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ABOUT 
 
 
Aristote is the brand name of a recently created advisory activity I launched to 
help corporates and financial institutions to deal with all regulations related to 
the so called “Sustainable Finance” EU strategy, especially in the fields of risk 
management, disclosures and taxonomy. 
 
In this area, one of the main challenges for companies is to be able to improve the 
communication of information on non-financial risks and opportunities, by 
linking them clearly with their strategy. This implies adopting new developments, 
innovations and good practices in terms of information data and communication, 
both at European and international level. 
 
In parallel to this advisory activity, I teach the economics of climate change in the 
“International Affairs & Development” Master’s Degree of Dauphine-PSL 
University, where I teach Finance since 1992. The course aims to explain global 
warming, biodiversity, the disappearance and depletion of resources, consequent 
public policies, and the impacts this should have on corporate and financial 
institutions business models in a microeconomics perspective. 
 
Based on this background, I believe to be in a position to provide a legitimate and 
experienced-based contribution to the Commission’s work on the revision of the 
2014 Non-Financial Information Directive (NFRD) and more broadly the 
“Renewed Sustainable Finance” project.1 
 
 

Laurent Lascols 
June 8, 2020 

 
  

 
1 After an exchange with the Joint Transparency Register Secretariat (JTRS), as Aristote (i) doesn’t 
represent any clients on behalf of whom it is interacting with the EU institutions, and (ii) has no eligible 
"own activities”, it is not subject to a registration in the EU Transparency Register. 
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EXECUTIVE SUMMARY 
 
 
Thanks to a fitness check recently finalized by the Commission services, but also 
to recommendations of various Institutions of the European Union, the reasons to 
amend the EU Non-Financial Reporting framework are well documented. 
Different expert bodies (EFRAG or Climate Disclosure Standard Board to name 
only two) corroborate the conclusions of EU public authorities on the need to act. 
 
The EU level appears clearly to be relevant to take the lead on the global 
standardization of extra-financial disclosures, and we welcome the initiative of 
the Directorate-General for Financial Stability, Financial Services and Capital 
Markets to launch this public consultation.  
 
We strongly support the idea to replace the current directive by a regulation, 
with the ambition to implement a recognized common European non-financial 
reporting standard, able to become a global one, which requires the legitimacy by 
development and adoption in the public sphere.  
 
To simplify the EU Non-Financial disclosure framework, we make four very 
simple suggestions: 
 
I. Shift to an ESG based taxonomy by using the widely adopted criteria of 

Environment (including climate AND Paris Agreement targets, with a 
clear reference to the compliance with 1.5°C and 2°C IPCC scenarios, but 
also to biodiversity and resource exhaustion issues), Social (covering 
current social, employee issues, human rights, health of employees and 
local communities) and Governance (including bribery and corruption, but 
also tax policy issues, C-level executives and board member 
responsibilities and other governance matters).  
 

II. Unify the standard through the incorporation of the non-binding 
guidelines released in 2017 and 2019, embedding at the same time TCFD 
recommendations and CDP methodology into the mandatory non-financial 
reporting obligations. Such a standard should reinforce the double-
materiality principle by requesting from companies to explicate how they 
define materiality, and which processes they have put in place to identify 
their material environmental, social and governance (ESG) risks. In this 
perspective, they should be obliged to produce a negative statement, 
explaining why some climate, biodiversity and resource exhaustion issues 
are considered as not material. In parallel, standardization efforts at the 
global level should be pursued.  
 

III. Expand this mandatory framework to all companies operating in Europe, 
listed or not (not only public interest entities) as soon as they employ more 
than 250 people, removing at the same time the exemption for 
subsidiaries. We also suggest proposing to SMEs (as defined in most of EU 
legislations as companies with less than 250 employees) a proportionate 
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non-binding framework. Last but not least, we recommend taking into 
consideration the particular case of financial institutions, who are both 
preparers and users of non-financial disclosure information and are also 
subject to many other disclosure requirements. 
 

IV. Give to non-financial reporting the same value as financial one by 
integrating it into the management report with the same assurance 
requirements to what they are for financial reporting.  
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INTRODUCTION 
 
 
In his famous “breaking the tragedy of the horizon” speech2 delivered at 
the Lloyds City Dinner on September 29 2015, Mark Carney said : “Climate 
change is the tragedy of the horizon. We don’t need an army of actuaries to tell us 
that the catastrophic impacts of climate change will be felt beyond the traditional 
horizons of most actors, imposing a cost on future generations that the current 
generation has no direct incentive to fix.” 
 
