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“Failing to ensure connectivity between accounting and sustainability standards can have
negative effects on the quality of information disclosed to capital markets, with potentially
system-wide consequences.” - 2024 ESRB REPORT

“When sustainability and financial data align, companies present a clearer, more consistent
narrative to the market, enabling stakeholders to make effective and sustainable decisions.
Statutory auditors are also well placed to provide assurance on sustainability reporting to support
information’s connectivity”- CEO of an EFRAG member body

“Connected information establishes clear links between the management report, sustainability
statements and financial statements and provides a holistic view between all the factors that

affect value creation.” Basis for Conclusions- ESRS 1

Introduction

1 The advent of sustainability reporting coupled with the often observed disconnect between
the reporting of sustainability-related risks in the financial statements and the
sustainability statement/disclosures (i.e. underreporting in financial statements or
potential duplication across these reports) has resulted in a heightened focus by corporate
reporting stakeholders on enhancing the connectivity of the information reported across
different parts of annual report. For this reason, following its agenda consultation in 2021,
whereby connectivity was the top-ranked topic for EU stakeholders, after the approval of
the EFRAG FRB in 2022, EFRAG initiated a research project on the connectivity, between

financial reporting and sustainability reporting (EFRAG research project on connectivity).

2 This Discussion Paper, a deliverable of EFRAG’s research project on connectivity, aims to
contribute to the thought leadership on connectivity in terms of its concepts and current
practical application, and suggestions made thereof for its enhancement. The Discussion
Paper has been developed further to an interim deliverable (EFRAG connectivity project’s

initial paper- Connectivity Considerations and Boundaries of Different Annual Report

Sections) (hereafter referred to as the 2024 EFRAG connectivity publication) that laid out

the conceptual foundations of connectivity.

3 ESRS update implications: Given the EFRAG connectivity research project’s time horizon,
the illustrations of connectivity in this Discussion Paper are also prepared based on
companies reporting in 2024 under the then applicable ESRS and ISSB Standards. It is
acknowledged that the EU Omnibus proposals will streamline and modify existing ESRS and
reporting under the updated requirements will likely only be available after 2027.
However, given the benefits of connectivity enunciated in paragraphs 6 and 7, stakeholders

have emphasised the importance of connectivity and the usefulness of EFRAG publishing a
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Discussion Paper at this point in time instead of waiting until possibly 2028 so as to assess
the Omnibus-based ESRS reports. Moreover, the premise for the development of this
Discussion Paper is that promoting connectivity of reported information and clear
definition of reporting boundaries ought not to depend on the accounting or sustainability

requirements (i.e. connectivity should be reporting-framework-agnostic).

Both this Discussion Paper and the 2024 EFRAG connectivity publication have been
developed under the supervision of EFRAG’s financial reporting pillar governance bodies
(EFRAG FR TEG and EFRAG FRB) with invaluable input and guidance from the EFRAG SR
pillar team and governance bodies. The strategic importance of the topic of connectivity
for EFRAG also led to the constitution of a dedicated EFRAG advisory working group, i.e., a
20+ person multi-stakeholder connectivity advisory panel (EFRAG CAP), which has diverse
functional expertise. The EFRAG CAP has been active since 2023 and has guided and made
a pivotal contribution to the development of both the 2024 EFRAG connectivity publication

and this Discussion Paper.

Connectivity- What it is, and why it is important?

5

High-level connectivity definition: In the absence of a commonly applied definition across
the different literature, for this Discussion Paper, similar to the 2024 EFRAG connectivity

publication, at a high level, connectivity of information is defined as “the attribute of high-

quality information that supports the provision of a holistic and coherent set of information

within _and across different annual report sections”. The connectivity of reported

information is interrelated with the connectivity in process (including the standard setting
process for different reporting domains and interdepartmental coordination within
companies), and connectivity in reporting requirements. Chapter 2 details the enabling

attributes and types of connectivity.

