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Introduction and Institutional Context of the
Connectivity Project

The Discussion Paper published by EFRAG in December 2025 represents a contribution of
fundamental importance to the global corporate reporting landscape. This theoretical and
practical reflection document, titled "Connectivity of Financial and Sustainability Reporting," is
part of EFRAG's proactive research projects led by the financial reporting pillar, responding to a
priority request that emerged as early as 2021 during consultations with European stakeholders.
EFRAG's work was supported strategically by a dedicated advisory panel, the Connectivity
Advisory Panel (EFRAG CAP), composed of over twenty experts with multidisciplinary expertise
in financial accounting, sustainability, and statutory audit. EFRAG's strategic objective is to
promote practical solutions that improve the quality and transparency of corporate disclosures,
while offering a solid contribution to influence the standard-setting of the IASB and the ISSB.
The consultation phase on the document will remain open until June 30, 2026, preparatory to
the drafting of a subsequent feedback statement expected in the second half of that year. In this
context, consistent initiatives are also being recorded at the national level, such as the call for
research papers launched by the Italian Accounting Standard Setter (OIC) on the usefulness
and integration channels between financial and non-financial information, confirming the global
relevance of the matter.

From a regulatory standpoint, it is highlighted how connectivity represents the ideal tool to
overcome potential fragmentation resulting from distinct reports within the annual package.
While the European Corporate Sustainability Reporting Directive (CSRD) mandates the
placement of the sustainability statement within a dedicated section of the management report,
at an international level, the ISSB standards are location-agnostic, simply requiring its inclusion
within the broader scope of general-purpose financial reports. These jurisdictional differences
increase the need to establish common definitions and mechanisms that prevent data
duplication or, worse, the dissemination of contradictory or inconsistent messages that could
undermine the credibility of the entire corporate information system.

Conceptual Analysis and Distinction between Borders



and Boundaries

Conceptual clarity represents the essential prerequisite for implementing a truly connected
reporting system. The Discussion Paper draws a fundamental distinction between the concept
of consolidation scope, defined as "reporting boundary" or "boundary of the reporting entity",
and the concept of expository demarcation of sections, defined as "border of an annual report
section". While the reporting boundary refers to the set of legal entities, operating activities,
business branches, or sites included in the group consolidation, the term "border" defines the
distinctive features governing the inclusion or exclusion of specific information within a given
section, such as the strict recognition criteria established by international accounting standards.
Regarding reporting boundaries, the draft amendments to the European standards (Amended
ESRS), delivered by EFRAG as technical advice to the European Commission in December
2025, introduced a substantial alignment, establishing that the scope of the consolidated
sustainability statement must coincide with that of the consolidated financial statements. For
example, the standard Amended ESRS E1 on climate change prescribes the adoption of the
financial control method for measuring greenhouse gas emissions, ensuring full consistency
with the control criteria defined by IFRS 10. Nevertheless, significant methodological gaps
remain, as the Amended ESRS allows the subsidiary adoption of the operational control method
for certain environmental metrics based on the Greenhouse Gas Protocol. This discrepancy
raised critical reservations from the German Accounting Standards Committee (DRSC), which,
in its 2025 position paper, advocated for the elimination of the operational control concept to
ensure absolute convergence with financial statement accounting procedures.

Furthermore, connectivity clashes with an intrinsic time lag: the financial statements focus on
representing current rights and obligations arising from past events at the reporting date,
whereas sustainability disclosures project physical and transition scenarios over the medium
and long term that do not depend on the existence of immediate legal obligations. Managing this
temporal mismatch requires preparers to apply consistent assumptions in both sections,
ensuring that asset impairment estimates under IAS 36 or going concern analyses do not
contradict the decarbonization plans outlined in the sustainability statement.

Types, Mechanisms, and Anchor Points (Anchor
Points)

To structure the connecting channels, EFRAG classifies the forms of connectivity based on four
macro-categories ranging from qualitative and narrative integration to logical and
methodological consistency, up to direct and indirect quantitative linkages implemented through
cross-referencing and reconciliation statements. Anchor points serve as linking elements where
sustainability disclosures and the financial statements intersect, requiring a coherent and
non-contradictory treatment.

