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SECTION 2 — HINDSIGHT: EVOLUTION OF THE

REPORTING FRAMEWORK

Era 2: Strengthening financial
accounting practices 1987-1997

Era 1: Exploring international

standard setting 1973-1987
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SECTION 3 — INSIGHTS: PRIMARY RESEARCH
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Phase 3:

Take steps to manage
the problem (controls,
targets and initiatives)
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Climate change information categories

Significant entities that did not disclose climate change information

. Significant entities that disclosed climate change information
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(i) 2015 S&P 500 (i) 2015 S&P Europe 350 (i) 2015 Shanghai Shenzhen CSI 300

- Tangible asset value . Tangible asset value . Tangible asset value

. Intangible asset value . Intangible asset value . Intangible asset value

(iv) 2015 Nikkei 225 (v) 2015 Kosdaq Composite Index (vi) 2017 NZSX

. Tangible asset value . Tangible asset value . Tangible asset value

- Intangible asset value . Intangible asset value . Intangible asset value
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SECTION 4 — FORESIGHT: TRENDS

Trends: Forces shaping the overall system [ SO

1. Increasing complexity and interconnectedness

2. Increasing future focus

@ 3. Increasing level of distrust
@ 4. Growth of big data and information explosion

5. Increasing cybersecurity and data privacy concerns

6. New business models
7. Increasing activism

-@

Implications: Changing the framework

1. The need for risk and governance reporting obligations
2. The need for climate change reporting obligations

3. The need for taxation reform

@ 4. Emergence of new reporting practices

5. Increase in number and frequency of standards
and guidelines

6. The need for auditing reform

2013
Reporting framework
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SECTION 5 — ANALYSIS OF THE REPORTING

(
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FRAMEWORK
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SECTION 6 — POLICY KNOTS

3. Tensions between reporting 4. Tensions between reporting

1. Tensions over who holds 2. Tensions over who writes
power: and who regulates standards/  instruments: audiences:
guidance:
CEO Mandatory standards Regulatory filings Shareholders
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Financial Annual reports

Shareholders Board
Voluntary guidance
statements
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Shareholders

Shareholder (or potertial shareholder)

To buy/takeover or sell /divest

Focused on:

« Financial retums (past and future),

- Share price gains and market
capitalisation (pastand future),

- Govemance (e.g. board and the
CFO),

* Who controls the organisation, and

- What risks the organisation is
facing/may face.

Tend 1o focus on financial returns,
stability, risks, opportunities and
governance information.

That the financial statements are made
available and are produced in a timely
manner.

That the contents are accurate, easy fo
navigate and can be relied upon (e.g.
assurance).

That the annual report contains all the
necessary information on governance,
risks, opportunities and provides clarity
over who they are investing in (e.g. who
is the ultimate controlling party).

Ifthe organisation s listed on the NZSX,
that the announcements are accurate,
complete, timely and relevant.

Tend fo focus on the short-ferm

Vertically (comparing the same
organisation with itself over time —
one year with another).

-

¢

Key questions

4. What information do the users focus on?

5. What are the specific requirements of the us:

6. What timeframe is driving the user’s decision making?

s compare the information?

-

.-’

-
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All stakeholde

All stakeholders other than shareholders or
potential shareholders, such as consumers,
suppliers, employers, neighbours, fund managers,
regulators, bankers, insurance companies, the
IRD, competitors, industry organisations, unions,
environmenialists, NGOs and government (both
central and local).

To work for/ leave the organisation

To buy products/ services or boycott
products/services from the organisation

To leam about and possibly change/support
the behaviour of the organisation (e.g. removing
its social licence or being a whistleblower)

Focused on:

How the organisafion impacts on the four
capitals (human, social, natural and
financial/physical) the community (e.g. who
gains and who loses and the muliplier affect
le-g. RMA),

* Which organisation pays taxes and what
country receives the toxes (e.g. BEPS and
whether the organisation is in @ tax haven),

- Where profits go (e.g. New Zealand or
overseas),

- Who controls the organisation and who has
the power (e.g. where is the ultimate holding
company located New Zealand or overseas),

Risks and governance,

- Netemissions and the resulting strategy to
move 1o alow-carbon ecanomy, and

+ Trade-offs that may exist (e.g. human capital,
social capital, natural capital).

In addifion to financial returns, stability, risks,
opportunifies and governance information,
other stakeholders are also interested in the
organisation’s ethics, its behaviour within the
wider community and its long-term footprint.

In addition o the specific shareholder
requirements, many other stakeholders would
like easy and consistent occess fo an
organisation's annual report (particularly if they
consider the organisation fo be significant).
Interms of information contained in the annual
report, many stakeholders would like more
comprehensive disclosures in ferms of the

isafion’s impact on ifs neigh hood,
industry, and/ or country. Examples include
disclosure of penalies, gender balance, woge
disparity, emissions, impact on water quality,
plastic usage and Sustainable development
Goals (SDG).
Many stakeholders want to know who gains the
benefits from the operation of the organisation
(e.g. governance is transparent including the
ultimate holding company's identity), what taxes
the organisation pays and who really controls
the organisation.

Tend to focus on the medium to long-term

another or one industry with another over the
same period of time).




SECTION 7 — RECOMMENDATIONS

Administrative Legislation | Strategic
recommendations recommendations | recommendations

! !

The purpose of the reporting framework remains the same The purpose is updated
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= The reporting framework is unnecessarily complex, outdated and inefficient. The framework has not been

reviewed as a whole since the 1990s, not since the passing of the Companies Act 1993 and the Public Finance
Act 1989.

= The legislation is not well integrated, especially the interaction of the Companies Act 1993 and the Financial
Reporting Act 201 3.

= The private sector reporting system continues to focus on shareholders even though shareholders are now
working hard to report to stakeholders, as evidenced by the Climate Leaders Coalition. However without
guidance on initiatives such as these they are likely to be unsustainable.

= The public sector reporting system continues to be made up of separate sub-systems and, as such, fails to
capitalise on the benefits of integration and scale.

=  Financial statements are losing their relevance as price (market value) and tangible assets on balance sheets
become increasingly disconnected.

= Penalties for non-compliance with reporting requirements are low or non-existent (e.g.s 21| of the
Companies Act).

= Timing boundaries for publication are unnecessarily long (e.g. currently some companies have five months from
balance date to file financial statements).

= The IASB is unlikely to resolve reporting on non-financial information in the short to medium-term; their focus
will continue to be maintenance of the status quo.

= Unlike financial statements that follow international standards, the annual report and national filings can be
managed by each country.

= There is no one responsible for stewardship of the whole system.
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THANK YOU

Level 2,5 Cable Street

PO Box 24-222

Wellington 6142

(04) 499 8888
www.mcguinnessinstitute.org
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