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The EU's Corporate Sustainability
Reporting Directive (CSRD) sets
out detailed sustainability-related
disclosure obligations and marks a
significant expansion of the
requirements of the Non-Financial
Reporting Directive (NFRD). This
publication focuses on exploring
the specific effects and implications
this EU directive has for Japanese
businesses. A publication covering
the broader contents of the CSRD
is available here.

SCOPE
There are two scenarios in which non-EU
companies and groups (including

Japanese entities) are affected by the
new sustainability reporting obligations:
(i) where issuers have equity or low
denomination debt securities (less than
EUR 100,000 denomination) admitted to
trading on an EU regulated market; and
(ii) where a non-EU parent company has
subsidiaries or branches in the EU which
meet certain criteria in respect of size (set
out further below).
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Key issues

New sustainability reporting
obligations gradually apply
as of 1 January 2024.

Non-EU undertakings
(including Japanese entities)
may be affected by the
CSRD, if they have issued
securities that are listed on
an EU regulated market, or if
they have European
operations.

The reporting requirements
are complex, and differ
substantially from
obligations under Japanese
laws, rules and regulations.

In certain circumstances, the
CSRD can require Group
level reporting (including in
respect of non-EU
operations).
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Issuers of securities listed on an EU regulated
market

As a result of the amendments to the EU Transparency
Directive made by the CSRD, entities, irrespective of
whether they are based inside or outside the EU, that have
equity or low denomination debt securities (less than EUR
100,000 denomination) admitted to trading on a regulated
market in the EU will have to prepare management reports
that include sustainability reporting drawn up in line with
the CSRD. Listings of such securities on unregulated
markets (for example, multilateral trading facilities such as
the Luxembourg Stock Exchange's Euro MTF Market or
the London Stock Exchange's Professional Securities
Market or International Securities Market) will however not
trigger an obligation to publish a sustainability report in
accordance with the CSRD.

The phased implementation of sustainability reporting
obligations for issuers with relevant securities listed on an
EU regulated market is as follows:

e Financial years starting on or after 1 January 2024
(i.e. the Japanese financial year starting on 1 April
2024, in respect of which the first report will be
due in 2025): Issuers that are "large undertakings" or
"large groups" (as defined below) and that have an
average of 500 or more employees.

A "large undertaking" or "large group" is an entity or
group of entities exceeding two of the three following
criteria as of each of the balance sheet dates for the
last two consecutive financial years: (a) a balance
sheet total (total assets) of EUR 25 million (or its
equivalent in other currencies; same applies below);
(b) a net turnover of EUR 50 million; and (c) 250
employees on average during the financial year.
Large groups are assessed against these thresholds
on a consolidated basis.

e Financial years starting on or after 1 January 2025
(i.e. the Japanese financial year starting on 1 April
2025, in respect of which the first report will be
due in 2026): All other issuers qualifying as a large
undertaking or large group.

e Financial years starting on or after 1 January 2026
(i.e. the Japanese financial year starting on 1 April
2026, in respect of which the first report will be
due in 2027): All other issuers except for micro-
undertakings.
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A "micro-undertaking” is an undertaking not
exceeding the limits of at least two of the three
following criteria as of each of the balance sheet dates
for the last two consecutive financial years: (a) a
balance sheet total (total assets) of EUR 350,000; (b)
a net turnover of EUR 700,000; and (c) 10 employees
on average during the financial year.

Differences in thresholds

As the CSRD is a "Directive" under EU law (i.e., it must be
transposed into national law by each EU member state),
EU member states are permitted to include stricter
provisions than those set out in the CSRD in their national
laws in certain respects. In particular, EU member states
may choose to implement lower thresholds than those set
out above for the relevant definitions. As a result, more
companies may fall in scope in certain EU member states
than in others, and thresholds could ultimately differ
between EU member states.

Subsidiary undertakings or branches within
the EU

If a Japanese company has a subsidiary within the EU, and
such subsidiary falls within the scope of the CSRD (as to
such assessment, please see the full CSRD briefing
available here), the subsidiary will be obliged to prepare a
sustainability report in accordance with the CSRD.

In addition, for financial years starting on or after 1 January
2028 (i.e. the Japanese financial year starting on 1 April
2028, in respect of which the first report will be due in 2029),
where such subsidiary is within scope of the CSRD, if its
ultimate third-country parent company has generated a net
turnover of more than EUR 150 million in the EU in each of
the last two consecutive financial years at group level (or, if
not applicable, the individual level) (the "EU Turnover
Test"), such subsidiary will need to include sustainability
information relating to its ultimate third-country parent
company in its sustainability report.