Mapping Qualitative and Quantitative Anchor Points

,Anchor Point (Sustainability lAnchor Point (Financial Connectivity Mechanism and
Statement - SR) Statements - FS) Practical Implications

EU Taxonomy-aligned Property, plant and equipment, |Quantitative reconciliation of
investments (Article 8) and intangible assets (IAS 16, [Taxonomy CapEx with the




Anchor Point (Sustainability
Statement - SR)

Anchor Point (Financial
Statements - FS)

Connectivity Mechanism and
Practical Implications

IAS 38, IFRS 16)

additions to non-financial
assets in the financial
statements.

Net-zero commitments and
climate transition plans

Provisions, contingent liabilities
and contingent assets (IAS 37)

Analysis of the existence of
constructive or legal obligations
arising from past events;
transparency on future cost
lassumptions.

Climate physical and
transition risks

Impairment of non-financial
assets (IAS 36)

Consistency in scenario
assumptions and estimated
cash flows used to determine
the value in use of
cash-generating units.

ESG performance conditions
in incentive schemes

Staff costs and share-based
payments (IFRS 2, IAS 19)

Explanation of the link between
achieving non-financial targets
(e.g., gender diversity) and the
expense recorded in profit or
loss.

Greenhouse gas emissions
and mitigation instruments

Emission allowances and
connected liabilities (EU ETS)

Consistency between declared
physical emission volumes and
the accounting of related ETS
rights and obligations.

Sustainability-linked
financing

Financial liabilities and
borrowing costs (IFRS 9)

[Transparency on the link
between achieving
sustainability KPIs and
contractual variations in the

interest rate applied.

The Supplemental Document attached to the Discussion Paper provides a directory of 17
practical illustrations drawn from the 2023 and 2024 annual reports of 15 leading European
companies, allowing for the examination of the concrete application of these principles. A
particularly notable case is lllustration 1, concerning a company in the paper and wood sector,
where a sustainability statement compliant with the ESRS E2 pollution standard describes in
detail a major water pollution incident and the company's subsequent remediation actions. This
disclosure finds a perfect connection in the financial section through the description of a
contingent liability in accordance with IAS 37, offering investors a complete picture of the
incident's dynamics and the related risk of financial outflow.
Similarly, lllustration 2, from the dairy sector, highlights the qualitative connectivity between the
energy optimization strategy declared in the ESG section (ESRS E1) and the long-term Power
Purchase Agreements (PPAs) described in the notes to the consolidated financial statements. In
the forestry and wood sector, lllustration 3 shows a connectivity practice based on the
transparency of non-exposures: the sustainability statement clarifies that the absence of
violations or disputes regarding the workforce justifies the lack of related provisions or financial
liabilities in the financial statements. Of particular interest is also lllustration 5, concerning an IT
consulting company, where the gender diversity targets included in the corporate governance
report link directly to the accounting of share-based payments to management (IFRS 2) within




the explanatory notes, demonstrating how human capital commitments are measurably
reflected in staff cost metrics. Finally, lllustration 11 analyzes the disclosures of anticipated
financial effects (AFE) for a large paper company, highlighting the need to ensure consistency in
the scenario assumptions used to plan green investments and assess the resilience of the
business model.

Current Reporting Practices: Successes, Deficiencies,
and Empirical Evidence

The empirical analysis conducted by EFRAG highlights a highly polarized situation. On one
hand, there is notable progress in the application of basic connectivity mechanisms, such as
systematic cross-referencing for EU Taxonomy-aligned investments or the presence of
dedicated climate notes. On the other hand, complex connectivity is still in an embryonic stage.
Karlsson's (2025) study on a sample of 787 European firms reveals that only 29% exhibit what
can be defined as "strong" connectivity, characterized by firm-specific financial statement
disclosures and detailed explanations of the climate impacts on accounting estimates. 33% of
the firms exhibit "weak" connectivity, limiting themselves to boilerplate mentions of ESG risks
without financial quantification, while the remaining 38% show no informational linkage within
the explanatory notes.