By adopting the Paris Agreement on climate change3 and the UN 2030 Agenda 
for Sustainable Development4 in 2015, governments from around the world 
finally chose a more sustainable path for our planet and our economy.  
 
In this context, financing the transition to a green and low carbon economy 
consistent with the «well below 2°C» goal set out in the Paris agreement and 
promoting an environmentally sustainable economy are among the major 
challenges of our time.  
 
Beyond the pure climate issue, the current COVID-19 pandemic and its effects on 
valuations of the companies with poor business models is a reminder that crisis 
preparedness and resilience are essential to manage risks from highly uncertain 
events that can have extreme economic and human costs. 
 
The Non-Financial Reporting is one of the available tools to improve the long-
termism in financial and economic activity. Its goal is, as stated in the so called 
de Cambourg report "to provide all corporate stakeholders with high-quality 
extra-financial information to assess their contribution to sustainable economic, 
financial and social development".  
 
In Europe, a legislation was adopted as early as 2014 through the Non-Financial 
Reporting Directive (NFRD)5, an amendment to the Accounting Directive6, which 
requires certain large companies to include a non-financial statement as part of 
their annual public reporting obligations. 
 
This directive applies to large Public Interest Entities with more than 500 
employees. In practice it includes large listed companies, and large banks and 

 
2 https://www.bis.org/review/r151009a.pdf 
 
3 https://unfccc.int/files/essential_background/convention/application/pdf/english_paris_agreement.pdf 
 
4 
https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20D
evelopment%20web.pdf 
 
5 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32014L0095 
 
6 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013L0034 
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insurance companies (whether listed or not) – all providing they have more than 
500 employees. This covers approximately 6,000 large companies and groups 
across the EU. 
 
Thanks to a fitness check recently finalized by the Commission services, but also 
to recommendations of various Institutions of the European Union, the reasons to 
amend the EU Non-Financial Reporting framework are well documented. 
Different expert bodies (EFRAG or Climate Disclosure Standard Board to name 
only two) corroborate the conclusions of EU public authorities on the need to act 
in the public sphere. 
 

• There is inadequate publicly available information about how non-
financial issues, and sustainability issues in particular, impact companies, 
and about how companies themselves impact society and the environment. 

• In particular (i) reported non-financial information is not sufficiently 
comparable or reliable, (ii) companies do not report all non-financial 
information that users think is necessary, and many companies report 
information that users do not think is relevant; (iii) some companies from 
which investors and other users want non-financial information don’t 
report such information; (iv) it is hard for investors and other users to find 
non-financial information even when it is reported. 

• Companies incur unnecessary and avoidable costs related to reporting non-
financial information, and they face uncertainty and complexity when 
deciding what non-financial information to report, and how and where to 
report such information. Companies are under pressure to respond to 
additional demands for non-financial information from sustainability 
rating agencies, data providers and civil society, irrespective of the 
information that they publish as a result of the NFRD. 

• In the case of financial sector companies, this complexity may also arise 
from different disclosure requirements contained in different pieces of EU 
legislation.  

 
In this context, to simplify the EU Non-Financial disclosure framework, we make 
four very simple suggestions. 
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I. SHIFT TO AN ESG BASED TAXONOMY 
 
 
The NFRD currently covers four non-financial matters: (i) environment, (ii) social 
and employee issues, (iii) human rights, (iv) bribery and corruption.  
 
To become a recognized standard, it could make sense to use the widely adopted 
criteria of ESG concept, which covers Environment (including climate AND Paris 
Agreement targets, with a clear reference to the compliance with 1.5°C and 2°C 
IPCC scenarios, but also to biodiversity and resource exhaustion issues), Social 
(covering current social, employee issues, human rights, health of employees and 
local communities), and Governance (including bribery and corruption, but also 
tax policy issues, C-level executives, Board member responsibilities and other 
governance matters).  
 
Intangible assets are by nature already largely embedded into non-financial 
matters, but they could be developed further.  
 
Such an approach could probably give way to the suppression of many parallel 
regulations, both at EU and Member States levels, as they are overlaps, missing 
pieces and need to streamline.  
 
