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This response draws on the research and expertise of the members of Sustainability Reporting
Committee (SRC) of EAA. It also draws on the presentations made by the members of the SRC
Committee at the EAA-EFRAG Joint Workshop on Connectivity of Sustainability and Financial
Reporting, held online on 27 April 2026.

Overall position

We broadly support EFRAG Discussion Paper’s (DP) analysis. Its key contribution is that connectivity
is not limited to cross-referencing or reconciliation. Connectivity requires a coherent relationship
between sustainability impacts, risk and opportunities (IROs), strategy, risk management, metrics,
targets and financial effects. Therefore, connectivity is not achieved solely through repetition, cross-
referencing, or visual presentation. Meaningful connectivity requires establishing causality,
consistency, traceability, and proportionality. It must enable users to understand not only that a
sustainability issue has been identified, but also why it is relevant, how it is managed, what decisions it
affects, and what its current or anticipated financial consequences may be. Below we respond to the
questions posed in the DP.

Q1. Underpinning concepts

We agree with the DP’s description of connectivity mechanisms: narrative integration, coherence,
consistency, cross-referencing, reconciliation, current financial effects and anticipated financial effects.

We also support the suggestion that the IASB should consider explicit connectivity-related requirements
within IFRS Accounting Standards. Without such requirements, sustainability disclosures may continue
to identify material risks that are not clearly reflected, explained or reconciled in the financial
statements.

We encourage EFRAG to clearly distinguish four interrelated dimensions of connectivity: narrative
connectivity, metrics connectivity, financial connectivity, and governance connectivity.

Q2. Practical usefulness of illustrations

The illustrations are useful because they show that connectivity is practical and observable. They also
help preparers understand that connectivity is not a single technique but a combination of narrative
explanation, reconciliation and consistency.

That said, the practical obstacle is not merely knowing how to disclose connectivity. The deeper obstacle
is whether companies have internal systems that allow connectivity to be produced. Useful future
illustrations could therefore show not only the final disclosure, but also the underlying governance
process: who owns the data, who validates assumptions, which committee reviews consistency, and
how unresolved inconsistencies are escalated.



Future examples should also identify explicit anchor points in both sustainability and financial reporting
and demonstrate the link between them. For example, a water pollution incident disclosed in the
sustainability statement could be related to environmental remediation costs, a provision, or a
contingent liability. A climate transition plan could be related to capital investment commitments,
assumptions used in impairment testing, changes in asset useful lives, or financing needs.

The examples should not only show the final information disclosed, but also the causal mechanism, the
relevant time horizon, the assumptions used, the business areas affected, and the governance process by
which the consistency of the information is reviewed.

Examples should also include cases where no accounting effect has been recognized and show how the
entity should explain this conclusion.

Q3. Observations on current practice

We agree with EFRAG’s observations that current reporting still exhibits narrative—number
disconnects, weak links from IROs to financial outcomes, terminology drift and segment gaps. These
are not simply drafting issues. They point to deeper weaknesses in organisational coordination, risk
processes, data architecture and accountability. For example, sustainability reports may describe climate
transition risks, but financial statements may show no impairment, no sensitivity analysis and no change
in assumptions.

This points to the need for stronger governance over connected reporting. As we argued in our
presentation at the EAA-EFRAG Workshop on Connectivity, audit committees, sustainability
committees and risk committees should not operate independently. They need formal interfaces.

Q4. Borders of financial statements

We agree that clarifying the border of financial statements is important. However, the issue should not
be framed only as “what belongs inside the financial statements?” It should also be framed as:

‘What must be explained when material sustainability matters are outside the financial statements but
appear relevant to financial statement users?’

For example, if a company announces a significant transition plan but no effect appears in impairment
assumptions, asset lives, provisions or capital commitments, users need an explanation. This does not
necessarily mean recognising new assets or liabilities prematurely. It means explaining why the
sustainability matter has, or has not, affected financial statement estimates.

On sustainability-related intangibles, such as workforce capabilities, customer trust, social licence or
natural capital dependencies, we would support disclosure in the financial statements only where it is
necessary to understand recognised financial statement line items. Otherwise, these matters may be
better located in the sustainability statement or management report, with clear cross-references.

This position is consistent with Natural Environment Agency Theory (NEAT, Shaukat et al. 2025;
2024) which argues that firms have implicit environmental obligations to society and that environmental
disclosures can act as bonding mechanisms to reduce information asymmetry and risk.

When the anticipated financial effects cannot be reliably quantified, entities should nevertheless explain
the nature and expected direction of the effect, the business activities or assets affected, the relevant
time horizon, the main assumptions and uncertainties, and the reasons why quantitative information
cannot be provided.



Uncertainty should not lead to a lack of information. Qualitative disclosure can provide meaningful
connectivity when it clearly explains how a sustainability issue may affect future financial position,
performance, or cash flows.

The absence of recognition in the financial statements should not automatically imply the absence of a
relevant connection. When a material transition plan, physical risk, environmental obligation, or
dependence on natural resources has not affected impairment assumptions, provisions, asset useful
lives, investment commitments, or forecasts, users should be provided with a clear explanation of the
reasons.

