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Dear Mr Barckow,

Re: Climate-related and Other Uncertainties in the Financial Statements — Proposed
illustrative examples

On behalf of EFRAG, | am writing to comment on the exposure draft Climate-related and Other
Uncertainties in the Financial Statements — Proposed illustrative examples issued by the IASB on

31 July 2024 (the ‘ED’).

This letter is intended to contribute to the IASB’s due process and does not necessarily indicate
the conclusions that would be reached by EFRAG in its capacity as advisor to the European
Commission on endorsement of definitive IFRS Accounting Standards in the European Union and

the European Economic Area.

Overall comments

considers the ED’s examples to be a useful complementary step tewardsimprovingto the earlier-
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developed educational material in helping to improve the quality of reporting, auditing,

supervision and enforcement of climate-related and other lenrg—term—uncertainties in the
financial statements. Fo—atarge—extent—the-ED’s-EFRAG also supports the IASB’s reasons for
including the examples as illustrative examples accompanying IFRS Accounting Standards (i.e., it

allows for greater flexibility in content and format than if the examples eever—topies—where
challengeswere to be included in reporting climate-related-and-otheruncertainties may-arise-As

the Standards). However, EFRAG considers that the ED, as it stands, does not fully address the

issues at stake and suggests the following:

e These illustrative examples should be seen as a pragmatic initial step: EFRAG considers
that the proposed illustrative examples in the ED should only be seen as ana pragmatic
initial step in addressing stakeholders’ expectations. Fhefeedbackreceived-by-EFRAGse

far-is—ndicativeWe acknowledge that the eight illustrative examples in the ED cover a
range of stakeholders—acknowledgingdisclosures related to general and supperting-the

edrrentspecific IFRS Accounting Standards- requirements covering the main challenging

areas where climate-related and other uncertainties would be expected to be reflected

in the financial statements. At the same time, several-stakeholders-expected-examples

in response to

Question 2, we peint-out—-where—and—-howthis—could—be-deneprovide improvement

suggestions, including developing examples of applying recognition, measurement and

presentation requirements, and the coverage of non-climate-related uncertainties.

ether—Standard setting activity and development of walkthrough examples and

undertakingshould occur: EFRAG suggests that the IASB should undertake standard-

setting activityactivities where justified and-n-our(see response to Question 3,-wepoint

EFRAG FR and SR TEG meeting 22 November 2024 Paper 02-02, Page 2 of 32



IASB ED Climate-related and Other Uncertainties in the Financial Statements
Proposed illustrative examples

related—uncertainties—and—to—also—provide—) and consider developing walk-through?

examples as educational material at a future date.

e Concerns about the project objectives/direction should be taken into account: EFRAG is

aware that some stakeholders are concerned about possible unintended consequences

arising from the illustrative examples including that they may lead to increased

disclosures by entities in a manner that obscures other material information already

disclosed. There is also a concern about users’ double counting information that may be

already disclosed outside the financial statements. Other stakeholders have expressed

concern that the undefined coverage of uncertainties could create pressure for more

examples, which in turn could lead to disclosure overload.

e That said, EFRAG notes that the IASB’s development of illustrative examples and

broadening of the scope to include uncertainties was called for by stakeholders during

outreaches done by the IASB and EFRAG after the IASB project was initiated. Moreover,

the examples are not creating or amending IFRS Accounting requirements.

Further actions are needed to address the root causes of expectation gaps

Greater focus on connectivity is needed: EFRAG acknowledges that strengthening connections

between financial statements and other Annual Report (AR) sections is amengsttheactionsunder
part of the IASB’s project objectives,—-e—in—addition—to—raisingawareness—and-imprevingthe

A6 RS- Accounting ndards—towards—the reportine—o mate-related-and-othe

examples;and. Some of the examples take account of information in other sections of the Annual
Report—EFRAG-retes-that-the Basisfor-Conclusions—explains, and reducing inconsistencies and

avoidable duplication was among the considerations whilst developing the examples. However,

as highlighted in the EFRAG project® on connectivity, consistency is only one aspect of connectivity

and there is also a need to consider the-cenceptscoherence and linkage techniques that-weuld
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establish-therebustfeundatiensfor the connection of information across different Annual Report

sections-a

otherrelevant-sections-of-the-Anrnualreport. Hence, as conveyed in EFRAG s responseEFRAG’s
response to the ISSB’s agenda consultation, EFRAG recommends that the IASB and ISSB jointly

ahd—meore—formallyfocus on addressing the connectivity of reported information including

through jointly developing illustrative examples— covering sustainability reporting and financial

statements information. Moreover, to strengthen the conceptual underpinnings for the

application of connectivity within financial statements, as done for ISSB Standards, ESRS and the

2021 Management Commentary Exposure Draft, we recommend that the IASB includes an

overarching principle in IAS 1 (IFRS 18) addressing the concepts of connectivity of information

within and outside the financial statements (i.e., including but not limited to sustainability

reporting information).

Conceptual-Frameworktevel-weorkFurther development of conceptual principles by the IASB and
ISSB is needed in-erder-to clarify end-ensure-the-boundaries of different Annual Report sections:

RelatedAt the core, the expectation gaps being addressed by the ED often arise due to
eonnectivity—a-clearlack of clarity of boundaries of different AR sections and there are different

roles to be fulfilled by the IASB and ISSB. Hence, going beyond the scope of the ED, the IASB and

ISSB should further clarify the definition of boundaries of Annual Report sections. This would help

to avoid unnecessary duplication, and it can also help to identify where there are information

tn-additionto-strengthenQutside the conceptual-underpinningsfor-scope of the application-of
connectivitylASB (and the ED) but within financial-statements—werecommend—updating—the
- e K forFi LR . . ity
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underpinhed-by-stakehelders~response to the 20211ASBISSB Agenda Consultation and-firdings
from-the subsequentoutreach-conducted-validated-the-need-for tASB-actions—including-the
development of iHustrative-examples:

EERAG | he f I I . 0 . los_in_the EL 3 ¢
diselosuresSustainability Reporting (SR) Conceptual Framework, which among other things, could

address questions related to generaland-specifictFRS-Accounting-Standardsreguirements—\We
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and sustainability reporting reguirements—including1SSB-Standards—and—ESRS—The—current

materiality and financial control and the migration of financial statements-and-thiscould be done

ing-effects from SR to

financial statements.

