and is now
subject to materiality analysis. We understand that when the next version of the LSME is published, this issue will be in line with the above.
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e Material positive impacts in “Climate Change (E1)"”

In “Section 3. Environmental Disclosures’, paragraph 1,a,i, states that the information will en-
able users of sustainability information to understand how the undertaking affects climate
change in terms of positive and negative/current and future material impacts.

“Section 1. General requirement” and "Section 2, General Disclosures" indicate that the disclo-
sure of positive impacts is voluntary (Section 1, paragraph 4- “The undertaking may disclose
all the material information regarding positive impacts in relation to environmental, social,
and governance matters"). This aspect should be revised to ensure that the document is
consistent.

An important new feature of version 3 is that only present or future material negative im-
pacts need to be reported for each of the topics, in particular “Climate Change (E1)”, thus
correcting the inconsistency noted above. In addition, it is expressly stated in most topics
that the disclosure of opportunities is voluntary.

f  Temporary Horizon

“Section 4. Social Disclosures” and “Section 5. Business Conduct’;, when including the ARs,
the transfer of these requirements should be reviewed, as they refer to opportunities and
long, medium and short-term time horizons. These references should be avoided in order
to follow a coherent structure throughout the document, where disclosure of impacts and
risks is required, and adopt a short-term time horizon.
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4 Questions onthe content

of the sections on
environmental/social/
business conduct topics

The first point to note is that disclosure requirements vary from topic to topic. With this in
mind, we have identified several groups within the different topics:

“Climate Change (E1)” is overdeveloped and in our opinion contains too many re-
quirements.

“Own Workforce (S1)” is fairly well developed, but companies could address it, in
general without problems with regard to their employees, as they are already disclos-
ing information on the proposed contents.

“Pollution (E2)", “Water and Marine Resources (E3)”, “Biodiversity and Ecosys-
tems (E4)”, “Resource Use and Circular Economy (E5)”, and “Business Conduct
(G1)”, which have been summarised and set out in a very concrete way.

“Affected Communities (S3)” and “Consumers and end-users (S4)”, where sim-
plification has led to the absence of DRs and ARs. This leads us to make a proposal
based on the ESRS Set 1S3 and S4 of the large companies, respectively.

“Workers in the value chain (S2)” indicates that the requirements are the same as
for “Own workforce (S1)” and is perhaps excessive, as the possibilities for control
and management of these aspects may be beyond what companies can achieve by
making a “reasonable effort"

In this respect, it is necessary to point out that in LSME ESRS Version 3 the topics “Workers
in the value chain (S2)”, “"Affected Communities (S3)” and “Consumers and end-users
(S4)” have not undergone any significant changes. As noted above, a transitional provision
is made to omit information on some topics, and instead DR 2 (“Section 2. General Disclo-
sures”) in its paragraph 17 indicates how to report in a very reduced form.

Below, we briefly present the conclusions by thematic blocks after having analysed the com-
panies’ Sustainability Reports, as well as the specific proposals in each case.
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4.1 Section "Environmental Disclosures”

“Climate Change (E1)". The SLSMEs disclosure data are presented in summary form in Table 1.

/l// TABLE1 Measures on "Climate Change (E1)" and SLSMEs which disclosure

No. of
DR Metrics used companies
reporting
MWh renewable energies used 3
Production GWh/per year 1
DR E1-2 - Energy consumption and energy mix
Electricity consumption 6
Petrol and diesel consumption (litres) 3
Gross Scope 1 GHG emissions 3
Gross Scope 2 GHG emissions 3
Gross scopes 1,2,3 and Total GHG emissions
Gross Scope 3 GHG emissions 2
CO, emissions 4
GHG removals and GHG mitigation projects financed Avoided emissions
b 2
through carbon credits CO,

Thus, we can see that neither DR E1- 1 - Transition plan for climate change mitigation nor the
DR E1- 5 - Potential financial effects from material physical and transition risks and potential
climate-related opportunities SLSMEs report on any issue in the manner required by the
document.

At this point we should point out that version 2.3 del LSME ESRS removes the DR E1-1- Tran-
sition plan for climate change mitigation and moves it to the “Section 2. General Disclosures’,
On one hand, it seems coherent to us, as the topic is a mandatory disclosure and none of the
companies that make the Sustainability Report on a voluntary basis address this aspect. This
change questions the subtopic Climate Change Mitigation.

Version 3 confirms that the information regarding “Transition plan for climate change miti-
gation” is included in the “Section 2. General Disclosures”, specifically in the ARs of the DR7
y DR9.

In relation to DR E1-5 - Potential financial effects from material physical and transition risks
and potential climate-related opportunities in version 3 the requirements have been removed
and it is stated that the financial effects will be in addition to those disclosed in the financial
statements. In addition, the term "“Potential" has been changed to "Anticipated.

In the DR E1-2 - Energy consumption and mix, we can observe that on non-renewable en-
ergy sources, SLSMEs report about petrol/diesel consumption (3 companies), electricity
consumption (6 companies), renewable energy consumption (3 companies) and renew-
able energy production (1 company), although we must point out that the latter company
is dedicated to the “promotion, construction, management and maintenance of renewable
energies’, so it is particularly sensitive to this aspect. In relation to the table proposed in AR9,
the companies do not present the information in this way.
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An additional issue to note is that even though the breakdown of renewable energies has
been removed from ESRS Set 1 E1, the same table (including the breakdown) still appears
in the AR. We believe it would be necessary to adjust it.

In version 3, in relation to DR E1-1 - Energy consumption and mix, the breakdown of energies
(p7) has been reorganised, distinguishing between:

»  Fossil energy.
*  Nuclear energy.
*  Renewable energy.

In addition, a requirement to disaggregate the consumption of renewables and non-renew-
ables in MWh is introduced.

With regard to the suggestion made earlier about the AR9 table, its content has been adapt-
ed considering the changes in the DR.

In relation to DR E1-3 - Gross Scopes 1, 2, 3 and Total GHG we found that three companies
quantify their carbon footprint. Among them, 2 report on all three scopes, while one of them
only reports on Scopes 7 and 2. Scope 2 is not calculated according to the two approaches
(gross location-based vs. gross market-based), nor do they specify which approach they
have used. In addition, the three companies that report belong to the renewable energy
sector. On the other hand, 4 companies assess the total CO, emissions made (3 companies
are the same than in the previous issue). In this case, a couple of companies also include a
comparison with the previous year, although they do not present the breakdown that can
be seen in the table in AR28.

In version 3, DR E1-2 - Gross scopes 1, 2, 3 and total GHG emissions specifies that emissions
are to be expressed in “metric tonnes of CO eq’

Finally, and within the topic DR E1-4 - GHG removals and GHG mitigation projects financed
through carbon credits. In this respect, In this respect, the companies only report on CO,
emissions avoided, and only 2 companies do so, but not with the breakdown that can be
seen in table AR40. In this respect, it should be noted that this information is included in the
financial information, in particular in the Annual Report, so reference could be made to it.

None of the SLSMEs analysed report on GHG mitigation projects financed through carbon
credits in their sustainability report.

In relation to carbon credits, version 3 specifies and sets the information to be disclosed.

To conclude this topic, it is necessary to point out that if reporting on these issues is going
to be mandatory, one should consider:

1. Simplifying what companies are asked to do.

2. Establish a transition to the maximum required in order to allow companies to have
enough time to be adapted.

In this respect, and despite the fact that the mandatory reporting on “Climate Change
(E1)” is removed and that disclosure on this topic depends on its materiality, the two points
outlined above would need to be considered as SLSMEs that currently understand climate
change as a material issue do not report with the depth required in the draft of the standard.

“Pollution (E2)". The companies in the sample (SLSMEs) do not disclose the information
required in the draft LSME ESRS. In fact, they do not present any metrics on these issues.
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With regard to the content of the document, version 3 has added the obligation to report, if
the topic is material about microplastics, both generated and used.

“Water and Marine Resources (E3)": As can be seen in Table 2, only 5 companies report
on water consumption. Some of these companies report a breakdown of water used in of-
fices and facilities, and some compare consumption with a previous year. However, there is
no mention of water consumption from areas with water stress problems, nor is there any
indication of the methodologies used to calculate or the actual consumption part of the
estimates.

//// TABLE2 Measures on "Water and marine resources (E3)" and SLSMEs which disclosure.

No. of companies

DR Metrics used .
reporting

DR E3 -1 - Water consumption Water consumption 5

“Biodiversity and Ecosystems (E4)": Only one of the companies mentions this topic, but
in a very general way. They explain the company’s general policy, indicating that before
carrying out projects, an environmental impact report and an environmental and landscape
integration plan are drawn up. They give an example of a project and give a concrete as-
sessment of the measures that were carried out.

LSME ESRS version 2.3. removes from “Section 3. Environmental Disclosures” the DR E4-1 -
Transition plan on biodiversity and ecosystems, and therefore this topic has only one DR “Im-
pact metrics related to biodiversity and ecosystems” (they have removed the word “change”).

Version 3 confirms this deletion, and the information concerning Transition plan on biodiver-
sity and ecosystems is included in “Section 2. General Disclosures” in the ARs of DR7 and
DR9. In addition, the requirement related to status of species metrics (former paragraph 70
of version 21) has been removed.

“Resource Use and Circular Economy (E5)”. In relation to this last environmental topic,
we can see that half of the SLSMEs that publish a Sustainability Report discloses on paper
consumption, although only one reports on some other material consumption (toner).

On the other hand, only two companies make an estimate of the waste generated and dif-
ferentiate between them, but each is based on different criteria. Only in one case there is a
comparison with the previous year presented (see Table 3).

//// TABLE 3 Measures on "Resource Use and Circular Economy (E5)" and SLSMEs which disclosure.

No. of companies

DR Metric used .
reporting
Paper consumption 5
Resource inflows

Toner consumption 1

Waste estimation 2

Resource outflows Differentiation between waste
(hazardous/non-hazardous, types of 2
waste)

In version 3, in relation to DR E5 - 2 Resource inflows, specific mention has been made of
those resources of a biological nature.
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“Anticipated financial effects from material environmental-related impacts and risks
other than climate (E6)": With regard to financial effects, the specific DR has been left for
“Climate Change (E1)"" and, for the rest of the environmental topics, this effect is included
in this new topic. Therefore, it will have to be reported (in version 2.1 it was only included for
“Climate Change (E1)” and as a DR) depending on whether these effects are material or
not. Also, this aspect has been included in DR7 of “Section 2. General Disclosures”,

To conclude with the environmental block, our proposal in relation to the content would be
to simplify “Climate Change (E1)” (see Table 4), and leave the other topics as they are, as
the requirements are not high and companies will only have to report on them if they are
material to their activity.

//// TABLE 4 Simplification proposal of "Climate Change (E1)" topic

In the DR E1-2 - Energy Consumption and Mix the table should be simplified by not re-
quiring a breakdown of renewables. This issue has already been considered in version 3.

Regarding the DR E71-3 - Gross Scopes 1, 2, 3 and Total GHG emissions requires only
Scopes 1 and 2 and total emissions, establishing a transition for Scope 2 so that they
initially calculate them by one method (gross location-based vs. gross market-based),
and then require both. Let the disclosure of Scope 3 be voluntary and if the company
values it, then they should have to present the breakdown, as this does not require much
effort™. In version 3, this is essentially the same as it was in version 2.1. This would imply
a significant reduction of the AR28 table, and the ARs referring to Scope 3.

