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General Comments on the EFRAG Discussion Paper

Our comment letter is based on the fundamental assumption that the reporting
boundaries for sustainability reporting (SR) and financial reporting (FR) remain fixed,
as defined by the respective ESRS and IFRS standards. This assumption implies that
we do not propose modifying the standards to explicitly address connectivity issues or
envision a fully integrated reporting framework at this time. Discussions and
suggestions to enhance connectivity should be considered within these defined
boundaries.

Overall, we suggest the following voluntary and practical measures to foster greater
connectivity:

« encourage undertakings to explicitly disclose key reporting assumptions;

e encourage standard setters to develop more detailed guidance materials for
preparers;

e promote cross-referencing in SR and management reports to the financial
statements (FS), where applicable, to improve traceability and transparency of
individual items;

« harmonize terminologies and concepts, e.g., through establishing a common
glossary.

We propose situating the connectivity project within the context of the following
developments:

« the growing role of artificial intelligence (Al) in both the reporting and auditing
processes, underscoring that enhancing connectivity has a long-term character;

o the need for reporting undertakings to develop an internal understanding of
connectivity to achieve high-quality connected reporting;

« the importance of further clarifying the interaction between enabling attributes,
mechanisms, and the anchor point (as outlined in Chapter 2 of the DP), as a
critical first step to improving connectivity within the current sustainability
reporting boundaries;

o the need to better articulate the role of the management report as the
overarching narrative link between the two specialized reports — FS and SR.

Regarding the level and practicability of connectivity, we note that, although both FS
and SR should ideally draw relevant information from a shared data basis within the
reporting entity, direct comparability may be challenging due to the following
differences:

« whereas financial reporting is typically based on IFRS, there are different
sustainability reporting standards, for example, IFRS SDS and in Europe ESRS.
Therefore, practical connectivity problems may arise depending on the
standards actually used;

e each report is designed for distinct stakeholder audiences. FS targets more
specialized users, while SR addresses a broader range of interested parties;
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e each report serves distinct objectives: FR focuses on the decision-usefulness
of information for capital providers, while in the EU, SR also aims to influence
corporate behaviour — facilitated by the double-materiality approach;

o the varying competencies and prior knowledge of the different audiences
complicate the explanation of implicit or explicit assumptions. This underscores
the role of cross-referencing for enhancing mutual understanding and
transparency;

« differences may arise between FR and SR in the boundary of the reporting
entity;

« time horizons in FR and SR differ: ESRS-mandated SR often covers 10-15
years (e.g., for climate risks), while FR typically maintains an annual one-year
into the future perspective. This difference complicates the disclosure and
auditing of anticipated financial effects in SR, and the connectivity to FR;

« FR is typically highly aggregated, while SR is data-point oriented with more
narrative and less quantitative focus.

Finally, we note that aligning ESRS-based SR with the information requirements of
multiple European regulations and directives outside of FR and SR - i.e., vertical
alignment — may constrain the further development of the connectivity project.

Our detailed responses to the individual questions in the Discussion Paper are below.
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Detailed Response to the Questions

We are pleased to present below our detailed responses to the questions raised in the
Exposure Draft.

QUESTION 1 - CHAPTER 2: UNDERPINNING CONCEPTS

Part a)

What is your view on Chapter 2’s description of different types and mechanisms of
connectivity of information across different reports (based on ESRS, ISSB Standards,
the IFRS MCPS, and other publications), which include providing explanations that tell
a story/integration of information; coherence via giving a more complete picture or
explaining inconsistencies; consistency of data, assumptions, and narrative;
connection of quantitative information via cross referencing and reconciliation;
disclosure of current financial effects, and intertemporal (across reporting periods)
connectivity via the disclosure of anticipated financial effects)?

AFRAC’s Response:

Figure 2.1 does not show a clear connection of the four “enabling attributes” for
connectivity of the different reports.

“Self-sufficient FS” is a core requirement (and they are audited with reasonable
assurance), not an enabling attribute.

