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Dear Vincent, 

dear EFRAG Connectivity Project, 

thank you for the opportunity to comment further on the Discussion Paper Con-

nectivity of Financial and Sustainability Reporting. I am writing in my personal 

academic capacity as a professor of accounting and auditing at LMU Munich, and 

as a member of EFRAG's Connectivity Advisory Panel. My research, including 

through the Sustainability Reporting Navigator (www.srnav.com) and the TRR 

266 Accounting for Transparency (www.accounting-for-transparency.de), seeks 

to advance both corporate sustainability-related and financial transparency; this 

letter reflects that agenda, not any institutional position. 

My comments concern less the specific proposals in Chapter 5 than a conceptual 

distinction I believe the DP’s own typology already gestures toward without fully 

naming, and which I think would sharpen both the standard-setting debate and 

the research agenda it should inform. 

Two dimensions of connectivity. Chapter 2 catalogues an impressive range of 

connectivity types and mechanisms, including cross-referencing, reconciliation, 

consistency of data and assumptions, coherence, and disclosure of anticipated 

financial effects. What this catalogue does not make explicit is that these mecha-

nisms serve two analytically distinct functions.  

One function is formal: making a link between sustainability reporting (SR) and 

financial reporting (FR) visible and traceable to the report user, through devices 

such as cross-references or consistency statements.  

http://www.srnav.com/
http://www.accounting-for-transparency.de/
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The other, arguable more fundamental one is substantive: ensuring that SR and 

FR, in producing their separately governed outputs, are in fact drawing on the 

same underlying economic reality — the same exposures, the same assumptions 

about the future.  

These are not the same achievement. A cross-reference that connects two figures 

which do not, in substance, describe the same underlying exposure is formally 

complete and substantively empty. Conversely, a genuine shared substrate that 

is never made visible to the user through any linking device is substantively sound 

but formally inert, and therefore fails to lower the information-processing costs 

connectivity is meant to address. Neither dimension alone delivers what I under-

stand connectivity to be for. 

I raise this because Chapter 5’s proposals for clarifying the boundary of the finan-

cial statements — around unrecognised intangibles, forward-looking commit-

ments, and measurement-uncertainty triggers — are, in my reading, substantive-

connectivity proposals. They ask when an economic reality captured in the sus-

tainability statement should cross into the financial statements, to be reflected 

there via recognition or disclosure. That is a different, and in my view more con-

sequential, question than whether the two reports are visibly linked once an item 

has, in fact, crossed. I would encourage EFRAG and, in due course, the IASB to 

keep this distinction explicit in any further guidance, so that a future connectivity 

requirement does not settle for formal linkage (more cross-referencing rules) 

where the underlying concern is substantive (whether both reports do, in fact, 

draw faithfully on the same underlying set of material facts and assumptions). 

The expectation gap, and why it is not simply a disclosure-volume problem. 

A recurring source of stakeholder frustration — visible in the DP’s own discussion 

of areas of attention as well as the introduction of Müller, Ormazabal, Sellhorn 

and Wagner (2025) — is that financial statements appear to reflect only a fraction 

of what sustainability statements disclose about firms’ climate exposures.  

Part of this gap is legitimate: SR and FR are built on different materiality logics, 

different aggregation conventions, and different recognition thresholds, and no 

amount of connectivity guidance will (or, in fact, should) erase those structural 

differences. My colleagues and I document the scale of this gap directly: EU firms’ 

climate-related disclosures inside audited financial statements have risen over 

the past decade but remain an order of magnitude smaller than what the same 

firms disclose about climate outside the financial statements (Müller, Ormazabal, 

Sellhorn, and Wagner, 2025). Disclosures that do appear inside the financial 

statements, however, align more closely with firms’ underlying climate exposure 

than the more voluntary, unenforced disclosures made outside them — consistent 

with the financial statements’ role as a discipline against sustainability-related 

cheap talk. I would flag this as a caution against treating the expectation gap as 
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evidence that firms are under-connecting: some of the gap reflects a category 

difference between what the two reports are for, not a compliance failure to be 

closed by requiring more links. The DP does recognize this; it is easily forgotten 

in the wider debate.) 

None of this, however, should be read to imply that the gap is entirely a matter of 

misplaced expectations, or that every instance of an outside climate disclosure 

failing to appear inside the financial statements or notes is innocuous. The DP‘s 

own account of legitimate reasons for non-reflection — differences in reporting 

boundary, aggregation, recognisability, or genuine ambiguity in the standards — 

sits alongside instances that look, on inspection, much less defensible: exposures 

that meet a firm’s own stated recognition or disclosure criteria outside the financial 

statements but are silent on the same exposure inside them, with no stated rea-

son. The practical and, I would argue, the pressing conceptual challenge is to tell 

these two cases apart — structurally legitimate non-reflection from non-reflection 

that standard-setters and enforcers can properly treat as a shortfall. Doing so at 

scale, across firms and over time, is not something either the DP’s typology or the 

existing academic literature currently equips users, enforcers, or researchers to 

do with confidence. 