EFRAG’s detailed comments and responses to the questions in the ED are set out in the Appendix.

If you would like to discuss our comments further, please do not hesitate to contact Vincent Papa

or Sapna Heeralall.

Yours sincerely,

Wolf Klinz
EFRAG FRB Chairman
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Appendix — EFRAG’s responses to the questions raised in the ED

ED Question 1— Providing illustrative examples

The IASB is proposing to provide eight examples illustrating how an entity applies the
requirements in IFRS Accounting Standards to report the effects of climate-related and other
uncertainties in its financial statements. The IASB expects the examples will help to improve
the reporting of these effects in the financial statements, including by helping to strengthen

connections between an entity’s general purpose financial reports.

Paragraphs BC1-BC9 of the Basis for Conclusions further explain the IASB'’s rationale for this

proposal.

(a) Do you agree that providing examples would help improve the reporting of the
effects of climate-related and other uncertainties in the financial statements?
Why or why not? If you disagree, please explain what you would suggest instead

and why.

The IASB is proposing to include the examples as illustrative examples accompanying IFRS
Accounting Standards instead of publishing them as educational materials or including them in

the Standards.

Paragraphs BC43—BC45 of the Basis for Conclusions further explain the IASB’s rationale for this

proposal.

(b) Do you agree with including the examples as illustrative examples accompanying
IFRS Accounting Standards? Why or why not? If you disagree, please explain what

you would suggest instead and why.

Whether providing examples would help improve reporting in the financial statements
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Based on the overall feedback received, EFRAG supports and considers that the examples

in the ED are useful because:

(a) they help to bridge the expectations gap that may arise from the inconsistent
reporting of climate-related information within and outside the financial statements
and contribute to stakeholders’ perception of inadequate or too high-level reporting
of climate-related effects in the financial statements. The expectation gaps and
perceptions of inadequate reporting of climate-related information in the financial

statements were highlighted in EFRAG’s outreach to stakeholders in 2023; and

(b)  they help in educating stakeholders and would therefore further assist in enhancing

the quality, auditability, enforcement and supervision of reporting information on

climate-related and other uncertainties in the financial statements;

{b}(c) to some extent, they may strengthen the connectivity between climate-related
information in the financial statements and related information in sustainability
reports/other general-purpose financial reports. However, as noted below, more

work is needed to enhance the connectivity in reporting.

Limitations and beheviewral—impeaects—efstakeholder concerns on the ED’s illustrative

examples: While supporting the ED’s examples, EFRAG acknowledges thetheir inherent

limitations—

Namely, they may be deemed tee—breadgeneric, considered either too simple or too
complex;—aay and not reflect real-world nuances, and may not be applied as intended.
Speeificathy; On the latter point, illustrative examples may be erroneously applied towards
inappropriate fact patterns or, conversely, may be deemed inapplicable unless related to
the same fact patterns of the example. EFRAG-retesthatstakeholders-have-highlighted

Moreover, some stakeholders have observed that these examples may only result in good
reporters improving their climate-related disclosures, but the impact on bad reporters may
be minimal. EFRAG-s—aware-that-Some stakeholders are concerned about seme-possible
unintended consequences arising from the illustrative examples including that they may

lead to increased disclosures by entities in a manner that obscures other material

EFRAG FR and SR TEG meeting 22 November 2024 Paper 02-02, Page 8 of 32



IASB ED Climate-related and Other Uncertainties in the Financial Statements
Proposed illustrative examples

information-already—disclosed—Fhese. Relatedly, some stakeholders caution against the

unbounded coverage of examples of other uncertainties especially given the lack of clarity

of what the IASB consider to be other uncertainties. In their view, the scope of the project

may contribute to excessive disclosures. Finally, other stakeholders have also pointed to

the risk of users double counting information that may be already disclosed outside the

financial statements: especially if there were to be more examples of disclosures of other

uncertainties.

4 On these concerns, EFRAG notes that the proposed illustrative examples are meant to

support the application and enforcement of current IFRS Accounting requirements and not

to amend these requirements. Moreover, the IASB’s development of illustrative examples

is—underpirned—by—occurred following stakeholders’ respense—tefeedback during the
2021outreach done by the IASB Agenda-Consultation-with-a—call-madefora-and EFRAG®

after the project to-addressthe perceived-underreporting-of climate-related-risks-in-the
financial-statements—After—theJASB-was initiated-the—projeet—in—2023;. The feedback

showed support (e.g., 61% of respondents to EFRAG outreach) for the development of

Stakeholders' feedback also supported the broadening of the IASB project to include other
uncertainties-n-the-financial-statements—.

5 Proposed illustrative examples should only be seen as a pragmatic initial step: Overat—for

variousreasensin this regard, EFRAG considersthatthe proposed-ilustrative-examplesin

5 The outreach findings are summarised in the September 2023 EFRAG Secretariat Briefing: Climate-related Risks in

Financial Statements. Survey feedback during this EFRAG outreach showed there was limited awareness amongst

stakeholders of the existence of the IASB educational material and 61% of respondents supported the development

of illustrative examples.
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suggestsuggests the below.

(a)  Theinitial set of examples need improvement - lnitial-feedbackreceived by-EFRAGso

stakeholders-expected EFRAG expects an improvement in the initial set of proposed

examples (see our response to Question 2). Overall, we expect examples that are

closer to reality and better portray and incentivise’ the disclosure of key risks, and

information-may-netbe-ashave less obvious asisthe-ease-withoutcomes than several
of the ED’s illustrative examples. Thus-EFRAG-expectsthatfolewingtheconsuliation

atha ED tha INSB would consider-imbprovinae-the-initial-set-of-bropose

(b)  Performing standard-setting where justified — \Mhere—needed,—the+ASB—should

highlights—wherestandard-settingactivity—may—bereguiredSee our response to

Question 3.

(c) Development of non-climate examples - See our response to Question 2 in paragraph

15.

