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EFRAG CONNECTIVITY PROJECT MILESTONES

INITIAL PAPER PUBLISHED ON 28 JUNE 2024

‘Connectivity considerations and boundaries of different Annual 
Report sections’

Video providing initial paper’s key takeaways from the perspective 
of EFRAG Connectivity Advisory Panel (CAP) leaders

A DISCUSSION PAPER EXPECTED IN H1 2025 WILL INCLUDE

• Conceptual issues and suggested solutions

• Practical illustrations and techniques of connectivity (mix of real 
world and mock-up illustrations)

• Questions for constituents

https://efrag.sharefile.com/share/view/sa809d85e758e44aea39de8cdb9aa48fd/fo857b8b-942d-4a1a-820f-e7f7f14c57b1
https://efrag.sharefile.com/share/view/sa809d85e758e44aea39de8cdb9aa48fd/fo857b8b-942d-4a1a-820f-e7f7f14c57b1
https://www.youtube.com/watch?v=Skg-KxY1vmg
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SELECTED HIGHLIGHTS OF EFRAG INITIAL PAPER

CONCEPTUAL CONSIDERATIONS: BOUNDARIES OF 
ANNUAL REPORT

.
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BOUNDARIES: DIFFERENT AR SECTIONS
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BOUNDARIES: KEY DIFFERENCES ACROSS DIFFERENT AR SECTIONS
DIFFERENTIATING 

DIMENSIONS 
Objectives & Audiences

Materiality (whether impact 
materiality considered)

FS recognition and measurement 
criteria

Typical time horizon considered

Focus on current vs future 
financial position, financial 

performance

Consideration of operational 
control in calculation of SR 

metrics

Extent of explicit incorporation of 
value-chain impacts, risks and 

opportunities
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CONTEXT OF CONNECTIVITY UNDER EU CORPORATE REPORTING 

ESRS 
sustainability

statement

Management Report 

Financial statements
(Primary financial 

statements and notes to 
accounts)-GAAP agnostic 

Annual Report

ESRS sustainability statement- SR (objectives, 
location and scope) 

• Clear demarcation of SR versus financial statements 
objectives

• Clear placement within management report

• Entities in scope (large undertakings: IFRS and local GAAP 
applicants)

SR audience and materiality

• Broad set of users (including investors), investors 
deemed to consider financial and impact material 
information

• Double materiality perspective 

• Same definition of financial materiality as financial 
statements
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SELECTED HIGHLIGHTS OF EFRAG INITIAL PAPER

CONCEPTUAL CONSIDERATIONS: ASPECTS OF 
CONNECTIVITY

.
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DIMENSIONS OF 
CONNECTIVITY

Connectivity within 
a reporting 

period/across AR 
sections (current 
financial effects)

Connectivity across 
different reporting 

periods (anticipated 
financial effects)
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CONNECTIVITY STRATEGIC 
DIMENSION

LINKING STRATEGY & BUSINESS 
MODEL TO REPORTING OUTCOMES
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INTERTEMPORAL/DYNAMIC DIMENSION OF CONNECTIVITY 
MIGRATION OF ITEMS (financial effects) ACROSS REPORTS/REPORTING PERIODS 

Entity impacts; risks and 
opportunities; strategy& business 

model deployed ( operational 
choices, risk mitigation and 

adaptation measures) have financial 
effects

Financial effects are reported across 
AR sections

Higher threshold of reporting 
financial effects in financial 

statements (e.g., a past event is 
needed)
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DYNAMIC DIMENSION OF CONNECTIVITY:
 ANTICIPATED FINANCIAL EFFECTS

.
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CURRENT vs ANTICIPATED FINANCIAL EFFECTS

Current 
reporting 

period

Short-term 
Potential 

overlap/duplication 
of FS (IAS 1.125) 

disclosures and SR 
disclosures

Medium-term Long-term

ANTICIPATED FINANCIAL EFFECTS IN SR DISCLOSURES:  FUTURE-ORIENTED TIME HORIZON

CU

CURRENT FINANCIAL EFFECTS
Disclosures of assumptions and 

sources of measurement uncertainty 
affecting carrying values in next 

reporting period  (IAS 1.125)

ESRS & ISSB REQUIREMENTS ON ANTICIPATED FINANCIAL EFFECTS
ESRS 2 General requirements – Strategy & Business Model-SBM-3, ESRS E1 Climate Change- E1-9 
Metrics and Targets (material physical and transition risks), Other environmental topical standards

IFRS S1- Strategy; IFRS S2- Strategy, Metrics and Targets- Cross industry metrics 

ESRS GLOSSARY DEFINITION OF ANTICIPATED FINANCIAL EFFECTS- Financial effects 
that do not meet the recognition criteria for inclusion in the financial statement line items in 
the reporting period and that are not captured by the current financial effects. 