It would also help the very various stakeholders to find more easily the 
information they are looking for to make a proper ESG analysis of the corporate 
or the financial institution.  
 
The EU taxonomy regulation approach (contribution to one of the environmental 
objectives without significantly harming another one, so called DNSH) is a useful 
tool there to help investors, companies, issuers and project promoters to: (i) 
identify investment opportunities which meet a high standard of sustainability; 
(ii) construct taxonomy-aligned portfolios and monitor their impact; (iii) 
strengthen and enable more focused dialogue between investors and companies 
on investment impact; (iv) support communication between fund managers and 
asset owners, particularly resource-constrained asset owners that may struggle 
to develop deep environmental expertise. 
 
Taxonomy is definitely a key piece of EU sustainable finance framework, which is 
supposed at some stage to go beyond pure climate/environmental aspects to 
include, at the end S and G criteria.  
 
The process used in the taxonomy approach is therefore useful, even if the scope 
of the data to be disclosed is much larger than the one defined by taxonomy at 
this stage, with the aim to help investors and other stakeholders (consumers, 
public authorities, citizens, NGOs …) to understand how ESG issues impact the 
company’s development, performance, position and how its activities impact 
environment and the society (double-materiality concept, see hereunder).  
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II. UNIFY THE STANDARDS 
 
 
In the field of extra-financial reporting, numerous frameworks have emerged and 
some of them provide possible solutions to structure the content of extra-financial 
information, although standards have not yet converged. 
 
But the standardization - defined as the design of a harmonized global 
framework - required for extra-financial information must be granted the 
necessary legitimacy by development and adoption in the public sphere.  
 
It must be thought by following with three principles: 
 

1. Incorporate the best already existing global standards 
 
Over 8000 companies, including the majority of the world’s largest, disclosed to 
CDP through its climate change questionnaire in 2019. The clear and well-
structured information contained in these CDP responses is, therefore, an ideal 
basis for satisfying the TCFD and making mainstream disclosures against its 
eleven recommendations. To do so, though, companies need to translate their 
CDP questionnaire answers to fit and meet the expectations of the mainstream 
report. The Climate Disclosure Standards Board’s (CDSB) Framework for 
Reporting Environmental and Climate Change Information (CDSB Framework) 
provides excellent means for this.  
 
At the end of the day, what is essential is to incorporate TCFD recommendation 
into the EU legislative corpus, whether they concern climate-related issues, or 
broader governance questions (Board and C-level executives’ responsibility and 
accountability). 
 
A very simple way to reach this objective would be to transform the non-binding 
guidelines of July 2017 and June 2019 into a mandatory framework, in terms of 
disclosure of non-financial information (i) on business models, (ii) on policies and 
due diligence processes, (iii) on outcomes,(iv) on principal risks and their 
management and (v) on Key Performance Indicators.  
 
Through this simple amendment, TCFD recommendations would be embedded 
into the EU legal framework, and companies would be able to comply with both 
requirements at the same time. In the particular case of financial institutions, it 
would answer at the same time to the recommendations from the Network for 
Greening the Financial System (NGFS) reminded in the Guidance for 
Supervisors released on May 27, 20207. 
 
The standard could also eventually take into account some principles and content 
of the UN Guiding Principles Reporting Framework and SDGs, the Carbon 

 
7 https://www.ngfs.net/sites/default/files/medias/documents/ngfs_guide_for_supervisors.pdf 
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Disclosure Project (CDP) approach and, to a lesser extent, the Global Reporting 
Initiative (GRI). 
 

2. Reinforce the double-materiality principle 
 
According to the Non-Financial Reporting Directive8, a company is required to 
disclose information on environmental (climate-related information falling into 
this category), social and employee matters, respect for human rights, and 
bribery and corruption, to the extent that such information is “necessary for an 
understanding of the company’s development, performance, position AND impact 
of its activities”.  
 
These two risk perspectives already overlap in some cases and are increasingly 
likely to do so in the future. As markets and public policies evolve in response to 
climate change, the positive and/or negative impacts of a company on the climate, 
biodiversity and resource exhaustion will increasingly translate into business 
opportunities and/or risks that are financially material.  
 
This “double-materiality” concept has been clarified in the Commission’s 2017 
Non-Binding Guidelines on Non-Financial Reporting (July 5, 2017)9, and in the 
additional guidelines on reporting climate-related published information (June 
20, 2019)10 integrating the recommendations of the TCFD. 
 