“Clear and concise disclosures” is a desirable property of disclosures overall.
“Connectivity in organisational processes” is an operational perspective, but
companies are free to determine how they implement the disclosure requirements, so
it should not be a focus of standards.

And “connectivity in reporting requirements” is a task of standard setters and
regulators.

The relationship between the concepts of enabling attributes, mechanisms, and anchor
points needs further clarification. To clarify the internal structure, we suggest to
explicitly link each mechanism to its supporting enabling factors and identify the anchor
points that stabilize these relationships.

More generally, we find it difficult to differentiate between connectivity, consistency, and
coherence as different concepts.

We agree that coherence is key, i.e., consistency of data (and explanation of
inconsistencies), assumptions, and narratives. Based on the legal status of the
different disclosures (at least in the EU), FS are the basis, and the other reports should
be consistent with the FS. This is also what the auditor (assurance provider) should
check.

We understand that the IASB and the ISSB try to ensure coherence of standards, but
it is more difficult when different standard setters are at work, as is the case with IFRS
Accounting Standards and ESRS, for example.
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The double materiality concept underlying the ESRS can give rise to financial and
sustainability information that is not coherent. Given the regulatory environment,
companies might have to explain such differences in the SR.

For example, if the boundary of the reporting entity was stated differently between the
FS and SR, it should not be the companies’ task to explain individual differences, rather
it should be the standard setters’ (plural) task to write standards to avoid differences.

Other differences arise from additional requirements in SR, in particular, the disclosure
of impacts, opportunities, and risks that are not included in the FS if accounting
standards do not, or may not, require their recording or disclosure.

Partb)

If any, what other types or mechanisms of connectivity can be applied or are applied
by companies that you consider useful but are not included in Chapter 2?

AFRAC’s Response:

An additional aspect of connectivity could be the sensitivity of FR and SR with respect
to the same exogenous events or risks. An example is long-term input price volatility
that influences or will influence FR and SR information. In FR, sensitivity analysis is
used to quantify the impact of estimation uncertainty on valuations. Within the current
SR framework, sensitivity is underrepresented, as the focus remains on qualitative
resilience and long-term scenario analysis.

Part c)

In paragraph 2.24 of Chapter 2, it is suggested that, as done under ESRS, ISSB
Standards, and the 2025 IFRS MCPS, the IASB should develop explicit connectivity-
related requirements for information within and outside the financial statements. If you
either agree or disagree with this suggestion, please explain why.

AFRAC’s Response:

As mentioned above, we believe that IFRS Accounting Standards need not include
explicit connectivity requirements, rather it is the more recent and much broader
sustainability standards that should take care of the connectivity of SR with FR. The
reason is that the sustainability standards go well beyond the usual (and commonly
understood) boundaries of FR. And there are internationally different SR standards,
whereas FR is typically based on IFRS Accounting Standards.

QUESTION 2 - CHAPTER 3: OVERVIEW OF ILLUSTRATIONS, AND
ILLUSTRATIONS IN THE SUPPLEMENTAL DOCUMENT
Part a)

Do you have any comments on the practical usefulness of the 17 illustrations on
connectivity in the Supplemental Document? Are you aware of any obstacles that your
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company or other companies you are familiar with may face in applying the
mechanisms of connectivity illustrated in the Supplemental Document?

Generally, the illustrations are practical and easy to understand. As such, they are well-
suited to serve as a basis for internal training sessions or corporate manuals.

However, it should be clarified that the illustrations are (or are considered) best practice
or good practice. A standard-setter should be concerned with minimum disclosures,
rather than best practice. Undertakings are free to provide additional voluntary
disclosures.

The inconsistent use of connectivity types between the DP and the illustrations (e.g.,
Supplemental Paper p. 6) may create ambiguity for preparers. In particular, the type —
'Providing necessary explanations (telling a story/integration of information)' — is only
mentioned in the DP on pp. 31-33 and in the Supplemental Paper on p. 57. However,
we consider this specific type to be essential, as it establishes the connection between
FS and SR at a strategic level.