Why is connectivity important? Connecting reported information across and within
different reports (including general purpose financial reports) enhances the understanding
of an entity’s prospects in the short-, medium, and long-term (financial position, financial
performance, and progress). At its heart, connectivity is about preparers enhancing the
strategic-oriented communication of how management’s strategy and business model
deployed in response to the entity’s impacts, risks, opportunities affect the entity’s
prospects and future cash flows. This allows stakeholders to better predict how the future
financials of the reporting entity will materialise considering the wider scope of information

included in the sustainability disclosures.
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The strategic orientation in communication, coherence and interlinkage of sustainability
and financial reporting information is important for both users and preparers. It allows
users to produce more precise valuations and preparers to align their operations across
various departments and processes, consequently resulting in improved stewardship and
accountability. In this respect, connectivity of reported information results in a more robust
depiction of the reporting entity’s performance and contributes to enhanced corporate

reporting and improved management stewardship.

Lastly, across several standard setting projects including in the responses to the IASB ED on
Climate-related and Other Uncertainties in the Financial Statements (COUFS), there has
been a growing chorus amongst stakeholders (including EFRAG) for the enhancement and
clarity in the definition of the boundaries of financial statements, which is interrelated with

the connectivity of information.

The COUFS project, via the IASB ED’s illustrative examples, also aimed to strengthen the
connections and consistency between information within and outside financial statements,
and it was initiated due to the perceived underreporting of climate-related uncertainties in
the financial statements. That said, from the feedback, it was apparent that the perception
of missing climate-related information in the financial statements in part stems from a lack
of clarity amongst several stakeholders about the objectives and boundaries of financial
statements (the so-called expectation gap). Hence, EFRAG has called for enhancing the

definition of boundaries of different reports because doing so;

(@)  will foster connected reporting as it will help preparers to avoid unnecessary
duplication of information in different reports and because differences in how
boundaries are defined in different reports may make it difficult to connect

information;

(b)  can help users and other stakeholders identify information gaps that need to be

addressed to facilitate their analysis of reporting entities; and
(c)  canlessen the noted expectation gaps.

As a result of the above, the IASB has signalled that it may seek stakeholders’ views on
whether it should conduct a joint project with the ISSB which may include: a framework,
such as a conceptual framework addressing connected reporting; clarifying boundaries
between different general purpose financial reports; and covering sustainability reporting.
This Discussion Paper can influence such a potential IASB-ISSB joint project to enhance

connectivity and clarify boundaries of different reports.
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It is also emphasised that this Discussion Paper has been developed on the assumption that

the current boundaries of financial statements will be retained for the foreseeable future

(i.e., there is no need for a fundamental rethink of the Conceptual Framework for Financial

Reporting and to revamp the existing recognition and measurement criteria for the

financial statements elements).

Importance of connectivity- other standard setter and other regulatory initiatives

12

13

14

Besides EFRAG, connectivity has also been on the radar of other financial reporting and
sustainability reporting standard setters and regulators. The IASB and ISSB (as highlighted
in the IFRS Foundation connectivity website page) have underscored that enhancing the
connectivity of information is foundational to their work. This has been evident in
objectives of several recent IASB projects including the IASB COUFS ED and the revision of

the IASB management commentary practice statement (IASB revised MCPS).

As detailed in Chapter 2, there are also explicit connectivity/connection requirements in
both ESRS and ISSB Standards. And connectivity was identified as an essential concept of
improving corporate reporting in several publications that were part of the preparatory
work for these sustainability reporting Standards (i.e., the 2021 EFRAG PTF-NFRS
publications and the 2021 IFRS Foundation Technical Readiness Working Group prototype
document). Notably, the 2021 EFRAG PTF-NFRS publication (Proposals for a Relevant and

Dynamic EU Sustainability Reporting Standard Setting) noted the absence of a formal

interconnection between different sections of the annual report could lead to potential
gaps, overlaps (i.e., duplication) and a lack of coherence in reported information. It
recommended requirements for connectivity from a two-way perspective (i.e.,
sustainability statement/disclosures to financial statements and vice versa). The

supplemental report Appendix A4 Interconnection between Financial and Non-Financial

Information suggested the notions of direct and indirect connectivity.

