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29 June 2026 

Ms Saskia Slomp 
CEO 
EFRAG 
35 Square de Meeûs 
B-1000 Brussels 

Via online submission  

Dear Ms Slomp 

Submission on EFRAG Discussion Paper – Connectivity of Financial and Sustainability Reporting 

As one of the largest professional accounting bodies in the world, CPA Australia represents the diverse interests of 
more than 175,000 members working in over 100 jurisdictions and regions around the world, working in diverse roles 
across public practice, commerce, industry, government and academia throughout Australia and internationally. We 
are pleased to provide our comments on EFRAG’s Discussion Paper: Connectivity of Financial and Sustainability 
Reporting (the DP). 

Overall, we support EFRAG’s work in advancing the discussion on connectivity and consider the DP and Supplemental 
Document to be valuable contributions to practical application of connectivity practices, and improving the coherence, 
understandability and usefulness of corporate reporting through such practices. In particular, we welcome the DP’s 
articulation of the different types and mechanisms of connectivity, including connectivity in systems and processes, 
narrative explanations, consistency of assumptions and data, cross-referencing, reconciliations, disclosure of current 
and anticipated financial effects, and intertemporal connectivity. These mechanisms provide a useful basis for 
improving how entities explain the relationships between financial and sustainability-related information. 

At the same time, we believe that clearer conceptual foundations and principles are needed before more prescriptive 
connectivity requirements are introduced. Financial reporting and sustainability reporting are designed to serve 
different, although increasingly interconnected, purposes. Differences in aspects such as reporting objectives, 
materiality perspectives, reporting boundaries, measurement approaches, time horizons and levels of estimation 
uncertainty may limit the extent to which information can be directly connected, reconciled or compared. 
Furthermore, organisational and jurisdictional maturity in sustainability reporting can also have an impact on 
connectivity in reporting. Accordingly, in addition to capacity-building initiatives to improve sustainability reporting 
practices, any future work would also benefit from clearly distinguishing between direct connectivity, such as 
reconciliations to financial statement line items, and contextual or explanatory connectivity, such as narrative 
explanation, signposting and consistency of assumptions. 

In addition, we recommend that, while some consideration could be given to expanding the boundaries of financial 
statements, this expansion should not be done in a manner that undermines the objectives, recognition and 
measurement principles, or auditability of financial reporting. Sustainability-related matters such as , climate 
commitments and supporting transition plans, internally generated intangibles, value-chain impacts and future capital 
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expenditure may be highly relevant to users, but may not meet the recognition or disclosure requirements of 
accounting requirements such as IFRS Accounting Standards. In such cases, useful connectivity may be achieved by 
better disaggregation practices, and disclosures that explain the relationship with the financial statements, including 
why a sustainability-related matter has not resulted in a recognised financial statement effect. 

The illustrations in the Supplemental Document are a useful practical resource and help demonstrate how connectivity 
may be communicated in practice. However, we suggest that they could be strengthened by explaining the preparer 
judgements involved, the limitations of each example, and whether the connection demonstrated is direct, indirect, 
quantitative, qualitative or intertemporal. Greater emphasis on explicit “joining the dots” disclosures, rather than 
requiring users to infer relationships or perform calculations themselves, would improve the practical usefulness of 
the illustrations. 

Our submission also highlights several practical matters that should be considered in future work. These include the 
need for proportionate cost-benefit assessment, clearer guidance on assurance readiness and evidential expectations, 
greater transparency about differences in aggregation and disaggregation, careful consideration of the relationship 
between sustainability information and segment reporting, and practical guidance on differences in reporting 
boundaries between financial and sustainability reporting.  

Finally, we encourage EFRAG and other standard setters to continue pursuing international coordination and 
interoperability in this area. Connectivity challenges are likely to increase as sustainability reporting frameworks evolve 
across jurisdictions. A principles-based conceptual framework for connected reporting, informed by existing reporting 
frameworks and relevant concepts from integrated reporting, would help establish the objectives, scope and limits of 
connectivity and support more consistent, decision-useful reporting outcomes for users. 

Further detail on our above comments, including our responses are included in the Attachment. If you require 
further information, please contact me at ram.subramanian@cpaaustralia.com.au.  
 
Yours sincerely 
 

 

 
 

Ram Subramanian FCPA 
Financial Reporting Lead 
CPA Australia 
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ATTACHMENT – CPA AUSTRALIA’S RESPONSES 
 

QUESTION 1 – CHAPTER 2: UNDERPINNING CONCEPTS  

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)?  

b) 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?  

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. 

We broadly support the connectivity mechanisms identified in the DP. However, we believe that current practical 
experience in applying these mechanisms remains relatively limited. This for example could be due to the relatively 
low levels of maturity with sustainability reporting in many jurisdictions. In our view, it is difficult to assess the 
effectiveness of individual mechanisms in isolation before more fundamental questions regarding the objectives, 
scope and limits of connectivity have been addressed. In addition to maturity levels in sustainability reporting, other 
challenges include differences in materiality thresholds, reporting boundaries, measurement approaches and levels of 
uncertainty (discussed later in this submission) which may create practical challenges in determining how information 
should be connected across reports. 

A NEED FOR CLEARER CONCEPTUAL FOUNDATIONS FOR CONNECTIVITY  

While we agree that the mechanisms identified in the DP represent useful tools for enhancing connectivity, their 
effectiveness will ultimately depend on the development of clearer conceptual foundations and greater consistency 
in reporting frameworks and practices. This reinforces the importance of addressing foundational questions before 
introducing more prescriptive connectivity requirements or implementation expectations. The concepts in Chapter 2 
provide a sound basis for the practical considerations involved in achieving connectivity across reports made available 
to external users. Please refer to our response to Question 8 for our broader views on a conceptual framework for 
connected reporting.  

OVERALL VIEWS ON CHAPTER 2 – UNDERPINNING CONCEPTS 

Although the DP considers some of the practical considerations to achieve connectivity in reporting, it also recognises 
some of the limitations in the frameworks and standards that underpin different types of corporate reports. These 
limitations are noted in para 2.23 (highlighting some of the differences between ESRS and ISSB Standards) and para 
2.24 (highlighting that there is no explicit connectivity requirements within IFRS Accounting Standards). 

We agree with the analysis in para 2.23 that although there are differences between ESRS, ISSB Standards and the 
IFRS Management Commentary Practice Statement (MCPS), there is recognition of the necessity of connected 
information across these pronouncements. However, in broad terms, there is no such explicit requirement within IFRS 
Accounting Standards, although implicitly, it can be expected that financial impacts disclosed in other reports such as 
sustainability reports may have an impact on financial reports (e.g., impairment). We have also received feedback 
(similar to that noted in para 2.24) that there should be connectivity of information presented in reports outside 
financial statements, to information in financial statements, and not necessarily the other way around. In spite of this 
feedback, we believe there is a case for considering two-way connectivity. 

Accordingly, we support the proposal in para 2.24 that the IASB should consider including explicit requirements in IFRS 
Accounting Standards for connectivity of information both within and outside financial statements. Without such 
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explicit requirements, we do not believe preparers will voluntarily seek to address connectivity of information 
presented within financial statements (See elaboration in Question 6). The audit and regulatory inspections overlay 
could further contribute to this approach, as there will be an expectation for clear documentation and evidence to 
support any additional information that may need to be provided within financial statements to establish connectivity 
with information outside 

Subject to the above, we provide our comments below in respect of the underpinning concepts described in Chapter 
2 of the DP: 

ENABLING ATTRIBUTES FOR THE CONNECTIVITY OF REPORTED INFORMATION 

We agree overall with the attributes identified as necessary for connectivity of information. In particular, these 
attributes support the connectivity of information within different reports. In respect of connectivity of information 
across different reports, we provide some further observations below: 

Self-sufficient financial statements based on its objectives: for the reasons stated above, and the limitations noted in 
para 2.23 b) of the DP, it is unclear to us how this attribute contributes to or enables connectivity across different 
reports. We suggest giving further consideration to address this. 

Clear and concise disclosures: We agree that clear and concise disclosures can contribute to the understandability of 
information, the absence of which could undermine the underpinning principle of not obfuscating decision useful 
information. In the context of sustainability statements/disclosures prepared in accordance with ESRS or ISSB 
Standards, we concur that this attribute can aid connectivity across different reports. In respect of financial 
statements, we agree that clear and concise disclosures can contribute to a better understanding of the information 
in the primary statements that they seek to support, but however, for the reasons discussed above, any connectivity 
achieved with information contained in other reports may not be intentional. (Also supplemented by our responses in 
Question 2) 

Connectivity in organisational processes: We believe this is attribute is most likely to support and enable connectivity 
across different reports. As noted in para 2.5, this attribute is underpinned by integrated thinking, a concept 
fundamental to Integrated Reporting that espouses a holistic approach to value creation across an entity. (Please also 
see our responses to Question 6) 

Connectivity in reporting requirements (basis of preparation): We agree that this is an attribute that can support 
connectivity across different reports. Whilst we agree that the common conceptual characteristics and other attributes 
that are common across reporting frameworks can aid connectivity, further consideration is needed to address 
differences between reporting frameworks arising from their scope and objectives. For example, the boundary of a 
reporting entity (discussed in para 2.8) could be different for a climate report (that could include upstream and 
downstream climate impact information) compared to a financial report. 

CONNECTIVITY OF INFORMATION/CONNECTED INFORMATION UNDER ESRS AND IFRS LITERATURE 

We agree that the requirements (described in para 2.11 and 2.12) in ESRS, ISSB Standards and the IASB MCPS can aid 
connectivity. However, in jurisdictions such as Australia where the local equivalent of IFRS S1 (AASB S1) is a voluntary 
standard, there may be no mandatory mechanism to ensure connectivity. 

TYPES AND MECHANISMS OF CONNECTIVITY OF REPORTED INFORMATION 

We agree with the overarching types of connectivity (providing explanations that tell a story/integration of 
information, direct and indirect connectivity, consistency and coherence). In our view the requirements articulated in 
para 2.18 in respect of ‘direct and indirect connectivity’ are likely to support practical implementation of connectivity. 
We also agree that narrative information and consistent information can support connectivity. Whilst we agree 
‘coherence’ can also support connectivity, there are arguably no explicit mechanisms currently within IFRS Accounting 
Standards that can specifically facilitate this. 

