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President of the EFRAG Board
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IFRS Practice Statement 1 “Management Commentary”
EFRAG’s draft comment letter on the IASB’s Exposure Draft ED/2021/6
(May 2021)

Dear Mr Gauzes

On behalf of the German Insurance Association (GDV) we appreciate the
opportunity to provide our comments on EFRAG’s draft comment letter in
response to the IASB’s Exposure Draft (May 2021) regarding the revision
of the IFRS Practice Statement 1 Management Commentary, published by
EFRAG on 28 July 2021 for the public consultation.

Since the original issuance of the Practice Statement in 2010 significant
developments in the corporate reporting have occurred and it is justified and
very reasonable that IASB is undertaking its current review. Specifically, the
recent trends in sustainability reporting have been influencing the debate.
From our perspective management commentary remains an integral part
of the financial reporting package. And, although the Practice Statement
has not been endorsed in the EU yet, we are fully supportive of the analysis
and efforts undertaken by EFRAG to carefully evaluate the proposed
amendments to the Practice Statement.

As a matter of principle, we support the development of globally consistent
requirements also for management commentary. And we continue to favour
a mandatory standard to provide such requirements. This standard should
be principle-based and fully integrated into the IFRS framework. Such
an approach would ensure a fully consistent reporting environment specifi-
cally for companies applying IFRS. In this regard we ask EFRAG to encour-
age the IASB to consider upgrading the status of the Practice Statement.

In this context we also acknowledge that the management commentary has
been identified by the European Commission in its CSRD proposal of the
21 April 2021 to be an appropriate location for the sustainability information.
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Being fully supportive of the connectivity between the developments and
the EU level and at the global level, we believe that it is essential to under-
take all necessary efforts to avoid (already in a mid-term) persistently
diverging sustainability reporting requirements because being devel-
oped in parallel. Incorporating sustainability information at a global level in
an IFRS Standard on management commentary being subject to an en-
dorsement process at EU level would create the currently missing link to
the global base line to be developed by the International Sustainability
Standard Board (ISSB) and it would help to overcome the imminent frag-
mentation of reporting requirements. Our views on IASB’s interaction with
the ISSB are provided in our answer to IASB’s ED on Question 9. Our re-
lated comments on the inclusion of ESG matters and other information that
might impact long-terms prospects are provided in response to Question 8.

Regarding the tentative positions in the EFRAG’s draft comment letter we
would like to highlight that, as a matter of principle, we generally support
the tentative EFRAG’s views on the IASB’s suggested updates and amend-
ments to the Practice Statement as proposed in the ED.

- Specifically, and aligned with EFRAG’s tentative view, we support the
objective-based approach for defining disclosure requirements for the
management commentary. However, and like EFRAG, we recommend
reconsidering the need for a specific “assessment objectives”-

phase in this regard (Question 5).

- Regarding the proposed requirement in the ED to focus the manage-
ment commentary on key matters (Question 7) we also suggest recon-
sidering this approach in the next steps of the project. We find it indeed
rather confusing than helpful to distinguish between ‘material infor-
mation’ and ‘key matters’ (i.e., key material information). We don’t see
a real need for this new approach to be additionally implemented in
management commentary.

- Regarding Question 11: As stated above, we see management com-
mentary to be an integral part of financial reporting. Hence, like ERAG,
we gquestion the need for a new terminology to be introduced,
though we acknowledge the rationale provided by the IASB. Neverthe-
less, it might be rather particularly confusing because management
commentary is an integral part of the corporate reporting package, in-
cluding financial statements which have been based on the Conceptual
Framework for Financial Reporting.

- We agree with the EFRAG’s comments on the need to address report-
ing on governance matters in an equal comprehensive way the other
ESG matters are intended to be approached by the IASB (Question 8).

- Finally, like EFRAG, we encourage IASB’s further consideration how
the proposed changes to management commentary might help im-
prove the digital reporting in this regard (paragraphs BC159 - BC161).



Regarding the Question 12 [Metrics] we would like to recommend EFRAG
to reconsider its tentative position on the IASB’s proposal in the ED.

- We think that the requirements proposed by the IASB in paragraph
14.10 of the ED should not be supported. It would be operationally very
burdensome to reporting entities to implement them if not impossible.
Conceptually, these requirements would contradict the management
approach followed by the IASB for management commentary.

- It does not seem to be appropriate to require reporting entities to iden-
tify, compile, analyse, verify, and explain the expected diversity in
practice, caused by the management approach/entity-specific disclo-
sures provided by other reporting entities. It applies specifically if the
IASB intentionally decided not to determine specific definition of a par-
ticular metric used. It would create disproportionate operational bur-
den for preparers, also because of the related audit requirements.

For the similar rationale, we don’t support the IASB’s proposal to implicitly
create an expectation on audit and enforcement side that reporting entities
are obliged to identify and verify whether other reporting entities with sim-
ilar activities are providing specific types of [entity-specific] information or if
guidelines for such types of [material] information are published by an or-
ganisation with interest in sustainability reporting (paragraphs 12.5, 12.6,
Question 10). It doesn’t seem to be operational for reporting entities. Hence,
we support EFRAG's tentative view provided in paragraph 174 of EFRAG’s
draft comment letter in response to Question 11 on paragraph 12.5 of ED.

For these reasons we would like to ask EFRAG to recommend the IASB
to reconsider the paragraphs 12.5, 12.6 and 14.10 of the IASB’s ED,
specifically from the cost-benefit-perspective of reporting entities.