(d)  Consideration of walk-through examples: Whilst agreeing with the usefulness of

stand-alone examples, asthesecan-morepreciselytarget mattersrelated-to-specific
standard-reguirements-EFRAG considers that some walk-through examples could

7 These stakeholders have pointed, for instance, to the usefulness of the examples in ESMA’s enforcement decisions.
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also be useful to illustrate the application of qualitative materiality requirements
(paragraph 31 of IAS 1) in conjunction with the specific requirements of different
Standards. For example, this could be done for illustrative Example 6 — Disclosure
about credit risk (IFRS 7) related to the application of disclosure requirements
related to credit risk arising from financial instruments (i.e. paragraphs 35A-38 of
IFRS 7). At the same time, EFRAG acknowledges that it would not be suitable to
provide walk-through examples as illustrative examples accompanying Standards.
Thus, EFRAG recommends that the IASB also consider providing walk-through
examples as educational material at a future date to help preparers of financial

statements.

{e}—Moreover, theED's—illustrative—examples—implicitly—present—a—hierarchy—in the
application-ofED, the IASB structures a helpful analysis of climate-related and other
uncertainties through the related-specificand-generalFRSaccountingrequirements:
Accordinghy-a-decisiontree-presentingreasoning underlying the hierarehytreatment
of censiderations—whilstapphyngthe examples which takes into account different
standardsespecialy-the generalrequirementsfactors, such as users' expectations in

terms of materiality-anrdassumptions-irparagraph ahd 9 of A WoY

withinand-outside-the-, the existence of a risk, whether there is an impact on the

primary financial statements—is—ameng—, the information required by a specific

standard and the overarching principles in IAS 1. Therefore, a decision tree

presenting these factors would also be helpful.

6 Implementation time frame for the proposed illustrative examples: Paragraph BC49 of the
ED states that entities would be entitled to sufficient time to implement any changes to the

information disclosed in their financial statements as a result of the issuance of the

illustrative examples. EFRAG understands that the wording in BC 49 is analogous to the
wording used for the effective dates of IFRIC Agenda Decisions whereby IFRS Accounting
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Standards are only being clarified and not amended. actiens®taken—underBased on the

1ASB'sproject-objectives-einadditionfeedback, EFRAG is not aware of any obstacles for
entities to raisingawarenessand-improvingprovide the applicationofrelevant information

immediately since there are no changes to existing IFRS Accounting Standards. We,

therefore, suggest the deletion of paragraph BC49 of the ED in order to avoid any confusion

as to why the publication of illustrative examples would require time for entities to apply

them.
Whether illustrative examples should accompany IFRS Accounting Standards and other
comments

7 -towardsSupport for the proposed vehicle for the illustrative examples: The majority of

constituents supported illustrative examples accompanying IFRS Accounting Standards

while _many constituents did not agree with the proposed vehicle as the illustrative

examples would not be endorsed in the EU and may not affect practice as intended. On

balance, EFRAG supports the illustrative examples accompanying IFRS Accounting

Standards because:

(a)  as articulated in the ED’s Basis for Conclusions, this allows greater flexibility in

content and format than if the examples were to be included in the Standards and

the latter option might require the examples to be simplified or shortened such that

their level of detail is not disproportionate in the context of the Standards;

(b)  this provides a robust resource for auditors, audit committees and regulators to

support compliance with IFRS Accounting Standards instead of having them as either

educational material or as a practice statement.

8 Other suggested steps to enhance accessibility: Lastly, as the 1ASB is also exploring other

ways to raise awareness of the requirements in IFRS Accounting Standards related to the

reporting of climate-related and other uncertainties—\Ae-are-alse-cognisant in the financial

statements, EFRAG recommends that the IASB facilitates access to a central repository of

illustrative examples and other educational material on climate and other uncertainties

and to be updated as new reporting challenges related to these aspects may arise. As the

illustrative examples intend to accompany different IFRS Accounting Standards, the IASB
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may also consider cross-referencing between those standards and the illustrative

examples, and also between examples, if nheeded.

Further actions are needed to address the root causes of expectation gaps

9

A greater focus on connectivity: EFRAG acknowledges that the IASB and ISSB staff worked

jointly to develop ED’s examples, and some of the examples take account of information

outside the financial statements—aadditionparagraphsBE19-27-6f and the ED articulate

statements—including—by—addressingaims to reduce inconsistencies and—aveiding
unnecessary —duplication—in_the reported information across different Annual Report

sections. However, as highlighted in the EFRAG project® on connectivity, censisteneyis

enly—ene—aspeetcoherence, and techniques of linkage of information are also essential
aspects of connectivity-and. There is also a need-te-censiderthe-concepisand-technigues

AnnualRepertsectionsas-wel-as to provide a clear delineation of the boundaries between
financial statements and other relevant Annual report sections—A—clear—definition—of

the—financial-statements——this—regard to avoid unnecessary duplication and identify

information gaps. Hence EFRAG suggests the following:

(a) IASB-ISSB collaboration in developing examples: As done for the presentation at the

2024 World Standard Setters Forum, the IASB and ISSB could collaborate in

developing examples that illustrate the connectivity of their respective requirements
to jurisdictional SR reporting requirements; including ESRS (i.e. because IFRS
Accounting Standards are SR-framework-agnostic and ISSB Standards are GAAP-

agnostic). These examples could incorporate the techniques of connectivity (e.g.

S Some-duplication-may-be-necessary-

10 EFRAG has an ongoing project on connectivity and a Discussion Paper with concepts and illustrations of connectivity

will be published by EFRAG. In June 2024, EFRAG published an initial paper Connectivity considerations and boundaries

of different annual report sections which lays out the conceptual foundations, categories and benefits of connectivity

and analyses’ reporting boundaries across different Annual Report sections.
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cross-referencing while being cognisant of the constraints®™ of cross-referencing

information from other reports to the financial statements). Mereever-there

(b)  Clarify the interaction of illustrative examples and sustainability reporting: Paragraph

BC 32 explains the objectives and comments on the applicability of Examples 1 and

2 depending on whether ISSB Standards have been applied. EFRAG is aware that this

paragraph has been interpreted?? differently, which signals the need for a laek-efa

common-clearer articulation of the interaction between the proposed illustrative

examples and disclosures under sustainability reporting requirements including ISSB

Standards and ESRS (i.e. IFRS accounting requirements should be SR-framework-for

-agnostic). This will contribute to the connectivity of reported information—aeress

differentsections-of the-Annual-Report—Hence;.