If, as suggested above, these non-binding guidelines were integrated as 
mandatory obligations within EU legislation, companies should - in our 
understanding - be obliged to produce a negative statement, explaining why some 
climate, biodiversity and resource exhaustion issues are considered as not 
material. More specifically, companies should be required to disclose in non-
financial reports how they define materiality, and which processes they have put 
in place to identify their material environmental, social and governance (ESG) 
issues.  
 
It’s essential to be very ambitious on this question of double materiality as it is 
the condition to answer requirements of the various stakeholders and to be in 
line, in our views, with European values. 
 
Disclosures need to demonstrate a material involvement by companies to build 
resilient business models (investor type of audience), without external impacts on 
environment and the society (consumers, civil society, employees … and investor 
type of audience). 
 
 
 

 
8 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32014L0095 
 
9 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52017XC0705(01) 
 
10 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52019XC0620(01) 
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3. Pursue standardization efforts at the global level 
 
In parallel of this standardization, the EU should advocate the emergence of a 
generally accepted international sustainability accounting standard. 
 
While absolutely necessary, harmonization and/or rationalization of reporting 
standards is a long-term effort and ultimately will work best if accounting 
standard setters do take on the topic in their mandates. The G20, FSB (building 
on the efforts of the TCFD and other industry-driven initiatives), accounting 
standards boards (IASB and FASB) and those initiatives involved in the 
Corporate Reporting Dialogue to promote alignment and consolidation in the 
area of sustainability reporting should be encouraged. 
 
We could eventually to point out here the importance of the Sustainable 
Development Goals (SDG), which became an international standard for investors, 
corporates and public authorities, allowing them to frame their investment and 
business strategy in line with United Nations climate and development goals. 
 
 
III. EXPAND THE PERSONAL SCOPE OF NON-FINANCIAL DISCLOSURE FRAMEWORK 
 
 

1. A mandatory framework for all companies with more than 250 employees 
 

The NFRD currently applies to large Public Interest Entities (PIEs) with more 
than 500 employees. In practice it includes large listed companies, and large 
banks and insurance companies (whether listed or not) – all providing they have 
more than 500 employees. This covers approximately 6,000 large companies and 
groups across the EU.  
 
Companies that are a subsidiary of another company are exempt from the 
reporting requirements of the NFRD if their parent company publishes the 
necessary non-financial information at consolidated level in accordance with the 
NFRD. 
 
As far as large companies are concerned, there are a number of potential 
arguments to support the extension of the personal scope of the NFRD: 
 

• Changes in the legislative framework: following the adoption of the 
Regulation on sustainability-related disclosure in the financial services 
sector (so called SFDR for Sustainable Finance Disclosure Regulation) and 
of the Taxonomy Regulation, investors may require non-financial 
information from a broader range of investees in order to comply with their 
own sustainability-related reporting requirements. For this reason, it 
would make sense to expand the scope to include all EU companies with 
securities listed in regulated markets, regardless of their size. 

• In parallel, the general criteria of the number of employees should be 
aligned on the usual international definition of a large company (more 
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than 250 employees), this trigger being widely used by the way to split 
SMEs and large companies in many EU legal acts, primarily in the areas 
of competition policy, financial market legislation and structural, research 
and innovation funds, but also in labor, environmental, energy, consumer 
protection and social security legislation, such as in the REACH secondary 
legislation and the Energy Efficiency Directive”. 

• Large unlisted companies can have significant impacts on society and the 
environment. There may therefore be no a priori reason to differentiate 
between listed and non-listed companies in this respect.  

• For the same reason, exempting subsidiaries of a parent company that 
reports nonfinancial information at group level limits the information 
about impacts on society and the environment, thus undermining the 
ability of stakeholders of such exempted subsidiaries to hold them 
accountable for their impacts on society and the environment, especially at 
local and national level. 

• Logically, such modifications would have the effect to make the 
requirements applicable to large companies established in the EU but 
listed outside the EU and to large companies not established in the EU 
that are listed in EU regulated markets 

 
For all these reasons, we suggest to expand the mandatory framework defined 
hereabove to all companies operating in Europe, listed or not (not only public 
interest entities) with more than 250 employees, and remove the exemption for 
companies that are subsidiaries of a parent company that reports nonfinancial 
information at group level in accordance with the NFRD. 
 