Finally, we kindly recommend EFRAG to reconsider its proposal to include
into management commentary disclosures about off-balance-sheet com-
mitments (paragraphs 66-70 of EFRAG’s draft comment letter). If EFRAG
considers that the disclosures required in the respective IFRS do not pro-
vide sufficient information, it would be then rather an issue for reconsidera-
tion if the respective standards should be amended in this regard.

Our detailed comments to the questions raised in the ED are provided in
the comment letter we provided to the IASB (attached). If you would like to
discuss our comments further, please do not hesitate to contact us.

Yours sincerely,

German Insurance Association (GDV)
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Appendix

The detailed comments of the German insurance industry on the IASB’s
Exposure Draft “Management Commentary (ED/2021/6), issued on 27 May
2021 for public consultation, and the respective rationale are provided in the
GDV’s comment letter as submitted to the IASB (attached hereafter).
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IFRS Practice Statement 1 “Management Commentary”
Exposure Draft ED/2021/6 (May 2021)

Dear Mr Barckow

On behalf of the German Insurance Association (GDV) we appreciate the
opportunity to contribute to the IASB’s public consultation on the IFRS Prac-
tice Statement 1 Management Commentary (Practice Statement) based on
the Exposure Draft (ED), released by the IASB on 27 May 2021. Although
the Practice Statement is not endorsed in the EU, we are supportive of the
activities undertaken by the IASB to thoroughly evaluate and where neces-
sary to revise and amend the Practice Statement issued originally in 2010.

In the forefront of our comments in the appendix to the questions asked in
the ED we would like to provide our general assessment regarding the Prac-
tice Statement and its potentially even more important role in the future.

We consider management commentary to be an integral part of the
financial reporting package and we support the development of glob-
ally consistent requirements for management commentary. But we con-
tinue to favour a mandatory standard to provide such requirements.
This standard should be principle-based and fully integrated into the
IFRS framework. Such an approach would ensure a fully consistent re-
porting environment for companies applying IFRS. Hence, we encour-
age the IASB to consider changing the status of the Practice Statement.

We acknowledge that the management commentary is envisaged to be
an appropriate location for the sustainability information in the reporting
package. Considering the recent dynamic developments in sustainabil-
ity reporting area, we encourage the IASB to cooperate closely with the
International Sustainability Standards Board (ISSB) to achieve a com-
mon basis for an efficient, consistent, and stable package of report-
ing requirements for all reporting entities, specifically for those apply-
ing IFRS for all their business activities across the globe.
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- Specifically, from the perspective of German insurers operating on a
global basis it is essential that all necessary efforts and activities are
undertaken to avoid already in a mid-term persistently diverging
sustainability reporting requirements because being developed in
parallel. In this regard a principle-based approach at the global level
might be best suitable to contribute to the objective of connectivity.

While being fully supportive of the European Green Deal and the related
initiatives at EU level, the German insurers hold the view that the fragmen-
tation of financial or sustainability reporting requirements should be
avoided. Globally active insurers like any other reporting entities should
have an option to apply the requirements set up in the global management
commentary standard, amended for specific aspects of European or local
law if any. To achieve this important objective already in the mid-term the
global requirements for management commentary should be determined by
the IASB in an IFRS standard which would be then subject to an endorse-
ment process as applicable in the relevant jurisdictions.

We are aware that the review of the Practice Statement was initiated by the
IASB awhile before the sustainability reporting activities gained the momen-
tum we have been observing recently. That's why we would encourage the
IASB to thoroughly evaluate the possibilities to use all its rich standard-set-
ting experience to create a globally accepted and ambitious IFRS stand-
ard for an up-to-date management commentary, as suggested above,
including principle-based but comprehensive requirements for sustainability
information (ESG matters) as a global base line in an initial phase, closely
cooperating in this regard with the ISSB and the European Commission. It's
how a consistent corporate reporting can be ensured, creating an added
value for prepares, investor and other users of financial reports.

Finally, as a matter of principle, we back the IASB’s main objective to ensure
that management commentaries provide users of financial reports with the
information they really need. In this regard we however also believe that
such evaluation should also include a thorough analysis whether the re-
vised and amended guidance remains cost-effective for preparers.

Our detailed responses to the specific questions in the ED are provided in
the appendix to this letter. If you would like to discuss our comments further,
please do not hesitate to contact us.

Yours sincerely,

German Insurance Association (GDV)
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Question 1 - The financial statements to which management commentary
relates

Paragraph 2.2 proposes that management commentary identify the financial
statements to which it relates. That paragraph further proposes that, if the re-
lated financial statements are not prepared in accordance with IFRS Standards,
the management commentary would disclose the basis on which the financial
statements are prepared.

The Exposure Draft does not propose any restrictions on the basis of prepara-
tion of the related financial statements (for example, it does not propose a re-
guirement that financial statements be prepared applying concepts similar to
those underpinning IFRS Standards).

Paragraphs BC34 - BC38 explain the Board’s reasoning for these proposals.

(@ Do you agree that entities should be permitted to state compliance with
the revised Practice Statement even if their financial statements are not
prepared in accordance with IFRS Standards? Why or why not?

(b) Do you agree that no restrictions should be set on the basis of prepara-
tion of such financial statements? Why or why not? If you disagree, what
restrictions do you suggest, and why?

As a matter of fact, we believe that the management commentary should
always disclose and explain clearly on which basis the related financial
statements are prepared. In this regard we agree that reporting entities
should be permitted to state compliance with the revised Practice Statement
even if their financial statements are not prepared (fully) in accordance with
IFRS Standards. This is the rationale why we don’'t see any need to set
restrictions on the basis of preparation of such financial statements.

Nevertheless, it is essential that the information provided in management
commentary and information provided in the related financial statements
are coherent to each other. Consequently, we support the principle of co-
herence in this regard (paragraph 13.29 of the ED).



