DOI: 10.15199/17.2024.5.4

Practical ESG Aspects for Poland

Praktyczne aspekty ESG dla Polski

Dariusz Edward Prasek®”

Keywords: ESG, EU Taxonomy, Sustainable Financing

Abstract

In the face of global challenges such as climate change, inequality, and transitioning to a circular economy, the importance of
Environmental, Social, and Governance (ESG) frameworks for sustainable growth has grown significantly. This paper explores the
key pillars of ESG and their implications for businesses. It identifies the components of ESG—social goals, ESG risks and opportu-
nities, and sustainability performance—and delves into the specific criteria under each pillar. The paper emphasizes the importance
of identifying material ESG issues relevant to specific industries and aligning with regulatory frameworks. Furthermore, the paper
examines the significant drivers for ESG, particularly focusing on the regulatory push, notably from the European Union (EU). The
EU Taxonomy, Sustainable Finance Disclosure Regulation (SFDR), and Corporate Sustainability Reporting Directive (CSRD) are hi-
ghlighted as key regulatory instruments shaping ESG integration and disclosure practices. The EU Taxonomy, in particular, sets
criteria for environmentally sustainable economic activities, impacting disclosure obligations for both financial market participants
and non-financial companies. The paper also discusses the implications of these regulations for Poland an EU Member State,
highlighting the importance of supporting Polish businesses in ESG integration and compliance with international commitments.
It suggests strategies such as educating businesses on ESG requirements, promoting EU ESG policies, and facilitating consistent
ESG reporting across economic entities and financial products. Finally, the paper underscores the benefits of ESG adoption for
Polish businesses, including improved risk management, portfolio performance, environmental impact, innovation, talent attraction,
regulatory compliance, and contribution to global sustainability goals.
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Streszczenie

W obliczu globalnych wyzwan, takich jak zmiany klimatyczne, nieréwnosci i przejscie na gospodarke o obiegu zamknigtym,
znaczenie ram srodowiskowych, spotecznych i zarzadzania (ESG) dla zrbwnowazonego wzrostu znacznie wzrosto. Niniejszy
artykut analizuje kluczowe filary ESG i ich implikacje dla przedsiebiorstw. Identyfikuje elementy ESG — cele spoteczne, ryzyka
i szanse ESG oraz wyniki w zakresie zrownowazonego rozwoju — i zagtebia sie¢ w szczegotowe kryteria w ramach kazdego
filaru. W dokumencie podkreslono znaczenie identyfikacji kluczowych kwestii ESG, istotnych dla poszczegodlnych branz i do-
stosowania ich do ram regulacyjnych. Ponadto, w dokumencie przeanalizowano istotne czynniki wptywajace na ESG, w szcze-
gdlnosci koncentrujac sie na naciskach regulacyjnych, zwtaszcza ze strony Unii Europejskiej (UE). Taksonomia UE, rozporza-
dzenie w sprawie ujawniania informacji o zréwnowazonym finansowaniu (SFDR) i dyrektywa w sprawie sprawozdawczosci
przedsigbiorstw, w zakresie zrownowazonego rozwoju (CSRD), sa podkreslane jako kluczowe instrumenty regulacyjne, ksztat-
tujace integracje ESG i praktyki ujawniania informacji. W szczegdlnosci unijna taksonomia okresla kryteria zrbwnowazonej
$rodowiskowo dziatalnosci gospodarczej, wptywajac na obowigzki informacyjne, zaréwno uczestnikéw rynku finansowego,
jak i przedsiebiorstw niefinansowych. W artykule oméwiono réwniez implikacje tych przepiséw dla Polski, jako paistwa czton-
kowskiego UE, podkreslajac znaczenie wspierania polskich przedsiebiorstw w integracji ESG i zgodnosci z miedzynarodowymi
zobowigzaniami. Sugeruje strategie, takie jak edukowanie przedsiebiorstw w zakresie wymogoéw ESG, promowanie polityk ESG
UE oraz utatwianie spojnej sprawozdawczosci ESG we wszystkich podmiotach gospodarczych i produktach finansowych. Ar-
tykut podkresla korzysci ptynace z przyjecia ESG dla polskich firm, w tym lepsze zarzadzanie ryzykiem, wyniki portfela, wptyw
na srodowisko, innowacje, przycigganie talentéw, zgodnos¢ z przepisami i wktad w globalne cele zréwnowazonego rozwoju.