Regarding the DR ET1-4 - GHG removals and GHG mitigation projects financed through
carbon credits we note that the part referring to GHG mitigation projects financed through
carbon credits has practically disappeared from the DR with respect to the ESRS E1 of
Set 1 for large companies, as it appears only in a testimonial form at the beginning and
without a breakdown. We understand that the problem arises in this way because, in
all likelihood, these companies will not be in the carbon credit market and, therefore,
all these issues are irrelevant. Therefore, our suggestion would be to leave this second
part as voluntary and only if appropriate, report on it according to the reality of each
company. Furthermore, although the language is simplified in the DR, the language of
the AR, with respect to ESRS E1, remains practically the same and with the same level
of breakdown in this second question. Given that only two companies report “avoided
emissions', this indicator can be included in the previous DR (DR E1-3 - Gross Scopes 1,
2, 3 and Total GHG emissions) and this entire DR can be deleted.

In this respect, version 3 does specify information on carbon credits.

Finally, regarding the last DR E1-5 - Potential financial effects from material physical and
transition risks and potential climate-related opportunities and, given how the rest of the
environmental topics have been dealt with (given that this has been moved to Section
2), we understand that it would be relevant to do the same with this DR.

Given the changes in this respect in version 3 (creation of a new topic E6 that includes
all the financial effects of all the environmental topics except for “Climate Change (E1)”
we believe that all the "Anticipated Financial Effects” of the environmental topics, in-
cluding those relating to “Climate Change (E1)” in this new topic, and thus remove the
specific DR in this respect in “Climate Change (E1)” (DR E1-4).

10 DR E1-4 - Potential financial effects from material physical and transition risks and potential climate relates opportunities.

1l

In the Delegate Act of the ESRS Set 1 concerning large companies, this point has been made mandatory only for companies with more
than 750 employees. This is in line with our simplification proposal.
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Furthermore, in the language of the text, although the opportunities have been removed
(although in “Climate Change (E1)" it also indicates that it is mandatory to report on
positive impacts), and their breakdown in the AR has not been removed. This last issue
has been at least partially solved in version 3, as it has been clarified that opportunities
are for voluntary disclosure in all topics, including “Climate Change (E1)"

4.2 "Social Disclosures”

In the following, we will address the issues of the social topics.

“Own Workforce (S1)”: Duplications should be avoided as far as possible, e.g. “Own work-
force” is defined in the “objectives” section and mentioned again in the ARs. The same ap-
plies to the definition of own workforce, non-own workforce and value chain workers (page
16-AR16).

With regard to the analysis of the DRs, we can point out that:

12

DR Si-1- Characteristics of the company’s employees/DR S1-2 non-employees. In general,
most SLSMEs do not comply with DR S1-1 and S1.2 on workforce characteristics. More
specifically, information on the number of employees, and the breakdown by gender and
country is often not provided. The methodologies used for the calculation of the different
metrics are also not mentioned. However, we understand that this information is not dif-
ficult to incorporate as companies usually disclose it in their annual accounts.

In view of this, it seems appropriate to have inserted in version 3, paragraph 9, the clause
to disclose this information disaggregated where the company has 50 employees or at
least 10% of its workforce.

DR S1-3 - Collective bargaining and social dialogue coverage. Only 1 SLSMEs discloses
information on the agreements applied and the percentage of workers covered by them
and only 3 companies disclose information on the applicable agreements.

In version 3, the former paragraph 18b, which required the company to disclose informa-
tion on whether the working conditions of workers not covered by collective agreements
were determined by the company or by collective agreements of third companies, is
deleted. In our view it is reasonable not to require information on collective agreements
that are applied by third companies, given the difficulty for SLSMEs to obtain such in-
formation.

DR S1-4 - Adequate wages. In this section, information on salary levels is required. Al-
though half of the SLSMEs do not disclose this information in their Sustainability Reports,
they do so in the Annual Report, when talking about the different levels of employment
within the entity, so it should not be a major effort to include this DR.

DR S1-5 - Social protection. This DR is not covered in the analysed Sustainability Reports
of SLSMEs. Thus, for example, only one company provides information on the number of
workers covered by such insurance.

Version 3 requires the company to disclose this information about its employees, whereas
version 21 also included non-employees. Given the difficulty of making this information
available and the reduced negotiation power of LSMEs, the change introduced in version
3, requiring this information only for employees, seems to us to be appropriate.

This duplication is solved in version 3.
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* DR S7-6 - Indicators of Training and skills development. In general, SLSMEs provide in-
formation on this issue. Companies do mention training policies. However, most do not
provide information on training contents and metrics such as total or average training
hours per employee. In addition, there is no compliance with the ARs.

* DR S1-7 - Occupational Health and safety indicators. SLSMEs mention safety and health
policies, but information about accidents, work days lost, and other indicators to verify
and track policies over time are not usually disclosed.

* DR S1-8 - Compensation indicators (pay gap and total compensation). Only 2 of the com-
panies analysed (SLSMEs) mention the gender pay gap and none refer to compensation
policies or measures. In this DR, incidents of discrimination (number and fines) have to
be reported and the corresponding financial item has to be mentioned. It is our under-
standing that this requirement could be removed, which is currently under discussion,
because in most cases this item would not be relevant enough to be broken down in the
corresponding accounting item. In version 3, in line with our proposal, this point has been
corrected and deleted.

At this point, it should be noted that in version 2.3 of the LSME ESRS, DR S1-8 changes its
name to “Remuneration metrics’ In version 3, the change of name of this DR is maintained.

» DR S1-9 - Incidents, allegations and severe human rights impacts. Considering the analysis
carried out on the information published by SLSMEs, the information on these aspects is
not given such as negative impacts but in the form of positive impacts of the companies’
performance.

* DR S1-10 - Diversity indicators (voluntary in version 21). Four of the companies analysed
disclose information on the percentage of workers distributed by gender and age and
only 2 companies provide information on workers with disabilities in the workforce. In
general, the indicators are not developed. In this respect, SLSMEs are taking into account
the disclosure of information on diversity in corporate governance, but do not develop
this requirement at the level of employees.

This DR indicates that companies should disclose information on the percentage of em-
ployees by gender, disability and age in top management. In this regard, we believe
that the concept of “top management” should be further defined to avoid problems of
interpretation.

At this point, it should be noted that in version 2.3 of the LSME ESRS, DR S1-10 - Diversity
Metrics, becomes mandatory. In line with what has already been indicated above, the
disclosure of information on this subject should not involve too much effort for compa-
nies, so it seems appropriate that the DR of information on diversity should be mandatory.

» DR S1-11 - Work-life balance indicators (voluntary). SLSMEs” Sustainability Reports men-
tion compliance with social security legislation in a generic way, employee welfare and
work-life balance policies. However, no company provides information on the percentage
of employees covered by family benefits.

At this point it should be noted that in LSME ESRS version 2.3 the term “indicators” is
replaced by the term “metrics” for all DRs in the topic. This modification is continued in
version 3.

In view of the information disclosed in the SLSMEs sustainability reports, we can point out
that the companies disclose information on these DRs, but do not comply with the ARs. The
analysis suggests that these companies can meet these requirements as they have internal
information on these items and this would not represent a significant effort for them.
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“Value Chain Workers (S2)". At present, no company (SLSMEs) complies with the require-
ments of the draft LSME ESRS. The difficulty of disclosing information from third parties and
the lack of development of the standard can lead to companies disclosing very different and
incomplete information, making the quality and comparability of the information difficult. Our
proposal in this respect is to merge the topics “Own Workforce (S1)” and “Value Chain
Workers (S2)”, to include both options in the DRs making voluntary the reporting of the
information on workers in the value chain.

Regarding this topic, there is no change in version 3. However, it does not seem logical to
have simplified the DRs for own workers in version 3 by removing the disclosure require-
ments for non-employees and not to have simplified the DRs for value chain workers for
whom LSMEs often lack information.

“Affected Communities (S3)"” and “Consumers and end-users (S4)": These issues, not
related to workers, are very poorly developed in the draft. It refers to ESRS Set 1, and the
information required is information on short-term impacts and risks and does not have cor-
responding ARs developed.

Regarding “Affected Communities (S3)”: Eight of the companies analysed develop in their
Sustainability Reports a policy statement towards communities, but in no case do they
comply with the DRs on material information. Regarding this topic, there is no change in
version 3.

Finally, regarding “Consumers and end-users (S4)": Only 2 of the analysed companies
(SLSMEs) mention damage prevention systems, but these are not very well developed in
the Sustainability Reports. There is also no change in topic in version 3.

In light of these facts and the content of the draft, our proposal would be to develop “Affect-
ed Communities (S3)” in a similar way to the latest environmental topics. For this purpose,
the proposal is based on the ESRS Set 1 S3 (see Table 5).

/l// TABLE 5 Proposal of development for "Affected Communities (S3)" topic

» The information requested in the standard for large companies - ESRS S3 of Set 1 -,
paragraph 8, DR SBM-2-Material impacts, risk and opportunities and their interaction
with strategy and business model could be required but only with respect to directly
affected communities, given that these companies have little control and information
on indirect effects or those occurring in the value chain.

* Regarding the DR S3-1 - Policies related to affected communities, requirements AR9 to
AR14 may be applicable.

» To comply with DR S3-2 - Processes for engaging with affected communities about
impacts and with DR S3-3 -Processes to remediate negative impacts and channels for
affected communities to raise concerns a section could be created that encompasses
both requirements, including AR17 and the channels of communication with communi-
ties (AR21, AR22, AR254-AR27). The other ARs of the ESRS Set 1 S3 could be voluntary
to the extent that they are not material to the company, such as AR15, in case it affects
indigenous communities™.

» Regarding DR S3-4 - Taking action on material impacts on affected communities, and
approaches to mitigating material risks and pursuing material opportunities related to

13 Two of the companies analysed (SLSMEs) carry out part of their activity in Latin American countries, so it would be relevant to reflect the
impact of their activity.

28



Ml REPORT ON DRAFT EUROPEAN STANDARDS

IcAC INFORMATION ON SUSTAINABILITY FOR LISTED SMES

affected communities, and effectiveness of those actions the AR29, 31, 33, 35, 36, 41a 'y
b; 43 y 45 could be included. In addition, AR37-AR42 could be simplified by requiring
a description of the initiatives and processes carried out in the communities, the re-
sources committed and the expected results.

» Other ARs would be excluded since, due to the characteristics of these companies,
they tend to have little influence in determining contractual relationships or the effect
of third parties on communities (AR30, AR32).

* In terms of metrics and targets, AR47 would apply.

With regard to consumers and/or end-users, we propose the following changes included in
Table 6 based on ESRS Set 1S4 “Consumers and end-users’,

/l// TABLE 6 Proposal of development for “"Consumers and end-users (S4)" topic

« AR3 and AR5 to ARS8 could be included, as they link to the information required in
“Section 2. General Disclosures”.

» The ARs set out in respect of DR S4-1 - Policies related to consumers and end-users
can be incorporated into the social section.

» From the requirements set out in ESRS S4 of Set 1 for DR S4-2 - Processes for engaging
with consumers and end-users about impacts and DR S4-3 - Processes to remediate
negative impacts and channels for consumers and end-users to raise concerns a single
section could be created that encompasses both DRs. In particular, AR16 on communi-
cation channels could be followed by communication channels as part of the process
to mitigate negative impacts on consumers (AR19). In addition, it is appropriate to
include ARs 22-26.