We further note that the illustrations may be challenging to implement where data
availability is limited (e.g., Scope 3 or long-term climate impact modelling).

Regarding the individual illustrations, we note the following:

e lllustration 3 (excerpt on p. 16) is not very helpful. It includes under the header
“Accounting principles” an explanation “that there were no significant human
rights issues or incidents, nor fines or penalties related to reported incidents.”
First, there is no benefit in reporting immaterial information, and second, there
is no related disclosure in the FS, hence, no connectivity issue. Moreover,
immaterial information generally need not be reported.

e lllustration 6 (excerpts on pp. 26) considers a presumably voluntary detailed
disclosure in the management report, which is not related to an SR.

e lllustration 8 (p. 32) contains additional information regarding the EU Taxonomy
Capex, which is outside the FS and, thus not relevant for the connectivity
between FR and SR.

e lllustration 10 (excerpt 1 on p. 40) is difficult to understand regarding the
connection of the data in the strategic report and the FS.

e lllustration 16 (excerpt on p. 64) shows a Board of directors’ report and the
linkage to the notes of the FS. It is not clear what the mandatory basis of the
Board of directors’ report is.

Table 3.1 in Chapter 3 outlines the types and mechanisms of connectivity of reported
information for the different illustrations in the Supplemental Document. Which of these
do you consider most useful and why? If you have a view on this, please indicate under
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what circumstances it would be suitable or unsuitable to apply any of the mechanisms
of connectivity shown in the illustrations.

AFRAC’s Response:

lllustration 11 (pp. 42—45) is generally useful. It would be even more useful if a material
impairment risk, which was reflected in the FS. The other information in the table is
highly informative.

Reconciliation mechanisms linking operational performance to financial effects are
considered most useful but less suitable when key parameters are politically
determined rather than business-driven (e.g., public service contracts).

Further, we consider the requirement of 'providing necessary explanations (telling a
story/integration of information)' as essential, as it establishes the connection between
the various reports at a strategic level. This narrative must be supported by technical
functionality, specifically through robust digital tagging and clear cross-referencing.
Finally, we consider structural consistency as important, which might be achieved
through the mandatory reconciliation of consolidation scopes and reporting
boundaries.

QUESTION 3 - CHAPTER 4: AGGREGATED OBSERVATIONS ON
THE CONNECTIVITY OF REPORTED INFORMATION

Part a)

What is your view on the aggregated positive observations, observations on
anticipated financial effects, and areas of attention to enhance the connectivity of
reported information reflected in paragraphs 4.12 to 4.35?7 If any, what other
observations or points of attention for the connectivity of reported information have you
noticed with respect to current reporting practices?

AFRAC’s Response:

Whereas we find it useful to examine how, and what, companies actually disclose, we
warn against generalizing findings from individual examples. As very different
stakeholders were interviewed, the observations are quite specific and sometimes
contradictory. A better elaboration of the interrelationships in Chapter 2 could allow for
a more effective structuring of the observations. Further, there may be significant
endogeneity bias as, for example, companies that have a longer voluntary reporting
history and well-defined internal processes would disclose more and better. So, the
findings may reveal more a best practice than a basis for assessing mandatory
disclosure requirements, which provide minimum requirements. We urge for giving
companies time to develop a useful set of additional information, which also includes
connectivity-related information.

The usefulness of the selective review in the DP to assess the application of mandatory
disclosures of sustainability datapoints is not obvious. A similar concern applies to a
quantitative analysis of the responses of selected interviewees.
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A significant concern about mandatory disclosure of anticipated financial effects is their
quality. Particularly the longer-term future financial effects are highly uncertain, and this
is one of the reasons that disclosures thereon are (rightly) not mandatory in the FS.
They may also be commercially sensitive. We observe that in the SR, many companies
give only qualitative information or, if they give quantitative information, they disclose
wide ranges of possible financial effects. We suggest that the disclosures of anticipated
financial effects should be constrained to a level similar to that of forward-looking
information, including risks and uncertainties, in the management report.