This is simple. And this makes sense. 
 
In practice, based on 2017 Eurostat data, we estimate that the number of 
companies covered by the amended regulation would be increased from 6000 to 
4200011. This is a significant enlargement of the scope of the regulation, but more 
than half of targeted companies belonging to the sectors of manufacturing, 
electricity, gas, steam and air conditioning, construction, transporting and 
storage, it appears essential to reach environmental objectives of the Union.  
 

2. A voluntary proportionate framework for SME’s (less than 250 employees) 
 
As far as SMEs (defined in contrast as companies with less than 250 employees) 
are concerned, many of them are under increasing pressure to provide certain 
nonfinancial information to their large company clients, or financial institutions 
providing them capital.  
 
SMEs belonging to the supply chains of big companies are already constrained by 
the rules applied to their clients. Those not part of those supply chains have a 
clear interest to adopt proportionate standards in that field. The objective being 
also not to exclude middle size and small entities from investment universes. 

 
11Eurostat statistics of EU27 companies with more than 250 employees (2017) 
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But requiring SMEs to apply the same standards as large companies may be a 
disproportionate burden for SMEs.  
 
Then, we suggest introducing a set of ESG standards dedicated to companies 
with less than 250 employees (whether they are listed or not). 
 

3. A preparer-user specificity of financial institutions accounted for 
 
Financial institutions, banks especially, are both preparers and users of non-
financial disclosure information. The proposed expansion of the scope of the 
undertakings subject to mandatory non-financial disclosure requirements, and 
the suggestion of the creation of a voluntary framework for SMEs should provide 
them with a better access to corporate non-financial data, helping them to 
prepare their own disclosure. 
 
Banks are also subject to multiple disclosure-related regulations (EBA amended 
regulation, Revised Capital Requirements package (CRR 2/CRD 5), Sustainable 
Finance Disclosure Regulation (SFDR) when they provide portfolio management 
services, EU Benchmark regulation when they are benchmark administrators … 
 
On the top of that, the “Taxonomy Regulation” applies to Financial Market 
Participants who offer financial products, as well as companies to whom the EU 
Non-Financial Reporting Directive applies (generally large, EU-listed public 
companies. 
 
All these specificities should be taken into account in any disclosure-requirement 
legislation, keeping in mind that financial institutions are obviously essential 
actors in the process towards a less carbonized world. 
 
 
IV. GIVE TO NON-FINANCIAL REPORTING THE SAME VALUE AS FINANCIAL ONE 
 
 
This question relates to how integrated ESG disclosures are with financial 
reporting requirements.  
 
Extra-financial data is key for companies and all stakeholders alike. It is possible 
that ESG issues, or a firm’s responses to those issues, could impact the value of 
companies’ assets and prospective profits directly, or indirectly because of 
changes to how their businesses are operated. 
 
It’s why it is essential to afford it comparable status to that of financial data and 
also guarantee its relevance and quality to give non-financial reporting standards 
a legal level equivalent to that recognized in accounting and financial standards.  
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That’s why ESG disclosure should be integrated in the management report and 
held to similar assurance requirements as other disclosures (internal/Board 
approval, audit).  
 

1. Integrate non-financial reporting into the management report… 
 

At present, companies publish detailed ESG data and information in different 
publications and in non-standard formats: Annual reports, Sustainability 
reports, Websites. 
 
TCFD rightly recommends integrating disclosures into “annual financial filings”.  
Member States should not be allowed anymore to permit companies to publish 
their non-financial statement in a separate report: a company subject to the 
NFRD should publish these disclosures in its management report, in line with 
TCFD recommendations. 

 
Then, within the management report, it makes sense to separate non-financial 
and corporate governance statements from financial statements. 
 

2. …with similar assurance requirements  
 
By providing external validation of disclosures and of the processes undertaken 
in producing those disclosures, assurance will increase the confidence of capital 
providers and other stakeholders using non-financial information to guide their 
decision-making.  
 
In accordance with the International Framework for Assurance Engagements, 
the validation process should comply with the five required elements to an 
assurance engagement; (i) a three-party relationship (a practioner, some 
intended users and a responsible party, (ii) a clearly identified subject matter, 
(iii) a specific set of criteria that provide a frame of reference, (iv) sufficient and 
appropriate’ evidence to support the conclusion of assurance provider, (v) a 
written conclusion. 