+ With regard to the information requirements established in the ESRS standard of Set 1
for DR S4-4 - Taking action on material impacts, and approaches to mitigating material
risks and pusuing material opportunities related to consumers and end-users, and ef-
fectiveness of those actions and aproaches, the following ARs could be included: AR26,
AR29, AR31, AR32, AR37a, b, AR38 and AR40. We recommend omitting the voluntary
requirements (AR13, AR25, AR28, AR30, AR33, AR34, AR39, AR41). In the same ling,
AR27 and AR28 would not be included, given that the draft is LSME and these require-
ments would not apply in most cases. AR35 and AR36 would not be considered as
they relate to positive impacts.

Finally, since the topics “Affected Communities (S3)” and “Consumer and End-user (S4)”
have the same structure, the same DRs can be set and the ARs for both sections can be
homogenised. The requirements that are specific to each topic are marked with an asterisk,
all other ARs are common and can be applied to both sections. As a summary, Table 7 shows
the proposed DRs and ARs that could be applicable to LSMEs, which are taken from ESRS
Set 1S3 "Affected Communities” and ESRS Set 1 S4 “Consumers and End-users”.
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/Il TABLE7 Proposal of re-ordering of DRs and ARs for "Affected Communities (S3)" and “Consumers and end-users (S4)” topics

DR Paragraph AR Short description DR Paragraph AR Short description
ESRS 2 SBM-3 -
Material impacts, risks
. . , and opportunities and 8 Consider the impacts on
Consider the impacts on the company’s h . . f
AR5 . their interaction with 9a; 9b; AR5 the company's strategy or
strategy or business model(s). .
8a: 8b strategy 9d business model(s).
63’ and business
9ai; 9b; model(s)
9d )
ESRS 2 SBM-3 - Material - .
impacts, risks and Impacts that originate in the strategy Impacts that o.r|g|nate in the
o . . : strategy or business model(s)
opportunities and their AR6 or business model(s) and may entail AR6 . S
. . . o and may entail material risks
interaction with strategy material risks for the company.
: for the company.
and business model(s).
10 AR7 Examples of some chara_c_terlstlcs of 10 AR7 Examples of con_su_mer/user
affected communities. characteristics.
Business risks that may arise due to arli-:;s;ueszjnue;fontsl'\kjggi n;iy,s
11 AR8 the company’s dependence on affected 11 AR8 . pany
" dependence on its consumers
communities.
and users.
Key information necessary
Key information needed to ensure an to ensure an accurate
accurate representation of policies in representation of policies
AR9 relation to affected communities, and AR9 relating to consumers and
explanations of significant changes in users, and explanations
L adopted policies. . of significant changes in
DR S3-1 - Policies DR S4-1 - Policies o
adopted policies.
related to affected 12-16 related to consumers 12-16
communities. and end-users.
ARL0 References to policies disclosed in other ARLO References to policies

documents.

disclosed in other documents.
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//// TABLE7 Proposal of re-ordering of DRs and ARs for "Affected Communities (S3)" and “Consumers and end-users (S4)” topics

DR Paragraph AR Short description DR Paragraph AR Short description
Disclose the alignment of its policies with Déﬁzlizzev\tnﬁ ?Algtn&egt?;i:_:s
AR11 the UN Guiding Principles on Business AR11 policie . 9
and Human Rights Principles on Bgsmess and
' Human Rights.
OB S gl et
' *AR14 Disclose serious human rights issues ' *AR12 relevant to consumers and/or
and incidents considering legal disputes end-users and, internal policies.
related to land rights and indigenous
peoples’ consent. *AR13 Dissemination of tools, channels
and communication barriers.
Consider how engagement with Describe the functions that have
18- 23 *AR 15 indigenous people includes negotiating 17-21 *AR 15 operathnal res.pon3|blllt'y, an'd
in good falth, whether it requires certain skills
of personnel.
DR S3-2 - Processes for DR S4-2 - Processes for
engaging with afffected Consider the following illustrations: (a) engaging with consumer and . C(?n3|der the following .
communities about impacts. . end-users about impacts. illustrations: (a) stage(s) at which
stage(s) at which engagement occurs engagement occurs (..); (b) type
20 AR17 (...); (b) type of engagement (...): (c) 19 AR16 of Sn ga ement (..): (cl)"f’re ue);}pc
frequency (...); and; (d) role of operational .g g. o at y
responsibility (..) (..); and; (d) ro!e .o.f operational
o responsibility (...).
DR §3-3 - Proges§es to AR 21 Channels for raising concerns or needs. DR $4-3— Proges§es to AR19 Channels for raising concerns or
remediate negative impacts remediate negative impacts needs.
and channels for affected 24-28 and channels for consumers 22-26
communities to raise AR22 Community access to channels. and end-users to raise

concerns.

concerns.
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//// TABLE7 Proposal of re-ordering of DRs and ARs for "Affected Communities (S3)" and “Consumers and end-users (S4)” topics.

DR

Paragraph

AR

Short description

DR

Paragraph

AR

Short description

DR S3-3 - Processes
to remediate negative
impacts and channels for
affected communities to
raise concerns.

24-28

*AR25

Information on whether and how the
company has taken into account the
communities’ customs, traditions, norms
and legal systems in providing resources.

AR26

Information on the effectiveness of these
channels from the perspective of the
affected communities themselves.

AR27

Questions based on the “criteria for the
effectiveness of non-judicial grievance
mechanisms” set out in the UN Guiding
Principles on Business and Human
Rights.

DR S4-3- Processes
to remediate negative
impacts and channels

for consumers and end-
users to raise concerns.

22-26

*AR22

Describe whether claims are
confidential and respect privacy
and data protection rights.

AR23

Information on the effectiveness
of these channels from the
perspective of the affected
communities themselves.

AR24

Questions based on the “criteria
for the effectiveness of non-judicial
grievance mechanisms” set out
in the UN Guiding Principles on
Business and Human Rights.

DR S3-4 - Taking action
on material impacts on
affected communities,

and approaches to
mitigating material risks
and pursuing material
opportunities related to
affected communities,
and effectiveness of
those actions.

29-38

AR29

Consider whether the company causes
the material impact, or whether the
material impact is directly linked to a
business relationship.

*AR31

Impacts arising from environmental
management.

DR S4-4 - Taking action
on material impacts,
and approaches to
mitigating material risks
and pursuing material
opportunities related
to consumers and end-
users, and effectiveness
of those actions and
approaches.

27-30
3la
32-36

AR26

Consider whether the company
causes the material impact, or
whether the material impact
is directly linked to a business
relationship.
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//// TABLE7 Proposal of re-ordering of DRs and ARs for "Affected Communities (S3)" and “Consumers and end-users (S4)” topics

DR

Paragraph

AR

Short description

DR

Paragraph

AR

Short description

DR S3-4 - Taking action
on material impacts on
affected communities,
and approaches to
mitigating material risks
and pursuing material
opportunities related to
affected communities,
and effectiveness of
those actions.

AR33

Examples by disclosing whether and
how the company considers actual
and potential impacts on affected
communities in decisions to terminate
business relations.

AR35

Processes used to monitor the
effectiveness of actions.

AR36

Understanding the links between a
company's actions and the effective
management of impacts.

AR41a;
AR41b

(a) Business risks related to the
company's impacts on affected
communities.

(b) Business risks related to the
company's dependence on affected
communities.

AR43

Considering external developments
when reporting on business-community
dependencies.

AR45

Integration into existing risk management
processes.

DR S4-4 - Taking action
on material impacts,
and approaches to
mitigating material risks
and pursuing material
opportunities related
to consumers and end-
users, and effectiveness
of those actions and
approaches.

27-30
3la
32-36

AR29

Examples by disclosing whether
and how the company takes into
account actual and potential
impacts on affected communities
in decisions to terminate business
relations.

AR31

Processes used to monitor the
effectiveness of actions.

AR32

Understanding the links between
a company's actions and the
effective management of impacts.

AR37a;
AR37b

(a) Business risks related to the
company's impacts.
(b) Business risks related to
the company’s dependence on
affected communities.

AR38

Considering external
developments when reporting
on business-community
dependencies.

AR40

Integration into existing risk
management processes.

DR S3-5 - Targets
related to managing
material negative
impacts, advancing
positive impacts, and
managing material risks
and opportunities.

39-42

AR47

Considerations when disclosing
objectives.

DR S4-5 - Targets related
to managing material
negative impacts,
advancing positive
impacts, and managing
material risks and
opportunities.

37-40

AR42

Considerations when disclosing
objectives.

»

*The ARs in italics are specific to “Affected communities (S3)" and “Consumer and end-user (S4)" and are not found in, or similar to the other topic.
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The Appendix A, of the new “Section 3. Policies, targets, engagement and remediation” is
consistent with what we propose. Firstly, in contrast to the scarce development of the topics
“Affected Communities (S3)” and “Consumers and End-users (S4)’, a series of ARs are
established on the policies, objectives, actions and processes applicable to these topics.
Secondly, the requirements to be applied by LSMEs with respect to ESRS Set 1S3 and S4
of large companies are significantly simplified. The latter is appropriate given the lower social
and environmental impact of SMEs. Thirdly, some of the ARs are applicable to several topics,
which reduces and avoids redundancies in the LSME ESRS (e.g. ARs 140 and 141). Finally,
the sections on processes are not merged, as we propose, but, unlike version 2.1 of these
topics (S3 and S4), the sections on policies and actions are unified, which simplifies the doc-
ument. In conclusion, this Appendix brings together these considerations which would avoid
the need to introduce and develop the specific standard sections on affected communities
and consumers and end-users.

4.3 "Business Conduct”

At this point it should be noted that DR G1-1 - Corporate culture and business conduct policies
is moved to “Section 2. General Disclosures” in LSME ESRS version 2.3.

The reading of the current draft shows, on the one hand, that, despite establishing the objec-
tives, some of these DRs are not developed. Specifically, the objective set out in section f) on
animal welfare in DR2 is not developed. The existence of this DR in the LSME ESRS should
be reconsidered, as it might not be applicable to certain companies. It could be developed
in the sectorial standards.

The table of contents of the section needs to be updated, as it contains sections not includ-
ed in the draft, such as DR G71-6 - Payment practices, which has been incorporated in other
sections. In version 3, this table of contents has already been updated.

Furthermore, the DR GT- 1- Corporate culture and business conduct policies develops two
items, corruption and bribery on the other hand, and whistle-blower protection on the other.
Corruption is dealt with in DR G7-2, so this duplication should be avoided. It seems appro-
priate that DR G7-7 has been moved to “Section 2. General Disclosures”, but any duplication
with respect to DR G7-2 should be avoided. In version 3, this paragraph already appears in
Section 2.

Regarding Appendix B, intended for the development of the ARs, not all the DRs set out in
the draft are developed. Specifically, the criteria for disclosing the requirements under dis-
cussion on DR GOV1 - The role of the administrative, supervisory and management bodies;
DR IROT1 - Description of the processes to identify and assess material impacts, risks and
opportunities and DR GT - 1 Corporate culture and business conduct policies are not yet de-
veloped. The fact that the ARs of some of the DRs are developed and not others may give
rise to doubts as to the importance of disclosing the different DRs set out in the draft.