Q5. Differences in disaggregation and segment reporting

We agree that some differences in disaggregation are expected because sustainability reporting and
financial reporting have different objectives. However, we do not think the observed
underrepresentation of sustainability matters in segment disclosures should be dismissed too quickly.

Segment reporting is critical for connectivity because users need to understand where sustainability
risks and opportunities sit within the business model. If renewable energy, fossil fuel activities, high-
emission products or vulnerable supply chains are discussed in sustainability reporting but aggregated
into broad financial segments, users cannot assess performance, risk or capital allocation properly.

EFRAG should encourage further research on whether IFRS 8’s management approach produces
segments that are too internally oriented and insufficiently informative about sustainability-related
exposures.

Q6. Reporting boundaries and organisational processes

On reporting boundaries, we support greater transparency where sustainability metrics and financial
statement amounts are based on different boundaries. Differences may be technically justified, but they
should be clearly explained. EFRAG should encourage the explicit reconciliation of differences relating
to entity boundaries, geographical scales, time horizons, and measurement bases.

Sustainability information may cover the value chain, while financial statements focus on the
consolidated group. Water information can be organized at the river basin or facility scale, while in
Financial reporting is presented by segment. Climate scenarios may span several decades, while budgets
and accounting estimates use shorter horizons.

These differences may be justified, but they should be made visible and explained so that users can
understand their implications.

On organisational processes, we strongly support elevating this issue in the DP. As argued at the EAA-
EFRAG Workshop, connectivity depends on governance architecture. In practical terms, companies
need:

board-level oversight of sustainability—finance integration;

formal coordination between audit, sustainability and remuneration committees;
integrated Enterprise Risk Management (ERM) systems (cf. Shaukat et al., 2026);
shared sustainability—finance data platforms;

consistent assumptions across scenarios, targets, forecasts and valuations.

Based on the above points, we recommend EFRAG to provide clear guidance in its DP on internal
governance mechanisms for promoting organisational connectivity. For example, EFRAG could
recommend entities to articulate clear and aligned sustainability-related responsibilities of audit,



sustainability and remuneration committees. EFRAG should also require these committees to establish
formal mechanisms (e.g. through dedicated board meetings) for oversight of sustainability-finance
integration.

Q7. Digitisation and structured data

We agree that structured digital data has not yet reached its full potential. XBRL and digital tagging
can improve technical connectivity, but digital tools cannot solve conceptual inconsistency.

A digital system can tag a “commitment”, but governance is still needed to determine whether that
commitment is an aspiration, policy target, contractual obligation or financial liability.

Therefore, digitisation should be supported by:

semantic data models;

consistent definitions across sustainability and financial statements;

data ownership protocols;

audit trails between sustainability data and financial reporting assumptions;
assurance over cross-report consistency.

To sum, digital connectivity requires organisational connectivity.
Q8. Other aspects to raise

Connectivity should not be limited to explaining how sustainability issues affect the company’s value.
In a dual-materiality context, connected information should also explain how the entity affects people
and the environment, how these impacts shape policies and actions, what resources are allocated, what
targets and metrics are used, and how governance bodies fulfil their responsibilities.

EFRAG could also consider initiating or commissioning research on developing a diagnostic scale that
distinguishes between non-existent, symbolic, partial, and substantive connectivity. Such a scale could
support field testing, implementation guidance, supervisory review, and future research on the quality
and consequences of connected information.

We would encourage EFRAG to add a stronger discussion of governance connectivity in its DP. As
argued at the EAA-EFRAG Connectivity Workshop, DP should explicitly recognise that connected
reporting requires connected governance. This includes:

board responsibility for sustainability—finance integration;

committee architecture linking audit, sustainability, risk and remuneration;

executive incentives aligned with sustainability and financial outcomes;

assurance that tests cross-report consistency, not only isolated disclosures;

regulatory attention to whether board has relevant sustainability, climate and scientific expertise
(cf. Shaukat et al., 2024).

Shaukat et al. (2016) paper provides evidence that CSR-oriented boards develop more proactive CSR
strategies and achieve stronger environmental and social performance. Hence strengthening governance
related recommendations of sustainability reporting standards can drive internal governance
improvements for connectivity in thinking, decision making and reporting.

To conclude we support the DP’s direction and its emphasis on coherence, consistency and
reconciliation. However, we recommend that EFRAG place greater emphasis on governance as an
enabling condition for connectivity. Connectivity cannot be achieved through disclosure requirements



alone. It depends on board oversight, connected committees, integrated ERM, shared data architecture,
assurance and enforcement. The future of connected reporting will depend as much on governance
reform inside and around firms as on reporting standards themselves.

We hope that EFRAG finds our responses and recommendations useful.

Sincerely

Amama Shaukat and Mercedes Luque Vilchez

On behalf of the Sustainability Reporting Committee
European Accounting Association
https://eaa-online.org/sustainability-reporting-committee/
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