Connectivity in the sense that disclosures in FR and SR are “related” does not work by
definition on anticipated financial effects of opportunities (see the discussion in DP,
paragraph 4.31). There is no equivalent recognition or even disclosure of future gains
in FR.

What can we learn from the limited presentation of sustainability matters in segment
disclosures (DP 4.9)? The segment definition and the required information in IFRS 8 is
based on a management approach, i.e. the basis the management uses for its
decision-making. This basis need not be correlated with an industry or sector risk-and-
rewards approach, thus it is fundamentally difficult to connect to the other financial
information.

We do not support possible negative statements, i.e., the requirement to disclose the
fact that a possible sustainability risk of a company has no (!) material effect on the
financial position and financial performance. Thinking ahead, such a requirement
(which the IASB lllustrative Examples on Disclosures about Uncertainties suggest)
could be extended to any non-recognition or non-disclosure of an item that users may
believe could be present in a company (DP, paragraph 4.19).

How can the areas of attention, in paragraphs 4.27 to 4.35, related to the connectivity
of reported information be addressed? What would be the required efforts to improve
the connectivity of reported information?

The mandatory disclosures on the determination and application of materiality (DP,
paragraph 4.30), digital tagging (DP, paragraph 4.32), and a mandatory cross-report
glossary (DP, paragraph 4.33) are appropriate means to improve connectivity.

Efforts to improve the connectivity of reported information could be to harmonise
disclosure requirements including data types/requirements and timelines across
various reports.

Generally, companies will learn and adapt through their ongoing conversation with
stakeholders to better communicate their financial and sustainability performance and
align their disclosures to serve their audiences.
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Part c)

If you are a user of the information in the annual report, if you agree or disagree with
the preliminary feedback received on the usefulness of the connectivity of reported
information, which is reflected in paragraphs 4.36 to 4.45, please explain why. If at all,
how does the connectivity of reported information enhance your analysis of
companies?

AFRAC’s Response:

AFRAC is not a primary user of annual reporting; therefore, we do not comment on this
specific question.

QUESTION 4 - CHAPTER 5: CONSIDERATIONS FOR ENHANCING
THE CONNECTIVITY OF REPORTED INFORMATION AND RELATED
ASPECTS

Standard setter consideration: Clarifying the borders of the financial statements with
respect to disclosures in the notes to the financial statements (analysed in paragraphs
5.12to0 5.43)

Part a)

In paragraphs 5.12 to 5.43, it is argued that clarifying the borders of financial
statements with respect to the disclosure of unrecognised sustainability-related
intangibles, sustainability-related commitments for future investments, and synergies
from business combinations in the financial statements would be an enabler of
connectivity. If you either agree or disagree with this view, please explain why.

AFRAC’s Response:

Paragraph 5.13 includes Figure 3 with different annual reports. Historically, the FS are
the most developed information, with rigorous standards, and they are still useful to
their audience. Further information on particular entries can be found in the notes,
which provide background information. Moreover, there is the management report,
which focuses on the management of the company. It provides more context and
information about markets, products, risks and risk management, governance, and
other information that is (for good reasons) not included in the FS. SR is the most
recent addition as a separate part of the management report (rightly) and provides
more detailed information on environmental, social, and (in addition to the
management report requirements) governance topics.

Therefore, we consider connectivity between the SR and the (rest of the) management
commentary as imperative (see also Figure 5.5, paragraph 5.21). For example, if SR
requires a disclosure of any anticipated financial effects in the medium and long-term,
this has no direct equivalent in the FS, due to their underlying, well-understood
boundaries. Hence, connectivity must be internally considered by companies (and it is
audited). For example, if future expected risks and opportunities arise, their current

8
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impact on the FS must be internally assessed (e.g., in an impairment test of long-term
assets). We do not see the need to provide additional disclosures that educate users
regarding what should be included or excluded in FS.