In version 3, the DR GOVT - The role of the administrative, supervisory and management
bodies has been moved to “Section 2. General Disclosures”, but it should be made more
specific and in its ARs specify which possible bodies would be included, and the type of
control expected. We believe it is appropriate to keep these DRs in Section 2 because it is
of great interest to analyse the control mechanisms and bodies for some stakeholders, such
as investors, and it is not an excessive information requirement as Spanish companies dis-
closing sustainability information usually mention their supervisory bodies.

Finally, the ARs of this section have a more qualitative character than the ARs of “Section
3. Environmental Disclosures” and “Section 4. Social Disclosures”, which leaves the compa-
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ny the possibility of using different metrics and procedures, making it difficult to compare
the information. In order to avoid or resolve this fact, metrics could be established, such as
reporting on the number of incidents in the aforementioned areas (under study, in court,
confirmed); number of anti-bribery or anti-corruption measures; number of convictions/
fines, negotiation and arbitration activities or some of those established for large companies.
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1 Introduction

The LSME ESRS will be mandatory for those companies that:

+ are small and medium-sized undertakings, which are public-interest entities according
to point (a) of point (1) of article 2 of Directive 2013/34/EU and which are not micro-un-
dertakings as defined in Article 3(1) of that Directive;

+ are small non - complex financial institutions defined in point (145) of Article 4(1) of Reg-
ulation (EU) No 575/2013;

+ captive insurance undertakings defined in point (2) of Article 13 of Directive 2009/138/
EC of the European Parliament and of the Council; and

 captive reinsurance undertakings defined in point (5) of Article 13 of that same Directive.

In the light of the foregoing, it is clear that some of the listed SMEs in Spain will have to
prepare their Sustainability Report (SR) following this standard in the near future.

In this context, it is interesting to know the current situation of Spanish listed SMEs (here-
inafter SLSMES) in this respect in order to be able to determine the current state of sustain-
ability disclosure made by these companies and, on the other hand, in order to highlight
the greater or lesser effort that SLSMEs will have to make to comply with the LSME ESRS
standard in the light of the results obtained.

To do so, and taking as a reference the the draft of LSME ESRS version 2.1 (published
on 3 April 2023), we have analysed the five sections in which it is structured, we have
broken down all the mandatory reporting requirements mentioned in these sections, and
subsequently, we have verified whether these requirements appear in the current reports of
SLSMEs, specifically in those refering to 2021.
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2 Sample Selection

In order to identify the SLSMEs that will be affected by the LSME ESRS we have extracted
a total of 119 SLSMEs from the SABI database of Bureau van Dijk. We have eliminated 45
companies of these because:

a. They have less than 10 employees (5 companies).

b. They have not published their Annual Accounts in 2021 (2 companies).
c. They are listed outside Spain (2 companies).

d. They are REITs (31 companies).

e. They are in liquidation and/or arrangement with creditors proceedings (5 compa-
nies).

Subsequently, a second filtering was carried out again for the remaining 74 companies,
which led to the elimination of a total of 44 companies:

+ either because they have more than 250 employees individually - there was only
one case -, or

« either because, despite having less than 250 employees, they are the leader of a
Group that presents consolidated information and the group has more than 250
employees, which is why they are already obligated to present the Consolidated SR
and would not have to apply the LSME ESRS. We find 43 companies in this situation.

Consequently, once all the eliminations have been made, a total of 30 companies with be-
tween 10 and 250 employees which would be obligated to draw up the SR by applying the
specific regulations for SLSMEs remains from the initial sample.

In order to identify what sustainability information these 30 companies currently disclose
and how and where they include it, we conducted a content analysis of their websites and
of the information published in the Spanish National Securities Market Commission (CNMV).
The main obtained evidence is as follows:

a. A total of 10 companies reports sustainability information in 2021 (see Table 1), either
by preparing the SR, individually or consolidated', or by including the information in the
Integrated Report (IR).

1 This diagnostic was carried out considering LSME ESRS version 2.1 which did not specify that the LSME ESRS was intended for individual
reports. Therefore, consolidated reports were considered as long as the group as a whole did not exceed 250 employees.
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//// TABLE1 SLSMEs reporting sustainability information

Group

Company membership Sector
REALIA BUSINESS, S.A. Yes Real Estate
INMOBILIARIA DEL SUR, S.A. Yes Real Estate
RENTA CORPORACION REAL ESTATE, S.A. Yes Real Estate
LIBERTAS 7, S.A. Yes Real Estate & Tourism & Investments
MONDO TV STUDIOS, Yes TV Productions
ENERSIDE ENERGY, S.A. Yes Engineering
SOLARIA ENERGIA'Y MEDIO AMBIENTE, S.A. Yes Renewables
GRUPO ECOENER, S. A. Yes Electricity generation - Renewables
ORYZON GENOMICS. S.A. No Biotechnology
VYTRUS BIOTECH, S.A. No Biotechnology

b. Although they do not prepare a SR or a IR, 8 companies in the sample do include some
reference to social, environmental and governance aspects on their websites (Table 2).

/l/l TABLE2 SLSMEs that do not publish a SR but disclose about sustainability on their webpages

Company Sector
COMPANIA ESPANOLA DE VIVIENDAS EN ALQUILER, S.A. Rental of flats
ALQUIBER QUALITY S.A. Rental of vehicles
ASTURIANA DE LAMINADOS S.A. Manufacture of zinc roofing
CLERHP STRUCTURES, S. A. Engineering
GIGAS HOSTING, S.A. Information technology
FACEPHI BIOMETRIA, S.A. Information technology
ENERGIA, INNOVACION Y DESARROLLO FOTOVOLTAICO, S.A. Renewables
LLEIDANETWORKS SERVEIS TELEMATICS, S.A. Telecommunications

c. The remaining 12 companies in the sample do not disclose any sustainability information
either in written documents or on their websites (Table 3).
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/l// TABLE 3 SLSMEs that do not disclose sustainability information

Company Sector
COMPANIA ESPANOLA DE VIVIENDAS EN ALQUILER, S.A. Rental of flats
ALQUIBER QUALITY S.A. Rental of vehicles
ASTURIANA DE LAMINADOS S.A. Manufacture of zinc roofing
CLERHP STRUCTURES, S. A. Engineering
GIGAS HOSTING, S.A. Information technology
FACEPHI BIOMETRIA, S.A. Information technology
ENERGIA, INNOVACION Y DESARROLLO FOTOVOLTAICO, S.A. Renewables
LLEIDANETWORKS SERVEIS TELEMATICS, S.A. Telecommunications
NYESA VALORES CORPORACION, S.A. Inmobiliaria y venta de casas
JUNGLE21, S.A. Publicidad
ROBOT, S.A. Robética
PARLEM TELECOM COMPANYIA DE TELECOMUNICACIONS, S.A. Telecomunicaciones

To summarise, in 2021 only one third of the SLSMEs discloses Sustainability Information in
a structured way, although with different scope and volume of content. We show the results
obtained from the analysis of the content of the reports issued by the 10 companies for each
of the sections in which the LSME ESRS is structured.
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3 Sectiont.
General Requirements

In this section of general requirements, the LSME ESRS draft obligates SLSMEs to disclose
information on issues related to ESRS compliance, double materiality, quality of information,
value chain, and time horizon, among others. In Table 4 we present the items included in this
section of the document and we indicate the companies that have provided that information.

///l TABLE 4 Information disclosed by SLSMEs on Section 1. General Requirements

Content No. of companies Companies

1. Categories of disclosure

Ecoener
Enerside
Insur
Libertas 7
Realia
Solaria

1.1. Complying with LSME ESRS 6

Ecoener
Enerside
Insur
1.2. LSME ESRS structure and reporting areas 7 Libertas 7
Realia
Renta Corporacion
Solaria

1.3. Topic section 0

Ecoener
Enerside
Insur
Libertas 7
1.4. Entity-specific disclosure 9 Oryzon
Realia
Solaria
Renta Corporacién
Vytrus

1.5. Application of the disclosure content defined in section 2 0

2. Qualitative characteristics of information 0

3. Double materiality as the basis for sustainability disclosures

Ecoener
Enerside
Realia
Solaria

3.1. Stakeholders and their relevance to the materiality assessment process 4

Enerside
3.2. Material matters and materiality of information 3 Realia
Solaria
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/l// TABLE 4 Information disclosed by SLSMEs on Section 1. General Requirements

Content No. of companies Companies

Enerside

3.3. Double materiality 2 Solaria

Enerside

3.4. Impact materiality 2 Solaria

Enerside

3.5. Financial materiality 2 Solaria

3.6. Material impacts or risks arising from actions to address sustainability Enerside
matters Solaria

Enerside
3.7. Level of disaggregation 3 Realia
Solaria

4, Value chain

Enerside
Mondo TV
Realia
Solaria

4.1. Reporting undertaking and value chain 4

4.2. Estimation using sector averages and proxies 0

5. Time horizons

Ecoener
Enerside
Insur
Libertas 7
5.1. Reporting period 9 Oryzon
Realia
Renta Corporaciéon
Solaria
Vytrus

Ecoener
Enerside
Insur
Realia
Solaria
Vytrus

5.2. Linking past, present and future 6

Ecoener
5.3. Reporting progress against the base year 3 Realia
Solaria

Ecoener
5.4. Definition of short, medium and long-term for reporting purposes 3 Enerside
Insur

6. Preparation and presentation of sustainability information

Ecoener
6.1. Presenting comparative information 4 E&ertiad:7
Solaria
6.2. Sources of estimation and outcome uncertainty 0
6.3. Updating disclosures about events after the end of the reporting period 0
6.4. Changes in preparation or presentation of sustainability information 0
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/l// TABLE 4 Information disclosed by SLSMEs on Section 1. General Requirements

Content No. of companies Companies

6.5. Reporting errors in prior periods 0
Ecoener

6.6. Consolidated reporting and subsidiary exemption 4 I;:;:';as ’
Solaria
Ecoener

) . ) . Enerside

6.7. Information on intellectual property, know-how or results of innovation 4 Oryzon

Vytrus

7. Structure of sustainability statements

7.1. General presentation requirement 0

7.2. Content and structure of the sustainability statements 0

8. Linkages with other parts of corporate reporting and connected information

Ecoener
Enerside
8.1. Incorporation by reference 5 Insur
Libertas 7
Solaria

Enerside
8.2. Connected information and connectivity with financial statements 3 Realia
Solaria

Next, we detail and expand the evidence obtained in each of the parts of Section 1.

a. Complying with LSME ESRS

The LSME ESRS draft covers the following SR areas: governance, strategy, impact and risk,
and key metrics.

Materiality targets for impacts and risks in sustainability issues represent a major paradigm
change at a practical level. Currently, the SRs of the analysed companies focus on positive
aspects and, in general, do not report impacts, risks and their metrics. Any undertaking
in the sample considered reports negative impacts and risks significantly. Those related
to sustainable energy indicate the positive actions they take to mitigate or "remunerate”
in some way the resources they use and the impact they have on communities. Likewise,
the reports focus more on the objective of legitimising the actions of the companies and
on disseminating policies and practices of attention to stakeholders. In relation to impacts,
companies usually refer to issues related to recycling, and reduction of water and energy
consumption, but they do not refer to emissions, ecosystem protection or circular economy
due to the activity they carry out.