{a¥(c) Connectivity requirements in IFRS accounting requirements: The |ASB should

consider developing connectivity requirements for financial statement information

akin to those in place for ESRS and ISSB Standards- and the coherence guidance in

the 2021 IFRS Practice Statement Exposure Draft Management Commentary. This

could be done by including an overarching principle in IAS 1 (IFRS 18) addressing the

concepts of connectivity of information within and outside the financial statements

(i.e., including but not limited to sustainability reporting information).

#——Conceptual Framework level work and IASB-ISSB collaboration needed to ensure—clear
further clarify boundaries of different AR sections: Fe—further—clarify-At the core, the

expectation gaps being addressed by the ED often arise due to a lack of clarity of

12 One interpretation made was that the disclosures suggested by Examples 1 and 2 are only appropriate when IFRS

Sustainability Disclosure Standards have not been applied. Implicit in such a view would be that information provided

in sustainability disclosures ought not to be provided in the financial statements notwithstanding the expectation that

financial statements ought to be self-sufficient in the context of their objectives. A different interpretation made was

that the paragraph conveys an expectation whereby preparers will have to consider information disclosed under ISSB

Standards whilst determining material information to be disclosed in the financial statements. It could be argued that

it is not unreasonable to expect that enhanced sustainability reporting could result in increased consideration and

reporting of entities” material risks and opportunities in the financial statements.
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boundaries of different Annual—RepertingAR sections. Thus, to further clarify the
boundaries and strengthen the complementarity of the FR and SR pillars, wereiterate-the

there are different roles to be fulfilled by the IASB and ISSB going beyond the scope of the
ED. Specifically, EFRAG reiterates its recommendation made-in-eurresponse-to the ISSB

Agenda Consultation for the development of a-SustainabilityRepertingan SR Conceptual
Framework;—which by the ISSB. An SR conceptual framework could, among other things,

which-oughteffects from sustainability disclosures to address—eonnection-to-information

outside-the financial statements—including-but-notlimited-to-sustainabilityreporting. It

could also help differentiate the application of concepts that are common to both FR and

SR such as financial materiality and financial control.

Finally, in light of the broadening interest in the content and boundaries of financial
statements that is occurring in tandem with the rollout of mandatory sustainability

reporting, we would encourage the-engeingdevelopmentefiointly prepared IASB-ISSB

educational material on the boundaries of different IFRS general-purpose financial reports

(i.e. financial statements, management commentary, ISSB sustainability-related financial

disclosures).
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ED Question 2 — Approach to developing illustrative examples

Examples 1-8 in this Exposure Draft illustrate how an entity applies specific requirements in

IFRS Accounting Standards. The IASB decided to focus the examples on requirements:

(a)  that are among the most relevant for reporting the effects of climate-related and

other uncertainties in the financial statements; and

(b)  that are likely to address the concerns that information about the effects of

climate-related risks in the financial statements is insufficient or appears to be
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Paragraphs BC10-BC42 of the Basis for Conclusions further explain the IASB’s overall

considerations in developing the examples and the objective and rationale for each example.

Do you agree with the IASB’s approach to developing the examples? In particular, do you agree
with the selection of requirements and fact patterns illustrated in the examples and the

technical content of the examples?

Please explain why or why not. If you disagree, please explain what you would suggest instead

and why.

inconsistent with information provided in general purpose financial reports

outside the financial statements.

General comments on the illustrative examples

1512 EFRAG welcomes the fact that the eight illustrative examples in the ED cover a range of

13

disclosures related to general and specific IFRS Accounting Standards reguirements—We

incovering the main

challenging areas where climate-related and other long-term uncertainties would be
expected to be reflected in the financial statements—bui—where—challenges—could-be
edrrenthy—arising.. The areas addressed in the ED have also been highlighted in the
feedback!* to the 2023 EFRAG outreach and various thematic reviews® of reporting
practices, including the October 2023 ESMA report, the April 2024 ESRB report and the May
2024 EY report. In the comments below, we highlight other areas that could benefit from

having illustrative examples.

EFRAG suggests that the IASB indicates that the proposed examples can be relevant for

entities operating in other sectors (for instance, Examples 6 and 7).

1614 EFRAG suggests that the IASB consider adding examples as follows:

(a) Examples addressing recognition, measurement and measurementpresentation

requirements: In addition to the examples in the ED, which focus on illustrating

disclosure requirements, EFRAG would consider it helpful to add examples related

14 EFRAG's outreach findings summarised September 2023 EFRAG Secretariat Briefing: Climate-related Risks in

Financial Statements

15 ESMA, October 2023 The Heat is On: Disclosures of Climate-Related Matters in the Financial Statements ; ESRB,

April 2024, Climate-related risks and accounting; EY, May 2024, Connected Financial Reporting: Accounting for

Climate Change
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to recognition-and, measurement and presentation requirements. As suggested by

the April 2024 ESRB report, these examples could, for instance, relate to how to
incorporate climate-related risk into the expected credit loss (ECL) measurement
under IFRS 9 Financial Instruments and into the determination of fair value under
IFRS 13. Another recognition and measurement aspect that could benefit from an

illustrative example would be the determination of value-in-use whilst determining

impairment under IAS 36 Impairment of Assets. As-highlighted-in-the 2023 EFRAG

each-and R A onnectivitv-in 5

years-canincorporatedinto-thevalueiruse-calewlation-Stakeholders support a focus

on these areas. It may also be useful to consider another example (besides Example
5) which reflects current practice, whereby an entity has deferred tax assets arising
from tax losses and the entity considers uncertainties on the derecognition of those

deferred tax assets.

Examples that are variants of the basic fact patterns of some of the examples: EFRAG
considers it helpful to include variants in basic fact patterns, for example, relating to
Examples 3, 4, 5 and 7. For example, in illustrative Example 5 variants may include
what would happen if the entity used all the deficits before the law became

enforceable. Also, as indicated inparagraph-below22, Example 2 may be used as a

variant of Example 1.

(c)

Addressing small and medium-sized enterprises (SMEs): Some stakeholders have

suggested examples of disclosures tailored for SMEs would also be useful. However,

other stakeholders’ view is that these examples ought to be generally applicable for

all entities and examples that are specific to SMEs might not be generally applicable.

To balance both needs, EFRAG recommends the IASB considers the applicability of

the illustrative examples for SMEs taking account of the principles of IFRS for SMEs.