We agree that clarifying the boundaries between FS and SR for sustainability-related
intangibles — which may create significant value but may not meet accounting
recognition criteria — is beneficial for comparability (which we already see with the
DMA) but should allow for flexibility in company-specific applications.

Paragraphs 5.20 to 5.22 outline suggestions for determining when information on
sustainability-related unrecognised intangibles should be disclosed in the financial
statements (i.e. if such information meets the needs of users). If you either agree or
disagree with these suggestions, please explain why.

We understand that there may be a demand to amend FS to better serve their purpose.
For example, due to developments in the business environment there are discussions
about whether more intangibles should be recognized or more information on
intangibles should be included in the notes. Indeed, the EU Accounting Directive
requires disclosure of intangibles in the management report, and we agree with this
approach. The demand has only partially to do with SR, rather it is a general issue.
Nevertheless, we are against “stretching” the current borders, e.g., to include forward-
looking information in the FS, as it may reduce the quality of FS. As such, we agree
with the DP, paragraph 5.24 that the objectives of the different reports and their users’
needs should be retained and not stretched to accommodate unreliable information.

We do not observe many companies that provide additional information on specific
intangibles by voluntary disclosure. We consider this as evidence that the costs of such
disclosures exceed their benefits.

In any case, it should be clearly marked which disclosures were presented based on
IFRS and which were provided voluntarily. This distinction would also affect the degree
of assurance required. An alternative approach would be to link anchor points and
include further information in the management report (or SR).

Paragraphs 5.31 to 5.35 outline the mixed views that EFRAG has heard on whether
forward-looking information (e.g. climate-related commitments on future Capex), which
is not related to the defined elements of the financial statements, should be disclosed
in the financial statements. In this regard, some stakeholders have suggested that
application guidance for paragraph 31 of IAS 1 (paragraph 20 of IFRS 18), which is
related to qualitatively material information about exposures, should be developed in
addition to the existing IASB educational material and illustrative examples. What is
your view on whether such disclosures should be in the financial statements and on
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the suggested development of application guidance for paragraph 31 of IAS 1
(paragraph 20 of IFRS 18)?

AFRAC’s Response:

We are against modifying FR standards to include sustainability-related commitments
that do not qualify for recording in the FS. There are clear criteria in the FR standards
for how (any) commitments should be treated in the FS. If companies want to
voluntarily disclose climate-related commitments, they are free to do so in their SR or
in the management commentary. However, such disclosure would require cross-
referencing and digital tagging for practical reasons.

We are against the IASB’s attempt to resolve such questions by issuing illustrative
examples, in particular, if this de facto means requiring negative statements (see, e.g.,
Example IV-1, Scenario 1). This is a stretch of paragraph 20 of IFRS 18. Thus, we
agree with other stakeholders that IFRS requirements should not be expanded through
illustrative examples (see DP, paragraph 5.34). We also note the controversial
discussions of the IASB ED Business Combinations — Disclosures, Goodwill and
Impairment regarding disclosure of strategic post-acquisition performance (see DP,
paragraph 5.36) about sensitive disclosures of forward-looking information.

Partd)

In paragraphs 5.39 to 5.43, it is suggested that identifying indicators (including event
triggers) of the change in the nature or level of measurement uncertainty of items
disclosed in the sustainability statement/disclosures and the rest of the management
report, such that they could qualify to be recognised as assets or liabilities or disclosed
as contingent assets or contingent liabilities in future period financial statements, could
be helpful for the assessment of intertemporal (across reporting periods) connectivity.

Based on your experience with the information disclosed in annual reports, if you agree
with this view, do you have any suggestions for indicators that items disclosed outside
the financial statements may change their nature and level of measurement certainty
and qualify to be recognised or disclosed in future-period financial statements? If you
disagree with this view, please explain why.