A gap the DP does not yet address: how to measure connectivity itself. My 

last point concerns Question 8. The DP’s typology tells researchers, preparers, 

and enforcers what connectivity mechanisms look like. However, it does not yet 

indicate what would count as evidence that a given mechanism is doing substan-

tive rather than merely formal work. Nor — following directly from the point above 

— does it offer a way to empirically distinguish legitimate non-reflection from the 

kind that ought to concern standard-setters and enforcers. Existing empirical ap-

proaches to measuring connectivity vary widely in what they actually capture. 

Agrawal, Bayne, Hellman, and Wee (2024) code the presence or absence of a 

wide set of connectivity mechanisms spanning the reporting process, the reports 

themselves, and standard-setting activity — a valuable mapping of whether a link-

ing device is present, though, by the authors’ own framing, not a test of whether 

the link reflects a genuinely shared underlying exposure.  

Other approaches take different routes again: expert-assessed narrative-quality 

scoring, or proxies as simple as reported EBIT. Standard-setters have not indi-

cated which, if any, of these approaches track the conception of connectivity now 

embedded in ESRS and IFRS S1 — including, notably, whether presence-based 

coding of the kind Agrawal et al. undertake is meant to capture formal connectiv-

ity, substantive connectivity, or some blend of the two that the DP’s own typology 

does not yet separate.  

My co-authors and I have developed an approach that uses large language mod-

els to code, at scale, whether specific climate exposures disclosed outside the 
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financial statements are reflected inside them (Müller, Ormazabal, Sellhorn, and 

Wagner, 2025). More broadly, recent work has shown that such LLM-based ex-

traction from large corpora of corporate reports can be validated against both pro-

prietary and expert-annotated benchmarks with high reliability (Forster, Keil, Wag-

ner, Müller, Sellhorn, and Feuerriegel, 2026), suggesting the underlying technol-

ogy for systematic, large-sample measurement is now available. I raise this not 

to advocate for a particular method, but to note that without some indication from 

standard-setters of what a valid measure of substantive connectivity — and of 

illegitimate non-reflection specifically — would need to demonstrate, researchers, 

and ultimately regulators relying on their evidence, are left without a common 

yardstick. 

Costs are discussed; benefits rarely are. A related asymmetry is worth naming 

directly. Discussions of connectivity, including in this DP and in the broader ESRS 

simplification debate, tend to dwell on the costs of connectivity requirements — 

preparation burden, processing costs for users, the risk of disclosure proliferating 

without becoming more useful. The prospective benefits are comparatively rarely 

articulated with any precision, let alone tested. Two seem to me important enough 

to warrant explicit attention.  

First, is substantive connectivity associated with more effective sustainability 

management on the part of firms themselves — that is, does the discipline of 

tracing an exposure through to potential recognition foster greater internal aware-

ness of material ESG risks and their financial implications, beyond whatever a 

firm would otherwise report?  

Second, does greater connectivity help external users, notably investors, better 

grasp the financial implications of ESG matters, and better forecast company fi-

nancials under different environmental and social scenarios?  

Both questions strike me as central to why one would want connectivity in the first 

place, yet, as the measurement problem above implies, neither can be answered 

with confidence while researchers lack a reliable, scalable way to measure con-

nectivity itself. I would encourage EFRAG to treat the benefit side of this ledger, 

and the measurement prerequisite it depends on, as at least as pressing a re-

search and standard-setting priority as the cost side. 

A closing thought on cost. None of this should be read as a case for expanding 

connectivity requirements without limit. Disclosure imposes real processing costs 

on users, and a general instruction to "connect" more risks generating more dis-

closure without more decision-useful disclosure. But cost cannot be the only side 

of the ledger considered, given how little is currently known about the benefit side. 

I would favour requirements, if any are pursued, that are targeted at the substan-

tive question — when does a sustainability exposure cross the recognition or 
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disclosure threshold — and accompanied by a genuine effort, from standard-set-

ters and researchers alike, to establish whether connectivity delivers the benefits 

it is presumed to deliver. 

I would be glad to discuss any of this further, and I thank EFRAG and its staff for 

the care evident in this Discussion Paper and the wider connectivity project. 

Yours sincerely  

 

Prof. Dr. Thorsten Sellhorn 

Ludwig-Maximilians-Universität München 

Sustainability Reporting Navigator (www.srnav.com) 

TRR 266 Accounting for Transparency (www.accounting-for-transparency.de) 
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