Mechanisms of connectivity of reported information 

The DP comprehensively identifies a range of practical mechanisms (para 2.28) that we believe will provide significant 
practical guidance to preparers seeking to achieve connectivity across different reports. The Table presented in Figure 
2.3 is a good summation of these mechanisms and how they tie into both enabling attributes and types of connectivity. 
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There is merit in expanding further on these mechanisms in any future publication EFRAG publishes on the topic of 
connectivity. 

We suggest that any future guidance should distinguish more clearly between mechanisms that establish a direct 
connection, such as reconciliation to a financial statement line item, and mechanisms that provide contextual or 
explanatory connectivity, such as narrative explanations, signposting and consistency of assumptions. This distinction 
would help preparers apply connectivity mechanisms proportionately and would assist users in understanding the 
strength and nature of the connection being communicated. 

ANCHOR POINTS 

Similar to the mechanisms of connectivity of reported information above, we believe the anchor points identified in 
the DP are a useful practical resource for preparers and others involved in establishing, identifying and understanding 
connections between different reports. For reasons discussed above in relation to limitations in the frameworks and 
current approach to financial reporting, the anchor points may not be considered relevant by some financial report 
preparers, particularly in the context of sustainability-related Impacts, Risks and Opportunities (IROs). However, we 
believe these anchor points could provide a useful mechanism to further any developments in addressing how 
connectivity can be achieved in IFRS Accounting Standards. We believe the anchor points in 2.31 to 2.36 and Table 2.1 
are well articulated and provide a practical analysis that could assist preparers currently seeking to achieve 
connectivity across different reports and also be built upon in the future in developing a framework for connected 
reporting. 

QUESTION 2 – CHAPTER 3: OVERVIEW OF ILLUSTRATIONS, AND ILLUSTRATIONS IN THE SUPPLEMENTAL 
DOCUMENT  

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 company or other companies you are familiar with may face in 
applying the mechanisms of connectivity illustrated in the Supplemental Document?  

b) 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 what circumstances it would be suitable or unsuitable to apply any of the mechanisms 
of connectivity shown in the illustrations. 

Practical Usefulness of the Illustrations 

We consider the 17 illustrations to be a useful contribution to the connectivity discussion, as they demonstrate 
practical examples of how relationships between financial and sustainability-related information can be 
communicated through mechanisms such as cross-referencing, reconciliations, narrative explanations and disclosures 
of financial effects. The illustrations help move the discussion beyond conceptual principles and provide insight into 
how connectivity may be implemented in practice. However, while the examples demonstrate potential reporting 
outcomes, they do not always provide sufficient clarity regarding the processes, judgements and implementation 
considerations necessary to achieve those outcomes. As discussed in our response to Question 1, the effectiveness of 
connectivity mechanisms ultimately depends on a clear understanding of the objectives, scope and limitations of 
connectivity. Preparers may face practical implementation challenges and costs in applying these mechanisms 
consistently. Additional guidance and implementation support may therefore be required to promote consistent 
application across different reporting contexts. 

In particular, the illustrations could be made more useful by including a short explanation of why each example was 
selected, the preparer judgement involved, the relevant limitations, and whether the connection demonstrated is 
direct, indirect, quantitative, qualitative or intertemporal. This would help avoid the risk that examples are interpreted 
as templates or minimum expectations, rather than as illustrative reporting practices that need to be adapted to an 
entity’s facts and circumstances. 

Most Useful Connectivity Mechanisms 

In our view, the most useful connectivity mechanisms are those that help users clearly understand the relationship 
between financial and sustainability-related information without requiring significant analysis and interpretation. 
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Narrative explanations, explicit cross-referencing and reconciliations are particularly useful where they clearly explain 
how sustainability-related matters influence financial outcomes, assumptions or disclosures. We also consider 
disclosures explaining why sustainability-related matters may not yet have a material effect on the financial 
statements to be valuable, as they help users understand the relationship between financial and sustainability 
reporting while acknowledging that connectivity may not always result in direct financial statement impacts. Similar 
consideration should also be given to the converse relationship, where matters presented or disclosed in the financial 
statements may have an impact on sustainability reports. 

Importance of Clear Linkages 

Several illustrations demonstrate the benefits of providing more explicit linkages between related disclosures. For 
example, Illustration 6 provides a useful example of how a transition plan can be connected to financial statement 
disclosures by clearly explaining why anticipated sustainability-related impacts have not resulted in asset impairment. 

By contrast, Illustrations 9 and 14 highlight situations where users may need to infer relationships or perform their 
own calculations to understand how information presented in different parts of the annual report is connected. On 
page 37 of the Supplemental Document to the DP (example 9), it is noted that the intensity metric (97,760) divided by 
the market-based GHG emissions (14) is the same as the revenue in the Income Statement (7,136). Whilst this can be 
inferred by someone undertaking the calculations, it is not a readily apparent connection between the two numbers 
in the sustainability and financial statements respectively. Similarly, on page 56 (example 14), a reconciliation between 
the aggregate exposure of the loans portfolio vulnerable to climate risk in the Sustainability Statement (83,827) and 
the gross corporate loans at amortised cost in the financial statements (83,929) would be helpful, with the difference 
identified as the fair value adjustment from hedge accounting on corporate loans (102). 

In our view, connectivity is most effective when relationships between sustainability-related and financial information 
are explained explicitly through narrative explanations, cross-referencing or reconciliations, rather than requiring 
users to derive those relationships themselves. Greater emphasis on such “joining the dots” disclosures would 
enhance understandability and improve the practical usefulness of connectivity for users. Similarly it may be helpful 
to clarify where connectivity is going to be more challenging to demonstrate, or where no connectivity is possible. 

We also encourage EFRAG to consider whether any future iterations of the Supplemental Document could include one 
or more examples where connectivity is appropriately explained by clarifying the absence of a financial statement 
impact. Such examples would be particularly useful in areas such as transition plans, climate-related commitments, 
internally generated intangibles and value-chain matters, where users may expect a financial statement effect even 
though recognition or disclosure in the financial statements may not be required under IFRS Accounting Standards. 
 

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

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? If any, what 
other observations or points of attention for the connectivity of reported information have you noticed with respect 
to current reporting practices?  

b) 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?  

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? 

We broadly agree with EFRAG’s observations regarding the increasing use of connectivity mechanisms in practice, 
including cross-referencing, reconciliations, navigation tools and governance disclosures. These mechanisms can 
enhance users’ understanding of the relationships between financial and sustainability-related information when 
applied effectively. While relatively mature forms of connectivity are becoming more common, more advanced forms 
of connectivity, particularly the quantification of the financial implications and anticipated financial effects of 
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sustainability-related initiatives and impacts, remain relatively uncommon and continue to present significant 
implementation challenges due to estimation uncertainty, evolving methodologies and data limitations. 

Cost-Benefit Considerations 

While the DP highlights many of the potential benefits of enhanced connectivity, we believe greater attention should 
be given to the costs associated with implementation. The feasibility and effectiveness of connectivity cannot be 
assessed without considering the costs incurred by preparers, auditors, regulators and other stakeholders in 
developing systems, controls, governance processes, methodologies, documentation and assurance procedures. 
Future work on connectivity should therefore incorporate more explicit consideration of cost-benefit trade-offs to 
ensure that reporting requirements remain practical, proportionate and decision-useful. We refer to this as 
‘proportionate connectivity’, a concept that espouses that connections should only be considered where it is 
practicable. There needs to be recognition that connectivity, including quantification, across different reports may not 
always be possible. 

Preparers’ Challenges and Areas for Improvement 

We agree that there remains considerable scope to improve the coherence and understandability of reporting. We 
concur with the preparer implementation challenges identified in para 4.35 and agree that preparers continue to face 
challenges associated with inconsistent terminology, varying reporting boundaries, limited quantification of 
sustainability-related financial implications, high estimation uncertainty, reluctance to disclose commercially sensitive 
information and the absence of standardised methodologies in certain areas. To support more effective 
implementation, we encourage standard setters to continue developing appropriate requirements, practical guidance, 
illustrative examples and educational material, while also seeking opportunities to improve interoperability between 
reporting frameworks and reduce unnecessary duplication of disclosures. In this regard, we note that ESRS cover many 
sustainability topics as dedicated standards, whilst IFRS S1 serves as an overarching standard, with limited specificity 
around different sustainability topics. This divergence can add to the complexity and interoperability challenges. 

Audit, Assurance and Regulatory Considerations 

The effectiveness of connectivity is also influenced by assurance and regulatory considerations. While qualitative 
disclosures can provide useful explanations of relationships between financial and sustainability-related information, 
they may be difficult to substantiate and assure, particularly where they involve forward-looking information, 
management judgement or significant estimation uncertainty. Consideration should therefore be given to the 
evidential requirements associated with connectivity-related disclosures and the extent to which such information can 
be reasonably assured, as greater clarity in this area may improve consistency and confidence in reporting outcomes. 
The differences in the approach taken to assurance over sustainability reports (limited or no assurance in most cases) 
compared to financial reports (reasonable assurance in most cases) may also need to be considered. 

In this context, we recommend that EFRAG’s future work explicitly address the interaction between connectivity and 
assurance readiness. Connectivity-related disclosures that bridge financial and sustainability information may draw on 
different systems, controls and evidence bases. Clarifying the level of substantiation expected for such disclosures 
would help preparers, auditors and regulators apply connectivity in a manner that is reliable, proportionate and 
capable of being assured where required. 

