EFRAG Discussion Paper: Connectivity of Financial and
Sustainability Reporting

This response is submitted an independent expert capacity in response to EFRAG's
Discussion Paper on the Connectivity of Financial and Sustainability Reporting. It addresses
some of the consultation questions in sequence. The response draws on a review of some
European companies' 2024/2025 annual reports, selected to illustrate the spectrum of
current connectivity practice across different sectors.

Question 1 — Chapter 2: Underpinning Concepts

Q1(a): View on Chapter 2's description of types and mechanisms of
connectivity

Two observations as refinements:
1. The units of measurement problem deserves explicit acknowledgement.

While the DP defines Consistency as including "units of measurement (presentation
currency), the issue is much broader than just currency. In practice, sustainability information
is predominantly expressed in physical units (tonnes CO,, cubic metres of water, number of
injuries) while financial statements use monetary units. This means that cross-referencing
and reconciliation is available only where both sides can be expressed in the same unit. EU
Taxonomy KPIs (revenue, CapEx, OpEx) are the primary exception.

The DP would benefit from a more detailed discussion of the measurement uncertainty and
interpretative difficulties that arise when non-monetary units are aggregated or reconciled
with financial data. This could shape realistic expectations for what connectivity can achieve
under current measurement frameworks.

2. The taxonomy of mechanisms should be understood as cumulative, not hierarchical.

The practice review suggests a cumulative logic: integration/storytelling provides context;
coherence provides completeness; consistency of assumptions provides credibility; cross-
referencing provides precision; current financial effects provide accountability; intertemporal
connectivity provides foresight. Each layer depends on the prior ones.

Q1(b): Additional types or mechanisms not included in Chapter 2
Three connectivity mechanisms not explicitly covered in Chapter 2's taxonomy:
1. Sustainability-adjusted financial metrics (hybrid KPIs).

Evonik reports 'Earnings per Carbon Emitted' (EPCE): Adjusted EBITDA divided by Scope 1
and 2 CO, emissions (€431/tCO_eq in 2025). This metric does not cross-reference two
separate disclosures, instead it arithmetically combines a financial numerator with a
physical-unit sustainability denominator into a single ratio. The result bridges the
measurement unit problem described above by creating a new unit (€/tonne) that is
inherently connected.

This mechanism falls between 'consistency' and 'current financial effects' in Chapter 2's
taxonomy but is neither: it is a sustainability-adjusted financial metric, a distinct category that
enables portfolio comparison, investment appraisal and carbon pricing assessment in a
single figure. This mechanism deserves recognition in the DP's taxonomy.
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2. Sustainability-priced financial instruments.

Schneider Electric's €2.7 billion revolving credit facility has its margin indexed to the
company's annual Schneider Sustainability Impact (SSI) score. This creates a direct,
recurring, quantified financial effect (finance cost) that is determined each year by
sustainability performance.

Unlike the 'current financial effects' mechanism in Chapter 2, which focuses on how
sustainability risks affect existing FS line items, this mechanism involves a financial
instrument whose contractual terms are themselves a function of sustainability outcomes. It
could be added to the taxonomy as a distinct mechanism: sustainability-priced financial
instruments.

3. IRO-to-viability statement bridge.

AstraZeneca's double materiality IRO table includes an explicit column indicating which
IROs feed into the company's three-year viability statement scenario analysis. This creates a
formal, documented bridge between the sustainability statement's risk identification process
and the financial viability assessment. This is a form of intertemporal connectivity not
covered in Chapter 2. The viability statement is itself a forward-looking disclosure adjacent
to the financial statements, and AstraZeneca's approach transforms the IRO assessment
into a structured input to a financial statement-adjacent conclusion. This mechanism could
be articulated in the DP as a specific application of intertemporal connectivity.

Q1(c): IASB developing explicit connectivity requirements

The suggestion that the IASB should develop explicit connectivity-related requirements for
information within and outside the financial statements is strongly supported.

The practice review demonstrates both that meaningful connectivity is achievable under
current requirements. Schneider’s dedicated 'Climate-related matters' note in its
consolidated FS and Evonik's carbon price inputs to IAS 36 are all produced under existing
standards and that practice is highly inconsistent in the absence of explicit requirements.
Without a requirement, the decision to connect sustainability information to the financial
statements is voluntary, and voluntarily disclosed connections are unevenly distributed,
unevenly detailed, and unevenly auditable.

