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are starting to converge
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Ian Mackintosh, Chair of the Corporate Reporting Dialogue, tells
James Gavin about efforts to drive better alignment in reporting
as pressure to include nonfinancial information increases.

Five years ago, amid growing clamor for greater
consistency between corporate reporting
frameworks and standards, the International
Integrated Reporting Council took the bold
step of bringing together some of the leading
standard setters and frameworks. Launched in
June 2014, the Corporate Reporting Dialogue
(CRD) was envisaged as a global mechanism
to encourage alignment between the standard
setters and framework developers that have

a significant international influence on the
corporate reporting landscape.*

The early fruits of this dialogue have been a
statement of common principles of materiality,

a map of the reporting landscape and a common
position in support of the recommendations of the
Financial Stability Board's Task Force on Climate-
related Financial Disclosures (TCFD).

CRD's Chair, Australia-based lan Mackintosh, is
keen that more be done to address the "“alphabet
soup” of acronyms and standards that has made
it harder for companies to prepare effective and
coherent disclosures that meet the information
needs of capital markets and society — at a time

when nonfinancial information is becoming
increasingly important to companies’ reporting.

"Users and investors are getting frustrated, as
they don't know what standards to follow,” says
Mackintosh. “Pressure for change is coming from
the market itself.”

His mission is to improve coherence and drive
better alignment in corporate reporting. This
explicitly acknowledges that the different elements
of the corporate reporting system are not working
as harmoniously as they could be, with the result
that corporate reporting is at risk of pursuing
conflicting objectives, under disjointed definitions
and with unclear aims.

Two-year project

Few are better placed to push this message.
A former Vice-Chairman of the International
Accounting Standards Board (IASB) and a
former Chief Accountant of the Australian
Securities and Investment Commission,
Mackintosh has more than 30 years’
experience of national and international
accounting standard-setting under his belt.

*Participants in the CRD are CDP (formerly known as the Carbon Disclosure Project), the Climate Disclosure Standards Board, the Global
Reporting Initiative, the IASB, the IIRC, the International Organisation for Standardisation and the Sustainability Accounting Standards Board. EY

The Financial Accounting Standards Board has observer status.
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Corporate Reporting Dialogue: the scope of the standards and frameworks involved

Initiative Scope

Financial | Manufactured | Intellectual | Human
capital capital capital capital

Social and Natural
relationship | capital
capital

CDP's Information Requests o

CDSB Framework ()
FASB Accounting Standards ()

GRI G4 Sustainability Reporting Guidelines
and G4 Sector Disclosures ‘ . .

International Financial Reporting Standards o

ISO 26000 - Social Responsibility o o [ )
Sustainability Accounting Standards (] o o

Although this chart highlights core focus areas,initiatives may

Partial coverage @ Full coverage ¢ s :
provide additional commentary on, or relate to, other categories.

Source: Navigating the Corporate Reporting Landscape, Corporate Reporting Dialogue
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He is now leading a two-year project focused
on driving better alignment in the corporate
reporting landscape. CRD participants have
committed to driving better alignment of
sustainability reporting frameworks, as well
as those that promote further integration
between nonfinancial and financial reporting.

The project comes in two parts. “The first looks
at the TCFD disclosure proposals and tries to
map how they fit with existing frameworks and
metrics, and we will be formally reporting on this
in September this year,” Mackintosh explains. “The

It’s quite possible there
will be some resistance.
Every time there are
changes, you always get
the message that ‘you can’t
do this, it’s too much’.

second is about standard setters and framework
providers discussing what they are doing, finding
out what is similar and what is different, and
discovering how we can better align and rationalize
these standards.” This latter part of the project will
report in September 2020.

Mackintosh says the group is not difficult
to chair. “They are positive, they are trying
to work together. Yes, they have their own
priorities and points of view, but we do meet
to talk about common issues. All of this is
done on the basis of consensus, and that is
an achievement in itself."”

The process is not necessarily aimed at reaching
an ultimate answer on alignment; rather, it is about

preparing steps toward an ultimate answer. But
is there a common thread that pulls the different
standard setters and framework providers in

the same direction? “Having to satisfy everyone
is not an easy task, and there will have to be a
bit of give and take if we are going to succeed,”
Mackintosh acknowledges.

Even if the CRD does achieve agreement on the
way forward at the end of the two-year project,
it could still take time to implement any changes
into actual regulation. Mackintosh points out that,
globally, there is very little regulation related
to the alignment of financial and nonfinancial
information. Notable exceptions include the
requirement for UK-incorporated companies to
publish a strategic report in the annual report that
covers a fair review of the company's business and
a description of the principal risks and uncertainties
facing it, and the Australian Securities Exchange's
corporate governance guidelines, which require
publicly-listed companies to disclose nonfinancial
risk. “Even the IASB doesn't have any regulatory
powers [in this regard],” he adds.

This raises further questions. How should
nonfinancial information be requlated, and by
whom? Would regulators enforce a comparable
framework on everyone? Helpfully, the IASB
has a set of reporting standards that look at
what else would be reported beyond financial
information. And, while easy answers are elusive,
Mackintosh says the debate is worth having,
to get people thinking about why nonfinancial
information is important.