Question 2 — Statement of compliance

(&) Paragraph 2.5 proposes that management commentary that complies
with all of the requirements of the Practice Statement include an explicit
and unqualified statement of compliance.

Paragraphs BC30 - BC32 explain the Board’s reasoning for this proposal.
Do you agree? Why or why not?

(b) Paragraph 2.6 proposes that management commentary that complies
with some, but not all, of the requirements of the Practice Statement may
include a statement of compliance. However, that statement would be

qualified, identifying the departures from the requirements of the Practice
Statement and giving the reasons for those departures.

Paragraph BC33 explains the Board’s reasoning for this proposal.

Do you agree? Why or why not?

We think that it is absolutely essential to ensure that investors and other
users of financial reports are able to assess whether the management com-
mentary under consideration complies with all requirements in the IASB’s
Practice Statement or not. Only in the case of full compliance the man-
agement commentary should include an explicit and unqualified state-
ment of compliance.

If it is not the case, we agree that the statement of compliance must be
gualified and any departure from the IASB’s requirements shall be clearly
identified and disclosed, and reasons for those departures shall be explicitly
explained to avoid the potential risk of misleading users of such information.
We recommend the IASB to explicitly reinforce these requirements for the
gualified statement of compliance when finalising the Practice Statement.

Our main rationale here is that the statement of (unqualified) compliance
with the high quality IASB’s requirements for the management commentary
might be considered as an important distinguishing feature and it is reason-
able to expect that such relevant information will to be disclosed properly.
Companies being able to fully comply with the IASB’s requirements might
have a competitive advantage from investors’ perspective. Hence, those
companies which do not fully comply with the Practice Statement should
make it transparent to be easily identifiable. Any misleading statements of
compliance should be avoided to prevent any misperception on the inves-
tors’ or creditors’ side.




Question 3 — Objective of management commentary

Paragraph 3.1 proposes that an entity’'s management commentary provide in-
formation that:

(&) enhances investors and creditors’ understanding of the entity’s financial
performance and financial position reported in its financial statements; and

(b) provides insight into factors that could affect the entity’s ability to create
value and generate cash flows across all time horizons, including in the
long term.

Paragraph 3.2 proposes that the information required by paragraph 3.1 be pro-
vided if itis material. Paragraph 3.2 states that, in the context of management
commentary, information is material if omitting, misstating or obscuring it could
reasonably be expected to influence decisions that investors and creditors
make on the basis of that management commentary and of the related financial
statements.

Paragraphs 3.5 - 3.19 explain aspects of the objective, including the meaning
of ‘ability to create value’.

Paragraphs BC42 - BC61 explain the Board’s reasoning for these proposals.

Do you agree with the proposed objective of management commentary? Why
or why not? If you disagree, what do you suggest instead, and why?

We agree with the proposed description of the objectives of management
commentary. Specifically, the financial statements on their own do not pro-
vide all the relevant information that investors might need to make proper
investment decisions. Due to their design and their purpose the financial
statements largely portray the financial effects of past events and do not
necessarily provide information for example of non-financial nature affecting
the entity or they do not provide forward-looking information. In this regard
the management commentary complements and supplements the financial
statements, providing the proper context for the financial performance and
financial position of the reporting entity (paragraph 10.3), for understanding
of its specific business model and its activities. In this regard we are fully
supportive of the coherence principle as explained in paragraphs 13.29-
13.30 (and referred to in paragraph 10.4).

And we agree that also for information provided in the management com-
mentary the concept of materiality applies as described in paragraph 3.2 of
the ED. Finally, we support that management commentary, being part of the
corporate reporting package, focuses on the common information needs of
investors and creditors (paragraphs 3.8 - 3.9).




Question 4 — Overall approach

The Exposure Draft proposes an objectives-based approach that:
(a) specifies an objective for management commentary (see Chapter 3);

(b) specifies six areas of content for management commentary and, for each
area of content, disclosure objectives that information provided in manage-
ment commentary is required to meet (see Chapters 5 - 10);

(c) gives examples of information that management commentary might need
to provide to meet the disclosure objectives (see Chapter 15); but

(d) does not provide a detailed and prescriptive list of information that
management commentary must provide.

Paragraphs BC69 - BC71 explain the Board’s reasoning for proposing this ap-
proach.

Do you expect that the Board's proposed approach would be:

(a) capable of being operationalised — providing a suitable and sufficient basis
for management to identify information that investors and creditors need;
and

(b) enforceable — providing a suitable and sufficient basis for auditors and
regulators to determine whether an entity has complied with the require-
ments of the Practice Statement?

If not, what approach do you suggest and why?

In general, we have the view that specifically the management commentary
is eligible for the suggested objective-based approach. It is up to manage-
ment to determine what material entity-specific information is necessary to
meet these objectives and how to present them to arrive at a comprehen-
sive corporate report. A prescriptive rule-based approach would not be ap-
propriate for management commentary. And we believe that the objective-
based approach can be operationalised while it will provide the necessary
flexibility to reporting entities to portray their own specific stories. From our
perspective such management reports are still enforceable and auditable,
though it might require more time to get an insight and proper understanding
of the information provided by the companies in relation to their peers.

While being generally supportive of the objective-based approach for the
management commentary, we have some reservation with regard to the
proposed design of this approach as explained in the joint response to
Questions 5 and 6 below.




Question 5 — Design of disclosure objectives

The proposed disclosure objectives for the areas of content comprise three
components — a headline objective, assessment objectives and specific objec-
tives. Paragraph 4.3 explains the role of each component. Paragraphs 4.4 - 4.5
set out a process for identifying the information needed to meet the disclosure
objectives for the areas of content and to meet the objective of management
commentary.

