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Is connectivity a reporting requirement or the
visible output of corporate governance?

EFRAG says This talk adds Implication
e Connectivity = holistic e Why that coherence ¢ Standards matter, but
and coherent depends on governance
information across organisational and mechanisms make
annual report sections governance integration connectivity work



1. Why connectivity has become central

Conceptual reasons Regulatory reasons Practical reasons

e Sustainability impacts, risks and opportunities
(IROs) arise from the interaction of the
enterprise with its stakeholders. To maintain
their economic legitimacy firms need to maintain e Climate, nature, workforce and supply-chain
environmental and social legitimacy. Hence rise issues increasingly affect cash flows, assets and

of sustainability reportin . . S liabilities
yrep g e CSRD raises expectations that sustainability

e information is decision-useful, not standalone )
* Annual reports now contain distinct but narrative ’ e Preparers must connect IROs, metrics, targets

interdependent sections and financial statement effects

e ESRS, ISSB and IFRS Management Commentary
all embed forms of connectivity / coherence

¢ Digital tagging and assurance increase pressure
for internal consistency

e Users need a coherent story linking strategy, ¢ Investors look for a report that 'hangs together

risks, actions and financial consequences

e Contradictions across reports undermine trust
and credibility

EFRAG’s core point: connectivity is an attribute of high-quality information because it supports a holistic and coherent

annual report.
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2. What does the EFRAG discussion paper reveal?

Observed connectivity problems are already visible in current reporting practice

1. Narrative-number 2. Weak link from IROs to 3. Terminology drift 4. Segment gap
disconnect outcomes
e Sustainability risks discussed in e Users struggle to connect strategy, e Terms such as 'commitment’ and * Sustainability matters
narrative sections do not always actions and material IROs with 'financial effects' are used may be under-
appear in financial statement performance, position and cash inconsistently across reports represented in segment
effects flows disclosures

These are not just drafting defects. They point to deeper issues in organisational coordination, risk processes,
data architecture and accountability

Why does this matter for governance?

If the annual report is fragmented, the problem usually begins before reporting — in how boards, committees, risk
functions and data systems are organised
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3. Where connectivity breaks down

EFRAG points to coherence problems across the annual report. The governance diagnosis is that these functions

Corporate governance oversight

often operate in silos.

Strategy & business Sustainability function Risk management Finance & reporting
model

e Transition plans ¢ |ROs e Assessment & escalation e Forecasts

e Capital allocation * Metrics & targets * Response ¢ FS and notes

Transition plans not reflected in forecasts | sustainability risks not embedded in ERM | metrics and
assumptions differ across reports | narrative claims not reconciled to numbers

Result: fragmented reporting and weak connectivity
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4. W hy connectivity is fundamentally a g overnance challeng e?
EFRAG’s enabling attributes What this implies So the challenge is...

e Connectivity depends on internal

o . . . ¢ Board-level oversight
e Connectivity in organisational processes decision rights S
e Connectivity in reporting requirements e |t requires coordination across o Bk movETTRTE
¢ Clear, concise and connected disclosures departments S AagauTEl Ene
¢ |t depends on shared assumptions, .

System design
controls and data y &

Connectivity is not only a reporting output. It is the visible consequence of how the organisation

governs sustainability, risk and finance
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5. Governance mechanisms needed to make connectivity work

1. Board oversight

2. Connected committees

3. Integrated ERM

4. Shared data architecture

5. Assurance & enforcement
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Objective

Move from superficial connectivity to
substantive connectivity

Substantive connectivity means strategy,
IROs, risk management processes, metrics,
targets and financial effects are governed
through consistent assumptions and coherent
reporting

Expected outcomes

Coherent annual report

Fewer narrative—number
contradictions

Better linkage from IROs to financial
effects

Greater credibility with investors,
regulators, and other stakeholders



6. Mechanism 1: board and committee architecture

What the board must do

e Ensure sustainability risks and opportunities
are integrated into strategy, financing and
operations

e Assign explicit responsibility for ESG / climate
oversight

e Require that material sustainability
assumptions are tested against financial
reporting

e Sustainability and financial incentives in
executive pay are connected and aligned