Separately, if a Japanese company has a branch in the
EU and both (a) the net turnover of such branch was more
than EUR 40 million in the previous financial year and (b)
the Japanese head office satisfies the EU Turnover Test,
then the branch will be obliged to publish a sustainability
report in accordance with the CSRD, and include
sustainability information relating to the head office in its
sustainability report. This reporting obligation also applies
for financial years starting on or after 1 January 2028 (i.e.;
first report due in 2029).
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Complying with the CSRD

The reporting requirements are complex and vary for
different companies in different circumstances. The below
sets out some major noteworthy features of those
requirements.

Reporting requirements

Materiality assessment: First of all, the CSRD requires a
company to only disclose information that it considers
material. One of the crucial elements introduced by the
CSRD is the principle of "double materiality”. Under this
principle, a topic is considered material, if either (i) the topic
has an impact on the reporting company's business (for
example climate change leading to increased occurrence
of natural disasters) known as "outside-in" or "financial
materiality"; or (i) if the company's business has an impact
on a sustainability matter (for example emissions from the
company's operations contributing to climate change)
known as "inside-out" or "impact materiality". This makes
the CSRD distinct from other reporting obligations, such as
those adopted in Japan, which has substantially adopted
the International Sustainability Standards Board Standards
(ISSB). The ISSB takes a single materiality assessment
approach and focuses primarily on what is described
above as financial materiality. As a result, EU entities that
are part of Japanese groups and are reporting in
accordance with the CSRD may need to consider an
additional perspective for their materiality assessment than
their Japanese parent companies or head offices would in
their domestic or other reporting.

Reporting requirements with respect to securities
listed on an EU regulated market: In-scope entities will
need to report against the European Sustainability
Reporting Standards (ESRS) developed by the EU
Commission and the European Financial Reporting
Advisory Group. The ESRS were published in the Official
Journal of the EU on 22 December 2023 and are now in
force, although there are phase-in provisions for some of
the reporting requirements.

Reporting requirements with respect to subsidiary
undertakings or branches within the EU: Sustainability
reports prepared by subsidiaries or branches within the EU
on sustainability matters concerning their ultimate third-
party parent companies, do not need to include all the
elements required for a report prepared by an EU
undertaking but instead separate standards required by the
EU Accounting Directive (as amended by the CSRD) shall
be set out by the EU Commission by 30 June 2024 in a
delegated act (at the time of writing, a delay of two years
has been proposed by the EU Commission, see here).
Such EU-based entity is responsible for publishing the
report and must share information about the net turnover
generated in such EU member state and in the EU by its
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parent (although this obligation can, at the discretion of EU
member states, be included or not, in implementing
legislation and so may ultimately apply in some member
states and not in others).

Disclosure liabilities

Sustainability information, by its nature, often contains
forward-looking statements, and actual outcomes may
differ from expectations set out in such statements. With
respect to sustainability reporting regulations under the
Financial Instruments and Exchange Act of Japan, the
Japan FSA has issued guidelines regarding forward-
looking statements to the effect that if a specific
explanation for the basis on which a forward-looking
statement was made is provided to the extent generally
considered reasonable, a company making such a
statement is notimmediately liable for a misstatement even
if what actually occurs is different from the forward-looking
statement. In contrast, the CSRD does not include a
specific framework for forward-looking statements and
provisions relating to sanctions for breaches are not yet
determined. Instead, they will be determined to a large
extent by individual EU member states in their national
implementation. Again, the result of this is that sanctions
for breaches may vary between EU member states.

Assurance opinions

An assurance opinion on sustainability reporting, including
compliance with the ESRS, is required under the CSRD.
However, the CSRD only provides for so-called "limited
assurance" opinions (although it may shift to full assurance
from 2028) and therefore the level of scrutiny of the
auditor's assessment is not as strict as with regard to
financial statements. The company's management will
bear the ultimate responsibility for any intentional or
misleading information in the sustainability report.

Parental Cooperation

EU subsidiary undertakings or branches that are required
to report group level information are required to request
that their parent non-EU undertakings provide relevant
information for such report to be prepared. In the event the
required information is not provided by the parent, the
subsidiary undertaking or branch is required to publish and
make available a sustainability report containing all the
information in its possession and issue a statement
indicating that the parent did not make the necessary
information available.
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