In terms of standards compliance, 5 companies use the GRI standards as a guide and add
a table indicating the page where the information on the standard is included at the end of
the report. Likewise, these same companies refer that the Sustainable Development Goals
(SDGs) are a priority for the entity and implement policies around them.

In relation to issues related to Corporate Governance, all the SR of the companies in the
sample refer to diversity on the Board of Directors, especially gender diversity, and to the
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Corporate Governance structure. This is possibly due to the equal opportunities policies that
have been implemented in Spain over the last decade and to the fact that this information
is already required by the CNMV from listed companies in Spain, regardless of their size.
However, there are still significant information gaps regarding employee representation on
Boards of Directors, independent and non-executive members, the experience and training
of Board members and the responsibilities assumed in terms of sustainability. Only two of
the companies disclose full information on these aspects, although all of them refer to some
aspect of Corporate Governance. Nevertheless, we believe that this information is easy to
locate and disclose, so it will not be costly for companies to include it in the SR.

On the other hand, regarding strategy, all companies identify their key stakeholders. How-
ever, most of them do not develop aspects related to the business model, the value chain,
and the impact and risk management. Impacts and risks are rarely mentioned and do not
meet materiality criteria or reporting requirements.

b. Qualitative characteristics of information

The qualitative characteristics of the information (relevance and faithful representation) are
difficult to measure, as they refer to externally measured indicators and which do not indi-
cate how they have been calculated. Furthermore, the information provided on impacts and
risks is insufficient.

On the other hand, only 3 of the analysed companies refer to results from previous years.
Moreover, those that include historical information only do so in relation to some isolated
metrics. In most cases, it is not possible to compare the environmental, social and corpo-
rate governance information disclosed over time. Specifically, only 3 of the reports provided
information in reference to some sustainability ratios and indicators, but there is no expla-
nation of how the measures are constructed in general, so the information does not meet
the requirements of verifiability either.

c. Double materiality as the basis for sustainability disclosures

The LSME ESRS draft distinguishes between two main groups of stakeholders: affected
stakeholders - groups that could be affected by the company's activity - and users of sus-
tainability statements - investors, lenders, other financial providers and other partners of
the company such as civil society, non governmmental organisations, governments, analyst
and academics.

The analysed reports mention their affected stakeholders. Regarding the users of the finan-
cial statements, in general, the reports refer to investors; however, none of them mention
other groups. The analysed companies report some community relations, generally through
non-governmental organisations linked to corporate philanthropy activities.

The distinction of stakeholders made by the draft is due to the need to improve materiality in
sustainable information. Most of the companies mention in a very generic way that they take
their stakeholders into account in order to improve their processes and reduce the possible
negative impacts of their operations, but only two of the companies detail the communica-
tion channels established to capture possible demands. Only two of them have carried out
a materiality study. For example, Solaria carries out the materiality study through an internal
and external analysis. This is based on questionnaires and on a study of documents to iden-
tify those issues that are of interest to its main stakeholders (although it does not identify
who they are, nor does it detail the sample used).
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Analysing the reports, we can affirm that the inclusion of stakeholders in the materiality as-
sessment process is in its early stages, that they do not detail how the main affected groups
are identified, and that the more advanced reports only reflect the channels they make avail-
able to their stakeholders (mostly based on information and communication technologies,
such as corporate websites and intranet). However, none of the reports details the process
for identifying negative impacts in order to achieve the objectives of the SR.

On the other hand, in relation to the content, it can be stated that there is no balance in the
information presented. The majority of SLSMEs reports on positive social and environmental
impacts of their operations. Less than half of the SR analysed reports on negative impacts
and sustainability risks. Only two of the reports mention potential risks, and only one of them
mentions a study to determine its level of environmental performance. Furthermore, in none
of the cases does the information on impacts and risks determine their severity in the terms
defined by the draft, namely: scale, scope and irremediable character of the impact.

Therefore, the information currently presented can be classified as not relevant in terms of
its ability to explain the impacts and risks caused by the company and its ability to improve
decision-making or transparency towards stakeholders.

With regard to the principle of double materiality, none of the analysed reports complies
with this requirement, as the material impact of the operations is not included and there is
not any financial materiality, although three of them refer to the specific funding obtained
for their activity (related to sustainable energies) and indicate the entity's solvency to face
investments.

On the other hand, there is no interdependence between sustainable and financial informa-
tion, unless sustainable investments are included in the object of the company. At present,
companies present financial ratios in their SR that are not linked to sustainable information.
For example, some of the reports mention the amounts of cash mobilised for corporate
philanthropy and green projects. In this sense, the separation of financial and sustainability
information does not facilitate to show double materiality.

In general, the analysed reports do not specify risks and impacts, but almost all of them
mention specific circumstances of the context in which they operate that may increase
risks. However, this risk is more related to the financial performance of the company and the
market and is not linked to sustainability issues. Furthermore, the disclosed information does
not meet qualitative reporting requirements. The few metrics that may appear in reports
on certain circumstances that increase the likelihood of negative environmental, social or
governance impacts are not sufficiently reliable, referring to secondary data or expressing
poorly substantiated opinions. In social and community development matters, entities op-
erating in Latin American markets provide a greater volume of information on their actions
in those countries.

None of the reports shows any interdependencies between the company's sustainable op-
erations and its potential negative impacts and risks on other sustainability issues.

Disaggregation of information by country/area is only done for one report and it refers only
to financial metrics.

d Value chain

The LSME ESRS will require companies to disclose those material impacts and risks gen-
erated in the value chain.
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In the analysed reports, only 4 companies mention their value chain regarding sustainability
issues and disclose aspects related to positive actions or desires to reduce the impacts of
their operations along the chain. One of them mentions audits done to its suppliers. Only one
of the companies mentions possible partnerships, but the information is vague and does not
meet the requirements outlined in the draft.

Due to this underdevelopment of value chain impacts and risks in the analysed reports,
companies will require a great deal of quantitative and qualitative effort to report on impacts
and risks along the value chain. This will be further compounded as the draft of the standard
requires not only the information to be related and consistent with the corresponding finan-
cial statements, but also the company to disclose information on third party companies and
partnerships. Also, showing value chain information will be more difficult for certain sectors
such as the financial sector, where the value chain is not clearly delineated.

e. Time horizons

The SR is mostly referred to the same financial year as the financial information report.

The information they present refers to a single financial year. Only 3 companies compare some
indicators with respect to previous financial years. Another 3 set emission reduction targets
for future years. But none of the reports use base years for indicators.

Reports, apart from those of 3 companies, do not usually set objectives in a specific time ho-
rizon. They do not use their own definitions of short, medium and long term despite the fact
that some companies have an operating cycle that does not correspond to a calendar year, e.g.
real estate companies whose main activities are carried out over the long term.

f. Preparation and presentation of sustainability information

Section six of the standard requires the disclosure of one year of comparative information for
all metrics disclosed in the current period. As noted above, the SRs do not present metrics
that reliably measure sustainability impacts and risks, and only 3 of the companies present
comparative information on some specific indicators with respect to previous years. One of
these reports refers to the Grebz ranking and compares the results of the last three financial
years with a single indicator.

Any report discloses changes in the used metrics or reports changes made in the disclosure
of sustainability information compared to previous periods. This complicates comparing the
sustainability of the information over time.

As mentioned in the value chain section, reports do not disclose impacts and risks, nor
do they report estimated information or information drawn from secondary sources, so no
sources are established and the possible uncertainty of the metrics is not highlighted.

Likewise, no reference is made to conditions occurring after the closing period that may
affect the information disclosed. No potential reporting errors in prior periods are reported.

Biotechnology and renewable-energy companies collect information about their intellectual
property, and knowledge and innovation results. More specifically, one of the cosmetics
companies reports two products as results of their research, and another one details the
development of clinical trials. The other sectors do not provide information about intellectual
property, know-how or results of innovation.
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g. Structure of sustainability statements

The structure of the analysed SRs is not homogeneous. In this respect, the LSME ESRS may
provide an opportunity to achieve a more homogeneous sustainability disclosure in terms of
structure and content. We believe that it will significantly improve comparability and clarity
of the disclosure.

At present, SRs do present various sections that make it possible to distinguish the different
dimensions of sustainability, which facilitates the understanding of the information present-
ed. It is true that the sector in which the company operates seems to influence the length
and structure of the reports. In this way, companies in the energy sector present a greater
amount of information and usually refer to generally accepted standards such as GRI and
take as a reference some of the aspects proposed in the regulations on non-financial in-
formation and integrated reporting. The reports mostly present information about the three
dimensions of corporate sustainability.

h. Linkages with other parts of corporate reporting and connected information

As a result of the materiality of sustainable information principle, the LSME ESRS estab-
lishes the need to present connections between the information contained in the financial
statements and in the SRs. In this way, sustainability information could refer to the content
of other reports, such as the Management Report, the Financial Statements, the Corporate
Governance Report, among others. In addition, reference could be made to the Eco-Man-
agement and Audit Scheme (EMAS) report. However, these parts of the draft are optional
for the company. The unigque requirement is to ensure cohesion and not to impair readability
by including such references.

The draft of LSME ESRS also mentions that the information could also be linked to financial
information. This is presented as an option for companies, which, in the case of presenting
monetary amounts and other quantitative data, should establish clear and concise refer-
ences in line with the standard, including references to the paragraph in the accounting
statement where such information can be found.

This optionality could cause that many companies do not disclose quantitative information
or do not refer to other financial information. In the analysed reports, only 2 companies
present quantitative information referring to the expenditure of their philanthropy activity.
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4 Section?.
General Disclosure

Table 5 shows the content included in the LSME ESRS about General Disclosure as well
as the companies that disclosed such information in their reports in 2021.

/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content No. Of. Companies
companies

1. BASIS FOR PREPARATION

Enerside
Insur

DR BP-1 - General basis for preparation of the sustainability statements 5 Libertas 7
Realia
Solaria

Enerside
Insur

DR BP-2 - Disclosure in relation to specific circumstances 5 Libertas 7
Realia
Solaria

2. GOVERNANCE

DR GOV-1 - The role of the administrative, management and supervisory
bodies

Composition and diversity:

Ecoener
Enerside
Insur
Executive-non executives 7 Libertas 7
Mondo TV
Realia
Solaria

Representation of employees and other workers 0

Enerside
Libertas 7
Oryzon
Realia
Solaria
Vytrus

Experience relevant to the sectors, products and geographic locations 6

Ecoener
Enerside
Insur
Libertas 7
Oryzon
Realia
Solaria
Vytrus

Percentage by gender and other aspects of diversity 8
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content No. °f. Companies
companies
Ecoener Enerside
Insur
Percentage of independent board members 7 Libertas 7
Mondo TV
Solaria
Roles and responsibilities:
Ecoener
Enerside
Insur
. . Libertas 7
Identify of bodies 8 Mondo TV
Realia
Renta Corporacién
Solaria
Ecoener
. , . . L . Enerside
Description of management's role in assessing and managing impacts and risk 4 Realia
Solaria
How the bodies oversee the setting of targets related to material impacts and risk, 2 Enerside
and how monitoring the progress toward them Realia
A brief description of how the bodies ensure the availability of the appropriate skills 2 Enerside
and expertise to oversee sustainability matters Realia
How it relates to the undertaking's material impacts, risks and oportunities 0
Expertise on sustainability matters 1 Enerside
Role of theses bodies related to business conducts
Expertise of theses bodies on business conducts matters 0
DR GOV-2 - Sustainability due diligence
Enerside
. . - - . Libertas 7
Information on how and where the sustainability due diligence process is reflected 5 Orvzon
in its sustainability reporting vz
Realia
Solaria
If the undertaking has not adopted it, it shall disclose the case 0
3. STRATEGY
DR SBM-1 - Market position, strategy, business model(s) and value chain
Ecoener
Enerside
o - . . . Libertas 7
A description of significant groups of products and/or services offered, including 7 Mondo TV
changes in the reporting period Realia
Solaria
Vytrus
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content