Why committees matter

Audit committees can challenge consistency
between sustainability disclosures and
financial statements

Sustainability committees can oversee policy,
targets and progress

Remuneration committee decisions are
aligned with audit and sustainability
committee work

The three need formal interfaces, not
separate reporting silos

How our prior research helps

e Shaukat et al. (2016): Separate CSR committees,

external audit of CSR reports and integrated
reporting are part of CSR related board-level
strategy

More CSR-oriented boards develop proactive
CSR strategy and exhibit stronger environmental
and social performance

NEAT: Environmental incentives in CEO pay lead
to superior environmental as well as financial
performance; organizational bonding via
superior environmental performance and its
reporting is associated with superior financial
performance and reduced financial risk

Design principle: connected reporting requires connected committees

Amama Shaukat | EFRAG—EAA Connectivity Workshop



7. Mechanism 2: integrat
fact

EFRAG wants links from sustainability impacts, risks and opportunities to financial outcomes. That requires an
Enterprise Risk Management (ERM) system able to process both technical, financial and stakeholder dimensions of risk.

risk management, not reporting after the

Identify Assess Respond Monitor Communicate

Assessors and

Originators Amplifiers Affected stakeholders
managers
. . . e Engineers e Communities
: g)uperftl(?;aaiLunlts : L/Igglsa e HSE/Sustainability Experts e Workers
PRI . . . ¢ Risk and finance experts ¢ Investors
e Early warning signals e Public discourse « Broader societal stakeholders

Our ERM paper’s contribution: sustainability risks are co-produced by organisational, technical and societal actors, so
connectivity needs stakeholder-integrated ERM, not just internal control checklists. Sustainability risks have both financial as
well as reputational implications — both need to be simultaneously managed
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8. Mechanism 3: incentives, monitoring , data and institutional support

Natural Environment

Internal governance Agency Theory (NEAT) lens Institutional support needed

e NEAT asserts and finds that high-
quality sustainability reporting is a
bonding mechanism that reduces
information asymmetry and

e Assurance should test cross-report consistency, not just isolated
disclosures

e Regulators can require clearer board committee responsibilities and
scenarios, targets and forecasts improves firm’s financial re_le.vant expe_rtise (e.g. technical/scien_tific.experts on boards) .

e Executive incentives linked to performance * Digital r.eportlng can stre.ngthen technical linkage, but governance still
sustainability KPIs where material determines content quality

e Escalation routes from CSO / CRO /
CFO to board

e Shared sustainability—finance data
platforms
e Consistent assumptions across

Bottom line: connectivity needs both organisational governance and institutional governance
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9. Implications for accounting research

Research questions Possible methods Broader academic payoff

e Do more integrated governance structures
produce more connected reporting? Textual consistency measures
e Does board sustainability oversight improve e Cross-report data comparisons
alignment between sustainability disclosures Governance regressions
and financial statements? Case studies of reporting process
e Does stakeholder-integrated ERM predict design
stronger connectivity and lower risk?

e Brings corporate governance and connected reporting
into the same analytical frame

e Moves connectivity from disclosure mechanics to
organisational accountability

e Opens comparative work across ESRS, ISSB and
jurisdiction-specific settings

For academics, connectivity is a promising dependent variable, governance characteristic and institutional
outcome all at once
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10. Concluding takeaway

Connectivity cannot be achieved through disclosure requirements alone.

EFRAG shows Governance answer Institutional answer
e Current reports still exhibit gaps, e Board oversight, connected committees, e Assurance, enforcement, digital
inconsistencies and weak links across integrated ERM and shared data infrastructure and clearer governance
sections architecture expectations

The future of connected reporting will depend as much on governance reform inside
firms — and around firms — as on reporting standards themselves
THANK YOU
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