CURRENT FINANCIAL EFFECTS
Affecting current period primary financial 
statements line items+ disclosures

Guided by IFRS Accounting Standards, local 
GAAP

Recognition and measurement criteria of FS 
line items – captures all time horizons (past & 
future)

Current period financial performance and 
financial position 
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ANTICIPATED FINANCIAL EFFECTS- POINTS OF NOTE- 1/2

Overlap/possible duplication, challenges- current vs anticipated financial effects

▪ Interaction with IAS 1.125 (i.e., requirements of disclosure on assumptions and sources of measurement 

uncertainty affecting carrying values within next reporting period)

▪ Possible challenge of distinguishing between anticipated vs current financial effects

▪ Uncertainty of amounts (i.e., due to existence/occurrence uncertainty and measurement uncertainty)

Possible reasons for non-disclosure of quantitative anticipated financial effects in current period SR

▪ Lack of separability from other risk factors

▪ Measurement uncertainty

▪ Systems, methodology and data availability constraints

▪ Immaterial  long-term financial effects due to entity’s mitigation/adaptation actions (e.g., ESRS Materiality Assessment 

Implementation Guidance- Example in FAQ 9 see below)
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ANTICIPATED FINANCIAL EFFECTS- POINTS OF NOTE- 2/2

Risks associated with new 

regulation only at play in the 

short-medium term, current 

portfolio of assets will be fully 

amortised in medium-term, and 

entity will have adapted new 

business processes and made 

investments to mitigate risk 

associated with new regulation.

→ immaterial long-term 

financial effects
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EXAMPLES: CURRENT AND ANTICIPATED FINANCIAL EFFECTS

.
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HEADLINE FINDINGS FROM PRELIMINARY REVIEW OF SAMPLE OF 
EARLY ESRS ADOPTERS+ FEW TCFD REPORTERS

9 entities include in their reporting some form of 
disclosure of future financial effects and/or financial 

implications

44 mostly EU entities reviewed, mostly early ESRS adopters + a few 
TCFD reporters

5 entities with some 

level of quantitative 

disclosures of future 

financial effects

At this stage, there are 
mostly qualitative 

disclosures 

ESRS and ISSB Standards 
transitional requirements 

allow qualitative 
disclosures of anticipated 

financial effects
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SWEDISH PROPERTY MANAGEMENT ENTITY CIRCUMSTANCES

BUSINESS MODEL/ IROs/ACTIONS TAKEN

▪ Property management with 160 hotel properties in 12 European countries, the bulk are lease agreements, 

including with branded and unbranded hotels.

▪ Growing demand for eco-friendly and socially-responsible practices in the hotel and real-estate sector

▪ Many of entity’s assets are older assets with lower energy standards than new developments

▪ Stricter building EU laws from c2025 with zero energy requirements for all new buildings, Taxonomy 

regulation

▪ Entity has identified 7 areas of focus for sustainability including: green properties; green operations; 

sustainable supply chains

▪ Actions/targets: BREEAM certification of assets (80% of own operated hotels; and leased out properties); 

aims to reduce electricity consumption by 25%, gas by 20%, and water by 20% by 2030. Has 2.2 Billion 

CU in sustainability linked loans; 3.1% of capex & 5% of turnover is taxonomy aligned

▪ ESRS double materiality assessment conclusion: All 10 ESRS topic standards are material and that there 

are 24 material sustainability topics.
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FINANCIAL EFFECTS 

Sustainability statement

The consideration/incorporation of scenario/sensitivity analysis 
information in anticipated financial effects disclosures is suggested by 

ESRS E1 and IFRS S1

Potential illustration of future effects albeit not categorised by company as ESRS 
Anticipated Financial Effects

No clear connection of quantitative disclosures to amounts in 
the financial statements, no mention of time horizon
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PAPER AND PACKAGING ENTITY CIRCUMSTANCES

Circular economy

- Opportunities: 1-2% revenue 

growth per annum; 85% to 

100% recycled product 

profile by 2025

Climate action- 

o Physical risk associated with 

forest assets 

o Transition risk- fossil-fuel 

based plants are to be 

decommissioned, EU ETS, 

carbon taxes
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FINANCIAL EFFECTS 

TCFD recommendations disclosures

Quantitative and qualitative disclosures: Financial effects climate change –
related risks and opportunities,  time horizon (Short-term is 3 years; 

medium 3-7 years; and long-term is 7+ years), likelihood, and potentially 
affected FS line items



www.efrag.org 21

FINAL THOUGHTS
.
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SUGGESTED BROAD STEPS TO ENHANCE CONNECTIVITY AND CLARITY OF 
BOUNDARIES OF DIFFERENT AR SECTIONS

Enhance  
connectivity 

across 
different AR 

sections

Development of SR 
conceptual framework 
(e.g. to ensure relevant 

and comparable 
measurement of 

reported amounts)

Updated management 
commentary guidance 

(MC could be 
connective tissue of 
IFRS general purpose 
financial reporting)

Enhanced assurance of 
information  outside 

financial statements to 
lessen FS  being users’ 
preferred location for 
reported information Stakeholder outreach

(Education articles, 
information needs 

analysis) 

Leveraging technology 
to enhance 
connectivity

(Potential creation of 
interoperability of 3 
XBRL taxonomies)
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