AFRAC’s Response:

As stated in paragraphs 5.40-5.43, a company must consider whether a sustainability-
related commitment eventually reaches a point at which it becomes an obligation that
must be recognized or reported. That is, the company must internally develop criteria
to assess whether and when this threshold is surpassed. We do not see a need for
(externally determined) indicators or triggers for this decision.

10
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QUESTION 5 - CHAPTER 5: STANDARD-SETTER CONSIDERATION:
DIFFERENCES IN LEVEL OF DISAGGREGATION

Part a)

Some stakeholders (including users) have observed differences in the level of
disaggregation in the financial statements and the sustainability statement/disclosures.
The analysis in paragraphs 5.44 to 5.47 suggests that these are mainly a result of
differences in what is material in the context of each of these reports. Thus, it should
not be seen as a problem. If you either agree or disagree with this view, please explain
why.

AFRAC’s Response:

We agree that differences in the levels of disaggregation that result from differences in
what is assessed as material in the FR and SR should not be a big concern (DP,
paragraph 5.46), as — by definition — the items are considered immaterial. However,
the different materiality assessments of companies might be an issue (related to DP,
paragraph 4.30).

However, we emphasize that a harmonised data consolidation approach is required for
consistent reporting.

Although no question on paragraph 5.48 on gross versus net exposure presentation is
asked in this DP, we believe that it is generally difficult to tease out the gross exposures
and mitigation and relate these to any net exposure underlying the financial
information, as often the disclosures are bundled differently. The important point in our
view is that the company must internally be able to connect these, so that the
disclosures are auditable.

Partb)

The analysis in paragraphs 5.49 to 5.54 suggests that the observed
underrepresentation of sustainability-related revenues and profitability-related metrics
in segment disclosures could be a result of the IFRS 8 aggregation being done based
on the management approach, and this supports the need for the IASB to review
segment reporting requirements. Conversely, the failure by a sample of companies to
link the business activities in the sustainability statement to IFRS 8 segments could be
because these companies were in early stages of implementing ESRS, including the
related ESRS 2 requirements. If you agree or disagree with either or both of these
views, please explain why.

AFRAC’s Response:

Segment reporting according to IFRS 8 is based on a management approach, which
requires the segmentation to follow the financial data that top management reviews
with regard to the segments. In contrast to the previous risks-and-rewards approach,
segmentation is firm-specific and should provide better information about how
segments are managed in a company, at the cost of better comparability of segments

11
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across companies or more information about sustainability risks and opportunities.
Therefore, sustainability-related information need not be included in the segment
report if management does not use it to make decisions in the segments (but, for
example, on a company-wide level). To change that, one would need to move back to
a risks-and-rewards approach. Since the Draft Amended ESRS 2 removes the link to
business segments, we see no issue with the reporting.

Practically, we see no inherent contradiction in expecting the management approach
to remain consistent with ESRS, given that ESRS also emphasizes reporting from a
management perspective. We believe that it would be beneficial if SR and financial
segment reporting utilized the same segmental basis.

QUESTION 6 - CHAPTER 5: CONSIDERATIONS TO BE ADDRESSED
BY MULTIPLE STAKEHOLDERS

Do you have any additional suggestions or comments for the following considerations?

Part a)

Assessing differences in reporting boundaries (i.e. the entities, assets and
sites/operations reported on) between different reports (analysed in paragraphs 5.55
to 5.60)

AFRAC’s Response:

As stated in the DP, there are almost no differences in the reporting boundaries under
FS and ESRS. Therefore, connectivity is essentially guaranteed.

Partb)

Enhancing connectivity in organisational processes (analysed in paragraphs 5.61 to
5.63)

AFRAC’s Response:

Connectivity clearly improves when sustainability planning is embedded into core
management cycles. Embedding sustainability into performance management,
procurement, capex processes, and operational steering improves both data
consistency and decision quality.