Companies

A description of significant markets and/or consumer, including changes in the
reporting period

Ecoener
Enerside
Insur
Libertas 7
Mondo TV
Realia
Solaria
Vytrus

A description of headcount of employees by geographical areas

Ecoener
Enerside
Insur
Libertas 7
Solaria

A description of where applicable and material, products and services under bans

Solaria

The list of significant ESRS sectors in which it operates

Ecoener
Enerside
Insur
Libertas 7
Mondo TV

Where applicable, a statement indicating, together with the related revenues, that
the firm is active in the fossil fuel and chemicals productions

Its sustainability related goal in terms of group of products and services, customer
categories, geographical areas and relationships with stakeholders

Renta Corporacién
Solaria

Vytrus
. . . . . Solaria
An assessment of its current market positions in relation to its goals Realia
- . . L . Enerside
A description of its business model(s) and value chain, including its inputs, Mondo TV
outputs, and outcomes (in terms of current and expected benefits for its Solaria
stakeholders) and the main feature of value chain, including business actors Realia
DR SBM-2 - Interests and views of stakeholders
If engagement with stakeholders occurs, the undertaking shall disclose a
summarized description:
Enerside
Libertas 7
Categories of stakeholder engaged, how stakeholder engagement is organized, its Realia

purpose and how its outcomes are taken into account

Renta Corporacién
Solaria
Vytrus

How interests and view of stakeholders are related to strategy and business
model(s) (See DR IR-1 of this section)

DR SBM-3 - Material impacts and risks and their interaction with strategy and
business model(s)

Disclosure of material impacts and risks resulting from the materiality analysis,
together with a brief description
The disclosure shall include:

Time horizons for those effects

Enerside
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

related risks that have or may have financial effects

Content No. °f. Companies
companies
Whether material impacts are caused by activities or relationships in value chain 0
How impacts are connected to strategy and business model 1 Solaria
How material risks relate to the undertaking could have financial effects, including 1 Solaria
affecting its business model(s) or strategy, and time horizons for those effects
. . . . Enerside
The effects of material impacts and risks on the strategy and decision-making, .
. . o . 3 Realia
including how the undertaking is responding to these effects Solaria
The financial effects of material risks, specifically: 0
The current and anticipated effects of material risks on its busines model and value 0
chain
A description of where in its value chain material risks are concentrated 2 Er;:lrisalde
How material risks have affected the reported financial performance, financial 2 Realia
position, cash flows Solaria
Changes in financial performance, cash flows, and financial positions over time 0
under the effects of material risks
Enerside
Changes to the material risks compared to the previous reporting period 3 Realia
Solaria
Specification of those impacts and risks that are covered by draft as opposed to
- . P 0
these covered by additional entity specific disclosure
Voluntary Disclosure SBM-4- Material opportunities
Oryzon
. . . . ) . Realia
Financial opportunities that have or are likely to have financial effects 4 Solaria
Vytrus
. . G S Oryzon
A description of the opportunity, how it originates, the sustainability matter to .
R . . 3 Realia
which it is linked and time horizon .
Solaria
How it results in financial effects 0
The actions that the undertaking has put or plans to put in place to pursue the 1 .
opportunity Solaria
4, IMPACT AND RISK MANAGEMENT
4.1. DISCLOSURE ON THE MATERIALITY ASSESSMENT PROCESS
DR IR-1- Description of the processes to identify and assess material impacts
and risks
An overview of the process to identify, assess and prioritise the undertaking .
. s . . . Enerside
potential and actual negative impacts based on their relative severity and 2 .
o Realia
likelihood
An overview of the process used to identify, assess and prioritise sustainability 0
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content No. °f. Companies
companies
An explanation of how the undertaking has determined the material information
related to its material impacts and risks, including the use of criteria of section 1 1 Enerside
chapter 3.2
Describe the process to identify an assess material impacts and risks in relation to
the following matters:
Environment matters
Enerside
a) Climate change (emission, physical and transition risks) 3 Libertas 7
Solaria
b) Pollution (methodologies, assumptions and topics used to screen its site
. ) P . . . . Ecoener
locations and business activities in order to identify actual and potential pollutions 2 .
: e Solaria
risks) and affected communities
c) Water and marine resources (methodologies, assumptions and topics...) 1 Solaria

d) Biodiversity and ecosystems (assessment criteria applied, systemic risks to
business or society, affected communities, time horizon, how it analysis scenario)

e) Resource use and circular economy (methodologies, assumptions and tools used
to screen its assets and activities in order to identify its actual and potential risks) 1 Solaria
and affected communities

Social and human rights matters

f) Own workforce

Description of workers subject to material impacts, whether they are workers or 3 :Ennseurrs,lde
third parties or suppliers. Solaria
Description of whether the risk is systematic or linked to a context or linked to 0
individual accidents.
Material risks for the company derived from its workforce, risks for the worker
derived from plans to reduce the material impact. Impacts, risks and opportunities 0
arising from job creation. Operations with a high risk of accidents.
Operations with risk of child labor - by type of operation or region where the 0
company operates

g) Workers in the value chain 0
Impacts on workers in the value chain derived from the strategy and business 0
model
Dependency relationships with workers in the value chain 0
A brief description of the types of workers, including possible situations of 0
vulnerability
Any geographic or other factor that poses a significant risk of child labor 0

h) Affected communities

Ecoener
Types of communities 4 Enerside
e Mondo TV
Solaria
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content No. °f. Companies
companies

In case of material negative impacts, whether they are widespread or systematic in 0

contexts or whether they are related to individual incidents

How affected communities with a particular characteristics or those living in .

/ 1 Solaria
particular contexts
i) Consumer and/or end-user

Insur

Types of consumers 3 Mondo TV
Realia

Products inherently harmful 0

Services with potentially negatively impact on rights to privacy, personal data 0

protection, freedom of expression and non-discrimination

Consumer or user who are dependent on accurate and accessible product related

information, such as manual and product labels, to avoid potentially damaging use 1 Realia

of products

Consumer particularly vulnerable to health or privacy impacts 0

In case of material negative impacts, whether they are widespread or systematic in 0

contexts or whether they are related to individual incidents

Any material risks for the business arising from impacts and dependencies on 0

consumers and users

Potential financial effects of material risks arising from environmental related 0

impacts

A quantification of the potential financial effects in monetary terms, or where 0

impracticable qualitative information

A description of the effects considered, the impacts to which they relate and the 0

time horizons

The critical assumptions used in the estimate, as well as the sources and the level 0

of uncertainty

Financial effects 0

For potential financial effects arising from material physical and transition risk and

potential climate-relate opportunities, the undertaking shall refer to DR E1-5 in 0

topical section 3 of this draft

4.2. REPORTING ON SUSTAINABILITY TOPICS COVERED
DR IR-2 - Topics covered by the undertaking's sustainability statements

Ecoener
Enerside

Include a list of the disclosure requirements complied with in preparing the Ir!sur

L . - 7 Libertas 7

sustainability statements, following the outcome of the materiality assessment Oryzon
Realia
Solaria

When all the disclosure requirements in a topical section are omitted as the
topic is assessed no to be material for the undertaking, undertaking shall report 0
a brief explanation of the conclusions of its materiality assessment for the topic
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content No. °f. Companies
companies
4.3. REPORTING ON POLICIES, ACTIONS AND TARGETS
DR IR-3- Policies adopted to manage material sustainability matters
Polices adopted to manage climate change irrespective of the outcome of its Eﬁgfgg;
materiality assessment, following the content of this disclosure requirement 4 .
. Libertas 7
related to climate change .
Solaria
Information about other topics only when it concludes that such topic is material 0
Disclosure do not disclosure adopted policies 0
Disclosure polices it has adopted to manage its material impacts and risks related 0
to:
Ecoener
a) Environmental matters 4 Enerside
Insur
Solaria
Ecoener
Enerside
b) Social and human right matters 5 Insur
Solaria
Realia
DR IR-4 - Actions and resources to manage material sustainability matters
Ecoener
. . . . . . . Enerside
Information on its actions implemented to manage climate change irrespective of
. - f . Insur
the outcome of its materiality assessment, following the content of this disclosure 6 Libertas 7
requirement related the climate change .
Realia
Solaria
Information about other topics only when it concludes that such topic is material 0
Disclosure do not disclosure adopted actions 0
Disclosure its actions and resources related to: 0
Ecoener
Enerside
a) Environmental matters 5 Insur
Realia
Solaria
Ecoener
Enerside
b) Social and human right matters 5 Insur
Realia
Solaria
Disclosure the following information for each identified actual or potential material 0
negative impact:
a) List of key actions taken in the reporting year and planned for the future, and
. 1 Ecoener
their expected outcomes
b) The scope of the key actions 1 Ecoener
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/l// TABLE 5 Information disclosed by SLSMEs on Section 2. General Disclosures

Content No. °f. Companies
companies
c) The time horizons under which the undertaking intends to complete each key
. 1 Ecoener
actions
d) if applicable, key actions taken to provide for an cooperate in or support the 0
provision of remedy for those harmed by actual material impacts
e) If applicable, quantitative and qualitative information regarding the progress of 0
actions or action plans disclosed in prior periods
Explanatory information, where the ability to implement the actions or action plan 0
depend on specific reconditions (e.g. Financial supports)
Explain how significant monetary amounts relate to the most relevant amounts 0
presented in the financial statements
DR IR-5 - Targets to manage material sustainability matters
When the undertaking has set targets, it shall disclosure the following information:
Enerside
a) Environmental matters 3 Insur
Solaria
b) Social and human right matters 2 Enerside
Insur
DR IR-6 - Processes for engaging with own workers in the value chain, affected
communities, consumers and end-users, and their representatives about impacts
The undertaking shall disclosure wheather and how the perspectives of its own Enerside
workforce, workers in the chain value, affected communities, and consumer and 4 Oryzon
end-user inform its decisions or activities aimed at managing the actual and Realia
potential material impacts on them Solaria
This shall include an explanation of:
Whether engagement occurs directly or their legitimate representatives, or with 2 Enerside
credible proxies that have insight into their situation Realia
The stages a which engagement occurs, the type of engagement and frequency 0
Where applicable, any agreements that the undertaking has with worker's
representatives related to the respect of human rights, any agreements that the 1 Solaria
undertaking has with global union federations related to the respect of human
rights of worker in chain value.
DR IR-7 - Processes to remediate negative impacts and channels for own workers,
workers in the value chain, affected communities, consumers and end-users to
raise concerns
Describe the process in place to cover the matters defined. Objective section by
disclosing the following information:
a) Its approach to and processes for providing or contributing to remedy,
including whether and how the undertaking assesses that remedy provided is 0
effective
b) Channels it has in place to raise their concerns or needs, or if the undertaking 2 Insur
participates in any industry wide initiative that provides such a channel Realia
If the undertaking has not adopted a channel for raising concerns, it shall disclose 0

this to be the case
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a. Basis for preparation

The objective of the requirements in this section is to understand how the company pre-
pares its SRs.