Paragraphs BC72 - BC76 explain the Board’s reasoning for these proposals.

(@) Do you agree with the proposed design of the disclosure objectives? Why
or why not? If you disagree, what do you suggest instead, and why?

(b) Do you have general comments on the proposed disclosure objectives that
are not covered in your answers to Question 6?

Question 6 — Disclosure objectives for the areas of content

Chapters 5 - 10 propose disclosure objectives for six areas of content. Do you
agree with the proposed disclosure objectives for information about:

(&) the entity’s business model;

(b) management’s strategy for sustaining and developing that business
model;

(c) the entity’s resources and relationships;

(d) risks to which the entity is exposed;

(e) the entity’s external environment; and

(f) the entity’s financial performance and financial position?

Why or why not? If you disagree, what do you suggest instead, and why?

As noted in our response to Question 4, above we believe that the objective-
based approach is suitable for the management commentary as it will allow
the management to define which material entity-specific information about
the entity’s ability to create value and generate cash flows should be pro-
vided. And we generally support the proposed areas of content in the ED
as reflected in the Question 6. Nevertheless, we suggest extending the area
of risks (Chapter 8) by equal consideration of opportunities, hence not only
cross-referring to opportunities as subpart of considerations in the Chap-
ter 6 — Strategy (paragraph 8.1, paragraph 6.6). Such amendment would
better address the existing need for a balanced, neutral approach when




portraying the entity’s situation and the external conditions under which the
reporting entity is operating in the market.

While we can follow the intentions and the provided rationale related to the
headline objective and to the specific objectives as described in the ED,
we have difficulties to support the assessment objectives phase. It seems
to be problematic and specifically challenging to require reporting entities to
assess whether the information intended to be provided can sufficiently
meet the information needs of (different and/or anonymous) investors or
other users of the management commentary for their own assessments.
Particularly this kind of consideration used to be the original responsibility
of the standard setter along the due process to robustly identify what kind
of information needs must be fulfilled by reporting entities. This observation
applies from our perspective regardless whether specific disclosure require-
ments are prescribed, or an objective-based approach is followed.

We assume that the level of granularity of the information to be provided
will be mostly determined at the level of the specific objectives. And the
respective headline objective might allow or even require further information
to be included in management commentary to address the missing ele-
ments of the business story of the reporting entity after considering the
whole information package foreseen to be provided based on the specific
objectives at large. Therefore, we think that even conceptually the assess-
ment objectives are neither really fitting to the proposed objective-based
concept nor are an indispensable part of it.

Because of these considerations we would like to recommend abolishing
the assessment objectives phase of the proposal (i.e., removing the par-
agraph 4.3 (b) and paragraph 4.4 (b)). It would significantly simplify the op-
erational processes for consideration which information should be included
in the management commentary or not. We recommend instead to align the
IASB’s approach in the management commentary with the design of the
proposal in the project “Exposure Draft and comment letters: Disclosure Re-
guirements in IFRS Standards - A Pilot Approach”. This recommendation
does not mean however that all the proposals in this interrelated consulta-
tion are backed by us as the proposals in the Pilot Approach concern the
financial reporting information provided in the notes to financial statements.

Finally, we welcome the clarification in paragraph 8.9 of the ED in which the
inclusion of risk information is discussed regardless of whether those risks
are key risks for the entity and regardless of whether that information is
material when this disclosure is required by local laws or regulations. We
believe that this clause should be however a more general one, i.e., it
should refer to all areas of content and not only to the Chapter 8 — Risks.



Question 7 — Key matters

Paragraphs 4.7 - 4.14 explain proposed requirements for management com-
mentary to focus on key matters. Those paragraphs also propose guidance on
identifying key matters. Chapters 5 - 10 propose examples of key matters for
each area of content and examples of metrics that management might use to
monitor key matters and to measure progress in managing those matters.

Paragraphs BC77 - BC79 explain the Board’s reasoning for these proposals.

(@) Do you agree that the Practice Statement should require management
commentary to focus on key matters? Why or why not? If you disagree,
what do you suggest instead, and why?

(b) Do you expect that the proposed guidance on identifying key matters, in-
cluding the examples of key matters, would provide a suitable and suffi-
cient basis for management to identify the key matters on which manage-
ment commentary should focus? If not, what alternative or additional guid-
ance do you suggest?

(c) Do you have any other comments on the proposed guidance?

While we principally agree with the need to focus the management com-
mentary on the ‘key matters’, we suggest reconsidering the need for a new
terminology to be additionally implemented in this regard. The suggested
additional nuances might be rather difficult to follow and confusing, but they
will not replace the need for the management to apply judgment on how to
portray the status quo of the entity in a most suitable way and to highlight
the important aspects in an adequate way.

We believe that it would be sufficient to refer solely to ‘material information’
as it used to be the case for the financial statements. Specifically, as the
paragraph 3.17 states that “material information is included in management
commentary even if it does not relate to a key matter”. An additional gradu-
ation of the information does not seem to be reasonable when both types
are to be mandatorily included in management commentary. Otherwise, it
would create confusion why particular information needs to be disclosed
even if not being key for understanding of the entity’s business model or
risks of its activities.

We recommend allowing the management of the reporting entity to deter-
mine and highlight what kind of information is considered to be “fundamen-
tal to the entity’s ability to create value and generate cash flows” (paragraph
3.16 of the ED). It would be perfectly in line with the management’s per-
spective as described in paragraph 3.18 (a) - (¢) of the ED. And finally, in
paragraph 4.8 of the ED it is already concluded that “much of the information
that is material to investors and creditors will relate to key matters”.