Consider adding examples about other uncertainties: Only one of the eight examples

(Example 5) is not directly related to either environmental or climate-related uncertainties-

alsoreflect thatthe and this may create a perception that the reporting challenges pertain

to these particular uncertainties only. Based on the feedback and consistent with the scope
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of the project-gees-beyond-, EFRAG recommends examples covering other uncertainties

besides those that are climate-related—uneertainties:. These could include sustainability-

related uncertainties (e.g., related to own workforce that potentially affects income and

expenses) and non-sustainability-related uncertainties. This recommendation is intended

to foster the principle-based character of the IASB guidance provided through examples

and it is not a suggestion for the development of examples that illustrate the reporting of

all possible uncertainties.

1716 Climate-related commitments disclosures: EFRAG recommends an illustrative example

focused on the expected disclosures under the fact patterns of the March 2024 IFRIC

agenda decision. While we agree with the IFRIC agenda decision on the criteria for the

recognition of provision and acknowledge the IAS 37 Exposure Draft Provisions- Targeted

Improvements has an example related to the recognition of climate-related uncertainties

a-dispropeortionatefocus-on-commitments, there are unaddressed expectations'® related
to disclosures of climate-related infermation-in-the-iHustrative-examples-may-reinforcean

16 |n response to the November 2023 IFRIC agenda decision, stakeholders made suggestions for enhancing disclosures

on a) management’s assumptions and b) information about capital expenditure projects required to fulfil climate-

related commitments and capital already committed to purchasing assets to fulfil those commitments. Moreover,

during the outreach done by EFRAG so far, users have indicated that a disclosure of a time series of likely costs would

be useful even if provisions are not recognised. It has also been expressed that it should be clear when items migrate

from the sustainability statement/disclosures to the financial statements (i.e. what are the triggers for the recognition

of provisions or contingent liabilities). Another suggestion has been that, if material for the purposes of the financial

statements, information disclosed in the sustainability statement/disclosures could be included in the financial

statements by cross-reference.
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connectivity-of reported-information—EFRAG-EFRAG notes thatwithinthe fact patternsin
the ED’s illustrative examples;there-is-only-genericreference-made-to-the-information-in

circumscribed to the application of IFRS accounting requirements-

2017 EFRAG-considers— with only generic reference being made to the information in other

sections of the Annual Report. In response to Question 1, EFRAG recommends examples

that,—giventhe- illustrate connectivity. We note that based on the IASB’s primary-remit of
addressing IFRS accounting requirements as—well—as—efproviding—and enhancing®®
management commentary (MC) guidance—that—can—contribute—to—connectivity—across
generalpurpose financialreporis thelASB-has, there is latitude to Hlustrate the-application

efapply both IFRS accounting requirements and MC guidance to illustrate connectivity

18 Following the feedback to 2021 Exposure Draft, in June 2024 the IASB decided to finalise the update of the

management commentary practice statement.

EFRAG FR and SR TEG meeting 22 November 2024 Paper 02-02, Page 20 of 32



IASB ED Climate-related and Other Uncertainties in the Financial Statements
Proposed illustrative examples

2118 Guidance on sources of assumptions and estimation inputs would be helpful: Some of
EFRAG's stakeholders have called for the IASB to provide additional guidance on sources of
climate-related assumptions and inputs (e.g. externally observable information versus
internal input, and these could be related to GHG emission allowance prices, amongst other
factors). Such guidance could increase the consistency and reliability of reported
information. EFRAG considers that the illustrative examples should make clear that the

entity would need to take into account all facts and circumstances.

2219 Need for a caveat on the coverage of requirements: In addition to the disclosure
requirements mentioned in the proposed examples, EFRAG notes that other requirements
in IFRS Accounting Standards might also provide useful material information in relation to
the illustrated fact patterns. Fhe-feedback-EFRAGreceived-shows-that-stakeholders—may
Aet—understand—that-te—be-the—case—Therefore, to avoid each of the examples being
misconstrued as containing all the material information that should be considered for a
particular Standard, EFRAG suggests that the IASB add a caveat at the beginning of each
example. This caveat should make it clear that the purpose of the ED is to illustrate only
some of the most relevant disclosure requirements in IFRS Accounting Standards that are
applicable to the illustrated fact patterns and not all the material information that an entity

would be required to disclose. Overall, stakeholders have noted the need for a consistent

approach across the examples to either have a general caveat or a systematic inclusion of

a footnote to reflect that some and not all requirements within a standard are covered by

the example.

2320 We note, for instance, that Example 6 in the ED only refers to the disclosure requirements
in paragraphs 35A-38 of IFRS 7 Financial Instruments: Disclosures but not the requirements
in paragraphs 33 and 34% of IFRS 7, which refer, respectively, to the general qualitative

and quantitative disclosures about each type of risk arising from financial instruments.

19 paragraph 33 of IFRS 7 states: ‘For each type of risk arising from financial instruments, an entity shall disclose: (a) the
exposures to risk and how they arise; (b) its objectives, policies and processes for managing the risk and the methods
used to measure the risk; and (c) any changes in (a) or (b) from the previous period’.

20 paragraph 34 of IFRS 7 states: ‘For each type of risk arising from financial instruments, an entity shall disclose: (a)
summary quantitative data about its exposure to that risk at the end of the reporting period ... (b) the disclosures
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Specific comments on the illustrative examples

Examples 1 and 2 — Materiality judgements and the disclosure of additional information
(IAS 1/IFRS 18)

2421 EFRAG supports the inclusion of illustrative examples related to the application of

judgements made in the qualitative materiality assessment. Such examples are particularly
useful in light of the challenges?! faced by stakeholders in determining if/when to apply the
overarching IAS 1.31 requirements (paragraph 20 of IFRS 18 Presentation and Disclosure in
Financial Statements; see the above comments on net-zereclimate-related commitments
disclosures). Therefore, these examples could help entities when they report on whether
the financial effects of climate-related uncertainties would be quantitatively and/or
qualitatively material. The examples can also lessen the expectation gap on what is deemed

material information by users of financial statements.

2522 That said, EFRAG considers Example 1 to be more useful than Example 2. Example 1 is useful

as it shows that entities should explain why there is no disclosure when users would expect
that to be the case. However, the fact patterns of Example 2, which relates to instances
where both a reasonably informed investor would not expect a disclosure and the entity
deems the information immaterial (i.e. the entity has low emissions), make the example
less useful as there are no expectation gaps at play. Considering this, EFRAG suggests that

Example 2 be used as a variant of Example 1.