However, sustainability reporting standards include disclosure requirements, and
should not prescribe any implementation of internal processes.

QUESTION 7 - CHAPTER 5: EXPLORING DIGITISATION TO
ENHANCE CONNECTIVITY OF REPORTED INFORMATION

In the analysis in paragraphs 5.64 to 5.74, it is concluded that the use of structured
data has yet to meet its full potential for enhancing connectivity in the provision and

12
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consumption of reported information. What is your view on this observation? If you
agree, how could this situation be changed?

AFRAC’s Response:

We agree that XBRL structured sustainability data are important to ensure high-quality
data for decision-making and also for Al applications.

Creating links across financial and sustainability XBRL data might be helpful for less
sophisticated users. Yet, users are free to decide how they want to use the data.
Standard-setters should observe how practices develop and see whether there are
benefits by offering more linkages in the XBRL data. This will require an iterative
process between technical development and standard setting.

QUESTION 8 - OTHER

If any, what aspects of connectivity that are not addressed in the DP would you like to
raise?

AFRAC’s Response:

Our comment letter is based on the fundamental assumption that the reporting
boundaries for sustainability reporting (SR) and financial reporting (FR) remain fixed,
as defined by the respective ESRS and IFRS standards. This assumption implies that
we do not propose modifying the standards to explicitly address connectivity issues or
envision a fully integrated reporting framework at this time. Discussions and
suggestions to enhance connectivity should be considered within these defined
boundaries.

Overall, we suggest the following voluntary and practical measures to foster greater
connectivity:

e encourage undertakings to explicitly disclose key reporting assumptions;

e encourage standard setters to develop more detailed guidance materials for
preparers;

e promote cross-referencing in SR and management reports to the financial
statements (FS), where applicable, to improve traceability and transparency of
individual items;

« harmonize terminologies and concepts, e.g., through establishing a common
glossary.

We propose situating the connectivity project within the context of the following
developments:
« the growing role of artificial intelligence (Al) in both the reporting and auditing
processes, underscoring that enhancing connectivity has a long-term character;
« the need for reporting undertakings to develop an internal understanding of
connectivity to achieve high-quality connected reporting;

13
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the importance of further clarifying the interaction between enabling attributes,
mechanisms, and the anchor point (as outlined in Chapter 2 of the DP), as a
critical first step to improving connectivity within the current sustainability
reporting boundaries;

the need to better articulate the role of the management report as the
overarching narrative link between the two specialized reports — FS and SR.

Regarding the level and practicability of connectivity, we note that, although both FS
and SR should ideally draw relevant information from a shared data basis within the
reporting entity, direct comparability may be challenging due to the following
differences:

whereas financial reporting is typically based on IFRS, there are different
sustainability reporting standards, for example, IFRS SDS and in Europe ESRS.
Therefore, practical connectivity problems may arise depending on the
standards actually used;

each report is designed for distinct stakeholder audiences. FS targets more
specialized users, while SR addresses a broader range of interested parties;
each report serves distinct objectives: FR focuses on the decision-usefulness
of information for capital providers, while in the EU, SR also aims to influence
corporate behaviour — facilitated by the double-materiality approach;

the varying competencies and prior knowledge of the different audiences
complicate the explanation of implicit or explicit assumptions. This underscores
the role of cross-referencing for enhancing mutual understanding and
transparency;

differences may arise between FR and SR in the boundary of the reporting
entity;

time horizons in FR and SR differ: ESRS-mandated SR often covers 10-15
years (e.g., for climate risks), while FR typically maintains an annual one-year
into the future perspective. This difference complicates the disclosure and
auditing of anticipated financial effects in SR, and the connectivity to FR;

FR is typically highly aggregated, while SR is data-point oriented with more
narrative and less quantitative focus.

Finally, we note that aligning ESRS-based SR with the information requirements of
multiple European regulations and directives outside of FR and SR - i.e., vertical
alignment — may constrain the further development of the connectivity project.

14