Introduction

Our world faces a number of global challenges: climate change, tran-
sitioning from a linear economy to a circular one, increasing inequality,
balancing economic needs with societal needs. Investors, regulators,
as well as consumers and employees are now increasingly demanding
that companies should not only be good stewards of capital but also of
natural and social capital and have the necessary governance framework
in place to support this as well as to disclose their performance from the
Environmental, Social and Governance (ESG) point of view and report
on ESG factors associated with their operations.

As countries explore new investment strategies to accelerate econo-
mic development, build resilience and balance competing environmental,
economic and social pressures, the concept of Environmental, Social and
Governance (ESG) as a framework for sustainable growth has gained
new relevance. The goal of ESG is to capture all the non-financial risks
and opportunities inherent to a company's day to day activities.

ESG investing focuses on companies that follow positive environ-
mental, social, and governance principles. Investors are increasingly
eager to align their portfolios with ESG-related companies and fund
providers, making it an area of growth with positive effects on society

* Dariusz Edward Prasek, International Expert in Circular Economy, ESG and Sustainable Finance, Member of the Executive Board of Georgian Society of
Nature Explorers “Orchis”, Member of Advisory Board of the Association of Sustainable Development Experts (ASDE) in Ukraine, Member of the Inter American
Development Bank Invest (IDB) Advisory Panel Former, Director of Operations in Environmental and Sustainability Department of the European Bank for Recon-
struction and Development, Director Sustainability Advisory Services, e-mail:deprasek@gmail.com

20

GAZ, WODA | TECHNIKA SANITARNA = MAJ 2024



and the environment. More and more investors are incorporating ESG
elements into their investment decision making process, making ESG
increasingly important from the perspective of securing capital, both
debt and equity.

There are many benefits of implementing ESG into your business.
Perhaps the most obvious benefit is that it can help your business be
more sustainable and environmentally friendly. Additionally, ESG can
help improve communication and transparency within your organization,
as well as build trust with stakeholders.

In this article, the author supports the notion that good ESG perfor-
mance starts by identifying relevant ESG risks, supports ESG perfor-
mance through management systems, and facilitates financing through
consistent and reliable ESG reporting.

What are the key pillars of ESG

The United Nations Principles for Responsible Investment (UN PRI)
identifies three core components which provide the path to comprehen-
sively understanding an entity’s ESG risks and opportunities, environ-
mental and social performance, and contribution to wider outcomes:
(1) Social goals and planetary thresholds — nationally, regionally, or
internationally recognised environmental and social targets, norms and
responsibilities within which entities operate from a sustainability per-
spective; (i) ESG risks and opportunities — ESG factors likely to impact
the financial condition or operating performance of an entity; and (iii)
Sustainability performance — how an entity’s operations and products
impact, both positively and negatively stakeholders and the environment.

What falls under the Environmental Pillar

Under this pillar our main concerns are emissions such as greenhouse
gases and air, water and ground pollution emissions, as well as resources
use such as whether a company uses virgin or recycled materials in its
production processes and how a company ensures that from cradle to
grave the maximum material in their product is cycled back into the
economy rather than ending up in a landfill. Similarly, companies are
expected to be good stewards of water resources. Land use concerns like
deforestation and biodiversity disclosures also fall under the Environ-
mental Pillar. Companies also report on positive sustainability impacts
they might have, which may translate into long-term business advantage.
From a reporting perspective this is the most complex pillar.

What falls under the Social Pillar

Under the Social Pillar companies report on how they manage their
employee development and labour practices. They report on product
liabilities regarding the safety and quality of their product. They also
report on their supply chain labour and health and safety standards and
controversial sourcing issues. Where relevant companies are expected
to report on how they provide access to their products and services to
underprivileged social groups.