2623 Similar to Example 5, it would be helpful to have an example where an entity has to disclose

24

information it deems material for investors even though investors would not have readily
known that such information is material because EFRAG expects that for many entities the
transition plan would be deemed material. Such an example could replace Example 2,

which as noted is less useful than Example 1.

EFRAG recognises that, as is the case in Examples 1 and 2, a non-exposure statement

(negative confirmation) is intended to bridge the gap between users’ expectations for

entities to depict certain information in the financial statements. These expectations may

required by paragraphs 35A—42, to the extent not provided in accordance with (a); and (c) concentrations of risk if not
apparent from the disclosures made in accordance with (a) and (b)’.

21 The 2024 EFRAG initial connectivity paper Connectivity considerations and boundaries of different annual report

sections (grey areas of location: pages 55-57) and April 2024 IFASS report (Page 69) highlight multiple views on the

applicability of IAS 1.31, including stakeholders who have concerns about the stretched application of IAS 1.31. Similar

concerns have been raised in other commentary.
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arise from the risks, opportunities, and entities actions reported in the rest of the Annual

Report outside the financial statements.

2725 At the same time, EFRAG notes that some stakeholders have-indicated-concerns—about

I . . F. . 2_2. |. . I l E ] 2
#tare concerned that negative confirmations might lead—te—ebseuringobscure material

information and/or impesingimpose additional challenges of having practices/routines in
order to monitor and assess the completeness of the underlying assertion about there
being no material information. Mereeverguestions-wereraised-on-the boundaries/limits
of such-negative-confirmations—These stakeholders also question the boundaries/limits of

such negative confirmations. Accordingly, they have suggested the IASB add additional

commentary in the Examples on when such confirmations would (not) be necessary,

thereby avoiding the suggestion that negative confirmations are a general requirement

under IFRS. More generally, they have called for application guidance on qualitative

materiality assessment including for material non-exposure statements.

2826 tastlyln light of the above, EFRAG suggests that the examples include how a materiality

assessment is (ought to be) done by entities applying the four-step process of the
Materiality Practice Statement (i.e. identify, assess, organise and review), including a
qualitative materiality assessment that takes the expectations/needs of users into account.
Moreover, paragraph 1.9 of the ED should be better articulated to illustrate in practice

which type of information the IASB expects an entity to disclose.

Example 3 — Disclosure of assumptions: specific requirements (IAS 36)

2927 EFRAG supports this disclosure as it is related to the impairment of non-financial assets,
which is one of the challenging areas in the reporting of climate-related and other
uncertainties in the financial statements. That said, notwithstanding our understanding
that the examples are meant to only capture some and not all requirements within a
Standard and our suggestion of a caveat to that effect, some stakeholders have indicated
that reference to only some of the factors considered in the impairment test in this example
and omitting other key factors (e.g. the discount rate applied) may signal that the
highlighted factors ought to be accorded more prominence than the omitted factors. This

may inadvertently end up confusing the understanding and current practice of applying the
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impairment requirements towards climate-related information. Therefore, EFRAG suggests
including the disclosure of key assumptions on the discount rate in this example as well as

other areas stakeholders have conveyed would be useful such as the impact of future

regulatory changes.

3028 In addition, to increase the usefulness of the information on CGU’s carrying amount and
recoverable amount under paragraph 134(f) of IAS 36, the example should also illustrate
how to determine the extent of a ‘reasonably possible change’ in the key assumptions to

be presented in the sensitivity analysis. Moreover, paragraph BC34(a) in the ED explains

that the example illustrates disclosures about “potential future increases in the scope of

these regulations”. However, it is not clear whether that refers to the scope of existing

regulations or expected new regulations.

Example 4 — Disclosure of assumptions: general requirements (IAS 1/IAS 8)

3129 EFRAG supports this example as it relates to another potentially challenging area with
regard to a) the interpretation of the time horizon covered for disclosures of sources of
estimation uncertainty under IAS 1.125 and b) the extent to which the interpretation of the
applicable time horizon can result in the duplication of information between the financial
statements and the anticipated? financial effects disclosed under ESRS and ISSB Standards

requirements.

3230 OntheexampleHowever, EFRAG observes that confusion and multiple interpretations may
result from the wording in paragraph 4.6 related to assumptions in the scope of IAS 1.125:
““These include assumptions about uncertainties that will not be resolved within the next
financial year, but that have a significant risk of resulting in a material adjustment to the

carrying amount of those assets if the entity were to revise those assumptions in the next

financial year-year”.

Seme-stakeholders-have-alsonotedFeedback to the ED reveals different interpretations of

this paragraph. Some stakeholders agree with the interpretation in Example 4 but other

23 Both ESRS and ISSB Standards describe anticipated financial effects as relating to the material effects of an entity’s
risks and opportunities on financial performance, financial position and cash flows in the short-, medium- and long-

term.
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stakeholders call for the clarification of the applicable time horizon for the uncertainties to

be done through standard setting. This mixed feedback is in itself indicative of the need for

standard setting clarifications. Overall, EFRAG considers that clarifications about current

IFRS Accounting Standard requirements should be included in the main body of the

standard and not made through illustrative examples.-Seme-stakeheolders-have-expressed

on-ofu aranh of A

34——1In addition, as-addressed-in-ourrespense-to-the-EB-Q3-belowsin-for this example, the need
to apply IAS 1 arisescould be due to the-specificreguirementssome of the guidance under
IAS 36 netbeingapplicablefordisclosingthe(i.e. paragraph 132%* of IAS 36) not having been

considered in the determination of whether to disclose material information within the

example’s fact pattern. Fhis-h-partAs addressed in our response to Q3, this is due-te-ene

another aspect of

ICGUW s recoverableamount'standard setting that could be considered.

Example 5 — Disclosure of assumptions: additional disclosures (IAS 1/IFRS 18)
3633 EFRAG supports including an example to address fact patterns that are not related to
climate-related uncertainties. However, EFRAG also understands that this example was not

developed based on real-world fact patterns and is seen as unrealistic and rare in practice.

3734 EFRAG supports the intent of the example. That is, it illustrates the conjunctive application

of specific requirements (IAS 12 Income Taxes) and general requirements (paragraphs 31

24 |AS 36.32 states: ‘An entity is encouraged to disclose assumptions used to determine the recoverable amount of assets

(cash-generating units) during the period.’