Climate Risk Coverage in Accounting Areas of European Financial
Statements

Accounting Area Climate Risk Coverage |Climate Risk Coverage [Overall Combined
(Applicable Standard) |Frequency (2022) Frequency (2023) Frequency
Goodwill impairment [57% 60% 59%
(IAS 36)

Non-current assets [53% 61% 58%
(IAS 16, IAS 38, IFRS

16, IAS 36)

Provisions and 22% 19% 21%
contingent liabilities

(IAS 37)

Going concern (IAS 1)[17% 22% 20%
Financial instruments [14% 17% 16%
(IFRS 7, IFRS 9, IFRS

13)

Deferred tax (IAS 12) [8% 10% 9%
Investment properties|8% 8% 8%
(IAS 40)

Share-based 5% 8% 6%
payments & employee

benefits (IFRS 2, IAS

19)

Inventories (IAS 2) 6% 6% 6%
Defined benefit plans [5% 6% 5%




Accounting Area Climate Risk Coverage [Climate Risk Coverage [Overall Combined
(Applicable Standard) |Frequency (2022) Frequency (2023) Frequency
(IAS 19)

Power Purchase 2% 3% 3%
Agreements - PPA

(IFRS 10, IFRS 11,

IFRS 16)

Biological assets (IAS[2% 2% 2%

41)

Revenue (IFRS 15) 1% 2% 2%
Investments in 2% 1% 1%
associates & joint

ventures (IAS 28)

Segment reporting 2% 1% 1%

(IFRS 8)

The data illustrated highlights a macroscopic gap in segment reporting (IFRS 8), where only 1%
of firms overall include climate or sustainability elements. This phenomenon is explained by the
strict adoption of the management approach mandated by IFRS 8, which defines operating
segments based on internal reports regularly reviewed by the Chief Operating Decision Maker
(CODM) to allocate resources and assess performance. Since the CODM historically focuses on
near-term financial dynamics, ESG factors and related long-term transition risks are excluded
from regular monitoring, resulting in a severe disclosure gap. This situation contrasts with
investor expectations, as they require a disaggregation of revenues and operating margins that
allows them to isolate sustainable activities from those exposed to the risk of impairment or
technological obsolescence.

An additional point of reflection lies in the findings of the supervisory activities conducted by
ESMA. In the enforcement cycles referring to 2022 and 2023, the European authority identified
material inconsistencies in 6% and 8% of the analyzed financial reports, due to the total
omission of significant climate risks within the accounting notes, despite extensive and detailed
descriptions of these threats provided in the non-financial statement or management report.
Although the situation shows progressive improvements in 2024, the persistence of these
inconsistencies underscores the urgency of strengthening the internal connectivity of the annual
report.

To this end, a significant impact will derive from the application of the technical advice on the
simplification of the European standards (Amended ESRS) submitted by EFRAG to the
European Commission in December 2025. These interventions entail a 61% reduction in
mandatory datapoints and the elimination of all voluntary disclosures, a measure designed to
simplify the double materiality assessment and ease the pressure on value chain reporting. By
reducing the formal complexity of non-financial reporting, companies will be able to focus their
resources on building qualitative and quantitative linkages that are truly meaningful with
financial statement line items, limiting the disclosure of fragmented and less useful data for the
market.

Critical Nodes of Balance Sheet and Financial
Disclosures




The integration between the non-financial and accounting dimensions raises complex issues in
accounting theory. One of the most complex topics concerns the treatment of
sustainability-related intangible assets, such as human capital, value chain relationships, and
organizational intellectual property. In accordance with IAS 38, these resources cannot be
recognized in the statement of financial position due to the lack of exclusive control by the entity
or the difficulty of reliably measuring the related future economic benefits. EFRAG's Discussion
Paper on Intangibles highlighted diverging views among stakeholders regarding the placement
of this information. If expenditures on staff training or clean technology development do not
meet the criteria for capitalization, they are expensed in profit or loss, causing an immediate
reduction in the profit for the period despite a potential increase in the non-financial value of the
enterprise. To address this reporting limitation, EFRAG suggests that future-oriented expenses
be detailed in the notes, offering analysts a quantitative linking element to assess the long-term
value creation capacity.

A similar debate concerns the recognition of commitments and future investments for the green
transition. Many market participants question the possibility of recognizing provisions or
disclosing contingent liabilities related to public announcements of decarbonization or emission
reductions. The IFRS Interpretations Committee (IFRIC) agenda decision in April 2024 clarified
that a public announcement of a net-zero target does not, by itself, configure a constructive
obligation under IAS 37 at the reporting date, in the absence of a binding past event or a legal
obligation arising from specific legislation. Therefore, future expenditure commitments (planned
CapEx) cannot be recognized as current financial liabilities. From a conceptual standpoint,
influential academic contributions, such as the study by Boustanifar and Verriest (2023),
suggest introducing the category of "intangible liabilities". This refers to an enterprise's structural
exposure to future litigation, penalties, or regulatory compliance costs stemming from negative
externalities generated by its operations, a concept that is currently only addressed within the
sustainability statement or the risk report.