To that end, the standard requires the company to report whether the information it presents
is at company or at group level, and whether the scope of the sustainable consolidated in-
formation is the same as that of the financial information. In this case, based on the analysed
reports, companies report whether the information is at group or at individual® level.

On the other hand, the standard requires the company to report on the coverage of the value
chain (whether it omits information upstream or downstream); whether it omits information
about intellectual property; or whether it has used the disclosure exception about "disclo-
sure of impeding developments or matters in the course of negotiation". None of the reports
analysed (SLSMEs) mention these facts.

In addition, with respect to information requirement BP-2 - Disclosures about specific cir-
cumstances, companies often contextualise information in relation to specific circumstanc-
es such as their main activity, growth situation, recent stock exchange listing, etc. Regarding
time horizons, value chain estimations, sources of estimations and outcome uncertainty,
changes in the preparation and presentation of information, and other disclosure presented
in relation to generally accepted norms and standards, the draft LSME ESRS refers to Sec-
tion 1, which we have already discussed.

b. Governance

Firstly, the LSME ESRS establishes the need to disclose information about the diversity
and composition of corporate governance bodies. In this regard, it establishes the need to
disclose their composition in terms of executive and non-executive members; employee
representation; experience or background in the sector, product or area; gender and other
diversity; and independent members in the Board of Directors.

The reports about the level of detail of gender diversity in the composition of the Board
(8/10) are of particular note. In addition, a significant number (6/10) of the companies men-
tion the previous experience and training of their Board members. However, only 3 provide
data or verifiable qualitative information. To a lesser extent, companies provide information
about employee representatives. Finally, in 7 cases companies have identified independent
board members.

With regard to the paragraphs of the standard referring to roles and responsibilities, 8 re-
ports include information about bodies or committees established to manage sustainability
issues such as CSR Committees, Health and Safety Committees, Audit Committees, Ethics
Committees, etcetera. However, in a much lower proportion, only 2 companies explain the
responsibilities assumed by these committees, and only one report details how these bodies
oversee and monitor impacts and risks. Information about the experience of their members
or about their influence in business and corporate affairs is not provided neither.

2 This diagnostic was carried out considering LSME ESRS version 2.1 which did not specify that the LSME ESRS was intended for individual
reports. Therefore, consolidated reports were considered as long as the group as a whole did not exceed 250 employees.
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c. Strategy

Most companies provide a brief description of the products they offer, the markets and their
consumers. Half of them provides a description of employees by geographic area. They also
mention, very broadly and without any detail, sustainability objectives respecting to some
of their stakeholders.

Except for 1 company, all of them mention their main stakeholders, but do not categorise
or develop them. All sustainability reports mention the importance of fostering stakeholder
relations, and many of them talk about the establishment of communication channels that
captures stakeholder demands in terms of organising engagement and participation mech-
anisms. On the other hand, there are four companies that point out the importance of taking
their stakeholders into account and of integrating their demands into the business strategy.

Information about stakeholder participation is presented as an opportunity to improve the
competitive position thanks to the offer of sustainable products as a proposal to identify,
avoid or diminish possible risks and impacts of business activity. Nevertheless, only one of
the reports makes reference to how the company's activities could affect sustainability in
terms of risks and impacts, but only as a mere mention and without meeting the reporting
requirements set out in Section 1.

Regarding the opportunities presented, they are not valued in financial terms, the principle of
double materiality is not accomplished, and the relevant information about the opportunity
is not provided: e.g. no time horizon or planned actions to achieve it are determined. Most
opportunities are only mentioned.

d. Impacts and risks

Among others, Section 1 defines the following concepts: processes, policies, actions, metrics
and targets. The reports use definitions that are in line with those given in the LSME ESRS.

Regarding impacts and risks, SLSMEs do not report on the process of identifying and as-
sessing potential and actual risks and impacts based on the severity and likelihood criteria in
Section 1, and they do not report on how they prioritise risks and impacts or how companies
determine material information regarding risks and impacts neither.

SLSMEs that mention their processes for identifying and assessing material impacts and
risks do so in relation to the following issues: financial reporting processes (6/10). Less than
half of the companies (4/10) report on other types of processes and most refer to processes
related to operations and human resources. Regarding the workforce, the selection and
promotion processes under principles of equality and justice are mentioned. However, it
does not identify possible workers who could suffer harm, nor the activities of greatest oc-
cupational risk, and it does not include other information on human rights required by the
LSME ESRS. There are only 2 companies that disclose, in a generic way, the establishment
of a control model to assess risks based on their evaluation and probability, but only one of
them expressly states that with this system it aims to avoid environmental and reputational
damage and impacts.

In terms of policies, the LSME ESRS requires the disclosure of information relating to policies
adopted on climate change management. The company must disclose other sustainability
issues if they are material. The analysed SRs present CSR, ethics and sustainability policies,
but these policies are only developed in 4 cases.
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The policies that are most widely disseminated are related to corporate governance, such
as anti-corruption, equality, tax and transparency policies. Regarding currently adopted and
disclosed policies related to the environment, they report on more environmentally friendly
products (a real estate company that builds more sustainable buildings, local-architecture
friendly, and more efficient in terms of emissions and energy). Few reports mention policies
on resource efficiency, biodiversity protection, and the promotion of a circular economy.
Specifically, they report those related to clean energy. With regard to workers, there are
references to health and safety policies. Regarding communities, one of the companies
mentions policies related to the allocation of financial resources to its foundation.

Finally, in the SRs, companies disclose information related to resources and actions to im-
prove sustainability in environmental, social and human rights issues. Nevertheless, they do
not usually report on actions or plans to identify, control, prevent, mitigate or solve actual or
potential negative impacts. As noted in the section on materiality, companies do not report
on their impacts and risks and, therefore, they do not disclose processes, resources and
actions to manage them.
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5 Section3.
Environment

In general, after looking at the content required by the LSME ESRS and what the compa-
nies in the sample disclose, we note that there is a relevant absence of the content that is
intended to be required in the version 2.1 of the draft. The three renewable energy companies
(Ecoener, Enerside and Solaria) are those that disclose more information. The only one that
follows the LSME ESRS more closely is Enerside.

In the rest of the cases, companies basically make a declaration of intent of their commit-
ment to the environment, but they do not explicit their sustainability and energy transition
plans.

The metrics used by companies are basic and simple, almost limited to energy, water and
paper consumption, and only in four cases GHG Scopes 1, 2 and 3. are measured.

Any report shows any indication of the short-, medium- and long-term financial effects of
environment-related risks and opportunities.

There is no mention of the identification of material risks in any of the reports neither.

In most cases, past, present and future efforts to prevent and/or mitigate negative impacts
are not reported. Some companies like Mondo TV do indicate some measures such as re-
planting trees.

The metrics used and the companies that include them in their SRs could be seen in Table
6 for each of the topics and disclosure requirements.
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/ll/ TABLE 6

Information disclosed by SLSMEs about Section 3. Environment

Topic DR Metrics used No. of companies ~ Companies
Total energy consumption Ecoener
oy P 3 Enerside
from renewable sources .
Solaria
Total energy production
(GWh/year) 1 Ecoener
Ecoener
. dmi Enerside
Energy consumption and mix Total energy Insur
. 6 .
consumption Libertas 7
Real Estate
Solaria
Ecoener
Total energy consumption 3 Enerside
from fossil sources Solaria
E1. Climate change
Ecoener
Gross Scope 1 3 Enerside
GHG emissions Solaria
Gross Scope 2 E°°e'?er
o 3 Enerside
GHG emissions Solaria
Gross scopes 1,2,3 and Total
H issi .
GHG emissions Gross Scope 3 2 Enerside
GHG emissions Solaria
Ecoener
Total GHG emissions 4 Enerside
Insur
Solaria
GHG removals and GHG Ecoener
e . GHG removals .
mitigation proyects financed . 2 Solaria
. CO, emissions
through carbon credits 2
E2. Pollution 0
Ecoener
. Enerside
E3. Water and marine . .
Water consumption Water consumption 5 Insur
resources .
Libertas 7
Solaria
E4. Biodiversity 0
Ecoener
Enerside
Paper consumption 5 Insur
Resource inflows Libertas 7
Solaria
E5. Resource use and Tonner consumption 1 Ecoener
circular economy
Total amount of wasted 2 Enerside
generated Solaria
R infl -
esource intlows Waste classification (type of
Ecoener
waste; hazardous and non- 2 .
Solaria

hazardous waste)
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None of the companies in the sample include the information required in the standard in
relation to "Pollution (E2)" in their SRs. In fact, they do not present any metrics on these
issues.

Under the topic "Water and marine resources (E3)" only 5 SLSMEs report on water
consumption. Some of the companies make a breakdown of the water used in offices and
facilities, and some of them compare it with a previous year. In this respect, there is no
mention of water consumption from areas with water stress problems. They do not indicate
the methodologies used for calculating it nor the part of the estimates that is actual con-
sumption neither.

Regarding "Biodiversity and ecosystems (E4)", only one of the SLSMEs mentions it, but
in a very generic way. In this respect, this company's report explains the general policy and
indicate that an environmental impact report and an environmental and landscape integra-
tion plan are drawn up before to carrying out projects. In this sense, it gives an example of
a project and specifically assesses the measures that were carried out.

Finally, with regard to "Circular Economy (E5)", half of the SLSMEs report on paper con-
sumption, although only one reports on some other material consumption, in particular toner.

On the other hand, only 2 companies estimate the waste generated and differentiate it, al-
though they are based on different criteria. Only in one case a comparison with the previous
year is presented.
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6 Section4.
Social

The LSME ESRS sets out four topics on which SLSMEs should include information in the
SR referring to issues related to the company's employees, employees of companies in the
value chain, affected communities and, finally, consumers and users.

Regarding the information included in the analysed reports on these issues, the main evi-
dence obtained is included in Table 7.

//// TABLE 7 Information disclosed by SLSMEs on Section 4. Social

No. of

Topic DR Metrics used . Companies
companies
Ecoener
Enerside
Insur
Total number of employees 7 Libertas 7
Mondo TV
Realia
Solaria
o Total number of employees Ecoer}er
Characlterlstu:s of the breakdown by country 3 Eners@e
undertaking's employees Solaria
Enerside
Total number of employees 5 Insur
breakdown by gender Libertas 7 Mondo TV
Solaria
Percentage of employees Ecoener
breakdown by full-time and part- 3 Enerside
S1.0wn time Solaria
workforce
Characteristics of non-
employee workers in the 0
undertaking's own employees
Percentage of employees
covered by collective bargaining 1 Solaria
agreement
Collective bargaining coverage
and social dialogue
Current collective bargaining I.Ecoener
3 Libertas 7
agreement .
Solaria
Adequate wages Average wages 1 Solaria
Social protection Total number of employees 1 Insur

covered by social protection
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/l// TABLE7 Information disclosed by SLSMEs on Section 4. Social

Topic DR Metrics used No. Of. Companies
companies
Enerside
Average number of training hours 4 Insur
per employee Libertas 7
Solaria
Training and skills o Enerside
development indicators Total number of training hours per 4 Insur
year Libertas 7
Solaria
Average numbgr of training hours 1 Libertas 7
per professional category
Average number of work-related Ecoener
injuries per non-employees in the 3 Libertas 7
undertaking's own force Solaria
I Average numbers of
Health and safety indicators 9 1 Ecoener

Incidents per year

Average number of incidents
per non-employees in the 1 Solaria

S1.0wn undertaking's ownn force

workforce

Compensation indicators (pay Gender pav-a 2 Libertas 7
gap and total compensation) pay-gap Solaria

Incidents, complaints and
severe human rights impacts Total number of complaints 1 Libertas 7
and incidents

Insur
Percentage of employees at top .
level management breakdown by 4 Libertas 7
ender Mondo TV
9 Solaria
. G Insur
Diversity indicators (*) Percentage of employees at top .
level management breakdown by 4 Libertas
age Mondo TV
9 Solaria
Percentage of disabled employees 1 Libertas 7
Work-life balance indicators (*) ~ ----- 0

(*) Voluntary.