What falls under the Governance Pillar

The main issues reported under the Governance Pillar are share-
holders’ rights, board diversity, how executives are compensated and
how their compensation is aligned with the company’s sustainability
performance. It also includes matters of corporate behaviour such as
anti-competitive practices and corruption.

What is relevant from all this for your Company
Of course, not all sectors of the economy face the same ESG issues.

For example, in the case of banks, greenhouse gas emissions are not as
important as they are in the case of energy. These differences in what
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matters to a particular sector from an ESG perspective is called mate-
riality. Companies report on issues that are material to them. Typically,
materiality is determined based on what ESG issue is considered finan-
cially material in a given industry. Financially material issues are those
that can impact a company's financial performance (e.g. unexpected
surplus costs, fines, loss of brand value, loss of revenues due to con-
sumers choosing more sustainable alternatives). Increasingly double
materiality is being recognised as an important concept in choosing
what is considered material by a company. Double materiality means
that alongside financially material issues, socially material issues are
also treated as material.

What are the key drivers for ESG

One of the strongest drivers for ESG is a big regulatory push, both
from individual national governments and central banks as well as su-
pranational like European Union. Over the recent years the European
Commission has adopted new strategies and regulations in order to tackle
climate and sustainability challenges and opportunities. They include
adoption of the EU Taxonomy Regulation 2020/852[2], adoption of the
Sustainable Finance Disclosure Regulation (SFDR) 2019/208[3]and
revision of the Non-Financial Disclosure Regulation and introduction
of the Corporate Sustainability Reporting Directive (CSRD).

EU Taxonomy is a driving force for EU companies for further ESG
integration and disclosure. The EU SFDR and the CSRD are both
requiring EU Taxonomy alignment on top of the ESG Key Performance
Indicators (KPIs). It is essential to apply EU Taxonomy performance
criteria, especially for projects in GHG intensive sectors and sectors with
highest GHG reduction potential (e.g. the low carbon technologies).

The EU is introducing ESG reporting requirements for financial
companies under the EU SFDR and updating ESG reporting for non-
-financial companies under the CSRD . EU Taxonomy and CSRD will
have a direct impact on companies’ ESG reporting obligations while
SFRD is aimed for the financial market participants, with an indirect
impact on companies’ reporting.

Why is the EU Taxonomy so important

The EU Taxonomy on Sustainable Finance (EU Taxonomy) is a clas-
sification system, establishing a list of environmentally sustainable eco-
nomic activities. At present, EU Taxonomy includes a list of economic
activities from approximately 70 sectors, with technical screening cri-
teria (TSCs) for their contribution to six environmental objectives and
required compliance with minimum social safeguards (OECD Guideli-
nes in Multinational Enterprises[5], UN Guiding Principles on Business
and Human Rights[6], and ILO Core Labour Conventions).

To be considered a sustainable activity and aligned with the Taxo-
nomy, companies should follow an assessment process outlined below.
TSCs further explain what it means to contribute or harm one of the
environmental objectives.

EU Taxonomy imposes a number of disclosure obligations for finan-
cial market participants under the scope of the SFDR and companies
under the scope of the CSRD. The EU Taxonomy requires companies
such as large public interest entities as defined by the CSRD to disclose
whether and to what extent, their economic activities are aligned with
the EU Taxonomy. Companies should disclose the proportion of their
turnover, capital expenditures (CAPEX) and operational expenditures
(OPEX) that are aligned with the EU Taxonomy.