Connectivity is also embedded within several initiatives that are under the umbrella of the
IFRS Foundation. For instance, it was one of the guiding principles in the original (2013) and
updated (2021) Integrated Reporting (IR) framework! and was implicitly included in the
2017 Taskforce for Climate-related Financial Disclosures (TCFD) recommendations, i.e., via
the call for entities to disclose the financial impact of climate-related risks and

opportunities on the organisation. Moreover, a definition and guidance on coherence were

1 In this paper, the reference to connectivity in the context of the IR framework is limited to the external reporting

aspects (i.e., external reporting that aims to show a holistic picture of the combination, interrelatedness, and

dependencies/relationships between different items of information). We are not referring to integrated thinking.
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included in the 1ASB’s 2021 MCPS ED and, based on the IASB’s tentative decisions, these
will be retained in the revised MCPS that will be published in 1H 2025.

From an EU perspective, the findings in the April 2024 European Systemic Risk Board

(ESRB)publication Climate-risks and accounting, October 2023 ESMA report on Disclosures

of Climate-related matters in the Financial Statements and several other regulatory

publications? (AMF, Norway Finanstilsynet) have similarly underscored the importance of
enhancing connectivity in reporting. Outside the EU, other national standard setters (UKEB,
AASB, New Zealand XRB) have also issued publications with illustrations and

recommendations to enhance connectivity.

Objectives and overview of content in Discussion Paper

16

17

18

19

This Discussion Paper aims to:

(a)  Enhance the understanding of connectivity in both conceptual and practical terms
by giving visibility to good reporting practices that illustrate different types of
connectivity and highlighting the expectations and issues faced in implementing

connectivity; and

(b)  contribute to thought leadership on connectivity and how to enhance the definition
of boundaries of different reports and, in so doing, influence the ongoing financial
reporting and sustainability reporting standard setting. For instance, if there is an

IASB-ISSB joint project on the boundaries of reporting (as stated in paragraph 10).

For the above purposes, Chapter 2 builds on the foundations laid out in the 2024 EFRAG
connectivity publication and delineates the different types and mechanisms of connectivity

and defines the anchor points that underpin the illustrations of connectivity.

Chapter 3 outlines 12 practical illustrations of different types of connectivity and identifies
the issues faced in implementing connectivity in practice identified from a dialogue with
stakeholders including EFRAG CAP members and via targeted outreach. This chapter aims

to enhance stakeholders’ understanding of what connectivity means in practical terms.

Finally, Chapter 4 provides a roadmap for the enhancement of connectivity and definition

of boundaries of different reports. The roadmap draws on the issues raised during EFRAG's

2a) ESMA, March 2023, Report- 2022 Corporate reporting enforcement and requlatory activities

b) Finanstilsynet, March 2023, Report on Information on climate-related matters in annual financial reports.

c) Autorité des Marchés Financiers — AMF, 2022, Overview of the information provided in the 2021 financial statements on the effects

of climate change and the commitments made by companies.
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outreach, and from the review of annual reports while developing the illustrations (e.g.
application of financial materiality in the sustainability statement versus financial
statements, connected reporting of transition plans, placement principles and
triggers/indicators of items migrating from sustainability reporting to the financial

statements, and transparency on the effects of differences in reporting boundaries).

Scope of Discussion Paper: What information is being connected?

Connectivity across reports- EU Context

20

21

22

As shown in Figure 1.1 below, given the EU context, the EFRAG connectivity project focuses
on the connection of information across reports®. Specifically, the connectivity of
information in the financial statements of EEA companies prepared under IFRS Accounting
requirements, sustainability statement (including Taxonomy-Article 8 disclosures) in the
management report under ESRS and the rest of the information in the management report
guided by the Accounting Directive. The EFRAG connectivity project also considers
connectivity based on nature rather than the placement of information. Hence, relevant
information within other sections of the annual report (e.g., remuneration report,
corporate governance report) is in scope to the extent that such information has been

incorporated in the sustainability statement by referencing as allowed by ESRS 1.

Connectivity is considered from a GAAP-agnostic prism: Though the focus is on connections

to (and from) financial statements prepared under IFRS Accounting requirements (as that
affects EU-listed companies and EFRAG’s influencing working on financial reporting is
related to IFRS), there are similarities in underlying concepts and elements of IFRS and local
GAAP. Thus, it is unlikely that there would be significant differences in the connectivity
considerations related to financial statements prepared under local GAAP versus those

prepared under IFRS.