Hence, the additional layer of nuanced/ artificial considerations which of the
material information is material and key to investors and creditors and which
one is only material, but still to be disclosed in management commentary,
although not being key, is creating an unnecessary operational burden for
prepares. It might be also confusing for investors and other users of man-
agement commentary expecting a focused approach being aligned with the
management perspective (e.g., paragraph 4.13 of the ED) leading to a con-
cisely set up report at large, aligned with the observation in paragraph 13.2
(a) of the ED that information is more useful to investors and creditors if it
is “clear and concise”. And we fully subscribe to this view.
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Question 8 — Long-term prospects, intangible resources and relation-
ships and ESG matters

Requirements and guidance proposed in this Exposure Draft would apply to
reporting on matters that could affect the entity’s long-term prospects, on intan-
gible resources and relationships, and on environmental and social matters.
Appendix B provides an overview of requirements and guidance that manage-
ment is likely to need to consider in deciding what information it needs to pro-
vide about such matters. Appendix B also provides examples showing how
management might consider the requirements and guidance in identifying
which matters are key and which information is material in the fact patterns
described.

Paragraphs BC82 - BC84 explain the Board’s reasoning for this approach.

(@) Do you expect that the requirements and guidance proposed in the Expo-
sure Draft would provide a suitable and sufficient basis for management to
identify material information that investors and creditors need about:

M matters that could affect the entity’s long-term prospects;
(i)  intangible resources and relationships; and
(i)  environmental and social matters?

Why or why not? If you expect that the proposed requirements and guid-
ance would not provide a suitable or sufficient basis for management to
identify that information, what alternative or additional requirements or
guidance do you suggest?

(b) Do you have any other comments on the proposed requirements and guid-
ance that would apply to such matters?

We agree with the view that the management commentary might be indeed
an appropriate location for information on matters that could affect the en-
tity’s long-term information prospects or about environmental, social and
governance (ESG) matters if material when considering the entity’s per-
spective. We recommend however to analyse further whether more com-
prehensive information about intangible resources is better placed and dis-
closed in the notes and then cross-referenced in the management commen-
tary. In line with our recent recommendation for the IASB’s Agenda Consul-
tation in our comment letter of 10 September 2021 we suggest the IASB
reviewing the current accounting treatment of intangibles. Only on this basis
the robust decision might be taken subsequently, whether additional disclo-
sures in the management commentary are then indeed indispensable or not
when considering its specific purpose.

Furthermore, we would like to highlight the need for equal proper reporting
about the governance matters as part of the ESG matters. It might be the

11



case that governance matters are regulated differently in different regions/
jurisdictions (paragraph BC83 of the ED). Nevertheless, and specifically for
this particular reason the management commentary might be incomplete if
it would not include relevant information in this regard. While we agree that
the management commentary is not about to regulate governance issues,
but proper disclosure of information relevant to understand the governance
of the reporting entity and the management is obliged to follow is from our
perspective specifically important to be provided.

Specifically, potential future changes to business model(s) of the entity
might be triggered by changes in governance/regulatory environment in
which the entity is operating. Hence, including the description of the gov-
ernance matters would provide for a better understand of the entity’s busi-
ness model(s) and its operations in the reporting period and provide poten-
tial indications regarding the outlook what might need to be re-adjusted or
significantly changed in the future (as required by paragraph 5.4 of the ED).
In this regard we recommend for example an amendment to paragraph 5.7
(c) of the ED which refers solely to environmental and social impacts of the
entity’s activities.

Finally, we would like to recommend for the IASBs consideration where re-
porting entities should be obliged to explicitly disclose how they define what
medium- or long-term from their entity-specific perspective is.

Beyond these recommendations above we believe that the requirements
and guidance proposed by the IASB in the ED are suitable to serve as a
suitable and sufficient basis for management to identify the material infor-
mation investors and creditors need.

12



Question 9 — Interaction with the IFRS Foundation Trustees’ project on
sustainability reporting

Paragraphs BC13 - BC14 explain that the Trustees of the IFRS Foundation
have published proposals to amend the Foundation’s constitution to enable the
Foundation to establish a new board for setting sustainability reporting stand-
ards. In the future, entities might be able to apply standards issued by that new
board to help them identify some information about environmental and social
matters that is needed to comply with the Practice Statement.

Are there any matters relating to the Trustees’ plans that you think the Board
should consider in finalising the Practice Statement?

In our response to the consultation of the Trustees of the IFRS Foundation
of 27 July 2021 we expressed our strong support for the proposals aiming
to establish a new board for setting sustainability reporting standards.
We highlighted the need for a transparent due process and robust govern-
ance of the new board, aligned with the established set-up of the IASB,
specifically allowing for a great level of stakeholders’ involvement in the
standard-setting process. For insurers operating at the global level, it is of
paramount importance that the phase of fragmentation of sustainability re-
porting frameworks is overcome. There is an urgent need to complete the
successful story of the IFRS Foundation and the IASB in the field of financial
reporting and to create a commonly accepted set of global sustainabil-
ity reporting standards. Only a close cooperation of the IASB with the new
board from the outset will ensure a consistent corporate reporting at large.

Being in favour of ESG matters to be part of the communication within the
management commentary, we agree that standards issued by the new
board might help to “identify some information about environmental and so-
cial matters”. But our expectations go further as we recommend that close
cooperation of both boards will help to create a common understanding
what the comprehensive base line regarding the ESG matters is and to
which reporting entities would refer to and on which the reporting design
might be finally set up. We are however concerned that the two boards
might follow two contrary conceptual approaches how the reporting require-
ments for the information to be provided need to be designed. While the ED
suggests a principle- and an objective based approach for the manage-
ment commentary, we perceive the tendency in the sustainability reporting
initiatives to prefer rather a very prescriptive approach, including detailed
reporting requirements, potentially with a different concept of materiality.
Hence, we recommend exploring further on which basis both boards might
establish a common understanding in this regard and how to reconcile po-
tentially different approaches when setting standards for the same popula-
tion of reporting entities from investors’ and creditors’ perspective.
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Question 10 — Making materiality judgements

Chapter 12 proposes guidance to help management identify material infor-
mation.