Usefulness of Connectivity Information for Users 

From a user perspective, connectivity can enhance understanding of how sustainability-related matters influence an 
entity’s strategy, business model, risk profile and financial performance. It can help users understand the relationships 
between reported risks, opportunities, actions, targets and financial outcomes, thereby supporting more informed 
analysis and decision-making. However, the usefulness of connectivity ultimately depends on the quality, reliability 
and clarity of the underlying information. Excessive cross-referencing, boilerplate disclosures, inconsistent 
terminology and insufficient explanation of assumptions may reduce rather than enhance understandability, 
highlighting the importance of focusing on the quality of connectivity rather than connectivity for its own sake. We 
also agree with the observations by users (para 4.42(a)) that more disaggregated information can aid better 
connectivity between different reports; however, this disaggregation needs to be balanced against the potential 
excessive volume of information that could arise, which itself can undermine understandability. 
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EFRAG has undertaken work in assessing user reactions to the proposals in the DP. However, it is not well-defined in 
the DP whether there is a clear understanding amongst users of what connectivity actually means and their 
expectations are from information that demonstrates connectivity between different reports. For example, para 4.39 
notes that there was no indication amongst interviewed users that they had combined functional teams that jointly 
considered financial information and sustainability information for analytical purposes. This suggests that whilst users 
consider financial statements and sustainability information separately, they may not necessarily be looking for the 
connections between these reports. It would be helpful to understand further what user needs and expectations are 
in respect of connected information. In particular, it would be helpful to understand how the investment community 
uses narrative connected information in guiding their decisions.  

It is perhaps also important to ensure there is user understanding of which information across different reports will 
not lend itself to connectivity. There may be some misconceptions amongst users that every financial metric in 
sustainability reports should also be reflected somehow in financial reports. The Agenda Decision by the IFRS 
Interpretations Committee on whether an entity’s commitment to reduce or offset its greenhouse gas emissions 
creates a constructive obligation, and a Agenda Decision on the recognition of intangible assets that could result from 
climate-related expenditure, showcases some of the challenges in this regard. 

More so, financial reports are prepared with a view to ensuring the framework is adhered to strictly. There is no 
consideration necessarily given to whether there is connectivity between the information in the financial statements 
and other reports including sustainability reports as noted in the DP. In addition, the audit and regulatory overlay 
necessitates ensuring information included in the financial statements can be substantiated with appropriate 
evidence.  
 
 

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 5.12 to 5.43)  

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.  

b) 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.  

c) 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 
the suggested development of application guidance for paragraph 31 of IAS 1 (paragraph 20 of IFRS 18)?  

d) 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. 

https://www.ifrs.org/content/dam/ifrs/supporting-implementation/agenda-decisions/2024/climate-related-commitments-apr-24.pdf
https://www.ifrs.org/content/dam/ifrs/supporting-implementation/agenda-decisions/2025/recognition-of-intangible-assets-from-climate-related-expenditure-apr-25.pdf
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Financial Statement Boundaries and the Limits of Connectivity 

We agree that connectivity between financial statements and sustainability-related disclosures is an important 
objective. However, we do not believe that enhancing connectivity necessarily requires expanding the boundaries of 
financial statements. Financial statements are designed to provide information about recognised assets, liabilities, 
equity, income and expenses in accordance with established recognition and measurement requirements. 
Sustainability reporting, by contrast, frequently encompasses broader matters such as strategy, risks, opportunities, 
impacts, commitments and transition plans. While these forms of information may be interconnected, they serve 
different reporting objectives and therefore may not always be suitable for inclusion within the same reporting 
boundary. 

CPA Australia commissioned the ‘Horizons of Financial Reporting’ research that concluded in 2024 sought to explore 
the boundaries of financial reporting, particularly in the context of intangible assets and climate-related impacts. 
Two reports (Part 1 – Preparer Perspectives and Part 2 – Investor Perspectives) arising from the research, published 
in 2022 and 2024, identify similar considerations relating to the boundaries of financial statements. 
 
CPA Australia has also been actively pursuing further thought leadership activities in relation to intangibles and 
intangible assets that were first explored in the research mentioned above. In this regard, we held an ‘Intangibles 
Summit’ on 1 May 2026, showcasing research and other presentations, and panel discussions, involving global 
leaders from standard-setting, regulation, valuation, investment and academia. The discussions included the role of 
connected information in providing a more holistic picture of intangibles and intangible assets that are considered of 
value by entities. We are in the process of developing a report summarising the key points arising from the Summit 
and we have attached a draft of the same for your consideration (Appendix I). Please note this is a draft report that 
could be subject to further change and we therefore request that this report is not published at this stage. We will 
share a link to the final report with you once its published. 

Recent findings from the New Zealand Financial Markets Authority (FMA) highlight emerging connectivity challenges 
in practice. The FMA observed instances where climate-related risks, physical impacts and transition commitments 
were discussed in sustainability reporting without corresponding explanations of financial reporting implications, 
assumptions or capital allocation effects. Similar challenges may arise in relation to other economically significant 
matters, including internally generated intangibles and digital capabilities (as noted above and in our draft report in 
Appendix I), and strategic transformation initiatives. These examples demonstrate the growing divergence between 
financial reporting and non-financial reporting and highlight the importance of helping users understand the 
relationship between information presented across different parts of the annual report. 

The discussion in paras 5.31-5.35 of the DP (consideration of disclosure of sustainability-related commitments in the 
financial statements) shines a light on some of the challenges associated with connectivity. In particular, we agree 
with the view that disclosure of information, including forward-looking information, as it pertains to sustainability or 
other information, should only be included in the financial statements if related elements have been recognised in the 
primary statements. Such disclosures should not be made if they relate to unrecognised assets and liabilities. We 
believe this is essential to preserve the integrity of the scope and objectives of financial reporting, and to also ensure 
it does not cause unnecessary audit or other assurance complexities, including excessive costs compared to benefits 
arising. 

We however recognise that many sustainability-related value drivers and strategic resources may be highly relevant 
to an entity’s long-term value creation and sustainability performance but do not meet existing recognition criteria for 
financial reporting purposes. As a result, the absence of such information from the financial statements may reflect 
the limitations of current accounting frameworks rather than deficiencies in reporting practices. In these 
circumstances, meaningful connectivity may be better achieved through transparent explanation of relationships, 
assumptions and implications, supported by a conceptual framework for connectivity (see our responses to Question 
8 below) that helps preparers and users understand how information across different reporting frameworks is 
connected. Such an approach would recognise the distinct objectives of financial reporting and sustainability reporting 
while promoting greater coherence across corporate reporting. 

Connectivity Should Respect Reporting Boundaries and Practical Limitations 

https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/tools-and-resources/financial-reporting/reporting-research-initiatives/horizons-of-financial-reporting-part-1.pdf?rev=e2b716e6c703400eb6c75eba76eca714
https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/tools-and-resources/financial-reporting/reporting-research-initiatives/the-horizons-of-financial-reporting_part-2_v1.pdf?rev=abef078351874df78943d784e089b002
https://www.fma.govt.nz/library/reports-and-papers/crd-insights-from-our-reviews-2025/
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We recognise that climate-related commitments, transition plans and anticipated future investments may be 
important to users’ understanding of an entity’s sustainability strategy and prospects. However, such information is 
often characterised by significant uncertainty and may not relate directly to recognised assets, liabilities or contingent 
positions. More broadly, as discussed in our responses to Question 3, we do not consider that connectivity will always 
be achievable or appropriate in every circumstance. Furthermore, instances where statutory reporting requirements 
diverge may cause challenges. For example, in Australia, the reporting period for modern slavery reporting 
requirements are not aligned with the reporting period for financial reporting requirements. 

Consistent with our comments in Question 1, clearer articulation of the boundaries between financial reporting and 
sustainability reporting would assist preparers and users in understanding what information can reasonably be 
connected, where differences should be expected and how those differences should be communicated. 

Such clarification would also help address several practical challenges that currently affect connectivity. For example, 
differences in materiality approaches, as discussed in our responses to Question 5, may result in different information 
being reported. Similarly, financial reporting is generally based on control and consolidation principles, whereas 
sustainability reporting may extend beyond controlled entities to encompass activities, operations or value-chain 
relationships that are significant from a sustainability perspective. As noted in the DP, challenges may also arise where 
sustainability information is reported at different levels of aggregation from financial reporting, including where 
sustainability topics do not align with existing segment reporting structures. Again, a conceptual framework that 
clarifies these distinctions could support more realistic expectations regarding connectivity (see responses to Question 
8 below).  

In our view, meaningful connectivity should focus on areas where there is a clear and supportable relationship 
between financial and sustainability-related information. This would support coherent explanations, appropriate 
cross-referencing and transparent disclosure of assumptions and implications, while recognising the distinct objectives 
of financial reporting and sustainability reporting and the practical limitations of connecting information across 
different reporting frameworks. 
 

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

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.  

b) 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. 

Differences in Materiality and Levels of Disaggregation 

We broadly agree with the DP’s observation that differences in the level of aggregation and disaggregation between 
financial statements and sustainability disclosures are often a consequence of differing reporting objectives and 
materiality assessments rather than deficiencies in reporting requirements. While such differences may be 
appropriate, they can nevertheless create practical connectivity challenges for users seeking to understand how 
sustainability-related matters affect an entity’s financial position, performance and prospects. These challenges are 
particularly evident where different reporting frameworks apply different materiality concepts, including the 
application of double materiality under ESRS compared with materiality under IFRS Accounting Standards and ISSB 
Standards. Accordingly, we believe greater transparency regarding the basis for aggregation, disaggregation and 
materiality assessments would assist users in understanding why related information may be presented differently 
across reports. 
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Segment Reporting and Sustainability Information 

Given sustainability reporting is still an emerging practice in many jurisdictions, we suggest that further work should 
be undertaken to establish whether the connectivity shortcomings between segment reporting and sustainability 
reporting are as a result of preparers still implementing sustainability reporting, or as a result of shortcomings in the 
requirements of IFRS 8 Operating Segments (IFRS 8). 

If, following further investigation and over the course of time as further experience in sustainability reporting practices 
develop, it is established that the shortcomings are due to the requirements in IFRS 8, it may be appropriate at that 
time to advocate for a review of the application of segment reporting under IFRS 8 by the Chief Operating Decision 
Maker.  