Question 2 — Chapter 3: lllustrations

Q2(a): Practical usefulness of the 17 illustrations; obstacles

The 17 illustrations in the Supplemental Document are practically useful with anchor points
and connectivity profiles. They are varied across sectors and mechanisms. The use of real
company excerpts strengthens their credibility.

Three observations:

1. Social topics are underrepresented.

Of the 17 illustrations, the majority focus on environmental (mainly climate) connectivity.
The practice review identified material social connectivity examples: Vestas embeds its Total
Recordable Injury Rate (TRIR) in core business targets; AstraZeneca's Performance Share

Plan (PSP) includes quantified Scope 3 targets driven by the product portfolio transition. An
illustration of S1 or S2 connectivity, for example, a health and safety IRO declared financially
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material in the sustainability statement connected to a provision or contingent liability in the
FS, would broaden the DP's applicability.

2. Sustainability-priced financial instruments are not illustrated.

As described in Q1(b), Schneider Electric's SSI-linked revolving credit facility is a category of
connectivity absent from all 17 illustrations. Given that sustainability-linked bonds and loans
are now a significant capital market instrument, an illustration of this mechanism, connecting
the sustainability statement performance measure to the finance costs line in the income
statement, would be highly relevant.

3. The main obstacle identified is assurance asymmetry.

Preparers and auditors noted this in EFRAG's outreach and the practice review corroborates
it. When sustainability statements carry limited assurance and financial statements carry
reasonable assurance, connecting the two creates a disclosure of mixed assurance quality.
This is not a reason to avoid connectivity, but it creates legitimate preparers' hesitation and
should be addressed in the illustrations' documentation, specifically, by indicating the
assurance level of each anchor point and noting where the assurance differential affects the
reliability of the connection.

Q2(b): Most useful illustrations and circumstances

lllustration 6 (climate scenario analysis and IAS 36 impairment) has the broadest
applicability. Companies in the practice review connect climate scenario analysis to
impairment testing in some form: Evonik uses NGFS carbon price scenarios as IAS 36
inputs; AstraZeneca explicitly states sustainability CapEx is included in value-in-use models;
Schneider uses five NGFS pathways with three time horizons. The variation in methodology
and depth of disclosure across these companies is itself evidence that application guidance
for this mechanism is needed.

lllustration 5 (remuneration) is useful but the practice review reveals a design flaw not
addressed in the illustration: when sustainability metrics operate as a multiplier of financial
performance, strong sustainability performance can produce zero financial reward in a year
of poor financial performance. An additional illustration, or an expansion of lllustration 5,
addressing this structural risk in sustainability-linked remuneration design would add
significant value.

Question 3 — Chapter 4: Aggregated Observations

Q3(a): View on positive observations and areas of attention; additional
observations

Three specific additions:

1. The nil-effect climate accounting note is a positive practice not highlighted in the DP.
Continental's FS Note 2 enumerates every accounting area potentially affected by climate
matters (impairment of goodwill, useful life estimates, fair values, provisions, deferred tax
assets, ECLs) and concludes that no significant effects were identified in 2025. This 'closed-
loop' structure, audit the exposure, state the conclusion, is more informative than either

omitting the analysis or omitting the conclusion. It is not currently observed as a common
practice and deserves recognition as a connectivity positive observation.

2. The breadth of sustainability metrics in remuneration is broader than the DP suggests.
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The DP's observations on remuneration connectivity focus primarily on climate metrics. The
practice review found Continental's LTI covering E1 (GHG emissions and intensity), E5
(circular economy - waste recovery, recycled materials), S1 (workforce safety, gender
diversity) and G1 (integrity).

Vestas embeds Total Recordable Incident Rate (TRIR) in business targets.

This breadth suggests that sustainability-linked remuneration is not a climate-only
phenomenon and that the positive observation should be framed accordingly.

3. Declared financial materiality without FS connection.

One of the most common patterns: a company's IRO table in the sustainability statement
correctly classifies a risk as financially material, but no corresponding disclosure, not a
provision, not a contingent liability, not a qualitative exposure note, appears in the financial
statements.

Vestas illustrates this: 'financial repercussions from H&S incidents' and 'fines for forced/child
labour' are labelled financially material in the IRO table, but no FS note connects to either.

Evonik's €25m CapEx sustainability screen is disclosed twice in the sustainability statement
(ESRS 2 GOV-2 and ESRS E1-1) but does not appear in the FS notes.