Paragraphs BC103 - BC113 explain the Board’s reasoning in developing that
proposed guidance.

Do you have any comments on the proposed guidance?

The proposed guidance appears to us to be generally helpful to conduct
entity specific considerations whether information is material or not. Never-
theless, we would like to provide the following comments on the proposals.

- We would like to reiterate our suggestion to eliminate the need for iden-
tifying ‘material information’ and ‘key material information’ as stated in
our response to Question 7 above.

- We recommend eliminating the vague clause in paragraph 12.5 of the
ED which links somehow the preferred management approach and en-
tity’s specific considerations with the need to identify whether entities
with similar activities are providing specific types of information. This
requirement would make it necessary to operationalise and document
the thinking process of the entity, specifically for the case of statutory
audit. In addition, enforcement authorities might have a different under-
standing what “entities with similar activities” or “If management (...)
knows ...” might mean and what kind of conclusions are to be drawn
out of it.

For this rationale we suggest omitting this paragraph fully or at least to
adjust the wording from “(...), it considers whether” to get “(...), it might
consider whether” to make the intended consideration of peers’ com-
munication and reporting strategy explicitly as a possibility and not a
requirement. Furthermore, the peer’s reference should express not as
“entities with similar activities” but more general with a reference to “en-
tities with similar business model”.

- As a matter of principle, for the similar rationale we suggest omitting
paragraphs 12.6 and B13 of the ED. References to industry bodies or
organisations with interest in sustainability reporting causes also an ad-
ditional burden on reporting entities, creating the need to identify which
organisations need to be closely followed and which guidelines need to
be processed. In particular, being fully supportive of the new board for
sustainability reporting standards at the global level (es expressed in
our response to Question 9), we encourage the IASB to closely coordi-
nate its efforts with the new board and not to generally refer the
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prepares to other organisations to search what information might be
material, key material or not.

- Regarding the intended inclusion of reporting on the sustainability/ESG
matters in management commentary we believe that the adoption of
the concept of double materiality (i.e., outside-in and inside-out per-
spective) needs to be explicitly verified by the IASB in this respect as
well, in close cooperation with the new board. We noted that in para-
graph 5.7 (c) of the ED (with some limited exemplifications provided in
paragraphs 15.5 and 15.6 (c) of the ED) there is already a kind of initial
reference to the “the environmental and social impacts of the entity’s
activities (...)". It indicates for reporting entities the need to consider
and evaluate whether and how the entity’s activities have an outside
impact, though limiting it to the specific consideration if there was or
might be in future a final impact on the entity’ capabilities to create value
and generate cashflows. But the concept of the double materiality in
sustainability reporting raises this question in a broader manner: how
the ESG issues may affect the entity’s financial performance and finan-
cial position (outside-in) and the impact of the entity’s activities on ESG
matters (inside-out). It might be helpful to clarify that following this dou-
ble materiality concept in the management commentary is not contra-
dicting the IASB’s investor perspective. It would underline also the
IASB’s openness for an idea of connectivity between the global frame-
work for management reporting and those advanced legislative pro-
posals for sustainability reporting discussed intensively at EU level.

Finally, as we already stated above, we welcome the clarification in para-
graph 8.9 of the ED. Accordingly the inclusion of risk information is allowed
regardless of whether those risks are key risks for the entity and regardless
of whether that information is material when this disclosure is required by
local laws or regulations. We reiterate our recommendation to provide a
more general clause in this regard, hence not limited it to risk disclosures
only and not being hidden in the section on clarity and conciseness (para-
graph 13.18 of the ED). It would allow for a better connectivity of the IASB’s
framework on management commentary with the more advanced specified
local requirements.
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Question 11 — Completeness, balance, accuracy and other attributes

(&) Chapter 13 proposes to require information in management commentary
to be complete, balanced and accurate and discusses other attributes
that can make that information more useful. Chapter 13 also proposes
guidance to help management ensure that information in management
commentary possesses the required attributes.

Paragraphs BC97- BC102 and BC114 - BC116 explain the Board’s rea-
soning for these proposals.

Do you agree with these proposals? Why or why not? If not, what do you
suggest instead and why?

(b) Paragraphs 13.19 - 13.21 discuss inclusion of information in manage-
ment commentary by cross-reference to information in other reports pub-
lished by the entity.

Paragraphs BC117 - BC124 explain the Board’s reasoning for these pro-
posals.

Do you agree with these proposals? Why or why not? If not, what do you
suggest instead and why?

Re question (a)

We agree with the importance of attributes discussed in the ED for the man-
agement commentary. However, we would recommend not to introduce
alternative terminology compared to the one established and used in the
Conceptual Framework for Financial Reporting. It would be rather more ap-
propriate to explain how the terminology applicable to financial statements
applies in the context of management commentary. Different terminologies
to be applied in the same reporting package and communicated to users
would be rather counterintuitive. Hence, we do not back the rationale pro-
vided in paragraph BC16 of the ED.