At the general level of each topic, it is worth noting that the most disclosed content is related
to the employees themselves.

Regarding the detailed analysis of the information included in the reports in relation to "Own
workforce/own workers (S1)", we highlight several issues.
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In general, most companies do not comply with the S11 information requirement on work-
force characteristics. In 7 companies (SLSMEs), information on the number of employees
is included, in 5 companies it is broken down by gender, and only in 3 companies it is
segmented by country and the percentage of full-time and part-time workers is indicated.
However, the methodologies used for the calculation are not mentioned in any case.

With regard to the sub-topic "Collective bargaining coverage and social dialogue", most
SLSMEs do not comply with this information requirement. Only one company (Solaria) dis-
closes information about the applied agreements and the percentage of workers covered by
them. Only three companies disclose information about some applicable agreements, one
of which (Libertas 7) does not indicate the percentage, but it does indicate the number of
workers covered by these agreements.

Regarding "Adequate wages", it should be noted that this information requirement is not
present in the company reports. Half of the companies disclose this information, but only
state that they have an equal and fair remuneration policy. However, they do not provide
data that would allow us to contrast these facts. Only one company provides information
about average amounts paid.

On the other hand, 8 companies mention "Social Protection" and state that they have health
insurance. Only 1 company mentions that it provides health insurance in those countries
where there is no public health insurance. Furthermore, only Insur gives information about
the number of workers covered by such insurance. However, there is no information about
the insurance coverage, nor about whether workers are covered for sick leave, unemploy-
ment, job loss, maternity leave or retirement.

Regarding the requirement to disclose information about training and education pro-
grammes for employees, 8 companies mention that they have training plans or training days.
However, only 4 companies (Enerside, Insur, Libertas 7 and Solaria) mention the number of
training hours and the average number of hours per employee. And of these, only Libertas 7
makes a breakdown of training hours by professional category. Nevertheless, none of them
give a breakdown of average training hours by gender.

In case of the "Health and safety indicators", 8 companies mention their occupational risk
prevention systems, but only Ecoener, Libertas 7 and Solaria disclose the number of occu-
pational accidents. In the case of Solaria, information is provided on whether these accidents
involve contracted or subcontracted staff. Enerside and Insur do not report the total number
of occupational accidents, only serious ones. Only Ecoener measures the ratio of accidents.

No company in the sample discloses information about the number of working days lost due
to accidents or common illness of its workers.

Regarding the "Compensation indicators (Pay gap and total compensation)" 2 companies
mention the gender pay gap. None of them refers to compensation policies or measures.

Only one company discloses incidents, complaints, and severe impacts of human rights
abuses.

The inclusion of "Diversity indicators" (voluntary) in the reports is rather poor. Of the com-
panies analysed, 4 disclose information on the percentage of workers distributed by gender
and age. Only 2 companies provide information on the number of workers with disabilities
in the workforce, and one of them does not calculate the percentage and states that it has
1 worker with more than 33% disability (Mondo TV).

On "Work-life balance indicators" (voluntary) SLSMEs” SRs mention the degree of compli-
ance with social security legislation and the employee welfare and work-familiar life balance
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policies in a generic way. No company discloses information about the percentage of em-
ployees covered by family benefits.

In view of the information disclosed in the SRs of SLSMEs on "Own workforce/own em-
ployees (S1)", it can be noted that companies disclose information on these requirements,
but do not comply with the AR of the LSME ESRS draft. The analysis carried out suggests
that these companies can meet these requirements as they have internal information on
these items, and it would not be a significant effort for them.

As regards "Value chain workers (S2)", currently no SLSMEs complies with the DR of the
draft. We can mention some brief and simple references in the SRs. In this way, Ecoener
refers to avoiding risks by establishing policies regarding suppliers and the protection of
human rights. Enerside, for its part, establishes monitoring and compliance human rights
policies. In the case of Libertas 7, it indicates that its suppliers comply with labour legislation.
Solaria mentions their responsible management of the value chain. However, the difficulty
of disclosing information from third parties and the few developments of current standards
may explain this lack of information about workers in the value chain.

Regarding "Affected communities (S3)", 8 SLSMEs develop a policy statement towards
communities and mention the need to establish relations with them. However, only 3 com-
panies indicate how managing risks and impacts on communities (Ecoener, Realia and
Solaria). Nevertheless, in no case are the material information requirements accomplished.

Finally, with regard to "Consumers and users (S4)", only 2 of the SLSMEs mention sys-
tems to prevent damage (Solaria and Libertas 7). It is more frequent to find companies that
present systems for claims and complaints. In most cases, there is a mention about the
communication channels established with consumers and users.
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7 Sectionb.
Business Conduct

As regards the last section "Business Conduct", currently the content that the LSME ESRS
draft requires companies to disclose is rather limited compared to the other sections of the
document.

Table 8 provides details of the information that was incorporated in the 2021 SLSMEs” SR
in this respect.

//// TABLE 8 Information disclosed by SLSMEs on Section 5. Business conduct

Topic DR Metrics used No. of companies Companies
Ecoener
Enerside
Insur
. . Libertas 7
Audit committee 8 Mondo TV
Realia
Renta Corporacion
Solaria
The role of the Ecoener
ESRS 2 admlnllstratlve, Appointments and remuneration Insu_r
supervisory and committee 5 Realia
GOV-1 Renta Corporacion
management p
bodies Solaria
Econer
ESG committee 4 Egjlgs:ge
Vytrus
Enerside
Compliance committee 4 Lit:gfgs 7
Solaria
Description of
the processes Ecoener
ESRS 2- to identify aqd Enerside
assess material --- 4 Mondo TV
IRO-1 . .
impacts, Realia
risks and Solaria
opportunities
The undertaking ha§ |mp|em§nted a code 1 Enerside
conduct with suppliers
Management Ecoener
G1-2 Of_ relation§hip The undertaking discloses information on Enerside
with suppliers its purchasing practices/procedure and 5 Realia
whether it considers also ESG criteria Renta Corporacion
Solaria
Ecoener
Information about procedures in place to Enerside
Prevention and prevent, detect, and address allegations 5 Libertas 7
detection of or incidents of corruption or bribery Realia
G1-3 corruption or Solaria
bribery Number of sanctions Number of fines Enerside
for violation of anti-corruption and anti- 3 Libertas 7
bribery laws Solaria
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/l// TABLE 8 Information disclosed by SLSMEs on Section 5. Business conduct

Topic DR Metrics used No. of companies Companies
Political
influence 0

G1-5 and lobbying
activities

The information requirement GOV-1 “The role of the administrative, supervisory and
management bodies” establishes the obligation to disclose aspects related to the role of
administrative, supervisory and management commissions in the business conduct. Also,
the company must disclose the experience of the members of these committees.

Currently, most of the SLSMEs that disclose sustainability information indicates in their
reports the bodies that are responsible for the administration and management of business
conduct. Specifically, 9 companies report on the bodies that improve ethical and business
conduct. Commissions and committees linked to the Board of Directors such as Audit Com-
mittees predominate in 8 reports and Appointment and Remuneration Committees in 5
cases. CSR and ESG committees are also mentioned in 4 cases. However, with regard to
the experience requirement, none of them refers to the experience of their bodies in such
matters, but they do mention the functions of these bodies.

The section IRO-1 “Description of the processes to identify and assess material im-
pacts, risks and opportunities” requires the disclosure of criteria used to assess mate-
rial impacts, risks and opportunities, including location, activities, sector and operations.
Currently, SLSMEs do not generally disclose information on impact and risk assessment
processes. Only 4 companies report on some processes related to key business activities
such as employee management, financial information disclosure, or collective complains
(Ecoener, Enerside, Solaria and Realia). Finally, Mondo TV mentions risk identification sys-
tems and Enerside speaks about the implementation of "Integrated Management Systems".

Regarding the disclosure requirement G1-2 “Management of relationship with suppli-
ers”, two companies mention how they take ethical and legal criteria into account in their
supplier selection practices (Realia and Solaria). Ecoener and Insur mention the inclusion
of clauses in contracts with suppliers to ensure compliance with laws and ethical conduct.
Enerside establishes policies in relations with suppliers including contractual conditions that
guarantee human rights and the company's code of conduct. They point out that they aim to
extend the sustainability criteria they have to their suppliers (Realia and Renta Corporacién).
However, none of the analysed companies disclose information about how they assess the
performance and practices of their suppliers.

Under the heading G1-3 “Prevention and detection of corruption or bribery”, S_LSMEs are
required to disclose information about the assessment of the effectiveness of actions taken
to deal with infractions of anti-corruption rules and procedures, and about the number of
sentences and fines for violations of these rules.

Currently, 5 companies have policies or establish some measures and procedures that ad-
dress the issue of corruption and bribery. There is no mention of mechanisms to assess the
actions implemented to prevent these practices. Some actions to prevent corruption and
bribery, and other legal and tax-related issues are discussed. Three companies report that
they had not or only had a limited number of complaints related to these practices.
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Finally, with regard to the information requirement G71-5 “Political influence and lobby-
ing activities”, only Enerside expressly states that it does not make contributions to these
groups. At present, the analysed Spanish companies do not disclose this type of information,
as there is no cultural tradition in Spain of making such contributions to political parties,
unlike, for example, what happens in the USA. Some of the companies do mention that they
make philanthropic donations to NGOs, foundations or similar entities.
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8 Final Remarks

Once we have analysed the content of the SRs issued by the ten SLSMEs in the sample and
we have compared it with the information that they must include in these reports when the
LSME ESRS comes into force, it has become clear that the current state of sustainability
disclosure by these companies can be described as incipient in most sections of the draft.

In general, we have identified a lack of reporting on some issues:
« Identification of plans, actions and strategies.
*  Quantification of the financial impact of risks and opportunities.
«  Description of the methodologies applied for the calculation of the different metrics.
* Interconnection with the information contained in the Financial Statements.

We also have to add all the disclosure requirements included in the LSME ESRS that we
have not found in the reports, as detailed in the previous sections.

This implies that the effort that SLSMEs will have to make to comply with the LSME ESRS
will be considerable. Firstly, they will have to allocate resources and time to conduct a double
materiality analysis. Secondly, if the issues are material, they will have to make significant
investments in their systems to obtain the information and prepare it to meet the disclosure
requirements of the standard.

Perhaps the only aspects that may be less costly are, on the one hand, those related to
the information to be disclosed about their own employees, since we understand that the
current information systems of the companies already have the necessary data, and on the
other hand, those related to the information about the administrative and supervisory bodies,
since the CNMV already requires them to disclose these aspects.
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