Sustainability-related risks, opportunities and impacts frequently have longer-term horizons and may not align with 
the information routinely monitored by the Chief Operating Decision Maker for operational decision-making purposes. 
At the same time, sustainability reporting is often organised around topics, impacts or risks that do not necessarily 
correspond to financial reporting segments. While these differences may explain some of the observed disconnect, 
they do not eliminate the challenge faced by users in understanding how sustainability-related matters affect different 
parts of an entity’s business. We therefore support further consideration of whether additional guidance, enhanced 
cross-referencing, reconciliations or other mechanisms could improve the relationship between segment disclosures 
and sustainability reporting without undermining the management approach that underpins IFRS 8. 

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

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

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)  

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

Reporting Boundaries and Consolidation Challenges 

We agree that differences in reporting boundaries represent a significant challenge to achieving effective connectivity.  
In practice, financial reporting is generally based on control and specified consolidation principles, whereas 
sustainability reporting may extend beyond controlled entities to include operations, activities or value-chain 
relationships that are considered significant from a sustainability perspective. 

These differences can create practical challenges when attempting to connect information across reporting 
frameworks. For example, sustainability disclosures may incorporate information relating to entities or activities that 
are not included within the financial reporting boundary, while financial statements may include entities that are not 
material from a sustainability perspective. Similar challenges arise where sustainability metrics are prepared using 
operational control or equity share approaches rather than the control-based model commonly applied in financial 
reporting. Where reporting scopes differ, transparent disclosure of the basis of preparation and the reasons for those 
differences may be more useful than attempting to force alignment between fundamentally different reporting 
objectives. 

Organisational Processes and Behavioural Considerations 

We also consider that organisational and behavioural factors play an important role in determining the effectiveness 
of connectivity. Financial reporting is a mature reporting discipline supported by established systems, controls, 
governance arrangements and professional expertise. By contrast, sustainability reporting is relatively less mature and 
continues to evolve, with many organisations still developing the processes, capabilities and data systems necessary 
to support consistent reporting. 

In practice, reporting is often approached primarily as a compliance exercise rather than as a communication tool. This 
is partly driven by the audit and regulatory overlay, with the need to ensure sufficient justification of the disclosures 
through appropriate documentation and evidence. Consequently, organisations may focus on meeting minimum 
reporting requirements within individual frameworks rather than actively seeking opportunities to improve 
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connectivity across reports. While voluntary efforts to enhance connectivity are welcome, their application is likely to 
remain inconsistent where expectations, guidance and reporting requirements are not clearly articulated. 

Recommendations for Improvement 

Consistent with our comments in Question 1, we believe that clearer principles and guidance would support more 
effective implementation of connectivity in practice. We encourage continued efforts to improve interoperability 
between reporting frameworks and provide practical guidance on addressing differences in reporting boundaries, 
materiality considerations and levels of aggregation. 

More broadly, connectivity should be considered as part of the overall reporting objective rather than as a separate 
compliance requirement. Supporting organisations in understanding how information across different reports 
contributes to a coherent narrative may be just as important as introducing additional reporting requirements. 

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

Level of importance: Future Development Considerations 

We agree that structured data has yet to realise its full potential in enhancing connectivity. Digital reporting tools, 
including XBRL tagging and interoperable taxonomies, can improve the accessibility, comparability and usability of 
information. This can however be challenging in jurisdictions such as Australia which has not mandated digital financial 
reporting at present. 

Technology cannot however resolve the underlying conceptual challenges associated with connectivity, including 
differences in reporting objectives, materiality assessments and reporting boundaries. Similar to our responses in 
Question 3, the costs of implementation and ongoing maintenance should be considered when evaluating the benefits 
of further digitisation initiatives. In our view, digitisation should be regarded as an important enabler of connectivity, 
supported by clearer conceptual foundations, greater interoperability and proportionate cost-benefit considerations. 

We also suggest that EFRAG consider the role of digital tagging in identifying relationships between related disclosures 
across the annual report. Structured data could support connectivity where taxonomy design enables users to trace 
common concepts, assumptions, metrics and financial effects across reporting sections. However, this should be 
developed carefully to avoid creating artificial links or excessive tagging burdens where the underlying conceptual 
relationship is weak or judgemental. 
 

QUESTION 8 – OTHER  

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

Conceptual Framework for Connected Reporting 

We broadly support the description in the DP of the various types and mechanisms of connectivity and agree that they 
provide a useful basis for enhancing the coherence and usefulness of corporate reporting. However, we consider that 
the practical application of connectivity is influenced by underlying conceptual factors that extend beyond the 
reporting standards and other mechanisms. 

As discussed in our responses to Question 4, recognition and measurement requirements limit the extent to which 
sustainability-related information can be incorporated into financial statements. Accordingly, not all forms of 
connectivity will be equally achievable or appropriate. CPA Australia has previously advocated for connected reporting 
underpinned by a robust conceptual framework. In our April 2020 submission to Accountancy Europe on 
Interconnected Standard Setting for Corporate Reporting, we identified the development of conceptual framework(s) 
as a key enabler of global connected reporting and emphasised the importance of clearly defining reporting 
boundaries, addressing differing materiality perspectives, accommodating evolving forms of non-financial 

https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/policy-and-advocacy/consultations-and-submissions/financial-reporting/pre-2021/accountancy-europe-interconnected-standard-setting-corporate-reporting.pdf
https://www.accountancyeurope.eu/wp-content/uploads/2022/12/191220-Future-of-Corporate-Reporting.pdf


Page 13 

 

information, and recognising the diverse information needs of stakeholders. We continue to consider these matters 
fundamental to the effective implementation of connectivity. 

Accordingly, we consider a conceptual framework to be fundamental in establishing the objectives, scope and 
boundaries of connectivity. Such a framework could assist preparers and users in understanding how different forms 
of information relate to one another while recognising differences between reporting frameworks. It could also 
support greater consistency across jurisdictions and provide a principles-based basis for assessing when and how 
different connectivity mechanisms should be applied. 

We further consider that a stronger conceptual foundation would assist standard setters in evaluating whether 
additional connectivity-related requirements are necessary. While we support efforts to improve the coherence of 
information provided across annual reports, any future requirements should be developed with careful consideration 
of the practical feasibility of connectivity, particularly where differences exist between financial reporting and 
sustainability reporting frameworks. In our view, clear principles should be established before more prescriptive 
requirements are introduced. In developing such principles, standard setters may also benefit from considering 
relevant concepts and experiences from broader connected reporting initiatives that seek to explain the relationships 
between financial and non-financial information. 

Global Alignment and Framework Complexity 

Connectivity challenges are likely to become more pronounced as sustainability reporting requirements continue to 
evolve across jurisdictions. The coexistence of multiple reporting frameworks, including ESRS, ISSB Standards, GRI 
Standards and emerging public-sector sustainability reporting initiatives such as from the International Public Sector 
Accounting Standards Board (IPSASB), may increase reporting complexity and create challenges in maintaining 
coherent and connected disclosures globally. Multiple reporting frameworks run the risk of fragmentation in reporting 
practices, further contributing to connectivity challenges. 

Accordingly, we encourage continued international coordination and interoperability initiatives among standard 
setters to support comparability, reduce fragmentation and facilitate more effective connectivity across corporate 
reporting. Greater alignment between reporting frameworks would also support the development of more consistent 
connectivity practices and improve the usefulness of information for users operating across multiple jurisdictions. 

Integrated Reporting  

As a broader observation, we encourage consideration of whether concepts developed through the Integrated 
Reporting Framework may provide useful insights for the future development of connectivity frameworks. The 
Integrated Reporting Framework was developed with the objective of explaining how different forms of capital, 
resources, risks, opportunities and performance interact to create value over time and therefore shares many of the 
objectives underpinning the connectivity discussion in this DP. We acknowledge that the Integrated Reporting 
Framework has been subsumed into the IFRS Foundation under the ISSB, and the responsibility for any further 
developments in this space now rests with the ISSB. While we await further developments in this space, we agree with 
the views expressed in the DP that ‘Integrated Thinking’ as an underpinning concept, could be a valuable tool through 
which connectivity could be viewed. 

While we recognise that the Integrated Reporting Framework and associated reporting practices continue to evolve 
and may not yet provide a sufficiently mature foundation for standard-setting purposes, some of their underlying 
concepts could inform future work on connectivity. Integrated reporting may offer useful perspectives on how 
relationships between financial and sustainability-related information can be communicated within a coherent 
reporting framework. This observation complements our comments above regarding the importance of establishing a 
robust conceptual framework for connectivity. As standard setters continue to explore the conceptual foundations of 
connectivity, consideration of these concepts may assist in the development of a more holistic and principles-based 
approach to connected corporate reporting. 
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Accounting for Intangibles in the Age of Technology, 
Data and AI 

CPA Australia Intangibles Summit 

 

Executive summary 

Financial reporting is first and foremost a communication activity. While 
compliance with the reporting framework matters, it should not reduce reporting to 
a mere compliance exercise. 
The CPA Australia Intangibles Summit (the Summit) brought together global leaders 
from standard-setting, regulation, valuation, investment, academia and practice to 
consider the role of financial reporting in the contemporary business environment being 
increasingly shaped by technology, data and artificial intelligence (AI). The key 
messages from the discussions and presentations at the Summit form the basis of this 
report. 

Discussions at the Summit highlighted a widening disconnect between the assets 
recognised in financial statements and the technology-enabled capabilities that 
increasingly drive enterprise value. The CPA Australia Intangibles Summit sought to 
address a central question for the profession: whether current financial reporting 
frameworks are capable of capturing how modern businesses create, sustain and 
communicate value. 

Th discussions and presentations at the Summit underscores a growing disconnect 
between recognised assets and a broader range of enterprise value drivers, including 
data, digital platforms, software ecosystems, organisational processes and human 
capital. It also recognises that not all intangibles will meet the definition of an asset for 
financial reporting purposes, particularly where they are internally generated, 
interdependent, rapidly evolving or difficult to control and measure separately. 