Generally, we support the additional principle of coherence. However, we
would recommend limiting its proposed scope and to require consistency
between information provided for different area of content within the man-
agement commentary itself (paragraph 13.28 of the ED) and consistency
between information provided in the management commentary and in the
related financial statements (paragraphs 13.29 and 13.30 (a) of the ED).
The requirement to consider in this regard also information provided outside
the reporting package (external coherence) goes from our perspective too
far and would create an additional burden for reporting entities when pre-
paring management commentary within tight deadlines. It would be the task
for securities and markets authorities to define whether investor
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communication with other means then those defined in financial statements
or management commentary needs to be supplemented with additional dis-
claimers or disclosures on a case-by-case basis. To include such disclo-
sures in management commentary does not seem to be reasonable.
Hence, we suggest removing the paragraph 13.30 (b) in the ED when final-
ising the document. Consequently, we suggest clarification for paragraph
14.11 in the ED that only internal coherence within the reporting package
(i.e., financial statements and management commentary) is envisaged.

Re question (b)

As a matter of principle, we are supportive of the view that management
commentary must be a stand-alone, self-contained document. Neverthe-
less, we do not generally oppose to include other material information in
management commentary by cross-referencing. That's why we support the
strict requirements proposed in the ED and related to cross-referencing.
Cross-referencing might be helpful to achieve a more concise management
report regarding its size, but it has still to be a document which contains in
general all material information on a stand-alone basis regarding its content.
We believe that reporting entities will be well in a position to weight the ef-
forts necessary to meet the IASB’s requirements when cross-referencing
against the alternative of not doing so.
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Question 12 — Metrics

Chapter 14 proposes requirements that would apply to metrics included in man-
agement commentary.

Paragraphs BC125 - BC134 explain the Board’s reasoning for these proposals.

Do you agree with these proposals? Why or why not? If not, what do you sug-
gest instead and why?

In general, we support the guidance provided in the ED. For the sake of
completeness, we would like to highlight however that we understand that
the related proposals in the ED include only examples on how the metrics
could be provided if any and not a general requirement to include metrics
for the areas of content. The same applies to the examples as such pro-
vided in the ED. Specifically, in the insurance industry the disclosure of in-
dustry-specific metrics would be more useful to investors and other users.

Nevertheless, we do not agree with the general requirement in the para-
graph 14.10 of the ED to identify, analyse and provide extensive explana-
tory disclosures about metrics provided in management commentaries of
other reporting entities or about guidelines published by “an industry body
or an organisation with an interest in sustainability reporting”. While these
disclosures might be preferred from users’ perspective, such requirements
do not seem to meet the cost-benefit hurdle. In accordance with our recom-
mendation for the removal of paragraphs 12.5 and 12.6 above, we similarly
strongly suggest here omitting the paragraph 14.10 of the ED. Particularly,
from the operational perspective it would be specifically burdensome for re-
porting entities if being forced to identify, explain, and even justify differ-
ences in calculation of metrics by other reporting entities. In addition, such
a requirement is completely contradicting the management approach fol-
lowed by the IASB for management commentary. As long the IASB itself
does not identify and prescribe how a particular metric is to be calculated,
reporting entities (and auditors) should not be burdened with the obligation
to overcome a potential diversity in reporting practice. As a matter of princi-
ple, it is not the primarily task of reporting entities to identify which metrics
are the right and proper ones from the market perspective at large. And the
mere existence of entity-specific metrics in the market (and even within one
industry) is a natural and acceptable outcome of the management approach
which we continue to fully support for the management commentary project.

We support that the ED proposed not to require management commentary
to include forecasts or targets (paragraph 14.14 of the ED) but defines
requirements which only apply if management takes a decision to include a
forecast or target to better explain management’s strategy for the entity.
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In this regard we agree that it is reasonable to expect an information how
the current-period amount compares with a forecast or target amount pre-
viously published by the entity (paragraphs 14.15 and 15.28 of the ED). We
would however suggest clarifying that “previously” means “in the preceding
reporting period”. The additional requirements in the paragraph 14.17 seem
to be redundant as regular updating of the forecast or target used to take
place in subsequent reporting periods and paragraph 14.16 covers already
the need to disclose the forecast or target related to the actual current-pe-
riod amount. Finally, we would recommend reconsidering the reference in
paragraph 14.15 (a) to “any publicly available communication” and to limit
its scope to forecasts or targets provided in the management commentary
or the related financial statements. We refer here also to our rationale sup-
porting the recommendation to focus on internal coherence only in the re-
sponse to Question 11 (a).

In this respect we also recommend clarifying the meaning of the references
to “previous expectations” in paragraph 10.5 (b) of the ED and “forecasts or
targets previously published” in paragraph 10.6 (c) of the ED. Do they refer
to any previous expectations or any forecasts or targets published in the
past in management commentary, or do they refer to the comparative pe-
riod directly preceding the reporting period. We suggest limiting this require-
ment to such information provided in management commentary only.
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Question 13 — Examples of information that might be material

Material information needed to meet the disclosure objectives set out in Chap-
ters 5 - 10 will depend on the entity and its circumstances. Chapter 15 proposes
examples of information that might be material.

Paragraphs BC80 - BC81 explain the Board’s reasoning for these proposals.

Do you expect that the proposed examples would help management to identify
material information that management commentary might need to provide to
meet disclosure objectives for information about:

(a) the entity’s business model;

(b) management’s strategy for sustaining and developing that business
model,

(c) the entity’s resources and relationships;

(d) risks to which the entity is exposed;

(e) the entity’s external environment; and

(f) the entity’s financial performance and financial position?

If not, what alternative or additional examples do you suggest? Do you have
any other comments on the proposed examples?

From our perspective the proposed examples might be helpful for the man-
agement to identify material information to be provided in the management
commentary to meet the disclosure objectives for the suggested area of
content which we generally support as stated above in our response to
Questions 5 and 6.