Finding the fit

The CRD’s initial focus is on getting some order
into the reporting of nonfinancial information
and working out how it fits with financial
information. “At that stage, you can start looking
at an annual report that has this information

in one document, encompassing both financial
and nonfinancial information,” he says. “One
complements the other.”
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Another key issue for the CRD is materiality.
“Companies should only report on things that
are relevant to them, not just have a checklist
of things to report on,” says Mackintosh. "It has
to be relevant to the company itself, and that
goes back to who you are reporting to. The IASB,
for example, reports for providers of capital,
whereas the Global Reporting Initiative would
say it is reporting for society, so that's a broader
range of users.”

Another looming challenge is possible pushback
from large corporates, which are already
complaining of “reporting fatigue,” according
to Mackintosh. “It's quite possible there will be
some resistance,” he says. “Every time there are
changes, you always get the message that ‘you
can't do this, it's too much’. And often, it can
be legitimate. Standard setters do on occasion
require things that aren't very relevant.”

Forging consensus

In February 2019, CRD participants released a
position paper on the Sustainable Development
Goals (SDGs) — a blueprint of 17 targets devised
by the United Nations to achieve a better and
sustainable future for all — and the future of
corporate reporting. The paper identifies how
corporate reporting can illustrate which SDGs are
relevant to a company’s business model, enabling
both companies and investors to focus on those
SDGs most likely to impact financial performance.

“It's a good basis for beginning the debate,” says
Mackintosh. “It's a starting point for what could be
reported, what is relevant and what cost benefits
are related to SDGs.”

Nevertheless, there is criticism that things are
not moving fast enough. “People are coming to us
saying, ‘couldn’t you do something more quickly
and with broader ramifications?’ That's another
challenge,” says Mackintosh.
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lan Mackintosh:
Profile

lan Mackintosh is the Chair

of the Corporate Reporting

Dialogue, having taken

up his post in December
2016 after serving for five years as Vice-
Chairman of the IASB. He has more than 30

Lo years' experience of national and international

accounting standard-setting, with senior roles
including Chief Accountant of the Australian
Securities and Investment Commission (2000-
2002) and Chairman of the UK Accounting
Standards Board (a precursor to the Financial
Reporting Council, 2004-2011) . He also has
substantial public sector experience, having
chaired both the Australian Public Sector
Accounting Standards Board and the IFAC
Public Sector Committee.

So should there be a single global standard setter
on corporate reporting that takes in both financial
and nonfinancial reporting metrics? Mackintosh
admits he is sympathetic to that view.

"You've got to have a dream, as the songwriter
said. If you don't have a dream, then how are
you going to have a dream come true? In an ideal
world, at an ideal time, yes, that is the way | would
personally like to see things pan out.”

However, he says the CRD has deliberately not
pushed such a “catch-all” solution because of
concerns that it would deter people from joining in
the dialogue. “I'm not trying to coerce people into
things they don't think are right, either for them
or for the overall market,” says Mackintosh.

Moreover, any rationalization of standard
setters could prove challenging to bring about.
Many entities might be reluctant to be voluntarily
subsumed into a larger organization.

"Change could come from the bottom up,"”
Mackintosh predicts. “Organizations might decide
to merge if they have a proper look at each other
and their goals. There have already been a couple
of mergers that have narrowed down the market,
and that makes taking additional steps toward
convergence easier.”

The fact remains that many observers, both
on the inside and the outside, are far from happy
about the present situation and are asking why
something can't be done. Mackintosh believes the
pressure from the market — from both funders and
investors — will ultimately forge consensus, even if
this falls short of full integration.

“But it's not going to be simple,” he concludes.
“These organizations have a rationale for what
they have done and are not going to give that
away unless they are assured that what comes
next is better than the status quo.” m

June 2019
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About EY

EY is a global leader in assurance, tax, transaction and advisory services. The
insights and quality services we deliver help build trust and confidence in the
capital markets and in economies the world over. We develop outstanding
leaders who team to deliver on our promises to all of our stakeholders. In so
doing, we play a critical role in building a better working world for our people,
for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of the
member firms of Ernst & Young Global Limited, each of which is a separate
legal entity. Ernst & Young Global Limited, a UK company limited by
guarantee, does not provide services to clients. Information about how EY
collects and uses personal data and a description of the rights individuals
have under data protection legislation are available via ey.com/privacy. For
more information about our organization, please visit ey.com.

About Reporting

Reporting, EY Assurance's insights hub, brings together insights and ideas
that will interest, inform and inspire business leaders. It's about more than
the numbers, examining reporting in its broadest sense.

Our content is tailored for board members, audit committee chairs
and finance directors of global companies. For more information, visit

ey.com/reporting.
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This material has been prepared for general informational purposes only and

is not intended to be relied upon as accounting, tax or other professional
advice. Please refer to your advisors for specific advice.

The views of third parties set out in this publication are not necessarily the views
of the global EY organization or its member firms. Moreover, they should be
seen in the context of the time they were made.
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