IAS 38 Intangible Assets focuses on identifiable individual assets, often linked to 
specific rights or separability. This creates challenges when modern businesses create 
and sustain value through interconnected systems of technology, data, processes and 
other synergistic capabilities. It may also help explain why research and development 
costs are expensed in many instances, particularly where future economic benefits, 
individual rights or separability cannot be clearly established. 
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While recognition and measurement remain important longer-term questions, the  
conversations at the Summit identifies more immediate opportunities for improvement 
in disclosure, disaggregation and connectivity. Investors and other users need clearer, 
more comparable information about technology-related expenditure, the capabilities 
and options it creates, the evidence supporting those capabilities, and the relationship 
between expenditure, business models, non-financial indicators and future cash flows.  
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Key recommendations from the Summit 

• The International Accounting Standards Board (IASB) adopts a staged approach to 
improving the disclosure and recognition of technology-related intangibles: The IASB 
should begin with user needs, disclosure and disaggregation, while continuing to explore 
longer-term recognition and measurement issues for cloud computing, software as a 
service (SaaS), software development, data and AI-enabled capabilities. 

• Prioritise disclosure improvements: Improve the quality, consistency and comparability 
of disclosures about technology-related intangibles, including how investments support 
business models, capabilities and future cash flows. 

• Improve connectivity between financial reporting, sustainability reporting and other 
narrative reporting: Ensure information about intangibles presented in financial 
statements, sustainability reports, management commentary and other corporate reports 
are aligned to ensure connectivity between financial statement line items, non-financial 
disclosures and where possible, evidence of tangible outcomes. 

• Develop standardised labels and clearer disaggregation and disclosure requirements: 
Reduce inconsistency in terminology used for technology-related intangibles including 
software assets, R&D expenditure and other related internally generated intangibles so 
users can compare information across entities and periods more reliably. 

• Develop clearer disaggregation and disclosure requirements: Enable the 
provision of clearer information on the nature of expenditure on Research & 
Development (R&D) and software-related expenditure in the primary statements. 
Examples of disaggregated detail could include applied research, and development 
costs that are included in the Income Statement or Balance Sheet, data 
infrastructure, software model development and investments in AI capabilities. 
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1. The reporting challenge in a digital economy 
The Summit proceeded from a clear premise: the global economy has moved 
decisively beyond the industrial age. The World Economic Forum’s 2016 
articulation of the Fourth Industrial Revolution; the convergence of technologies 
across the physical and digital spheres, characterised by unprecedented velocity, 
scale and systemic impact, is directly relevant to the financial reporting challenge. 
Value is now increasingly generated through connected systems, data flows and 
technology-enabled capabilities, rather than through discrete physical assets 
alone. 

Participants at the Summited noted that in today’s global capital markets, the 
disconnect between book value and market capitalisation is vast, and this gap is only 
likely to increase as companies invest more heavily into technology and other intangible 
capabilities. Companies have long been building competitive advantage, through 
intangibles such as proprietary data, processes, brand etc. Much of this value is not 
recognised on the balance sheet. 

As currently structured, financial reporting is not designed to capture the value of many 
intangibles that businesses create and maintain to support and sustain their 
competitive advantage. For example, when a company builds a data centre, the 
financial statements will capture the associated tangible assets (e.g., the buildings, the 
physical machines and equipment) , however the value of the data the data centre 
holds is largely omitted. 

One of the most immediate manifestations of this shift is the transition from owned 
infrastructure to subscription‑based and cloud‑enabled systems. Historically, 
organisations would acquire and capitalise software assets, reflecting their long‑term 
economic benefit. Today, many of those same capabilities are accessed through cloud 
platforms and service-based subscription models, leading to their treatment as 
operating rather than capitalised expenditure. 

This accounting shift has important implications. It alters reported profit profiles, 
reduces the visibility of long-term investment, and makes it more difficult to assess 
return on investment for strategic technology initiatives, as operating expenditure is 
recognised in the Income Statement in a given year and is more difficult to track over a 
longer period compared to capital expenditure. 

Organisations increasingly derive their value from factors that can be challenging to 
capture within traditional financial reporting frameworks. Intangible value is often 
deeply embedded into business models and can very difficult to separately identify, 
recognise and measure. These include integrated software ecosystems, proprietary 
data, analytics and AI capabilities, as well as organisational processes and human 
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capital. These elements rarely exist as standalone assets; rather, they operate in 
combination to enable performance and competitive advantage. 

Even within technology companies, separating the tangible and intangible elements of 
a product can be challenging.  

� Key insight 

NVIDIA is one of the leading producers of computer chips that play a key role in 
running AI-enabled software. The company produces hardware in the form of 
chips, which can be considered the first layer of its product. A second layer is the 
proprietary CUDA (Compute Unified Device Architecture) ecosystem that allows 
NVIDIA chips to excel at running AI technologies. The third layer comprises the AI 
tools that operate using these chips and associated hardware. Separately 
identifying these layers and placing a value on each of them may be informative, 
but challenging. 

Developments in technology, distributed ownership structures and service-based 
models can make it more difficult to demonstrate control over technology-related 
resources. While control is not always dependent on legal ownership, establishing 
control can be more challenging where an organisation’s technology needs are met 
through access-based or service-based arrangements rather than assets it owns 
directly. 

The speed of innovation in modern businesses relies on Agile and other similar project 
methodologies, based on continuous change and experimentation in recursive learning 
loops. Much of the costs relating to these projects tend to be expensed. This approach 
to reporting income and expenditure in annual instalments could be one of the 
deterrents to meaningful reporting of technology projects that continue over multiple 
reporting periods before success (or failure) is determined. 

Many intangibles work synergistically. Technology-related intangibles like AI and data 
combine with other intangibles like intellectual property and human capital to create 
value. Often, the total is more than the sum of its parts, and this can be viewed as 
internally generated goodwill that is inherently difficult to measure and recognise. 

As a result of the characteristics of technology-related intangibles discussed above, 
financial statements often provide only a partial representation of an organisation’s 
economic value. This is most evident in the widening gap between market value and 
book value, which is increasingly attributable to unrecognised or under‑represented 
intangible assets. 
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2. A framework built for a different economy 
The transformation in how business value is created, held and deployed through 
technology-related and other intangible assets is placing increasing pressure on 
financial reporting. Existing frameworks, including accounting standards, were not 
designed for technology-related assets that are intangible, continually evolving 
and often inseparable from broader organisational capabilities. The challenge is 
therefore not merely technical; it reflects a deeper structural change in how value 
is created and sustained. 

Participants at the Summit noted that current financial reporting frameworks were 
largely designed around tangible assets, linear production processes and relatively 
stable business models. Contemporary businesses, by contrast, often create value 
through dynamic combinations of software, data, platforms, intellectual property, 
governance, people and processes. These elements are difficult to isolate and may 
operate most powerfully when combined. 

Financial reporting necessarily relies on clear boundaries, recognition thresholds, 
measurement bases, auditability (also referred to as verifiability) and regulatory 
oversight. These features are strengths of the reporting framework, but they can also 
produce a paradox: the more uncertain, interdependent or internally generated a 
source of value is, the less visible it may be in financial statements. This is a particular 
challenge for many technology-related intangibles. 

Participants noted that management may be reluctant to recognise intangible assets on 
the balance sheet where doing so increases accountability for those assets and 
introduces additional accounting considerations, including impairment testing. 
Recognition also needs to be supported by sufficient and appropriate audit evidence. In 
practice, these considerations may contribute to decisions to expense costs rather 
than capitalise them. 

For investors, the result is a growing information gap. Financial statements may present 
information about some R&D expenditure and recognised intangible assets, but provide 
limited insight into other aspects such as unit economics and useful economic life. It is 
also relevant to note that it is not the role of financial statements to provide some of 
this information. 

Investors therefore increasingly look beyond financial statements to alternative data 
sources, including non-financial disclosures. Analysts often look for information 
through other reports and disclosures made, including signals that can serve as proxies 
for technology investments. Examples include hiring patterns, cloud-spend proxies, 
infrastructure spend patterns signals and expert evidence. 
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3. Data and AI as central value drivers 

When a data centre is built, financial reporting can more readily recognise the 
hardware and physical infrastructure than the data itself; even where that data 
represents the greater source of value. This is a significant reporting paradox. 
Data emerged as one of the most important and most challenging intangibles 
discussed during the Summit. It underpins decision-making, fuels AI tools and 
increasingly drives value creation across sectors. Yet data is rarely recognised 
meaningfully in financial statements, in part because it is difficult to separate, measure 
and control in the way traditional accounting frameworks require. Differences between 
data acquired from external sources and internally generated data also poses 
challenges. 

Data often generates its greatest value internally through conversion and better 
processes into meaningful information to support customer insight, risk management 
and decision-making. There are cases where data is monetised externally, such as 
financial or credit-rating data, and geophysical survey data, but these examples also 
demonstrate how data value can depend on external variables, context and the 
business model in which it is used. 

The last example above, geophysical data, highlights interdependencies with other 
variables that could affect value. In the case of geophysical data relating to oil 
exploration, the value of the data itself is affected by fluctuations in oil price. 

Data is also inherently dynamic. It can decay as information becomes outdated and 
accumulate as new, more relevant information is collected. This continuous and 
dynamic movement makes point-in-time measurement difficult, particularly where 
data only becomes valuable when combined with analytics, technology infrastructure, 
governance and human expertise. 

� Key observation 

“Data internally… is far more valuable for future cash flows than selling it 
externally.” 

 

AI further amplifies this dynamic. It depends on high-quality data, accelerates 
innovation cycles and increases expectations for real-time decision‑making and 
reporting. The value of data can depend on how the organisation perceives and utilises 
that data as part of its business. In this context, the board mindset could be key to 
seeing data as a strategic enabler. 
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China provides an example of a jurisdiction seeking to address this reporting challenge 
through a local accounting response. The Accounting Regulatory Department of the 
Ministry of Finance in China has published Interim Provisions on Accounting Treatment 
of Enterprise Data Resources, a voluntary accounting standard that allows certain 
corporate data resources to be capitalised as assets on the balance sheet, either as 
intangible assets or inventory. 

4. Reframing intangibles as capabilities and options 
The effectiveness of a technology investment depends not only on the technology 
itself, but also on the extent to which it is integrated into the organisation’s 
operating model. 
 