We do not provide any additional examples to be included into the Practice
Statement. However, we also kindly refer to our recommendation to con-
sider removing the additional level of complexity created by the need to
identify “key material information”. Our rationale is provided in detail in our
response to Questions 7 and 10.

Regarding our recommendation to address the principle of double material-
ity in context of reporting on ESG matters in the management commentary
we refer to our response to Question 10. In this context a close cooperation
also with European Commission/EFRAG might be helpful, as they have
been working intensively on how to operationalise the Commission’s pro-
posal for the Corporate Sustainability Reporting Directive (CSRD) in this
regard.
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Question 14 — Effective date

Paragraph 1.6 proposes that the Practice Statement would supersede IFRS
Practice Statement 1 Management Commentary (issued in 2010) for annual
reporting periods beginning on or after the date of its issue. This means that
the Practice Statement would be effective for annual reporting periods ending
at least one year after the date of its issue.

Paragraphs BC135 - BC137 explain the Board’s reasoning for this proposal.

Do you agree with the proposed effective date? Why or why not? If not, what
effective date do you suggest and why?

We agree with the proposed recommendation based on our understanding
that comparative (quantitative and qualitative) information for the preceding
year would not be required to be provided when applying the final require-
ments for the first time. Should it be already the case for the transitional
period, we would suggest extending the transition period effectively by one
additional year. Specifically, also because of the need to get sufficiently fa-
miliar with the new objectives-based approach proposed for the manage-
ment commentary (paragraph BC147 of the ED).

Specifically, in the case of the need to provide additional and even more
granular information on ESG matters in the future, additional time might be
necessary and very much useful to allow preparers to set up the necessary
internal reporting systems and to collect the necessary data already for the
comparative period.

Finally, we like to note that endorsement processes at the level of local ju-
risdictions might also need a considerable amount of time before a clarity
for preparers is given if and starting from when the final requirements re-
leased by the IASB can or must be applied.
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Question 15 — Effects analysis

(a) Paragraphs BC139 - BC177 of the Basis for Conclusions accompanying
the Exposure Draft analyse the expected effects of the proposals in this
Exposure Draft.

Do you have any comments on that analysis?

(b) Paragraphs BC18 - BC22 discuss the status of the Practice Statement.
They note that it would be for local lawmakers and regulators to decide
whether to require entities within their jurisdiction to comply with the Prac-
tice Statement.

Are you aware of any local legal or regulatory obstacles that would make
it difficult for entities to comply with the Practice Statement?

Re question (a)

We do not have any critical comments on the analysis provided and its over-
all positive conclusion (paragraph BC177). We indeed welcome cost-benefit
analysis conducted also from preparers’ perspective (paragraphs BC168 -
BC170), though we understand that the effects analysis was mainly of qual-
itative, rather than of quantitative nature (paragraph BC142) and that the
Board has little evidence of entities applying the 2010 Practice Statement
(paragraph BC140).

Re question (b)

We are not aware of generally critical obstacles that would make it difficult
for entities to comply with the Practice Statement from the German perspec-
tive, though we haven’t conducted a detailed analysis or comparison of local
GAAP requirements in this regard with the potential outcome of applying
the proposed objective-based requirements in the Practice Statement which
would be, because of its nature, rather an entity-specific consideration to be
undertaken. However, our recommendations included in our comments
above are derived from our current understanding of the IASB’s proposals
in context of the current management commentary practice in the market
(e.g., re our preference for internal coherence principle only). We also note
that some of the requirements in the German market are already stricter
than the proposals in the ED (e.g., the ED does not require management
forecasts and targets to be included in management commentary).

Nevertheless, as the Practice Statement is currently not endorsed in the
EU, considerable double efforts would be required if the Practice Statement
and the local requirements would have to be followed at the same time.
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We would prefer instead to allow prepares to follow a single set of global
reporting requirements, hence, to apply IFRS as issued by the IASB.

In this regard we acknowledge that the ED clarifies in paragraph 1.5 that
the [draft] Practice Statement is not intended to be an IFRS Standard. As
already noted above in the cover note, we consider management com-
mentary to be an integral part of the financial reporting package. And
we support the development of globally consistent requirements for man-
agement commentary. But we continue to favour a mandatory standard
to provide such requirements. This standard should be principle-based
and fully integrated into the framework of IFRS. Such approach would en-
sure a fully consistent reporting environment for companies applying
IFRS. It would be also in line with the matter of fact that financial statements
and management commentary are both subject to statutory audit require-
ments with the same level of external assurance in Germany.

Hence, we encourage the IASB to consider changing the status of the Prac-
tice Statement and to upgrade it to a level of a regular IFRS. It would trigger
a regular endorsement procedure in the EU which is initiated by the Euro-
pean Commission in case of IFRS Standards.

Question 16 — Other comments

Do you have any other comments on the proposals set out in the Exposure
Draft?

As rightly pointed out in paragraph BC106 (b) of the ED, management com-
mentary and financial statements contribute to the same objective and pro-
vide information to support the same assessments. And these assessments
would be based on both management commentary and the related financial
statements. Hence, management commentary has been and remains also
in future an integral element of the financial reporting package.

Consequently, we would like to encourage the IASB to continue with this
important project and to cooperate closely regarding the sustainability mat-
ters with the new board, should they be included more extensively into the
management report (paragraphs BC13 and BC14 of the ED). Only a close
cooperation of both boards will provide confidence to stakeholders that the
final outcome will be a consistent one, useful for users and also capable to
be implemented in a cost-effective way by preparers.

Finally, we are fully supportive of Board’s parallel considerations how the
proposals can contribute to help improve the quality of electronic reporting
(paragraphs BC159 — BC161, BC172, BC173 (e) of the ED).
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