This difference in approach is also reflected in the presentation of exposures, where the
sustainability statement tends to illustrate the gross exposure before mitigation, whereas the
financial statements represent net risk exposure, already filtered by hedging and accounting
provisions. Both presentation formats are legitimate and respond to different informative
purposes, but they require the notes to provide an adequate key to reconcile the two figures.
Finally, the controversy surrounding the IASB proposals in the project Business
Combinations—Disclosure, Goodwill and Impairment is worth mentioning. The disclosure of
strategic post-acquisition performance and expected synergies within the notes met with strong
opposition from preparers. The main objections concern the prospective nature of such data,
which exposes the company to significant litigation risks, the protection of commercially
sensitive information, and the inherent difficulty of linking complex management forecasts with
historical accounting balances.

Digital Tools, XBRL Taxonomy, and Technological
Barriers

The systematic digitalization of corporate reporting constitutes the enabling infrastructure for
developing mature and efficient connectivity. The introduction of the European Single Electronic
Format (ESEF) and the development of the European Single Access Point (ESAP) aim to create
an information ecosystem where sustainability statements and financial statements are fully
machine-readable. The digital taxonomies for ESRS and IFRS accounting standards enable the



structuring of technical links based on shared definitions. In this field, the 2022 XBRL Europe
white paper proposes advanced models of interconnectivity to digitally represent the logical
correlations between qualitative and quantitative data.

The adoption of consistent tags allows users to navigate instantly from environmental or social
performance indicators to the corresponding expense item or provision recognized in the
financial statements, improving transparency and reducing data processing times.

However, current technologies present significant limitations that require caution from operators.
The use of Artificial Intelligence (Al) and Large Language Models (LLMs) for scraping and
analyzing corporate reports is currently affected by hallucinations and a marked lack of semantic
precision. Empirical evidence indicates that in attempting to map numbers extracted from
unstructured reports to precise concepts in the financial taxonomy, even the most advanced Al
models make systematic errors, achieving an accuracy of barely 17%. This scenario confirms
that Al cannot bypass a rigorous structuring of the underlying data through manual and audited
XBRL tagging. Digitalization must be understood as a supporting tool for data consumption and
not as a substitute for the professional judgment required to establish the logical and
methodological links between reports.

Conclusions and Policy Recommendations

Connectivity between financial and sustainability reporting is not a mere formal compliance
exercise, but rather a critical success factor for the credibility and effectiveness of modern
corporate reporting. The conceptual framework developed by EFRAG provides a timely
response to the deficiencies observed in current reporting practice, offering preparers and users
a structured method to link the strategic non-financial dimension to its monetary effects. In order
to promote the rapid dissemination of truly integrated and coherent reporting practices, the
following policy recommendations are formulated for the various stakeholders.

International standard-setters, primarily the IASB, should consider introducing explicit
connectivity requirements within IFRS accounting standards, similar to EFRAG's approach with
ESRS 1, moving beyond the current fragmented approach. It is crucial for the international body
to develop application and interpretation guidelines clarifying the prerequisites for disclosing
qualitative exposure information under IAS 1 (or the future IFRS 18), offering preparers a clear
scope to explain non-exposures or the immaterial impact of climate risks. Furthermore, a
profound revision of IFRS 8 operating segment requirements is necessary, introducing criteria
that mandate reflecting long-term physical and transition risks within the operating segments
monitored by the CODM, aligning management segmentation with the enterprise's strategic
sustainability priorities.

Companies and preparers must definitively overcome an internal organization based on siloed
departments. External reporting integration requires structuring unified internal processes,
where the finance team led by the CFO and the sustainability function stably collaborate on
defining estimation assumptions, drafting physical and transition scenarios, and reconciling
capitalized expenditure flows. Companies should move away from boilerplates or repetitive
disclosures, focusing on clear and specific explanations of the scenario assumptions used both
for ESG planning and for determining the recoverable amount of assets under IAS 36.

Finally, statutory auditors and supervisory bodies are called upon to play an active role of
assurance, intensifying consistency and logical coherence checks between the physical and
economic data disclosed in the sustainability statement and the accounting estimates in the
consolidated financial statements. Harmonization of the technical terminology used in different



sections of the annual report represents an indispensable prerequisite to promote report
readability and avoid the risk of misleading communication to the capital markets.
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