Participants at the Summit noted the need for a central conceptual shift. Many 
technology-related intangibles should be viewed not only as potential assets, but also 
as capabilities and options. Technology investments may enable future actions, 
strategic flexibility or new business models even where the immediate accounting 
outcome is an expense. Their value often lies in what they allow the organisation to do 
next. 

“Maybe thinking about many technology-related intangibles as assets in the 
financial reporting sense is not quite the right mindset.” 

In this context, value arises from how technology is embedded in business processes, 
project management, governance, human capability and organisational learning.  
It was noted that in many instances, technology delivers value through investments in 
organisational capital. This can occur through improved business processes, enhanced 
human skills or better governance practices. 
 
The success or failure of an investment into technology is not necessarily just about the 
success or failure of the technology itself but rather how well (or not) the technology 
may improve an underlying business process. Other variables relevant to the business 
processes unrelated to the technology could also contribute to the success or failure of 
the business process, and have an impact on the technology also. 
 
All this points to the significant uncertainty surrounding how value can be associated 
with technology. It is suggested that organisations may invest up to 5 per cent of 
revenue in data and analytics capabilities, yet up to 85 per cent of analytics initiatives 
fail to move beyond the proof-of-concept stage. 
 
Investments in technology can also be understood as creating options for the future. 
They may enable organisations to pursue opportunities that are not yet fully defined, 
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based on capabilities developed through current investment. In this sense, they can 
operate like an insurance policy or strategic hedge that provides the organisation with 
future expansion potential. One example is the business strategy pursued by Uber; 
what began as a driving platform evolved into a broader service platform, allowing the 
company to leverage options created by its technology and operating model. 
 
However, options do not always work out, and this uncertainty creates questions over 
whether there is an asset. It was noted that around 85% of data and analytics projects 
do not get past the proof-of-concept stage. Technology investments are not only about 
taking risks; they can also function as hedges or insurance policies against future 
disruption and competitors. For example, a petrochemical company exploring the 
development of hydrogen fuel cells may be hedging its bets against the possibility that 
fossil fuels could be replaced by alternative technologies in the future. 
 
Technology investments can have a positive impact on organisational capabilities. How 
technology-driven innovations are embedded in business processes, project 
management and governance can itself create value, sometimes beyond the original 
vision for the technology. 
 
The concept of ‘disposable technology’ may also affect how technology investments 
are viewed in financial reporting. Developments in technology, data and AI are currently 
so rapid that capturing the value relating to such investments meaningfully as assets in 
the balance sheet may not be readily achievable. This modern-day approach to 
technology investment differs from previous approaches that involved longer-term 
technology decisions. 
 
Value often emerges from the interaction between technology investments, human 
capability and broader business processes. Technology enables organisations to 
change, repeat and scale how work is performed, but its impact depends on how 
effectively it is embedded into the organisation’s operating model. 
 
The objective, therefore, may not be to measure every intangible with precision, but to 
provide better evidence that enables firms and markets to make more informed 
decisions about uncertain intangibles. In this framing, the focus is less on assigning a 
single value to an intangible and more on explaining the options it creates, the 
capabilities it supports and the evidence investors and other users need to assess its 
significance. It is recognised that any disclosure of such information should be made 
through a standardised framework, to ensure consistency and auditability. 
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5. The disclosure and disaggregation gap 

Investment decision-making depends on calibrated judgement. Investors build a 
mosaic view of public company performance by drawing on, and triangulating, 
information from multiple sources. No single source is sufficient. Clear 
disclosures and disaggregated data are therefore essential to completing the 
information set. 

While recognition and measurement challenges in relation to technology-related 
intangibles are significant, Summit participants consistently identified disclosure as 
the most immediate area for improvement. Current reporting often lacks sufficient 
detail to explain how organisations invest in, maintain and derive value from 
intangibles. This is especially problematic where narrative reporting refers to 
innovation, AI or digital transformation without connecting those statements to 
expenditure (both operating and capital), performance measures or expected 
outcomes. 

Participants noted that disclosures on technology-related activities have increased, but 
that many of these are becoming boilerplate disclosures. Users need information that 
is sufficiently granular and standardised to support comparison across periods, entities 
and sectors. Better disaggregation could include separating R&D expenditure into 
components such as data infrastructure, software model development and 
investments in AI capabilities. 

Arguably, there is minimal information provided in financial statements that relate to 
the future of the company. Such disclosures are often not found in financial statements 
but in other materials outside financial statements.  

However, financial statements do play a key role for investor decision-making as they 
use that information, in combination with information from other sources to model 
future cashflow and income projections. More granular, consistent and decision‑useful 
disclosures were widely viewed as essential. 

While recognition criteria for financial reporting require a high level of precision, 
investors seek information they can evaluate consistently to make comparisons across 
reporting periods and peer groups in the same sector. Better disaggregation of line 
items in the primary financial statements may be a suitable way to address this need.  
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6. Research evidence: R&D and software disclosures 
Research indicates concerns about the consistency and comparability of financial 
statement disclosures relating to R&D and software expenditure. 

Findings from academic research specifically undertaken for this Summit were 
presented by the lead researchers, Professor Yannis Tsalavoutas, and Dr. Fanis 
Tsoligkas. The slides from the presentation that summarise the research findings are 
included in Appendix A of this report. 

The research examined R&D expenditure and software-related disclosures by selecting 
all publicly listed software companies in Australia and Hong Kong SAR. It considered 
whether existing financial reporting provides sufficient information about technology-
related value drivers, and how companies report R&D expenditure in their financial 
statements. 

In summary, the research evidence highlighted consistency and comparability 
concerns. Even where companies provide a breakdown of R&D expenditure, it is often 
difficult to determine whether labels have been applied consistently across entities or 
whether the costs relate to pure research, applied research, failed development activity 
or development expenditure that has been capitalised under IAS 38. 

Key findings and recommendations from the research project are: 

Findings Recommendations 
R&D and innovation activities are 
discussed in narrative disclosures but 
there is a lack of connectivity between 
the narrative and financial reporting 
 

• Scope for guidance to improve 
connectivity and transparency 
between narrative and financial 
reporting 

For companies that recognise R&D 
expenditure separately in the profit and 
loss statement, it is not clear whether 
these costs relate to pure or applied 
research, or development costs that have 
failed to meet the recognition criteria in 
IAS 38 
 

• Scope for clear disclosure 
requirements 

• Scope for improvements in 
audit/assurance and/or enforcement 
scrutiny 

A relatively large variety of labels are 
used to signify whether software assets 
are capitalised 
 

• Scope for standardised labels 
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Differences in the level of capitalised 
software assets across companies in 
Australia and Hong Kong SAR 

• Further exploration of the contextual 
factors that give rise to the 
differences 

For some companies, it was not possible 
to distinguish between acquired and 
internally generated software assets, 
although this is a requirement in IAS 38 
 

• Scope for improvements in 
audit/assurance and/or enforcement 
scrutiny 

 
In relation to R&D activities, additional 
details were missing on  
- key judgements and assumptions 

made in determining whether the 
items should be expensed or 
capitalised 

-  the nature of the expenditure 
capitalised 

-  whether additions relate to 
enhancement of existing, or new, 
products 

• Scope for additional, more granular 
disclosure requirements 

• Scope for improvements in 
audit/assurance and/or enforcement 
scrutiny 

Some companies provide information on 
impairment testing 

• Scope for introducing related 
disclosure requirements 

• Scope for improvements in 
audit/assurance and/or enforcement 
scrutiny 
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7. Standard-setting direction: defining the problem before 
designing the solution 
The issue is not simply that IAS 38 is an older standard. Numerous IFRS Accounting 
Standards could be considered “older” standards but remain relevant. The more 
important question is whether a standard developed with traditional R&D activities 
in mind can adequately address modern intangibles, including cloud computing 
arrangements, software as a service, agile software development, data, platforms 
and AI-enabled capabilities. 

In response to the limitations of current financial reporting, investors increasingly 
supplement financial statements with alternative data and analysis. This can include 
operational signals such as hiring activity, infrastructure investment, usage patterns, 
customer retention, product pipeline information and other non-financial indicators. 
While these sources can provide valuable insight, they also shift cost and complexity to 
investors and can reduce market-wide comparability. 

Control remains a critical threshold when determining whether expenditure on 
intangibles meets the recognition criteria in IAS 38. Some intangibles may be significant 
value drivers without being assets of the reporting entity. Intellectual property, data 
access rights, customer relationships and workforce capability may all contribute to 
value creation, but the accounting analysis depends on whether the entity controls the 
related resource and whether future economic benefits can be demonstrated with 
sufficient reliability. In addition, the accounting analysis tends to focus on rights over 
single or separable assets, rather than on sources of value that interact with other 
elements of the business. 

The discussion at the Summit also noted that the current intangibles project being 
conducted by the International Accounting Standards Board (IASB) is likely to proceed 
in stages rather than through a complete replacement of IAS 38. This staged approach 
recognises that the standard continues to work well in some areas, while allowing the 
Board to focus first on user needs, including what information users are seeking from 
financial statements on intangibles, and on whether the standard remains capable of 
addressing modern intangibles. It also enables the IASB to consider disclosure 
requirements and the practical difficulties created by newer forms of technology-
related intangibles. 

Potential test cases currently being considered by the IASB include cloud computing, 
SaaS and agile software development. These examples expose practical tensions in 
applying existing recognition criteria, particularly around control, separability and the 
timing of expenditure. 
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Agile software development is particularly challenging because it is iterative and 
recursive, meaning R&D activities can repeat across cycles. These examples illustrate 
why a disclosure-first approach may be more achievable in the near term than 
fundamental changes to recognition and measurement. 

Financial statements remain an important starting point for understanding intangible 
assets, but they do not always provide users with sufficient information to assess the 
economic significance of technology-related intangibles. Summit participants noted 
that investors and analysts often adjust reported financial information to better reflect 
economic performance and to form a more complete view of intangible value. The need 
for such adjustments highlights both the continuing importance of financial statements 
and the limitations of current reporting in areas where value is generated through 
capabilities, data, technology and other internally developed intangibles. 