EFRAG FR and SR TEG meeting 22 November 2024 Paper 02-02, Page 25 of 32



IASB ED Climate-related and Other Uncertainties in the Financial Statements
Proposed illustrative examples

and 125 of IAS 1) and results in disclosure being made based on IAS 1.31 requirements (i.e.
to help users the effect of timing of regulation on the carrying amount of the deferred tax
asset) given the disclosures could not be included based on IAS 12 and paragraph 125 of
IAS 1 requirements. However, EFRAG considers that the proposed fact pattern requires
improvement and should reflect real-world fact patterns. As is, this example is rare and

therefore might have limited application in practice.

3835 EFRAG considers that it would be more realistic if the illustrative example referred not only
to the utilisation of tax losses but to the utilisation of deductible temporary differences as
the recoverability of tax losses carried forward should not be assessed separately from the

recoverability of other sources of deferred tax assets.

Example 6 — Disclosure about credit risk (IFRS 7)

3936 The example related to disclosures of credit risk is useful because, as shown by various
thematic reviews* of reporting practices, including the April 2024 ESRB%, financial
institutions are at varied stages in their integration of climate-related risks into their risk
frameworks. Moreover, though there may be multiple projects and scenarios available to
estimate the size and impact of climate risk, there are limited projections of economic and
financial effects. These situations arise due to limited data availability, systems and
methodological challenges faced by several financial institutions. Of note, the ESRB
publication highlights that for banks expected credit loss models typically forecast three
years ahead, which may be too short a horizon to cater for most climate-related risks.
Hence, the disclosure of credit risk exposure and management is an aspect of reporting
where there may be an expectation gap due to the disconnect between the signals

conveyed in the sustainability disclosures and the disclosures in the financial statements.

4037 Overall, other than the general concerns raised above, so far EFRAG is not aware of any
specific concerns that stakeholders may have about this example. That said, EFRAG notes
that there is a risk that paragraph 6.4 of the ED — which refers to the application of the
requirements of disclosure on credit risk exposure in paragraphs 35A—-38 of IFRS 7 — might
only result in boilerplate disclosures. This is because, given the earlier-noted limitations of

data availability and systems/methodological constraints, these requirements may

27 EY, May 2024, Connected Financial Reporting: Accounting for Climate Change.

28 ESRB, April 2024, Climate-related risks and accounting.
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unintendedly result in preparers only disclosing the broad processes underpinning the
entity’s credit risk management practices related to climate-related risk rather than

disclosing the quantitative effects.

38

EFRAG also suggests that the example would benefit from including quantitative

information with respect to collateral (paragraph 6.4 (c) of the ED) (for example, the fair

value of the collateral, the restrictions to its disposal and the gquantification of those

restrictions).

Example 7 — Disclosure about decommissioning and restoration provisions (IAS 37)

4239 EFRAG supports the inclusion of examples related to disclosure of provisions and

contingent liabilities as this is a challenging area in the reporting of climate-related
uncertainties. EFRAG considers that the proposed disclosures applying paragraph 85 of IAS
37 would provide useful information on decommissioning and site restoration costs, e.g. a
description of the expected timing of the outflows and uncertainties about the amount and

timing of these outflows.

4340 Moreover, the focus on decommissioning and restoration provisions is apt as it is related

to long-term uncertainties. However, some stakeholders have concerns about how entities
measure such decommissioning provisions because these are usually incurred very far into
the future. That is, these provisions, when discounted to their present value, results in the
carrying amount being immaterial and therefore not recognised in the statement of
financial position. As there is a risk that the entity may need to settle their obligations on
decommissioning and restoration earlier than expected and considering the size of these
costs, EFRAG suggests that the IASB consider whether disclosure about the undiscounted
amounts of future costs would provide more useful information in this fact pattern. An

undiscounted amount can be indicative of the potential risk.

41  In addition, EFRAG is of the view that the risk of early settlement noted above is indicative
of recognition and measurement considerations that should be disentangled from the
respective disclosure considerations in the example.

42  Furthermore, EFRAG suggests the IASB specify whether the uncertainty of timing, the

materiality of the gross obligation and qualitative factors such as users’ awareness of the

entity’s exposures are considered in the conclusion. It should be made clear whether the

disclosures stem from applying paragraph 85 of IAS 37 or paragraph 125 of IAS 1.
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Example 8 — Disclosure of disaggregated information (IFRS 18)

4443 EFRAG supports this example and its focus on applying the principles of aggregation and

disaggregation under IFRS 18 to distinguish between assets that are highly vulnerable to

climate-related transition risk and those that are not.

4544 Though the example is useful as it conveys the risk associated with an entity’s transition

4645

4746

47

plan, some stakeholders are concerned that the disaggregation suggested by the example
is inconsistent and more granular than the requirements of paragraph 73 of IAS 16 (i.e. it
goes below the level of property, plant and equipment asset-PPE class). Furthermore, the
ED indicates that the entity should disaggregate the information it discloses applying
paragraph 73 of IAS 16 for classes of PPE with dissimilar risk characteristics whenever the
resulting disaggregated information is material. Some stakeholders are concerned that an
entity would have to provide a further disaggregation below the PPE class — i.e. a
disaggregation between PPEs that have a low exposure to climate-related transition risks
and those that have a higher degree of exposure - for all disclosures in paragraph 73 of IAS
16 (i.e. paragraph 73 (a) — (e)). This would have to be done for each PPE class, where
material,—and. These stakeholders consider that providing these—dissagregated

diclosuresdisaggregated disclosures would be very costly.

Moreover, to encourage connectivity EFRAG suggests that it would be also useful to
illustrate how the level of disaggregation in the financial statements could be linked (e.g.

via cross-referencing) with the related information in the sustainability disclosures.

In addition, EFRAG suggests that the IASB add an example illustrating how an entity might
disaggregate revenue (given its importance to users as a performance metric) on the basis
of dissimilar risk characteristics applying IFRS 18, as well as by applying the disaggregation

requirements in paragraphs 114-115 of IFRS 15.

Furthermore, EFRAG suggests adding an explanation why IFRS 18 requirements in this

instance only affect the disclosures but not the presentation in primary financial

statements.
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aneotherinterpretation2Please—explain-Do you have any other comments on the Exposure
Draft?