Figure 1.1: Connectivity project— what is being connected under the EU reporting

3 The IR framework states that the scope of applying connectivity includes connectivity between the integrated report, information in

the organisation’s other communications and information from other sources. The focus on connectivity across reports is consistent

with EFRAG’s mandate related to its role as the technical adviser to the EC in influencing IFRS Accounting Standards and developing

ESRS.
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ESRS
sustainability
statements

/

Management Report

Financial Statements
(i.e. primary financial
statements and notes to
accounts)

Source: EFRAG

Connectivity across reports- IFRS general purpose financial reports

23 The connection of information across IFRS general purpose financial reports for companies
outside the EU is also in the scope of the EFRAG connectivity project. IFRS general purpose
financial reports as defined across different IASB and ISSB literature* consist of IFRS
financial statements, the management commentary and the IFRS sustainability-related

financial disclosures (depicted in dark blue, light blue and red in Figure 1.2 below).

Figure 1.2: EFRAG Connectivity project—what is being connected under IFRS general purpose financial reporting

4 Appendix A of IFRS 18 Presentation and Disclosure in the Financial Statements, and Appendix A of IFRS S1 General
Requirements for Disclosure of Sustainability-related Financial Information indicate that general purpose financial
reports include—but are not restricted to—an entity’s general purpose financial statements and sustainability-related
financial disclosures. As part of its tentative decisions on the feedback to the ED to revise the management commentary
practice statement, in Appendix A of the MCPS, management commentary is also defined as a general purpose financial

report.
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Other corporate reports (muilti-stakeholder focus) Jurisdictional
initiatives

miERS

Jurisdictional
initiatives

Sustainability-related financial disclosures

Financial statements Other GAAP

Management commentary /
Integrated report

Source: IFRS Foundation slides

Location-agnostic _sustainability-related financial disclosures: Similar to ESRS, ISSB

Standards allow including information by cross-reference. However, unlike the CSRD/ ESRS’
clear placement requirements for the sustainability statement within the management
report, the ISSB Standards’ sustainability-related financial disclosures are location-
agnostic. As we understand, this means that a sustainability-related financial disclosure
under ISSB Standards could be located in the notes within the financial statements. That
said, jurisdictional authorities within non-EU jurisdictions that adopt ISSB Standards may
also have placement requirements for the information reported outside the financial
statements in a manner that may or may not be comparable to EU placement

requirements.

Notwithstanding the difference between the location of sustainability statement under
ESRS/sustainability-related financial disclosure under ISSB standards, with EU-listed
companies applying IFRS accounting requirements and with the importance accorded to
the interoperability of sustainability reporting reported under ESRS and ISSB standards, the
placement principles of IFRS general purpose financial reports are pertinent for EU

stakeholders.

Connectivity within reports

26

The revised MCPS guidance on coherence and the IFRS S1 (paragraph 21) connection
requirements emphasise the importance of connections within and across general purpose
financial reports. For instance, under ISSB Standards, sustainability disclosures may be
located in the financial statements. In such a case, connections within the financial
statements will be important. On the other hand, in the EU where the sustainability

statement is a distinct section of the management report prepared on a double materiality
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basis, connections of information across the financial statements and sustainability

statement may be a focal point.
Discussion Paper structure
27  As note in the cover note, the proposed structure of the Discussion Paper is as follows:
(i) Questions to constituents

(i)  Chapter 2: Conceptual foundations of the illustrations of connectivity in this

Discussion Paper.

(iii)  Chapter 3: lllustrations of connectivity and practical challenges in

implementing connectivity

(iv)  Chapter 4: Roadmap for the enhancement of connectivity and definition of

boundaries of different reports
(v)  Appendix 1- Glossary of Terms

(vi)  Appendix 2- References

Question for EFRAG FR TEG

28 Do you agree with the content of the proposed draft Chapter 1?

EFRAG FR TEG meeting 15 May 2025 Paper 04-02, Page 10 of 10