A disclosure-first approach could address some immediate demands for better 
information about intangibles. However, disclosure cannot fully compensate for 
inadequate exercise of professional judgement in applying current accounting rules for 
intangibles. 

The development of fair value accounting for financial instruments provides a useful 
analogy to the intangibles challenge. That area of financial reporting evolved 
progressively, with disclosure requirements helping to build transparency and market 
understanding before more substantive recognition and measurement changes were 
introduced. A similar pathway may be appropriate for intangibles. Greater 
transparency, clearer grouping and better disaggregation of intangible-related 
information could provide users with more decision-useful evidence in the near term, 
while allowing standard setters to continue exploring the more complex recognition and 
measurement questions over time. 

There is a clear need for greater disaggregation of information about intangibles. In 
many cases, management may already have the ability to provide more granular 
information, but where disclosure is not required, entities may choose not to do so. This 
points to both a potential area for improvement in the standard-setting framework and 
a broader opportunity to enhance the quality, consistency and usefulness of 
information provided to investors and other users. 

Finally, the disclosure solution should be considered in the context of broader 
corporate reporting and not just financial reporting. Disclosures around non-financial 
KPIs, such as customer retention statistics and project pipeline information, will also 
be relevant and valuable in providing a more comprehensive information set to 
investors and other stakeholders. 
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While not an exact analogy, the approach taken in IFRS 16 Leases that requires 
capitalisation of leased assets as “right of use assets” interpreted the concept of 
control in a specific way in validating the capitalisation of leased assets. In the long-
term similar considerations may have to be made when seeking to establish control 
over technology-related intangibles. 

Another analogy discussed was the IASB’s development of IFRS 15 Revenue from 
Contracts with Customers. In developing that Standard, the IASB stepped back from 
narrow technical issues and adopted a broader, principles-based approach to 
addressing revenue recognition challenges. A purely piecemeal response to 
technology-related intangibles could quickly become obsolete. Accordingly, 
participants considered it important to address immediate practical issues while also 
developing a holistic, principles-based framework for future requirements in this area. 
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8. Conclusion 
“It’s not about perfect measurement and recognition of intangibles, it’s about 
enabling better investor decisions through high quality corporate information.” 

The IASB indicated that its current work on intangibles is likely to proceed in stages, 
beginning with a stronger focus on user needs and disclosure improvements. Future 
developments in this space will need to balance several competing considerations, 
including transparency, consistency and practicality. Participants noted that while 
more information is needed, it must be structured in a way that supports decision-
usefulness and avoids unnecessary complexity. 

For standard setters, the priority is to enhance disclosures in a way that improves 
comparability and reflects how value is created in modern organisations. For preparers, 
there is a clear need to move beyond compliance and view reporting as a form of 
communication, with a focus on explaining strategy, investment and outcomes. 

Investors, for their part, will continue to need financial and non‑financial information, 
while regulators will need to support consistent application and enforcement of 
emerging practices. 

The Summit made clear that the accounting challenge for intangibles is not simply 
about improving measurement, it is about better communicating how organisations 
create value in an increasingly complex and technology‑driven environment. 

The path forward is likely to be incremental, beginning with better disclosures and 
evolving toward more fundamental changes over time. What is clear, however, is that 
financial reporting must adapt if it is to remain relevant in a world where intangible 
assets dominate.



 APPENDIX A – FINDINGS FROM STUDY INTO R&D EXPENDITURE IN FINANCIAL STATEMENT OF SOFTWARE FIRMS 

Page 31 

 
 

 

 

Yannis Tsalavoutas & Fanis Tsoligkas

CPA Australia, Intangibles Summit
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• This study examines how software firms report R&D expenditure in their 
financial statements. 

• The aim is twofold:  

A) to inform the International Accounting Standards Board's Intangibles 
Project, along with the work of other national standard-setters on this 
topic. 

B) inform accounting practise globally 
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Context, study aims and objectives

2Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Context
 Arguably, drivers of value not recognised on financial statements.
 IAS 38 too old; definitions and recognition criteria not relevant for firms in the 21st century

economies.
 IAS 38 prescribes minimal disclosure requirements; communication of internally generated

intangibles relies on management discretion.
 Lack of clarity on whether intangible assets have been purchased or internally generated.
 Stakeholders raise concerns about difficulties with comparability and understandability of

related information.

Study aims and objectives:
 Assess the significance of recognized Software-related Assets (SrA) in Australian and Hong

Kong listed entities.
 Analyse reporting and disclosure practices relating to SrA intangibles.

• Setting the scene: for software firms, many of the drivers of value are arguably 
not recognised on the balance sheet. 

• IAS 38 is now decades old; its definitions and recognition criteria no longer fit 
firms operating in 21st-century economies. 

• Because the standard prescribes only minimal disclosure, how internally 
generated intangibles are communicated depends largely on management 
discretion. This leaves uncertainty over whether intangibles were purchased or 
internally generated, and stakeholders have raised concerns about 
comparability and understandability. 

• Against that backdrop, the study has two objectives: to assess how significant 
recognised software-related assets (SrA) are for listed entities in Australia and 
Hong Kong, and to analyse the related reporting and disclosure practices. 
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Background / related work

3Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

• Dionysiou, D., Slack, R., Tsalavoutas, I., & Tsoligkas, F. (2021). The Capitalisation of Intangibles
Debate: Software Development Costs. ACCA and Adam Smith Business School Research Report.

• Dionysiou, D., Slack, R., Tsalavoutas, I., & Tsoligkas, F. (2023). Reporting of R&D: Disclosure
Without Recognition? ACCA and Adam Smith Business School Research Report.

• Mazzi, F., Slack, R., Tsalavoutas, I., & Tsoligkas, F. (2019). The capitalisation debate: R&D
expenditure, disclosure content and quantity and stakeholder views. ACCA and Deloitte Research
Report.

• Mazzi, F., Slack, R., Tsalavoutas, I., & Tsoligkas, F. (2022). Exploring investor views on accounting
for R&D costs under IAS 38. Journal of Accounting & Public Policy, 41, 106944.

• Pinnuck, Wallis, Li, Lee, Waters, and Mattocks (2023), Australian Listed Entities: Recognised
intangible assets and key audit matters. AASB-AUASB Research Report (May 2023).

• UKEB (May 2024). Quantitative Analysis of UK Financial Reports.
• UKEB (March 2023). Accounting for Intangibles – UK Stakeholder’s Views.

• This study builds on a substantial body of prior research into the capitalisation 
and disclosure of intangibles and R&D. 

• It draws in particular on earlier ACCA reports on software development costs 
(2021) and on the disclosure of R&D (2023), and on Mazzi et al.'s (2022) work on 
investor views of IAS 38. 

• It also reflects recent regulator and standard-setter analysis, including the 
AASB-AUASB study of Australian listed entities (2023) and the UKEB's 2023-2024 
work on accounting for intangibles. 

• Together, these sources frame the questions this research sets out to answer. 
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Sample composition and characteristics

4Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Sales*Total
Assets*LeverageROAMB

912070.68-0.099.09MeanAustralia 22370.11-0.103.28Median
6138530.28-0.032.10MeanHong Kong 1031490.05-0.021.00Median

*Millions AUD

10

37

19

7

19

60

4

9

Computer programming services

Prepackaged software

Integrated systems design

Computer processing & data preparation

Australia (n=92) Hong Kong (n=73)

SIC: 7374

SIC: 7373

SIC: 7372

SIC: 7371

• The sample is selected using Standard Industry Classification (SIC) codes to 
identify software firms. 

• The descriptive statistics reveal interesting differences between the two 
markets:  

• Australian firms are considerably smaller and more leveraged than 
their Hong Kong counterparts 

• Australian firms also report higher losses than those in Hong Kong and 
their Market to Book ratio is significantly higher. 
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Prominence of R&D investment in narrative reporting

5Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

• The companies shown here all provide substantial narrative disclosure of their 
R&D activity. 

• Unsurprisingly, these narratives indicate that the firms spend significant sums 
on R&D. 

• The question this research sets out to answer is whether that spending 
translates into recognised internally generated intangible assets, with the 
accompanying disclosures. 
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The extent of Software-related Assets (SrA)

6Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Hong Kong
(n=73)

Australia
(n=92)

4476With Software-related assets (SrA)
3054of which report other intangibles
2943of which report goodwill
2916Without Software-related assets (SrA)
147of which report other intangibles
43of which report goodwill

Hong
KongAustraliaNumber of SrA reported

33451
9262
243
014

4476Total

16.9%

31.2%

8.1%

21.4%

3.4%

10.4%

4.0%
5.6%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

Software-related Assets (SrA) Other intangibles Goodwill SrA & Other intangibles

Net book value of intangibles relative to total assets (Mean)

Australia Hong Kong

• Most companies do recognise software-related assets (SrA) on the balance 
sheet. 

• Recognition is noticeably lower among Hong Kong firms than among Australian 
ones. 

• The right-hand table shows that only one company discloses four categories of 
SrA, while the majority disclose just one (45 companies in Australia and 33 in 
Hong Kong). 

• The lower chart shows that SrA and other intangibles account for almost 17% 
(3%) and 31% (10%) for firms in Australia and Hong Kong, respectively. Goodwill 
accounts for a smaller proportion of total assets than other intangibles. 

• Hence, disclosure details around SrA and other intangibles could be highly 
valuable to users. 
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Categorisation of SrA

7Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

%FrequencyCategory of Software related assets
38%64Software
31%53Development costs/products
14%24Internal software
7%12Technology
4%7External (purchased) software
4%6Platform
1%2Applications developed
1%2Website

100%170Total

72%

8%

20%
Variation in "Software"

Software
Computer Software
Other - Heterogeneous classification

57%

11%

28%

4%Variation in “Development costs/products”

Development costs/products

Deferred development costs

Other - Heterogeneous classification

Work-in-progress

• The variety of labels companies use for these intangibles that is shown here has 
also been noted in earlier studies by the AASB and UKEB, albeit for a wider set of 
firms in the UK and Australia. 

• "Software" and "development costs" are the most common labels, accounting 
for the largest share of the categories observed. 