ED Question 3 — Other comments

Do you have any other comments on the Exposure Draft?

4948 Enhancing IFRS Accounting requirements: As noted earlier, future standard-setting activity

may be necessary in relation to the following.

(a) _ Specific IFRS Accounting Standards: The IFRS Accounting Standards that stakeholders

have indicated may require standard-setting activity include:

(i) IAS 36 (i.e. paragraphs 34, and 35 related to the value in use calculation and
the applicable time horizon for climate-related fact patterns, and paragraph

134 related to required disclosure on goodwill of the CGU),

(ii)  IAS 37 (i.e. attention has been drawn to the interpretation challenges related

to the smoke-filter example}and+FRS—7), =€

(iii)  IAS 38 (i.e. the criteria for assessing whether internally generated assets

qualify for recognition),

(iv) IFRS7 (i.e., disclosures might need to be updated to cater for macro-economic

risks.

(v) IFRS 9 (i.e., incorporating climate risks into the expected credit loss

measurement[

(vi) IFRS 13 (i.e., clarify how to incorporate climate risks in the determination of

fair value)x.

(vii) accounting for pollutant pricing mechanisms,
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(b)  General IFRS Accounting requirements: As noted in EFRAG’s response to
QuestionsExample 4, there are mixed views on the applicable time horizon for

uncertainties addressed under paragraph 125 of IAS 1 and 2—seme-stakeholders
expeetthis is in itself indicative of the need for standard -setting activityincludingin

tothateffectfor this paragraph.

{b}(c) Moreover, to ensure the reporting of all material information, we

acknowledgeEFRAG acknowledges that paragraph 31 of IAS 1 is an essential

requirement within IFRS accounting literature, as it can be applied to ensure material
information in the financial statements (including in the context of connectivity), that
is not required by specific IFRS accounting requirements, to be disclosed by reporting
entities. W

HRS-Accounting-Standards—can—encompass—al-materia-information—At the same

time, as noted in our response to Question 2 — Examples 1 and 2,—and

netwithstanding therelated-Hlustrative-examples{d2-and-5); EFRAG is aware® that

there are diverse interpretations of when paragraph 31 of IAS 1 is applicable and

there is also a concern from some stakeholders about its stretched application. This
has resulted in some stakeholders calling for related application guidance. Hence,
theush—EFRAG fulbr—undersiands—the—needforsarasranh—20 ot A0S 1 e
recommendrecommends that the IASB monitor the extentte-which-the-application
of this paragraph ie—cerpenseie—fortheremedinbleshertiollsin—spesific 1ERS
Accounting Standards-is indicative of the need for future standard-setting activity-en

StandardsStandard setting related to IAS 36: As noted in our response to Q2 on Example 4,

the need to apply IAS 1 may arise due to some of the IAS 36 paragraphs being encouraged
rather than required (i.e. paragraph 132 of IAS 36 only encourages disclosures of
assumptions used towards determining the recoverable amount of the CGU during the
period). On this point, as noted in the preceding paragraph, IAS 1 should not be applied to

compensate for remediable shortfalls within specific IFRS Accounting Standards;and-seme

29 April 2024 IFASS report (Page 69) highlights the multiple views on the applicability of IAS 1.31, including stakeholders

who have concerns about the stretched application of IAS 1.31. Similar concerns have been raised in other commentary.
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within—specific HFRS-Accounting-Standards. Moreover, if it is the |IASB’s view that this

paragraph is not relevant to consider in a fact pattern similar to that in Example 4, we would

strongly encourage the IASB to undertake narrow-scope standard-setting to remove

paragraph 132 of IAS 36 or make it mandatory. Some stakeholders have called for the

removal of all voluntary paragraphs but others disagree with this suggestion®’. Concurring

with the latter view, EFRAG considers there needs to be a considered assessment of IASB’s

reasons for allowing voluntary guidance (i.e., when scoping out particular paragraphs from

being requirements and leaving them for consideration) before deleting such guidance. A

case-by-case analysis is needed and EFRAG has not done that.

30 some stakeholders have conveyed that they consider voluntary guidance in IFRS Accounting Standards can foster

higher-quality financial information, transparency and reliability, provided that they are being applied consistently.
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5450 Other uncertainties: EFRAG supports the IASB’s decision to broaden the project’s scope

51

beyond climate-related uncertainties to encompass all long-term uncertainties. That said,

EFRAG recommends that the IASB address the following conceptual questions:

(a)

(b)

What is the distinction between risks and uncertainties? In addition, there should be

examples illustrating other uncertainties; and

When do these uncertainties fall within or outside the boundaries of the financial

statements?

Editorial suggestions: EFRAG has the following editorial suggestions:

(a)

Consider including only a reference to the relevant IFRS Accounting Standard instead

(b)

of copying the exact disclosure requirements themselves.

Align the wording in the examples with the wording in IFRS Accounting Standards.

(c)

For instance, paragraphs 1.8 and 2.8 of examples 1 and 2 of the ED use ‘more likely’

in contrast to ‘likely’ (IAS 1.24) and paragraph 4.4 of example 4 of the ED refers to

‘assumptions’ in contrast to ‘reasonable and supportable assumptions’ (IAS 36.33).

Examples 1 and 2: Align the terminology used in paragraph 1.3(c) of the ED (‘the

entity has no asset retirement obligations’) with the terminology used in IAS 37 and

IFRIC 5. In addition, to better connect paragraph 1.9 of the ED with paragraph 1.3 of

the ED. Paragraph 1.9 only notes that the entity should explain why the transition

plan has no effect on its financial position and financial performance without

providing any additional guidance regarding what kind of information entities should

disclose to explain that assessment.

Example 4: EFRAG notes that the word ‘scenario’ in paragraph 4.3 of the ED may be

misunderstood if it is used only to describe ordinary estimation uncertainty for one

parameter. There may also be a drafting error in paragraph 4.6(d)3* of the ED which refers

to the sensitivity to changes of assumptions of ‘CGU’s carrying amount’ instead of ‘CGU’s

recoverable amount’.

31 paragraph 4.6(d) of the ED states: ‘the sensitivity of the CGU’s carrying amount to changes in the assumptions—the

carrying amount of the CGU is highly sensitive to the assumptions. Relatively small changes in these assumptions

could result in a reduction of the CGU’s recoverable amount and a material impairment loss’.
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