The EU Taxonomy requires financial market participants offering
“environmental” or “sustainable” financial products and services in
the EU to disclosure how, and to what extend the economic activities
are in line with the EU Taxonomy. This includes the type of environ-
mental objectives it contributes to and the share of investments (such
as turnover, CAPEX and OPEX) associated to Taxonomy-aligned
activities.
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ling up sustainable investments and combatting
greenwashing of sustainable financial products. It
required companies under the scope of the CSRD
to disclose the extent to which their activities are
environmentally sustainable according to the
Taxonomy. The EU driven changes will require
organisations to report on sustainability strategy,
targets, the role of the board and management, its
principal adverse impacts, intangible, and how
companies have identified the information that they
have to report; facilitate digitalisation by requiring
organisations to prepare financial statements and
management report in a single electronic reporting
and machine-readable format; and require and faci-
litate assurance on the organisation’s sustainability
reporting. In addition, building on the successful
Task Force on Climate-related Financial Disclosu-
res (TCFD) , the Informal Working Group initiated
a Task Force on Nature-related Financial Disclo-
sures (TNFD) , which includes 74 organisations,
including 49 financial institutions and corporates
from five continents, as well as eight governments,
regulatory bodies, think tanks and consortia. The
Taskforce is tasked with the development of re-

Protection and restoration of
biodiversity and ecosystems

Fig. EU Taxonomy Methodology
Rys. Metodologia taksonomii UE

Are there any other significant ESG drivers in addition
to the EU Taxonomy

The Sustainable Finance Disclosures Regulation (SFDR) introduces
transparency requirements to publish on websites policy on integration of
sustainability risks in decision-making, how Principal Adverse Impacts
(PAI) are considered, processes and standards in place, and information on
remuneration policies. SFDR applies to both EU based market participants
and non-EU market participants that have business within the EU. SFRD
will impact non-financial companies indirectly through increased investor
demand for detailed ESG disclosure.

The SFDR introduces transparency requirements to publish on websites:
» For all financial products it requires to disclose how sustainability

risks are integrated in investment decisions, how adverse impacts are

considered applying obligatory PAI indicators plus 4 PAI indicators
for sovereigns and real estate assets, how and to what extent the EU

Taxonomy is used and % alignment;

« For financial products promoting environmental and social objectives
details on how these are met with reference to methodology and ben-
chmarks (to avoid greenwashing), and EU Taxonomy alignment.

» For products with a sustainable (green) investment objective disclo-
se benchmark information, or explanation how the objective is met.
Where the objective is carbon reduction, disclose the alignment with
the Paris Agreement. For activities contributing to the Taxonomy,
requirement to disclose the details.

How do all these regulations align

The Corporate Sustainability Reporting Directive (CSRD), together
with the Sustainable Finance Disclosure Regulation (SFDR) and the Ta-
xonomy Regulation, are the central elements of the sustainability repor-
ting regime that underpins the EU Sustainable Finance Strategy . SFDR
governs how financial market participants (including assets managers
and financial advisers) should disclose sustainability information towards
end investors and asset owners. To meet the requirements of the SFDR,
financial market participants need adequate information from investee
undertakings. The Taxonomy Regulation creates a classification system
of environmentally sustainable economic activities with the aim of sca-
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commendations for more effective nature-related
disclosures across both impacts and dependencies
on nature, and the associated financial risks.

Why ESG is important for Poland and what could be done
in the nearest future

Poland is an EU Member State and as such has the obligation to sup-
port various economic entities in the country in the process of efficient
ESG integration and ESG disclosure in line with its member status as
well as various international commitments such as the Paris Agreement
, UN PRI and related European regulations and expected reporting re-
commendations.

This support could entail:

1. Educating Polish businesses on recent ESG requirements around ESG
strategy, management, reporting and disclosure in order to support their
alignment with relevant ESG commitments and where relevant ensure
compliance with required European regulations;

2. Promoting European Union ESG policies; and

3. Enabling consistent ESG reporting across economic entities and finan-
ce products.

ESG investing focuses on companies that follow positive environmen-
tal, social, and governance principles. Investors are increasingly eager
to align their portfolios with ESG-related companies and fund provi-
ders, making it an area of growth with positive effects on society and the
environment, therefore in addition to fulfilling the obligations under the
European Union membership, the adoption of practical implementation
of the ESG principle can result for Polish businesses in improved risk
management; enhanced portfolio performance; making a positive impact
on the environment; greater innovation and adaptability; attracting and
retaining talent; strengthened regulatory compliance and contribution to
global sustainability goals.
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