• A sizeable share falls into an "other", heterogeneous category, particularly for 
development costs. Firms use labels such us work in progress, intangibles 
under construction, R&D, database development. This may undermine 
understandability and comparability 
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The extent of tangible and intangible investment

8Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

7.04%

33.75%

22.66%

56.41%

3.48%

15.01%

2.76%

17.77%

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

CAPEX R&D Expense Total Additions R&D Expense & Total Additions

Investments relative to sales (Mean)

Australia (n=81) Hong Kong (n=61)

• This chart compares tangible and intangible investment, each scaled to sales, 
across the two markets. 

• Investment intensity is markedly higher in Australia: R&D expense averages 
around 34% of sales, against roughly 15% in Hong Kong. 

• The same pattern holds for capital expenditure and for total additions, 
reinforcing that Australian firms invest more heavily relative to their size. 

• Given the materiality of these investments, disclosure details around SrA could 
be highly valuable to users. 



 APPENDIX A – FINDINGS FROM STUDY INTO R&D EXPENDITURE IN FINANCIAL STATEMENT OF SOFTWARE FIRMS 

Page 39 

 
 

 

 

Reporting R&D expense separately

9Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Difficulty in identifying what constitutes R&D expense
(in 13% of those R&D reported separately)

5Technology costs/expenses
1Hosting and development
1Information technology related expenses
1Software and development
1Software and other technology costs

1Technical, new product and market
development

1Technology and related costs
1Software and IT expenses
1Technology, communication and cloud costs

Recognise additions in SrA:
4 / 16 in Hong Kong
21 / 27 in Australia

53%

17%

29%

75%

3%

22%

R&D expense reported separately R&D expense partially reported (tax
credits or tax deductable R&D

expenditure)

R&D expense - missing

Australia (n=92) Hong Kong (n=73)

• It is not always clear what the quantified R&D figure actually represents. 
• The middle bar highlights companies that report R&D only partially, for example 

through tax credits or tax-deductible R&D, where the nature of the underlying 
expenditure remains unclear. 

• As with recognised software assets discussed earlier, a variety of labels is used 
for R&D expense, which could give rise to comparability issues. 
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Reporting clarity: R&D expense – I

10Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

“Highlights” Managing Director’s report

Revenue: 73m AUD
Profit before tax: 143,000 AUD

Company A Company B

• Company A discloses R&D figures in the front end of the annual report, but 
these are difficult to trace back to the financial statements. 

• Similarly, company B's disclosures do not correspond to the financial 
statement figures, despite the materiality of the amounts involved. 
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Reporting clarity: R&D expense – II

11Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Company X

Intangible assets note

Revenue: 227m AUD
Loss before tax: 1.1m AUD

Company Y

• Company X offers a clear disclosure example, set out in the notes to the 
financial statements. 

• Company Y provides another example of clear, well-presented disclosure. 
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Reporting clarity: R&D expense – III

12Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

• Here, several note disclosures and a key audit matter in the auditor's report 
must be read together to make sense of the non-cash R&D tax concession 
included in other income. 

• The actual R&D expense still cannot be pinned down, although the narrative 
disclosures do provide some information on the matter. 
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Reporting clarity: R&D expense – IV

13Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Note 10

No other mention of Patents in the AR

No amount of Research Costs reported separately

But capitalised development costs: 23.4million AUD

• This is an example where the R&D expense is missing altogether. 
• The company is large, with almost $130m in revenue. 
• The note disclosure states that all R&D costs are expensed until a patent 

application succeeds. 
• Yet there is no other mention of patents anywhere in the annual report. 
• The company does, however, disclose $23.4m of capitalised development 

costs. 
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Software-related Assets (SrA) additions

14Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

37

2

12

1516

6

1

10

Internal only External only Internal and External Unclear additions

Number of companies with SrA additions

Australia (n=66) Hong Kong (n=33)

27.81%

23.18%

2.47% 2.16%

5.10% 4.47%

0.55% 0.09%
0.00%

5.00%

10.00%

15.00%

20.00%

25.00%

30.00%

Total additions Internal additions External additions Unclear additions

Additions relative to sales (Mean)

Australia (n=66) Hong Kong (n=33)

• Total additions relative to sales average 28% in Australia, but only 5% in Hong 
Kong. 

• For 15 companies in Australia and 10 in Hong Kong, it is unclear whether the 
software additions are internally generated or externally acquired, despite such 
a disclosure being an explicit requirement in IAS 38. 

• Notably, 37 companies in Australia (52% of the relevant sample of 66) 
capitalise internally generated software assets. 
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Reporting clarity: SrA additions – I

15Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

Note 20

Lack of clarity as to the components of the

23.4million AUD capitalised development costs

• This expands on the previous slide's company, which provided no clear 
disclosure of its software/R&D expenditure. 

• The only additional detail, in Note 20, is that $1.8m of share-based payments 
has been capitalised as development costs. 

• This corroborates stakeholder feedback that more granular information on 
such expenditure would be more valuable. 
 



 APPENDIX A – FINDINGS FROM STUDY INTO R&D EXPENDITURE IN FINANCIAL STATEMENT OF SOFTWARE FIRMS 

Page 46 

 
 

 

 

Reporting clarity: SrA additions – II

16Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

• This is an example of the good disclosure practice observed. 
• It illustrates the theme of connectivity in reporting. 
• The MD&A sets out R&D expenditure and software development costs in some 

detail. 
• There is clear connectivity between that MD&A discussion (left) and the note 

disclosures in the financial statements (right). 
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Reporting clarity: SrA additions – III
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• This represents what the research identified as a typical disclosure of R&D 
expenditure. 

• The additions are disclosed, but the nature of the underlying expenditure is not 
explained. 
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Reporting clarity: SrA additions – IV

18Yannis Tsalavoutas & Fanis Tsoligkas – 01/05/2026

• The left-hand example follows the requirements of IAS 38 well. 
• The right-hand example is less clear and is more typical of what was observed. 
• The second example is also notable because the company amortises software 

product development costs over 5-14 years; the top of that range looks high for 
software, which usually has a shorter useful life, typically around 3-5 years. 
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Reporting clarity: SrA additions, transfers & impairment testing
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• This is a good example illustrating transfers from ongoing development costs to 
completed software assets. 
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Reporting clarity: SrA additions & impairment testing
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The Group had the intangible assets which are mainly contributed by “…
CGU”) and “….. CGU”) with carrying amounts RMB79,678,000 (2023:
RMB107,897,000) and RMB19,771,000 (2023: RMB14,464,000).

….For the purposes of impairment testing, property and equipment of
RMB14,959,000, right-of-use assets of RMB11,925,000 and intangible
assets of RMB79,678,000, which included those with indefinite useful lives
of RMB5,560,000 (2023: RMB16,486,000), are allocated to the ….. CGU.

• This is a good example of disclosure that separates acquired from internally 
generated intangible assets. 

• On impairment, the company tests when there is an indicator, but tests 
annually for any asset that is not yet available for use. 
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Reporting clarity: Detailed disclosures - I
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• In this example, R&D expenditure is significantly higher than the revenue the 
company generates. 

• There is, however, a clear breakdown of the R&D expenditure incurred, which 
reflects the type of disclosure users ask for (Mazzi et al., 2022). 
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Reporting clarity: Detailed disclosures - II
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• Following on from the previous slide, this is a good example of disclosing an 
impairment recognised within R&D expenditure, supported by narrative 
explanation of the charge. 
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Key findings & recommendations - I
 Most companies discuss R&D and innovation activities in “narratives”. However, very few connect

clearly narrative reporting with financial reporting.

 Scope for guidance that assists improved connectivity of information and transparency between
total expenditure and how this has been accounted for.

 For all companies that disclose separately the amount of research expenses recognized on the income
statement, it is not clear whether the expenditure relates to pure research or development costs related
to projects that fail to meet one of the six criteria.

 Scope for the introduction of related disclosure requirements.
 Scope for improved audit and/or enforcement scrutiny.

 A relatively large variety of labels to signify SrA is used.

 Scope for some standardization of labels at an industry level.

 Most companies report additions of SrA during the year. About 52% of the companies in Australia and
23% of the companies in Hong Kong capitalize internally generated SrA.

 Contextual factors that influence the way the standard is applied may explain frequency and levels
of capitalization.
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• There is significant discussion in the narrative, but too little connectivity with 
the financial statements. 

• It is often unclear whether the amounts relate to pure research or to 
development costs. 

• There is inconsistency in the labels companies use. 
• Contextual factors in each jurisdiction may influence whether and how 

companies choose to recognise intangible assets. 
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Key findings & recommendations - ΙI

 For about 15% of the sample companies, it was not possible to clearly distinguish between “acquired” and
“internally generated” SrA additions, despite this being an IAS 38 disclosure requirement.

 Scope for improved audit and/or enforcement scrutiny.

 While the magnitude of internal additions could be characterized as material in most cases, the following
information is almost absent:
a) key judgements or assumptions made in deciding capitalization or expensing of development costs,
b) details on the nature of the expenditure capitalized, and
c) details on whether the additions relate to enhancement of existing or new products .

 Scope for the introduction of related disclosure requirements.
 Scope for improved audit and/or enforcement scrutiny.

 A handful of companies (mostly from Australia) provide information about impairment testing of SrA.

 Scope for the introduction of related disclosure requirements.
 Scope for improved audit and/or enforcement scrutiny.
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• There is a lack of clarity between internally generated and acquired intangible 
assets. 

• Stakeholders are seeking disclosure of the components of the assets 
capitalised and of the related expenditure. 

• Some companies, mostly in Australia, do provide information on impairment 
testing. 
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Accounting for R&D under IAS 38 – Historical development 1

Mazzi et al. (2022 – Table 1).
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• This slide and the next one summarise the historical development of 
accounting for R&D under IAS 38, drawn from Mazzi et al. (2022, Table 1). 

• They trace how the requirements have evolved over time and provide 
background context for the recognition and disclosure issues discussed 
earlier. 
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Accounting for R&D under IAS 38 – Historical development 2
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Mazzi et al. (2022 – Table 1).
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• This slide continues the historical overview of IAS 38, again based on Mazzi et 
al. (2022, Table 1). 
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