Q3(b): How areas of attention can be addressed

The areas of attention may be addressed through a combination of application guidance,
educational material and explicit requirements:

1. Application guidance for IFRS 18 paragraph 20 (the successor to IAS 1 paragraph 31
on qualitatively material exposures) would address the most prevalent gap. The company
review demonstrates that preparers have the sustainability information needed to populate
such a disclosure, the CapEx screens, carbon price assumptions, transition plan
investment commitments, but do not consistently carry it into the FS notes. Guidance
specifying what types of sustainability-related exposures qualify as qualitatively material
under paragraph 20, with examples drawn from existing practice (the Schneider 'Climate-
related matters' note structure is a strong template), would close this gap.

2. Remuneration report design guidance addressing the multiplier flaw. Continental's case
demonstrates that a sustainability factor of 1.06 can produce a €0 payout when the
financial base is zero. This is not a reporting failure, Continental disclosed it in full, but it is
a governance design weakness that undermines the incentive signal. Guidance hat
sustainability components in incentive schemes should be structured as independent
elements rather than multipliers of financial performance would strengthen this
connectivity mechanism.

3. Auditor/assurance guidance on how to approach disclosures that span limited-
assurance sustainability statements and reasonable-assurance financial statements.

Question 5 — Chapter 5: Differences in Level of Disaggregation

Q5(a): Disaggregation differences as a result of different materiality - not a
problem?

Two comments:

1. Definitional differences should be disclosed, not just assumed.
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Evonik explicitly states that its EU Taxonomy CapEx KPI does not correspond to its IFRS-
based CapEx KPls, and explains why. This transparency is positive and reduces the risk of
misleading readers. But many companies present sustainability and financial KPIs that share
the same label (e.g. 'revenue’, 'capital expenditure') while using different definitions without
disclosure. Definitional differences are not a problem when disclosed; they are a problem
when undisclosed.

2. Vestas illustrates the opposite case: near-total alignment.

At 99% taxonomy-aligned revenue (€17.1 billion of €17.3 billion total), Vestas's EU
Taxonomy disclosure does not create meaningful disaggregation as the taxonomy-aligned
revenue is effectively the entire income statement. This case demonstrates that the
'disaggregation is fine because materiality differs' conclusion is sector-specific: for a
homogeneous renewable-energy business, the FS and SS revenue figures are essentially
the same number. The DP's analysis would benefit from acknowledging this sector-
dependency.

Question 6 — Chapter 5: Considerations for Multiple Stakeholders

Q6(b): Enhancing connectivity in organisational processes

The observations on integrated thinking and organisational structure strongly resonate with
the practice review.

Schneider Electric's quarterly co-publication of the SSI alongside financial results is the
strongest observable proxy for organisational process connectivity. When sustainability
performance is reported on the same cycle, by the same team, to the same investors as
financial performance, the structural preconditions for connected reporting are in place. The
quarterly cadence also reduces the temporal gap between financial and sustainability
information - an underappreciated dimension of connectivity that the DP addresses only in
passing.

Question 8 — Other Aspects of Connectivity

1. The temporal gap between financial and sustainability reporting.

The DP is framed entirely around annual reporting. Yet Schneider Electric demonstrates that
quarterly disclosure of sustainability performance metrics alongside financial results is
operationally achievable and investor-valued. The temporal disconnect between annual
sustainability statements and quarterly financial reporting is a structural source of
information asymmetry that the DP does not address. As sustainability performance
becomes more financially material, the quarterly reporting gap will become more significant.
The DP could encourage companies to consider interim disclosure of key sustainability
metrics on the same cycle as interim financial reporting.

2. The role of the CFO function in connectivity.

Chapter 5 addresses standard-setter and preparer considerations but does not specifically
address the governance of the connectivity function within companies.
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The practice review found that the strongest connectivity examples - Schneider's SSlI-linked
credit facility, Evonik's EPCE metric, Continental's climate accounting note - were associated
with active CFO engagement in sustainability reporting.

ESRS 2 GOV-2 and GOV-4 create disclosure requirements for sustainability governance,
but they do not specifically ask about the CFO's role. A targeted governance disclosure
requirement - asking companies to describe how the CFO is involved in the preparation and
review of sustainability disclosures - would reinforce the organisational process connectivity
discussed in Q6(b) and signal to capital markets
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